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or the past decade, sub-
Saharan Africa has been strug-
gling to improve its economic

performance. A new Occasional Paper
by the IMF’s African Department, Ad-
justment for Growth: The African Experi-
ence, looks at the experiences of Ghana,
Senegal, and Uganda, and concludes
that implementation of far-reaching ad-
justment and reform programs can
boost economic performance. The
main requirement for success is an ap-
propriate mix of comprehensive adjust-
ment and reforms that increases private
saving and investment. To achieve this
end, all three countries—and indeed all
African countries—need to implement
sustained and consistent policies to
keep inflation low, step up fiscal con-
solidation, and promote financial re-
form. 

Four themes dominate the IMF
study:

• Saving and Investment. The adjust-
ment experience in sub-Saharan Africa
underlines the importance of expand-
ing private saving and investment as a
prerequisite for growth. For example,
the ratios of total saving and investment
to GDP in sub-Saharan Africa during
1986–92 amounted to 11.8 percent and
18.6 percent, respectively, compared
with 24.5 percent and 25.7 percent for
developing countries generally. An in-
vestment-to-GDP ratio of about 
25 percent is needed by sub-Saharan
African countries to maintain a 
sustainable annual growth rate of about
6 percent.

• Tight Financial Resources. Given
growing demands for limited foreign
assistance funds, African countries will
need to develop their domestic finan-
cial resources and attract more foreign
investment. 

• National Differences. While sub-Sa-
haran African countries have many
points in common, there are signifi-
cant differences among them. In par-
ticular, some have made sustained ad-
justment efforts over a period of time
and some have not been able to do so,
owing to civil strife or other reasons.
While the countries in the first group
are already reaping the fruits of their
efforts, they will need to continue to
pursue sound policies—adapted to the
specific contingencies facing each
country.

• Policies Matter. In many African
countries, the expansion of private in-
vestment has traditionally been im-
peded by such political factors as
structural and institutional constraints
and governmental intervention in the
setting of prices, wages, and exchange
rates. While public policies are not the
only determinant of private saving and
investment in Africa, the recent suc-
cess of stabilization and reform pro-
grams in Ghana, Senegal, and Uganda
confirms the importance of policies
explicitly designed to foster an envi-
ronment of low inflation, reduced
economic uncertainty, higher private
saving and investment, and a stronger
human capital base. 

The experiences of Ghana, Senegal,
and Uganda also demonstrate that ef-
fective implementation of medium-
term adjustment and reform programs
can generate positive economic results
rather quickly. The divergence in per-
formance among various groups of
sub-Saharan African countries reflects
differences in their policy responses to
deteriorating terms of trade and disap-
pointing progress in fostering macro-
economic stability, improving external
competitiveness, and alleviating struc-

tural and institutional impediments to
private sector activity. 

Notwithstanding their differences,
the IMF study highlights important
commonalities uniting the three
African countries under review. In
general, each has suffered from a
legacy of governmental intervention
in the economy, low savings rates,
lagging productivity, and marked vul-
nerability to external shocks. More
narrowly, the three case studies high-
light the costs associated with chang-
ing and uncertain economic policies.

Ghana (1983–91)
At independence in 1957, Ghana was
the world’s largest cocoa producer. It
enjoyed the highest per capita income
in sub-Saharan Africa, with external
reserves equivalent to three years of
imports. Over the next two decades,
however, economic performance
weakened in response to intervention-
ist policies, including controls on for-
eign exchange, prices, and credit, and
quantitative restrictions on imports.
These policy choices in turn triggered
large public sector deficits, surging in-
flation, and a negative balance of pay-
ments position. Ghana’s economic dif-
ficulties were further exacerbated by a
severe drought in 1983 and falling
cocoa prices. By 1982–83, Ghana’s
economy had virtually collapsed. 

In the aftermath of these shocks,
Ghana launched an ambitious eco-
nomic recovery program in 1983. Key
elements of the reform strategy in-
cluded a realignment of relative prices
to encourage more productive activ-
ity, the promotion of exports, and
strengthened economic incentives; a
progressive shift away from direct
controls and intervention and toward
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greater reliance on market mech-
anisms; early restoration of fiscal
discipline; measures to increase
public saving and reduced re-
course to bank financing of the
government; rehabilitation of the
economic and social infrastruc-
ture; and implementation of
structural and institutional re-
forms to enhance economic effi-
ciency and encourage private
saving and investment.

Liberalization of the exchange
and trade system was another
important element of Ghana’s
reform program. Before 1983,
the system suffered from foreign
exchange controls, restrictive ex-
port regulations, pervasive quan-
titative restrictions on imports,
and high trade taxes. Beginning
in 1983, average effective export and
import tariff rates were significantly
reduced. By the latter part of the
decade, Ghana had removed nearly all
quantitative restrictions on imports.

The policy response to these
changes has been impressive, accord-
ing to the IMF study. By the late
1980s, severe fiscal imbalances were
brought under control, and a distorted
exchange and trade system was liberal-
ized; by the end of 1991, inflation was
lowered to 10 percent, from 
123 percent in 1983. Strong recovery
in real growth also triggered a tangible
increase in real per capita incomes, re-
versing a long decline. And Ghana’s
growth performance responded well
to the liberalization of the exchange
and trade regime and the elimination
of price controls.

Important challenges remain.
Amidst a high rate of inflation and lag-
ging efforts to achieve structural re-
form, the private sector’s role remains
limited, owing, in part, to the contin-
ued large role played by the public
sector in economic decision making.
Apart from the need to reduce gov-

ernment intervention in the economy,
other reform priorities include para-
statals, the regulatory framework gov-
erning investment and tax policy, and
primary education and literacy. 

Senegal (1978–93)
From 1960 through the early 1970s,
Senegal followed inward-looking poli-
cies and the economy grew at a low
rate compared with neighboring
countries. A series of droughts during
1978–84, combined with deteriorating
terms of trade and inappropriate finan-
cial and structural policies, further
weakened Senegal’s economic perfor-
mance. Average yearly growth de-
clined to 2 percent during 1978–84
from nearly 5 percent for the 1974–77
period. 

In the early 1980s, Senegal under-
took a series of macroeconomic stabi-
lization and reform measures that
helped reduce macroeconomic imbal-
ances and inflation. Senegal also regis-
tered some progress in implementing
structural reforms to increase produc-
tion, exports, and job creation. To
eliminate barriers to private sector ac-

tivity, it took steps to liberalize
labor legislation, prices, and ex-
ternal trade. And it achieved vis-
ible breakthroughs in privatiza-
tion and restructuring public
enterprises. 

According to the IMF study,
Senegal’s weak and deteriorating
competitive position may have
worsened some of its economic
difficulties during the reform pe-
riod. Of special concern was the
substantial appreciation of the
CFA franc between 1986 and
1993 relative to the U.S. dollar—
a situation that contributed to, if
it did not cause, the poor perfor-
mance of Senegal’s exports. Sim-
ilarly, the large increase in real
interest rates in Senegal in the
late 1980s may have helped

dampen domestic investment. 
Two obstacles hindered Senegal’s

reform efforts throughout 1978–93,
according to the IMF study:

• External shocks undermined
growth, especially during 1989–93.
Senegal’s narrow production and ex-
port base, and its dependence on en-
ergy imports, made the economy par-
ticularly vulnerable to terms-of-trade
shocks and adverse weather, with neg-
ative consequences for output, saving,
and investment. 

• Structural rigidities persisted. Pri-
vate sector companies held onto their
monopolies in such sectors as sugar,
cement, and petroleum importing and
refining, while state enterprises re-
tained their monopoly over rice im-
ports, groundnuts, and the  groundnut
oil sectors. And deficiencies in the
regulatory and legal environment
failed to provide a healthy climate for
private sector activity; notably lacking
were strong incentives for higher in-
vestment and exports. If accompanied
by adequate macroeconomic and
structural policies, the 50 percent de-
valuation of the CFA franc in January
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Data:  Ghanian authorities, IMF staff estimates
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1994 (see Special Supplement,
IMF Survey, March 21, 1994)
could prove salutary in
strengthening Senegal’s external
competitiveness and its ability
to attract larger volumes of pri-
vate investment.

Uganda (1987–95)
Uganda faced a difficult situa-
tion in the mid-1980s and
throughout much of its adjust-
ment period that began in 1986.
The civil war had devastated
transportation, power, and
water facilities. In 1986, per
capita GDP was 60 percent
below its level of 1970, inflation
had risen to 240 percent, and
external debt service was more
than 50 percent of exports. A
fixed exchange rate had eroded
the country’s competitiveness,
leading to an acute shortage of foreign
exchange, the emergence of parallel
markets, and growing external pay-
ments arrears. By 1987, exports other
than coffee had all but ceased and
Uganda suffered annual declines in its
terms of trade every year from 1986 to
1992. Largely as a result, Uganda’s
ratio of scheduled debt service to ex-
ports increased sharply.

Uganda’s reform and stabilization
program has been a major success.
Economic growth averaged about 
6.4 percent during 1987–94, while an-
nual inflation fell to 3.4 percent in
1994–95. The ratio of gross domestic
investment to GDP also increased
markedly, to an average of 14.3 per-
cent, the highest level since the mid-
1960s. At the same time, the external
current account deficit (excluding
grants) declined markedly, to 5.9 per-
cent of GDP in 1994–95 from 
16.9 percent in 1988–89. Exports be-
came more diversified, with noncoffee
exports representing about 30 percent
of the total. All of these changes

helped foster a more market-oriented
environment, with liberalized pricing
and interest rates generating positive
incentives for saving and investment.

Over the medium term, the IMF
study suggests additional steps that
Uganda might take to further raise liv-
ing standards and stimulate economic
growth—beginning with structural re-
form in the banking and financial sec-
tors. It also emphasizes the need to
strengthen the banking system and
eliminate distortions in the allocation
of financial resources. Finally, efforts
should be undertaken to accelerate the
transition away from a cash-based
economy.

Effective management of its sub-
stantial external debt represents an-
other major policy challenge con-
fronting Uganda. Uganda’s adjustment
efforts have relied to a great extent on
disbursements by multilateral institu-
tions. As a consequence, the country’s
external debt rose to $3.4 billion at
the end of June 1995 from $1.3 billion
in June 1987, but since the added debt

was highly concessional, the
average interest rate and matu-
rity on the debt stock improved
substantially. Nevertheless, the
debt-service ratio was high
over the adjustment period,
hitting a peak of 128 percent in
1991–92, before falling to a
more manageable level of 
28 percent in 1994–95. This
level of debt, according to the
study, demonstrates the need
for substantial increases in ex-
port volumes and diversifica-
tion and substantial debt relief. 

The Road Ahead
While Africa confronts major
economic challenges, the over-
all message conveyed from the
reform and stabilization experi-
ences in Ghana, Senegal, and
Uganda remains positive. All

three countries have shown progress
in enhancing the efficient use of re-
sources. At the same time, the uneven
success in mobilizing domestic politi-
cal support for reform and stabilization
should be seen as a call for more sus-
tained and consistent policies. 

Drawing on the recent experiences
of Ghana, Senegal, and Uganda, the
IMF study endorses three broad policy
initiatives to assist economic reform
and stabilization in sub-Saharan Africa:

• Public policies aimed at keeping
the rate of inflation low, reducing
macroeconomic uncertainty, and pro-
moting financial deepening can have
significant and immediate positive ef-
fects on private saving and investment.

• Measures should also be taken to
lower budget deficits—without, how-
ever, reducing public investment in
socioeconomic infrastructure (such as
schools and hospitals). Instead, greater
attention should be given to increasing
revenues through a broadened, and
more equitable, tax base and improve-
ments in revenue collection.
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Uganda:  Real GDP Growth and 
Underlying Trends

(in percent)

Data:  Ugandan authorities, IMF staff estimates
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• Finally, confronted with increas-
ing competition for international pri-
vate direct investment, more of the re-
sources for attaining satisfactory and
sustainable growth in sub-Saharan
Africa will have to be generated do-
mestically. In this context, the indige-
nous business sector will need to play
a major role. Accordingly, public poli-
cies should be aimed at fostering an
environment conducive to private sec-
tor development.
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