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UGANDA
Introduction

In the period 1971-86, the econgnaeclined raidly due to a counction ofpoor economic
policies and severe social disturbance. In theyd®80s there were two stang-&rrargements,
but both collpsed under theressure of events. The NRybvernment tookpower in 1986,
inheriting a devastated econgmwith a number of distinctive features. Pepitaincome was
amory the lowest in the world; thpublic revenue base had cqited, with coffee taxation
accountig to close to half of revenue, andjhiinflation had eroded the demand for nyne
Since there was little spe for external borrowigpy government egenditure had fallen. Ay
product of this was that whilaublic sector empployment had epanded enormougl public sector
wages had become derigoAs a result, while thpublic sector was lge it was not well-suited
to service deliver. Theprivate econom had retreated into subsistence activities, aporx
and investment had declinedy B986,government egenditure, egorts, and investment were
each ony 9 percent of GDP.

The newgovernment was initial supicious of Fund and Bank involvement in econoputicy.
It dismantled ggects of therevious standyparrargement, notalyl refixing the exchage rate.
By 1987, inflation had accelerated to over 2@@cent and such egrfailures of thepolicy
charges led thegovernment to seek arg@ement with the Fund. A Structural jadtment
Facility was initiated for the@eriod 1987-90.

The SAF Program, 1987-89

A magjor oljective of thisprogram was to restore parts. For this, it was seen as necegsar
shift from dgpendence pon export taxation. Theroducerprice for coffee, the main ewrt cra,
was trpled, and there were efforts to magayments to farmers on time and toprave
trangort. Price controls in manufactugmvere removed. There was a start to fgmexchage
liberalization with a 6@ercent devaluation in 1988 followeg frequent smaller devaluations.
There werglans for theprivatization ofpublic enteprises and for the removal gfiost workers
from thegovernmenpayroll. The tagets were for GDBrowth of 5percent and inflation of 10
percent.

Theperiod of the SARrogram coincided with a deterioration in the world cofbeee. Between
1986/87 and 1989/90, the terms of trade deteriorate2ltipercent. Degite this, there was a
strorg recovey in oufput, with thegrowth rate ofper caita GDP exceedm 3 percentper
annum. In view of this satisfactoperformance, the SAprogram was revised before ffanned
conpletion into an ESARprogram.
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The First ESAF Program from 1989 to the crisis of 1992

The ESARprogram had three gbctives: continuedrowth of at least percent, a reduction in
inflation to 7.5percent, and a balance gdyments syslus of $11 million. The neyrogram
included exchage rate liberalization, the removal of port licensirg, rehabilitation of
infrastructure, irproved fiscal controls, anglblic enteprise reform. From the viepoint of the
government the core of throgram was exchage rate liberalization: in 1990, it introduced
foreign exchage bureaux while maintaingnan official exchage rate for some transactions.

The social inpact of theprogram was eglicitly considered. It was regnized that some
vulnerablegroups would not benefit in the short run. This concern led to the gefbiof a
program to alleviatepoverty and the social costs of jagtment (PAPSCA). The main
components of thgrogram were assistance for retrenclyggdernment workergprojects in
primary education, irprimary health care, and in rural infrastructure rehabilitation.

There was a further shadeterioration in the terms of trade of @&cent between 1989/90 and
1992/93. This created a dilemma: the qudain the world coffeprice was liable to accelerate
the shift ly farmers out of coffegjet toprevent it would rguire thegovernment to reduce part
taxation which was central to its revenue.

In 1991/92 there was a fiscal crisis.gdart, this was due to an inteption in donor inflows
because of the introduction of the dual exgjearate. However, the nua reason was an extreme
loss of control of egenditure: the share gbvernment egenditure in GDP rose from J&rcent
in 1990/91 to 23ercent in the followig year. This loss of fiscal contrgkoduced a naid
acceleration in inflation. BMarch 1992 the annualized rate had reachedp28ent angber
cgpita GDPgrowth had decelerated tq@rcent. In rggonse, the President nged the Ministries
of Finance and Planrgndismissig the Finance team amgiling control to Plannig, which had
been the main base of aysib and advocgcfor economic reform.

ESAF Programs from the crisis of 1992 to 1997

The new team thus faced a short-term stabilizgigroblem and a loger term need fopolicy
reform. The fiscal crisis had cost thevernment the limited credibilitwith investors which it
had achieved. The risk ragjiof the county by thelnstitutional Investoffell to the lowest of the
25 African countries rated. To stabilize the ecopdhegovernment introduced a cash lpatl
This browght about a reduction in pgnditure of Jercentge points of GDP. The cash bgeit
had a dramatic effect on inflation. Within four months of its introducpdoes were stable. The
cost of this disinflation in terms of lost @ut was modest. Between 1992 and 1993tbevth
in per cgita GDP actuall accelerated to fercent.
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In 1994, a further ESAprogram was greed (1994-97). Bthis time the econoyrwas alreag
stabilized. We should note that this makes tgaiidan ESARrogram of 1994-97 uigue in our
sanple, since its focus could have been enil structural reforms. In the event, flregram

also included imortant fiscal olectives. Reserves were to be accumulated to five months of
imports, and the fiscal deficit (which wasdety aid-funded) was envigad to fall from 10.6 to
5.5percent of GDP. This would involve substantiglagment to the bankmsystem. Indeed,

the obective of the fiscal gdstment was not to reduce inflation but tgrove access of the
private sector to credit.

The fiscal agustment was to be achievpdimarily by increasiig revenue as a share of GDy b

1 percentge point per annum. This was achieveg & combination of institutional and tax rate
charges. An indeendent revenue authoritvas established outside the structure of the civil
service. Taxes opetroleum were increased spigr so that ganda came to have fuglices
more than double those of its giebors. Inport duties were raised, so that evgnl996 more
than half of revenue was from trade taxes. The rengftsgnal agustment was to be thrgh
reduced ependitures. Tqrotect social ependitures durig this phase of fiscal ghtenirg a
“core budjet” was created in which sociptograms weregiven priority. This waspartly a
reponse to the difficulties createdy lihe cash bugkt, which increased the volatylitof
expenditure and thergtreduced its efficienc

Thegovernment embarkegan a wide rage of radical reform measures. Withpest to eyort
crops it first abolished the gwrt tax on coffee, then removed the mpoly of the Coffee
Marketing Board, and finaj§t removed the rail momoly on coffee trarmorting. The introduction
of private road haulge for coffee had the beneficial side effect giandirg the market for road
haulage sufficienty that the market structure of the indydtiecame much more cqetitive:
with the demise of the hawa cartel freght rates neayl halved.

With regect to foregn exchage, thegovernment first unified the exchgarate at the Bureau
de Chage rate, then introduced an inter-bank market (November 1993), yhacbievirg
Article VIl status, and finall moved to full cgital account convertibilit (July 1997).

With regect topublic enployment both the civil service and the grmere drasticajl reduced,

the civil service i one third and the aryrby one half. Prior to the ayrdemobilization, there

had been considerable concern that it would lead to an increase in unrest, with demobilized
soldiers resortig to crime. Thegovernment inplemented grogram of financial and material
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assistance for the demobilized. In the event, crime rates gdelatind there is evidence that
the demobilized reintgated into their rural communities’

With regect to financial markets tigopvernmengradualy develged the TreasyrBill market.
Initially, interest rates on the market wereyMeigh. There was substantial new gnirnto the
bankirg sector, breakima lorg-established cartel. However, theitalization reuirements were
initially set far too low. This reflected the failure to revise the relevgisid¢ion in reponse to
the hgh inflation of theprevious two decades. As a result, some of the new banks had to be
placed under servision and their existence was a serious constraon the @eration of
monetay policy: the interventions which would have absorbeditiity in aggregate, would
have made the weaker banks unviable. A distinct andrmpi@blem wagosed ly the Wganda
Commercial Bank which had a ¢, weak angboliticized portfolio. Theprocess ofrivatization
of UCB was slow, and the one partant repect in which the iplementation of reform fell
behind schedule. However, its cpletion was inprogpect at the time of writig and there have
been over 60 otherivatizations. Both the Fund and the Bank were hgawlolved in financial
sector reform.

In contrast to the first twgrogram periods, the terms of trade spir improved due to a
tenporaty increase in therice of coffee. Between 1992/93 and 1994/95, there was an
improvement of 7ercent. The Fund and tigpvernment were concerned that such gdar
favorable shock would caug®werful real exchage rate apreciation or inflation, and so
introduced a stabilizopexport tax. In the event, this raised little revenue. However, neither of
the concernproved well-founded: thprivate sector shaly increased its savijs and investment
rates. The liberalization of the coffee sector and the stabilization of the egdraahbeen
achievedust in time for the windfall to be well usey private ajents. Thegovernment reduced
the eyort tax in 1995 and abolished it in 1996. Unlike magovernments in similar
circumstances, thgovernment was able to contain itsperditures throgh the tenporary
windfall.

The record durig the liberalizatiorphase has been pressive. Over the whofgeriod 1992-97
the growth rate ofper cgita GDP has aveged 4.2percent and inflation §ercent. Forgn
exchamge reserves have increased to five months worth jpditse depite rgoid import growth.
The investment risk ratgnhas inproved from 5.4 in 1992 to 20.YISetember 1997, a level
equal to that of Céte d’'lvoire.

Aggregate Performance: an Assessment

103 see P. Collier, “Demobilisation and Insecyiit Uganda”,Journal of International Developmerit994.
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Over the decade 1986-96 thgdmdangovernment transformed the econpmith per caita
GDP increasig by 40percent. To an extent this remarkapégformance was made easigrthe
disastrous decline whiglreceded it. However, ttgovernment achieved both stabilization and
substantial decontrol.yBthe end of thgeriod, private investors were garding Uganda as a
credible location.

The Ugandan stabilization and jadtmenprograms were relativglunproblematic because there
were no features of a transition econyothere was no lge, heavy protected inport substitute
sector which would become unviable thgbdiberalization, and thpublic sector was small.

After the precediy years of economic disorder aghly flexible informal econom had
devel@ed. Prices therefore iganded raidly to policy charmges and there was a ¢ natural
safey net for those daced ly reform. The mgor category of those who lost from reform, those
civil servants who lost thejobs, had alreadlargely learnt to live from the informal sector
because their official salaries were below a limvmaege. Thus, the social costs ofjastment
were unusuayl low.

However, for most of thperiodpolicy charge conferred ol limited benefits on manof the

poor because of their initial gendence pon subsistence. The liberalization of castpsroad
limited beneficiaries because grad minoriy of rural householdgrew coffee, and its iportance

in the rural econogpnhadgreatly diminished as a result of the retreat into subsistence. Fiscal
policy did not alwgs assist the reversal of tipsocess. First, althgin coffee taxation was
abolished, trade taxes were little reduced. Rather, there was a shift from the taxatmotef ex
to that of inports. Anaytically, these are broagequivalent in their incidence, both begiborne

by the eyort sector (i.e., coffee farmers), altlyhthe taxation of coffee has a more tgzarent
incidence than the taxation of ports. Hence, the shift to port taxation apeared to confer
benefits on the @ort sector, while lagely failing to do so'® Second, the massive increase in
the taxation opetroleum will to an extent have offset the decline in paricosts in rural areas
which have resulted from otherpasts of theprograms, notaby better roads andreater
competition.

A further reason winreform mg not have conferred substantial benefits orpthe is that the
poor are concentrated igréculture, Wganda beig one of the most rural societies in the world.
Other than imroving trangort and raisig coffee prices, thegovernment interventions in
agriculture were limited. For exape, only 11 percent of rural householdsaeted ever havig

104 In trade theoy this is known as the Lerneg@ivalence Theorem.
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been visited ¥ an extension worké?> and there are cases of old cotton segdiistiibuted
to farmers. This reflected the cqike of the extension service in ghre-NRM period.

Distributional Effects

Over the decade 1986-p6r caita GDPgrew by 40 percent. Growth was sustained thghaut

the decade (Table 2), with the mogtidegrowth beirg in the last fiveyears. With such strgn
aggregate growth it would be egected that there would be room both for mshousehold
incomes of most mar socialgroups and for risig social ependitures. We consider incomes
and social ependitures in turn. A notable feature was the shift fronvate to public
expenditure. The share glublic expenditure in GDP more than doubled over the decade,
financedpartly by extra revenue anghrtly by aid.

Incomes

The private conponent of GDRyrew in per caita terms ly 31 percent over the decade. As a
result of risirg aid andprivate caital inflows, private exenditures were able grow much
more rgidly than this, namglby 48 percent. Here, however, we focus on income.

There have been three household sggweithin theperiod, conducted in 1988/89, 1992/93 and
1994/95. Between them, these thparemuch of the reforrperiod. However, unfortunatgl

they present severngroblems of corparability. We adpt two goproaches. First, between 1992
and 1995, the surys are corparable. In Table 1 we show the resytireadcount measures of
moderate and sevemverty. In both rural and urban areas over thésiod, there was a
substantial fall in both measurespoiverty. Second, takigpthe lorger period, we can avoid the
problems of corparability to some extentybusirg, from each surwe not the income levels but
only the ratio between urban and rural incomes. Tgtotal private income from the national
accounts rather than from the sysewe arrive at the income series shown in Table 1. These
results sggest that urbaper caita incomes increasedpidly, by almost 6(Qoercent over a six-
yearperiod. Rural incomes,ybcontrast, on this measure virtyaditagnated, risiig by only 4
percent. For the superiod 1992-95, the two measures show rather different results. If the
headcount series arglnk, it seems likgl that rural incomes rose moregily than inplied by

the indirect inference from national accounts. There is some reason to consider the headcount
measure as more reliable.

105 CIET International, “Baseline Service DeliyeBurvey in Sypport of Results Oriented Magament in the
Uganda Institutional Qaacity Building Prgect”, Regport for UNICEF, 1996p. 31.
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Although (as everwhere in Africa) urban incomes weragher than rural incomes, at the start

of the period there was less difference igdnda than in most other societies. The modern
econony, bothpublic andprivate, had been so eroded that the structure of incomes of urban
households was similar to that of rural households: few urban househodtsiee pon wage
income, and most of them had incomes from fagfitiThe headcount index pbverty for rural
households showed 4@rcent inpoverty in rural areas and J&rcent in urban areas. Thus, a
substantial number of urban households vpera. However, the divgence of urban and rural
incomes over the reforperiod must have substantialeduced urbapoverty (proportionatey),
substantiall more than rurgboverty.

There is also some evidence thatthe mid-1990s within rural areas incomes were mayked|
higher in those areas closest to the urban ecgndhre rural area closest to the urban econom
was the Central Rgon. As apercentge of rural incomes in this geon, the rural incomes in the
Northern, Eastern and Westerngites were estimated as pércent, 54ercent, and 6Rercent,
regectively.'%’

106 A, Bigsten and S. Kazzi-Mugerwa, Economic Development in Uganda, 196Q-Rondon: Macmillan,
forthcomirg.
107 UNDP, Uganda Human Development Report, 198@pendix 2, Table D.
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Table 1: Rural and Urban Per Capita Private Incomes, 1988/89, 1992/93 and 1994/95

1988/89 1992/93 1994/95
Rural (index) 100 101 104
Urban (index) 100 130 159
Urban/Rural 2.1 2.7 3.2
Headcount opoverty:
Ruralpoor - 49.2% 43.5%
Rural vey poor - 13.1% 6.4%
Urbanpoor - 10.9% 9.0%
Urban vey poor - 1.9% 1.0%

Note Urban/rural ratios are frotrdganda National Household Budget Survey, 19801988/89, and for 1992
and 1994 fronBackground to the Budget, 199/able 27. For 1994/95 we take the ageraf the first and second
monitoring surveys. We estimate thgrowth inprivate per caita income for the suryeyears fromper caita GDP
(Table 2), ajusted for the share of GDP accito thepublic sector as revenue in each fisgedr. The headcounts
of poverty are from Tables A2 and A4 &overty Trends in Uganda,1989-;93iscussion Raer No. 1, Mg 1997,
Department of Statistics. Note, this source gjises data for 1989-92, but these are notganable and so we do
not report them.

Social Service Provision

Recall thatper caita GDPgrew by 40 percent over the decade. We have also noted that total
government egenditure rose substantialhs apercentge of GDP, financegartly by higher
revenues angartly by increased aid. Over the decade the share gahernment in national
expenditure more than doubled, altlghufrom a vey low base. The division opublic
expenditure between the recurrent and depmlent budets was faigf volatile, but over the
decade as a whole there was a small shift towards the pienglbbudet. Degite this shift,per
cgpita recurrent ependiture rose in real termyg h66percent (Table 2). This evidepntbrovided
considerable sqe for increased social panditures. We now consider health and education
expenditures in turn.
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As a result of decentralization, togdvernment egenditure on health and education cannot
presenty be determinegost 1994/95 since there is uncertgiabout the egenditurepatterns
of the districts.

Prior to the decentralization the share of the recurrergdiadlocation to the health sector rose
between the lgnning and the end of the decade, altbothere was no stepdrend (the first
line shown undeHealthin Table 2). Hence, the health sector benefited both from thegstron
growth in the total recurrent bgdt and from an increagirshare. However, offsettythis, the
price of health care services rose substagtia@bre ragidly than averge prices across the
econony.'®® Hence, agiven amount of healthpendirg bowght a smallerquantity of health
services. This wagartly because of the riginvages of workers in the health sector guadgitly
because of the gesciation of the exchae rate, which raised the cost of nganaterial inputs.
This effect was lage: costs of health services rose@b percent relative to avega prices (the
second line unddtiealthin Table 2).

Degite this increase in relative costs, tpevision of health carger caita increased
substantialf in real terms, more than douldion our estimate (shown in the third line under
Healthin Table 2). There is also some evidence that the incrpesasion was digroportionate

in terms of non-wge material iputs. The number of health workegysr caita rose ly only
around 1(ercent. This is shown as value-adged caita in the fourth line of the Table. This
suwggests that health workers were becogmmore effective, since tiyavere better quplied with
inputs such as dgs and vaccines.

Turning to direct measures performance in the health sector we can see such gehaor
exanple, theproportion of children receivig full immunization rose Y nearly 60 percent over
the decade (from a covegaof 31percent to one of 4Percent).

However, direct measures of health states opdpalation show a less satisfagigicture. The
proportion of children who are malnourished on various measures showgstematic
improvement. This is consistent with the evidence on rural incomes which, as we have seen,
suwggests little chage.

We now turn to education. Unlike in the health seqiogr to decentralization there was no
systematic increase in the share of education in the recurregetoliddeed, other than for a
large increase between 1986 and 1987 (whrelcedes the SAprogram) there was a substantial

108 That is, the GDP deflator for the health sector rose relative to the GDP deflator for theyeconom
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decline in its share. This will have been at Ipastially reversed ¥ the move towards universal
primary education (UPE) in 1997, but data are yettavailable.

As in the health sector, theice of providing education service rose substaryiatlative to
otherprices (this is shown in the second line of Education in Table 2, with an increase of 68
percent). Combined with the decligishare of the recurrent byet, this was sufficient to reduce
theprovision of educational servicger cagita. As shown in line three of Table 2, this tended

to decline from 1987 onwards. This is borne gutiie decline in the enroliment rate fwmmary
education which also deterioratpdor to the move to UPE.

Again as in the health sector, there is some evidence of an increase putb@vailableer
teacher: oydut per caita tends to increase more than value-agqedaita. This is spported
by some direct evidence on the number of bopdspupil which tripled over theperiod,
althowgh there hagresumab) been a recent deterioration as a result of UPE.

In summay, theprovision of health services haspnoved while that of education services has
been erratigrior to UPE. However, the level of servipgovision remains extremgpoor. A
mgor reason wh service provision did not inprove more dgste increased recurrent
expenditure was that the costs fovision rose relative to othgirices. This was broayll
reflected in health and education outcomes: health outcomes such as vaccingtionedm
while educational outcomes suchpasnary enrollments until recentldeteriorated.

A further reason wi health and educational outcomesgtibe poor degite increases in
expenditures is that opla fraction of budetar releases from the centigdvernment actuall

reach the rurgbopulation. A stug¢ which tracked the vote for non-salgarimary education from
its release pthe Ministy of Finance throgh to theprimary schools found that oplB6 percent
of the vote was receivedylthe schools?® Mones were retainedybhigher levels in the
educational administration. Fingllprofessional standards had cpBad inpublic service
delively: teachers were not ipscted, and medical workers divertegdies to theirprivate

practices.

Thus, despite the very large increases in overall real recurrent expenditures, social provision
improved relatively little. This was made more serious by the heavily skewed distribution of the
direct benefits in terms of the growth of private incomes. The rapid aggregate growth was largely

199 conomic Polig Research Centre and Mgeanent $stems and Economic Consultants Ltd., “Tragkof
Public Expenditure on PrimgrEducation and PrimaHealth Care”, June 1996.
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confined to the urban economy. Urban households experienced large gains in income, whereas
rural incomes virtually stagnated.

Table 2: Social Indicators, 1986-96

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Real recurrent expenditure per capita:
GDPpc 1000 1038 1081 1118 1146 1172 1183 1218 1301 1371 1396
tot/GDP 9.2 11.6 10.7 13.5 15.6 22.5 19.8 20.1 18.4 19.2 193
rec/tot 62.5 54.9 66.5 56.2 48.2 55.5 45.0 47.8 54.4 55.8 57.0
recpc. 1000 1138 1328 1466 1483 2517 1810 2017 2241 2534 2655
Health
% rec 3.2 3.5 4.0 4.6 5.4 - 5.1 4.8 4.5 - -
deflator 1.00 0.88 0.95 0.93 1.37 1.64 1.57 1.76 1.51 1.58 1.65
output.pc 100 141 175 227 183 - 184 172 209 (226) (226)
val.addpc 1.7 1.7 1.7 1.7 1.7 1.8 1.8 1.9 1.9 1.9 1.9
vaccinations:

BCG 70 83

DPT3 38 63

Pol3 38 62

Measles 49 61

full immun. 31 49
stuntirg m/s 43 38
underweght m/s 23 25
wastirg s 2 5
infant m 122 97 122
rural safe water % 19 25 28 32 36 39
Education
% rec 12.9 19.7 15.1 14.9 16.7 - 14.1 12.0 12.0 -
deflator 1.00 0.82 1.04 1.05 1.29 1.38 1.30 1.75 1.59 1.59 1.68
output.pc 100 212 149 161 149 - 152 107 131 (148) (147)
val.add. 4.2 4.0 4.1 4.2 4.5 4.5 4.5 4.6 4.5 4.8 4.9
Prim enr. 78 80 81 71 77 69 70 72
pupils/book 10 3

Sourcesimmunizations, nutrition and rural safe water, Governmentgainda and danda National Council for
Children, "Euity and Vulnerabiliy: a Situation Analsis of Women, Adolescents and Children igadda. 1996
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a Statistical pdate’, Karpala, 1996, Fjures 3, 6 and 15. Infant mortglitJganda Human Development Report,
1997, UNDP. National accounts: health and education at constanp(i®84,Background to the Budgeit996 and
1997, Table 2. Primgrenrollment, calculated from Government ajddda,Statistical Abstract, 1996 ables B2
and L1, assumin3 percentgrowth of the schoolge population. Pyils per textbook from Government ofganda
and Wanda National Council for Childreap. cit, p. 23.

Notes We derive oygut of health and educatioly laleflating government recurrent pgnditures in these sectors
by the sectorqgecific GDP deflator. The value-added for health and education is calculatedl&ting current
price value-added in these sectoysie same deflator.

Conclusion

Uganda has evidentbeen successful both in terms of stabilizationgodith. Over the decade
the econom was transformed from a gt@ant, subsistence orientation to fgsiwth. Althowgh
there were continuous Fupdbgrams throgh the decade, most of theykéecisions were taken
by thegovernment on its own initiative. This was the case both fyrijisuccessfupolicies,
such as the liberalization of the exchamate, and fopotentially disastrougolicies, notab} the
loss of control opublic expenditure in 1991. However, tlggowth was urban-led.

It is not evident howpolicy could sgnificantly have inproved on this outcome. The rural
develgment stratgy was basedpon the reintgration of the rural econoynnto the market,
through better roads and dexdated markets. In the medium term this stygtean be egected
to raise rural incomes substantyal[However, in the short term the mainywi® reach the
subsistence econgmvould have been thrgh the delivey of services. However, thedacy of

a lage and virtualf nonperforming civil serviceprecluded effectivgublic service deliver. The
government increased real recurrenpenditure massivg| but much of this did not reach the
poor. Recall that ogl 36 percent of the non-vge vote forprimary schools actuaflreaches the
schools. Theggovernment tackled theroblem of civil service nomerformance in two wgs.
First, across the board it shed staff and raisegksvdHowever, because of thewdarge initial
size of the civil service this stragiginevitabl takes a log time. Second), in the one area which
both it and the Fund garded as critical, nametevenuegeneration, thgovernment f-passed
its civil service and setpuan indg@endent revenue authgritvhich was reasonapbkuccessful.
It is possible that this model could have beppliad in the field of rural service deliwer

If growth is sustained at recent rates it isyvidkely thatpoverty will gradually be reduced.
However, to sustain gin growth the economwill need to increase the investment rate. To date,
there have been maopportunities forgrowth without investment as tipelicy environment has
been inproved: the econoynwas vey far inside itsproductionpossibility frontier. To raise
investment from theresent level of 1@ercent to the 25-3fercent rage needed for sustained
rapid growth, the economwill need to increase its paal inflow, bothprivate andpublic. To
date, the Fund has corrgctirged both domestic and external deficit reduction. However, with
the stabilization task copleted, this can become counf@pductive. Thepublic investment
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program needs to be panded relative to GDRgt the scpe for further increases in revenue to
GDP is vey limited in the short term. Indeed, at the marthe mgor taxes, those on trade and
petroleum, argorobabl a serious ippediment togrowth. Thepresent stratgy of raisirg tax
revenue in order to run a glus with the bankig system ma both underestimate the ngaral
cost of taxation and overestimate thepamty of the new bankig system for financial
intermediation.

The revenue constraint can be overcomarbexyansion in the aigrogram. Several of the lge
donors apear willing to provide this epansionyet the Fund has be@tanning on the basis of
a ragpid and substantial reduction in aidpg@dence. Similayl with full convertibility and the
most raidly improving investment ratig in Africa, Uganda is likey to attract substantigil
increased flows gfrivate caital. An increased inflow, whether of aid or of faeiinvestment,
will appreciate the real exchge rate. This will directt reduce the incentive for parts and so
give rise to gotential trade-off between parts and investment. Fears of this trade-offrasent
heavil influence WWandanpolicy makers. However, it has not beemleitl y addressedybthe
Fund, eithequalitatively or quantitativey. Ugandarnpolicy makers note that the exclygrate
is seldom even discusseyg Bund missions.

This is an examle of a moregeneral issue. The ESA¥ogram of 1994-97 was the gnbne in

our sanple not to need a stabilization cpoment. It therefore ghtly focused pon a
develpment @enda of structural reforms. However, as a result, theesafpolicy dialogue
between the Fund and tgevernment focused on a gaof issues not traditiongliwithin the
Fund's area of g@ertise. The ldandangovernment values the continupietsence of the Fund,
which ispotentially of importance not ol for advice and resources but also for credipilit
However, the role of the Fund in low-income countries outside the context of stabilization
requires examination. We return to this in the thematic discussion.

The social inpact of theprogram has had bothood and bad gects. Thegood apect is that
there have been few owght losers from the reforms. The main eptoen would be retrenched
civil servants, but even here the losses were small because civil g@Eyiaas so low that
households were not reliarpan it. The bad gect is thaparts of the rurgbopulation haveyet
to gain substantiayl from theprogram. Ruralpoverty has fallen, buproportionatey less than
urbanpoverty. Thequantitative evidence for this from supgis consistent with thgualitative
assessments of local and fgreiNGOs. Social servicprovision gradually improved with
regpect to health, but the jpnovement in education is gnVery recent.

Thegovernment has receptyiven muchgreater attention tpoverty reduction throgh a new
Povery Action Plan. A dilemma faced/lthegovernment in attepting to taget its exenditures
more effectivey on thepoor is that this has to be reconciled with the new decentralization to the
district level. While it ipossible that decentralization will diregimprove tageting through
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greater locapolitical participation, eay indications are not entireencourging. Two initiatives
which are beig considered in order to increase finessure on district level authorities to deliver
social services are tippomulgation of minimum standards, so that gopulation mght know
what to demand from its locgbvernment, and the use of conditiogehnts ly the central
government.

THE OWNERSHIP ISSUES - AN OVERALL ASSESSMENT

Ugandapresents a rather interegjiaownershp case which much resembles Zimbabwe’s in some
regects and Ghana'’s in almost eyeegect. For this reason, it is useful to detail somewhat the
processes andydamics that hgked the maturation of national ownershiThegovernment of

the National Resistance Movement (NRM), under President Museveni, which cponestan
1986, had come out offotractedguerilla and civil war, had a radical and socialist idgmlal
orientation which was decidsdlanti-reform and anti-IMF, andradualy came round to
negotiating an ESAFprogram after a log process of internal debate and consensus-bgildin

Museveni had attacked tpesviousgovernment’s economigolicies and condemngmevious
stabilizationprograms as Fund ipositions. Accordigly, upon assumig power, he had re-
imposedprice and foregn exchage controls in the @parent belief that this would heturb
inflation. And all this over the gorousprotestations of the bureaucrat reformers in some of the
technical ministries. But in an epsign of his genness to debate, the President had shielded
these technicians fropolitical victimization and kpt them in theijobs.

By end-1986 to eayl 1987, it had become increagiy evident that the newolicies of
interventionism were a failure. yBviay 1987, inflation had accelerated to 3#&0dcent from 120
percent in Mg 1986, when the exchge rate was revalued, and aid flows had all but ceased.
But the @parent failure of thespolicies, while it did not swig the debate conclusiwein favor

of liberal reform, discredited the controbnme enogh topave the wg for a renewed search for
alternatives. In 1986, the IDRC, includitVjgandans, was commissioned toptecisey that,

i.e., topropose alternatives. The team end@doroposing two models, one based on market
reforms and the other, on central controls althoiti advised strogly against controls*®

Although dissension within thgovernment continued, President Museveni felt confidentgmou
about the base of hplitical sypport to invite the Fund back in egrl 987 for discussion and
to conclude, in Mg 1987, a SAF quported ty the Bank in the context of a thrgear Economic
Recovey Prggram (ERP). The President’'s confidence was well-foundeg. 187, the
government hadjained widepread spport for restorirg peace to the countrand althogh

10 amont, T., 1994p. 13.
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isolated cases ofdhting still continued, thgpolicy of amnest to the vanquished forces had
brought about agreat deal of reconciliation and proved the secustsituation, even if it had
to bear the cost of a vagihcreased argnwhose numbergimped raidly from 14,000 at the
beginning of 1986 to over 100,000 in 1990.

It is interestimgy to observe thagh and, a cross-section of interviewees did indeed confirm this,
that ownerslp of theprogram was still vey tentative angbartial at this stge. Debates within
thegovernment still rged and the President himself was not the wholehearted convert that he
was to become a feyears later.

Thegovernment's decision to apiothe 1987-89 SAF was dictated mgdiy the need to obtain
access to donor funds. Indeed, a 1988 internal Fund document does note obittaseriod
that “the authorities were anxious to yathe syport of the donor commuryit” One of the most
thorowghgoing assessments of thmelitical econony of Uganda’s reform eperience § the
Institute of Develpment Studies (IDS) confirms this view and adds, in our view, coyrectl
“Given the lack ofjovernment conviction, it is not quising that noprogress was made at first
with structural reforms; the liberalization ajrecultural marketig, the reform of the bankn
system, the reform of the civil service, and the reform@mndhtization of theparastatal sector
.... The Coffee MarketmBoard resiste@ressures to introduce coffee auctions;gheernment-
owned commercial bankgrniored Iquidity and caital ratios while recklesglexpandirg their
branch networks. The civil service continued tpagd andoarastatals continued to declare
heawy losses. Thgovernmenpersisted with control on the officigtice of current exchaye
and continued to direct the lendinf thegovernment-owned banks*

Against the badjround of continuig dissension and debate government circles over the
direction of economipolicy between the date of goteon of the SAF in Mg 1987 and end-
1989, Parliament decided in 1989 to bar further devaluation. Theda@omic ministries
themselves were divided, with the Ministof Finance pposed to market reforms and the
Ministry of Plannirg and Economic Devepment aguing for them in a rather unusual reversal
of roles. In these circumstances, and t@ lheéak the impasse and therglxreate pace for
corrective action, the President launched a debate under tpeesusf the Presidential
Economic Council (PEC), and under his direct chairmgnshi which proponents and
adversaries of contendjralternativepolicies were invited to canvass thpasitions @enly and
with written presentations which the President himsgtboréedly read dilgently.

The hgh point of the debate was a national conference convened in December 1989 to debate
the issues of exchga ratepolicy and mangement. All members of Parliament, trade unions,
academics with research interest in thgetthand technocrats in the ministries were invited to

111Harvg/ and Robinsorzconomic Reform and Political Liberalization in Ugandtiastitute of Develpment

Studies, 1995,. 7.
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dispassionatel and olpectively canvass thejpositions*> The most iportant outcome of this

phase of the debate and one which wagzrdee a mgr develpment in the resolution of the
continuirg policy stalemate was the shift in tipesition of the President who had thus far
straddled the divide between market and anti-market forces now to the side of the reformers. Of
particular inportance was the decision togldize exchage rate bureaux. This decision
conclusivey resolved the debate on exchamatepolicy, leavirg still unresolved the issues of

fiscal policy and the margement of inflation.

The Ministry of Finance spiported an egansionay fiscal stance and continued to repigissure
from the Ministy of Plannirg and Economic Devepiment to curb gendirg. Once gain, the
President intervened on the side of the MigistrPlannirg and Economic Devepment when
in April 1992, with the rate of inflation acceleragjrihe removed the Minister of Finance, gest
the Ministries of Finance and Plangjmndput the meged ministy under the erstwhile Minister
of Plannirg and Economic Devepiment. With this, thgovernment’'s ownerspiof theprogram
of reform depened as the IDS pert correcty observes'™ The relative success of the ESAF
programs that followed thiperiod, and thgovernment’s success in degiwith the fiscal crisis
of 1992 are lagely attributable to this dgening of ownershp. At the same time, deta have
continued to characterize the plamentation of those pscts of theprogram on which
disagreement between the Fund anddgbgernmenpersists, notalplthe areas gfrivatization,
civil service reforms, and defenseperditure cuts.

The Scope of ESAF Support

Although ownershp had depened tremendougby the time of the aduion of the first ESAF

in 1989, the sque of sypport for theprogram naturalf was ty no means copiete. A number

of key members ofjovernment still did not share the President’'s keen commitment to the
reforms. This wagarticularly evident in the firsperiod of theprogram from 1989 to 1991
during which, as we havpointed out, tensions continued between the MipisfrFinance on

the one hand and the Minigtof Plannirg and Economic Deveponent on the other, pscially

over fiscalpolicy. Again, mary internal Fund documents make referencegoternment

indecision'**

112
113
114

Lamont, 1994: 15.

Harvey and Robinsoripid.

A June 1989 internal Fund document noted that “the authorities were not able to commit themsejves to an
specific measures” and also makes reference to a draft Memorandum on Economic Policies “which was
extensivey discussed with the authorities but is yet fully agreed”.
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Beyond thisphase thogh, it would seem that thagrogram now ejoyed a broad measure of
sypport well bgyond the small circle of ghly committed and unususglforceful technocrats in
the Ministry of Finance and Economic Plangi(MFEP), who had initiayl carried it with the
suwpport of the President. This was duepant to thegreater dgree ofpolitical openness that
characterized theolitical econony of the refornprocess, geecially since the mid-1990s. There
is currenty agrowing perception thatgovernment is much morepen to dialgue and debaté:
But thisgeneral assessmenttgres some irportant clarifications. First, there are new, as well
as continuig, tensions withingovernment which have been fueledo@sally by the re-
seoaration of the Minisy of Finance and that of Plangirand Economic Devepment.
Moreover, thanks to this weprocess ofolitical liberalization,powerful interesggroups have
emeped that are now able of influencig policies in sgnificant ways. Pockets ofgposition

to various agects of thegorogram undoubtedl still remain. One suctrouping is the Wanda
Manufacturers’ Association (UMA), group which was lagely moribund throgh the 1970s and
early 1980s but which has been revived and ngweasents a lge cross-section of business
associations and includes about 400 members.

Thanks to financial saport from the USAID and technical assistance from Canada, the UMA
is a well-oganizedgroup with a credibleolicy unit that submitpolicy recommendations and
position papers togovernment rgularly. The Association can be a fgigffective lobly as it
demonstrated in 1993 when it mounted a pagn against increases in excise gutates
introduced in the 1993-94 bget which took the intervention of the President, and gooamise

in the wg of a reduction in some of tlpeoposed rates, to resolve. The Associatigmgsthe
patronage and spport of the President to whom thbave reag access. For this reason,the
separate the President from the Minister of Finance and senior officials of his mitinstr
President, in their view, consults while theplementers, i.e., the Minister of Finance and his
advisors, do not® Thehave often used this accessgreat advanige and ly their own
admission, were instrumental getting the President to oncgain separate the Ministries of
Finance and Planngnbecause in their words, “the [incumbent] Minister of Finance and his
Principal Secretar came from Plannmto Finance, angromptly forgot all aboutplannnirg.”**’

The future direction of thprogram and the sustainabyliof thegovernment’s commitment to
the program, epecially in the areas of fiscgolicy, privatization, and financial sector reforms
will be influenced gnificantly by the effectiveness, or otherwise, of the UMA Iglaind the
outlook of the Minister of Planngwhose spport for these gcts of the reforms is far from
whole-hearted. Anotherouping, the Wanda National Chamber of Commerce and Ingustr
(UNCCI), is notquite as well aganized and lacks thalicy anaysis caability of the UMA.

115Interviews, Awgust 1997.

116Interviews, Awgust 1997.
117Interviews, Awgust 1997.
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For this reason, it is not as effectiveaicy lobby althowgh it has somepolitical influence,
egecially with members of Parliament.

The Uganda Exyorters’ Association (UEA), on the other hand, algfonotquite as oganized
as the UMA, is more effective than the UNCCI and gatée of militant gitation. In 1994, it
organized a short-lived but digstive protest ly coffee eyorters gainst a newy introduced
graduated coffee tax. The Association’s technicpabdities gpear to be improving and their
attitude togovernment would seem to be m@easitive and less arganistic than that of the
UMA. This digoosition, if nurtured ¥ government throgh active dialgue, can be turned into
a useful counterwght to theprotectionistpressures from the UMA.

Uganda also has a fajrlarge number of nomovernmental aganizations (some estimatgst

the number at over 800), mgstbrmed @parently after the NRMgovernment came tgower.

It would seem that inpite of their numbers, the NGOs areyas not vey influential as golicy
lobby, except perhas in the area of humarghts advocag, a notable exg#ion beirg OXFAM
which, in thepast, has capaigned for debt relief. Moreover, tensions between local and
foreign-based NGOs have tended to gamthe effectiveness of the NGO commuwinitpolicy
advocag and if not resolved, will continue to undermine tipeitential inpact onpolicy.

Another institution whose gport for the program is increasigly becomimgly crucial is
Parliament. In the initial stgs of Parliamentsupractice, Parliament’s role in econonpialicy
making was limited and the Minister of Finance usuajbt his budet passed 1 lobhbying
influential members of Parliament before lgritg budyet proposals to the full house for debate.
It would seem that this has now chgad and with the exption of monetay and exchage rate
policy, which is left more or less exclusiyeb the central bank, rf@ economigolicy charges,
egecially those affectig the budjet and structural chgaes like privatization, civil service
reform and financial sector reforms, are nowjsabto much fuller Parliamentaoversght
through the work of various Parliamenyacommittees which review @ policy reform
proposals and naort to the full house which then gats theproposals throgh reports of the
Parliamentay committee chairmen. Parliament has begmrticulary active in the
implementation of theprivatization program; in March 1993, it effectivel stgpped the
implementation of theprogram on aprivate member’s bill whergovernment soght to
implement theprogram without obtainig the prior approval, by Parliament, of ppropriate
legislation in the form of garastatal enterise reform and divestiture bill. The bill was later
to bepassed in Agust 1993 in a closed session of Parliament, under the chairpahshe
President himself and at tpsodding. Two members of Parliament sit afjside ministers and
others on the Divestiture prementation Committee which oversees thpl@mentation of the

18 nterviews, Agust 1997.
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divestitureprogramgeneraly while Parliament as a whaparticipates in decisions affectrthe
privatization of lage enteprises, such as thegdnda Commercial Bank. Indeed, Parliament’s
extraordinay interest in theprivatization of thigparticular bank was brillianglcaricatured in one

of the local newsapers while we were visitop Kampala; the cartoon had a number of
Parliamentarians standjnn front of the Parliament buildgnand threatenmthat Parliament
would notpass a bill sanctionmtheprivatization of the [ganda Commercial Bank unless the
bill containedprovisions oblging thegovernment to intervene if the new owners of the bank
should atterpt to seize theproperties of loan defaulters, marof whom gparenty were
members of Parliament!

Finally, throwgh its Committee on Social Services, Parliament géte involved in issues of
poverly alleviation. Interestigly, the two issues thappear to occpy the maority of members
of Parliament are: (1) the sustainalildaf the reforms when formal arrgements with the
Bretton Woods institutions come to an end, and (3)sved ensurig thatpoverty alleviation is
mainstreamed into the refonpnogram itself rather than thrgh more or less adventitious sgfet
netting. Finally, the most gnificant, even if unaganized, source ofpposition to these reforms
are middle to senior level civil servants, and staff of state-ownegas¢srwho have either lost
income from scarcjt premia and theperks that came with the administration of economic
controls, or are threateneg potentialjob losses fronprivatization. In the end, therefore, the
sustainabiliy of the reforms will dpend crucialy ongreater consultationybgovernment with
business andolitical leaders and with trade unions whesever is bound to increase with better
organization, and also with middle to senior lepeblic sector employees who, for now, feel
some dis-affection on account of their giaalization from thegains of the recovgr In this
way, theprogram’s lorger-term sustainabilitcan be better sajaarded l a reduction of its
undue dpendence on the role of the President himself.

Authorship of Policies and Agenda Setting

The government’s role in settgthe policy agenda and authorijnmgor policy documents,
egecially those in the area of exclganrate reform and to some extent, the area of fidialy,

has been reasongtdtrorg, egecially from the beginning of the nineties when the dissension
within government subsided with the conversion of the President to the side of the reformers.
In other areas that were essenyigioducts of comromise, areas such as miljgagpendirg,
privatization, and civil service reforms after the initial round ofofs, the government’s
leadershp in settirg the policy agenda and thpace of inplementation does noppear to have

been as strapn Moreovergiven the usual asnmetry in technical egertise between the Fund

and ESAFgovernments, not excludiiJganda, Fund staff put into technical work, ggcially
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in the initial st@es of theprogram, was much lger thegovernment’s”®  Even so, tlgeneral
policy framework of the SAF had been under discussion wighwernment log before the Fund
was invited, in eayl 1987, to ngotiate the SARX

The Promotion of Ownership

The Wganda reform egperience, as we have seen, benefited frgneat deal opublic education
and consensus-buildirinitiatives ty government. Mention has alrgaleen made about the
debates and the culminagifNational Conference that togkace in December 1989. Another
distinguishing feature of the danda reformprogram in this rgard is the role of President
Musebeni himself in canvasgisupport for theprogram throgh public oeeches, addresses and
seminars. May of these initiatives are perted in various staff ports. Of particular
importance is the President’s role in defergdmlicies, even in the face pbpular goposition
andprotest rather thanpb for thepath ofpolitical expedieny as mospresidents are wont to do
in such circumstances. Without lpsrsonal intervention, for instance, the Value-Added Tax
would not have beepassed.

On thepart of the Fund, a notable initiative fpromoting ownershp was itsproposal to, and
accetance ly, government tgublish the PFP in 1995.

The Resident Representative

A resident rpresentative has been stationed in iala since 1982. Governmeprtvate sector

and NGO reresentatives interviewegeneraly had a favorable ipression of the role and
effectiveness of the incumbent residentresentative and the office of thepresentative
mission. In the firstyears of theprogram period, Fund missions tended to interact, as is
customay, mosty with the government,particularly Ministry of Finance and central bank
officials, and inportantly, with the President, with whom (accorgito some staff qgorts) they

had even more extensive megtron occasion than thdnad with technical staff. In recent
years, however, the mission has met a broadgerafpele, again as noted in staff perts and

as confirmed ¥ our field interviews. These include other ministries than the economic

193 November 1988, for instance, a Fund missi@onted that it prepared several technical notes at the
request of the Minister of Finance -ge.requirements for crp finance, inpact of exchage rate chages on the
budget, and on domestjwices; revenue enhancement frompooate taxes”. Similayl a 1992 rport states
“the authorities welcomed the missiopi®posal that the Fund staff woutdepare for the authorities’
consideration, an outline of the main elements of the egelrate gstem to be iplemented.”

129 nterviews, Agust 1997.
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ministries, committees of Parliament, NG@gyate sector @anizations, and UNgencies.
Finally, donors ppear to be satisfied with briefys by Fund missions.
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VIETNAM

Vietnam rgresents garticularly interestirg case from th@oint of view of itsgeneral reform
experience, buparticularly for the lessons it offers on the issues of ownprgar a number of
reasons.

First, market reforms were started ddmefore the Bank and the Fund resumperations in the
countyy following the termination, in October 1993, of Vietnam’s igiglilit y to use th@eneral
resources of the Furtd.  Secondhese reforms tooglace in a lagely war-torn econom
Thirdly, the reforms were started and have continuaegthawithout accorparnying political
liberalization. And fourthl, the county benefited from a remarkablarge program of technical
assistance under two UNDP/IMiFograms annirg theperiod 1990 throgh 1996, with a total
of some 2%ersonyears, and this evidegtivithout ary real loss of ownerspiover the direction
of its policy reforms.

The first threeyear ESARprogram, gproved ly the Board in November 1994, wareceded
a 12-month standybarrargement which was canceled anglezed ly the ESAF.

The Ownership and Governance Issues

The firstperiod of reform — which entailed Igely stabilization measures — and the follop-u
program under ESAF which entailed adar measure of structural reform — have both been
conducted under adhly centralized decision-malgrsystem that characterizes Vietnam'’s one-
party political system. Accordigly, Pary Comgresses have been anpontant forum formpolicy
making and consensus-buildinand contrar to the teachigs of conventional (Western)
political theow, this has meant, ipractice, that decisions are taken aftelgtey periods of
internal debate, escially at the pper echelons of thparty. The decisive landmark in the
government’s liberalization effort was the decisions takethk Sixth Pagt Corgress held in
1986 which recgnized the need for a fundamental modification of the socialist model of
develpment. Thes@aved the ws for the adgtion in the ensuig years, of comrehensive
measures of stabilization and structural reform.

The stabilization measures of the 1980s ang/ d®&90s broght about a raid transformation
of the econom and thanks to accgrarying structural reforms, and pandirg flows of foregn

121 The inelgibility was lifted after Vietnam settled its arrears with the Fund, tageiDR 100.2 million,

with funds arraged ty the Syport Grow for Vietnam and spplementay bridge finance from conventional
sources.
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direct investment (FDI), have lpeld to achievegectaculay high rates ofgrowth with an
expandirg and increasigly diversified eyort base.

The firstphase of thego-it-alone reforms was characterizeg @ hgh level ofgovernment
support and commitment althgh, of course, there were some in tagty leaderstp who were
less than enthusiastic in theipgort.*??

Government leaderghin settirg the ayenda and determingrthe pace of reforms was clegrl
decisive in this initiaphase. Policies were goted by government after thoraigoing debate
and without ap externalpressures althah government saght technical assistance from varied
sources, includigthe Fund, whose technicgpinion it often soght in the framework of the
intensive collaborativepgroach. Such technical assistance and advice yrackdd thgorocess
of decision-makig without determinig its outcome as such.

In contrast, the secomhase of reforms has been characterizedr unmistakable slowin
down in thepace of inplementation and thisgainst the baajround of an gually unmistakable
erosion of ownerspiand commitment on thgart of thegovernment to the reforms. First, there
is a widepread view ingovernment circles th@overnment has lost the initiative in segtime
agenda and determingnthe peed of chage. Government officials and kdunctionaries,
interviewed on the occasion of our visit to Hanoi, wengaats to eplain that while ngolicies
had been iposed on thegovernment as such, there have beenymastances in which
government felt it had surrendered to gnaomises, so as to concludgreements with the Bank
and the Fund in the full knowlgd that thg risked theprospect that pponents would maintain
their reservations thrgh the inplementatiorperiod }*

There is the added factor that the reforms in the E34i6d have been lgely in the nature of
structural chages —privatization, tax reform, trade liberalization — wh@editical econony is
usually more difficult to mange in ary political situation tharpurely macroeconomic reforms.
Naturally, in a county that had had nprevious eperience whatever with market reforms, and

122151990, a leadip Vietnamese official exressed his e, that the successful piementation of the

intensified collaborativeproach “will disperse sugicion of the Fund amanvarious circles in our countr.

123 an interview with the Governor of the State Bank of Vietnam, a lgdidgjure ingovernment relations
with the Fund (who, unfortunasgllost hisposition a dg after we interviewed him but for reasons, we were
assured, that had notiito do with our interview!), we were told that whereas igatiations with the Fund,
consensus was alysquickly reached on thgeneral ofectives, disgreements invariablarose ongecifics,
amorg which he cited tariffs and state-owned epises (SOEs) whergovernment often felt that Fund staff
came with fixedpositions which thg merel wished to inpose without sufficient understandiof the gecific
conditionsprevailing in Vietnam, epecially its lorg period of state controls in economic mgeaent. He
added that in these areas of die@ment, there often were “cpromises which then run into difficulties in
implementation because not eylody is convinced”.
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in which the closed econgnihad develped such straogpolitical and ideolgical roots, it was
bound to be even more difficult. Predictabl these areas, tlgpvernmentpreferred a more

gradualist @proach to what iperceived as the Fund’s unreasogdhabktpace**

It is probable also that the buildinof sypport for the reforms and the dmning of the
government’s commitment to thpeogram mg have been copromised ly some incorpatibility
between the tortuous and oftprotracted nature of the decision-makiprocess and the
negotiating style of the Viethamesgovernment®> on the one hand, and the time frame and
negotiating stratgy of the Fund on the other. Vietnamesegatgting teams wouldytpically
negotiate after obtainipa mandate from thegarty on key issues to be mptiated. Thg would

then bgin negotiations and in the course of thegoBations,provide briefirgs as rquired to the
party, and when necessaseek fresh mandates for such concessions as needed to be made. The
internal ngotiating process is thus ofteprotracted and rather unhurried and, as the Fund
missions for theipart, are alwgs unavoidabyl time-bound and also mandate-constrained, there
is often a rush to conclude discussions which then result iproomses that have little pport
within government.

In the area ofrivatization which isperhags the most difficult in theolicy agenda for the
continuirg reform!* thepace of reform has been hpened, not o by opposition from
workers and marggment for the usual reasons, but algotle absence of a cleargéd
framework. For some reason, in Vietham, and in most other ESAF countries undertakin
programs of public sector reform, therivatization process has alwa bayun before an
appropriate legal framework in the form of a divestiture plementation or state enperse law

is passed, clanfing not only the institutional framework but also ownershights in the case

of Vietham. Indeed, a number of officials interviewpeihted out that one of the reasons for the
difficulties encountered in thaublic sector refornprogram wagprecisey that thegovernment’s

own guidelines for thgrogram were unclear’’

Our sense is that the plementation of therivatizationprogram will now move more smooth|
as a number of officialgointed out, because these initial difficulties have been ynogtircome.
First, there is broader gport amomy mangement and workers of the affected eprises, thanks

124Thegovernment’s;:)reference for a morgradual @proach toprivatization and for the transfer of user

rights rather than gdroperty rights toprivate citizens, was not lost on the staff as this was alluded to in a
number of internal Fund documents. But this did ngt ste staff from maintainoppressure on the
government to accelerate thace of reform. The result inevitgblvas delg in policy implementation.

B1tis a neotiating stratgy that has been influenced, notyhbl the centralized nature of decision-makin
in Vietham but alsoythe lorg history of Vietnam’sparticipation in the COMICOM gstem which is notorious
for interminable horse-tradin

126There are over 6,000 state-owned gtees on thegenda of the reform.

127|nterview with the Governor of the State Bank of Vietnam, Hangqite®aber 27, 1997.
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to initiatives ly government to gdain the olpectives and allatheir concerns. Second, there are
more pecific and cleareguidelines frongovernment on thprogram. And third, thgrogram
which used to be under an Emqiese Reform Committee before, is now under the Mipisfr
Finance which hagreater eperience in marging state assets apdobabl/ has a keenye on
the resources that can be mobilized from tpewratization!?®

The Consensus-Building Process

The effectiveness of thprocesses of consensus-builgliis obviousy an inportant factor
influencing the extent ofjovernment commitment arliblic siypport for policy reform. In
Vietnam, theprocess iglayed throgh the various Igers of theparty, culminatirg in debates
in the Parg Corgress and in the National Assembl'he Part Corgress sets out mar policy
directions for socio-economic devptoent; the National Assempis the Spreme law-makig
body which, in addition to thepassge of laws, pproves mgor oljectives and tgets for
economic develamentprograms, includig growth rates and other macroeconomigéss and
budget projections for both recurrent and deyateent eypenditure; thegovernment is the
executive bog reonsible for formulatig and inplementirg specific policy measures aimed
at realizirg the broad directions amybals set i the Parg Corgress and the National Assembl
There is, of course, the electorate whose voice and gvara inportant in thepolitics of the
party. ** In the most recent elections held in the last weekmie8ber 1997, a new leadershi
representig this tendeng and headedybPresident Tran Duc Lugrand Prime Minister Phan
Van Khai, was elected. This clganin leadersip holdsgreatpotential for an acceleration in the
pace of reforms, and a stigthenirg of thegovernment’s commitment to the Fundsgarted
reforms.

Authorship of Program Documents and Policy Initiatives

As we have alreadnoted,government ownershiof the reform genda wagarticularly strorg

in the firstyears of thgorogram of reform, with thgovernment itself cleayldefining the ajenda,
in spite of the extensive technical assistance which iglsband used in the develment of the
policy framework in map areas.°

128|nterviews with officials with the Minisyrof Plannirg and Investment, $eember 29, 1997.

1290 leadirg national newsaper commentig on the election of this new team noted coryetttht “unlike
their predecessors whgent most of their lives in an atnpbeere of battle, with the two wageing on, first
between Vietham and France, then between Vietnam and the United States, most members gfelectasivi
leadershp have been carefylitrained aprofessional institutions at home and abroadgu§en Tri Durg,
“Lawmakersprepare for the togh times to come”Yietnam Investment Revie20 Setember — 5 October
1997,p 2).

1301n 1990, for instance, the Vietnamemwernment soght the views of the Fund qwoposed financial
sector reform measures whicltpidanned tgout before the Council of Ministers.
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Indeed, thgovernment's margement of technical assistance and thg ivansuredjovernment
ownershp, even with such extensive reliance on external technical assistance pe@allys
skillful as a 1995 internal Fund documentydabted. Accordig to this regort, “Partly stemmirg
from the authorities’ desire for ‘ownerghiof the program, and the epihasis on institution
building, proposals rguested from the [Fund’s] advisors are uguetinpared with those made
by other donor-assisted technical assistgmograms before anaction is taken.”

Thanks to this same concern for national owngystiie government’sparticipation in the
negotiation of the PFP has beparticularly active and detailet*

The Resident Representative and Fund Cooperation with Donors and the Bank

The Fund has had a resident mission in Hanoi since 1992pré@$ent resident peesentative

is fairly new. We did not have theportunity to assess how well established the mission is
since our meetigs in Vietham were arrged and coordinated entiyeby the State Bank of
Vietnam.

Regarding the Fund’s relationspiwith the Bank, althogh the staff documents describe this
coqperation as close, and altlgbunumerous documents refeljémnt work and thearticipation

of the Bank in discussions with the authorities, there have been confligtsjadlg in the
coordination opolicy on state-owned enf@ise reform and bankgisector reform, as we have
alread noted. On a morgeneral level, it would seem that Fund missions have noyaliudy
involved Bank resident mission staff and consulted themuadel on issues of mutual interest
such as, for instance, thosepoivatization and bankipsector reforms

In the view of some staff members, thgramety in the levels of authogitexercisable yp Bank

and Fund resident missions — Bank resident missionsdraager decision-makguauthoriy
than Fund resident peesentatives - makes it difficult to condymbper dialgue on, and
coordinatepolicy discussions in the field as conflicts often have to refer to Wgtsimnwhere
they are not alwgs resolved satisfactoyil Any strain in relations would be unfortunate as the
Bank has been in Vietnam Iger and has more in-géh knowledye of the couny’s economic
and political profile which can on} be beneficial both to the Fund’s resident mission and to
visiting missions.

134 nterviews, Vietnam, Sember 1997.

132AIthough the Bank staff we interviewed were understandaautious in their reactions, theited one
recent example in which a Fund missiogmored the Bank’s comments and handepbiicy recommendations
which were at variance with the Bankissition.
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ZAMBIA
Introduction

During the first decade of ingeendence, thegovernment built a controlled, state-owned
econony with high social gendirng financed ly a boomimy copper sector. Thisystem was
probabl/ the most extreme exauhe on the continent of state involvement in the econand

was unsustainable exaten the context of risig copper prices. The state sector (the civil service

and state-owned industries) had little incentive to be efficient and was used as the basis for a
massivepatronae g/stem.

This inhereny unviable gstem was hity a lage deterioration in the terms of trade; B976,
the government was seelgmassistance from the Fund. Since then, Fund involvement in the
econony has been almost continuous.

Program Design
The First Phase of Fund Involvement: 1976-91

Between 1976 and 1986 there were five stand-by arrangements and one extended arrangement,
all in support of adjustment. The last two of these programs aimed at limited structural reforms
centered on the liberalization of exchange rate and pricing policies. These liberalizations began
to be reversed in 1986 and collapsed completely in 1987. By 1987, the economy was subject to
intense rationing over a wide range of activities and the budget deficit reached 18 percent of
GDP. Between 1976 and 1986, per capita GDP declined by about 25 percent. Within the same
period external debt rose by $3 billion.

Between 1987 and 1989 there was no program. The government again began dismantling some
aspects of the control regime which it had restored in 1987. By 1989, the Kaunda government
again approached the Fund.

An internal Fund document described the Kaunda government's strategy as follows: “In 1989
Zambia embarked upon an economic adjustment program that was designed to create a
diversified and market-oriented economy...The Zambian authorities set out to end administrative
controls in both financial markets and markets for goods, diversify the economy's export base,
rebuild its infrastructure, and exert control over domestic financgsén the record, this
characterization agjovernment intentions was ptausible. Formalil, mostprice controls were

lifted, but informaly they continued. Parastatals were restructured but little role was accorded
to theprivate sector. “Rather, the authorities intended that the Government would remain the
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dominantparticipant in the economn”There is little reason to believe that tpreogram would
have been more successful than its gdecessors. Economic events were overtaken b
political events and the Kaungavernment was heayildefeated in the elections of late 1991.
In the run-yp to the election thgovernment had increasedpexditures consideraplleavirg

a laige fiscal deficit.

The ESAF Phase of Fund Involvement: 1991-97

The newgovernment was elected orpeogram of radical structural agstment, but faced an
immediate stabilization task. It gatiated a Rijhts Accumulation Pigram with the Fund which
began in 1992. The@rogram envisged a reduction in g@enditure from 3Jercent of GDP in
1991 to 27percent in 1992. Revenue was to rise fromp&écent to 17percent and total
resources (revenue agehnts) from 24percent to 3ercent, lagely on account of additional
aid. A conplicating factor was the severe dight of 1992. Thegovernment devoted gercent
of GDP to droght-related egenditures, but these were more than coveyeahhincrease in aid
of 6 percent of GDP. Thegalans envisged a transformation in net borrowgifrom the bankig
system from Soercent of GDP in 1991 to {&rcent in 1992 dege the droght.

The actual ependiture reductions iplemented durig 1992 were considerabiore draconian
than had beeplanned. Non-droght recurrent egenditure excludig interestpayments fell from
18percent in 1991 to 1Rercent in 1992. However, this reduction ipemxditure occurred in the
context of vey high inflation and vey weak accountigsystems. As a result, tlggvernment did
not rec@nize the severtof its own eyenditure reduction and infaeted the inflation as a
symptom of loss of fiscal control. Indeed, in 1993, it introduced a caspebtm reyain control.

Contenporaneous with this fiscal agstment, thgovernment liberalized the fogn exchage
market in October 1992 and shgrdfterwards the domestic financial market. It has been shown
that this resulted in a lge, one-off reduction in the demand for mpnesultirg in the inflation
which thegovernment mis-attributed to loss of fiscal contrél.

Hence, while the fiscal alstment was dramatic, as a result of thgueacirg of structural
reforms it did not succeed in redugimflation. In the first half of 1992, thegtit fiscalposition
had succeeded in redugiannualized inflation from close to 4@6rcent to less than F@rcent.
However, followirg the liberalization, inflation rosegain to neast 500percent. Such a level
of inflation poses twaroblems. First, with anpgen caital account there was a severe gian
of hyper-inflation driven ly falling real mong demand. The introduction of the cash geid

133 ¢.s. Adam, “Fiscal Aistment, Financial Liberalization and thgriamics of Inflation: Some Evidence from

Zambia”,World Developmend/ol. 23, 1995pp. 735-750.
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effectively removed thipotential dager by stabilizirg expectations: inflation fell to zero within
four months. Second, wehigh inflation erodes the real value of tax rgtei This indeed
happened: non-droght revenue collesed from 1&ercent of GDP in 1992 to onlL3 percent
in 1993. This collpse in revenue when combined with the castgbtided to a further drastic
reduction in egenditure: non-draght expenditure fell from 1percent to 1percent of GDF**

There is thus evidence that theqsencirg of the stabilization and the macroeconomic
conponents of structural @dstment was mistaken. The excbanrate and financial
liberalization’s undertakeprior to conpleted stabilizatioproduced a laye stg-increase in the
price level. If these reforms had beswsiponed until the fiscal gdstment had copteted the
process of briging inflation down thg would not in themselves have been inflatigndihis is
because while the reforms would have magitakfli ght possible there would no Iger have
been an incentive for it. Hence, the demand for meveuld not have collgsed.

The consguence forpublic expenditure was dramatic: between 1991 and 19%®@rmditure
halved as a share of GDP. This was massi#eViant fromprogramplans and mabepresumed
to have inposed vey high political costs. Theroblems in achievigstabilization did noprevent
thegovernment fronproceedig rapidly with the microeconomic coponents of its structural
adustmentprogram. It started a massiygeogram of privatization, eliminated subsidies, and
liberalized trade.

The domestic bugkt was intended to hgrtitioned from both debt service and aid. Aid inflows
wereplanned to cover debt service withyasuiplus aid beig used to reduce foign debt. There
was noprovision for domestic debt service in the cashdetdT his created two wa in which
the overall budet could be in deficit even thgh the cash bugkt was balanced, and both
became important. Due to interqptions in aid inflows the central bargurchased forgn
exchamge to meet the shortfall in debt servmayments, therepincreasig the mong swpply.
The net transfer to Zambia of external assistance declingaysfram $407 million in 1992 to
$48 million by 1996 This reflected a fall in debt relief and in balancgagients spport
partly offset y reduced debt service. The reduction in aid inflows was the result of the
dissatisfaction of donors witbolitical develgments. Althogh the initial stock of domestic debt
was vey small, extrems high interest rates made domestic debt service incgbasignificant,
amountirg to 4.4percent of GDP ¥ 1994. A third inflationay factor was a bail-out of a failin
domestic bank. Between them these three factors maintained inflatigh évels until 1997
degite continued fiscal strgengy.

134 World Bank, Public Egenditure Review, 1995, Annex Table 5.

° Republic of ZambiaEconomic Report, 199@able 2.9. The fjures exclude maizerovided as droght
relief.
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A corollawy of the rise in inflationgiven that interest rates were liberalized, was that there was
a gjueeze orprivate sector fuidity. This drove real interest rates to ydmgh levels and
appreciated the real exchgmrate.

Until 1996 the effect of the stabilization angusimentprograms on GDP was heayihegative:

per caita GDP declined over the first foyears of thgrogram by 22 percent. However, in 1996
the econom started to rebound, GDBrowing by 10 percent’*® There is evidence of
considerable structural chgan Thegrowth rate of 1(percent is measured at 1994 relafiviees;
when measured at 1977 relatpreces, GDRgrowth is much lower (@ercent). This irplies that
growth has been concentrated in activities which have been favwptkd elativeprice chages
browght about ly liberalization. Within manufacturgithere was a Ige switch from inport-
substitute sectors, such as fabricated npetalucts, to gro-processig activities such as food,
beverges, and tobacco. Withirgaculture, resource reallocation has been slower but there is
evidence of considerable recentgdiversification. In 1997 the area devoted to maize declined
by 4 percent, offset ¥ expansions of 5ercent in cotton, 4percent ingroundnuts, and 32
percent in cassava.

The prolonged period of rgid decline must raisquestions aboyprogram desyn. However,
given the initial confyuration of the econoyn even with an idealldesgnedprogram there was
likely to be an initiaphase of decline.

Agricultural value-added declined laround aguarter in the first fouyears of theprogram.
There were four factors accourgifor this decline. First, there were thrgears of droght.
Second, thgovernment withdrevpublic marketirg agencies befor@rivate ajents entered the
market. This was to a lge extent unavoidable singeivate ajents were deterredylthe
expectation of renewedovernment interference in food marketinrhird, thegovernment
withdrew the fertilizer subsid While at world prices thisprobably enhanced allocative
efficiency, the gpricultural reponse is currengl only measured at the dghly distortedprices
prevailing in Zambia in 1977 Fourtil theprevious gstem ofpan-territorialpricing of maize
and fertilizer had encougad overproduction in the remote areas.

While these factors were redugithe econory, the forces of gxansion releasedybthe
liberalization were initial} likely to be agpically weak in Zambia. First, the hergga of the
Kaunda era was the restricted size ofgheate sector, with most manufactugiand all rural
trade in thepublic sector. Althogh markets were liberalized, there were inijidédw agents to

136 This figure is based oprovisional National Accounts data, kigdiupplied by the Central Statistical Office.

137 At present ont aggregate GDP is available at 1994 relatprices, the sectoral levgrowth rates are still
reported at relative 197@rices.
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take advantge of the new pportunities:® There were feprivate traders: evernytl 996 ony

40 percent of farmers were within 5 km. of a food market angl ahbut equarter of farmers
received satisfactgrinformation on oysut markets:*® There was a lack of farmers in e a
groups likely to innovate: Zambia was wquie in Africa in the extent of its igration to urban
areas, leavig the rural areas denuded mfme-age, educated adults. Second, the rural road
network was ver poor, havimg deteriorated thragh neglect of maintenance. Thigesented a
serious constraintgon the switch from food to cash pso The bus networgradually improved,
but even g 1996, over 4(percent of the rurgbopulation was more than 5 km. from a bus.
Where the tranmort network was well-deveped, particularly alorg the line of rail, a substantial
switch to new crps occurred. Third, the initial situation was one in which fevpsather than
maize werggrown. Hence, thegaicultural sector wagroducirg at a "corner solution'. This
specialization inplied that there were neither exigigrowers for the newl profitable crgs
from whom techrques could be diffused, nor the necegsararket institutions. Some
coordination was therefore needed betwaaentialgrowers angotential biyers.

In the event, there were severalpass in which thgorogram was not ideal. As we have
discussed, there were in our viewgsencirg errors which delged the attainment of
stabilization. The delain stabilizationproduced an avoidable credit crunch which had two
serious congspiences for therivate sector. First, angtobably most inportant, it delged the
emegence ofprivate tradimg in rural areas, an actiyitvhich was vital in view of the removal
of public tradirg, the limited extent of on-farm stga, and the need for chgas in the
production mix. Secongl| the credit crunch geieezedprivate investment. A surye of
manufacturig firms in 1995 found that threguarters faced djuidity problems!*° Private
investment was also deterreglack of credibiliy.** In one sense a lack of credilyilivould be
sumprising in view of the sweging structural reforms and massiveperditure reductions.
However, the continugpinflation could well be mis-int@reted as a lack of commitment, while
the lage debt overhappotentially constituted a future tax liabyitfor the econom.

The dely in stabilization also unnecessgrqueezedoublic expenditures, inparticular on
maintenance and investment. This reduced the poaglam which, as we have seen, should
have been a gh priority in terms of the criticgbath to renewedgicultural growth. A further
error of sguencirg was the failure tqrivatize ZCCM eas in the program. The cost of

138 |1 this repect Zambia was similar to transition economies. However, it did not have the other characteristic

of such economies: a g sector which was intrinsicglunconpetitive at worldprices. Zimbabwe wagist the
opposite, havig private gients but a lage, unconpetitive manufacturig sector.

Central Statistical Office, Univergitof Zambia and World Bank, “Rural Powerand Performance of the
Agricultural Sector”, June 1995, 10.

V. Seshamani, “Economic PojidReforms, Economic Growth and Sustainable Human Dpredat: a
Convparative Stug of India and Zambia”, Institute of Devging Economies, Toko, April 1997,p. 50. The data are
from the RPED Surwe Conparable data for other African countries show a much lower incidencpidlitly problems.

141 Wworld Bank, “Zambia: Prqects for Sustainable Growth, 1995-2005" gést, 1996.
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continued mismarggment of the gaper sector was foreseeglligh. Fund staffustify program
sajuencirg as follows. What we gard agpremature financial liberalization is defended as “the
urgent need for liberalizmmthe economwhich had been stifledylcontrols was sgreat that the
potential short run costs wepsobabl/ unavoidable’. Conversglwhat we rgard as unwarranted
delay in privatizing the eyort sector, is defended as “a reflection of the Fund’s flexyhitit
allow the authorities more time to deal with thighly sensitive issue”.

Distributional Effects
The First Phase of Fund Involvement: 1976-91

We consider in turn the two routey lwhich a Fundorogram mght have a social ipact,
charges in incomes and chgas in social ependitures.

During this phaseper caita GDP declined Yy a quarter. Against this bacfround, it is to be
expected that most socigtoups would face severe declines in income. Regesan the formal
sector declined to around one fifth of their initial Ie\/€l.  Urban household incomes halved while
rural household incomes wepeotected**® Since wge earners were much better off than
smallholders, and since within the formal sector therepeagrful wage conpression, there

was a considerable reduction inga@lity. The ratio of income in the paquintile to that in the
bottom, initially very high at 18, narrowed to 9?

By 1991, depite the increasedgaity, Zambia had a seveppverly problem. The two mar
socio-economigroups amoiy which poverty was concentrated were smallholders and urban
wage earners. The twgroups were of similar size and accounted for arounge8Zent of the
population. The incidence glovery amorg smallholders was double that argamage earners:

81 percent as gainst 42percent** Althogh urban wae earners had borne the brunt of the
income decline durmp the period, the poverty problem remained concentrated argon

smallholders who accounted for two-thirds of poer.

142

s Source: UNFPA, Lusaka, "Bagiound Information on Rmlation and Develament Issues in Zambia', 1997.

Central Statistical Officdilousehold Budget Survey 1993/%l. 1, Table 1.3. We have cpared data
from the 1974/75 Household Bget Survg with the 1991 Prices and Incomes Commission Sua&sumig that
the ratio of metrpolitan/urban households and of non-mptiddan/rural households was the same in 1991 as in the
1993/94 Household Bggt Surve.
144 world Development Report
® Source: Central Statistical OfficBpcial Dimensions of Adjustment, Priority Survey 1, 1991 Rel288,
Table 11.4. Theoverly line is nutritionaly based.
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Health and educatiompendirg shaply declined even relative to GDP (Table 1). Injomction

with the decline in incomes, thsoduced a deterioration in most of the health-related social
indicators. Whereas at thednening of the period the social indicators for Zambia had been
much syerior to the African avege, by 1991 thg had deteriorated to below the avgga

In summay, during the firstperiod of Fund involvement there was a severe fall in income and
a deterioration in social indicators. Poyantas concentrated amgthe ruralpopulation.
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Table 1: Social Indicators, 1976-91

1976 (or nearest) 1991 (or nearest)
Health
health pendirg 100 (1981-85) 45
quality of hogital care 12 (1978) 44
stuntirg 37%  (1970-72) 40%  (1992)
underweght 23%  (1970-72) 25%  (1992)
wastirg 5% (1970-72) 5% (1992)
infant mortalit/ 135 107 (1992)
child mortality 180 190
life expectany 50 (1980) 47 (1992)
Education
education gendirg 100 (1980) 60
primary school enrollment 80% 70%

Sources and definitions:

health gendirg: index of pending in constanpricesper caita, from World Bank, Zambia PovgrAssessment,
Vol. 1, p. 95.

education gendirg: index of endirg in constantprices per caita, from Government of Zambia and United
Nations,Prospects for Sustainable Human Development in Zarhb6, Fg. 5.8.

quality of hogital care: malaria deathger 1000 hogital admissions, fronProspects for Sustainable Human
Development in Zambidrig. 5.6.

primary school enroliment: for 197@ercentge of children ged 7-14 attendmschool, from Ministy of Education,
Educational Statistics1976, Table A13; for 199percentge of children ged 7-13 attendipschool, fromSocial
Dimensions of Adjustmemp. cit, Table 7.1.

The ESAF Phase of Fund Involvement: 1991-97

The program exlicitly considered the social comgences both of the reforms and of the
contenporaneous draght. The measures envgad included the distribution of maize,daly

in rural areas, either at a p@rcent discount or free. Part of the sgsifrom the removal of
urban consumer subsidies were earmarked for weaifageams for the rurgboor. There were
also labor-intensivpublic worksprograms for the creation of infrastructurepoverty-targeted
rural public services. The share of health and educatiperektures in the bugt was raised.
However, in view of the scale of the reductiorpublic expenditure, therotection of social
expenditures was inevitaplgoing to be difficult.
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Again we first consider the ipact of theprogram on incomes. Per gita GDP declined y 22
percent between 1991 and 1995, sy 7 percent in 1996. We focus maynlpon sn@shots
of the econom in 1991 and 1996 over whigleriod it declined ¥ 16 percent.

Recall that as of 1991 the jpapoverty group was smallholders. Somewhat gusingly, real

wages in the formal sectoppear not to have declined between 1991 and 1$96. However,
urban household incomes nevertheless declined because of the reduction in formal sector
enmployment goportunities. Urban formal sectgsbs declined yparound aquarter relative to the

urban workforce?’ Formal sector ployment was afpically important as a coponent of

income in Zambia because of thepression of informal economic actiyitWe estimate that

in 1991 it accounted for around pércent of urban household inconfds. Hence geadaita

informal sector income been constant, mean urban household income would haveyfallen b
around 14ercent. This maexaygerate the decline in urban incomes because the informal sector
rapidly expanded.

Smallholder value-addqukr caita declined i 13 percent durig 1991-96. Hence, coparing

the two mgor socialgroups in the two snashotyears, 1991 and 1996, bothpear to have
experienced income losses of around 13é&rktent, a mgnitude which is corroborateds/ithe

national accounts. However, thath between these gsotyears wagrobaby vely different

for the twogroups. Smallholder income was markgdbwer than in 1991 and 199&rtly

because of three drgiats. Between 1991 and 1994, rural household incomesyfalidund 30
percent whereas urban incomes rosghsly.**

This picture of fairly equally shared losses/tihe end of theeriod with rural households beagin
the brunt of the laer intervenig losses is broayglsyported ly the evidence from self-
assessment. Asked whether liyistandards were gfer, the same, or lower in 1996 than in

146 Real mean earngs of centragovernment workers remained constant between December 1991 and June

1996. In locabovernmentparastatals and th@ivate sector real mean eargérose, but this nyabe a statistical
artefact because of cqwsitional chages, notahl the privatisation ofparastatals. Copositional chages are
unlikely to account for the constanof centralgovernment wges. However, it should be noted that calculations
of real wages overperiods of vey ragpid inflation are liable to be sjdxct to wide magins of error.

147 |n absolute terms, formal, nomricultural enployment declined ¥ 12 percent. There are no data on urban
population growth over theperiod and we assume, conservatiyeghat itgrew onl in line with the national
population, at 3percentper annum.

148 Urban enployment in 1991 is taken from th@uarterly Digest of Statistics, 199&able 47 (excludi
agriculture). Averge earnigs in December 1991 are from tQearterly Employment and Earnings Statistibsne
1992, Table 2. Thigives an estimate of the urbangesbill at the end of 1991 of K 3721 milligger month. Mean
urban household income and the number of urban households for 1991 is from Social DimensiustroEAY
1991, Prioriy Survey Report, Table 9.1. Thigives monthy urban household income as K 6700 million.

149 Household Budget Survey 1993/94ble 1.3.
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1991, urban rg®ndents glit 36 percent-2percent-37ercent, whereas rural gsdents glit
23 percent-28ercent-4Qercent.

We now turn to th@rovision of social services. Governmepésdirg on health and education
increased as a share of GDP. As a repeitcaita pendirg on health and education increased
in value terms (i.e., deflateg/ the GDP deflator) dege the fall inper caita GDP. However,
the cost oproviding the services rose relative to the GDP deflator. These services were labor-
intensive and Y protectirg the real incomes of its workers at a time wpesductivity across
the econom was fallirg in terms of consuption goods, thegovernment increased their cost.
Table 2 shows these digent effects. The volume measure is deriveddéflating expenditure

by its own GDP deflator, which is dominateg Qovernment wges. The value measure is
derived ly deflating by the aygregate GDP deflator. Tablef@esents a third measure, napmel
value-added (rather thgovernment gendirg) in the health and education sectors, deflated b
the sectorqgecific GDP deflators, as in the case of the volume measure.

For health care, both volume measures decline. However, the value series shows a substantial
increase, hence, tlgpvernment was devotjmore of the econoy’s resources to the health

sector but this wagroducirg less. As elsewhere in Central Africa, overpereod, the need for

health care was risghbecause of the incidence of AIDS and1992, AIDS-related illnesses
accounted for 4percent of inpatient dgs in hogitals.*® The evidence on the indicators is
mixed. The access of the rumgadpulation to health facilities, drinkgqhnwater, and latrines
improved, but there is evidence of incregsmalnutrition. This is not sprising given the fall

in incomes.

Cost recover had started in 1989 and was extended in 1993. In rural areas this wa®odt a
time to inplement cost recovgr The ruralpopulation had faced a gketion of its real cash
balances as a result of inflation, and was notgaa position to r@lenish them in view of the
drought and the breakdown of the marketsystem.

For education the two volume measures also show a decline, but in this case there is considerable
divergence between them. The most liketason for this is that pgnditure for school books

and other materials fell relative to thegeabill. This would reduce the pgnditure measure (a

gross ouput concet) relative to the value-added measurepiPiextbook ratios inprimary

150 Eoster, “Cost and Burden of AIDS in the Zambian Health Ogste®', 1993, cited in O.S. Saasa,p&ity
Building for Economic Develpment in Zambia: Challegges and Prggcts’, consultarycstudy for the World Bank,
1996.
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education currentlrarge between 5 and 58.  As with health caregtheernment was devotin
more of the econows resources to the sector, reflected in a substantial increase in the value
measure, but this wamirchasiig reduced services.

The outcome measures show that enrollment was stable in urban areas and increased a little in
rural areas. Althogh we lackquality indicators, there must bgeesunption that in view of the
decline in material iputs thequality deteriorated.

In summay, there was in thiperiod a shar fall in per caita income. While urban vges were
protected, formal sector goyment contracted. Both urban and smallholder incomes fedirin
cgpita terms ly about 13-14$ercent. Governmenpendirg on health and education increased
as intended, but the quuit of these services fell. Althgh all mgor socialgroups gpear to have
lost, sincepoverty was initialy concentrated in the smallholder sector, it is the losses in this
sector that are gdarticular concern for the degsi of safey nets. Malnutrition worsened anmpn
smallholders and this at least raisesdhestion as to whether safatets were adpiate. Part

of the increase in malnutrition wasesumab} due to the series of drghts durirg the
adustmentperiod. However, draght relief programs werequite effective, and there are
identifiable failures in safgtnet degyn for those adversghffected ly the agustment.

There were several channels thglowvhich these adverse effects arose. First, the removal of the
fertilizer subsi¢ reduced foogbroduction. While in the logpterm this will inprove allocative
efficiengy and therep income, in the short term it reduced food congtion. There was no
automatic mechanism directjthe resources released from the removal of the suhsidiral
households. Second, the removabah-territorialpricing abolished the iplicit subsid/ on
maize production in the remote areas. Third, threvious subsig system had imlicitly
discourged on-farm storge: farmers coulgurchase milledyrain for less than tlyecould sell

their unmilledgrain. Fourthy, the removal of theublic marketiig system created an interval

in which there were too femrivate marketig agents.

151 saasat al, op. cit, p. 59.
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Table 2: Social Indicators, 1991-96

1991 1996

Health
budget actualger caita (volume) 100 91
budget actualger caita (value) 100 127
health value-addeger caita (volume) 100 85
Rural
households within 5 km. of health fagjlit 42% 52%
households with clean drinigrwater 20% 31%
households witlpit latrines 50% 63%
incidence of stuntig 46% 52%
children under-weht 25% 27%
incidence of wastig 5% 5%
Urban
households within 5 km. of health faglit 92% 100%
households with clean drinigrwater 90% 88%
households witlpit latrines 49% 51%
incidence of stuntig 35% 41%
children under-waht 20% 19%
incidence of wastig 7% 6%
National 1994
vaccinations: BCG 96 100

DPT3 91 86

OPV3 90 90

measles 89 89

full 67 (1992) 78
Education
budget actualger caita (volume) 100 72
budget actualper caita (value) 100 124
education value-addqebr caita (volume) 100 85
rural primary school attendanceyed 7-13

boys 60% 62%

girls 59% 63%
urbanprimary school attendanceged 7-13

boys 82% 81%

girls 82% 81%
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SourcesCentral Statistical Office, “Some §Ma Chames in Living Conditions in Zambia, 1991-96"; vaccinations:
Government of Zambia and United NatioRspspects for Sustainable Human Development in Zgrib&6, and
Central Statistical Office, Minisjrof Health and Macro International Inporated,Zambia Demographic and
Health Survey, 19961997; health and education volume measures from National Accounts data on GDP in
education and health (in 1994ces), corrected fgoopulationgrowth assumed atf@rcentper annum.

These chages affectegbarticulargroups of farmers differengl The loss of the fertilizer subsid
affected all farmers. Farmers in remote areas hadustad a situation in which maize wasynl
economic as a subsistenceg;riout as a subsistence pribrequired on-farm stoige, which was
lacking. For them, the absence gain traders was not a t@arary phenomenon but a new
permanent feature. In other areas maize would remain economic as a ¢ash tnat the
absence ofrivate traders would be gntenporary. During the phase in which markets were
develging in these areas, market access would be unreliable andysalsbewould face a
storaye problem. These effects wepeedictable and hence hadplications forprogram degyn.

In the remote areas there was a cjgdicy problem: more on-farm stoga was reuired than
was initially available. There was a need for gédedprogram syplying these farmers with on-
farm storge facilities. In other areas the best thatgheernment could do was to facilitate the
emepgence ofprivate marketig, and the concomitant commercialization of smallhasin
through diversification into new cigs. This would involve road pair and tageted extension
advice. The first sfein improving extension advice would be to retrain extension workers. The
focus of the service was initiglthe maximization of maizgields and needed to be switched
to the maximization ofgricultural income.

Conclusion

Zambia has had an unusydthng relationshp with the Fund in the area ofjadtment. We have
grouped the variougprograms into twophases, corrgending to theprevious and current
governments (1976-91 and from 1991 to phesent).

In the firstphase the economghilosgphy of thegovernment was fundamentakntpathetic to

the liberalization of the econgm As a result, Fund and donor involvement led to the
accumulation of massive debts and a record of failure in both stabilization pusthazht.
Although thepresent refornprogram was bgun in the finalyears of the Kaundageme, there
seems little reason to gact that it would have been sustained had it not been for geclo&n
government.

The debt overhanhas had conseences for the curreptogram. While at the time the new
government took office there was an understagthat the donors would meet debt service
obligations political concerns have led tparadic interrptions in donor spport, worsenig the
stabilizationproblem.



-170 -

There have been three weaknesses in thgrdesthe currenprogram. First, the move to p#al
account convertibilit and interest rate liberalizatigoior to the attainment of stabilization
created an avoidable bout of inflation which had rpldtadverse effects. It created a credit
crunch in theprivate sector, delang the emegence of rural food markets and redurthe
private investment iired for structural chae. It induced thegovernment to reduce
expenditures far in excess pfogramplans, while creatig the inpression that it was fiscall
irregponsible. Secongl the structural reforms needed to bgussced in garticular wag in
order toproducegrowth. Two inportant sectors, @per and griculture, needed earbpolicy
attention. Reform of the pper sector rquired theprivatization of ZCCM, golicy which has
still not been iplemented. Given the fundamentalpontance of the qaper sector this was a
mgor error. Agricultural growth required eany improvement of rural roads and the refocigsin
of the extension service to new pso

Finally, althowgh there was some discussion of safeéts inprogram degyn, the scale of
resources was not commensurate with ptioblem. Further, insufficient andic attention was
paid to the identification of tgetgroups. In the health sector, user djes were extended jaist
the time when the rurgopulation was facig a serious fuidity problem. In the education
sector, the queeze irposed throgh the cash bugkt reduced non-salarelative to salar
expenditures, as a result of which the availapibf teachig materials declined. Identifiable
groups of smallholders were advergeffected in wgs which could have been better offset.
Smallholders in remote areas had to make a transition into maize subsistencgeatigd ur
required assistance in buildinup on-farm storge caacity. In more accessible areas the
transition to therivate market could have been accelerateshbreased road maintenance and
refocusirg of extension.
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ZIMBABWE
Introduction

By the late 1980s, thgpvernment of Zimbabwe had come tgasd its develpment stratgy as
unsustainable. This strgiehad two core coponents. One, inherited from the UDgmae, was
an extensiveystem of economic controls togport industrial autark The other, initiatedyb
thepost-indgpendencegovernment, was a massive redistributiystem of social ependitures:
notabl/ high levels of health and educatiorperditures. The former straigwas condemni
the econom to slowgrowth. As a result, the latter strgiewas seen as becomgiriscally
unsustainable.

The control rgime had resulted in a welarge and diversified industrial sector senyilargely
the domestic market.yB1990, manufacturgnaccounted for guarter of GDP. The gort sector
had stgnated because the same contrgime which sustained the industrial sectopiiaitl y
heavily taxed the eport activities. Since there was no pedor further inport substitution,
industrialgrowth dgpended pon growth elsewhere in the econgnHowever, since the egrt
sector was handipped by the policy regime, the ony dynamic conponent of the econoyn
during the 1980s had been tpablic sector which became fiscaltonstrained. Hence, the
government was in our view correct taggaed economi@olicy charge as beig necessarfor
fastergrowth.

Many of the existiig industrial firmsproduced iputs which would be needeg potential exort
activities. Maty of these firms werproducirg at hgh cost and were intrinsicgllinconpetitive

at worldprices. Hence, gort expansion rguired the demise of these activities. eeuliar
industrial structure of Zimbabwe thus left nation for continuedprotection: in order to make
viable the activities with thpotential forgrowth, the existig industrial sector had to contract.
This made the reformprocess in Zimbabwe more angbus to that in the transition economies
than that in the rest of Africa: the fingtars of reform would be likglto be contractiongr In
the event, between 1991 and 1996, manufag@umirput contracted Y 14 percent.

The economic control game inherited from the UDperiod had been extended to cover the
labor market  the post-indgpendencegovernment for redistributivpurposes ly means of
minimum wage rates and eployee rghts. Minimum wages were shaty increased in the earl
1980s. Tagorevent firms sheddnlabor in reponse to the increase in ges, employee rghts
were introduced with severe restrictiom®n firing. While these chajes redressed an inherited
imbalance opower in the worklace, over time thereduced eployment. There is evidence that
employment declined gnificantly as a result both of gier wages and of restrictions on



-172 -

firing."** Hence, reform was necesgéor enhancegrowth. However, the short-term effects of
removirg enployee rghts was likey to be a reduction in goloyment as firms shed workers that
were suplus to existig requirements. Therefore, as with traoldicy, the effect of reform on
employment while ultimate} positive was likey to be ngative in the short run.

The core of thgovernment's redistributiveganda was thragh increasegublic expenditures

on education, health ampaiblic sector erployment. Durirg the 1980s much was achieved, both
in terms of an epansion of these @enditures and in terms of measurable indicators of
performance. In thprocessgovernment egenditure rose fadly to around 4percent of GDP.
This was financegartly through high explicit taxation, at around 3@ercent of GDP, with the
remainirg large fiscal deficit of 1gercent financedydomestic borrowig. This borrowirg was
done at heawl nggative real interest rates as @ froduct of financial rpression, so that the
allocation of credit wapart of the economic controlgene.

Program Design

Theprogram had in effect two coponents, fiscal gdstment and economic liberalization. Since
some agects of economic liberalization haddarfiscal consguences the two were connected.

The fiscal apects of the refornprogram had three elements.

First, as noted, the fiscal stance had come to be seen as unsustainable gpece éddpon
rising indebtedness. There was seen to be a need to reduce the fiscal deficit penrehd to
5 percent of GDP. Onpotential gtion would have been to increaselit taxation to reduce
the inplicit taxation of forced savigs. However, this was not considered.

Second, there wasparceotion that taxation was alrepdysfunctionalyy high. Part of the reform
program was, therefore, to reducephsit taxation rates. It was Iped that lower tax rates would
sufficiently stimulate activig so that revenue would be at least someptwiected. The oginal
agreement with the Fund @aested in December 1991) enged reducig the “high tax
burden” but tageted the revenue/GDP ratio at Bdrcent for 1994/95 which had been the
averge for the 1986-89eriod. The actual revenue/GDP ratio in tedr was 28.Bercent. This

152 See g. P. Fallon and R.E.B. Lucas, "Job SeguRgulations and the ynamic Demand for Industrial Labor
in India and Zimbabwe'Journal of Development Economiesl. 40, 1993pp. 241-275; C. Jenkins and J. kjhi,
“Post-Indggendence Economic Policies and Outcomes in Zimbabwe: Lessons for South Africa”, mimeo, Centre for
the Stug of African Economies, Oxford, 1997.
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was apoint of contention between Fund and Bank advice. The Fuymbgead the Ministy of
Finance in itgroposals for reductions in tax rates whereas the Bank tendgpdésethem,
partly on thegrounds of guity andpartly because of the likglrevenue irpact. In the event,
revenues as a share of GDP, decling® percentge points.

Third, thegovernment wished to dismantle thesem of non-market credit allocation. In the
December 1991 griest, it announced that there would be a “glete dergulation of interest
rate”. However, the liberalization of financial markets would be figoadisty. As of 1991
domestic debt of the centrgdvernment was 2gercent of GDP. In 1990, trgovernment was
paying around 9.5ercent nominal interest on its domestic debt with an inflation rate of 23
percent so that its real interest rate was hgagative. By 1996, the Fund and the Bank were
projecting a real interest rate of @rcent on domestic debt. Hence, even if domestic debt
remained constant agparcentge of GDP, the eventual cost of financial liberalization would
have been aboutggercentge points of GDP althogh the cost would bphased accordgto the
maturity of the existiig debt. In the eventy1995/96 the interest bill agpvernment debt had
alread risen ly the full 5percentge points of GDP'>® This was because, althomot all the
low-interest stock had matured, the failure to meet fiscgletarhad necessitated further
domestic borrowig so that the domestic debt burden had increased to aroyperdEnt of
GDP.

Thus, the fiscal g®cts of the refornprogrampresipposed an astonishgrcontraction of non-
interest ependitures. The thregolicies noted above geired a combined reduction in non-
interest ependitures of 1percentge points of GDP over the foyrears 1992-95. Tharogram
itself estimated that the reduction would have to be&t&ent of GDP. Of this, the "excessive
burden’ ofpublic sector entg@rises was estimated atpgrcent of GDP. Therogram, thus,
radically underestimated the fiscal phications of itspolicies. Since non-interest panditures
amounted initial}f to 37percent of GDP thewould (in the absence of GJPowth) have to be
cut by 40 percent. In the absence gfowth, this would involve exenditure reductions of 40
percent. With egenditure reductions on gifing like this scale it would be inevitable that social
and redistributive ependitures would be massiyeturtailed. Nor, as we have noted, was it
likely that in the firstyears of the reforrmprogram there would be pad growth. In the event,
GDP per caita declined i 9 percent over theeriod 1990-96. Hence, the macroeconomic
decline corpounded the fiscgbroblem: to meet the fiscgoals realper caita non-interest
expenditures would have needed to be redugedi@percent.

153 World Bank,Zimbabwe Public Expenditure Reviel®96, Vol. 1, Table 1.1.
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Such a severe reduction in social and redistributipemditures would inevitaplhaveput the
reformprogram undeggreatpolitical strain. Aguably, this would have been feasible pilad
there been wide consensus in gjogernment, th@arty, and civil societ on the need for such
drastic chage. That no such consensus was built reflected two miscalculations. First, there was
an economic miscalculation: tigevernment was not fyllaware of the ggregate inplications

of the three desired c@unents of fiscal gdstment. The scenarios engsd ly both the
government and the IFls were ungloptimistic. We should note that thgees bgond the failure
to build in the risk of droght. While the 1991/92 drgit derailed therogram, the likey
political unsustainabilit of theprogram could have been anpeated. The second miscalculation
waspolitical. The above fiscal @dstmentgproved to beolitically unfeasible: irparticular, the
fiscal deficit actuall increased and this was the reason for the 1995 iptiemun the Prgram.
The reformers in thgovernment failed to capaign for a sufficienty broad-based consensus to
sustain thgrogram, althogh it must be doubted whetheryapolitical canpaign could have
sustained such a drastic reduction in socig@eaeditures as that gaired to meet the fiscal
objectives.

The core of the economic liberalizatiprogram involved dismantligpthe ystem of non-market
allocation of forggn exchage, includirg conprehensiveprotection of the lage manufacturig
sector. This was vgrsubstantiall acconplished ty 1996. Similary, the financial sector was
decontrolled with interest rates market-determined and/mew banks established. The labor
market was degeilated, with free collective bgaining replacing centralized wge settirg, and

firing restrictions removed. Reform of tparastatal enterises was much slower, bug h996

the mon@oly of the Grain Marketig Board had been ended and a start had been made on
privatization of state entprises.

As noted above, Zimbabwe had ngaof the characteristics of a transition ecogpso that the
likely initial consguences of economic liberalization weregatve. Thus the decline in
manufacturig by 14 percent between 1991 and 1996 was bwpgaiedictable. Since
manufacturig was aquarter of GDP it was unlikglthat other components would offset this
decline in the short run. Th@ogram ayreed between thgovernment and the Fund made no
allowance for these short term effects of liberalization. The statirtreof Januay 1992
envisagied an 1&ercentgrowth of GDP between 1991 and 1995. In the egentyth over this
period was JIpercent. This ver large mis-forecast clearlhad the effect of makgithe fiscal
adustment ppear more feasible than was actyalie case.

Of the two comonents of the reforrmprogram, the economic liberalization was almostyfull
implemented whereas the fiscajastment, thogh massive, seriouyshmissed itgoals. That the
fiscal goals were missed reflected rmimarily the droghts but thagoals were unrealistic.
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Macroeconomic Consequences of Fiscal Incompatibility

The fiscal olpectives of theprogram inplied such a draconian reduction in non-interest
expenditures that it was unguising that thg were not fulfy attained. Thgovernment made a
huge fiscal agustment, reducoy non-interest ependitures g 7 percentge points of GDP.
However, not onl was this insufficient to close the ginal deficit, it was insufficient to meet
the new fiscal costs of tax reduction and financial liberalization. As a result the deficit increased
from 10 percent to 12%ercent of GDP. With such a @ and indeed variable deficit, both
nominal and real interest rates werghhand volatile. Nominal rates at times exceeded 40
percent. There is evidence that thesghlreal interest rates had a siyamggative effect on
private investment> In the event, total fixed investm@ubl(ic andprivate) declined ¥ 9
percent in real terms between 1991 and 1996. Aghdhe breakdown betwegublic and
private investment is not knowgnecisey, there is clear evidence thatblic investment declined
shaply. Private investment is likglto have declined both because of the interest rate effect
noted above, and because of the uncertainties gfigim the unsustainable fiscal deficit and
the interrytion of the Fungrogram.

The decline in investment hagpeecussions for thpath of the econoynduring agustment. The
shift in relativeprices is degined togenerategrowth in newy profitable activitiesgeneratim

both enployment and investmenpportunities. Evidence from traclgrsurveys over theeriod
1993-95 in the manufactugrsector sggests that, to date, there has been little reallocation of
investment in favor of gort activities™> The lack of investment exacerbated thel@ment
problem.

The other conggience of the insufficieryoof fiscal agustment was that trgovernment entered
a debt tra. Since the real interest rate consideyatceeded thgrowth rate, the ratio of debt
to GDP rose naidly. By 1996, it had reached §@rcent and waprojected to rise to over 100
percent within the next decad@.

Hence, the macroeconomic comqsences of fiscal incopatibility were severe. Given theghiy
ambitious nature of the ginal program, some risk assessment of whratved to be the actual

154" E. Marande and K. Schmidt-Hebbel, “Zimbabwe: Fiscaldpidibria and Low Growth”, in W. Eastarlet
al. geds.),Puinc Sector Deficits and Macroeconomic Performamew York: Oxford Universit Press, 1994.
® M. Ncube, P. Collier, J.W. Gunrgrand K. Mlambo, “Trade Liberalisation in Zimbabwe”, in Ayide,
B. Ndulu and J.W. Gunngeds.),Regional Integration and Trade Liberalisation in Sub-Saharan Africa, Volume
2: Country Case Studiekondon: Macmillan, 1997.
158 World Bank, zimbabwe Public Fenditure Review, 1996, Vol. 1, Table 1.3.
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scenario should have been undertaken. However, a much more effegtigéinteoducirg a
realistic dgree of caution into thprogram would have been to have cbed its squencir.
When the Board discussed thegoral program in Januar 1992, no consideration wgs/en to
saquencirg. Yet, both the financial liberalization and the reductions in tax rates, hpdtémial

for beirg phased-igraduall, behind the implementation of deficit reduction measures rather
than antigpating them. Politicaly, the most difficult reformproved to be the containment and
privatization ofpublic enteprises, which in the event took around gears. The fiscall costly
elements of the reforprogram could have beenaggenced to followpublic enteprise reform
rather than antipate it. Financial liberalization would have been achieved automticadl the
deficit been broght under control because the decline in inflation would pgvenitted real
interest rates to kaositive. As it was, the abptidecontrol of nominal interest rates created fiscal
crisis. Similary, the reductions in tax rates could hgwveceeded on a more limited and
experimental basis, rather than bgimplemented dgste the evidence of continugnand
substantial reduction in tax repts.

From the start, outcomes were yelifferent fromprogram tagets. B/ August 1992, the full
magnitude of the droght was @parent: in the staff mort GDP wagrojected to decline in 1992
by 9 percent asgainst aprogramprojection of +4percent. However, the Iger runprojections
became moremimistic, so that for 1995 the anteited fiscal deficit waseducedfrom 4
percent to Joercent. Thus, the evidence mbgram divegence was int@reted as bemdue
entirely to the droght. The droght was so severe that it was indeed not feasible to diggmtan
its effects from those of the reforpnogram so that there wegenuiney acute difficulties of
monitoring program performance. B Januay 1994, followirg an increase in the deficit to
around 12ercent, the deficit for 1993/94 wprojected to contract to fiercent (its outturn was
8 percent). Government pgnditure was forecast to decling ®percentge points of GDP in
two years to reach 32rcent in 1995/96 (the outturn was an increasepef&ntge points to
41 percent).

By July 1994, staff rports bgan to sound a note of wargion fiscalpolicy and delgs inpublic
enteprise reform. It was stressed that gatdeficits led to Igh interest rates and thegebeld
back private investment. Thereppears to have been no concern about the distributional
conseuences of therogram: inplicitly, adverse effects were attributed to the dhtu

Distributional Effects

As noted, durig the 1980s, thgovernment haglaced considerablgriority on redistribution.
The reformprogram potentially charmged distributional outcomes both thgtuits effect gon
public service deliver and throgh its effect orpersonal incomes.
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Theprogram areed between thgovernment and the Fund discussed theyikekial inpact of
policy charge. Theprogram was egected to result iper caita consurption growth of 1.5
percentper annum. Thesgains were egected to be “broagishared'. It was antjgated that
somegroups would suffer from th@rogram, but ony relatively small minorities. These were
identified as those retrenched ficitly from the public sector), those affectedy lprice
decontrol, and those who would have to stating for health and education. A Social
Develgpment Fund was established to offset these effects. Itsgstnases to offepension and
retrainirg arrargements for retrenched civil servants, to introduce labor-intepsiviec works,

to sipport informal enteprises, to finance rural resettlement, and to introducegeted food
subsig. Reflectirg the modest scale of tipeoblem envisged, few resources were devoted to
the Social Develoment Fund®’ For exapie, the SDF allocation for 1993/94 was ks 100
million.There were also tgeting problems; a lage number of egjible households did not
receive the benefits intended for them and there was confusion about the definition of the

targetedgroups 1*®

The e)pectationsproved to be a massive underestimation of the social costs pfdtpam.
Much higher costs could reasongilave been antipated.

Whereas th@rogram envisged that between 1991 and 198§ capita private consurption
would rise ly around &ercent, in the event it declinegt B7 percent> This alone transformed
thegroup of those who lost from the reforms from a minotd a mgority. Further, thgrogram
failed to recgnize that even had meaer cgita consurption not declined, there would have
been lage groups of losers consggient yon the lage resource reallocations, which would result
from liberalizing such a hghly controlled econom The decontrol of manufactugnvas likely

to lead to an initiaphase of contraction. Combined with the dgitation of the labor market it
was therefore reasonable to amate that both, eployment and wges, would declinguite
shaply in the manufacturigsector.

Public Service Delivery

Recall that in order to meet its fiscaljettives theggovernment would have needed to reduce its
non-interest ependitures i 15 percentge points of GDP. In the event, it reduced theyn/b

157 In April 1993, Fund staff epressed concern about the slowpiementation of the Social Dimensions of

Adjustmentproject.

158 See M. Chisvo and L. Munré, Review of Social Dimensions of Adjustment in Zimababwe, 19%a&xte:
UNICEF, 1994; E. Kaseke, “A Situation Aals of the Social Devefment Fund”, Ministy of Public Service,
Labour and Social Welfare and UNICEF, Harare, 1993.

19 This wagpartly becauserivate consurmtion was agpically high in 1991 as a result of port liberalisation.
If the base is taken as 1990, a norgedr forprivate consurption, the decline is 2percent.
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percentge points. Because the econgmgrew by only 12 percent between 1990 and 1996, even
this reduction implied a decline in absolute ternggowth was insufficient to offset the reduced
share in GDP, so that non-interespenditures fell g 9 percent in units of GDE?® This is
corroborated ¥ the National Accounts: between 1990 and 1%f¢fvernment consuption
(which excludes both intereggyments and qatal expenditures) fell in units of GDPyb10
percent. However, this was made of a lage increase in the volume government
consunption which was more than offsey la lage decrease in its unprice: the volume of
government consuption increased Y20 percent, with its uniprice falling by 25percent. The
unit price fall reflected the reduction public sector wges. In effect, thgovernment was
employing morepeaple butpaying them so much less that itspexditure fell in units of GDP.
As we will see, the lge divegence between chges in the volume and the valuemfblic
consunption conplicate statements about clyas in service delivgr

This pattern @plied not ony to government consuption in gygregate but also to its kesocial
components. Between 1990/91 and 1995/96, heghdmdirg (recurrentplus investment)
declined as a share of the lgatifrom 6.4percent to 4.percent and as a share of GDP from 3.1
percent to 2.percent® However, the unit cost of health services Jed third relative to GDP.
As a consguence, the volume of health servicpslilic plus private) increasedyb45 percent
whereas its value in units of GDP declingddpercent. Takig into accounpopulationgrowth
over theperiod, there was a substaniiareasen the volume of health servicper caita, and

a substantiatiecreasan the value of health servicgsr caita. There are two reasons yh
degite the lage volume increase in health services, therg haare been a reduction in health
care delivey. First, the measures of volume used in the national accounts make no allowance for
charges inquality. It is most unlike}y thatquality would have remained constant when health
workers suffered such Ige reductions in real vges. The reductions in \gas in thepublic
health sector have led to madoctors leavig for theprivate sector. Over 9fercent of the
doctors in rural areas are now non-Zimbabwean. Second, there was a shpfilshorto private
provision. This tended to make the service less accessible podherpart of thepopulation.
The population certainy received less valuablgublic health services: iper caita terms
government healthpendirg fell in units of GDP g a third. Non-wge $endirg has declined
even more dramaticglthan waes, so that shoras of drgs are becommcommon. Health
indicators are deterioratyrapidly.

160 Recall that non-interest penditures were initial 37 percent of GDP. The qeired reduction is therefore
to 30percent of the new level of GDP, which was 1.12 times its initial level. Hence, the reduction is 37 - 30(1.12)/37
= 9percent.

161 World Bank,zimbabwe Public Expenditure Reviel®96, Vol. 2, Annex 3. There are now indications that
data revisions macharge thispicture, so that the decline shown in the PER toan out to beurious.
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There is no doubt that theevious trend of improving health outcomes was reversed dgtime
period of the refornprogram.

During the 1980s health outcomes hagbioved remarkalyl. For exarple, the infant mortalit

rate declined from 100 to 50 between 1980 and 1988 and pec&ng increased from 56 to

64 years. Since then several health indicators have deteriorated. Between 1988 and 1994 wastin
in childrenquadrpled and maternal mortalirates apear to have increased. After nyarears

of decline, the number of TB casegéae to rise in 1986 and/i995 hadjyuadripled.

However, while health outcomes deteriorated dptirephase in which thpublic health budet
was severgl squeezed, it is not stightforward to attribute the former to the latter. This is
because of the risgproblem of AIDS. Zimbabwe has angst the most serious AID@oblems

in the world with about 3@ercent ofpregnant women and about J&rcent of new-born
children now beig HIV positive. AIDS alone will therefore soon account for an under-five
mortality rate of 100per 1000, whereas in 1994 its rate from all causes was7an®? The
stunting and wastig evidence is consistent with the child healtbblem beilg AIDS-driven:
while wastirg quadrpled, stuntimg fell. Stuntirg reflects the log-run effects of food shorges,
whereas AIDS often leads to wastin

Hence, there have been fourgarchaiges in the health sector. First, the volume of health care
services increased/lmore than th@opulation. Second, the value of these services decreased
vely substantiall, so thaguality is likely to have deteriorated. Third, the demand for health care
increased dramaticgllbecause of the riginincidence of AIDS. Fourth, health outcomes
deteriorated whereas thbaadpreviously been inproving. Unfortunatey, the attribution of the
deterioration in outcomes as between AIDS amality deterioration is ngbossible. What is,
however, evident is that dugna period in which the demand for health care was gisin
enormoust and predictaby, the resources devoted poablic health care were dramaticall
reduced. Given thpresent unit cost of treafynAIDS patients, the total cost of treagithose
alread infected will be four times theresent annual health byet.'®

Education wagjiven a vey high priority by the government. Durig the 1980s, there was a
remarkable increase in educational attainments. Duhia 1990s, as with health, education
services increased in volume but decreased in value in units of GDP. Between 1990 and 1996,
the volume of education services increasgd percent and their unfirice in terms of GDP

82 \world Bank,Zzimbabwe Public Expenditure Reviel®96, Vol. 1p. 86.
183 Human Develpment Grop, World Bank, “Understand@mPovery and Human Resources in Zimbabwe”,
December 1996. 64.
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declined ly onequarter. However, unlike in health care, the volume increase was insufficient to
kegy up with population growth so that theper caita volume of services declined. While
teachers' salaries declineg &round one third in real terms, thguality appears not to have
declined unlike in health. Student-teacher ratios were maintained gordgbgion ofqualified
teachers actuallincreased, both fgorimary and secondgrschools. Educational outcomes
provide a mixegicture: O Levepass rates increased, but qiation rates foprimary schools

have fallen stihtly. In effect, thegovernment marged topass on the effects of its genditure
reductions in education to teachers rather than to children.

Incomes

The dergulation of the labor marketgether with the reducaatotection of manufacturgnand
the reduction inpublic expenditureproduced a severeggeeze in the labor market. Both
employment and real wges declined shply. During 1991-96, formal sector ggloyment in
manufacturig fell by 9 percent and real vges declined Y26 percent. Inpublic administration
employment declined y 23 percent and real vges fell ky 40 percent.

At the same time griculture benefited both from exchgenrate apistment and marketn
derggulation. One indicator of this is that theglcit GDP deflator for griculture increasedyb
15 percent relative to theggregate GDP deflator between 1990 and 1996. These gewelds
led to lage chages in income distribution.

The maor redistribution in the econgnwas from formal sector vge earners to farmers. This
can be seen from the National Accounts which show the sharegeSwaad salaries gross
national income declingnfrom 51 percent in 1990 to 3percent in 1996. Durmpthe same
period, the share of uninqmratedgross @eratirg sumplus (a catgory which is dominatedyp
the incomes of small farmers) rose fromp@@cent to 3ercent: farmergained almost all the
share that wge earners lost.

Unfortunatey, there are no nation-wigenel survg data available to assess chesin rural
incomes. Howeverpanel data are available for an interegtend inportant subset, the
"resettlement farmers". Thggoup consisted oginally of landlesgpoor who wereagiven land ly
thegovernment showl after ind@endence. Income data for a g#enof these households who
have been followed since their resettlement are shown in Table 1. Tipedtaton of this
series is comlicated ly the fact that two out of the foyears for which data are shown are
drought years. Twapoints stand out. First, rural incomes are extrgmalnerable to climatic
shocks. The verlarge income drp shown for 1994/95 shows that the effect of dfdus so

164 We aregrateful to Bill Kinsey for makirg these upublished data available to us.
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large that it swarps ary effect of structural gdstment. Seconyl| the resettlement farmers have
realized raid growth and this was maintained thghutheperiod of agustment®® Thigroup

is certainy not reoresentative for the rurgbpulation: it is much better able to handle shocks,
having built up assets for consystion smoothimg. In this case, the resettlemeoticy, initiated
almost a decade before structurajustinent started, mpawell have been more effective in
protectirg the poor than the short-run, @atedpolicies adpted in the context of structural
adustment.

Table 1. Changes in real income per household,
baseline and three most recent growing seasons

}Growing season No. of Mean incomé Coefficient of Minimum-maximum
households i 1990 Z$ variation

1982/83 356 765 151 0- 8,428

1993/94 397 3,219 1.08 120 - 26,083

1994/93 393 1,778 1.16 0- 20,829

1995/96 397 4,324 0.97 17 - 35,553

Source B. H. Kinsg, “Growth-friendly poverty reduction? Log-term, household-level outcomes of land reform
in Zimbabwe”,paper presented at the Devegdment Studies Association Conference, 11 - 18e3aber 1997,
Norwich, UK, Table 10.

dncome is defined as the sum of the market value gdscharvested, revenue from the sales of livestock and
livestockproducts and services, remittances and income from off-farm ogmcumtural enployment. Excluded

are other transfers, aid and dgbtirelief.

PSeason was badhffected ly drought; rainfall was less than two-thirds of the determ mean.

‘Season was drght-affected; rainfall was some ®@rcent of the log-term mean.

dSeason was normal; rainfall was within qegcent of the log-term mean.

Recall that overallper caita private consurption declined lg 26 percent between 1990 and
1996. Since the share of small farmers in national income rps@Olpercent, if their
consunption had tracked their farm income then thpar caita consurption would have risen
by around 1&ercent. However, there are two reason faeekthat consuption will not have

165 Comparing the engoints in the Table overstates thaint since the firsyear was a draht year. However, other
evidence, irparticular the rpid accumulation of assets (majirivestock) over thiperiod, sypports the conclusion of
rapid growth. See B. Kinsg K. Burger and J.W. Gunng “Coping with Drought in Zimbabwe: SurweEvidence of

Regonses of Rural Households to Risk”, forthcogim World Development
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tracked farm income. First, as of 1990, remittances amounted to s@aedlt of consuption

in rural household¥® Much of these wprebabl/ from wage earners in urban areas and would
have fallenprobaby in percentge terms, i more than the decline in urbangea themselves.
Secondy, food prices rose ¥ around 36percent relative to overall consumganices. Rural
households have almost double the share of food in their cptisarbundle of that of urban
households. The increase in the relapikiee of food thus raises both the income and the cost
of expenditure of rural households. The formepisked W in the risirg income share of rural
households but eggerates the increase in their welfare. The rise iptive of food raised the
cost of living of rural householdsyb7 percent relative to that of urban households.

Degite this differential chage in the cost of livig, it is evident that there was a dar
redistribution from urban vge earners to rural households. This wasogressive redistribution
because as of 1990 urban households had been consideediar off: mearper caita
consunption of urban households was some 3.6 times that in rural housef{olds.

A second but much smaller redistribution was betwmte sector non-financial cqranies
and the financial sector. Over the sgmedaod the share of the former declined from Jpkfent
to 13.5percent while that of the latter increased frompe&ent to 5.§ercent. In addition there
is anecdotal evidence that within thrévate sector non-financial cgranies, griculturegained
while manufacturig lost.

Against the lage reductions in the mean level of congtion and the lage chages in
distribution thegovernment's tagetedprograms for offsettig social costs were liable wove
inadeguate. An evaluation indeed found them ineffective: there wergg@tegetting the
program started, over-centralization and relianperuan alreagl over-worked staff, inadpiate
funding, urban bias, angoor tageting.*®®

Conclusion
The social inpact of ESAF to date has been considerable. Quhaperiod, averge private

consunption levels have declined/laround ajuarter. There has beemawerful redistribution
from urban wge earners to the rurpbpulation, to the extent that consption levels of rural

166 ©s50,Income, Consumption and Expenditure Survey Report, 1990/p11994, Tables 3.1 and 3.5.

167 calculated from CSQncome, Consumption and Expenditure Survey Report, 1990/§11994. Table
3.6(a)gives mean householdjtires. Per qata figures were estimated ugithe household size information in Table
2.2, assumig a mean household size of 12 for households with peogle or more. The coparison makes no
allowance for differences in the cost of ligin

168 performance Audit R®rt, Zimbabwe Structural Adjustment PrograReport 14751, Qerations Evaluation
Department, World Bank, 1995.
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households mahave been full protected and indeed maven have risen a little. Convengel
urban households have suffered severitlere are fewejobs and real wges are ver much
lower. In addition to these chges inprivate incomes, household welfare has also been affected
by the decline inpublic expenditures on social services. The brunt of the fall in these
expenditures has been borngthose workig in the social services. However, the reduction in
their real wages are likef to have resulted in reductions in servarelity. There is some
evidence that this was much mgrenounced in health care than in education.

In describiry these lage chages we have copared snpshots of the econoyraround 1990 and
1996. These chaes owe little to the intervengrdrowghts and were congeently reasonalyl
predictable |y economic angkis. As with other structural pgstmentprograms, the ESAP
involved relativeprice chamges in favor of griculture and at the @ense of the formeyl
protected urban sector. However, unlike most other Africpustets, Zimbabwe had a ydarge
industrial sectoproducirg not ony final goods but also intermediageods. In this it resembled
the transition economies. As in the transition economies, liberalization inflicted anpimass
of contraction: the manufactugrsector, accountgfor over aquarter of the econoym has
contracted ¥ 14 percent. The angsis underfing theprogram degin did not take either of these
features into account. It therefore radigalinderestimated the social cogsences of the
program.

In addition to this nglect of the likey social inpact, theprogram was remarkaplambitious in
its fiscal oljectives. The share of non-intergstvernment egenditures in GDP would have
needed to fallyp40percent over geriod of sixyears. Thgovernment could oglhave achieved
this by expenditure cuts which would have massywebrmpounded the rgative social inpact
on the urbanpopulation noted above. This phication of the fiscal ojectives was not
recanized.

The corepolitical achievement of thgovernment had been a redistribution in favor of the
indigenous population. In our view, theprogram as degned was manifestl politically
unsustainable since it would havequeged thegovernment to dismantle these distribution
achievements. Tharogram indeegroved unsustainable, in that altlghuthere was sufficient
political will to persist with the structurglolicy reforms the envigged fiscal aglistments were
only partially attained. This in turn inflicted considerable dgman the econoyn The fiscal
crises which characterized tperiod caused both ¢jfh and volatile interest rates and a climate
of policy uncertaing which presumab} reducedorivate investment.

This political unsustainabilit could have been avoided. The financial and tax reduction
liberalization which were fiscallvery costly should have been®genced after thpolitically
difficult expenditure reductions congnfrom parastatal reform angbublic enployment
reductions. This would have obviated the need for reductiqres icgpita expenditures on health
and education. It would also have accelerated the rgcoffenployment in manufacturgpand
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reduced the decline in real ges which wagartly driven ty high inflation. Some of the social
hardshp was doubtless unavoidable, as in other transition economies. However, because the
scale of the costs in urban areas was ragicatierestimated, the safatet gerationsput in

place were inadguate. Further, the social hardsiwas avoidalyl severe because pbor
program degyn. The droght made it more difficult to regmize the degn error and obviouyl

added to the social costs.

The degyn of theprogram orginated with thegovernment. The role of the Fund in dgswas
limited. However, some rpsnsibility must be takenybthe Fund for spporting thegovernment
in a fiscal stratgy which was cleayl implausible.

THE SCOPE OF POLITICAL SUPPORT

Although some of the literaturportrays Zimbabwe as a peessive ongearty state in which
decisions are taken centsaind handed down without discussiéh, the nedléars closer
resemblance to what has been callegstesn of “societal cquoratism” which in factpermits
fairly active democratiparticipation and in which therefore, cqeting political groupings
operate to exert considerable influencegorernmenpolicy.”® Conseguently, the failure to
factor in an ppropriate measure of consensus-buitpwas goarticularly grave miscalculation.

Two phases in therogramperiod mg be distirguished in ageneral assessment of the peof
government and national gport for theprogram, the first coverigroughly the firstyear of the
program throgh 1993, and the second coverthe ensuig period rght through 1995 when the
program was interrpted.

From the vey beginning of theprogram, there were naturglforces within thegovernment and
party leaderstp that gposed theprogram. This is of course normal politics. What
distinguished the Zimbabwe situation, however, was the extgmlafization and the strgn
ideolagical lines that marked the divilé — on the one side, those committed to market-based
reforms and economic liberalization, and on the other, those committed to a socialgpf efrate
develgpment. The former included Dr. Chidzero, senior ministggamsible for finance, who
was the leadig proponent of reform, Reserve Bank officials and technical officials of the
economic ministries in the main. The latgevup of anti-market reformers, in Zimbabwe’s case,
were not the bunch of slan-momering ideolagues that one often finds in these situations but
trained and committed intellectuals inclugitne President himself and other senior members
of the party leadersip who sinply did not share the reformers’ belief in the efficad the

189\unkonoweshuro, 1992.
170gkalnes, 1995.
17l skalnesp. 132.
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market; the difference was that yheere en to debate and were rgiten to meregolemical
denunciation. This is an portant distinction to bear in mind for it glains how and wi the
reformprogram came to be agted at all given thepolarization in ideolgical positions in the
leadershp, andprovides a foundation, not gnfor the Fund’s continum relationshp with
Zimbabwe in the log run, but also for resolvgin the near term, the lgering stalemate in its
relations with Zimbabwe.

In the first phase of theprogram period, theproponents of reform clearldominated the
governmentposition. By mid-1989, President Myabe had beepersuaded that a chgein
policy was necessiif faster economigrowth was to be achieved. As we have noted, this was,
in our view, a corregbositiongiven that the eport sector was wghed down g the control
regime while the on} other ¢namic sector of the econgmthe public sector, had become
fiscally constrained. Thgovernment also, at this time, showed a wgtiass to discuss @
structural issues. This shift in thelicy stance was aided/bthe World Bank’s coprehensive
study on the Zimbabwe econgmissued in 1987, which formed the basis for widegiragn
discussion between tlgpvernment and the Bank, as well gsshudies conductedyldoreign
consultants at thgovernment’s rquest.

But by far, the most critical link in the chain gbvernment commitment was undoubtethie
personal role of the Senior Minister of Finance, Dr. Chidzero. Indeed, tb#itfreof
government commitment to thpeogram resided in the fact that it lggdd much too cruciation

his personal role. The result, as a number of staff docurpentsout, was that whenever Dr.
Chidzero was not available for discussions with Fund missiongptlegnment ppeared rather
unprepared and unable toresent a credible and consistent yewmt. For instance, a 1993
internal Fund document notes that “the authorities did not glsiate theiposition with regard

to exchage rate reformpartly because of the imminentgheture of both the Governor of the
Reserve Bank and the Senior Secketdithe Finance Minisy. This also contributed to a slow
start to the discussions and an initial lackpeparedness of officials to discuss the issues.”
Again, in 1993, a mission perted that “in the absence of Senior Minister of Finance Chidzero
during the last week of discussions in Harare, the autf®pbsition with repect to some of the
acconparying measures remained unclear.”

But the weakenig of government’'s commitment from 1993 amidganeral stiffenig of
opposition withingovernment to the reforprogram was not attributable entiyebr perhas,
even mainy, to Dr. Chidzero’s deterioratyhealth and his congeent inabiliy to participate
as fully in meetigs with Fund missions.

The more fundamentabint is that cleasl, not enogh had been done to create a sufficientl
strorg and broad-based fund ofpgort for theprogram, given the drastic fiscal quistment that
it entailed. Indeed, in a situation of such wigfead and often violemirotest, such gsrevailed
in 1993, it is doubtful that Dr. Chidzero could have done mychitnself at that stge to turn
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the tide. In 1992, students at the National Univemsibarked on violent demonstrations and
boycotted classes to back demands for increases in sgrdeitd to offset risig costs resultig
from devaluation and inflation. More ominoysh 1993, a wave of bread riots shook the lower
income suburbs of Harare as demonstrators smashed bakeriegaged @mwidegpread lootirgy

to protest recenyl-announcegbrice increases for bread and flour.

At the same time, althgh in the initial stges of the reform, some partant businesgroups
had strogly sypported trade liberalization measurespitesthe increasig conpetition it was

to entail — and this is truegecially of the Emineerirg Employers’ Association (EEA) and the
Confederation of Zimbabwean Industries (CZI) — thrévate sector's spport for, and
commitment to, theprogram had B 1993 loosened considergbin part as aperfectly
understandable reaction to the sieatbsion of the substantialgiene of protection to which
they had log become accustomed, and apgotly as a result of a breach in the channels of
communication and diatme withgovernment resultigpfrom the sudden death of the Minister
of Commerce and IndugtrChris Ushewokunze who,gether with Bernard Chidzero, had been
the mainproponents of market reforms; interegfliy hisposition was to remain vacant until after
the elections in Aril 1995.

Increasimgy pressure from businegsoups to which Fund nqgorts make references from 1992,
predictaby led to a slackengof the program of inport liberalization with thegranting of
additional tariffprotection to a number of industries incluglthe motor, textiles, clothgy and
shoe industrie&?

Thesegestures of accommodation failed to restore business confidence in the reforms, however.
As late as 1996, internal Fungbogts were notig that thegovernment’'golicy makirng processes

were characterizedylfinadeguate consultation with tharivate sector and sociprtners”, a

view which was also gxessed in interviews with officials of the CZI.

Political sypport for theprogram was further shakery Increasiig agitation amoig civil servants
against retrenchment and other civil service reforms. In the midsgerfieral recession in the
econony and widepread unerployment, thegovernment hadyJune 1993, abolished over
10,000 civil servicgoositions and reduced the number of ministries from 27 to 22 — results which
Fund missions found “dipgointing” even as thg acknowleded that the ghipages in
conpliance were attributable to “tlgovernment’s concerns abowjgravatirg unenployment

and social dislocation at a time of severe economic downturn and contragtimivdie
employers”.

Rising calls for indgenization also undermined tpace of inplementation of therivatization
program and g implication, the fiscaprogram. While the Fund and the Minigof Finance saw

172gKalnesp. 144.
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privatization as a critical means of raigifunds for budetary sypport in a bid to reduce costl
bank financiig, the advocates giivatization — goolicy which the President himself favored —
sawprivatization as a means pfomoting indigenous ownershiof productive assets,litical
objective whose importance the Fund’'s 1996 countstud/ paper exlicitly acknowledes
evidenty only in word.

As thepressures mounted, tigevernment bgan toperceive the Fund’s continugrcounseliig

of fiscal restraint angublic sector retrenchment pslitically insensitive. In 1994, in gsech

given to the South African Parliament in g@aTown, the Presidentpertedly called for a
democratization of the Fund and accused the Bretton Woods institutions of “financial
imperialism” and “dictatorsip’. In 1995, he was also perted as geakirg of “disastrous”
reforms inposed ly the World Bank and the Fund and addaminousy “we are wiser than we
were threg/ears go and we will not listen wiyl-nilly to what the international institutions will

tell us to do.*”®

The Ownership Issues

Zimbabwe is, in our view, a classic case of a reasgrsfurg national commitment to reform
gone sour from economic ampdlitical miscalculation in the spiencirg of economic reforms.

As we have alreadnoted, the tremendous fiscal crunch and the drastic reduction in social
expenditures which th@rogram olectives entailed, made the task of consensus-bgildin
difficult enowgh. In the event, thpolitical econony of theprogram was further strained/la
failure to depen syport for theprogram within government itself and more paortantly, a
failure to broaden its spe to cover the lghly politicized ranks of theolitical parties, epecially

the rulirg party and civil socief at lage.

In general, howevegiven the tremendous social costs ofphagram thus far, thgovernment’s
commitment to the reform has been reasonable. Thar stauctural reforms have now dety
been inplemented.

173 Africa Research Bulletin: Economic, Financial and Technical Serv@24, 1995: 12018.



