To becited as: New Y ork: The Phel ps-Stokes Fund, 1997

AFRICAN DEBT AND SUSTAINABLE DEVELOPMENT:

Policies for Partnership with Africa

February 1997

Revised, March 1997

Haider A Khan
Graduate School of International Studies
University of Denver, Denver, CO 80208

e-mail: hkhan@du.edu

I would like to thank Lori Hartman and Go Ito for valuable research assistance.
I would also like to thank the participants of the seminar at the Phelps-Stokes
Fund in New York City and those who sent their comments by e -mail for their valuable
suggestions. All remaining errors are my own.



Table of Contents

Introduction
Economic Justice and Africa 3
I
“The Washington Consensus” Travels to Africa
The Washington Consensus 5
The Washington Consansus and the Sructurd Adjustment
Policesin Africa 7
11
African Debt and Bleak Prospects for Sustainable Development
The Marginalization of Africa 7
Economic Conditions in Africa 8
Human Conditions in Africa and Sustainability 14
I
The Way Forward: Sustainable Development with Equity in Africa
African Capabilities 20
Assessment of SAPsfrom aCapability Perspective 21
An Alternative Structurd Adjusment Program (ASAP)
for Cgpebility-enhencement in Africa 25
Social Expenditure Conditionality for Africa 30
1AY
Rethinking U.S. Economic Policy Toward Africa
A New Vision? 32
Need for Specificity 34
Some Specific Recommendations: A New
Economic Partnership with Africa 35
Appendix.

IMF and World Bank Adjustment Approaches:
Stylized Descriptions 39



Introduction
Economic Justice and Africa

The continent of Africa, especially Sub-Saharan Africa, faces a dire economic struggle.*
Over the last decade in particular the living conditions for the great majority of the people there
have deteriorated. Economic growth is stagnant or even negative in many cases. The environment
has also deteriorated. Inequality and poverty among the population have increased. All these are
well-known facts -- acknowledged by both bilateral and multilateral donors of aid to Africa. Yet
there seems to be alack of vision from which arises alack of determination in helping the poor,
indebted African nations in thelr struggle against underdevelopment. What has brought about this
paralysis of policy?

In the following section | discuss the so-called “Washington Consensus” which seems to
be dictating much of the current policy gestures towards Africa and other poor indebted countries
in the third world. The indebted African countries are forced to swallow the bitter medicine of
structural adjustment regardless of their economic and human conditions.? The direct and indirect
costs of these policies on the vulnerable groups are aready evident. We must ask if thereisan
aternative to the current combination of structural adjustment prescribed by the multilateral
organizations on the one hand and the neo-isolationist retreat on the economic front by the U.S. on
the other.

According to the recent advances in the theory of human development the goal of
development is to enhance the scope of real freedom of individuals. Economists and philosophers
such as Amartya Sen and Martha Nussbaum have proposed that the enhancement of the

capabilities of the people -- their freedom to be and to do, to livetheir livesfully -- must be the
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ultimate goa of development.®* UNDP has published several volumes of Human Development
Reportsto alert the international community about the achievements and shortfallsin al the
countries in this regard. Once again, measured by these indicators, the plight of African countries
would appear to call for urgent international action.

It can not be overemphasized that thisis fundamentally an issue of global justice. Ignoring
the serious conditions of economic deprivation in Africaand elsewhere in the world only declares
our own complicity in an international regime of injustice. The call for an economic partnership
with Africa, therefore, is at the bottom a call for economic justice.

But even if we all can agree about the ethics of the situation, what kind of alternative
economic policies towards Africa are necessary? And, the skeptics might say, isit realistic to
advocate an aternative set of policies?

The burden of this monograph is to show clearly that what is morally and economically
necessary to do in this case can aso be defended for itsrealism. To allow African economies to
sink into amorass of dependent stagnation is not ultimately good for the World Economy. It isalso
not in the best interests of the U.S. to allow this to happen.

The argument is carried on in several stages. In the first section the received view
(called 'the Washington Consensus') regarding the African adjustment (as well as elsewhere) is
critically reviewed. Next, the debt and human condition in sub-Saharan Africa are reviewed. Not
surprisingly, this reveals the glaring inconsistencies between present domestic and international
policy regimes and the real needs of the African people. In light of these discrepancies an
aternative structural adjustment program more in keeping with the human development goals of

Africaisoutlined. The alternative program has deep economic and moral basis in enhancing the
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capabilities and real freedom of the African citizens.*

Thefina part of this monograph explores policy optionsfor the U.S. with respect to Africa
in the sphere of international economic relations. It turns out that ignoring Africa or following a
policy of ’selective isolationism’ is not a viable option for the U.S. in the next century.
Redlistically, the U.S. must forge a new partnership with Africa based on trust, mutual respect and
responsible economic behavior. A set of specific recommendations consistent with the principle
of enhancing the economic freedom and social capabilities of the African people concludes the

monograph with a note of cautious optimism for the future.

I
The “Washington Consensus” Travels to Africa
The “Washington Consensus”

“Washington Consensus’ is the name given to the complex array of policy reforms
underway in the developing countries. John Williamsor? can be credited with coining this gptly descriptive
term. Although, asWilliamson® tellsushe"...should have dhristened thislist the 'universal convergence rather
then the Washington consanaus' on the groundsthat thereis no complete consanaus whilethevery red
convergence extendsfar beyond Washington...." Theimpact of thisso-cdled "Washington consanaus’ onthe
world economy isdready condderable But whet isthis consensus about which nat everyone agrees? Inthe
gppendix to hisexcdlent 1994 paper Williamson provides uswith alig thet without baing exhaudive coversa
great ded of thepdlicy tarain. Inmy view, thislis isas good aplaceto begin the discusson on Sructurd
adjusment asany other. | havereorganized theligt to reflect (roughly) the prioritiesthat African economieshave
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been asked to accord to the various components of the consanaus. Howeve, the ordering is ddfinitey not

lexicographicd and does nat goply conpletdy to any particular country.

D Privatization: Waysand meansmug befound for date enterprisesto beprivatized. A soft verson
advocates caution and gradud privatization. A hard core nedliberd verson advocates' shock trestment”
intheform of rgpid and wholesale privatization.

2 Deregulaion: Inkegping with thetenets of (an dmost) perfectly competitive market sructure,
governments should abdlish regulaionsthet get inthe way of new firms entering the market. All
regulaionsthat restrict competition inany way should be abolished.

3 Property rights Througha st of legd and inditutiond reforms priveate property rights must be secured by
law.

@ Fnandd liberdization: Theultimategod of deregulation and privatizetion of thefinendd sector isto
achievefreemarket interest rates. Williamson addsjudicioudy, *....experience has shown that, under
conditionsof achroniclack of confidence, market-determined retes can be o high asto thresten the
finendd solvency of productive enterprisesand government. Under thet drcumdanceasengbleinterim
objectiveistheabdlition of preferentid interest ratesfor privileged borrowersand achievement of a
moderately positivered interest rate”

5) Tradeliberdization: Herethe GATT philosophy and procedures are advocated. AsWilliamson putsit,
"Quantitative trade regtrictions should bergpidly replaced by tariffs, and these should be progressivdly
reduced until auniform low tariff intherange of 10 per cent (or & nmost 20 per cant) isachieved. Thereis,
however, some disagreement about the gpeed with which tariffs should be reduced (with
recommendationsfaling in aband between 3 and 10 years), and about whether it isadvissbleto dow
down the process of liberdli zation when macroeconomic conditions are adverse (recesson and payments
deficit).®

(6) Foreign direct invesment: Barriersto entry by the foreign firms should beremoved. Thisisintended to
increesethe capitd inflow to the African economies

) Fiscdl disoipline: Thisisoften seen asthe heart of reforming the government sector.” According to
Williamson, "Budget deficits, properly messured to indudethose of provindd governments, dete
enterprises, and the cantrd bank, should be small enough to befinanced without recourseto theinflation
tax. Thistypicdly impliesaprimary surplus(i.e, before adding debot serviceto expenditure) of severd per
cent of GDP, and an operaiond deficit (i.e, disregarding thet pert of theinterest bill that Smply
compensatesfor inflation) of no more than about 2 per cant of GDP."*°

8 Public expenditure priorities Hand in hand with thefiscd discipline of the governments goesthetask of
sdting prioritiesin expenditure. Theguiddineisto useeconomic rather then paliticd criteriafor
dlocating expenditures
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The Washington Consensus and the Structural Adjustment Policies in Africa
Many of these prestriptionsdso form the core of the Sructurd adjustiment palicies (SAPS) recommended
by theIMF. Thereeder isreferred to Appendix 1 for adestription of SAPsand amathematica formalization of

the IMFfinandd programming modd.

Although neither the Washington consansus nor theIMF modd isused asacomplete blueprint for actud
palicy formul aion, more often than nat they represent the philosophica and theoreticd foundations of theandyss
underlying most policesfor African economies. Given the complexities of the actud African economiesand the
often confusing nature of the palicy datementshy the government offidadsin these countriesthe
Weaghington-consansus and the IMF gpproach both have at leedt the virtues of darity and consagtency. However,
themogt sgnificant question to ask ishow gppropriate are these palicy gpproachesto thered problemsof
Sagnation, poverty and environmenta decay in Africa? In order to answer thisquestion fully we nead to know
something about the problemsfaced by the African economies. In particular, inthismonograph | wishto focuson
the problems of low-income African economieswherethe problems of indebtedness and sugtainable deve opment

aethemodg acute | now tumto acriticd discusson of thetrendsand conditionsin Africa

11
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Recently (5-8 August, 1996) twenty five African NGO networks met in Harare to discuss

the African development situation. These groups represent a wide-ranging spectrum of

development philosophies. Most of them also have grass-roots connections. Their conclusions

regarding the prospects for African development under the currently prevailing conditions, if

accurate, are truly alarming. According to the NGO groups:

The African continent continues to be marginalized in the new world order. It remains
characterized on theinternational scene as abasket case stricken with unresolvable poverty,
conflict and debt. At the same time, the shaping of development policy, practice and pace
isdriven by the interests of Trans-National Corporations and dominated by new
instruments of global governance such as the World Trade Organization and I nternational
Financia Institutions. These are dominated by the North at the expense of Africa svoice.
The international community lacks the moral and political will to constructively assist
Africawithitsdilemmas. It istherefore amatter of grave concern that, in spite of their best
efforts, African institutions have not adequately played their role in defining an agenda for
African development, in articulating African interests and in harnessing resources and
capacities for action.

At the national level, African governments have excluded people in the policy and
decision making processes. In particular, women, who are the socio-economic mainstay of
the continent, have been totally marginalized. The exclusion of the population has blocked
the emergence of endogenousinitiatives. Thisisaggravated by the failure of education and
information systems to nurture positive and creative thought to address African problems
and mobilize loca initiative.™*

The charges above are serious enough to merit a thorough investigation in the African

context. It is also necessary to understand the deeper reasons for the African decline and the

consequent “ Afro-pessimisni’ that isin vogue nowadays.*

Economic Conditions in Africa

Table 1 presents the growth record of the African countries during the decade of the 80's.

It is clear that the growth performance of all the countries has been quite weak. What is indeed
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alarming is that the weakest economies that were called upon to adjust most strongly by the IMF

and the World Bank are precisely the ones registering a negative growth rate during the decade.

Table 1

Growth of GDP in Africa, 1980-1987 (constant 1980 U.S. dollars, market prices, in percent)

Country 1980-
Groups 81
Strong

adjusting -3.01
Weak

adjusting 5.44

Non-
adjusting 3.92

Sub-Saharan

Africa -1.05
North

I Africa -
Africa

Total -1.52

1981-
82

0.33

3.46

3.35

1.01

2.27

1.81

Period
1982-
83

-3.85

0.66

3.53

-2.37

3.12

-0.06

1983-
84

-4.31

-1.29

3.68

-2.94

3.63

-0.66

1984 -
85

6.33

0.13

6.40

5.44

2.78

3.98

1985-
86

2.82

4.01

3.62

3.09

1.90

1.92

1986-
87

-1.97

1.88

-2.51

-1.48

0.19

-0.38

1980
1987
Aver.

-0.53
2.00
é.SO
0.24

1.29 1.50

0.73

Source: World Bank data files; country coverage and classification of strong adjusting, weak
adjusting and non-adjusting countries according to World Bank; Average annual growth rates were
calculated as arithmetic averages.

Table 2 shows other summary performance indicators over the same decade. Again, the

growth in export performance has been negative as has been the growth in real domestic



investment. The saving rate, by world standards, is quite low. At the same time the growth in
persona consumption has been negative. Therefore, it is not the profligacy of the ordinary people
in Africathat can account for the low saving rate (although the affluent minority certainly has
more than a few profligate members). The more likely explanation is the constraint of falling
income and the burden of indebtedness.

Table 2

Summary of Economic Performance Indicators (average annual percentage change unless
indicated otherwise)

Countries not
All Countries affected by strong

shocks

Period With strong With weak With strong
With weak
reform or no reform reform
or no reform
programs programs programs
programs
Growth of GDP 1980-84 1.4 1.5 1.2 0.7
(constant 19801985-37 2.8 2.7 3.8 1.5
prices)
Agricultural 1980-84 1.1 1.3 1.4 1.8
production 1985-87 2.6 1.5 3.4 2.6
Growth of 1980-84 -1.3(-11.0) -3.1(-0.9) -0.7(-4.7) -5.7(-2.1)
export volume 1985-87 4.2 (-2.0) 0 2(-2.5) 4.9( 3.5)
-3.3(-6.0)
Growth of imp.1985-87 1.7 (-7.7) -2.7(-3.0) 6.1(7.4) -4.0(-2 2)
volume excluding oil 4.8 (6.8)
exporters
Growth of real 1980-84 -8.1 -37 -3.5 -7.0
domestic 1985-87 -0.9 -70 1.9 -4.8
investment
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Gross domestic1982-84 9.9 2.3 7.8 0.9

savings (% 1986-87 10.7 6.0 10.7 5.6
of GDP)

Growth of 1980-84 -2.3 -1.1 -2.4 -1.5
per capita 1985-87 -0.4 -0.5 0.7 -0.9

Note: Country coverage varies by indicator depending on available data over the entire period
covered. Averages are unweighteid except as noted. Growth rates are computed using least squares.
Periods are inclusive. Figures in parentheses are weighted averages of country growth rates based
on total values summed across countries.

Source: World Bank, "Africa"s Adjustment and Growth in the 1980"s" (Washington, DC: World Bank/UNDP,
1989).

Turning now to African indebtedness the situation in Sub-Saharan Africain particular
appears to be grave. Table 3 shows the debt records of this region. Over the last decade the
absolute amount of debt service has shown mainly an upward trend. After 1986 there was some
decline, but recent tendency is for the debt service burden to grow once again. The debt service
ratio (ratio of debts to exports) stood at 278.4 for these very poor countries in 1990. Debt to GDP
ratio for the same year was 107.7. It isimpossi bl e to envisage sustainable devel opment with equity

under such intolerable debt burden.

Table 3 Sub-Saharan African Debt

Debt Service (DS) DS to Debt To Debt

Years (USS Billions) Exports Exports to GDP
1978 3.5 10.0 102.3 24.3
1979 4.4 10.2 96.1 24.5
1980 6.2 10.8 85.0 23.5
1981 6.6 14.2 123.0 29.2
1982 6.8 17.8 177.2  34.4
1983 8.1 22.9 214.5 40.4
1984 10.2 26.9 207.7 41.9
1985 13.0 34.7 217.6 43.4

=
=



1986 15.2 39.4 326.3 74.4

1987 8.5 23.8 365.9 101.1
1988 10.0 25.8 340.6  97.7
1989 9.4 20.3 299.9 108.0
1990 10.6 20.6 278.4  107.7
*k*k
Sources: Carol Lancaster and J. Williamson eds., African Debt and Financing

(Washington, D.C. institute for international Economics, 1986), 28-46 and World Bank, World Debt Tables:
External Debt of Developing Countries 1988-89 (Washington, D.C.:The World Bank, 1989). Note: The last five
figures marked in the last column are the ratios of debt/GNP instead of GDP. 1989 and 1990 figures are estimated
and projected, respectively.

To make an aready bad situation even worse the terms of trade have also declined for the
African countriesin the last decade. Table 4 displays the statistics for a number of African
economies. If we assume avalue of 100 for terms of tradein 1980 by 1988 all countriesin thetable
show adecline to various degrees. Terms of trade is defined by the international economists as the
ratio of export prices to prices of importables. Accordingly by the late 1980s some of the African
countries on the table had to increase exports by more than 25% to import the same amount as in
1980. If we add to this the debt service burden discussed above it is not surprising that investment

and growth have declined for most of these countries steadily.

Table 4 Terms of Trade Estimates for Selected African Countries
(1980 = 100)

Country 1981 1982 1983 1984 1985 1986 1987 1988
Ghana 73 64 63 71 59 66 64 65
Kenya 93 92 88 92 91 91 73 72
Madagascar 84 82 88 102 103 110 83 81
Mozambique 103 89 85 101 94 90 83 87
Rwanda 68 67 63 68 71 70 52 53
Sierraleonc 90 90 93 98 97 99 89 90
Sudan 102 86 84 92 93 81 76 94
Cote d"lvoire 90 71 83 80 78 73 74 82
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Ethiopia 71 77 76 87 82 123 69 76
The Gambia 114 91 89 115 117 94 85 82
Mauritania 99 105 103 97 96 91 87 86

Source: UNCTAD, Handbook- of International Trade and Development Statistics, 1989
" Net barter terms of trade, defined as the ratio of the export unit value index to the import
unit value index.

Table 5 shows the human development indexes (HDI) for selected African countries. This
isintended to be a summary indicator of overall development performance. It takes into account
not just growth (increased income) but also the effects of growth on the other human development
aspects such as health and education. By this widely accepted measure most African countries are
behind even poor devel oping economies such as Ecuador or Philippines. According to the 1996

Human Devel opment Report Ghana (rated by the World Bank as a recent

Table 5: Human Development in Africa

Real
Real  GDP
GDP per
per capita
HDI HDI capita minus
value rank rank HDI
rank
Zimbabwe 0.534 124 120 -3
Congo 0.517 125 101 -23
Kenya 0.473 128 136 9
Ghana 0.467 129 124 -4
Lesotho 0.464 130 150 21
Equatorial Guinea 0.461 131 126 -4
Zambia 0.411 136 144 9
Nigeria 0.401 137 134 -2
Zaire 0.371 141 174 33
Tanzania, 0.364 144 170 26
Sudan 0.359 146 138 -7
Cote d"lvoire 0.357 147 131 -15
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Central African Rep. 0.355 148 145 -2
Madagascar 0.349 150 164 14
Rwanda 0.332 152 161 9
Senegal 0.331 153 129 -23
Benin 0.327 154 130 -23
Uganda 0.327 155 151 -3
Malawi 0 321 157 163 6
Liberia 0.311 158 154 -3
Guinea 0.307 160 126 -33
Guinea-Bissau 0.297 161 152 -8
Gambia 0.292 162 142 -19
Chad 0291 163 165 2
Djibouti 0.287 164 160 -4

Angola 0.283 165 166 1
Burundi 0 282 166 167 1
Mozambique 0.261 167 169 2
Ethiopia 0.237 168 173 5
Burkina Faso 0.225 170 159 -11
Mali 0.223 171 172 1
Somalia 0.221 172 162 -10
Siera Leone 0 219 173 152 -20
Niger 0.204 174 157 -17

Source: UNDP, HDR 1996

success in Africa) scored 0.467 with an overall rank of 129 among 174 countries. The country to
occupy the last rank was aso an African country -- Niger with avalue of 0.204 for its HDI index.
The silver lining in this otherwise completely dark cloud isthat over the last three decades
Sub-Saharan African countries have slowly improved their human development record. However,
this improvement while worthy of acknowledgment especially in the light of disastrous growth in
the 80's has been at a snail’s pace. From 1980 to 1993 in particular the index increased from 0.312
to 0.379 -- not arecord of phenomenal upward trend. It should aso be noted that countries, with
only medium human development according to the UNDP had an average HDI of 0.647 for 1993
-- more than twice that recorded for Sub-Saharan Africa.

The decade of 1980's seems to have been really alost decade for Sub-Saharan Africain so
14



far as economic development is concerned. Over the entire decade GNP per capitafell by nearly

10 percent. World prices for mgjor exports -- tea, cocoa, coffee and cotton fell by an enormous 50
percent. Real investment dropped by more than 50% in per capitaterms. About 170 million people
-- nearly athird of the region s population -- do not receive an adequate amount of food. About 23
million children are malnourished and 16% of the babies are underweight. The region also records
theworld’ s highest maternal mortality rate-- 929 per 100,000 live births (compared with 33 for the

OECD countries).

Human Conditions in Africa and Sustainability

Table 6 shows the bleak trends in health and nutrition indicators in Africa. Under these
circumstances the rhetoric of sustainable development may seem like a cruel joke and indeed
under the current circumstances this assessment is not far from the truth. However, as Khan and
Sonko™® have shown improvement of the environment can under some circumstances go hand in
hand with an increase in equality and improvement of the standard of living of the poor people.

Table 6: Trends in Some Health and Nutrition Indicators

Infant mortality rate Daily calorie supply
(per thousand live births) (per capita)
Country .
1965 1989  Annual 1965 1986  Annual
change (%) change (%)
1. Burundi 142 70 -2.9 2 311 2253 -0.2
2. CH 157 100 -1.9 2 016 1980 -0.1
3. Cote d"lvoire 119 92 -2.0 2334 2365 0.1
4. Ghana 120 86 -11 1912 2209 0.6
5. Kenya 112 68 -2.1 2169 1973 0.4
6. Madagascar 201 117 -2.2 2375 2101 -0.5
7. Malawi 200 1t7 -1.3 2196 2009 -0.4
8. Mali 207 167 -0.9 1113 2111 0.7
9. Mauritania 171 123 1.5 179 2528 1.5

15



10. Mauritius 65 21 -4.6 2212 2679 0.1

11. Niger 180 130 -1.4 1930 2 340 0.1

12. Nigeria 166 100 -2.1 2166 2 039 -0.3

13. Senegal 160 82 -2.7 2 152 1 9B9 -0.9

14. Sierra Leone 208 149 -1.4 1976 1106 -0.4
15. Tanzania 138 112 -0.9 1800 2151 0.1

16. Togo 156 90 -2.3 2345 2133 -0.4

17. Uganda 121 99 -0.1 2 3t3 2 013 -0.7

18. Zaire 141 94 -1.7 2135 2 034 -0.2
19. Zambia 121 76 -1.9 2 012 2026 -0.03
Average 154 101 -1.7 2251 2148 -0.2
non-adjusting

countries

1. Algeria 154 69 -3.t 1683 2726 2.1

2. Botswana 112 39 -4.3 1982 2269 0.6

3. Burkina Faso 190 135 -1.4 1841 2061 0.5
4. Cameroon 143 90 -1.9 1990 2 161 0.4

5. Ethiopia 165 133 -0.9 1802 1658 -0.4

6. Lesotho 142 96 -1.6 2 024 2 307 0.6

7 Morocco 145 69 -3.1 2056 2120 1.74

8. Rwanda 141 111 -0.7 1 660 1786 0.3

9 Swaziland . .

10. Tunisia 145 46 -4.7 2150 2964 -1.4

11. Sudan 160 104 -11 1133 1996 0.4

12. Zimbabwe 103 46 -3.3 2044 2232 0.4
Average 155 86 -2.5 1916 2271 0.7

Source: Excerpted from World Development Report

Currently, Africafaces multiple ecological challenges. The most significant and
threatening ones are: drought, deforestation, desertification and pollution. To thislist one could
add hazardous waste dumping and possibly global warming.

Drought is atypical feature of the Sahelian countries. In the late sixties the Sahel suffered
one of theworst droughtsin recorded history. Most affected were Ethiopia, Somalia, Mozambique

and the Sudan. The more recent droughts have forced mass starvation. In 1985 it was estimated
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that more than 30 million people were in danger of starvation. More than 10 million people were
forced to abandon their homes and lands because of the adverse conditions caused by the drought.

Deforestation is al'so an imminent threat to the economic security in Africa. In 1991 the
U.N. report on Africa s environment warned that deforestation was proceeding at the rate of 3.8
million hectares per year. In Sub-Saharan Africa, more than 30% of the original rainforest has been
degraded. In Nigeria, it is reported that more than 90% of its moist forests are already gone. Cote
d’lIvoire has already destroyed two thirds of its forest even asit continues logging for exporting
timber.

Poverty and deforestation are also linked by avicious circlein Africa. The poor are forced
to degrade the environment by cutting down trees for agriculture, livestock raising and in many
cases for fireto cook their daily food. However, thisin turn leads to lower opportunities for the
poor and along-term decline of their income earning potential .**

Closely related to deforestation is the threat of desertification. Aforementioned practices
such aslogging, overgrazing and the destruction of treesfor firewood contribute to desertification.

In the long run, this will make agriculture totally unsustainable.

The primary cause of desertification, however, is the overcultivation of cash crops such as
cotton, groundnuts and tobacco. Burkina Faso, for example, loses an area of 85,000 hectares each
year dueto its cultivation of groundnuts and other cash crops. Senegal loses about 50,000 hectares
in the same way and Guinea Bissau degrades 20,000-35,000 hectares per year. A recent United
Nations Environment Program and FA O study on soil erosion points out that about 23% of African
land has been degraded. With the continuation of current trends in soil erosion African agricultura

output could decline by 25% by the year of 2000. Thisis sobering news for a continent faced with
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many other human catastrophes already. *®

To these severe ecological challenges one can add the threat to the health and well-being
of peoplefrom the worsening of air and water quality and the increase in the dumping of hazardous
wastes by some non-African countries on poor African lands.

Table 7 and 8 present the projections of the United Nations Environment Program (UNEP)
regarding the carbon emission for the African countries. These tables, in away, summarize the
most serious danger due to deforestation and pollution in Africa. If one adds up all the various
environmental threats outlined above the entire continent would seem to be advancing steadily

towards ecological disaster.
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Table 7: Low Base Case Carbon Emission Projections for Deforestation of

All Tropical Forests for 1980-2050 (in billion tunes of carbon per year)

Countries 1980 2000 2025 2060
AFRICA

Algeria

Angola 3.9 4.4 5.0 5.8
Burundi

Cameroon 11.0 12.6 14.1 15.8
Cen. Afr. Rep. 25 29 33 3.8
Chad 3.0 34 3.8 4.2
Congo 24 2.7 31 34
Equ. Guinea 0.2 0.2 0.3 0.3
Benin 17 19 2.2 2.4
Mali 16 17 19 2.1
Tanzania 35 3.9 4.4 4.9
Burkina Faso 3.0 34 3.8 4.2
Mozambique 5.0 5.8 6.3 7.1
Niger 1.1 1.3 1.6 1.6
Nigeria 234 28.6 29.9 333
Guinea 1.8 2.1 2.4 2.6
Rwanda 0.2 0.2 0.3 0.3
Uganda 1.6 1.8 2.0 2.2
Zambia 3.0 34 3.8 4.2
Botswana 0.5 0.6 0.6 0.7
Liberia 29 3.3 37 4.1
Namibia 0.7 0.8 0.8 10
Ethiopia 5.6 6.3 7.1 7.9
Gambia 0.1 0.2 0.2 0.2
Ghana 3.8 43 4.8 54
Guinea 39 44 5.0 5.6
Kenya 12 14 15 17
Madawi 111 12.6 14.2 15.9
Sierra 0.4 0.4 0.5 0.5
Ivory Coast 414 46.9 53.0 59.1
M adagascar 8.7 9.9 111 124
Togo 04 04 0.5 0.6
Senegal 2.1 2.3 2.6 2.9
Somalia 0.8 0.9 1.0 1.1
Zimbabwe 3.0 34 3.8 4.2
Gabon 1.6 1.8 2.0 2.2
Sudan 18.8 21.3 24.1 26.9
Zare 24.8 28.1 317 36.4
TROPICAL 200.3 227.0 256.4 285.8
AFRICA
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Table 8: High Base Case: Net Flux from Population-based Rates of Forest Conversion
and High Forest Biomass Estimates

Countries 1980 2000 2025 2060
AFRICA

Algeria

Angola 8.4 9.6 13.8 155
Burundi

Cameroon 23.7 274 39.2 46.9
Cen. Afr. Rep. 5.6 6.3 9.0 10.8
Chad 6.4 7.4 10.6 12.6
Congo 5.2 6.0 85 10.2
Equ. Guinea 0.5 0.6 0.8 0.9
Benin 3.8 4.4 6.3 7.6
Mali 3.2 3.7 5.3 6.3
Tanzania 47.7 8.6 12.3 14.7
Burkina Faso 6.4 7.4 10.6 12.6
Mozambique 10.6 12.3 17.6 21.1
Niger 24 2.8 4.0 4.8
Nigeria 90.4 104.4 149.6 179.0
Guinea 4.6 53 7.6 9.0
Rwanda 0.6 0.6 0.8 0.9
Uganda 3.3 3.9 5.5 6.6
Zambia 6.4 7.4 10.6 12.6
Botswana 11 1.2 18 2.1
Liberia 11.8 13.7 19.6 23.6
Namibia 16 18 2.6 3.0
Ethiopia 118 13.7 19.6 23.6
Gambia 0.3 0.4 0.5 0.6
Ghana 11.7 13.6 194 232
Guinea 134 16.4 221 28.6
Kenya 2.6 3.0 4.3 51
Mdawi 238 276 39.6 472
Sierra 16 18 2.6 3.0
Ivory Coast 162.7 176.3 252.6 302.3
Madagascar 36.2 40.7 58.3 69.8
Togo 11 12 18 21
Senegal 4.4 51 7.3 8.7
Somalia 15 18 2.6 3.0
Zimbabwe 6.4 7.4 10.6 12.6
Gabon 3.3 3.9 5.6 6.6
Sudan 404 46.7 66.9 80.0
Zaire 53.2 614 88.0 105.3
TROPICAL 558.3 653.9 937.1 1121.3
AFRICA
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I
The Way Forward: Sustainable Development with Equity in Africa
African Capabilities

Faced with the disheartening trends outlined in the last section, one reaction in the policy
circlesinternationally has been to write Africa off asalost cause. A somewhat different response
by the multilateral development agencies has been to advocate structural adjustment according to
“the Washington Consensus.” Herel would like to advance athird way of dealing with the
African crisis. Thisalternative isbased on an ecologically sound and equitable growth-oriented
program for the African economies in the future.

The philosophical starting point in this approach to African development is the idea of
human development as an increase in the capabilities of people. Thequetion onehasto posed this
paint issmply this What kind of adjusment isan equitable adjusment? Treditiondly, economigs havebeen
reluctant to answer thisquestion except in very week normativeterms. The ordind gpproach only condders Pareto
improving alocationswhere e least oneindividud isbetter off and no onedseisworse off then beforeasa
uperior outcome. Thesronger norméive goproech isto tekeautilitarian cardind sodd wefarefunction and use
someproxy for didributivejustice asan argument in thisfunction. For example, the distribution of income can be
suchaproxy vaiadle Many of theindexes of incomeinequdity (eg. Gini index, Atkinsonindex, Thell index,
etc.) and poverty can be derived from such congderations: The Human Devd opment Index (HDI) iscomputed
according to amethodol ogy which uses an income adjuding method in the sairit of Atkinson. Thedtraction of

thismethod is condderable and | see nothing wrong with using it imeginatively asthe HDI gpproach triesto do.*
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At thesametime, thetheoreticdl ariticisms by Sen'’; Nussbeum™® and athersthat this gpproach reduces all
qudities into quanta of utilities is a serious one. Nussbaum™ gives a grgphic example of this by quoting the
exchange between Mr. Gradgrind, economis and grief-gricken father, and his pupil Bitzer. Bitzer outdoes his
mentor by adhering to agtrict code of utilitarian rationdity thet cannot comprehend afather'sgrief. | have pursued

agmiler lineof critidisminanumber of recent papers™

In discussing equity, therefore, | wish to teke a verson of the soad cgpahlities goproach. Sructurd
Adjugments in order to be defengble, must be proven to be cgodhility enhancing, or & lesst nat to be
cgpability-reducing.  The fird type of SAPs | will characterize as "drongly equitable’ SAPs (SESAPS). The
second type will be cdled weekly equitéble SAPS (WESAPS). Bt fird we need to ask: whet is meant by

capatilities?

Capdblities can be condrued as generd powers of human body and mind thet can be acquired,
mantaned, nurtured and devdoped. They can ds0 (under drcumdances such as manutrition or evere
confinement) be diminished and even completdy logt. | have emphasized dsawhere the imeducibly socid (not
merdly hiologicdl) character of these humean capebilities™  Sen himsdif emphasizes"a cartain sort of possibility or

opportunity for fundtioning."#

Assessment of SAPs from a Capability Perspective

In order to assess SAPs from a cgpabilities pergpective we need to go further and try to describe more
concretdy what some of the basic cgpatilities may be. David Crocker has given an admirable summary of bath
Nussbaum's and San's goproach to capabilitiesin arecent essay. Mainly relying on Nussbaum, 2 but aso on other
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sources (shown beow), hehascompiled alis thet isworth reproducing here:

Badc Human Functiond Cgpabilities (N and Sstand for "Nusshaum” and " Sen'", repectivdy; the quoted

items come from Nussbeun* unless otherwise noted).

1 Capatilitiesin Rdationto Mortdlity
1.1. N and S "Being dletoliveto theend of acomplete human life, so far asispossble®
1.2. N: Being able to be courageous™

2. Bodly Capabilities
2.1 Nad S "Being ableto have good hedth."*
22. N and S "Being ableto be adequatly nourished."#®
23. N and S "Being ableto have adequate shdlter'
24. N: "Being ableto have opportunitiesfor sexud satisfaction'”
25. N and S "Being ableto move about from placeto placg™°

3. Plessure
31 N ad S "Bang ade to avoid unnecessry and nontussful pain and to have plessurdble
experiences™

4. Cognitive Virtues
4.1. N: "Bengableto usethefivesenses'
4.2. N:"Being dletoimagine’
4.3. N: "Being ailetothink and resson”
44. N and S "'Being acogptably well-Hnformed

5. Affiliation | (Compasson)
5.1. N: "Being ableto have atachmentsto thingsand personsoutdde oursdves'
5.2. N:"Being adetolove grieve, tofed longing and graitude”

6. Virtue of Practical Resson (Agency)
6.1 N: "Being ableto form aconception of the good™*?
S "Capahility to choosg™®* ; "ahility to form goals commitments, values®
6.2. N and S "Being ableto engagein critical reflection about the planning of ongsown life®

7. Affiliation Il (Friendship and Justice)
7.1 N: "Bang dietolivefor and to others, to recognize and show concean for ather human baings,
to engagein vaiousforms of familid and sodd interaction'
7.11. N: Being cgpableof friendship®’

S Being ddetovist and entertain friends®
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10.

11.

7.12. S Being ableto patidipatein the community®
7.1.3. N: Being ableto participate paliticaly* and being capable of justioe

Ecologicd Virtue
8.1 N:"Being adietolivewith concemn for and inrdation to animds, plantsand the world of neture”

Lasure
9.1. N: "Being abletolaugh, to play, to enjoy recrediiond activities'

Separateness
10.1. N:"Bangadetoliveonésown lifeand nobody dses
102. N: "Bengadeto livein onésvery own surroundings and context”

Sdf-respect
11.1. S "Capahility to have saf-repect™
11.2. S "Cgpatility of gppearingin public without shame'*

Human Hourishing

12.1. N:"Capahility tolivearich and fully humen life, up to thelimit permitted by naturd
possibilities™*

12.2. S "Ability to achieve vauablefunctionings'*

To fadlitate this ordering, it might be better for practicd rationdity and afiliation to "infuse’ but not
"organize' the ather virtues. Crocker contragts Nussbeum's goproach with Sen's. Sen'sand Nussbaum's
ligsdiffer & afew paints For Sen, thebodily capehilitiesand functionings (2) areintringcally good and
nat, asthey are in some dudidic theories of the good life, merdy indrumental meensto other (higher)
goods In interpreting Arigatle, Nusshaum disinguishes between bodily functionings that are chosen
and intentiond, for ingance, "chosen sf-nutritive and reproductive adtivities thet form part of a
reason-guided lifé' and those that are nonrintentiond, such as digestion and other “functioning of the
bodily sygem in desp.” She may want to sy that intentiond bodily actions thet leed to being

wdl-nourished and hedithy areintringcaly good, but that being hedthy or having good digestionarenat
functionings (because nat intentiond) and are vauable only because of what they enddle us to do.

Anacther option open to her would be to adopt Sen's view that bodily ates and processes, whether
intentiona or nat, both asintringcaly and ingrumentaly good but asless v uable than ather inherently
good capebilitiesfunctionings

Furthermore, Nussbaum hesinduded items5 and 8-10, for which Sen hasno counterparts. These
itemsarewdcomefedures Item 8, which | have cdled "ecologicd virtueg', is an epecidly important
recent addition to Nusshaum's outlook. In a period when many are exploring ways of effecting a
convergence between environmentd ethics and development ethics it is important thet an essantialy
anthropocentric ethic "meke room” for respect for other goedies and for ecdlogicd sysems Worth
conddering is whether Nussbaum's "ecologicd virtue' is srong enough. Perhgps it should be
formulated to reed: "Baing ableto live with concarn for and in rdation to animals plants, and nature as
intringcaly vauadle™ Item 9 injects some gopeding playfulness in a lig atherwise marked by the
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"qairit of sriouness” What explains the presence of these items on Nussbaum's ligt, thair dsence on
Sislig, and, more genardly, the more conarete texture often digplayed in Nussbeum's destriptions?
One hypothessis that the differences are due to Nusshaum's greeter dtention, in her Levd 1, to the
limits vulnerabiliies and nesds of human exigence.  Further, it may be tha Nusseum's richer
conogption of human baings derives from meking use of the gory-tdling imagination far more hen the
sdentific intellect.™*®  On the other hand, Sen hdpfully indudes the good of saif-respect, avirtue thet
enableshim to find common ground with Rawis and to establish linkswith the Kantian ethicd tradition,
in which mord agents have the obligation to regpect dl persons, induding themsdves, as
endsinthemsaves®’
Both Sen and Nusshaum agree, howeve, that these capebilities are digtinct and of centrd importance.
One cannat eedily trade off one dimension of capeblity againg another. At mog, onecan do soinavery limited

way. They cannot be reduced to acommon meesure such asutility.

As Crocker paintsout, "capahility ethic' hasimplicationsfor fresdom, rightsand justice going far beyond
smple digribution of income condderaions. I one acoepts the cgpatiility goproach as a sarious foundation for
human development,*® then it follows that going beyond ditributive justice is necessary for acomplete evaluation

of theimpact of economic polides

In evduating SAPs from this pergpective nat only do we wish to pose the quedtion of effidency but dso
the whole st of quedtions regarding human freedom.  In particular, the postive human freedom to be or to do
catan things Thus, credtion of markets and effident production by itsdf would mean very littleif it led to a
lopsided didribution of benefits Worseyet, if SAPs|ed to phenomena such asreduced life expectancy, incressed
unemployment, reduced consumption leves for many and deprivaion for certain groups such as worren and
minarities then they will nat even be WESAPs  On the contrary, they will be srongly inequitable from the

cgpability pergpective
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This abgract discusson actudly hes direct rdevance for the African Studtion. Unless an dtemndive is
found, the future capability enhancement of Africans cannot be assured. This assessment fallowsin atrangparent

way from the evidence presented in the previous section.

An Alternative Structural Adjustment Program (ASAP) for Capability-enhancement in Africa

L et usgo back to the beginning and reconsider the Washington consensus outlined in section . Inlight of
what | have said so far it must be gpparent that | do not consider this gpproach to be so much wrong asincomplete
and to some extent inconggent with the goals of humean devdopment. | have given ariticd and technica andyss
of these programs dsawhere®™ At the risk of distartion by leaving out some details and nuances | will atempt a

quick summary here.

Bascdly, the conventiond SAPs focus on short to medium run resuts regarding inflaion and
bal ance-of-payments eqilibrium. *° 1nthe case of many African economies, asdiscussed in section |, privatization
itsdf may have become agod for sructurd reform. Likewise, market-making can aso become agod initsdf.
Not enough recognition has been accorded to the economic Sde effects uch as unemployment or (a leedt a
temporary) lowering of output. Sodid dimensons of adjustment came to be recognized even later. The Satus of
vulnerabl e groups such aswomen, children, or the poor do nat often figure expliatly inthese programs. Inorder to
design acapehility-enhanang dternative SAP (ASAP) for Africathe fallowing dements must figure prominently:
@ A dear recognition of the datus of the different socio-economic groupsin African countries in terms of

tharr economic and overdl leve of wel-bang:

(#4) A lig of prioritiesin termsof economic and sodd gods must be prepared. 1n the case of incompetibilities
of some of these gods the quegion of trade-offs mugt be rassd and resolved expliatly rather then

implicitly through thelogic of the merket.
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In particular, issues of far inter—regiond alocation of resources or opportunities must be addressed
expliatly.

Human devdopment indicators based on the capalility framework must become an integrd part of
ASAP.

As table 9 shows, the record of Africain the wake of SAPs with regards to gender digparities is nat
flatering. Therefore, gender-judice must become a cantrd part of ASAP for Africa — nat a peipherd
issueto beignored or to beresolved later after enough growth hestaken place

Asdluded to in the discussion of African environment, sugtainable development, with ecologicd effects
of adjustment induded, must become the conceptud center of thinking about SAPsin these economies

It fallows then that ecologicd and digributiond issues nesd to be explidtly addressed in any such
program. Thisimpliesthat there will be anead for careful inter-disaiplinary sudies on probebleimpacts
of apalicy packege before itsimplementation. It dso implies the nead for follow-up sudiesin order to
asessthe dte-effectsof aSAP>!

It should be dear by now that no African economy has bean provided with an opportunity to desgn a

SAPwith the above provisosinmind. However, tha does nat meen that it isimpossible or unredigtic to try to do

0. For example, the sruggle of Ghana to manage its economy while kegping the godls of areding sodd

cgpabilitiesmay offer somelessons— postiveand negaive — inthisrespect.
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Table 9: Critical Gender Disparities in Developing Countries

gapinliteracy |material gap in labor forcgadministrators | parliament (% of
rate, 1992 mortality rate participation and managers (%| seats by women),
(per 100,000 1990-92 female), 1980-89|1992
births) 1988

Swaziland 400 52

Lesotho 350 79

Zimbabwe 330 15 12
Congo 63 900 64

Cameroon 64 550 43 6 12
Kenya 400 67 3
Namibia 400 32 7
Madagascar 83 600 67

Ghana 73 700 67 9 8
Zambia 80 600 67 33 3
Nigeria 65 750 49 2
Zare 73 700 56 5
Senegal 48 750 35 12
Liberia 58 600 45 6
Tanzania 600 92 11
Equa. Guinea 800 56

Sudan 28 700 41 5
Burundi 66 800 113 10
Rwanda 58 700 117 17
Uganda 56 700 69 13
Benin 50 800 32 6
Maawi 500 104 12
Mozambique 47 800 92 16
Cen. Aft. Rep. |48 650 89 4
Ethiopia 900 69

Djibouti 740 0
GuineaBissau |48 1000 72 13
Somalia 39 900 64

Gambia 41 1000 69 15 8
Mali 59 850 19 2
Chad 43 800 20

Niger 85 850 89 6
Leone 35 1000 43

Burkina Faso 32 750 96 3
Guinea 37 1000 43

Judged by the evidence presented in the previous section, it would appear that SAPsin
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Africaover the past decade led not to even aweak equity for the great majority of the population.
The conditions of the vulnerable groups, in particular of women and children, have worsened in
many areas. |nequality and poverty have also increased. On the strength of the empirical evidence,
the current international economic policy towards Africa must be declared strongly inequitable.

If the current conditions in Africa send a strong message that existing adjustment efforts
are not appropriate. What then are appropriate policies consistent with the new approach outlined
above?

In the light of the above criteriafor ASAP alternative policies for Africamust address
initially debt rescheduling, canceling and refinancing. Specifically, the creation of a multilateral
debt facility for the highly indebted poor and some highly indebted middle income countries
would be a step in the right direction. The World Bank, the IMF and the group of creditor
countries known as the Paris Club, recently approved a plan to relieve the massive debt load of
some of the world’ s heavily indebted poor countries (HIPCs). The countries to be assisted under
this program are those that have undertaken economic reforms but still have extremely high levels
of external debt relative to their export earnings.

Officials of the World Bank and the IMF have said that eight countries would probably
benefit in the first round of debt relief, and perhaps twelve others might qualify in the future. The
first beneficiary islikely to be an African country--probably Uganda. In Table 10 of the eight

HIPCs listed six are African countries.
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Table 10: External Debt of Selected HIPCs in 1994

Country Annual Per Capita |[Debt as Percentage off Debt as Percentageof  Debt Service as
GNP (in US dallars) GNP Exports Percentage of
Exports
Bolivia 770 894 390.1 28.2
Ethiopia 100 100.8 630.0 115
Mali 250 151.8 589.2 275
Mozambique 90 4504 1,388.7 230
Nicaragua 340 800.6 2,286.1 38.0
Tanzania 140 2295 8775 205
Uganda 190 88.1 1,042.7 45.6
Zambia 350 204.3 560.1 315
All Low-& 1,090 376 162.8 16.6
Middle-Income
Countries

Source: World Bank, World Devel opment Report 1996

While a step in the right direction, this schemeis far from adequate. HIPCs have

debt-to-export ratio of over 500 percent as agroup. For some African countries such as

Mozambique, it is over 1000 percent. However, there are more than half a dozen other African
countries with debt-to-export ratios of over 200 percent. From an economic point of view, aratio
of over 100 percent means that export earnings by themselves can not cover the debt during the
relevant economic period—usually thefiscal year. Given the argument developed here, debt relief
needs to be extended to most if not all of these African countries. The proposed relief for HIPCs
is estimated to cost between $5.6 billion and $7.7 billion. The Paris Club countries can offer up to

80 percent reduction of eigible bilateral debt; the World Bank, African Development Bank and

other multilateral development banks and individual countries (most notably U.S., UK, and

France) could contribute to the trust fund to purchase the additional outstanding debt. Finaly, the
IMF could contribute to the proposed expanded initiative by allocating more funds to its existing

subsidized loan facilities. However, in the case of IMF not realizing the stringent conditionalities
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will mean that most African countries, asin the recent past, will be unable to use its SAF or ESAF
facilities. Additionally, the IMF could aso allocate special new SDR’s to the severely indebted
African countries.

In this context, a new contract more generous than the Naples Terms for bilateral debt
relief isclearly called for. Partly because of the stringent conditions of Naples Terms, for instance,
Uganda’ s debt service was reduced by only 2 percent. Countries like Zambia now spend thirty
times more in debt repayments than on education. In the spirit of Naples Terms, a new bilateral
debt relief scheme needsto be set up without conditionalitiesto provide up to 75 percent reduction
in the stock of bilateral debt of African countries.

From the perspective of the African countries, a debtors cartel might have been a strong
response earlier. But thetime for such radical responses may have passed. Therefore, incremental

proposals like the ones above need to be pursued vigorously.

Social Expenditure Conditionality for Africa

The best conditionality that the bilateral and multilateral lenders can impose on the African
countiesisasocia expenditure conditionality. This could be a specific African version of the
global 20:20 proposal as presented in the Human Devel opment Report 1994 and further refined in
the interagency consultations within the UN system. According to the 20:20 proposal, the
developing countries should earmark at least 20% of their national budgets and donor nations 20%
of their aid budgets for human development expenditures. These are defined to include primary
health care, basic education, rura and peri-urban water supply, essential family planning service

and nutrition programs for the most deprived groups in society.
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If implemented in African countries between $5 and $10 billion may become available
annually for such human development priority expenditures. It can be expected that in two
decades (the goal for the world as awholeis to do thisin one decade) the now heavily indebted
African countries could ensure that:

Everyone will gain access to basic education.

Everyone will gain accessto primary health care facilities and to safe drinking water.

All children will be immunized, and most childhood diseases eliminated.

Maternal mortality rates will be halved

All willing couples will have access to family planning services, and the groundwork will be
laid for stabilizing the world’ s population by 2015.

severe malnutrition will be eliminated, and moderate malnutrition reduced by half.

Theworst forms of human deprivation will be eliminated through the provision of certain basic
socia services. Although the proposal does not deal with many aspects of global
poverty—particularly with employment and income generation—it does contain certain
attractive features. For example, it would,;

-Help dow population growth by focusing on universal female education, primary health care and
other elements of an essential human development program needed to create the underlying
conditions for declining fertility.

-Improve the prospects for global human security downstream by eliminating upstream the global
spread of many dangerous diseases. For example, AIDS cost $240 billion during the 1980s;
preventive health care would have cost only afraction of that.

-Improve the global environment by addressing some of the worst aspects of the pollution and
poverty—polluted water, unknown diseases, galloping population growth.

-Enhance human capital and its competitiveness. Consequently poor people will be better able to
use market opportunities. Thiswill ultimately lead to a greater demand for goods through the
multiplier effect. Growth will be affected favorably as well.

agbrwpNE
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In view of the serious nature of the economic and social crisisin Africa, the compact may
have to be more than 20:20 if faster progressisto be made. A 30:30 compact will destroy the neat
ocular analogy with perfect vision, but will enable the African nations to achieve the human
development goals outlined above in half the time. Because of large initial fixed costs of the
programs and the presence of economies of scale and complementarities an extradollar after a

certain initial amount is actually more productive than before. Therefore, increasing outlays by
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only 50% beyond the 20:20 compact will have amost twice the effect. Thisisencouraging and
should prompt some serious thinking about increasing human devel opment related expenditures
among African and international policy circles.

Finaly, an Environmental Defense Fund for Africa (EDFA) needsto be set up. Thiscould
be facilitated both by the multilateral aid agencies and the developed country donors. Local
campaigns to stop environmental deterioration can be supported through this facility as can be the
NGOs with programs for sustainable development, given the circumstances described earlier in
Chapter 1.

Ultimately, the African nations themselves have the primary responsibility in meeting the
challenges described. But without coordinated efforts and aid from the advanced industrial

nations, no policy for sustainable human development can succeed in Africa

v
Rethinking U.S. Economic Policy Toward Africa

A New Vision?

In spite of the prevailing gloom regarding Africa among some circles in
Washington there are some hopeful signs. 1In 1994, John F. Hicks, the Assistant
Administrator of the Bureau for Africa of AID outlined in general the Clinton
administration’s policy priorities for Africa in following terms:®
1. to help Africans build stable, honest and democratic governments, including

stimulating popular participation and full respect for basic human rights;
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2. to promote sustainable development through broad-based, equitable economic
growth, protection of the environment, and slowing down population growth;
3. to support conflict prevention and resolution;

4. to provide humanitarian assistance to alleviate suffering and hunger.

These goals appear to be very much in line with the basic thrust of the
argument for extending a responsible helping hand to Africa presented in this
monograph. What is more, i1f pursued adequately, these foreign policy initiatives
will work as much to the benefit of the U.S common good as to the Africans. Aside
from the increase in trade and economic benefits to the U.S. business in the long-run
a major benefit of stabilizing the African economies will be the corresponding
increase in the stability of the global economy. Uncontrolled financial flows
have already made the interdependent global e conomy quite unstable. It is foolish
to pretend that instability in an entire continent (albeit the least developed
one) will not have repercussions for the global economy. One of the key findings
of recent research on complexities and non-linearities in economic theory is
precisely the possibility of “small” initial disturbances resulting in large and
prolonged systemic instability.®® In an uncertain world, it is better to insure

against the possibility of such as global catastrophe by sending timely and
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reasonable help to Africa. The alternative iIs to increase the chances of such
global financial, economic and environmental crisis.

It may help to concentrate our minds if we try to imagine what a total economic
and environmental collapse of Africa will mean for the rest of the world. Such
a collapse will immediately swell the ranks of economic refugees many of whom
will undertake journeys to the affluent countries against all odds. The financial
collapse, as alluded to before, will lead to near-panic situations in the world
financial market. The consequences are incalculable—but i1t i1s safe to assume
that they will not be pleasant for the developed economies either.

Perhaps, the greatest threat to the world from a possible catastrophe in
Africa i1s to ecology of the planet as a whole. Although precise estimates are
hard to come by, ultimately deforestation and other environmental disasters in
Africawill definitely constitute to global warming, global atmospheric conditions,
and other global ecological problems.

Helping Africa is, therefore, not merely a humanitarian concern. It is
dictated by a deep realism in international economic relations based on enlightened,

long-term national interests of developed nations such as the U.S..

Need for Specificity
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IT the general rhetoric from official Washington is modestly encouraging,
the action so far has been less so. As George Shepherd has pointed out;

what 1s missing..is..the extent of the new commitment to the African region

which must be on a priority par with other major regions in the world such

as the European Community and the Asian and Pacific Economic Community (APEC)
in Asia.*

Addressing the economic issues concretely, based upon the requirements of
sustainable human development for Africa, will mean a number of significant
departures and new initiatives on the part of the U.S.. These initiatives must
range from debt-relief to aid for improving human well-being and the environment
in Africa. Without unnecessarily repeating the previous discussion, a set of

specific economic policies for the U.S. consistent with the analysis so far can

be outlined.

Some Specific Recommendations: A New Economic Partnership with Africa

1. The U.S. should immediately endorse and help African nations implement the
20:20 plan of action. The Sub-Saharan countries have already accepted the
20:20 plan. The U.S. can help by both material assistance and by playing a
leading role that will motivate other donors (in particular Japan) to follow.

2. The independence and integrity of U.S. economic assistance programs can be
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maintained only if there is an independent agency staffed by dedicated
professionals who can formulate and help implement the necessary programs
working with their African counterparts.
. In this context, the role of people-to-people contact through the NGO's needs
to be made an integral part of the U.S. aid policy for Africa. The recent
proposal advanced by NGO groups such as the Development Gap and Friends of
the Earth-U.S., among others, calls for an independent agency to be created.
Furthermore, according to this proposal, this “Agency for International
Cooperation” will have room for a Development Assistance Board. The structure
and governance of this board should be such that NGOs based among the people
can get funding for development without political or bureaucratic interference
from above. Special emphasis must be given the role of these indigenous NGO’'s.
Cooperation among domestic and foreign NGO's for specific and appropriate
projects in Africa could considerably brighten the prospects for genuine
development there. A related policy issue here is the possibility of bypassing
the existing rigid hierarchy of both aid operatives and domestic bureaucracy.
To the extent indigenous traditional sectors will maintain viable
organizational capacities NGO's can encourage and foster local self-reliant

development by working with the people (particularly in the rural area) directly.
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This should also help counter the Afro-pessimism popular among some policy
circles.

. For promotion of Foreign Direct Investment (FDI) an FDI board for Africa may
be set up to work with ECA, ADB and individual African countries to promote
qualitatively and quantitatively the right kinds of investment in Africa.
Simply asking African countries to give tax-incentives to the multi-national
corporations will not be adequate. Regional integration in Africa will also
help to attract FDI in the long run.

. New aid and investment policies must be connected to a new trade policy towards
Africa. Liberalizing the Generalized System of Preferences (GSP) under which
the industrialized countries would exempt imports from Africa while maintaining
tariffs on imports from other countries, is an urgent task. The U.S. can take
a bold step by unilaterally liberalizing its GSP towards indebted African
countries. This will generate not only the moral pressure for the other G-7
countries to follow but will in the meantime confer an advantage to U.S. firms
trading and investing in Africa. Even a gradual liberalizing would help
enormously, although progress will be slower than in the case of immediate
liberalization. Right now, only about 10% of the dutiable imports from Africa

receive such preference. Increasing this to 20% could be a great stride in
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redressing partially the trade problems of many African countries. On the
trade front, facilitating moves towards regional integration will be helpful
for increasing trade within the African countries. The Africans will have
to take the major initiative here, but the U.S. can help through providing
expertise and some resources for carrying on analytical studies and institution
building. ASEAN may be studies as an initial model for the African regional
economic integration.

. On the environmental front, the U.S. can mobilize funding and international
support for creating EDFA. A joint U.S.-Japan initiative with adequate funding
for sustainable development in Africa i1s likely to generate further support
among the G-7 nations. Here, too, the NGOs need to be brought in as equal
partners right from the beginning of the process.

. U.S. economic assistance policy needs also to be geared towards helping the
small producers through providing funds and expertise (where such expertise
cannot be provided domestically by the African countries themselves) to foster
and sustain rural credit unions of the Grameen Bank variety.

. On the technological front, the U.S. can help by financing and arranging for

granting African NGOs access to the global communications networks.
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As George Shepherd has pointed out accurately:

“Rather than retreat from Africa, the United States should form an international partnership
with African statesin their determined struggle against underdevelopment and to enhance
thedignity of all peopleson thistroubled continent. African advancement assures our own.
By helping them to strengthen their human rights conditions we reaffirm our commitment
to these values at home.”*®

The eight concrete policy initiatives outlines above are some of the most
important and immediately feasible steps that the U.S. can take. The list is
not meant to be exhaustive. It is my hope that by focusing on the most urgent
tasks, it will be possible to persuade the U.S. policymakers to move quickly in
the desired direction. At the same time, this monograph can serve as a basis
for further discussion and refinements of specific policies. The economic problems
of Africa are not just African problems. They are global in their origin and
scope. They also will require global cooperation for their solution. This is

the basic message of this monograph.
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Appendix. IMF and World Bank Adjustment Approaches: Stylized Descriptions

Snce bath the IMF and the World Bank have been S0 influentid in designing many aspects of te
dructurd adjudmentsin both LDCs and trangtiond economies it is useful to presant in adylized way the forma
dructures of their gpproaches Needless to say the equiations described b ow cannat capture dl or even most of
the detalls of SAPs What they can do isto bring out the formd logic of the conventiond thinking which is often
impliat in the arguments and the palicy advice given by these internationd bodies The hope hereisto generate a
rigorous discussion about theissues by danifying thebesiclogicd sructure of the Sandard SAPs.

The Theoretical Basis of Adjustment Programs
‘Why the IMF does what it does

The theoreic basis of IMF adjusment programs rests on finendd programming, the andyticd
foundations of which are drawn from Polak® and Raobichek.>” The modding process is refarred to as finandd
programming, an integration of monetary and credit dementsin BOP andys's, which derives alinkage between
the domedtic part of the money gock (credit) and intemaiond resarve changes  This goproach begins from the
smple acocounting identity showing change in the money dock as the result of changes in its domedic and
internationa components

In the gpproach the BOP is shown as the difference between the change in money supply and thet in
domedtic crediit. The absorption gpproach isadopted to indude income and expenditure rdationshipsaswell asthe
impact of cgpital movementsin an open economy. In thisgpproach the current account (CA) defidt isequd to the
difference betweenincome () and absorption (A). The current account is matched by changesin thenet foragn
assatsof domestic banks (D R) and in the net foreign indebtedness of nonbank resdents (D H). Hence:

CA=DR-DH 1)

Combining the current account identity with equation (1) yidds

CA+DHA=DM-DD )

where D M is the change in the money supply and D D is the change in net domestic assts of banks (credit).
Thiseguetion can bewritteninterms of the difference between nomind incomeand absorption, as

Y-A+DA=DM-DD )

Assuming thet the change in nomind money balances are independent of D D, the condusion isthat acaling for
D D will determinethe balance of payments(D R).

To soeafy where the improvementsin the baance of payments will teke place, the BOP is decomposad
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into its different parts and the demand for imports added as a second behaviord rdaionghip.  The smplified
framework showsimportsasacondant function of only red income.

The BOPidentity is
DR=X-IM+DH @

where X and IM are exports and imports, respectively, in domestic currency. Based on projections of the values
for exportsand capitd flows thetargeted vaue of importsisderived asaresdud of the preceding equiation

IM'= DR - (X +DFI) ©)

where IM” is the targeted value of imports, DR’ the targeted BOP in the program period, X and D Fl arethe
projected vdues of exportsand cgoitd flows, repectivey.

To indude dements of fiscd palicy, three ex-podt identities are spedified.  Initidly, the change in net
foreign indedtedness of a country is teken as the sum of changesin the public sector (D Fly) and private sector
(D Fl,) net foreign debot position:

DA =DF,+DFH, ©®)

Next the public and private sector crediit changes are decomposad as

DD=DD,+ DD, @

whereD Dyand D D, are changesin arexit to the public and private sectors, respectively.

Third, the government budget condraint is shown through defiat finanang by ether net borrowing from
abroad or net borrowing from domestic banks

G-T=DD,+ DF, ®

where G istota government expenditureand T istotd revenue, with the difference represanting the government
ddfiat.

The three equaions provide the rationde for redricting government spending, spedificaly through
calings on domegtic and foreign barrowing.  This palicy is directed toward two conssquences of government
goending: fiscd defiatsand crowding out.

In the finanadd programming framework, the exchange rate plays a rae through the effects on money
demand. Depredidion of afixed exchange rae resulits in adedine in red dosorption by cresting excess demand
for red cash belances At the same time, by affecting the incentivees to domestic supplier of exports and import
subditutes and soending on exportables and imports, it afects the compogtion of domedic expenditure on
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domestic and foreign goods
The World Bank’s Model

Unlike the Funds concan with temporary BOP imbalances the World Bank focuses on the red
economy and growth in the medium teem.  Through the Revised Minimum Standard Modd (RMSM), it
emphasizes savings, capita inflows, and invesment.  According to Khan,*® the RMSM posits four aditional
relaionshipsto thoseintheIMF modd.

Assuming thet an incremental capita -output ratio (ICOR) isgiven higtoricaly or technologicaly, output is
soedified asafunction of thelevd of invesment:

Dy =r Dk ©
whare Dy istheoutput target, r isICOR, and D kiistotd domesticinvestmentt.
In the modd, exports are exogenoudy determined, dthough this is later rdaxed, and there is a gable

raionship beween GDP and imports  The savings rate is dso dable and higoricdly gven, yidding a
consumption function such as

G=(-9¢-7) (19
where G, isprivate sector consumgption, sistheratio of private savingsto dispossbleincome, and T istaxes
For output determi nation the nationd income idertity iswritten as
DK=dy-T-C)+(T - Ca+(@Z-X) (1)
where G; is public sector consumption, Z is foreign sector revenues in the form of imports by the domestic

economy, and X isforagn sector gpending on domestic expoarts More importantly, the nationd income identity
may beformulated as

DK=gy -T)+(T-CY+(@& - X) (12
which esablishes apostive rdaionship between income and investment through the aggregate demand curve. A
risein output increeses bath domestic savings according to givenrate, s, and theinflow of foreign saving according
tothemargind propengty toimport, a Investment increesesin respect to saving on aone-for-onebess

The pogtive rdationship between investment and output can dso be dbtained by rewriting eqution (9) as

DK=Yy -y, 13
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wherey, islag periodsred GDP. Inthismodd, output and BOP targets can be recondled @ther through control
ove net capitd inflows or though perfect dadiicity of foreign capitd. In this way change in net foreign assts
(D F), asapdlicy vaidle canbechoeas

DF=X-a -DR, (14

where DR isaBOPtaget. Thevauesof Dy and DR’ can beatained through Cg, 7,and D 7', givenan
exogenoudy derived export projection.

TheWorld Bank modd providesfor exchange rate adjustment too. Induding the effects of the exchange
rate onimports and exports, equation (14) can now bewrittenas

D F =-a +(b+0é-DR, (15)

where b is a paameter that measures the reponsveness of the volume of impoarts to the rddive price of
importables ¢ is the codfident of regpondveness of exports to rdative prices and e (with the assumption of
condant prices) isthered exchangerate. With three independent exogenous variables and egations to solve three
endogenous vaiables, themoadd isfully determined now, even with aforegn exchange condraint.

Ciritical Voices Against Adjustment Models

The aitidans agand the IMF and World Bank goproaches are numerous and come from severd
directions from different strands of economigtsand palitica saentigs Therefore, we can dtempt only asummary
here by concentrating on the economic and palitica economy components of the debate. However, eventheseare
impossible to presant in their entirety.  The sructurdigt chdlenge is particularly interesting. Structurdidts draw
atention to inditutional and technologicd factors thet affect changes in the economy a any paticular ime. The
neo-dructurdigs argue that deveoping countries may respond to dandard economic polides unexpectedly.
Therefore, a devaduation may cause output contraction, tight money may cause price rises due to higher interest
codts inflation may become "ingrttid,” and public investment may crowd in, indeed of out, private invesment. In
thelong run, they observe thet income distribution may condition growth and market liberdization, and unfettered
foreign cgpitd flowsmay not bebeneficd.

In Taylor's® theoreticdl andyss, the tradeliberdizing agpects of the IMF and World Bank modds are
questioned. It is shown that export subddies unambiguoudy increase capadity utilization, and with gppropriate
multiplier vaues and intermediate import content of output, the trade balance improves aswel, without unpleasant
Sdeeffectson interes ratesand inflation. Intheshort run, liberdization can be sAf-defesting by liquidating wedth
and induding recesson. Thelong-run conseguences can be counterproductive too. His generd condusionisthet
"a leadt in the short to medium run, directed palicy mekes ssns2 Maneuvers such as quotas and subsdies (or
muiltiple exchange rates) and price contrals indeed of changes in the exchange rate, monetary and fiscd palicy,
avoid unfavourable economy-widedde-effects”

On the Left the atack is launched by Onimode®  His criticism evalves around the theme thet the IMF
and World Bank addresswhat herefersto as"a best subsdiary or auxiliary dructures’ (prices, trade, money, and
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fordgn exchange). The rdevant "fundamenta sructures’ thet demand adjustment are those of the cgpitdist
internationd divison of labour, of production, consumption, accumulaion, technology, and dependency in the
poor countries. Hence IMF and World Bank programs operate to aggravate, rather than andiorate, the
crigsgenerating sructures in Africa and other poor countries  In sum, he argues that BOP disaqilibria are
inevitable in low-income countries because of the combined effects of devdudion, liberdized imports and the
withdrawa of exchange controls

Severd agpects of programs have become controversd even by centrist dandards The mogt often
discussad agpect rdatesto the sodd impact of adjusment on the poor and vulnerable. Thisconcarn haspushed its
way to the forefront of the debete, Snce the publication by the United Nations Children's Fund of the (UNICEF)
twin volumes, Adjusment with aHuman Face® Thevalumesdraw atention to the dioroportionate share of the
poor and vulnerable, particularly women and children, in the adjustment burden. Since then a strong " pro-poar”
theme has devdopad in the literature.  Publications such as Susan Georges A Fate Worse then Delat have
drengthened thistheme. According to the United Nations Economic Commisson for Africa (ECA) the gandard
maodds "nat only ignore the human dmengon, but dso tend to worsen the wel-bang of large categories of the
population, espeddly the poor and vulnerable” The mgor cause of thisis public sector budget retrenchment,
which hasaso drained governments inditutiond capedty to thelimit.

Smilaly, the modds have been ariticized for ignoring the impect of reduced red wages on productivity
and living gandards. In fact, in many low-income countries the centrdity given to the BOP isitsdf wrong, snce
the mogt important problem isthet of faling or inedequete red incomes Therefore, if povarty is percaved asthe
main problem, cutting wages of ordinary, low-paid employees to achieve profitability and economic growth is
unacceptable.

Critics have ds0 painted out a prollem of economic logic and ddfldionary bias Thelogicd issue hesits
originsin John Stuart Mill's concept of rediprocd demand, daborated in his Principles of Pdlitical Economy. The
idea is that the exports of one country are the imports of anather; hence the ddfidts and debts of one are the
aurpluses and credits of another country.  Failure to recognize this is what cregtes the deflationary bias of the
dandard adjusment modes. This has dso dear Keynesan implications of globd deflation under conditions of
reciproca lowering of demand.

Fndly, anote on devauation, which gpart from distributiond issues has recaived the heaviest barrage of
critidam: There is along tradition in the literature on the contractionary effects of devaluation and its fallure to
improvethe BOP. Therationde for devauation isthat there are excessve imports and inadeguate exports The
two shortcomings of thisgpproach arethat it may ignorethe share of deotsarvice paymentsinthe BOP defiat and
does not diginguish between essantid imports and luxury imports. Inflation may be caused directly by higher
import cogs and/or a nomind risein food prices, unleashing demands for higher wages in the indudtrid sector,
which, if granted, would leed to higher indudrid prices and the nead for another devdudion. Even if the
inflationary pressures can be controlled, the implicit assumption that the demand and supply of tredablesis dadic
hasbeenwiddy questioned.

All thisis nat to deny the need for adjusment in the countriesthet need it. Thered question hasto dowith
the type and purpose of the necessry adjudmantt.  The aiteria for ASAP discussad in the man body of the
monograph tried to address precisdy these questions
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