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The Research Group on African Development
Perspectives Bremen

The aggravating social, political and economic crisis of the African continent
forces institutions, organisations, researchers, development practitioners, ad
hoc working groups and networks on Africa, and all others involved in Afri-
can development affairs to intensify the analytical and conceptional work on
alternative development visions and designs for Africa. There exist a growing
number of plans and programmes, strategy conceptions, researches, and ideas
for policy action and projects being published worldwide and focussing on
the peculiarity of the African crisis, Africa’s recent growth dynamics, the
chances for structural adjustment and transformation, the issue of planning
development beyond mere adjustment, and on the necessary responses to the
globalisation trend. The discussion referring to Africa’s development prob-
lems and perspectives is widening. However, it is difficult to get an overall
view of the different approaches and proposals and, subsequently, to make the
discussion useful for the programming and co-ordinating of development
policies. So there is a need for a comprehensive publication that compiles,
evaluates, and analyzes the scattered material and the often not easily availa-
ble sources.

To fill this gap, the Research Group on African Development Perspec-
tives Bremen, established at the University of Bremen, is presenting the Afri-
can Development Perspectives Yearbook, being published since Volume 1 in
1989. Research activities of the group members comprised over the years
country case studies and comparative country analyses; studies on macroeco-
nomic policies and strategies, aspects of labour market policies and informal
sector activities, human development policies and strategies, agriculture and
food security policies; studies on natural resources development and envi-
ronmental policies, but also researches on the promotion of small-scale indus-
tries, private sector development policies, entrepreneurship development, and
assessments of sector and structural adjustment policies, trade and regional
integration policies, as well as reviews of economic diversification options.

The African Development Perspectives Yearbook is the first English-
speaking periodical published in Germany relating to development problems
and perspectives in Africa. African, European and North-American experts
from universities, international and regional organisations, and from non-
governmental and donor organisations are reporting on problems and on
possible solutions, on new political and economic approaches, on specific
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economic programmes, and on visions for alternative African development
paths.

Africa’s future will depend on both, on its economic and political connec-
tions with the international community at the Pan-African, sub-regional, na-
tional, provincial and sectoral levels, and on local projects and development
efforts at the micro level. Most important are own African development vi-
sions, programmes, strategies and policies. The African Development Per-
spectives Yearbook contains information and analyses with regard to these
various dimensions. Global analyses, regional and country studies, sectoral
studies and individual project evaluations are published in the African Devel-
opment Perspectives Yearbook, as well as statements and declarations on
Africa submitted as the result of international conferences, important docu-
ments of African regional organisations and of individual African states, and
important programmes of African civil society organisations and African self-
help groups.

Beside the analytical, comparative and documentary character of the Af-
rican Development Perspectives Yearbook, the editors successfully estab-
lished an extensive network for the exchange of news and information and are
so relating and connecting development organisations and research institu-
tions that are working in and for Africa. The members of the Research Group
on African Development Perspectives are interested to deepen the contacts
with partners in and outside of Africa who are sharing similar objectives.

The African Development Perspectives Yearbook is targeted to decision-
makers and research personnel in development policy institutions and to ex-
perts and staff in project consultancies, media, research and development,
donor and aid institutions, and to all others that are interested in Africa’s
development. It offers comprehensive analyses and information about recent
developments with regard to the African continent. Main focus is on devel-
opment perspectives. Thus, the African Development Perspectives Yearbook
is reporting on

. visions and conceptions with regard to long-term development strat-
egies for Africa;

. strategies that emphasise a longer-run planning process that goes be-
yond conventional structural adjustment policies;

. successful projects and programmes concerning countries, regions,

institutions, or specific sectors of African economies, by analysing
the conditions of their success;

. resourceful and creative activities of  socio-economic interest
groups, local development initiatives and NGOs, which could serve
as models for other regions;
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. innovative strategies for and prospects of regional integration in Af-
rica; and on
. economic, social, and political trends in Africa’s sub-regions, nation-

states, provinces, towns and local communities.

The African Development Perspectives Yearbook takes into account
sources and information from all relevant levels of action, planning, discus-
sion, and research, i.e. from international, regional, and national organisations
and institutions, committees, working groups, and NGOs, but with particular
emphasis given to those ideas and approaches originating from Africa.

Address:
Research Group on African Development Perspectives Bremen
c/o

Professor Karl Wohlmuth, Volume Editor,
University of Bremen

Department of Economics and Business Studies
P.O. Box 330 440

28334 Bremen, Germany

Phone: +49 421 218-66517

Fax:  +49 421 218-4550

Email: wohlmuth@uni-bremen.de

Professor Tobias Knedlik, Managing Editor
Fulda University of Applied Sciences
Marquardstr. 35

D-36039 Fulda

Germany

E-mail: Tobias.Knedlik@w.hs-fulda.de

Internet: http://www.iwim.uni-bremen.de/africa/africanyearbook.htm



Foreword and Acknowledgements

This Volume 17 of the African Development Perspectives Yearbook with the
title ,,Macroeconomic Policy Formation in Africa — Country Cases” has bene-
fited from many contributions, from various inputs and from important sup-
port. The great number of contributions to this volume was made possible
because of the continuing support from African and international organisa-
tions, from numerous research and development institutions, and from many
individual experts working continuously on Africa. International and regional
organisations, such as UNDP (United Nations Development Programme),
ILO (International Labour Office), UNESCWA (United Nations Economic
and Social Commission for Western Asia), UNECA (United Nations Eco-
nomic Commission for Africa), WAMA (West African Monetary Agency),
WAMI (West African Monetary Institute), and the Arab Planning Institute
(API) in Kuwait City have directly supported the Yearbook project on “Mac-
roeconomic Policy Formation” with contributions, expertise and suggestions.
Many organisations, like the African Development Bank (AfDB), the United
Nations Economic Commission for Africa (UNECA), the OECD (Organiza-
tion for Economic Cooperation and Development) Development Centre, the
African Union (AU) and the NEPAD (New Partnership for Africa’s Devel-
opment) Secretariat, have contributed with information and encouragement.
We, as the Editors of the Yearbook, are always interested in their advice and
guidance so as to structure the future work on the African Development Per-
spectives Yearbook.

For Volume 17 of the African Development Perspectives Yearbook the
Editors took up the event of the Independence of the Republic of South Sudan
on July 9, 2011 to publish a special Unit I on New Economic Policies for
Sudan and South Sudan - The Need for a Strategic Economic Cooperation in
order to highlight the need for new macroeconomic strategies and policies
and to focus on the many interdependencies between these two countries. The
Editors were enthusiastically supported in this endeavour by groups of au-
thors from the two countries. While the authors of this Unit [ are convinced
that new macroeconomic policies and a strategic economic and political co-
operation between the two countries are necessary, the politics in these two
countries has not yet learned the lessons from the many decades of conflict
between and within these two countries. Even new wars inside the South
Sudan since December 2013 and continuing wars in Sudan make millions of
people in both countries suffering.
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Various groups of researchers in Nigeria from academic institutions and
from governmental and non-governmental offices in Nigeria have contributed
to Volume 17 of the African Development Perspectives Yearbook by making
possible the Unit 2 on Macroeconomic Policies in West Africa. Researchers
from academic institutions in Nigeria and from WAMA (West African Mone-
tary Agency) and WAMI (West African Monetary Institute) have contributed
with their expertise - by writing various essays on the case of Nigeria’s mac-
roeconomic policy formation process (including impacts of macroeconomic
policies on productive economic sectors) and an essay on the future role of
the West African regional economic and monetary integration process (by
analysing the new structure of the West African Monetary Zone around coun-
tries like Nigeria and Ghana). In order to compare and contrast the estab-
lished CFA-based West African Economic and Monetary Integration process
with the new WAMZ (West African Monetary Zone) integration process in
Unit 2, Senegal was included as a country case for the CFA Zone.

Unit 3 of Volume 17 contains a great number of book reviews and book
notes and so is a valuable source of new books, journal issues, documents and
research papers with a focus on macroeconomic policy formation in Africa.
All the entries to this Unit 3 are highly relevant for the main theme Macroe-
conomic Policy Formation in Africa. The many reviews are grouped accord-
ing to the headings: Macroeconomic Policy formation in Africa; Macroeco-
nomic Policies in Africa; Global Economic Reports; Regional African Eco-
nomic Reports; Arab Spring Economies in North Africa; Post-Conflict Coun-
tries in Africa; Development Policies and Development Aid.

Volume 17 is complementary to Volume 16 on ,,Macroeconomic Policy
Formation in Africa — General Issues”. For Volume 16 senior researchers
gave inputs to the Unit lon General Issues with regard of Macroeconomic
Policy Formation. The essays in Unit I of Volume 16 have set the theme for
the Volumes 16 and 17 with contributions on employment-targeting, on new
macroeconomic policy regimes by considering vulnerability and resilience to
shocks, and on ways to react in macroeconomic policies to demands for in-
clusive growth and to adapt in macroeconomic policies to economic globali-
zation pressures and economic governance pressures. These introductory
essays are so important for the theoretical focus of Volumes 16 and 17. Many
researchers and international organisations have also supported strongly the
idea to publish a Unit 2 in Volume 16 on the Economics of the “Arab Spring”
Countries. It was possible to work on such a Unit 2 because of the early in-
volvement of researchers from Egypt, Tunisia and from international organi-
sations being active in the North Africa/Western Asia Region, like
UNESCWA Beirut, UNDP Cairo and API, Kuwait City.
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Many other institutions have contributed with news, information, publica-
tions, and various forms of encouragement. Many regional and international
organisations, like the African Development Bank (AfDB), the African Union
(AU), the UNECA (United Nations Economic Commission for Africa), the
World Bank, UNCTAD (United Nations Conference on Trade and Develop-
ment), UNDP (United Nations Development Programme), IMF (International
Monetary Fund), UNIDO (United Nations Industrial Development Organiza-
tion), and ILO (International Labour Organization), continue to support our
scientific effort by sending us - always timely - new strategy documents and
drafts of their researches for publication and review. Also UNU-WIDER
(United Nations University - World Institute for Development Economics
Research) as an institution of global importance has continuously supported
our work with most recent research papers, publications and information
about important scientific events. Furthermore, we would like to thank all
these institutions by informing so many others about our work for Africa.

We would also like to express our gratitude to Dr. Magda Kandil, Execu-
tive Director and Director of Research at the Egyptian Center for Economic
Studies (ECES), Cairo and now acting as a senior expert at IMF, Washington.
She was the first expert to submit a paper for the Unit 2 of Volume 16 on the
Economics of the “Arab Spring” Countries in North Africa, and she accepted
the invitation to join the team of volume editors for both editions — Volume
16 and Volume 17. Dr. Tobias Knedlik, the Managing Editor of the African
Development Perspectives Yearbook, and Professor Karl Wohlmuth, the
Volume Editor, are also thankful to Dr. Osmund O. Uzor for bringing in his
expertise on Nigeria as the main Unit Editor for Unit 2 of Volume 17 and to
Professor Dr. Achim Gutowski for his continuous work as Book Re-
view/Book Notes Editor of the African Development Perspectives Yearbook;
his Unit 3 is in this Volume 17.

We have to thank all contributors and supporters of the Afiican Devel-
opment Perspectives Yearbook for their hard work, their steady encourage-
ment and their continuous assistance. The valuable input from leading African
research institutions and experts has contributed over the years to the success
of the African Development Perspectives Yearbook as an outstanding publica-
tion on and for Africa. The readers of the various Yearbook volumes have
contributed with critical comments and encouragement so that over time a
valuable network between readers, contributors and editors was created.

Various institutions have made donations over the years and have funded
allocations to the Afiican Development Perspectives Yearbook project, but
the support of the University of Bremen, Bremen, Germany is of invaluable
importance. The University of Bremen was awarded by the German scientific
research community in June 2012 the title “Excellence University”, and the
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Research Group on African Development Perspectives Bremen is very proud
about this distinction.

These donations, supports and research grants to the project have helped
us to research on African development issues, to distribute the various vol-
umes of the Yearbook to African partner universities and to major African
research institutions, and to invite research scholars from leading African
research institutions to work with us in Bremen. Institutions like the
Volkswagen Foundation and the Humboldt Foundation have generously fi-
nanced the stay of senior researchers at IWIM (Institute for World Economics
and International Management) in Bremen. The Africa Research Workshops
are regularly held in Bremen at the University to discuss the draft papers
which are intended for publication. These Africa Research workshops serve
as forums for the intensive discussion of the draft papers and related research
topics. The Editors also have to thank the many reviewers of draft contribu-
tions for their committed work. By this input the African Development Per-
spectives Yearbook has become over the years a fully refereed publication.

Many persons have given support, advice, and encouragement; others
have helped with frank and critical assessments. However, the responsibility
for the final product remains with the editorial team of the Research Group
on Afirican Development Perspectives in Bremen. While Volume 17 and the
companion Volume 16 both are released in 2014, the Research Group now
works on Volume 18 for 2015 with the title “Afiica’s Progress in Regional
and Global Economic Integration”.

In the name of the Editorial Team:

Karl Wohlmuth, Bremen University, Volume Editor, and
Tobias Knedlik, Fulda University and IWH Halle, Managing Editor
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New Economic Policies for Sudan and South Sudan
and the Need for a Strategic Economic Cooperation

Karl Wohlmuth'

1 The Issues

The Constraints of the Sudanese Growth Model since Independence in the
year 1956

Sudan has - after its independence in 1956 - seen only two periods of peace —
the period 1972 - 1983 (Addis Ababa Agreement/AAA) and the transition
period of 2005 - 2011 after the Comprehensive Peace Agreement/CPA of
January 9, 2005. Millions of people died, millions were displaced and the
economy was devastated along with the infrastructure and the institutions. At
the end of the transition period South Sudan became on July 9, 2011 an inde-
pendent republic. However, since independence of South Sudan new con-
flicts have emerged between the two states, at the international border and in
the border regions on both sides. Also in other regions of the two countries
conflicts with varying intensity occurred and one side accuses the other to be
involved in accidents. Natural resources, like oil, land, livestock, minerals,
water, etc., play a great role in these conflicts. A new approach is needed to
address all these issues in an integrated way and to come to a sustainable
development, growth and cooperation model.

The growth model in Sudan is itself an issue. The growth model in Sudan
became — after independence in 1956 and the more so after 1999 on the basis
of the oil export industry - more and more capital- and import-intensive,
while the irrigated and semi-mechanized farming systems brought with it
more and more land- and nature capital-intensive production systems. Tradi-
tional agriculture was consistently neglected in Sudan since independence.
Economic shocks, social exclusion, political instability and civil war, neglect

1 Karl Wohlmuth is Professor Emeritus of Economics at the University of Bremen,
Faculty of Economics and Business Studies, in Bremen, Germany and Coordinating
Editor of the African Development Perspectives Yearbook
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of peripheral areas, and ecological shocks characterized the growth model
since independence. Recent developments reinforce this pattern of growth.
The hydropower installations associated with a number of newly constructed
and projected dams (with high public investment, like the Merowe dam), the
continuation of oil exploration (in ecologically sensitive areas), the gold
mining activity (with around five hundred thousand workers mining under
extremely dangerous production conditions and large-scale environmental
destruction), other mining ventures (with negative ecological impacts), and
the large-scale land lease deals (with domestic and foreign investors in areas
with fertile land used by local producers) add to these problems, and lead to
new conflicts.

The growth period since 1999 - when oil exports started - was also a pe-
riod without recording any successes in broad-based agricultural develop-
ment. Traditional rain-fed agriculture was not supported; irrigated agriculture
and semi-mechanized farming were not properly maintained and regulated.
The regional imbalances (“horizontal inequality”) and the income disparities
along the income ladder (“vertical inequality””) may even have widened (The
Republic of Sudan et al. 2010; Ahmed 2010). The oil industry sector became
the main source of financing the continuation of the (civil) war(s) in Sudan,
and it was also becoming the main source of conflicts in the ten border-states
between North and South Sudan (as large-scale ecological destruction, dis-
placement of the local population, and disputes over the distribution of oil
revenues were escalating). The growth model of Sudan became increasingly
one led by vertical and horizontal inequalities. While “vertical inequality”
means a shift of incomes from lower income strata to higher income strata,
“horizontal inequality” means a shift of opportunities from lower income
regions/ethnic groups/social identity groups to higher income regions/ethnic
groups/social identity groups. The successful negotiation of the CPA of 2005
is probably also the result of the collapse of this particular growth model as
escalating costs of war have eroded the legitimacy and the top-down income
transfer potential of the power elites.

However, no change of the growth model was effected in the transition
period of 2005 to 2011 towards the Referendum. Reliance on the oil industry
and the oil revenues, increasing income inequality and regional economic
imbalances, neglect of broad-based economic development and the use of the
state resources for consumption purposes (wages and salaries, subsidies,
personnel, security) were the characteristics of development processes in the
North and in the South Sudan. Many factors contributed to the lack of coop-
eration: mistrust about the distribution of oil revenues, unclear competencies
between the central government in Khartoum and the autonomous govern-
ment of the South in Juba, different interpretations of the wording of the
CPA, border issues, and unsolved problems with regard of the Three Areas
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(South Kordofan State, Blue Nile State, and Abyei). Conflicts between North
and South Sudan and within the two states escalated after the independence
of the South Sudan in July 9, 2011 — because of increasing horizontal ine-
qualities, because of the lack of institutions for a broad participation of peo-
ple in governance, and because of strongly prevailing economic incentives
for starting rebellions (Wohlmuth 2012).

Part of the inherited growth model is also the “top-down” approach in
planning and policymaking rather than combining this approach with a “bot-
tom-up” approach by planning growth and making economic policy working
also from the level of counties and states upward to the central government
level. The “growth diagnostics” approach (developed by Haus-
mann/Rodrik/Velasco, 2005, abbreviated HRV 2005) is an instrument to look
at the investor’s choices, potentials and constraints at local levels. Such a
growth strategy analysis — based on HRV 2005 — was already applied to the
conditions of some states in the North Sudan and the South Sudan (South
Kordofan State and Blue Nile State in the North, and Western Bahr el Ghazal
State and Upper Nile State in the South). Such a growth strategy would — if
implemented - give the basis for a more effective fiscal decentralization and
for improved local economic governance (see for South Kordofan state:
Klugman/Wee 2008, and for Upper Nile State and Eastern Equatoria State:
World Bank 2009, chapter 6; for Western Bahr el Ghazal State and for Blue
Nile State DSRI/Development Studies Research Institute staff in Khartoum
has made a study for World Bank which was reported in Bonn at the Interna-
tional Sudan and South Sudan Studies Conference 2012: see Wohlmuth
2012). Such an approach requests however another model of development
administration which is committed to inclusive development and a model of
economic governance which is local-based, participatory and more transpar-
ent.

All the periods of economic policy formation in Sudan since 1956 (and
even before since 1947 when the Juba Conference was held) saw the neglect
of South Sudan in development plans and development strategies, but more
important also the neglect in real resource allocation and fiscal funding for
the South. In the context of Sudan’s growth and development model, South
Sudan is however not a special case. Increasing regional imbalances in the
North Sudan fuel more and more conflicts: in the five states of Darfur, in
North Kordofan and South Kordofan states, in Blue Nile State, in the three
Eastern States, etc. Also in South Sudan increasing regional imbalances lead
to escalating conflicts. Such conflicts also spill over the borders between the
North and the South. Unsolved border conflicts between the North and the
South associated with resource conflicts contribute to this pattern of conflicts.
Lack of trust in the state agencies and lack of commitment in the negotiations
for a new social contract are fuelled by this particular mode of production,
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distribution and growth in the two Sudans. “Horizontal inequality” (in its
economic, political, social and cultural forms) is a major explanation of con-
flicts and war(s) in Sudan as this source of conflict is added to the numerous
other factors like slow growth over the long run, volatile growth in the short
run, bad economic governance and increasing “vertical inequality” (Gini
income inequality coefficients increased especially in the 1990s to be consid-
ered as “extremely unequal”’; UNDP 2006, p. 26).

Consistently the Sudan has grown far below its potential, with an annual
growth rate per capita of not more than 1.3% over nearly 40 years (1965 -
2004), and poverty rates ranging in the regions between 50% and 90% of the
population (Hansohm 2007, p. 185). If the period of 1960 - 1999 is consid-
ered (1999 is a turning point as oil exports started), a very low annual growth
rate of only 0.39% per capita was recorded and this “near stagnation situa-
tion” was associated with a high volatility of growth (Ali/Elbadawi 2003, p.
9). This means that the pre-oil economy of Sudan was virtually stagnant. The
oil export economy since 1999 brought some gains in recorded growth (an-
nual real growth not lower than 5-6 per cent and up to 7-8 per cent; see
World Bank 2009, p. 15; AfDB et al. 2012); this high growth was associated
with very high volatility of growth. High volatility of growth has implications
for fiscal policy and fiscal planning, and if medium-term fiscal planning is
not properly done — as it is the case in Sudan — severe macroeconomic imbal-
ances and deeper vertical and horizontal inequalities are resulting. Growth in
Sudan since 2000 has rather fuelled centrifugal tendencies — because of in-
creasing inequalities on the income ladder and in the geographic space, be-
cause of the concentration of economic and political power in and around
Khartoum, and because of the erosion of political, economic and corporate
governance. The expansion of the oil industry contributed to the severe loss
of transparency in economy and society.

The stop of the oil production in the South Sudan early 2012 and the
deadlock in the post-independence negotiations between Sudan and South
Sudan had severe consequences for both states. This state of affairs led in
both states to extreme forms of austerity policy, to a further strengthening of
military and security sectors, to a halt of structural transformation and of an
improvement of the social situation and the physical infrastructure, and to
declining growth rates. The growth and development perspectives are in-
creasingly uncertain for both states (see AfDB et al. 2012, 2013). The danger
is great that the human development progress in some areas of the two states
is not only coming to a halt but that it is heading for a reversal.
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The Limits of the Sudanese Model of Development Administration and
Governance

Beside of the peculiarities of the growth model in Sudan the mechanism of
development administration is problematic. Various factors have to be men-
tioned to underline the continuity in Sudan’s failed economic policies and its
unsatisfactory economic progress (see Hansohm 2007, pp. 187-190): Devel-
opment strategies lack information and a sound analytical basis for the strate-
gies; there is a lack of realism, prioritization and sequence; the view is held
that finance is the key factor to development so that the entry of Sudan into
the global oil economy in 1999/2000 was seen as a new chance for develop-
ment (thereby ignoring what broad-based development means and what the
sources and modalities of such an oil-based growth are). Too little attention is
devoted to implementation, management and coordination. Institutions and
institution-building consistently were neglected as it was assumed that skills
provision is the key factor. Private sector development was not given real
priority despite of the rhetoric of liberalization and privatization since 1989
(ignoring the fact that private sector development requests the existence of
market-supporting institutions and legal frameworks as well as of a sustained
dialogue between the public and the private sector). Public regulation (over-
regulation) and public intervention (of an ad hoc type) went parallel to the
rather biased privatization and liberalization programmes. Local contexts and
local knowledge were largely ignored in development strategy and so the
development blueprints could not be implemented. External actors/partners
were consistently overestimated in their role, and their economic and political
interests were not properly evaluated (so the Sudan switched from Western to
Socialist partners and then to Arab partners and again to Western partners
and then to Asian and Arab partners). In this process Sudan has imported a
lot of foreign development models but has not transformed (absorbed) them
into a genuine and holistic development strategy (see Hansohm 2007 on more
details about these continuities of Sudan’s economic policy).

Most important in the context of development administration and gov-
ernance is the concentration of political and economic power in Khartoum
and some few other country states in Sudan. The small power group (of mili-
tary, big business and some Islamic religious leaders) is moderated by Presi-
dent Bashir and favours huge dam projects for irrigation and electricity pro-
duction, labour-intensive gold mining, further oil, gas and minerals explora-
tion, and large-scale land leases to domestic and foreign investors, but all this
consistently works at the expense of broad-based agricultural development
and related agro-industrialization. Development planning and development
administration are constrained by these power configurations of exclusion.
The development model is excluding most of the regions and the majority of
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the people, and the institutions in the country are extractive (in the sense of
Acemoglu 2012). The Agriculture Revival Programme (ARP) of the Sudan is
an example; the programme is full of good ideas and intentions, but alloca-
tion of funds favours irrigated agriculture and big projects, not projects for
broad-based development of agriculture and poverty alleviation
(RoS/Republic of Sudan, 2008). However, the situation in South Sudan has
developed since the CPA of 2005 (and similarly so since the 2011 independ-
ence) along similar lines. The Agriculture Sector is consistently neglected, as
less than 2% of government expenditures were allocated from 2008 - 2011
(see Okwaroh 2012, p. 22). This is so, although international donors, like
USAID, started with an Agricultural Revitalization Programme for Southern
Sudan already in 2002, but it did not work as projected. Oil exploration, other
mining activities and large-scale land leases in fertile land areas play an ever
increasing role. Illegal timber logging is widespread. Communal land is ap-
propriated by government for the benefit of private and public investors,
domestic and foreign ones. The environmental and social consequences of
this model are reported as severe. Broad-based agriculture is neglected to the
extent that food insecurity is pervasive. The particular growth model and the
particular type of development administration explain the poor economic
results in Sudan and South Sudan; all this helps to explain the prevalence of
past and current conflicts.

There is also an economic governance dilemma as the oil economy added
to the major governance problems in Sudan by making a whole industry
sector working without transparency and accountability (World Bank 2009,
pp- 47-60; Hansohm 2009). The lack of economic governance in the oil sec-
tor spread to overall economic policy and to other sector policies, to regional
and environment policies, and also to politics and economics in border re-
gions between North Sudan and South Sudan (as oil production is mainly
located in the border areas). All the major negotiations between the South
and the North after the CPA were handicapped by lack of transparency about
oil revenues, production volumes and shares, oil reserves, cost and profit,
processing and transport costs, etc. Trust could not be restored at the level of
the Government of National Unity (GoNU) and between the North and the
South in the Interim Period of 2005-1011. Therefore, cooperation and coor-
dination vanished between the two partners.

Foundations of Ec ic Policies in the new State of South Sudan

Economic policies in South Sudan are in a manifold dilemma situation. First,
the new state has inherited a devastated country with so many displaced peo-
ple and returning refugees, without adequate infrastructure and without an
effective bureaucracy. Second, the continuing conflicts are binding resources
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for a vast security sector (army, militias, police, border troops, secret service,
etc.) to the extent that funding for development is very small. Third, institu-
tions were destroyed during civil wars and are still weak and not participa-
tory; in the context of large-scale destruction by war and on-going conflicts
the institutions for government effectiveness, rule of law, and private sector
development cannot be built up. Fourth, geography plays also a role. South
Sudan is a land-locked country and needs access to the coast. Transit of oil to
Port Sudan is an issue because of the political conflicts in the border regions
with Sudan; transit via Ethiopia to Djibouti and to Kenyan and Tanzanian
ports is another issue because of infrastructure and cost problems and insecu-
rity associated with these alternative trading routes. Fifth, South Sudan’s
neighbours also have political problems and conflicts which spill over to
South Sudan (from Uganda, DR of Congo, and the Central African Republic,
but to a lesser degree also from Kenya and Ethiopia), thereby affecting agri-
cultural production and trade. Sixth, international agreements are of great
importance for South Sudan but are not yet concluded (for a fair Nile waters
distribution, and for a fair and effective cooperation in regional economic
communities, like the East African Community /EAC).

The burden of history explains a lot of mistakes and disappointments, but
the new state has to move to a sustainable development path. For South Su-
dan all this history means that the Sudanese growth model, the Sudanese
characteristics of development administration and the Sudanese model of
economic governance have to be overcome as they have led to and have
perpetuated the known social, political and economic exclusion effects. Only
marginal references can be found in the Sudanese development strategies and
in the Sudanese development plans to the issues of the South while the major
Regional Development Plan of 1979 for the South (handled at that time by
the autonomous government for the South) never took off. Lack of transpar-
ency on government policies being relevant for the South, neglect of human
resource and infrastructure development in the South, a trend of ad hoc deci-
sion making from the side of the central government towards the South, and
lack of control about financial resources and entitlements of the South (most-
ly allocated as grants from the central government and only partly generated
from within the autonomous region) were major problems in the South. As
there was no chance to impact on central government decisions in Khartoum,
the autonomous region was like a last resort of hope at participation. The sub-
division of the autonomous region by President Numeiri had therefore serious
consequences, and together with other factors (discovery of oil in the South,
building of the Jonglei Canal, “divide and rule” policies affecting the co-
existence of ethnic groups in the South) led in 1983 to the Second Sudanese
Civil War. Implementation of development programmes in the South could
never be evaluated and adjusted in the short periods of peace. The South had



10 Unit 1: Sudan and South Sudan — The Need for Strategic Cooperation

only two peace periods: 1972 - 1983 and 2005 - 2011. Both periods saw an
initial phase with optimism and constructive policies and a second one char-
acterised by lack of trust and increasing pessimism). In both periods an own
growth model, based on its huge agricultural resources, could not be devel-
oped in the South, although in the first peace period the Regional Develop-
ment Plan of 1979 and in the second peace period, the transition period to the
referendum, a Growth Strategy (see GOSS 2010) and the foundations for a
First Development Plan (GRSS 2011) were laid out.

However, the situation in South Sudan with regard of economic govern-
ance (and also political governance in more general terms) is more difficult
as governance in the South Sudan region was contested already since the
1970s by the international aid business which was setting their own priorities
and implementation modalities. The situation has not improved in this respect
and the weak South Sudan state is operating more or less exclusively in the
oversized security sector (see Grawert 2007 on the history of contested gov-
ernance in South Sudan), while social services delivery is largely in the hands
of the international aid business. Another severe limitation in South Sudan is
the heritage of post-colonial state-building in terms of traditional (ethnic-
based) rule: in the ten states of South Sudan counties after counties are creat-
ed and based on tribal and ethnic criteria, thereby preventing a more open
state formation at local levels (CODESRIA 2010) with economic interac-
tions, immigration from other regions in South Sudan and exchanges of
goods, services and factors. This has implications also for the widely prac-
tised land deals as the local governments make their own land lease business-
es (largely without any control from higher state levels). The extent of such
deals is huge, but the conditions of leases are not transparent, and such trans-
actions are concentrated in the most fertile areas (NPAID/Norwegian Peo-
ple’s Aid, 2011; The Oakland Institute 2011), cultivable land which would be
needed for providing food security in South Sudan. Food insecurity has in-
creased since 2006 despite of proclaimed action from the side of the govern-
ment — which is presenting ambitious agriculture and infrastructure develop-
ment plans. The reason for this regression is obvious: increasing conflicts
(conflicts at the international border and in border-states and natural re-
sources- and ethnic-based conflicts) lead to food insecurity, while lack of
progress in agriculture production and distribution leads to conflicts.

Some positive steps of state building were taken in the first few years of
the first peace period after 1972 but since 1977/78 the situation changed, and
the Regional Development Plan of 1979 never got a chance for implementa-
tion. Various crises (Jonglei Canal dam, Chevron oil discovery, VP General
Joseph Lago and political division in the South, macroeconomic imbalances
spilling over from the North, lack of regular finance for the South, discussion
and introduction of Sharia law, etc.) signalled the upcoming end of peace.
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Also in the first few years of the second peace period - from 2005 to 2011 —
some developments went in the right direction. South Sudan was starting to
move from humanitarian assistance and a war economy to disarmament,
rehabilitation and reconstruction (DRR), but soon the steps towards a deeper
development of agriculture and infrastructure stalled. The utilization of the
huge agriculture potentials was blocked by security considerations (an in-
creasing number of conflicts on natural resources, like land and livestock,
and because of unsolved political issues in border regions, and many rebel-
lions against the central government and the supposed “Dinka predominance”
in the army and the central government), and even the disarmament process
was stopped. This pattern of conflict has even gained momentum after inde-
pendence of South Sudan in July 9, 2011 (see Jok 2013).

On paper a Growth Strategy (GOSS 2010) and a Development Plan
(GRSS 2011) were presented, probably with the good intention to implement
these proposals and recommendations in South Sudan. But mistrust about the
way of calculating the South’s share of oil revenues by the central govern-
ment in the North, power struggles among the South Sudanese political and
military elites, lack of political and economic governance, financing needs
for an oversized security sector, rumours about the intentions of the North
with regard of the handling of the Population Census and the conduct of the
Referendum, and conflicting economic and commercial interests among the
power elites of the South with regard of a rapid oil and minerals exploitation
and large-scale land leases changed the situation to the negative side. The
Tamazuj (“intermingling”) states along the border in the North and in the
South continued their cooperation to some extent (the governors of the bor-
der-states in the South and in the North met regularly and made recommenda-
tions to the central governments in Khartoum and Juba, and even started on a
modest scale Unity Fund Projects). This cooperation ended with independ-
ence.

The year from the independence of July 9, 2011 to July 9, 2012 has
brought for both Sudans further tensions and an aggravation of the conflicts,
caused by the deadlock in negotiations on the open CPA and separation is-
sues, the stop of the oil production in the South, the destruction of the oil
production facilities in Heglig (north of the border) by the South, and the
bombing of facilities in Unity State by the North. Increasing conflicts in the
three regions (Abyei, Blue Nile State and South Kordofan State) spilled over
to the South and to other states in the North. Observers of the situation in
Sudan and South Sudan (see Lesley on Africa, 2012) argue that politicians in
both states of the Sudan have completely abandoned the idea of a develop-
ment policy in the interest of the people as they behave consistently at the
expense of the survival interest of their populations. The political calculus
within narrow circles of the political and military elites is only related to the
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way of how to destabilize the other regime. Even military attacks are part of
the game and obviously a political calculus is practised by the elites on both
sides to preserve power in the home country, to avoid the merger of opposi-
tion forces against the regime, and to continue with a war economy as it al-
lows it to keep intact the oversized security sector in both countries and the
related distribution of resource rents. The stop of oil production in January
2012 in South Sudan led to a sharp reduction of foreign exchange reserves
and savings, to large-scale leases of fertile land and the sale of licences for oil
and minerals exploration, but also to new forms of external indebtedness in
relation to new international actors (like China and Qatar) by mortgaging
untapped oil resources for current government finance. The political situation
also lead to the proliferation of highly unrealistic plans, such as building as
quickly as possible alternative pipeline routes to Lamu, Kenya or via Ethiopia
to Djibouti, and new railway lines to Mombasa and other places (in Uganda
and Tanzania).

The fate of Sudan and South Sudan cannot forever be locked into a sys-
tem of conflicts and wars, unsustainable growth, a climate of mistrust, weak
governance institutions, non-inclusive development strategies, lack of eco-
nomic incentives to develop productive sectors, further degradation of the
environment, and the prevalence of strong incentives among power elites to
go for war, rebellions and conflict. The danger is great that the tensions be-
tween Sudan and South Sudan lead to a new and probably a very long period
of conflict and economic decline, if it is not possible to move quickly towards
a Strategic Framework for Economic Cooperation (SFEC) between the two
states, a framework that is beneficial to both states and that is also changing
the inherited growth model in the North and in the South, the traditional
characteristics of development administration and the inadequate structures
of economic and political governance. Sudan has never come up to imple-
ment its proclaimed visions, strategies and plans, and the risk is great that
South Sudan will follow this path. Against this background of failed devel-
opment initiatives, and because of increasing disappointment and disillu-
sionment on the side of the people in both Sudans a Strategic Framework for
Economic Cooperation (SFEC) between Sudan and South Sudan was pre-
sented Wohlmuth 2012), based on new economic policies in the two coun-
tries. It is assumed that new macroeconomic policies and drastic structural
changes in both Sudans and mutual political and economic commitments
from both sides are in the interest of both countries and especially for the
people. A win-win situation will be created.
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2 The Contributions

The two contributions in this Unit highlight the complexities of macroeco-
nomic policy formation in Sudan and in South Sudan. Both groups of au-
thors analyse the development of economic strategies and of macroeconomic
policies in these two countries as only analysis of the historical context of
economic policies reveals the constraints in macroeconomic policy for-
mation, such as the interest groups at work and the socioeconomic back-
ground of policies.

The three authors Mosllem Ahmed Alamir, Ebaidalla Mahjoub Ebai-
dalla and Saef Alnasr Ibrahim Mustafa present a paper on the Macroeco-
nomic Policy Formation in Sudan after the Secession of the South. While
it is a main purpose of the study to identify the consequences of the secession
of South Sudan for Sudan’s macroeconomic management, the study also
highlights two important periods of macroeconomic policies, especially the
1970s with the oil price shocks and the period since 1999 up to 2010 when
Sudan started its oil exports. There is also an analysis how Sudan used the oil
revenues and how the country has managed its oil wealth. Then an analysis of
the macroeconomic management after the secession of the South Sudan is
presented. The study has an interesting methodological approach as the au-
thors discuss the reaction of macroeconomic management to economic
shocks. How was the reaction to the oil price shocks in the 1970s (first
shock)? How was the reaction to the starting and on-going oil boom, a shock
for the macro-management because the institutions in Sudan were not pre-
pared for managing the oil revenues properly (second shock)? And, how was
the reaction to the secession of the South Sudan, a shock to Sudan because of
the loss of 75 per cent of its oil revenues (third shock)?

There are many studies available to give evidence on the reactions of Su-
dan to the first shock. The country reacted to the oil price shock by designing
a new development strategy which was very ambitious — the Sudan should
become a large-scale supplier of food and agricultural products to the oil
exporters in the Near East (the label “Breadbasket Strategy” is also used in
more recent times by politicians in Sudan and in South Sudan to advertise to
foreign investors on their huge agricultural resources). The three authors
highlight the main developments in macroeconomic management during
these years. The increasing macroeconomic instability is analysed in detail.

The reaction to the second shock, the steep increase of oil revenues in
1999 in a context of fiscal and monetary institutions not being prepared for it,
was also highly inappropriate. The policymakers were soon confronted with a
serious dilemma situation. The on-going civil war requested enormous fund-
ing for the military, while a future-oriented and macro-economically sound
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use of the oil revenues would have demanded a specific development policy
for the non-oil economy so as to protect agriculture and traditional export
sectors. The start of the conflicts in Darfur (2003) was a new factor which led
to a diversion of the oil revenues from development to war. While political
and macroeconomic instability prevailed before the oil boom started in 1999,
the escalating oil revenues brought new problems. The authors show that
substantial economic policy changes were envisaged (from fiscal federalism
to increasing development expenditures), the difficult political situation in the
country prevented a success of the Medium-Term Financial Adjustment and
Structural Reform Program/MTFASRP covering the years of 1997-2011,
which was negotiated with and monitored by the IMF. The main objectives
could not be realised (macroeconomic stability, private sector development,
confronting post-conflict challenges, and poverty reduction measures). While
the fiscal situation prior to the CPA was relatively stable, the CPA requested
additional funds in accordance with the treaty provisions. Any fiscal space
was lost quite soon after the CPA. The Oil Revenue Stabilization Account
(ORSA) was used up fully for consumptive purposes. ORSA could have
played a strong role to facilitate macroeconomic management after the seces-
sion, but no funds were left to manage the loss of public revenues and foreign
exchange after 2011.

The reaction of the policymakers to the third shock was inadequate. Alt-
hough strong austerity measures were undertaken, credibility in such
measures from the side of the population was not there. This led to demon-
strations, to further political instability, and to repression from the side of the
regime in Khartoum. The political situation sharply deteriorated. The con-
flicts in the Three Areas intensified after the independence of South Sudan
(in Blue Nile State, in South Kordofan State, but also in Abyei, where a con-
sensus on the status could not be found yet). Other conflicts at the interna-
tional border and in border-states north and south of the border also contrib-
uted to the climate of near war and conflict of varying intensity. The authors
make it quite clear that all these shocks have can tell a similar story. Macroe-
conomic stability is possible only if a political consensus is found towards
peace and development, if economic interest groups are part of a dialogue
forum between the government and the business sector, and if the institutions
for macroeconomic policy formation are continuously adjusted to the global
and regional environment.

The analysis by the authors shows that Sudan has immense potentials to
become an emerging economy, by reaching sustainably high growth rates
through using agricultural resources and exploration of minerals, but good
governance of the revenues from agriculture, agro-industries and from miner-
als is also a necessary precondition for this to happen. A medium-term plan-
ning and fiscal policy framework has to be used and implemented. However,



Wohlmuth: Sudan and South Sudan — An Introduction 15

inefficient macroeconomic management, lack of inclusive economic policies,
lack of implementation of development plans, and long internal conflicts
hinder the country to effectively utilize its resources. Therefore, the authors
recommend policies to lay the economic foundation for a diversified, inclu-
sive and sustainable development path. Successful policies require that politi-
cal and technical issues are addressed competently and that resources are
managed well by a committed bureaucracy and political class. However, it is
necessary to invest into the “owners” of the resources, what requires that
measures are undertaken for employment creation, the establishment of social
safety nets, and programmes for poverty reduction. The paper suggests that
Sudan’s new strategy should focus on overcoming the legacies of long inter-
nal conflicts (and prolonged now by conflicts with South Sudan) and on
building the economic foundation for a diversified economic structure and an
inclusive growth process. To address these long-standing structural rigidities,
Sudan needs policy measures that emphasize fiscal discipline and stable
monetary policy along with underlying structural, social and political re-
forms.

In the second paper with the title Macroeconomic Policy Formation in
South Sudan: Building Fiscal Management the authors Asha Abdel
Rahim and Dirk Hansohm study the role of fiscal planning for the recon-
struction and development of South Sudan. South Sudan has got its inde-
pendence on July 9, 2011. It is a least developed country, a post-conflict
country, a country without access to the sea, a country which is dependent on
the oil exports (with up to 98 % of the foreign exchange earnings. Tax reve-
nues are still very small, as resource revenues dominate the budget. It is a
country with a huge security sector (army, militias, intelligence service, and
various police troops) which claims the greatest share of the country’s finan-
cial resources. It is a country in which international donors play a fundamen-
tal role in supplying humanitarian assistance (because of food insecurity and
because of many refugee camps) and in providing social services to the rural
population (because of the neglect of such services by the own government).
It is a country with vast agricultural resources although these are not exploit-
ed yet. It is a country in which minerals exploration, oil and gas exploration
and land leases play a dominant role. Therefore, Resource Curse and Dutch
Disease effects are dangerous consequences of the growth model, threatening
the development of agriculture and manufacturing sub-sectors. South Sudan
is because of its geography dependent on (and even vulnerable with regard
of) neighbouring countries as oil transit to Port Sudan harbour in Sudan and
the transit of import and export goods are done via Kenya and Uganda. It is
also a country with weak institutions and a still unfavourable investment
climate. It is a country with widespread prevalence of corruption and bad
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governance. All the social, political, economic and structural indicators and
as well the governance indicators are unfavourable. Because of the long civil
wars form 1955 to 1972 and from 1983 to 2005 the structural transformation
in the country was blocked. The country has a subsistence agriculture sector
with very low productivity and a negligible manufacturing and crafts sector.
Imports of food, and of industrial goods and services prevail. Details are
presented by the two authors in the paper on South Sudan.

In this country context the authors study in great detail the role of fiscal
planning and of fiscal policy. Medium-term fiscal planning is of great rele-
vance for a country which aims at setting priorities for public expenditures
and public revenues. Especially because of the dependence on oil revenues
South Sudan has to consider the benefits of medium-term fiscal planning.
Medium-term fiscal frameworks can help towards restructuring budgets and
allocating public revenues towards non-oil production activities and non-oil
incomes in the form of taxes and duties. Medium-term fiscal policies will
enable the country to plan for public expenditure restructuring away from
consumption to investment, from salaries and wages to productive inputs and
infrastructure, and from defence/security to peace and development-related
expenditures.

The authors have developed a specific methodological approach in order
to study the issues of fiscal planning. First, the initial conditions of the coun-
try are identified, as the preconditions for development determine the frame-
work for fiscal planning. The many constraints on development have to be
analysed first so as to be able to use planning instruments fully, like the
Growth Strategy and the new Development Plan and then the Medium-Term
Fiscal Framework. Although macroeconomic policy formation is covering
monetary, fiscal and exchange rate policies as well as other policies, the pa-
per focusses largely on the processes and the quality of fiscal management in
the country. Therefore, the state-building process in South Sudan, the fiscal
planning process, and the fiscal management of the oil revenues matter most.
The new fiscal planning instruments and their relevance for a country like
South Sudan are discussed and evaluated. State-building, medium-term fiscal
planning and fiscal management of the oil revenues are interconnected issues.

South Sudan has to learn the lessons from other countries, as the Sudan
did not manage wisely, consistent and future-oriented the oil revenues so that
nothing can be copied from these experiences. The problems for South Sudan
may be even more severe than for Sudan because of the lack of experiences
in negotiating contracts, the weakness of government institutions and agen-
cies, the lack of infrastructure development, and the extent of security-related
expenditures. All these factors may limit a control of the oil revenues and
their use for development (see also Hickel, Jason, 2012). Progress in dis-
armament, demobilisation and reintegration (DDR) was very limited in south
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Sudan so that the risks for the budget and for reconstruction and development
are exorbitant. In order to sustain the huge army, militia, intelligence and
police forces a dominant share of the public revenue is used. The DDR pro-
cess is getting even more complicated because of the on-going conflicts with
Sudan and the many internal conflicts. Growth has slowed down through the
years 2009-2011, and the stop of the oil production meant a further reduction
of growth. This is completely in contrast to developments to be expected for
a post-conflict country after a peace agreement and being supported so much
by international aid. As oil reserves may be used up by 2035 the time availa-
ble for structural transformation and for restructuring the economic institu-
tions through finance from oil revenues may be indeed limited.

The authors point out that institutions and measures at institution-
building play a great role. Although some agencies function well, like the
South Sudan National Audit Chamber (SSNAC) or the National Bureau of
Statistics (NBS), many other institutions do not work well. While SSNAC
makes a good job in presenting evidence and recommendations, the response
to critical evaluations of government financial affairs from the side of those
concerned is highly unsatisfactory, as nothing is done to improve on the men-
tioned issues. The great number of offices, agencies, commissions, ministries,
administrations, and departments - at all government levels - contribute to the
lack of transparency. It is more for employment creation purposes and as tool
to prevent inter-ethnic conflicts in government. However, these measures
have neither raised effectiveness of government nor have they reduced con-
flicts (see Jok 2013). Some offices are imaging concern about important
issues, like the South Sudan Anti-Corruption Authority (SSACA), but the
output is insignificant. The authors give also other interesting examples about
a huge, but inefficient bureaucracy.

Even in the context of fiscal planning various institutions overlap — these
are ministries, departments, commissions, and evaluation and monitoring
agencies. Another major problem identified by the authors is the concept
used for medium-term fiscal planning in a country like South Sudan. Most of
the planning methods are relevant for Western countries and these are not so
easily to be transferred to a least developed country — because of gaps in
human resources, organisational differences, different reward and incentive
systems, and communication problems. The new public management (NPM)
approach as pushed by international donors has not been relevant as there
have been high demands for complementary reforms in many areas at the
same time. This was not realistic and still is not. It is argued that these in-
struments can only be applied in a post-conflict economy like South Sudan
with considerable adaptations and on the basis of incremental improvements.
The authors request an incremental strategy based on own resources and the
development of feasible policies and strategies. For all this to work, the con-
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stitution, the fiscal federalism, the structure of the fiscal administration, and
the whole budget cycle matter. A main outcome of the study is that the
“downstream” budget functions (budget execution) are not working well
while “upstream” budget functions (budget preparation) have improved con-
siderably. Upstream functions are done by a small number of experts, while
downstream functions require skills and capabilities at multiple levels, also in
the states and counties.

While Public Finance Management (PFM) is built up, the basis for prop-
er working is a functioning coordination of all government levels and an
adequate financing of their respective tasks. Neither coordination nor finance
issues have been improved in recent times. The states in South Sudan are not
equipped with the funds they need to fulfil the tasks allocated to them accord-
ing to the wording of the constitution (health and education services, etc.).
Transfers to the states are not regularly made and they are even reduced in
times of crisis (as it was after the stop of oil production and the loss of oil
revenues since January 2012). Oil revenues and aid funds have to be man-
aged properly by instruments of PFM. This is not only a management task,
but also request political will and leadership. The paper brings out that both
sources of revenue (oil and aid) are not well managed. A medium-term out-
look is not included, coordination between providers and users of funds is not
guaranteed, budget discipline is not strong enough, and boom-bust cycles in
revenues are not considered. Aid funds and mineral rents are not yet ade-
quately covered in PFM, and synchronisation with macroeconomic policy is
not functioning. A medium-term planning approach for fiscal policy has to be
used and implemented for oil and aid flows, and this is necessary in the con-
text of development planning for all the productive sectors of the economy.

The authors present in great detail the history of public finance reform,
the fiscal policy strategies, the fiscal policy designs and the process of policy
formation. Also the institutions and actors are analysed in their functions and
attitudes. A key finding of the study is that for South Sudan the establishment
of organisations, laws and regulations is not sufficient to change macroeco-
nomic policy-making and fiscal policy-making if the institutions are not em-
bedded into the society, politics and economy. Furthermore, the existing
institutions and human capabilities are not compatible with the practice of
implementing sophisticated and demanding reforms in a short period of time.
Instead, these reforms create a wide imbalance between the formation of
organisations and their institutional grounding. Instead of international 'best
practice' models, a gradual process of learning, prioritization, and sequencing
is called for in the study.
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The Strategy
Towards a New Economic and Social Policy for Sudan and South Sudan

Five elements matter in order to support development in Sudan and south
Sudan. Policy recommendations are quite similar, although development
level and resources endowment are different.

First, macroeconomic stability has to be provided. Fiscal deficits and
current account deficits, high and accelerating inflation rates (especially food
price inflation), weakening local currencies, increasing unemployment rates
(and the more so youth unemployment rates), and increasing income inequal-
ity measures have to be mentioned for Sudan, and to some extent also for
South Sudan (AEO/African Economic Outlook 2013, Internet Version:
http://www.africaneconomicoutlook.org/en/). Macroeconomic instability has
become a problem for Sudan after the independence of South Sudan on July
9, 2011 because of the 75% loss of oil revenues and the need for harsh auster-
ity policies but it was already an aggravating problem after signing the CPA
as demands for financial transfers to the South increased sharply and because
of the escalating Darfur civil war. Macroeconomic instability is also a prob-
lem for South Sudan, despite of the high oil revenues potential. Structural
problems (weak macroeconomic policy institutions, a weak finance and
banking system, insufficient agricultural production, import dependency for
food and industrial goods, and widespread food insecurity because of internal
conflicts) lead to food price inflation, to pressures on the local currency and
to fiscal and monetary control problems. Because of the stop of oil produc-
tion in January 2012 by the government of South Sudan the macroeconomic
instability problems were even aggravated in both countries and they are still
severe. Most of the problems are structural so that macroeconomic institu-
tions have to be rebuilt and strengthened. Both countries need to manage
better their mineral rents (especially oil revenues) and have to protect and
develop the non-oil economic sectors as a base for tax revenues. Cooperation
between the two countries will definitely help in achieving macroeconomic
stability in both countries (Wohlmuth 2012).

Second, a medium term public finance framework is needed for both
countries, especially so because of the high volatility of oil revenues and the
low importance of non-oil exports and non-oil revenues. Such medium-term
public finance frameworks are not in place, and there is no Permanent
Fund/Permanent Income approach at work to smooth the expenditures from
the volatile oil revenues towards stabilization and long-term development
objectives. The problem is more severe now for South Sudan as the country
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has to manage wisely the oil revenues up to 2035 — for generating savings for
future incomes, for allocating priority expenditures to key sectors (like edu-
cation and health) and for establishing elementary social safety nets on the
basis of direct cash payments (to be taxed) to the people of South Sudan (see
on such a distribution of oil revenues Hickel, Jason, 2012). Also Sudan has to
move in this direction; gold mining, oil and gas exploration and production
and exploration and production of other minerals request as well a similar
future-oriented policy on mineral rents. Also for macroeconomic stability
such “funds for the future” based on minerals rents are important to smooth
expenditures. All this can only work if - by establishing a medium-term fiscal
framework and adhering to it politically — the major expenditure items (secu-
rity and defense, subsidies, and wages and salaries) can be brought under
control while improving the tax structure and the tax administration (by em-
phasizing tax revenues over revenues from resource rents). The extremely
high cost of “security” in both countries (claiming up to 70 per cent of the
expenditure) can only be reduced by ending conflicts on the borders and
internally and by preventing new conflicts. The high subsidies for food and
fuel and the high payments for wages and salaries have also to be brought
under control. Cooperation between Sudan and South Sudan will be helpful
in laying the foundations for a strengthening of medium-term fiscal planning
(Wohlmuth 2012).

Third, a redirection of exports towards non-oil products is needed in
both countries. However, the time since January 9, 2005 (Comprehensive
Peace Agreement) was not used in the two countries for generating non-oil
exports. Despite of the huge agricultural resources and agro-industrial oppor-
tunities, both countries are still large-scale food importers (and need as well
humanitarian food assistance for millions of people in both countries). Both
countries are considered as potential breadbaskets because of the rich en-
dowment with agricultural resources, like cultivable land, livestock, forest
cover and fishing grounds. However, a redirection of exports towards non-oil
products requests a new course of action based on integrated policy frame-
works. Three issues are important in this context. First, it is necessary to
support linkages between agriculture and agro-industries (input industries and
processing industries). Second, it is necessary to support specific agricultural
and agro-industrial value chains with high potential for import substitution
and export development. Third, it is necessary to support specific export
products by strategies to convert comparative advantages into competitive
advantages (with long-term strategic measures). While Sudan can support
import substitution (with regard of sugar, wheat, and oilseeds) and the devel-
opment of new export products (like processing Gum Arabicum to products
for various industrial uses), South Sudan can benefit from exploiting in a
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sustainable way livestock resources, forest cover, and fishing grounds. Both
countries need to work on a smooth process of finalizing World Trade Organ-
ization/WTO membership negotiations and on steps towards further (effec-
tive and non-overlapping) regional integration steps. Trade and industrial
policies have to be streamlined towards a continuous support of these new
(non-oil) export branches. Cooperation between the two countries in trade
policies is important as the border-regions are very rich in these resources.
Most important is however the promotion of non-oil exports by smoothing
public expenditures which are based on volatile oil revenues. While the South
Sudan has to do this for oil revenues, Sudan will also have to consider the
revenues form gold mining and refined gold exports. Requested is nothing
less than a permanent income approach so that also future generations can
benefit from these non-renewable resources. Science, Technology and Inno-
vation (STI) policies are important for linking agriculture and agro-industries,
for strengthening agro-industrial value chains and for converting the compar-
ative advantages into competitive advantages (Wohlmuth 2013). It is also
necessary to support local manufacturing of agro-industrial products in the
states what requires that strong federalism is built up by adequate financing
of such a production base and by infrastructure development programmes to
link the production centers of the states. Blueprints for such a strategy are
available but it is important that determined action takes place in this direc-
tion.

Fourth, effective social safety nets are needed to protect the poor and
the poorest, but also the middle class which became impoverished in recent
years, as the available rudimentary social security and social safety systems
have rather deteriorated. Public interventions in health and education sectors
as well as towards the functioning of the labour market were highly ineffi-
cient and ineffective, and macroeconomic policies were not pro-poor. In the
1990s also the middle class of Sudan suffered from cost recovery measures in
health and education. Also food price increases and fuel price increases in the
2000s eroded the income potential of the middle class. Poverty rates escalat-
ed in the North and in the South. The uneven distribution of incomes between
states (horizontal inequality) and between income classes (vertical inequality)
was becoming another issue. Youth unemployment and overall unemploy-
ment rates have increased rapidly. Most important, the social security system
is only covering few percent of the working force and of the population,
while direct poverty alleviation programmes only reach few percent of the
poor and the poorest. Health and education institutions are often out of reach
of the poor and of the poorest. This is also the case with the Islamic anti-
poverty programmes (as these are programmes with high administrative
cost). Allocation of public funds for health and education has further declined



22 Unit 1: Sudan and South Sudan — The Need for Strategic Cooperation

in recent decades (as a share of the GDP and of overall public expenditures).
Because of the importance of such expenditures for productivity increases,
labour market mobility was affected negatively also from this side. Macroe-
conomic policies were not pro-poor because of the inappropriate allocation
and the unplanned use of oil revenues (mostly spent on security and defense,
administration, wages and salaries, irrigation projects and dam-building).

New policy directions are therefore needed for South Sudan, using oil
revenues for cash transfers to support the children and the women, for public
works programmes, and for allocations to the poor and the poorest, but also
for key projects in education and health sectors. Sudan has to redirect funds
from untargeted food and fuel subsidies and from defense and security ex-
penditures towards establishing social safety nets, public works programmes
and broad-based labour market intervention programmes, but also revenues
from oil production and from gold exports can be used for this purpose. So-
cial safety nets will also help to make macroeconomic policies more effective
as income stability over time is promoted by such measures. Public works
programmes may help in both countries to address the growing problems of
unemployment of the youth; food assistance programmes can be combined
with them for improving the preconditions of agricultural production. Sudan
has gained a successful history of such works programmes in the 1970s and
1980s.

Fifth, effective reductions of horizontal and vertical inequalities are
requested but the reality in both countries is that the regional imbalances and
the income inequalities have rather increased since the CPA of 2005 and
since the Independence of South Sudan. This has repercussions on political
and economic stability in both countries and on the perspectives of coopera-
tion between the two countries and in the border-belt states north and south
of the new international border. An important policy to address the horizontal
inequalities is the strengthening of the system of fiscal federalism (the way of
financing the federal state, the states and the counties as well as the social
security systems) so as to create viable local economic units which are fi-
nanced regularly by central transfers. Combined with a bottom-up growth
strategy, which is based on the mobilization of the local resources, the en-
dogenous growth potential can be developed. Examples of “growth diagnos-
tics” studies for some states in the north and in the south show that it is feasi-
ble to develop adapted local growth strategies by identifying the binding
constraints to growth (either lack of readiness to invest in a particular area or
a lack of finance sources and credit, or problems with availability of human
capital and infrastructure needed for productive activities, or lack of institu-
tions or lack of security). Many reasons can impede local growth so that a
realistic and adapted package of support is needed. Central transfers have in
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the past played a role to punish and to reward local politicians and local eth-
nic groups, but were not used as an instrument of development. The central
transfers were not based on the level of poverty and the potential for econom-
ic development but were allocated on the basis of a fixed sum and a share
proportional to the number of people in the state. Regrettably the payments
often were done irregularly. The same formulae for allocating central trans-
fers is applied now in South Sudan, and the same type of reward/punishment
system is in place as in the North.

Vertical inequalities as well can be addressed by determined policy ac-
tion — the taxation system and the subsidy system play a crucial role as vari-
ous income sources are not properly taxed, mainly real estate and direct in-
comes, while non-targeted food and fuel subsidies favour the well-off people.
Some small producers and traders are overtaxed as a myriad of taxes and
duties affects their production and trading activities. Social safety nets and
cost recovery policies have to be revised in order to change the (vertical)
income distribution. In Sudan and in South Sudan the strong presence of
privileged military and security officers and a well-paid class of political
actors protect their incomes at the expense of other income earners. Cash
income transfer payments and public works programmes are helpful to
change the income distribution patterns towards the poorer segments. How-
ever, most important is the context of food insecurity and violent conflict in
the two countries. In Sudan and in South Sudan violent conflicts generate
widespread food insecurity while food insecurity leads to new waves of con-
flict. Demand for international human assistance has increased in both coun-
tries since 2006 (immediately after the CPA). Therefore, the major forces at
work in generating conflicts have to be eliminated (such as horizontal ine-
qualities, economic incentives to rebellions, and the lack of institutions for a
broad participation of the people in governance mechanisms). A combination
of policies to redress horizontal and vertical inequalities is feasible for both
countries, but this requests a holistic and a long-term approach.

A Strategic Economic Cooperation between Sudan and South Sudan is
needed

Successful negotiations on the Post-CPA and Separation Agendas are only
the first important step towards a Strategic Framework. Ten cross-border
policy areas are of importance and have to be addressed as components for a
Strategic Framework (see Wohlmuth 2012). Five programmes are Core Pro-
grammes as they will change the growth model of the two Sudans, while five
other programmes are Supplementary Programmes as they will support the
implementation of the Core Programmes (Wohlmuth 2012). The five Core
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Programmes and the five Supplementary Programmes have to be looked at as
integrated and interlinked programmes.

Of first priority is core programme one - a Border-States Development
Programmes for Sudan and South Sudan. An integrated development pro-
gramme is needed for the five (now six) border-states in the North (Southern
Darfur, now southern Darfur and Eastern Darfur, Southern Kordofan, White
Nile, Sennar, and Blue Nile) and the five border-states in the South (Western
Bahr El Ghazal, Northern Bahr El Ghazal, Warrap, Unity, and Upper Nile),
plus the contested area of Abyei. Such a programme is needed because of the
economic and political interdependencies, the cross-border effects of hori-
zontal inequalities, and the development opportunities associated with an
integrated use of resources in the area. The huge potential of natural re-
sources in the area (see Saeed 2010) can be ideally combined with the human
resources potential to the benefit of both countries, for peace and develop-
ment. Such a border-states development programme will contribute consider-
ably to the generation of tax and non-tax revenues and foreign exchange
earnings, so that the harsh austerity policy could be modified and softened.
Although in the transition period (2005 — 2011) some few attempts in this
direction were made (Tamazuj States Initaitve/TSI), with coordination meet-
ings of the governors of the Tamazuj states and some development projects
launched with funds out of the Unity Fund, nothing sustainable came out of
this in terms of economic cooperation after the separation of the South. The
meetings of the governors highlighted the issues and they reported their rec-
ommendations on security, economic, social and political issues to the central
government in Khartoum and to the autonomous government of South Sudan.
There was also an attempt to develop common programmes and projects by
using finance from the Unity Fund. Most of these attempts have however
failed, and a new approach in this direction is therefore needed. The African
Union (AU) pressured in their mediation efforts since 2012 to make the
Abyei area a centre for cooperation between the two countries, with parts of
oil revenues of the Abyei area to be used for development projects in the
surrounding areas in the North and in the South. The problem of the Abyei
elections and the final status of the area are still unresolved issues.

A Development Commission for the Border States (DCBS), including
public sector, private sector and civil society representatives from the ten
(eleven) states and from Abyei area, should be formed to develop common
platforms for the development of the regional economy on the basis of a
“soft” border regime. Earlier, a Border States Security, Cooperation and
Development Commission (BSSCDC) had been proposed to work on visions,
development plans and action plans, but also on operational programs and
concrete projects for the area (Saeed 2010, Wohlmuth 2012). There should be
functional committees (looking at security, trade, investment, taxation and
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customs, agriculture and agro-industries, crafts, pastoral management, infra-
structure, water, energy, environmental issues and climate change adaptation,
etc.), and there should be also committees looking at particular products (like
oil and gas, other mineral resources, particular agricultural and livestock
products, such as cereals, tree crops, oilseeds, meat, etc.). The assembly and
the committees of the DCBS should be supported by sufficient staff and by
highly qualified technical experts (to be funded by the oil revenues generated
in the border region). Such an organization (headed mainly by regional poli-
ticians, businessmen and civil society representatives from the North and the
South) should have a clear mandate for specific policy areas, and so could
contribute to the development of both countries — Sudan and South Sudan.

A “soft” border regime, to allow for an easy transit of people, livestock,
goods, services, and labour, would be a great chance for the area to reach
peace and development. Most of the problems that generate now the conflicts
in the area (conflicts because of lack of participation in governance, conflicts
because of horizontal inequalities, conflicts because of economic incentives
for rebellions, and conflicts because of intensified competition for natural
resources) can be eased by cooperation and by allowing such movements of
people, livestock, services, goods, and labour. Taxation, customs and admin-
istrative issues and any upcoming conflicts can also be solved by such a De-
velopment Commission for the Border States (DCBS) — by exchanging in-
formation, by discussing issues with conflict parties, by preventive action,
and by coordinating the identification, funding and execution of related pro-
jects and programmes. Some pooling of resources from the two central gov-
ernments and from international donors would be possible and would be
helpful, as well as mobilizing additional sources of finance emanating from a
new oil revenues sharing agreement between the two Sudans to the benefit of
the border region. Development assistance and humanitarian assistance could
be initiated, targeted and executed for the whole border region in the context
of a Cross-Border Assistance Framework (CBAF). Cross-border public
works programmes could become a useful instrument for peace and devel-
opment.

Strategy formation is needed alongside the earlier mentioned and dis-
cussed tasks and issues (prior to independence of South Sudan): Security and
Disarmament, Demobilization and Reintegration/DDR; Food Security and
Agricultural, Forestry, Fisheries, and Livestock Development; Employment
Creation and Improvement of Labour Conditions; Human Development;
Water, Hydropower and Energy Development; Environmental and Climate
Change Adaptation Policies; as well as Policies on Oil Concessions, Oil In-
dustry Development, and on Oil Transport. A major task of the DCBS would
be to work out studies for “growth and employment diagnostics” and “pov-
erty alleviation and nutrition status diagnostics” for the states, localities and
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counties in the area (along the lines of the already available studies for Upper
Nile State, Western Bahr el Ghazal State, Blue Nile State and South Kordo-
fan State). These studies for the eleven states and Abyei area should become
the basis for cross-sector and cross-border support programmes. Bottom-up
and top-down development programmes could be merged and implemented
effectively.

Implementation of the new development strategies for the border-region
— the Border-States Development Programme (BSDP) - should be monitored
closely by the governments of the ten (eleven) states and by the Abyei ad-
ministration but also by the civil society and by private business sector in the
form of dialogue forums to be initiated at various levels. Such development
strategies and programmes can be financed by regular own revenues of the
ten (eleven) states and Abyei area and by Common Funds (to be financed by
central governments after a new oil revenues sharing agreement has been
concluded between the two Sudans and by the oil funds of the oil-producing
states at both sides of the border after negotiating with their central govern-
ments a fair share of the locally generated oil revenues), to which also inter-
national donor funds could contribute. DDR programmes when financed by
such Common Funds can help to integrate the former officers and fighters of
militias, rebel groups and official and unofficial armies into training and
employment programmes, especially so in the form of new type Public
Works Programmes (PWPs) which may have lasting impact on infrastructure
development. Economic incentives for rebellions could be removed thereby.
Horizontal inequalities can also be reduced by such steps. Local governance
and governance in the whole border-region will be improved and so the
broader participation of the people will further peace and development.
Training, vocational education, information, extension and research centres
have to be located in the area of the border-states in order to be near the huge
resource base. Mediation of conflicts in the area will be very important, and
so innovative modern and traditional forms of conflict prevention and resolu-
tion will be needed at various levels; mediation teams appointed by the
DCBS can function on a low-cost basis. An interaction of the Border-States
Development Programme with an Infrastructure Cross-Border Development
Programme (to be planned by the two countries) is urgently requested, so as
to use in the future fully the traffic infrastructure (of railways, rivers, airports
and roads) and as well the energy and water supply and information and
telecommunication infrastructure in the region.

Fiscal decentralization and fiscal federalism will work better than in the
past on the basis of this Border-States Development Programme (BSDP) as it
is to be based on growth, employment and poverty alleviation and nutrition
status diagnostics and on related demands for development action and funds.
This development programme would also help to decentralize political pow-
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er, financial resources, responsibility, and overall development efforts. The
Growth Diagnostics studies for Upper Nile State in the South and South Kor-
dofan State in the North show that any lasting development progress will be
dependent on an assessment of the “binding constraints” for growth at state
and county level (like low investment returns or inadequate finance, land
rights, poor geography, low human capital, bad infrastructure, government
and market failures, low domestic saving and poor finance intermediation,
etc.).

Problems in South Kordofan State are the thin own public revenue basis
and the inadequate federal transfers (see Klugman/Wee 2008), but a structur-
al transformation of these revenue systems depends on identifying, first of
all, a strategy towards coping with the “binding constraints” for growth. Bet-
ter projects can attract more funds and better revenue and expenditure man-
agement can contribute to relaxing the “binding constraints” to growth. Most
important, public investment is highly inadequate and basic social and eco-
nomic services are minimal. A Border-States Development Programme
(BSDP) can contribute to a better financed public investment programme.
External development assistance for the South Kordofan State was always
limited. Donors’ contribution to the extended public investment programme
will be highly relevant. Private business activity is affected by inadequate
infrastructure and the lack of market access; the BSDP will contribute to
alleviate such shortcomings. The growth diagnostics studies (also the one for
the better-off Upper Nile State: see World Bank 2009, chapter 6) reveal that
local growth can be enhanced by governance reforms, by local finance re-
form, by local investment programmes, and by local agro-industrial devel-
opment action, directed to small farmers and to micro-, small- and medium-
sized agro-industrial enterprises.

Local-level solutions are advantageous as social, environmental, cultural
and ethnic aspects of development (projects) in the state and in the county
can be better considered. Based on this “growth diagnostics” approach, sup-
port strategies can be proposed for county and state levels; also at higher
government levels - for the region of the border-states and at the federation
level — strategies can be developed and implemented. On the basis of the
“growth diagnostics” framework a sound basis for cross-border economic
cooperation can be created. Government failures, such as with the lease prac-
tices regarding land rights, can be better assessed on the basis of the “growth
diagnostics” framework (as the small farmers are still the backbone of the
rural economy, and not some few large-scale investors from outside). Land
tenure issues are prominent factors in explaining South Kordofan’s severe
development problems got worse since the 1970s when large-scale agricul-
tural development investments, Gum Arabic production, and oil exploration
and production got momentum (see Klugman/Wee 2008). In the context of a
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“growth diagnostics” framework, such investments could have been better
planned and executed (with much less negative social impact and environ-
mental damage). Also in Upper Nile State - with large-scale agricultural
schemes aside of medium-scale and small-scale agriculture ventures - the
“binding constraints” to growth can be better assessed on the basis of a
growth diagnostics approach, such as the volatility of own public revenues,
the land rights issues and related resource conflicts (World Bank 2009, Chap-
ter 6).

Border-states wide development planning will be facilitated on the basis
of these “growth diagnostics” instruments as they allow it to work out pro-
grammes in a more participatory manner and in a bottom-up process in con-
junction with the traditional top down-planning style. However, the govern-
ance of such planning processes matters; governance improvements are im-
portant for the success of local growth initiatives.
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Macroeconomic Policy Formation in Sudan after the
Secession of the South
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1 Introduction

The secession of South Sudan in July 2011 represented a significant transi-
tion point in the recent history of Sudan*. Following the secession, Sudan
faces a significant oil shock similar to the two historical oil shocks of 1973
and 1999 but with very different outcomes for Sudan. The global oil prices
hike in 1973 — as a negative oil shock - has resulted in a severe decline in
growth and productivity of Sudan as an oil-importing country. This was
largely accounted for by chronic economic problems such as increased for-
eign debts, shortage of foreign exchange, national currency depreciation, high
inflation rates, and internal and external disequilibria. Accordingly, the agri-
cultural export proceeds declined, specially of the main cash crops like Cot-
ton and Gum Arabic, owing largely to the lack of imported capital and inter-
mediate goods.

The advent of oil in 1999 — as a positive oil shock - has fundamentally
changed the position of Sudan’s economy as it became an oil-exporting coun-
try. A substantial increase in global oil prices beside the huge amount of FDI
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4 The results of the South Sudan’s self-determination referendum were finalized on
February 7%, 2011, with over 98 percent of the votes for secession. Sudan has accept-
ed the secession outcome, and the formal international recognition of an independent
South Sudan was conducted on July 9", 2011 when the Comprehensive Peace
Agreement (CPA) Interim Period was ended.
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inflow in the last decade had contributed to this robust performance. Sudan’s
economic growth has been strong by regional standards since 2000. Over this
period, oil accounted for about 90 percent of the total exports and contributed
about 15 percent and 60 percent to GDP and government revenues, respec-
tively®. Overall, real GDP growth averaged about 9 percent, placing Sudan
among the top performers in the region. The size of the Sudan’s economy has
grown fivefold—from $10 billion in 1999 to $53 billion in 2008°.

The secession of South Sudan — as a negative oil shock — has translated
the position of Sudan — by provoking the loss of three-quarters of Sudan’s oil
production and by enforcing from Sudan daunting adjustment challenges to a
permanent external and fiscal shock’. Since July 9, 2011 Sudan is no longer
receiving any revenue share from Southern oil fields, which previously ac-
counted for three-quarters of Sudan’s total oil production, about half of its
fiscal revenues, and around two-thirds of its international payment capacity.
The immense and complex adverse impact of the secession is largely trans-
mitted through the fiscal and external accounts.

Sudan has experimented with a diversity of macroeconomic management
and policy formation approaches with a view to maintain economic stability
and to remove structural rigidities and negative economic conditions that
were associated with the three oil shocks (1973, 1999, and 2011). During the
1970s’ oil shock, Sudan has pursued economic policies that were motivated
by governmental market interventions through import-substitution policies
which were associated with restrictive international trade measures. These
measures were also associated with nationalization and interventionist poli-
cies, including heavy restrictions on markets, prices and wages, using mech-
anisms of control. Private enterprises were nationalized, and the whole sys-
tem of financial intermediation was controlled by the state. Directed credit
and foreign exchange restrictions were also imposed.

Associated with the onset of the oil boom (1999-2010), Sudan has taken
various macroeconomic policies motivated by transforming the economy
from state control policies to free-market economy principles, including in-
ternational and domestic trade liberalization. Rising oil production together
with sustained stability-oriented policies have created a low risk economic
environment, with real growth rates increasing to historic highs.

The main objective of the paper is to identify the consequences of seces-
sion on macroeconomic management in Sudan. The paper raises several
questions, including the following: How have the fiscal and monetary poli-

3 See CBOS/Central Bank of Sudan Annual Report — different issues
® World Bank: Sudan Country Economic Memorandum (CEM), September 2009
7IMF 2012a, “Article IV Consultation for Sudan”, September 7, 2012
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cies worked in recent years/decades in Sudan? What were the impacts of the
oil shocks on macroeconomic stability, and on exchange rate and trade poli-
cies? Why has the Oil Stabilization Fund not worked in recent years? How is
the process of macroeconomic policy formation in Sudan, and what are the
main institutions being responsible for the process of macroeconomic policy
formation in Sudan, and how effective are they? How does the macroeco-
nomic management work after the secession of the South Sudan? What are
the new economic policy priorities? What are the short-term and medium-
term adjustment measures to cope with the loss of the largest share of oil
revenues? How important is economic cooperation with South Sudan for
macroeconomic management?

The remainder of this paper is organized as follows. Section two reviews
Sudan’s macroeconomic management in response to the 1970s oil price hike.
Section three highlights Sudan’s macroeconomic management over the ad-
vent of the oil boom (1999-2010). Section four discusses how Sudan has
managed its oil resources, focusing on government failure. Section five ad-
dresses the consequences of South Sudan’s secession on Sudan’s macroeco-
nomic management, while section six reviews Sudan’s macroeconomic man-
agement institutions to assess their efficacy. Section seven highlights the
medium-term reform agendas for Sudan, while section eight presents conclu-
sions and policy recommendations.

2 Sudan’s Macroeconomic Management in Response to the
1970s’ Oil Price Hike

Oil price hike shocks in the 1970s have had significant effects on Sudan’s
macroeconomic variables (economic growth, employment, balance of pay-
ments and government accounts), given its dependence on oil imports®. In
response to these global oil shocks, Sudan has adopted restricted demand-
side macroeconomic management policies, accompanied with extensive gov-
ernment market intervention and regulation of the economy. During this
episode, trade and foreign exchange rate policy had greatly depended on
fixed currency arrangements, direct controls and regulations on the foreign
exchange market, and tightened international trade policy measures that con-
tained the imposition of duties and customs on both exports and imports

8 The 1973 oil crisis started in October 1973, when the members of Organization of
Arab Petroleum Exporting Countries (OAPEC) imposed an embargo that led the price
of crude to rise from $3 per barrel to $12 by 1974.
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sides®. As a result, private enterprises were nationalized, and the whole fi-
nancial intermediation system was controlled by the state.

The main macroeconomic management feature of this period was the di-
rect government involvement in economic activities, accompanied with in-
creased public investments in state-owned enterprises, including the follow-
ing measures:

e Introducing regulated and controlled pricing systems on goods and
services, and imposing high tax rates on domestically produced
goods and commercial activities.

e Adopting monetary policy measures that were characterized by a
heavy reliance on monetization in the financing of budget deficits,
financial repression, and direct credit controls and ceilings. These
credit ceilings and controls included ceilings on sectoral credit allo-
cation, floors on sectoral allocation, regional credit allocation, Cen-
tral Bank prior approvals for large loans, Central Bank cost-charged
lending facilities; and individual bank credit ceilings. As a result, the
financial system consisted of few rather small banking sector and in-
surance companies, which were poorly performing and repressed in
their activities; there was no stock market, and there was only a
weak regulatory framework associated with the dominating fiscal
policy (Abdalla Elhassan/Kamal Yousif and Badreldin Hassien,
2004).

e Applying fixed exchange rate arrangements and imposing direct
controls on the foreign exchange markets and restricting the dealing
in the hard currencies (Haidar Abbas/Mustaf I. Abdelnabi, and Sel-
ma Salih, 2006).

e  Pursuing tightened international trade policy measures based on the
imposition of duties and customs on both exports and imports sides.
These measures included restricting the country’s payments for lux-
ury imports and encouraging exports through preferential exchange
rates and incentives.

Despite all these policy measures, Sudan’s economy remained very weak

- with a persistent macroeconomic instability. The breakdown of peace nego-
tiations in 1984 led to regime transitions and intensified the civil war in

9 Historically, Sudan did not attempt to prepare a medium-term economic program or
a national development plan until the 1960s. Then after, the Ten-Year Plan of Eco-
nomic and Social Development (TYP-ESD) of 1961-1970 was formulated. The TYP-
ESD’s ambitious goals were frustrated by the civil war in the South and by lack of
funds, depleted foreign exchange reserves and a shortfall in foreign investment capi-
tal; all these factors had threatened the continuation of implementing the plan.
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South Sudan. During the period, Sudan has experienced two regime transi-
tions, extreme political repression and predatory economic measures in favor
of the ruling party and against traditional entrepreneurs. As a result, the
economy faced persistent and negative growth rates, a heavy monetization of
financing the budget deficit, an acute shortage of foreign exchange reserves,
and declining export competitiveness in the global market (see figure 1, up-
per panel). Arrears accumulated and relations to creditors worsened.

Figure 1: Sudan’s Economic Growth and Overall Inflation Rate, 1960-
1989
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The country suffered double-digit inflation rates for the first time; they
stood at 25.4 percent in 1974 compared to 6.1 percent during the 1960s (see
figure 1, lower panel). This trend was attributed to increased import costs, a
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surge of energy prices, and a money supply expansion reflecting accelerated
deficit financing. The failure in maintaining price stability has fuelled uncer-
tainty, slowed private investment and distorted resource allocation.

Figure 2: Sudan’s Budget and External Sector Performance, % of GDP,
1960-1989
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The economy has experienced a significant persistent deterioration in the
overall budget position (see figure 2, upper panel). The overall budget bal-
ance deteriorated from a surplus in the 1960s to a deficit of 5 percent of the
GDP in 1970s. The increased fiscal imbalance was a result of large increases
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in expenditure while total revenue remained low and even declined, while
coinciding with a steep decline in net capital inflows.

Sudan’s total revenue has experienced a steady decline, mostly as a result
of a decline in non-tax revenue and a low customs duty tax base (see table 1).
The drop in non-tax revenue was attributed to the sharp drop in profit trans-
fers from public enterprises and a weak collection of fees and charges. Total
expenditure was high relative to revenue collections over 1978-1989. Several
factors have accelerated the expenditure over 1978-1989, including (i) the
break out of the Civil war in the South in 1983 and (ii) natural disasters that
had hit the country, mainly drought and desertification that started in 1984
and rainfalls and floods that affected large areas in August/September 1988;
all that had caused widespread devastation throughout the country.

Table 1: Trends and Composition of Public Budget, (% of GDP) 1965-
1989

Items 1965-1969 1970-1977 1978-1989

Total revenue 18.4 19.2 10.6
Tax revenue 13.8 13.5 8.2

Direct tax 1.2 2.2 1.9

Indirect tax 12.6 11.3 6.2
Non-tax revenue 4.6 5.8 2.5
Total expenditure 17.5 26.3 19.7

Current expenditure 16.7 18.9 15.5

Development

expenditure 0.8 7.3 43

Source: Ministry of Finance & National Economy/MOFNE, Annual Economic Re-
port — different issues

The burden of financing the growing fiscal deficit has increasingly been
borne by government borrowing from the central bank (money creation). The
striking feature of the fiscal stance was the heavy reliance on domestic bank-
ing borrowing to finance the overall budget deficit; all this had even more
expansionary effects on the money supply than was ever the case in the pre-
vious periods.

The overall balance of payments has experienced pertinent deteriora-
tions. Export has slowed down from 17.7 percent of GDP during the 1960s to
11.4 percent over the 1970s (see figure 2, right panel). The overvalued, mul-
tiple exchange rates - together with import and export controls - had distorted
the incentive system, especially for exports, and resulted in the emergence of
some shortages of imported production inputs, a low capacity utilization in
industry, and the emergence of a wide spread between the official and the
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parallel exchange rates. Several factors had accounted for the deteriorated

balance of payments position, including:

Export side

Import side

» the deterioration of export com-
petitiveness, due to both supply
and demand bottlenecks, and high
production costs due to domestic
inflationary pressures and ex-
change rate devaluation;

» relatively low prices and weak
demand for Sudan’s exports;

» low profitability of exports as a
result of the explicit and implicit
exchange rate devaluation which
has induced increases in the cost
of imported and domestic raw ma-
terials and capital goods, factors
which coincided with low produc-
tivity;

»lack of production inputs and
spare parts; and

» the severe drought, desertification
and famine events that occurred.

» marked rise in imported machin-
ery and spare parts required for
the economic development pro-
jects;

» increase in imported crude petro-
leum and petroleum products due
to increased domestic consump-
tion and higher international oil
prices;

»increased private imports as a
result of expanded economic ac-
tivity, especially in the industrial
sector; especially private imports
of transport equipment due to the
declared policy to mitigate trans-
portation bottlenecks and to allow
for an expansion of economic
business activities; and

»the continued depreciation (de-
valuation) of the Sudanese pound
which has substantially affected
imports’ prices.

3 Sudan’s Macroeconomic Management over the Advent of the

Oil Boom (1999 - 2010)

Sudan’s macroeconomic stance had been volatile until the advent of oil'’.
Despite the substantial policy measures and structural reforms that were
adopted over the period 1989 - 1997, the economy has remained subject to
significant structural rigidities that hampered seriously the role of the private

10 Sudan exported its first oil in August 1999, and its revenues have increasingly
become important in the budget resource envelope, especially during the recent surge

in oil prices.
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sector in the economy'!. These rigidities include an inefficient public sector,
heavy price distortions, cumbersome regulations, an inward-looking devel-
opment approach and an anti-export bias, a restrictive tariff and trade regime,
a repressed financial sector, and overall inadequate policy instruments (IMF,
Staff Report 1998).

The basic features of Sudan’s economy before the advent of oil boom were
four-folds:

® Sudan predominantly was an agricultural economy with the export
of agricultural raw materials - mainly cash crops and livestock - for
earning the foreign exchange being necessary for imports required
as well as being the basis for the generation of government revenue.
There has not been much structural transformation of Sudan’s econ-
omy in the relative contribution of economic sectors to the GDP or
to its growth over the last four decades (see table 2).

® Sudan’s agriculture sector performance has been disappointing from
the point of view of its huge potential; while there was rapid growth
in other sectors, there were difficulties in reforming the agriculture
sector and improving its performance. The political instability in the
1980s and the drought in 1983 have substantially lowered the con-
tribution of agriculture to GDP and livelihoods provision.

® Sudan suffered from triple digits inflation associated with a double
digits premium on the dollar over the official foreign exchange rate;
and

e Sudan had an extensive public sector involvement and regulation of
the economy, an economy which was dominated by public enter-
prises, including much of agriculture and most of large-scale indus-
try, transport, electric power, banking, and insurance. This was due

" Over 1989 - 1997, Sudan has initiated several programmes to resolve the country's
economic problems, including the Three-Year Economic Salvation Program/TYESP
(1990-1993) and the Comprehensive National Strategy/CNS (1992-2002). These
programmes aimed at addressing the structural rigidities and stimulating the econo-
my’s potential through liberalizing the economy — moving toward an environment
which relies more on the private sector. The main focus of the these plans was on
liberalization of international and domestic trade, including liberalization of agricul-
tural prices and marketing, removal of agricultural subsidies, reduction in trade tariffs
and removal of non-tariff barriers to trade, liberalization of the foreign exchange rate
system, liberalization of the financial sector and of interest rates, and provision of
various forms of investment incentives.
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to the nationalization of the financial and the real sectors as well as
the private sector's inability to finance major development projects.
The advent of oil resources exploitation in 1999 has provided immense
opportunity to Sudan and has led to a shift in its macroeconomic management
that helped to restore macroeconomic stability and to create a low risk eco-
nomic environment. Oil production has increased from 63,000 barrels per day
in 1999 to about 480,000 bpd in 2010; inducing a remarkable growth in con-
struction, trade, hotels and restaurants businesses. The contribution of the oil
sector to GDP has increased from 2 percent in 1999 to 15.1 percent and to
20.1 percent in 2005 and 2007, respectively (World Bank, Sudan CEM,
2009).

Table 2: Sectoral Contribution to Real GDP, 1960-2006 (% of GDP)

Episodes 1960-69 | 1970-77 | 1978-89 | 1990-97 ]2%9(:2_
Agriculture 41.9 36.2 34.0 40.8 35.9
Industry 14.3 15.4 14.0 12.1 19.6
Mining &
Quarrying 0.2 0.3 0.1 0.2 6.1
Manufacturing 5.9 9.1 7.8 6.2 7.9
Electricity &
Water 33 1.9 1.3 1.0 0.8
Building &
Construction 5.0 4.1 4.8 4.7 4.8
Services 43.7 48.4 52.0 47.1 44.6
Commerce &
Hotels 13.3 16.9 18.5 21.5 15.8
Transport &
Communic. 6.2 7.8 10.1 8.4 12.0
Finance &
Insurance 33 6.0 9.6 8.0 8.0
Government
services 8.9 12.5 7.7 3.6 4.7
Others 12.0 5.2 6.0 5.6 4.1

Source: Ministry of Finance & National Economy/MOFNE and Central Bank of
Sudan/CBOS- Annual Reports — different issues.

The government had designed a Medium-Term Financial Adjustment
and Structural Reform Program/MTFASRP covering the years 1997-2011,
which was running with the supervision/consultation of the International
Monetary Fund (IMF) under the so-called IMF Staff-Monitored Program
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(SMP). The intentions of this macroeconomic management approach were
restoring macroeconomic stability, creating a better environment for the pri-
vate sector, addressing the post-conflict challenges (reconstruction and reha-
bilitation of the war-affected areas and solving the issues of displaced popula-
tion settlements), and implementing poverty reduction actions. Substantial
fiscal policy measures, combined with monetary and exchange rate reforms
as well as trade liberalization reforms, were undertaken over the period 1999-
2011. The subsequent discussion gives more information about the high-
lights.

Fiscal Policy: Several policy measures were taken to contain domestic im-
balances and to maintain fiscal sustainability — notably through:

Revenue measures Expenditure measures

» Rising receipts from oil exports > Rationalizing public expenditure and
through several attempts to encourage improving public resource manage-
investment in oil exploration and ment, fiscal controls and fiscal report-
production; ing;

» Strengthening non-oil revenue, nota- » Ensuring efficient inter-sectoral and
bly by vertically and horizontally intra-sectoral allocation of expendi-
broadening the tax base; tures;

» Strengthening the structure and ad- » Increasing development and mainte-
ministration of the tax system and ini- nance expenditures with a view to in-
tiating tax reform; crease public investment in infra-

» Eliminating tax and customs exemp- structure and human development;
tions; » Improving public investment plan-

» Improving equity and enhancing tax ning, and improving fiscal transpar-
collection efficiency; ency;

» Adjusting customs duty rates on » Implementing Government Finance
domestic industry products, with an Statistics (GFS) classifications; and
aim to improve its competitiveness; » Reforming the federal-states fiscal

» Reducing tax rates on profit gains, relations; and initiating a civil service
with a view to encourage private in- reform program.

vestment and production; and

» Eliminating subsidies and adjusting
user’s fees and charges to reflect the
real production costs, taking into ac-
count the social and economic cir-
cumstances of the beneficiaries.

A series of revenue and expenditure measures and key fiscal adjustments
were implemented since 1999 (MOFNE, Annual Economic Review, different
issues). The number of import tariff bands was gradually reduced from 7 in
1997 to 4 since 1999; the maximum tariff rate was limited from 125 percent
to 40 percent, while the minimum tariff rate was reduced from five percent to
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zero percent. Export duties rates were reduced from 10% (cotton & gum

Arabic), 3% (livestock, fruit and vegetables) and 5% (other exports) to zero

percent (full exemption) since 2000, except hides & skins. The consumption

tax was eliminated as a result of the VAT introduction in 2000. Substantial
discretionary direct tax measures were implemented in the context of the
business profit tax rates, which were reduced from 40-45 percent to 10% for
individual entrepreneurs, 0% for agriculture companies and associations,

15% for limited public and private partnerships, and 35% for bank and insur-

ance companies (MOFNE/Ministry of Finance and National Economy, dif-

ferent issues).

The structure of composition of total revenue has significantly changed
over the four decades. The highlights are as follows:

+ The oil revenue share rapidly increased from zero percent up to the

year 1999 to constitute more than half of total revenue since the year
2003. However, this has a serious implication as it exposed the
budget to instability in the event of adverse trends associated with
world market prices of crude oil.
The bulk of tax revenue has come from indirect tax collections,
which constituted more than half of the total revenue generated up to
1998. However, the historical “lion share” of indirect taxes rapidly
decreased to about one-third of total revenue since 2000, mostly due
to the adopted supply-side fiscal measures that aimed at further lib-
eralizing foreign trade and improving competitiveness.
The direct tax share substantially increased from 18 percent during
the years 1978-1989 to about one-quarter of total revenue, reflecting
the implemented demand-side fiscal measures that aimed at curtail-
ing the ability of individuals and institutions to purchase and spend
on goods and services (so as to reduce the level of aggregate de-
mand in the economy).

« The share of non-tax revenue has demonstrated a sharp decline, as
non-tax revenue decreased from around one-quarter of total revenue
to less than ten percent. This was mostly the result of a sharp reduc-
tion in profit transfers from public enterprises due to the rapid pri-
vatization process that had been adopted (MOFNE, Annual Eco-
nomic Review, different issues).

Several expenditure measures were implemented to improve budgetary
controls and the enforcement of expenditure management and monitoring,
including financing the budget from real resources and limiting the govern-
ment borrowing from the central bank. Several effective expenditure controls
were also imposed on all government ministries, including the establishment
of accounts’ monitoring units at ministries and major government depart-
ments. Internal controls were also strengthened, which were aimed at restrict-
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ing the ability of line ministries to grant exemptions and to retain internally
generated revenues from fees and charges; strict controls were imposed with
respect to the issuance of government guarantees. A budget monitoring sys-
tem was developed, including the preparation of daily reports on the govern-
ment’s cash position, weekly estimates of the budget position, monthly budg-
et reports to the Council of Ministers (COM) which included forecasts for the
remainder of the year, and quarterly reports to the National Assembly (NA)
on fiscal developments. Additional measures were also implemented with a
view to eliminate off-budget expenditures and to maintain relatively transpar-
ent and consolidated public budget.

During the oil-boom, the composition of total expenditure has shifted
further in favour of federal transfers to sub-national government and devel-
opment expenditure; the transfers to states increased from about 5 percent of
total expenditure during the years 1990-1997 to about 12 percent over the
more recent years since 1999. This shift accounted for the government’s
commitment to fiscal decentralization through grants. Development expendi-
ture has increased from 14 percent of total expenditure to 20 percent, reflect-
ing the continued intensive needs for social and infrastructure expenditures.
The share of current expenditure was reduced from 81 percent of total ex-
penditure during the early 1990s to about two-thirds over the more recent
years, mostly on account of the adoption of fiscal decentralization which laid
the responsibility of social services delivery on the states. However, a great
share of public investment went to dam-building, and the supply of social
services from the side of the states remained weak in terms of quantity and
quality (MOFNE, Annual Economic Review, different issues).

Significant progress was made in maintaining fiscal sustainability, and
the volatility of the fiscal deficit was contained to the minimum levels, re-
flecting an increased resource envelope (see figure 3). The budget deficit was
reduced substantially from an average of 3 percent of GDP during 1990-1997
to about 1 percent of GDP during 1998-2004, reflecting significant increases
in revenue collection. Revenue collections increased significantly — from a
low base of 6 percent of GDP in 1997 to 20 percent in 2006. The sizable
increase in revenue was accounted for by higher revenues from oil, which
had provided a desired acceleration to the budgetary resources, due to a surge
in international oil prices in late 1999 (MOFNE, Annual Economic Review,
different issues).
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Figure 3: Sudan’s fiscal stance (% of GDP), 1985-2010
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Source: Ministry of Finance & National Economy/MOFNE, Annual Economic Re-
port — different issues.

However, the fiscal stance has turned to deteriorate and growing deficits
emerged since 2005 following three years of surplus; new obligations were
associated with the signed Peace Agreement (CPA)'2. The average fiscal
deficit remained slightly above 3 percent of GDP during this period relative
to a surplus of 1 percent of GDP in the years 2002—2004. Public expenditures
have grown sharply — from a low base of 7 percent of GDP in 1997 to 24
percent in 2006 (nearly four times) — using fully the fiscal space from oil
revenues (MOFNE, Annual Economic Review, different issues).

The budget deficit was mainly domestically financed, especially by bond
sales in the domestic non-bank sector. Domestic deficit financing was two-
thirds of total deficit financing during 1998-2006. The bulk of domestic fi-
nancing was non-bank sector borrowing (e.g. Government Musharka Certifi-
cates and Government Investment Certificates), which accounted for 71 per-
cent, 69 percent and 54 percent of total deficit financing in 2001, 2005 and
2006 respectively. Domestic bank borrowing was reduced from 75 percent of
total deficit financing in 1998 to 1.7 percent in 2005, reflecting tightened and
reoriented monetary policy measures (MOFNE, Annual Economic Review,
different issues). The predominance of borrowing from the non-bank sector
has had likely very serious implications on investment and resource alloca-
tion through its impact on the cost of finance and the amount of credit availa-
ble to the private sector. Severe crowding-out effects emerged.

Monetary policy: A comprehensive adjustment program (CAP) was intro-
duced for further liberalizing the financial system (UNDP, 2006), mostly by:

12 The CPA has brought new obligations in favor of state governments, including
revenue sharing with the South Sudan to enhance fiscal federalism.
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e using effective indirect monetary policy instruments (to mop up and

manage banks’ excess liquidity) and changing rules of lending;

e narrowing the gap between reserve requirements on domestic and

foreign currency deposits, which were eventually unified since
2001;

e lowering the required reserve ratio on both domestic and foreign

currency to 14 percent;

e climinating the central bank role in determining the internal liquidity

ratio that banks should hold to meet their liability; and

e climinating direct monetary controls and easing the credit ceiling on

trade.

Some progress was made in the implementation process of these finan-
cial reforms. The number of banks and branches was increased, and banking
infrastructure and technology was strengthened. Also, the Central Bank of
Sudan (CBOS) moved toward market-based monetary policy instruments.
Despite this progress, shortcomings of the Islamic mode of finance and
strong seasonality trends remained key factors that constrained financial
intermediation (Kireyev, 2001). A banking sector restructuring strategy was
initiated in the year 2000 with the aim of strengthening the capital base of the
banks. The strategy included privatizing public banks, merging, liquidizing or
recapitalizing small banks, reducing non-performing loans, and improving
loan evaluation (Sabir M. Hassan, 2004). In reward, a significant improve-
ment in the financial development indicators was achieved; the credit to pri-
vate sector to GDP ratio increased from 3.9 percent in 2001 to 12.9 percent in
2010; the financial deepening (M2/GDP) ratio has increased from 12.8 per-
cent in 2001 to 22.8 percent in 2010; and the market capitalization to GDP
ratio increased from 4 percent in 2001 to 18 percent in 2010 (CBOS, Annual
Report, different issues).

Substantial progress was made in maintaining price stabilization since
2000 (figure 4, lower panel). Inflation rate was contained at single-digit lev-
els, reflecting the tight stance of fiscal and monetary and credit policies pur-
sued in recent years that were associated with a sharp reduction in money
aggregate growth. The expansion of money supply was reduced from an
average of 72 percent during the years 1990-1996 to less than 30 percent
during the years 1998-2010 (figure 4, lower panel). This was largely attribut-
ed to a notable government borrowing reduction from the central bank on
account of curtailing the budget deficit to around less than 1 percent of GDP
(CBOS, Annual Report, different issues.

However, inflation rate has jumped significantly in 2008 to 14.3 percent,
breaching the double-digit mark for the first time since mid-1999. Rising
food prices (cereals, rice, food oils, meat, vegetables and fruits) had driven
inflation. Recent developments in food price increases in Sudan were driven
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by the global oil price increases during the first-half of 2008 and by domestic
supply-side uncertainties, including weather-related production shortfalls.
The pass-through exchange rate effect had a significant impact on imported
consumer goods and also moderately affected the cost of locally produced
ones - through higher cost of imported raw materials (CBSS 2012, Monthly
Bulletin of Consumer Price Index, various issues).

Figure 4: Oil fundamentally changed the Sudan economy performance,
1985-2010
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Source: Central Bank of Sudan Annual Report — different issues and World Bank’s
World Development Indicators 2011

A number of short-term policy measures was implemented to contain in-
flationary pressures and to mitigate their impact on the vulnerable poor.
These measures included economy-wide policy measures (e.g. reducing ad-
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ministrative user-fees and import tariffs, releasing grain stocks, introducing
export restrictions and price controls). The authorities had also used tightened
monetary measures, through raising the required reserve ratio on deposits and
by strengthening open-market operations. A number of safety net and social
protection programs was introduced (e.g. cash transfer, school feeding, free
health support, and agriculture and industry support funds). However, not too
many persons could benefit from these measures.

Exchange rate policy: Substantial exchange rate system reforms were intro-
duced, aimed at gradually liberalizing the de facto fixed exchange rate to a
unified market-determined exchange rate regime so as to narrow the spread
between the parallel market rates and the official exchange rates (Haidar
Abbas et. al., 2006). These reforms include:

e increasing foreign exchange market transparency and removing all
restrictions on the foreign exchange market;

e climination of surrender requirements to the Bank of Sudan on for-
eign exchange receipts from exports;

e development of indirect monetary instruments for managing excess
liquidity and for intervening in the unified foreign exchange rate
market;

e unifying the various exchange rates (e.g. customs exchange rate,
commercial exchange rate) with the official rate; and

e ensuing tightened monetary and fiscal policies.

In practice, the managed-float exchange rate regime was formally intro-
duced and the remaining restrictions on current account transactions were
lifted in 2002. Since then, the official exchange rate was determined on a
market forces basis, and the current account was freed from any restrictions.
The exchange rate has positively responded to these policy measures. A rela-
tive stabilization of nominal and real effective exchange rates was achieved
and the spread between the official and the parallel exchange rates was also
reduced (see figure 5 on the effective real exchange rate). The advent of oil
brought a remarkable growth in foreign exchange inflows and a reduction in
balance of payment pressures. The stabilization of the exchange rate was
accounted for by four factors: (i) the sustained reforms of gradually liberaliz-
ing the exchange rate system which have reduced pressures on the foreign
exchange situation and also have reduced the spread between the official and
free market exchange rates; (ii) the oil-related inflows of foreign currency;
(ii1) the level of foreign exchange reserves, and (iv) the increasing inflow of
international capital, such as foreign direct investment and migrants’ remit-
tances.
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Figure 5: Effective real exchange rate, 1981-2006

1000
900
800 -
700
600 4 1981-1989 1990-1997 1998-2006
500
400 -
300 - N
200
100 ~
0 — : ‘ ‘ ‘
B F B E S ST PSS S {19@{96‘ (’9&(965 (19&:1960 {19%6

Source: Sudan: IMF Staff Monitoring and Consultation Reports — different issues

Trade Policy: The pace of trade liberalization, launched in 1992, has speeded
up since 1998 as emphasis has been shifted in favour of an outward-oriented
trade development strategy. The reforms undertaken were focused on remov-
ing restrictions on imports and exports and on removing retentions of export
earnings; measures taken are as follows:

e climinating and reducing customs duties and taxes on exports;

e reorienting credit and financial policies in favour of exports;

e  encouraging exports-oriented industrialization;

e simplifying administrative and institutional arrangements for ex-

ports;

e strengthening export’s infrastructure and ensuring better quality con-

trol;

e removing the remaining foreign exchange surrender requirements;

e climinating all limits on exporters’ holdings of foreign exchange;

and

e maintaining a trade regime relatively free of quantitative import re-

strictions.

In practice, tariff bands were reduced from many as 13 in 1996 to 4 since
1999, comprising a zero rate, 10 percent, 25 percent, and 40 percent in 2000.
The tariff maximum rate was reduced from 125 percent in 1997 to 45 percent
in 2001, while the minimum rate was reduced from 5 percent to zero percent.
All exports were exempted from customs duties since 2000, except hides and
skins, while export revenue surrender requirements to the central bank were
totally removed (CBOS, Annual Report, different issues). However, the ex-
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tent of export diversification reached in Sudan remained minimal despite of
all these measures.

The external current account deficit was contained at about 5 percent of
GDP during the years 1999-2004, reflecting mainly the increase in oil-related
export volumes and revenues (see figure 6). Overall exports have increased
significantly from 12.5 percent of GDP in 1998 to more than 20 percent of
GDP since 2000 as a result of the oil export boom and the higher export pric-
es. Oil-related export has increased significantly from zero to about 15 per-
cent of GDP since 2003. Non-oil related exports were however depressed by
the recent exchange rate appreciation, the sharp decline in international
commodity prices, especially for cotton, the Gulf countries’ ban on Sudanese
livestock for health reasons, the high domestic demand for potential export
goods, and the severe transportation bottlenecks and the associated high
transport costs (CBOS, Annual Report, different issues).

Figure 6: Sudan’s external current account position (% of GDP), 1985-
2010
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Source: Central Bank of Sudan/CBOS Annual Reports — different issues.

The historical composition of Sudan’s exports has changed markedly in
favour of oil-related exports since oil products exportation started in mid-
1999. Oil-related exports accounted for a great share of Sudan’s exports of
goods and services. The share of non-oil goods exports has sharply dropped
from an average of 86 percent in the later 1970s to less than 20 percent since
the early 2000s. The stagnation of the non-oil export share was accounted for
by supply factors related generally to the difficulties facing the agriculture
sector, the low productivity due to the deteriorated infrastructure, and the
heavy state taxation. Sudan has still to wait for a real and effective export
diversification strategy.
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Imports have also increased significantly, mainly as a result of foreign
direct investment-related imports, and because of higher petroleum product
imports so as to meet the demand of the rapid accelerated transportation sec-
tor in the country. Also policy factors (trade policy and exchange rate policy)
played a role in this regard.

4 How Sudan has managed its oil resources? Is it a case of
government failure?

Oil has provided a great opportunity for Sudan to become an emerging econ-
omy. Nonetheless, Sudan has failed to effectively manage and spend oil re-
sources to build an economic foundation for a diversified, inclusive and sus-
tainable growth path and to invest in its citizens as “the owners of the re-
sources”. The exploitation of oil in Sudan has generally been associated with
a shrinking of the non-oil tradable goods sector (real sectors). All of Sudan’s
fast growing sectors were either related to oil or are non-tradable services,
while the growth of agriculture and manufacturing sectors has been slower
than the growth rate of the overall economy. The share of agriculture de-
clined from about 42 percent in 1990-98 to about 35 percent for the period
1999-2010, and export competitiveness of agro-sector products has declined
even more (CBSS, Sudan Annual Statistical Book, various issues).

The historical composition of Sudan’s exports was dominated by oil-
related exports since oil exportation started in 1999. More than 95 percent of
Sudan’s exports were coming from the oil sector, while the share of non-oil
exports has fallen from nearly 100 percent of GDP in the eve of oil to less
than 2 percent in 2008 (CBOS Annual Report — different issues). The shift in
the composition of exports can be attributed to the exchange rate apprecia-
tion, supply factors related generally to the difficulties facing the agriculture
sector, low productivity due to deteriorated infrastructure, and heavy state
taxation.

Similar evidence of structural change has come from the shift in the
composition of imports. The share of consumption goods in total imports has
increased in recent times from an already high base. The flip side of in-
creased imports of consumption goods is a decline in the manufacturing sec-
tor’s share in total output. The appreciation of the real exchange rate (during
the years 2006-2008) was likely to have played a role in making imports
more attractive than domestic manufacturing.

The Oil Revenue Stabilization Account (ORSA) was not able to provide
relief to Sudan from oil revenue shortfalls. Savings into the ORSA led to
accumulations of $1.4 billion by the end of 2008. However, almost all the
savings were subsequently depleted through continuous withdrawals, alt-
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hough oil revenues were 42 percent above budget figures (MOFNE, Annual
Economic Review — different issues). An opportunity for saving was missed,
and all this was completely against the objective of the ORSA, to save for
future fiscal periods, for human capital investments and for future genera-
tions. If properly managed, the ORSA would have dramatically lowered the
negative fiscal impact and the foreign exchange shortage associated with the
secession of South Sudan.

The incidence of poverty is high in Sudan (46.6 percent) and varies sig-
nificantly between urban and rural areas, with 57.6 percent of households
being below the poverty line compared to 26.5 percent of the urban popula-
tion'3. Poverty in Sudan varies significantly by states, ranging from almost 70
percent in Northern Darfur to 50 percent in Gadarif and 26 percent in Khar-
toum (see figure 7).

The oil boom has also failed to provide enough jobs for a rapidly grow-
ing labor force, especially for the youth and the women. The unemployment
rate remains very high in Sudan, with 13 per cent in 2009 compared to 15.9
per cent in 2008 and 11.2 per cent in 1993 (see Table 3); some estimates are
still higher. The unemployment rate varies significantly between urban and
rural areas as well as between the states, with around 10 per cent in urban
areas compared to around 13 per cent in rural areas (CBSS, Sudan National
Households Budget Survey 2009; Central Bureau of Statistics, Khartoum,
Sudan).

The failure to manage the oil wealth coincided with the destruction of the
economy caused by the escalating costs of civil war. The macroeconomic
reforms undertaken in Sudan could not have a lasting impact on efficiency
and sustainability. While the ongoing civil war prevented a better manage-
ment of the oil wealth, the oil wealth gave the basis for financing the contin-
uation of the civil war. The Comprehensive Peace Agreement (CPA) of Janu-
ary 9, 2005 provided a window of opportunity to push socio-economic re-
forms on a broader scale, but the lack of trust between the North and the
South eroded quickly the potentials for peace and development.

13" Government of Sudan, Sudan’s Interim Poverty Reduction Strategy Paper (IPRSP)
2012
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Figure 7: Poverty incidence in Sudan, 2009
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Table 3: Sudan’s Unemployment Rate, 1993-2009

Overall Male Female Urban Rural
1993 11.2 11.2 11.1 13.7 10.1
1996 15.1 12 234 13.9 19
2008 15.9 13.7 247 12.3 17.5
2009 13 9 23 10 13

Source: CBSS, Sudan National Households Budget Survey 2009, Central Bureau of
Statistics, Khartoum.

5 South Sudan Secession’s Consequences on Sudan’s Macro-
economic Management

The secession of South Sudan in July 2011 brought an immense permanent
resource/revenue shock to Sudan, leading to severe pressures on the fiscal
position and on the exchange rate similar to that of the oil shock in the early
1970s. The difference is the permanency of the oil shock. The loss of about
three quarters of the country’s oil production left Sudan with roughly half of
its previous fiscal revenues and only a third of its export proceeds (IMF 2012
a). The oil sector‘s contribution to GDP dropped to 5 percent in 2012 com-
pared with around 15 percent in 2007 (see figure 8). Real GDP growth is
projected at -3.3 percent and -11.1 percent in 2011 and 2012 respectively,
compared to 5 percent in 2010 (International Monetary Fund 2012a, “Su-
dan—Staff Report for the 2012 Article IV Consultation”).

The secession of South Sudan has hit Sudan’s fiscal position significant-
ly, reflecting the adverse fiscal costs of the secession on the economy. Oil
revenues declined sharply, accounting - for the first time since 2000 - for less
than 30 percent of total public revenue. Previously oil revenue used to ac-
count for more than half of total public revenue. The extent of the resources
shock is causing a major fiscal adjustment, and is forcing the government to
amend both the 2011 and 2012 budgets in the second half of the year just
after their approval by the National Assembly (MOFNE, 2012 Amended
Budget). The oil revenue fall is more likely to threaten the sustainability of
fiscal finances, given the insufficient fiscal space to implement increased
spending pressures due to the development agenda and the significant domes-
tic and foreign debt arrears. Unfortunately — as mentioned - Sudan missed the
vast opportunities created by the oil boom to make significant progress to
diversify its economy, including using in an active way the Oil Revenue
Stabilization Account (ORSA).
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Figure 8: Sudan’s Oil sector contribution to GDP
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Source: IMF: Sudan SMP report, 2012 a. Note: The 2011 figure is an esti-
mate, while 2012 and 2013 figures are projections.

The loss of the main source of foreign exchange flows and the increasing
uncertainty over the economic prospects put significant depreciation pressure
on the local currency, with international foreign exchange reserves running
down to critical levels in (failed) attempts to defend the exchange rate. Infla-
tion rates substantially accelerated, reaching 45 percent in October 2012 as a
result of the rising import cost of basic goods; this again being a result of the
weakening local currency value (CBSS/Central Bureau of Statistics Sudan
2012, “Monthly Bulletin of Consumer Price Index”, various issues).

In response to the secession of South Sudan shock, Sudan has formulated
the “Three-year Emergency Economic Program/TYEEP 2011-2013” which
includes a number of comprehensive reforms to address the severe deteriora-
tion of the country’s economic and financial situation. The program aimed to
reverse the external imbalance - notably through promoting import substitu-
tion for foodstuffs and by stimulating production and exports of gold and of
various agricultural commodities. It set ambitious goals of self-sufficiency by
the year 2013 for a number of agricultural products, such as wheat, sugar, and
cooking oil. It also aimed to increase exports of cotton, processed meat, gum
Arabic, and of gold. The program embodies a number of macroeconomic
policy measures to contain the deterioration of economic conditions. Howev-
er, the assumptions are over-optimistic.

Fiscal policy: The government has announced major fiscal measures in early
January 2011 aimed to adjust the fiscal position to the reality of Secession.
These measures include reducing public expenditures (notably on goods and
services), increasing public revenues (by reducing subsidies on petroleum
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products and on sugar) and establishing several safety-net measures (MOF-
NE, Minister of Finance & National Economy to the National Assembly,

January 2011). The measures are as follows:
Expenditure measures

Revenue measures

25% reduction in salaries of sen-
ior ministerial positions.

30% reduction of the budgets for
travelling abroad.

10% reduction of the diplomatic
missions’ budgets.

Halt on purchases of new gov-
ernment cars.

Stop on approval of new construc-
tions and purchases of new furni-
ture for government units.

30% reduction of purchases of
goods and services during the first
quarter of 2011.
Downsizing  central
governments.

20% reduction in development
budgets of all public corporations.
Freezing on new staff recruitment
except for newly established min-
istries.

Freeze on the creation of new
government units.

All public units are required to
deposit foreign exchange proceeds
in their accounts with CBoS.
Transfer of all royalties collected
by public corporations to the na-
tional budget.

Privatizing all public companies
by end of 2011.

Sale of all government shares in
joint investments to the private
sector.

Eliminating VAT exemptions
granted on commodities.

and state

e Increasing the price of diesel to
6.5 SDG (per gallon)

e Increasing the price of benzene to
8.5 SDG per gallon.

e Increasing the price of cooking gas
to 13 SDG (per container).

e Increasing the price of fuel jet to
6.5 SDG per gallon.

e [evying a 20 SDG excise tax on
each sack of sugar (i.e. 50 kg).

Strengthening safety nets measures

eIncreasing the monthly salary of
civil service employees by 100
SDG:; this applies also to pensions.

e Providing a free meal to poor stu-
dents and a subsidized meal to all
students.

eProviding tuition fees for poor
students.

eProviding bursaries to 200,000
students.

e Giving support to 500,000 fami-
lies.

elncreasing free health support
through the health insurance pro-
gram.

e Establishing an Agriculture Sup-
port Fund (ASF) with an amount
of US$ 150mn.

e Establishing an Industry Support
Fund (ISF) with an amount of
US$150mn.

eGranting special incentives to
investors from the Arab region
(Presidential Decree).

Source: World Bank/WB, Sudan Economic Brief, World Bank, February 2011.
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However, it is not at all clear which of these measures were really im-
plemented and to which budgetary effect. Concerning the social safety net
measures, it is not at all clear what the impact on poverty alleviation will be.

Monetary policy: The Sudan has undertaken several monetary policy
measures to contain inflationary pressures and to mitigate their adverse im-
pact on the vulnerable poor. The Central Bank had used tightened monetary
measures through raising the reserve requirement ratio on deposits and the
strengthening of open-market operations. The reserve requirement ratio was
increased from 15 percent to 18 percent and the Central Bank deposits of
commercial banks were rolled back (CBOS Annual Report, 2011).

Exchange rate policy: Similar to the early 1970s, the policies place a signifi-
cant emphasis on the demand-side as tools for macroeconomic management
through exchange rate measures and monetary policy measures to reverse the
fiscal and trade deficits. The Central Bank of Sudan has imposed a series of
intervention policies to reduce the pressure in the foreign exchange market
and to broadly close the gap between the official and the parallel market
rates. These measures included the reduction of the allowances for amounts
of hard currency being available to individuals travelling abroad. Individuals
travelling abroad were only permitted to take a maximum of the equivalent of
2,000 Euros of any foreign currency after providing the supporting documen-
tation. The importation of selected goods was restricted, a 100% cash margin
was imposed on most imports, and use of foreign exchange was limited pri-
marily to serve genuine market needs. Customs duties on all the imported
goods were increased with the exception of food items, wheat, sugar and
capital goods as used by local manufacturers, measures which were projected
to result in a 15% - 20% drop in imports (CBOS Annual Report, 2011).

A “premium concept” was also introduced on top of the official ex-
change rate to encourage holders of foreign exchange to sell their positions at
a rate close to the street market rate. The premium rate is waved up-and-
down following developments in the parallel market exchange rates, which
would send a signal to the market about the temporary nature of the exchange
rate level. The premium rate was initially set at 16.29 percent above the offi-
cial price in December 2010, but it was reduced to 4.77 percent end of April
2011. The Central Bank of Sudan (CBOS) has also imposed regulations on
export traders. Previously export traders were allowed to access dollars
through a letter of credit under the condition that they return the hard curren-
cy within a period of six months; this condition was now cut to three months
under the new directives (CBOS Annual Report, 2011).

Despite the various implemented demand-side policy measures, the ad-
verse impact of the Secession continues to affect heavily vital economy activ-
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ities, causing serious economic imbalances and increasing the hardship for
the poor. These measures provided a temporary breathing space only, but did
not address the source of the deterioration in economic conditions, which are
likely to be structural in nature.

Progress in restoring macroeconomic stability has remained weak and the
financial situation continued to be very difficult; external and domestic im-
balances were even further deteriorated. The overall budget deficit has con-
tinued to expand and the burden of financing has increasingly relied on gov-
ernment borrowing from the Central Bank of Sudan (CBOS) which resulted
in reserve money growing. Inflation has accelerated sharply to remain dou-
ble-digits compared to around one-digit since 2003, reflecting rising import
cost of basic goods and weather-related production shortfalls what adds to the
economic duress for the poor and vulnerable.

Despite the interventions by the Central Bank, Sudan continues to face
considerable foreign exchange market instability driven by supply-related
shortages in foreign exchange. The exchange rate continued to depreciate
sharply and remained unpredictable. Despite of the premium that existed over
the official exchange rate, the gap between the official and the black market
rates widened, partly due to the growing economic uncertainties. The overall
balance of current account drastically turned into a large deficit position,
reflecting the lower oil export that was only partially offset by the increase in
gold exports.

Sudan has introduced a new comprehensive austerity package in June
2012, which combines fiscal adjustment, increased exchange rate flexibility
and a tightening of the monetary stance to restore macroeconomic stability
and to avoid a further deterioration of the economic conditions. As a result,
Sudan’s budget for 2012 was amended on June 18, 2012 to reflect the new
reality resulting from the delayed post-CPA arrangement on oil revenue divi-
sion/oil transfer fees; the revised budget proposed fiscal austerity measures to
absorb the revenue shortfalls. The amended budget has however embarked on
a fiscal reform path, aiming at addressing the budget imbalances resulting
from the secession of South Sudan. The key fiscal measures adopted are:



58 Unit 1: Sudan and South Sudan — The Need for Strategic Cooperation

Expenditure measures Revenue measures

e Phasing out fuel subsidies. e Increasing the VAT from
The diesel price was in- 15 to 17 percent;
creased to SDG 8 per Gallon e increasing the development
from SDG 6.5, while the tax from 10 to 13 percent;
prize of benzene was in- e Increasing the Business
creased to SDG 12.5 per profit tax on the banking
Gallon from SDG 8.5. sector from 15 to 30 per-

e  Liberalizing the price of cent;
sugar. e Increase the stamp duties

e Consolidating ministries at on financial transactions
all levels of government. and international flights;

Social safety nets spending e Repealing the negative list

e  Raising the salary of civil used to limit imports and
servants and pensioners by imposing instead import
100 SDG per month. tariffs;

e Establishing tax and duty e Enhancing revenue collec-
exemptions for wheat, flour, tion and lifting discretional
sugar and basic food items, tax exemptions; and
and reducing customs duties e Eliminating the rights of
on powder milk and food oil. foreign exchange revenues

e  Widening the social insur- retention of some minis-
ance networks from 500,000 tries and public corpora-
poor families to 750,000. tions.

e Lowering customs duties on
main staples and exempting
medicine.

e  Strengthening micro-finance
measures.

Source: IMF, Sudan SMP Report, IMF, 2012 a.

The austerity package also includes measures that aim to lessen the pres-
sure on the exchange rate and to safeguard external reserves. The Central
Bank adopted new exchange rate measures in June 2012 centered on a deval-
uation of the Sudanese pound and a reform forward to a more flexible ex-
change rate regime. The Sudanese pound was devaluated to 4.42 per US
dollar. The Central Bank also allowed licensed foreign exchange dealers and
commercial banks to set the value of the local currency closer to the parallel
market rate (CBOS, Amended Monetary and Financial Policies for 2012).

Despite these measures, the macroeconomic stability conditions contin-
ued to deteriorate, partially reflecting the delayed agreement with South Su-
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dan on oil transit fees that represented almost 30 percent of the total revenues
in the original budget (IMF 2012 a). Inflation continued to accelerate hitting
the rate of 45 percent in October 2012, twice the rate of inflation early this
year (see figure 9). The rising inflation rate is being fuelled by increased fuel
prices, by supply bottlenecks, and by rising pressures on the local currency.
Unless there are considerable improvements in regard of the extreme foreign
exchange shortage and the associated supply-side bottlenecks, it is more
likely that inflation will stay at very high levels (based on assessments by the
authors).

The gap between the official and the parallel market exchange rate is still
significant (see figure 9), due to the increasing shortage of foreign exchange
and the negative expectations on the agreement about oil transit fees with
South Sudan. As well, the commercial bank exchange rates still fall short of
the prevailing parallel market rate, meaning that the premium concept does
not really work.

New conflicts between Sudan and South Sudan in the border regions of
the two countries prevent any consolidation of economic reform policies and
the strengthening of macroeconomic institutions and policies.

6 Sudan’s Macroeconomic Management Institutions

Four major institutions are effectively participating in macroeconomic policy
formulation and implementation, namely: National Assembly, National Stra-
tegic Planning Council, Ministry of Finance & National Economy, and the
Central Bank of Sudan. In addition to these four institutions other institutions
also play a role, like the President’s Office, the ruling National Congress
Party/NCP, the Council of Ministers, the States Council, Big Business, and
other organizations like the Sudanese Businessmen and Employers Federa-
tion, the Sudanese Workers and Trade Unions Federation, and the Sudan
Banks Union. However, there is a hierarchical and top down approach, and
the known weaknesses of the governance system (as measured by various
governance indicators) affect the policy formulation as well as the policy
outcomes. A major weakness is the lack of an institutionalized policy dia-
logue between business, labour and government. Nonetheless the four major
institutions referred to above play a role in macroeconomic policy-making.
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Figure 9: Sudan’s inflation rate and exchange rate, January 2009-
October 2012
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Ministry of Finance & National Economy (MOFNE): The Ministry is re-
sponsible for fiscal policy formulation and implementation. The preparation
of the national government budget is the key task of the Ministry of Finance,
and it involves the participation a number specialized committees formed of
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officials from different national and sub-national bodies such as state level
authorities, public entities, and independent councilors. The national budget
is then submitted to the National Parliament for approval. The process of the
national budget preparation starts with formulations by a Macroeconomic
Committee which is responsible for developing the macroeconomic frame-
work. Then the budget circular is initiated and distributed. After that the
MOFNE Undersecretary meets with line ministries and General Directors of
public corporations on the budget circular. The MOFNE Minister then meets
with state governments’ representatives. The budget proposals of the line
ministries and of government units are then reviewed and discussed by the
Sectoral Committee. A first draft of the budget is also shared with different
social actors (trade unions, civil society) for consultation. A second draft is
then prepared and approved by the Higher Committee and signed by the
MOFNE Minister; it is then submitted to the Council of Ministers, approved
and then submitted to the National Parliament for endorsement'*. It is not
clear who really decides on the objectives and modalities of fiscal policy and
what the formal and informal role of other actors is.

The Central Bank of Sudan (CBOS): The CBOS is responsible for monetary
policy formulation and governing the banking sector to insure financial sta-
bility and safety. It determines the money supply growth, selects the mone-
tary policy instruments, and is responsible for the process of implementation
and the monitoring of the performance. The CBOS establishes a number of
committees to formulate its monetary policy, a policy draft which is then
shared with commercial banks managers and the academia for broad consul-
tation. Although the CBOS is the responsible body for monetary policy man-
agement, coordination with the Ministry of Finance is taken into considera-
tion. During policy formulation, both the CBOS and the Ministry of Finance
determine - through a joint committee - the main targeted macroeconomic
indicators (e.g. economic growth, inflation, exchange rate, and banking credit
to different economic sectors). While the banking sector is supervised by the
CBOS, the stock market (Khartoum Stock Exchange) and the insurance sec-
tor are governed by independent supervisory bodies. The Khartoum Stock
Exchange Board of Directors and the Insurance Supervisory Authority are
responsible for the management of the stock market and the insurance com-
panies, but they work in collaboration with the CBOS. It is not clear to what
extent the autonomy of the CBOS is really preserved and what autonomy
means for the functions of the main officials. However, some changes have
taken place towards more institutional autonomy based on recommendations
of IMF Staff Monitoring Reports. For some time, fiscal policy used to domi-

14 World Bank (2007), “Sudan: Public Expenditure Review”.
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nate monetary policy and the CBOS used to change the monetary aggregates
and the financial resource direction in favor of the government budget re-
quirements. However, CBOS gained some independence and legislation was
issued so as to limit the government borrowing from the CBOS. The CBOS
now determines the level of government borrowing from the banking system
independently (Tajeldin I. Hamed and Mohamed O. Ahmed, 2009).

National Strategic Planning Council (NSPC): The NSPC is the think-tank
of the country, and it is the key body that develops the national plans both
short-term and long-term. It determines the national vision, mission, and
objectives. It also determines the challenges and opportunities, strengths and
weaknesses in all national issues, and then sets the strategic goals. The Coun-
cil works in collaboration with all segments of the society, governmental and
non-governmental and civil society organizations, universities and research
institutions as well as political parties and international organizations. The
Council is required to submit the plans that it formulates to the National Par-
liament for approval, before they become mandatory for other institutions to
follow in their plans. It is not clear how independent the NSPC really is, and
how much influence is exerted from main parties and organizations, from big
business and from high level government bodies. The National Strategic
Planning Council (NSPC) is leading the chain of the policy formulation in the
country, and it collaborates with all key institutions through joint committees
during the formulation of the national strategic plans. Then each institution
develops its sub-national plan in which intermediate goals, instruments and
related stages are determined. In doing so also joint committees are formed as
in the case of the coordination between Ministry of Finance and the Central
Bank of Sudan. It is not clear who takes the lead in developing strategic goals
and objectives, but the NSPC plays definitely some role.

The National Assembly (NA): The National Assembly represents the inter-
ests of the whole Nation, and it is the responsible body for issuing legisla-
tions and rules, for monitoring the executive government management, and
for maintaining the Government system. Its responsibilities include: amend-
ment of the constitution; declaration of war; discussing the presidential
speeches; approval of the government budget; resignation of the president
and the vice-president; and any other responsibilities stated in the constitu-
tion. Following the referendum on the right of self-determination for South
Sudan, which opted for the establishment of an independent state “South
Sudan”, the Parliament Constituencies and the relative representation lists
which are connected to the population distribution have changed. According-
ly, the Parliament is composed of 354 elected members representing ten dif-
ferent political parties with the majority coming from the ruling National
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Congress Party (NCP). The National Assembly is participating effectively in
the macroeconomic policy formulation through its right to discuss and to
approve the national plans submitted by the National Strategic Planning
Council (NSPC) and the Government Budget submitted by the Ministry of
Finance and National Economy (MOFNE), and any other economic and
financial matters and legislations submitted for approval by any relevant
government body. The National Assembly does this through its two special-
ized committees: The Economic Affairs Committee and the Industry, Invest-
ment and Foreign Trade Committee. The National Assembly also has the
authority to question any government body working closely with the General
Auditor to ensure transparency and to fight corruption. It is not really clear to
what extent the National Assembly (NA) has impacted on macroeconomic
policies in the decisive periods of Sudan’s development.

It is not clear how these four institutions interact among each other and
how they coordinate with other actors who show interest in and are part of
economic policy. As the civil war has dominated the politics in Sudan for
decades, it might be expected that all fiscal and economic policies were sub-
jugated to these basically political and military decisions.

7 Medium-term Reform Agendas for Sudan: The Way Forward

The Sudan development path implies that resources endowment is not
enough. Success requires addressing technical issues and managing resources
endowment well so as to encourage economic diversification and to invest in
the “owners” of the resources (the people). Sudan has immense potentials to
become an emerging economy, including fertile land and water resources
(farming, livestock production and related agro-processing industries) and
minerals (oil, gold, etc.) which are in high demand globally. Sudan is also
rich in human resources and capabilities. It is in the neighborhood of wealthy
countries (Europe and Arab oil-exporting countries), which provides poten-
tially a strong market for the products of Sudan.

However, inefficient macroeconomic management and internal conflict
hinder Sudan to effectively utilize its natural resources so as to build an eco-
nomic foundation for a diversified, inclusive and sustainable development
process. Despite the substantial policy measures and structural reforms that
were adopted since the 1960s, Sudan’s economy has remained subject to
significant structural rigidities that need to be addressed in order to achieve
any sustainable economic development path.

Since its independence in 1956, Sudan has been hindered by several
armed conflicts, including South Sudan, the East Front, Darfur, Blue Nile
State, South Kordofan State and Abyei. These past and various ongoing con-
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flicts pose challenges for governance, human development, and for growth
and poverty reduction in Sudan. Key among these challenges is the huge loss
of lives by armed conflicts and the destruction of infrastructure. These factors
have severely debilitated the country’s capacity for development as well as
undermined the development projects in areas affected by armed conflict.

Sudan’s new strategy should focus on overcoming the legacies of long

internal conflicts and building the economic foundation for a diversified and
inclusive growth. To address these long-standing structural rigidities, Sudan
needs a mix of policy measures that emphasis fiscal discipline and a strict
monetary policy along with underlying structural reforms, including:
bringing durable peace throughout the country and addressing the
post-conflict challenges (reconstruction and rehabilitation of the
war-affected areas and of the displaced population settlements);

» providing broad opportunities for socio-economic recovery in all
parts of the country;

» creating an enabling environment for the private sector, increasing
competitiveness and speeding up the further diversification of the
economy;

» strengthening public finance management (taxation, expenditure
management, controls, auditing and monitoring);

» increasing the effectiveness of monetary policy and deepening and
restructuring the financial sector (by new accounting and monitoring
systems, by enforcing prudential regulations, and by introducing
new monetary instruments); and

» introducing a more flexible exchange rate regime and an open trade
system (by unification of exchange rate systems and by tariff and
trade reforms).

8 Conclusion

The oil exploration since 1999 has provided an immense opportunity for
Sudan to become an emerging economy, but the country failed to effectively
use the oil resources to build an economic foundation for a diversified, inclu-
sive and sustainable development path.

The Secession of South Sudan in July 2011 represented a significant
transition point in the recent history of Sudan, causing serious economic
imbalances and increasing hardship for the population. The country was left
with immensely fragile economic conditions that were transmitted largely
through the fiscal and external accounts. The loss of about three quarters of
the oil production left Sudan with only half of its previous fiscal revenues
and only a third of its export proceeds. These challenges created negative
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fiscal and balance of payments implications that strained the economic, social
and political stability.

Macroeconomic stability has sharply deteriorated following the Seces-
sion of South Sudan. The budget deficit has increased dramatically, reflecting
pressures emerging from the significant loss in oil revenues and exports.
Inflation rates continued to be volatile and increased, reaching double digit
rates as a result of rising import cost of basic goods (as a result of the weak-
ening local currency value). The exchange rate has sharply depreciated and
the overall balance of external accounts has experienced persistent deteriora-
tions.

Similar to the policy responses during the oil shock in the early 1970s,
Sudan has adopted restrictive demand-side macroeconomic management
policies in response to the macroeconomic shock of the Secession of South
Sudan. The policy measures in the 1970s have centered on extensive gov-
ernment market interventions and on regulations of the economy. However,
the economy has not responded positively to these measures and the econom-
ic fundamentals continued to deteriorate. To avoid a further deterioration of
the country’s economic and financial situation after the Secession shock,
Sudan has introduced a new comprehensive austerity package in June 2012,
including harsh fiscal adjustment measures and allowing for more exchange
rate flexibility. The fiscal stance has responded positively to these measures
and some progress has been made in maintaining fiscal sustainability. How-
ever, the continuing conflicts in Sudan and the tensions with South Sudan
lead to a massive use of scarce resources for defense and security at the ex-
pense of development.

Although the June 2012 policy measures are an important step towards
restoring macroeconomic stability, Sudan’s policymakers need to use a two-
tier macroeconomic management process. Policy measures need to focus on
short-term adjustment measures to avoid a further deterioration of the eco-
nomic and social conditions, and on a medium-term and long-term structural
reform to build the economic foundation for a diversified and inclusive
growth process. This underscores the need to expand its agriculture and do-
mestic manufacturing sectors through structural reforms, more exchange rate
flexibility and specific production incentives to the primary sectors.
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Macroeconomic Policy Formation in South Sudan:
Building Fiscal Management'’

Asha Abdel Rahim? and Dirk Hansohm?

1 Introduction

South Sudan became independent on July 9, 2011 and is the newest state on
the globe; in the same month it became the 193th member state of the United
Nations. However, the independent state was preceded by six year interim
period as an autonomous region, as stipulated in the Comprehensive Peace
Agreement (CPA) of 2005. The Southern Sudan region enjoyed in these
years already a high degree of political autonomy. In this interim period the
reconstruction after a long civil war started and also the building up of a
public administration began.
South Sudan is unique by combining challenges of different country
groups:
e Itis a least developed country where modern development has really
only begun very recently;
e It is a post-conflict economy with its particular challenges of state-
building and reconstruction;
e It depends highly on oil exports as a basis of the economy and of the
state budget and so is subject to 'resource curse' effects;
e It is land-locked and can only reach the world market principally ei-
ther through Sudan or Kenya.
Each of these characteristics is a heavy burden on its own. But the coun-
try holds also promise with its wealth of natural resources, a young popula-
tion (51% under 18 years), and support granted by numerous donor countries.
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It is in many respects a virgin country as it was neglected for most of its co-
lonial and post-colonial history. With a population of only 8.3 million on an
area of 640.000 km?, is has a low population density (13.3 people per square
kilometer). It is estimated that only 4% of its fertile land is used. It has a rich
resource base: not only oil, but also minerals and agriculture, livestock, for-
ests, fishery.

But a multitude of constraints hold back their exploitation: a lack of un-
ambiguous land rights, a minimal infrastructure of roads, railway, river
transport, electricity, internet, a very low level of education and a low level of
health. A key problem is the multitude of unresolved conflicts with Sudan of
which it was part - over resource division, border demarcation, nationality,
etc. The seriousness of these disagreements came to a head when South Su-
dan stopped its oil production in January 2012, cutting both its own and Su-
dan's main income source. This brought into the open the structural depend-
encies and the fragility of the economic systems and hastened the need for
economic reform.

This paper analyzes the state of macroeconomic policy formation in the
new South Sudan. As the private sector is still in its infancy, the public sector
plays an overriding role. Thus, the article will give particular emphasis to the
quality of fiscal (revenue and expenditure) management. Three strands of
discussion are relevant to this context: First, the discussion on state building,
especially in a post-conflict context; second, the discussion on public finance
management and its reform; and third, the discussion on the challenge of
dealing with dependence on mineral and aid rents (termed as 'resource
curse').

In each of these areas numerous lessons have been learnt but controver-
sies remain. South Sudan has tried to adopt such lessons and its experiences
can also provide interesting insights and inform the discussion.

The second section gives an overview of the current economic, social
and political conditions. The following section three discusses the economic
policy, the strategies, the policies, the implementation and the actors, relating
all these issues to the discussion on state building. Public finance and its
reform are discussed in the fourth section, while specific attention to the risks
of resource curse through oil and aid inflows is given in section five. The
final section six concludes with some recommendations.

2 Economic, Social and Political Conditions in South Sudan

As argued in the introduction, South Sudan is unique in several respects. It
bears a number of potentials that have been largely untapped as yet. But at
the same time, the barriers that need to be unlocked to realize these potentials
are deep and manifold.
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While oil is the resource on which the budget and the whole economy
depend, the country is rich in other minerals as gold, silver, iron ore and
copper. The country also has a rich agricultural potential; cassava, ground
nuts, sweet potatoes, sorghum and millet, sesame, maize, rice, and beans are
currently planted. Cattle and fish and also timber have a huge commercial
potential.

However, the challenges abound: Health and education indicators are
very low - the literacy rate is only 27% (16% among female); school enrol-
ment rate is 44%; 30% of the children are underweight. The infant mortality
rate is 102 (per 1,000 live births); the maternal mortality rate is 2,054 (per
100,000 live births); and only 17% of the children were fully immunized. As
much as 51% of the population is living below the poverty line; 55% have
access to improved water sources and only 20% to improved sanitation; 15%
of the households own a phone/handy (59% in urban areas compared to eight
percent in rural areas); 83% of the population still live in rural areas and road
infrastructure is minimal - only one tarred road connects the capital city Juba
to the border with Uganda (World Bank data on website, SSNBS data on
website).

Another area of concern is the still very difficult business environment.
The World Bank's Doing Business Index (World Bank 2012a) rates South
Sudan as rank 159 out of 183 countries (where 1 is easiest and 183 the most
difficult conditions). The modern private sector is still in its infancy stage and
markets, with the exception of the capital Juba, are largely undeveloped.

No comprehensive analysis of the achievements of the six year Compre-
hensive Peace Agreement (CPA) interim period (2006 -2012) in South Sudan
is available. While the promises of the CPA were at best rudimentarily im-
plemented at the national level of the then Sudan, in the South a public ad-
ministration started to get in place. Most importantly, the CPA brought a
broad pacification of the South. On the background of the general experienc-
es in post-conflict development (most of which see a return to conflict) this is
a remarkable achievement. Food and basic goods were distributed, schools
and health stations were built, and roads were constructed. Overall, the re-
sults of the CPA interim period were regarded as impressive by the popula-
tion (Schomerus and Allen 2010).

At the same time, the achievements remained fragile and were compro-
mised by broadening corruption and power abuse, in an environment of min-
imal control and accountability. Government is still weak and the dominant
international partners have emphasized in the first years after the CPA hu-
manitarian assistance, rather than capacity building and institution building.

A key challenge to maintenance of peace and development is the dis-
armament, demobilisation and reintegration (DDR) of the large national army
(Sudan People Liberation Army - SPLA) and the numerous militias. Only
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very limited success has been attained in this field so far: By January 2011
less than 13% of the targeted number had entered the DDR process. Among
the multiple reasons are inconsistent conceptions and aims of the then nation-
al government (all Sudan) and of the GoSS, lack of ownership of SPLA,
insufficient compensation for former combatants, ineligibility of participants,
and the use of 'best practice' of other post-war countries irrespective of their
inapplicability (Stone 2011).

The sudden decision to cut off oil exports in January 2012 that constitut-
ed 98% of South Sudan's revenue sharpened the challenges. Even if and
when the open conflicts between the two Sudans will be resolved, it will take
months to return to the pre-crisis oil-production level. As a result, inflation
reached a peak of 80 percent in May 2012, receding to 41 percent in Novem-
ber 2012.

Internationally comparable economic data on South Sudan are as yet
scarce, but the national data collected and computed by the South Sudan
National Bureau of Statistics (SSNBS) are expanding, on which most of the
following information is based.

Economic growth has been insufficient to tackle the huge challenges, and
it has actually slowed down over recent years (2009-11), from 4.3 over 4.2 to
1.9%. In 2011 GDP amounted to US$ 19.2 billion (World Bank website).
This translates into a per capita income of US$ 1,546 (2010), being much
higher than that of neighboring countries. However, this figure is misleading,
as a much lower income remained in the country. The GNP is only US$ 984
(2010), reflecting the large income outflows to oil companies and payments
under wealth sharing until independence.

Oil contributes with about 80% to the GDP. Outside of the oil sector,
livelihoods are concentrated in low-productivity, unpaid agriculture and pas-
toralists work, which accounts for around 15% of the GDP (World Bank
website). According to the Census of 2008 (SSCCSE 2011), 63% of the work
force are regarded as working in the agricultural sector, 16% in household
production for own use, 6% in public administration, 3% in education, health
and social work, only 1% each in manufacturing and construction, 7% in
trade, and 3% in other services. 14% of the labor force was regarded as un-
employed (this figure does not capture those who are working part time or are
working in the informal sector).

Government revenues are almost completely dependent on oil income
(see the following table 1).
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Table 1: Revenue & Expenditure in South Sudan (2006-2012, SSP bil-

lion, current prices)

2011 2012
Items/Year | 2006 | 2007 | 2008 | 2009 | 2010 | (Jan- (Jul-
Jun) Apr)
Revenue 2736,1 | 2977.8 | 6789,6 | 4238,8 | 5756,8 | 4889,1 | 10182,7
0il 27329 | 2964,5 | 66709 | 4121,5 | 5630,3 | 4782,1 | 9882,9
Non-oil 32 133 | 1187 | 1183 | 1266 107 299.8
revenue
Expenditure | 3581,5 | 2936,5 | 5712,7 | 4234,7 | 5576,1 | 4424,1 | 85458
Revenue
as % of 0,76 1 1,2 1,0 1,0 1,1 1,2
expenditure
Oil revenue
as % of 1,00 1,00 | 098 097 | 098 0,98 0,97
total reve-
nue

Source: OEA (2012: 3)

The table 1 shows a continuing and extreme dependency on oil as a
source of public revenues. The share of non-oil revenues increased only mar-
ginally from 0.1% (2006) to 2.9% (2012). How urgent the task of economic
diversification is for diversifying also the sources of public revenues, is
drawn in perspective by the following figure 1: As far as currently known oil
resources go, production has already passed its peak.
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Figure 1: Historical and future expected oil revenues of South Sudan
(1995-2035, billion US$)
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The following table 2 gives an overview of the categories of spending
over the past years. Almost half of the public expenditure goes to salaries,
and about as much is going to operating costs, a spending pattern which
leaves very little to investment. The transfers to the ten states are also very
limited, which is problematic in the presence of their very limited capacities
to raise their own public revenues.
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Table 2: Expenditure by Category in South Sudan (2006-2012, SSP bil-
lion current prices)

2011 2012
Items/year 2006 2007 2008 2009 2010 (Jan- (Jul-

Jun) Apr)
Salaries 1185,7 | 14798 | 1873,4 | 19773 | 2205,7 | 13349 | 3129,2
Operating 1438,2 | 10584 | 22273 | 12553 | 2279,6 | 2145,8 | 1892,1
Capital 957,6 398,3 | 16119 1002 10909 | 9434 | 1636,7

;;T;:fem" 5255 | 631,6 | 6376 | 1089,9 | 1219,9 | 7733 | 1540

Expenditure | 3581,5 | 2936,5 | 5712,7 | 4234,7 | 5576,1 | 4424,1 | 85458

Salaries as %
of Expendi- 0,33 0,50 0,33 0,47 0,40 0,30 0,37
ture

Operating
as % of 0,40 0,36 0,39 0,30 0,41 0,49 0,22
Expenditure

Capital as %
of Expendi- 0,27 0,14 0,28 0,24 0,20 0,21 0,19
ture

Transfers to
the States
as % of
Expenditure

0,1 0,2 0,11 0,26 0,22 0,17 0,18

Source: OEA (2012: 3)

According to table 3, by far the largest amount of allocation went con-
sistently to security (38% in latest year), followed by public administration
(14%), infrastructure (12%), and rule of law (11%). Health and education
only received 2% and 4-8% respectively (even with a declining trend for
education). While these are alarming signs, the international donor partners
have highly concentrated their activities on these sectors (but not the gov-
ernment!).
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Table 3: Expenditure by sectors in South Sudan (2006-2012, SSP billion,
current prices

Items/year 2006 2007 2008 2009 2010 2011 2012
(Jan- (Jul-
Jun) Apr)

Accountability | 258,8 | 714 656 3207 | 5333 | 7186 | 397.1

Economic 45,5 52,7 0,3 94,8 162,4 | 98,8 133,7

functions

Education 225,2 233,1 290,2 234,1 279,2 144 367,9

Health 136,1 67,2 114,1 97,1 1394 94,1 174,6

Infrastructure 360,8 170,3 813,9 536,3 6359 | 451,8 984,5

Natural re- | 119,8 109,4 196,5 178,8 185,3 91,9 247,1
sources

Public admi- | 185,6 234,6 512,6 345,1 844,7 2009,5 | 1160,3
nistration

Rule of law 3514 | 2572 515,2 529.4 665,7 | 421 949.4

Security 1204,8 | 1920 1882,1 | 1411,4 | 15149 | 1081,4 | 3206,7

Social Huma- | 85,0 37,9 84,1 394 72,8 80,9 135,5
nitrian

Block  trans- | 324,1 416,0 4527 438,7 542,6 404,6 788.,9
fers

Expenditure 32974 | 28418 | 5712,7 | 42347 | 5576,1 | 5596 | 85458

Source: OEA (2012: 3)

The effectiveness of policies and the implementation of plans, budgets
and programs is highly determined by the underlying quality of governance.
Governance can be described as consisting of the traditions and institutions
by which authority in a country is exercised. This includes the process by
which governments are elected, monitored and replaced; the capacity of the
government to effectively formulate and implement sound policies; and the
respect of citizens and the state for the institutions that govern economic and
social interactions among them (World Bank 2012b).

Comparative data on the status of governance of South Sudan are diffi-
cult to get as yet. However, the World Bank's comprehensive World Govern-
ance Indicators data - that process multiple sources to estimate the state of
governance in six dimensions - include the new country South Sudan. The
following table 4 measures the quality of governance in comparison with
other countries on a scale from 0 (lowest) - 100 (highest). These aggregate
indicators combine the views of a large number of enterprises, citizens and
expert survey respondents in industrial and developing countries. These are
based on 30 individual data sources produced by a variety of survey insti-
tutes, think tanks, non-governmental organizations, international organiza-
tions, and private sector firms.
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Table 4: Comparative governance indicators for South Sudan and Sudan
(2011; percentile rank 0-100)

South Sudan Sudan
voice and accountability 16,90 4,20
political stability/absence of violence 14,20 0,90
government effectiveness 0,90 7,10
regulatory quality 3,30 8,10
rule of law 2,80 8,50
control of corruption 0,90 5,70

Source: World Bank 2012b

The table 4 shows that in two dimensions (voice and accountability and
political stability/absence of violence) South Sudan does markedly better
than Sudan. This reflects progress. But on the four other criteria - government
effectiveness, regulatory quality, rule of law, and control of corruption - the
new nation is worse, and at rock bottom of all countries. And while all of the
six governance dimensions are important as conditions for effective macroe-
conomic policy making, these latter four are directly important. One could
argue that, as a new state, low ratings could be expected. However, for one
point, South Sudan had already 6 years of peace, a period to build up a new
administration, regulations, and laws, and for another point, it should be
easier to build up a sound new system than to reform a well-established sys-
tem of bad governance. In fact, all of these governance dimensions have
continuously further deteriorated over the last years. In sum, these indicators
disqualify heavily the laws passed and the bodies set up. This is not a basis
for a sound economy.

Since 2005 a new indicator, specifically targeted at the determinants of
‘failing states’, is collected by an American civil society organization (Fund
for Peace [2012], see table 5 below). It proposes 12 indicators: Mounting
demographic pressures; Massive movement of refugees and Internally Dis-
placed Persons (IDPs); Legacy of vengeance — seeking group grievance;
Chronic and sustained human flight; Uneven economic development along
group lines; Sharp and/or severe economic decline; Criminalization or de-
legitimization of the state; Progressive deterioration of public services; Wide-
spread violation of human rights; Security apparatus as ‘state within the
state’; Rise of factionalized elites; and Intervention of other states or external
actors. This comparative project points to the relative character of these char-
acteristics by collecting the data for all states. The indicators range between
zero (best) and 10 (worst).
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Data for South Sudan are available for the first time for 2012. Thus, no
comparison over time is possible, but only one with Sudan (see table 5 be-
low). The table 5 shows that, expectedly, most indicators are not different
from Sudan's (that has the third worst overall indicator of 177 countries).
While the indicators of human flight and brain drain are notably better for the
new country, state legitimacy and human rights and rule of law are only
slightly so, and the indicator for public services provision is more progres-
sively deteriorating in South Sudan relative to Sudan.

Table 5: Failed States Index (2012)

Indicator South Sudan Sudan
Demographic pressures 8.4 8.4
Refugees and IDPs 9.9 9.9
Uneven economic development 8.8 8.8
Group grievance 10.0 10.0
Human flight and brain drain 6.4 8.3
Poverty and economic decline 73 7.3
State legitimacy 9.1 9.5
Public services 9.5 8.5
Human rights and rule of law 9.2 9.4
Security apparatus 9.7 9.7
Factionalized elites 10.0 9.9
External intervention 10.0 9.5

Source: Fund for Peace (2012)

The following section 3 considers the policy, institutional and organiza-
tional base of these economic and social outcomes.

3  Context of Development Strategies and of Macroeconomic
Policy Formation

The Southern Sudan region was integrated into Sudan that became independ-
ent in 1956, but this was done on pressure of the elites in the new country's
capital, but not based on the opinion of the population of the South. Not sur-
prisingly, rebellion in the South even preceded independence (1955), and
continued ever since until 2005, only interrupted by a peace interval from
1972-83 (Addis Ababa Agreement). During all this time, civil administration
and development remained very thin and restricted. Real state building only
began after the signing of the CPA in 2005.
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Following the signing of the CPA a Joint Assessment Mission (JAM) by
UN and World Bank, in cooperation and with endorsement of the Govern-
ment of Sudan and the South Sudanese rebel movement (Sudan People Lib-
eration Movement - SPLM), provided a detailed assessment of recovery and
development needs for the entire country (JAM 2005). Although elements of
a public service existed in Sudan Government-controlled areas and starts of a
rudimentary government and a public administration were made also in the
SPLM controlled areas, covering most of the country (Rolandsen 2005), the
JAM noted that the entire public service of South Sudan had to be built up
virtually from the scratch.

Thus, the challenges of state building and post-conflict reconstruction
basically coincided. In both of these fields many mistakes have been made
and many lessons were learned. One key misconception in both efforts has
been the serious underestimation of the tasks. A second has been the view
that 'best practices' developed anywhere can easily be copied and transplanted
in any context. Basically, development experts believed that building the
capacity of the state to carry out its core functions - security, infrastructure
development, health, education, and taxation to finance all these tasks -
would be an easy endeavor.

However, as Pritchett et al. (2012) pointed out, reality has proven other-
wise. 50 years after independence of many states, their capacity in these re-
spects is still the same or even worse. This was illustrated for instance by
Pritchett et al. (2012) by analyzing data on time series of quality of govern-
ance, government effectiveness and quality of public services provided.
Pritchett et al. (2012) point out the dangers of over-ambition in regard of
goals and standards relative to available capacity, the establishment of bodies
that have the form of modern organizations but do not really execute their
tasks, and the neglect of local contexts. These lessons should give a warning
sign to late-comers to state building as South Sudan. Are these lessons taken
on board?

During the six year peace period following the signature of the CPA in
2005, numerous governance institutions and organizations were set up and
plans, laws, and concept papers were laid down. Since independence in July
2011, this process continues. While these institutions are largely following
the model of a modern democracy, unsurprisingly they do not yet measure up
to their standard. The country's transitional constitution of 2005 constitutes
the three arms of government: legislative, executive, and judiciary. There is a
wide range of powers for the president: He cannot be impeached and has the
authority to fire state governors and to dissolve the parliament and the state
assemblies. There is no control of powers.

The country has not less than 29 ministries (recently reduced from 37)
and 21 commissions. It introduced a decentralized system of governance with
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the central national level, 10 states, and the local government level with 73
counties. Substantial powers are devolved to the sub-national levels (see
below next section). Not all of the commissions are, however, as yet effec-
tive, nor are all the laws and policies.

A parliament with two houses - the National Legislative Assembly
(NLA) and the State Council (SC) with representatives of the 10 states - has
332 and 50 resp. members. While the lower house has also members from the
former Sudan parliament, and members appointed by the political parties and
by the president, the members of the upper house are partly from the former
Sudanese State Council and partly appointed by the president. Thus the sys-
tem cannot be called 'elective democracy'. Nevertheless, in the opinion of
most people, the parliament meets the aspirations of an inclusive body, cov-
ering all regions, political and ethnic groups and gender (25% of the mem-
bers have to be women).

The ruling party SPLM holds 90% of the seats. While five opposition
parties are in the parliament, they do neither have the resources nor the expe-
rience to formulate policies and to pose an effective and credible opposition.
Moreover, these parties tend to be one man shows and/or are based on a spe-
cific ethnic group. If anything, the potential for democratization through
parties is currently more within the SPLM that has various factions, including
army officers, academics, activists, and modern professionals.

A major reason for the very limited control function of the parliament is
the ignorance of many members about the function of a parliament and the
limited competence, last not least in English language. While some are highly
educated and experienced, others have little education, among them veteran
civil war fighters. Whether the parliament will grow into a relevant institution
will depend on the ability of the members to acquire the means and the com-
petences that are required. However, it will be decisive for its role and the
relevance that civil society will expect and demand from parliament.

The Interim Constitution provides for an independent judiciary headed
by a Supreme Court. The president’s Supreme Court appointments must be
confirmed by a two-thirds majority in parliament (the National Legislative
Assembly - NLA). The embryonic court system is under huge strain. In Sep-
tember 2011, the chief justice said the courts had the capacity to handle
100,000 cases a year, but in fact faced four times that number. He called for a
greater use of traditional dispute-resolution systems to ease the burden of the
court system (Freedom House 2012). Interference by the Executive also un-
dermines the independence of the Judiciary.

The South Sudan Anti-Corruption Commission (SSACC) has not proven
to be effective. Corruption is widespread and has not as yet been effectively
addressed, as many of its beneficiaries are known to be among the top leaders
and are regarded as deserved former freedom fighters that seem to be un-
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touchable. No official has ever been prosecuted for involvement in corrupt
practices since the establishment of the SSACC five years ago. In August
2011 the members of parliament initially refused to approve South Sudan’s
first cabinet as an independent country, demanding that the president releases
the names of a list of 13 ministers suspected of being involved in corruption.

In September 2011 the SSACC released a report stating that it was inves-
tigating some 60 cases of corruption and was trying to recover more than SSP
120 million (approx. $20 million). The report to the surprise of many, includ-
ing Paul Akol, a Member of Parliament/MP, made no reference to the list of
the 13 top officials (Sudan Tribune 2011). Both South Sudanese and interna-
tional actors are increasingly concerned about the pervasive and destructive
impact of corruption, but according to many, despite statements to the contra-
ry, 'there is little will to address it' (OECD 2011: 12). A ray of hope is the
South Sudan National Audit Chamber (SSNAC), which, despite very limited
means, published reports on the government financial statements for the
years 2007 and 2008 (SSNAC 2012a and b) that spell out the numerous and
major shortcomings (see below section 4). Although presented to the presi-
dent and to the parliament, no concrete steps seem to have been taken.

Another positive and important development is the establishment of the
National Bureau of Statistics (SSNBS) that continues to bring out more and
more economic and social data that provide a basis for a more evidence-
based policy making process. This institution thereby contributes to transpar-
ency in government and with regard of the social situation.

The Ministry of Finance and Economic Planning (MoFEP) combines the
tasks of annual economic planning and longer term development planning as
well as donor coordination. Its capacity has been strengthened since 2006.
However, this is not the case for the remaining 28 other ministries which
often have quite limited tasks and may also have overlapping functions, like
those for transport and roads & bridges, or are closely related to each other
(as an example, there are two ministries for education).

All in all, the large number of newly created government bodies is trou-
blesome. First, they have to cope with the extremely limited pool of skilled
staff to make them working. Second, they create a large scope for duplica-
tion, and for overlapping and conflicting functions. Most importantly, the
broad number of organizations has negative implications for depth of ful-
filling tasks and for effectiveness of operations. Unfortunately, they conform
to the picture of 'isomorphic mimicry' of pretenders of real organizations
(Pritchett 2012).

Why did this happen? What are the motivations behind? Two explana-
tions offer themselves: First, bloated organizations are created to absorb
former fighters, to create jobs, and to benefit on other elements. Second,
donors press for and (part-) finance institutions they think are important and
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that are currently in vogue in development circles. These include for instance
the SSACC. It doubles functions that should be done by others, including the
Auditor General, the Ministry of Finance, and the Judiciary. Furthermore, the
budget of the SSACC even surpasses that of the vital South Sudan Audit
Chamber (SSAC). Similar arguments could - and should - be made for most
of the Commissions, whose tasks should be executed by the ministries them-
selves. The effectiveness of many of these Commissions is reportedly very
weak.

A great number of policy documents has been produced that is meant to
give structure and guidance to policy making. The South Sudan Development
Plan (SSDP) 2011-13 (GRSS 2011) sets the framework and a medium-term
agenda for South Sudan on economic and fiscal policy. The very comprehen-
sive plan (GRSS 2011, 437 pp.) presents a detailed framework of goals, ob-
jectives and performance targets, and an action plan how these are to be pur-
sued, as well as how the resources are allocated. It also sets out indicators to
monitor progress. The plan is very detailed and highly sophisticated. Overall
SSDP objective is to ensure that by 2014 South Sudan is a united and peace-
ful new nation, building strong foundations for good governance, economic
prosperity and enhanced quality of life for all. Efforts to achieve this are
broken down into four core building blocks for the SSDP in the plan period:

1. Improving governance;

2. Achieving rapid rural transformation to improve livelihoods and ex-

pand employment opportunities;

3. Improving and expanding education and health services; and

4. Deepening peace building and improving security.

In addition, seven cross-cutting issues have been identified as important:
preserving the environment; achieving gender equality, providing for youth
employment; capacity-building; following human rights; combatting
HIV/AIDS; and fighting corruption. (GRSS 2011: XX)

Its priorities include:

e expanding and strengthening the public provision of basic services;

e large scale infrastructure development (in particular roads, electrici-

ty);

e development of human and institutional capacities; and the

e establishment of a legal framework across all the levels of govern-

ment

In this framework, the importance of fiscal policy and management is
recognized: 'In order to achieve fiscal discipline and macroeconomic stability,
GoSS will pursue sound public financial management (PFM)' (GRSS 2011:
134). The Public Financial Management Act (PFMA), the Procurement Law,
the Audit Act and the Central Bank Act have been prepared for this purpose.
The Government is currently rolling out a Financial Management Infor-
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mation System (FMIS) to states. Key institutions to implement fiscal policy
are the MoFEP, the Central Bank of South Sudan (CBSS), the SSAC, the
SSACC, and the SSCCSE (now SSNBS). The purpose is to bring all this into
a 'comprehensive legal framework'.

Budget Sector Plans set out Government's priorities and cover key sec-
tors across ten sectors: accountability; infrastructure; security; economic
functions; natural resources; social and humanitarian issues; education; pub-
lic administration; health; and rule of law. The National Budget Plan is Gov-
ernment's key budget strategy document. It links Government's overall poli-
cies and plans, as set out in the Budget Sector Plans, to the annual budget. To
do this it highlights main macroeconomic policies, recent macroeconomic
performance and future plans, available public resources, and public expendi-
ture priorities (OEA 2012: 16-17).

The country's aid strategy from 2006 and the renewed one in 2011 (see
below section 5) is to make sure that foreign aid is in line with Government’s
priorities and helps to build capacity.

A growth strategy for the years 2010-2012 has also been formulated in
2010 (GoSS 2010). The strategy emphasizes the role of government in pro-
moting growth - through creating an enabling environment and an open
economy, and through direct support to the private sector (whose most im-
portant actors are smallholder farmers and pastoralists), rather than direct
public involvement in economic activities. The strategy then identifies the
sources of growth and its constraints. It identifies insecurity, poor infrastruc-
ture, and multiple taxation as the binding constraints to growth in South Su-
dan - i. e. those constraints that must be addressed first in order to raise the
rate of growth. Lastly, the strategy sets out the roles of GRSS sectors and
agencies. As the strategy calls for strictly evidence-based policy making, it
also emphasizes the need to strengthen this evidence base by further data
collection and rigorous research.

These documents meet a relatively high standard. They are, however, not
in line with the underlying very limited capacity to implement. They do not
only lack complete consistency with each other, they do also not consistently
lead to policy making. Both government and development partners experi-
ence problems in prioritizing and in sequencing the work (OECD 2011: 13).
The lack of consistency is exemplified by the contrast between the very com-
prehensive approach of the development plan that touches all sectors and
many activities, and the Growth Strategy that emphasizes prioritizing as well
as sequencing according to binding constraints (as new and different immedi-
ate constraints will come up once the present ones are eased).

The limitations of the role of these comprehensive planning documents
for actual policy making were thrown into light with the decision taken early
in 2012 to abruptly stop oil production in the continuing dispute with Sudan
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on the transfer fee for the oil transport to Port Sudan. While it is understand-
able as a reaction to the illegitimate transfer of oil funds by Sudan's govern-
ment, the decision was apparently not taken on the basis of a systematic eval-
uation of options with their costs and benefits, but as a unanimous cabinet
decision charged with emotion and as a symbol of newly found independence
(Reuters 2012). Obviously the well-articulated development plans and budget
plans have become obsolete as a result.

Framing the decision to stop oil production as being without alternative
(as done for example in the budget speech GRSS 2012), instead of doing a
costing of the various options, contrasts with the growth strategy's aim of
strictly evidence-based policy making. The aim of seeking alternative pipe-
line routes is understandable, and may possibly be an option for the medium
term, cannot help in the short term.

Freedom of expression is guaranteed by the Interim Constitution. How-
ever, a long-awaited media law that would ensure the rights and obligations
of journalists has not yet been passed by parliament, which leaves the jour-
nalists in a limbo. In fact, many in government tend to see independent press
as a threat and the security agency has more than once arrested or even beat
up journalists and has confiscated newspapers. At the same time, there has
been an explosion of private media which provide enlightenment. Currently
37 FM frequency radio stations, more than a half dozen newspapers, and
several online new sites are counted (Freedom House 2012:
www.freedomhouse.org). In addition, there is a publicly owned national
television channel and a private satellite channel.

There is an emergent civil society, primarily active in Juba, but it is also
seen by many in government more as a threat than as a vital ingredient for a
thriving society. Troubling is the recent abduction and beating of the promi-
nent chairman of the SSCSA/South Sudan Civil Society Alliance (Freedom
House: http://www.freedomhouse.org/article/south-sudan-celebrates-one-
year-independence-brutal-attack-prominent-civil-society-activist). All in all,
Freedom House rates South Sudan as a 'not free' country - the same ranking
as Sudan's - while the press is rated as 'partly free'.

Poor performance by the GRSS in passing key legislation, acting against
corruption, enforcing merit-based public service recruitment, or dealing with
procurement transgressions suggests a culture of impunity (OECD 2011: 15).
The result of all this is that macroeconomic policies will not be adequately
discussed by the wider public in terms of objectives, instruments, implemen-
tation and outcomes. Such a discussion would be valuable and necessary in
order to find out more adequate macroeconomic policy alternatives for the

country.
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4  Public Finance Reform

An effective state is a state that is able to mobilize resources and to spend it
on infrastructure, services and public goods that both enhance well-being of
its citizens and their human capital. With its management of public finance it
ensures that macro-economic balance is maintained: Its policy is neither too
accommodative to generate high inflation and to crowd out private invest-
ment, nor is it too restrictive to discourage private investment. Arguably,
fiscal issues are thus 'at the heart of the state's role in the development pro-
cess' (Addison and Roe 2004). Policy failures in taxation, public expenditure
or management of fiscal deficit and public debt can easily undermine growth
and poverty reduction.

The importance of establishing a fiscal policy in Southern Sudan was
identified as key both in the JAM of 2005 (JAM 2005) and in the Develop-
ment Plan of 2011 (GRSS 2011). No public policy can be implemented with-
out public resources. Donors supported this process strongly. Based on the
immense task of rebuilding the institutions, and considering the length of the
preceding conflict and the very low level of development, a chance was seen
to make a clean sweep and to establish a modern public sector and a fiscal
policy structure by using 'best practices' of fiscal management, including
instruments such as a Medium-Term Expenditure Framework (MTEF), the
establishment of an Autonomous Revenue Agency (ARA) and an Integrated
Financial Management Information System (IFMIS). The JAM (2005) rec-
ommended that core fiduciary services such as auditing, accounting and pro-
curement be contracted out to international firms.

These instruments are part of a new approach to public management
(NPM) that has been strongly pushed by IMF and World Bank and imple-
mented in a number of African countries. These are inspired by successful
reforms in countries such as New Zealand and basically are guided by the
introduction of private sector management principles to public management
(Fozzard and Foster 2004):

e  privatization of public enterprises,

e separation of policy and implementation functions by creating exec-

utive agencies and decentralizing responsibility for service delivery,

e  giving public managers greater autonomy in the use of resources and
in staffing by liberating them from bureaucratic controls,

e aligning incentives for agencies and personnel with policy goals by
using personal performance contracts and performance related pay,

e mechanisms to ensure feedback from and accountability to the pub-
lic by creating opportunities for exit (by access to alternative private
and public providers) and voice (through e. g. client surveys and
participation of representatives on management boards), and
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e  competitive pressures through compulsory tendering, internal mar-
kets and benchmarking of performance between service delivery
units

All of these principles involve major, sophisticated, wide-ranging, and
costly, reforms. While they promise major gains, they also incur substantial
risks. These approaches and practices have been developed in industrial
countries and are advocated on a major scale in developing countries, also for
South Sudan.

MTEFs are increasingly common within Eastern and Southern Africa
(Fjeldstad et al. 2004). By encompassing all expenditures they provide a
linking framework and facilitate the management of policies and budget
realities to reduce expenditure pressure throughout the budget cycle. The
result is supposed to be a generally better control of expenditure and a better
value for money within a hard budget constraint (World Bank 1998). The
process is said to be a ‘complex task and a radical shift in perspective and the
way business is done’ (World Bank 1998).

An IFMIS is a common computerized financial system used in govern-
ment offices. It often includes government ministries, departments and agen-
cies and may be extended to regional and local governments. It has a single
database in which the financial transactions are recorded, a uniform coding
structure for the analysis of the transactions, and the possibility of entering
each transaction only once. It usually comprises the core modules of budget-
ing, cash and debt management and accounting, and in some cases ancillary
components such as payroll and procurement.

The traditional way of organizing central government revenue collection
is to let it be handled by units within the Ministry of Finance. However, over
the past decade several countries in the region and beyond have implemented
comprehensive reforms of their tax administrations by introducing semi-
autonomous revenue authorities. The choice of a revenue authority model
aims partly to limit direct political interference by the Ministry of Finance,
and partly to free the revenue administration from the constraints of the civil
service system.

As argued above, these modern approaches are sophisticated and have
high demands on finance and manpower. They have been developed in indus-
trial countries over a longer term and typically in a piecemeal and learning by
doing manner. These modern approaches and computer packages are now
available to developing countries and offer them, at least theoretically, a
chance to 'leapfrog' decades of costly learning and slow change. However,
they also imply serious risks. They may be overly complex, not sustainable,
and they create dependence on imported skills (Wynne 2005, Parry 2004).
They may also undermine local ownership that is vital for sustainable devel-
opment and for effective learning.
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Their success has therefore, not surprisingly, been quite mixed in the
context of developing countries. Many countries have implemented some of
these concepts, but overall successful public expenditure management reform
cannot be dissociated from more fundamental institutional reforms within
government. Such reforms serving the need for transparent and clean finan-
cial management are especially pertinent in post-conflict as in mineral-
resource based economies such as South Sudan. These two contexts are dis-
cussed in the following paragraphs.

Public expenditure management, revenue mobilization and establishing
the overall (macroeconomic) fiscal framework are all crucial issues for post-
conflict reconstruction in a country that tries to rebuild itself. But there is no
mechanical relationship between economics and conflict and between eco-
nomic policy and peace: Complex non-economic factors as ideologies and
belief systems also play a role, as do the effectiveness of institutions in re-
solving conflict by non-violent means.

General principles for ‘post-conflict’ recovery include (Addison et al.
2004):

1. Reduction of absolute poverty

2. Reduction of (horizontal) inequality

3. Rebuilding the rules of the game and people’s respect for them (the
social contract)

Whatever form the new rules take, they have a fiscal dimension: people
expect a new distribution of services and of infrastructure — and these must be
financed. Fiscal issues during conflict and reconstruction include (Addison et
al. 2004):

e Rebuilding the rules of the game and people’s respect for them (the

social contract) are necessary for peace.

e Building a functioning democracy that represents the interests of the
majority is crucial to the effectiveness of any reform that aims to
achieve a broad-based recovery from war.

e Most of the necessary improvements will be more difficult to
achieve if the quality of the debate and the understanding on fiscal
policy issues is not first improved. This, in turn, requires more rig-
orous research to inform the process.

At the same time, fiscal reforms may not be among the first measures
advisable after the end of a civil war (Collier 2003). Building effective reve-
nue and budgetary institutions requires a large measure of social stability.
Fiscal reform will also have more positive effects when complemented by
conflict-reducing measures.

In any case, economic policies should be distinctive in post-conflict situ-
ations - policies at the start of peace are normally much worse than in other
equally poor countries. The likely cocktail of interventions that might in-
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crease growth combines policy reform, aid, and improved access to global
markets. It is important to note that growth is more sensitive to policy during
the first decade of post-conflict situations than in normal situations.

Attempting reform across a broad front is not sensible in a post-conflict
situation. Rather, a focus on 2 or 3 policies that are politically as easy as
possible and yield rapid pay-offs is advisable. In general terms, social policy
is relatively more important, while macroeconomic policy is relatively less
important in a post-civil war context. Specifically, policies for social inclu-
sion are vital. Although education and health investment have only long-term
impacts, their signal effects are important. It is important to prioritize ad-
dressing the grievances over resources that played a role in the war. In South
Sudan these grievances concern land ownership, oil revenues, and the lack of
investment in certain areas (Collier 2003).

In terms of economic development, civil war is ‘development in reverse’
(Collier 2003). This challenge is particularly serious in South Sudan, as, prior
to 2006 the country has only seen peace once over a longer period (1972-
1983). In addition to the specific reasons of a civil conflict, once a country is
in a civil war, mechanisms develop to sustain this conflict: while conflict
weakens the economy and leaves a legacy of atrocities, it also creates leaders
and organizations that have invested in skills and equipment that are only
useful for violence. It also destroys much of what has been there before the
war. While the overwhelming population suffers, these leaders often do well,
and have thus little incentive for peace. The difficult task of economic devel-
opment is to break this mechanism by creating employment, and providing
security, health and education.

History shows that the risk for post-conflict countries to fall back into
conflict is very high. To reduce this risk, policy reform, aid for development,
and improved access to global markets are important. As mentioned above,
because of the low level of administrative competence, it is not sensible to
attempt reform across a broad front. Nevertheless, practice tends to result in
exactly this, due to the combination of a very weak capacity to manage, coor-
dinate and lead policy processes by government and the diverse interests of
international cooperation partners that limit the scope for donor coordination,
despite all the rhetoric. South Sudan is a textbook example.

Social policy is relatively more important in a post-conflict situation than
macroeconomic policy (Collier 2003: 155). This applies especially to educa-
tion and health. While the effects of education will not be felt on a large scale
immediately, its signal effect — showing the good intentions of the govern-
ment — is vital. The same is with health sector reconstruction. Even more
importantly, the returns to early rehabilitation of key infrastructure destroyed
during war and conflict is likely to be extremely high. The provision of in-
formation about the ongoing process of development is needed in order to
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counter both rumors about corruption and the misuse of public funds and also
the build-up of unrealistic expectations of quick progress by the population.

What is the experience of public finance reform in Africa? A recent
analysis (Andrews 2010) of 31 Public Finance Management (PFM) reform
efforts has three key findings:

1. Budgets are made better than they are executed (budget preparation
processes are comparatively stronger than budget execution and
oversight processes) - a fact that seriously questions the success of
PFM reforms;

2. Practice in budgets execution lags behind the creation of processes
and laws (laws and processes may be in place but seldom affect ac-
tual behavior); and

3. Actor concentration pays off (processes are stronger when narrower,
concentrated sets of actors are involved in implementation):

Countries were — according to these studies - significantly different.
However, they have alarmingly similar reform packages in place. 'Best prac-
tice' has been applied in a largely non-contextual manner. This creates new
problems in administrations.

Critiques point out that instruments such as MTEFs 'act as a huge distrac-
tion to good basic budgeting, with questionable results and much wasted
resources' (Wynne 2010). Instead of the risky approach of major reforms and
fundamental change an organic and incremental change is advised. Tried and
tested reforms should be applied and the use of local experts rather than of
international consultants should be preferred, because only they really under-
stand their systems. Critics also point to stringent conditions being necessary
for the successful application of MTEFs, but these conditions are often absent
- all the more in post-conflict countries: they need to be diagnostic rather than
formulaic, to be based on clear, affordable and consistent national and sec-
toral policies (OPM 2010, Wynne 2010).

How is the experience in South Sudan? A first-hand experience in build-
ing up and assisting planning and budgeting systems in Southern Sudan is
reported by Davies and Smith (2010). The World Bank has done a PFM as-
sessment, covering the Interim-CPA period (GoSS 2011). As positive factors
the report points out:

1. Upstream PFM functions: These functions have improved consider-
ably since 2005. The budget is prepared with due regard to govern-
ment policy: The budget classification indicates the purpose of
spending, the budget documents are comprehensive and of high
quality, and these are publicly available (nevertheless, they have a
low scoring). 'Budget at a glance' overviews are prepared for public
information. A robust policy-oriented annual budget preparation
process provides a necessary platform on which a medium term per-
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spective to budgeting is introduced - this has nevertheless a low
scoring as it is in an early stage. Well-targeted technical assistance is
said to have played a strong role. Rising skills capacity at the Mo-
FEP is said to enable a decreasing reliance on foreign technical as-
sistance. However, there are no indications for this in the underlying
analysis. The entire report does not focus at all on means and pro-
gress of capacity building.

Strengthening tax administration: a solid base has been established
for this task to work adequately in future years (therefore this func-
tion also gets a low rating). It is not clear why then this element is
counted as a positive factor.

Establishment of an integrated PFM system: is also in an early stage.
Establishment of an electronic payroll system: there is an increasing
accountability for salary payments.

Strengthening internal and external audit systems: this function is at
an early stage - i.e. still to be seen in the future: The SSNAC is be-
ing strengthened; legislative oversight is still more an expectation
when regarding the situation presently, as is effective GoSS-donor
interaction.

As remaining challenges are identified:

1.

Aggregate and spending agency expenditure outturns tend to be sig-
nificantly different from the approved budgets. This was possible
because of higher revenues than those budgeted for - nevertheless
some spending agencies had lower expenditures than budgeted.
Constitutional and legal controls regarding changes in relation to the
approved budget appear not to be fully adhered to.

In-year predictability in regard of availability of funds is low.
Build-up of payment arrears — this often occurs because the MoFEP
felt obliged to make payments as contracts had been signed and pro-
cured goods and services were received, although these positions
were not yet included in the budget - most obvious grain and dura
for food reserves in 2007 were contracted and procured outside the
approved budget.

Public procurement systems tend to lack transparency: despite of
regulations emphasizing the use of competitive procurement meth-
ods in practice single source procurement is the norm.

Some internal control systems appear less than robust - control pro-
cedures either are not in place or are not complied with.

The PFM law is still not in place, even though the bill was drafted in
2007. The old and very comprehensive Financial and Accounting
Procedures Ordinance (of 1995) is now only partly used.
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Generally speaking, downstream PFM areas as budget execution, budget
accounting and some internal budgetary control systems are still weak, result-
ing in budgets that are not credible (i.e. not realistic nor implemented as in-
tended). The overriding issues are capacity constraints: improvements in
systems can only take place at the pace that capacity and capability con-
straints permit.

The JAM (2005) recommendation to contract out core fiduciary services
as audit, accounting and procurement to international firms was implemented.
However, GoSS' experience in contracting out has been varied. While gov-
ernment had supported the process of contracting out key services, it had very
limited capacity to design and manage the contracts: even with World Bank
administered contracts, government had limited capacity to ensure that the
contract design and performance met its own needs. Lengthy World Bank
procurement procedures and limited government capacity to follow them led
to significant delays. Costs were not only lost service delivery, but also di-
minished incentives for government to build its own capacity and structures.
Capacity development was generally inadequately addressed: It was not at
the center of design, and no exit strategy was formulated. This shows that
inappropriate design can undermine effectiveness of contracting out. Fur-
thermore, contracting out proved not to be cheap. As a better alternative con-
tracting in temporary capacity from the diaspora has been recommended
(Davies 2009).

The overall situation and progress in procurement has been evaluated in
the recent South Sudan Procurement Assessment Report (World Bank 2011).
The legal framework for public procurement is the Interim Public Procure-
ment and Disposal Regulation (IPPDR), approved by the Council of Minis-
ters in 2006. However, it has not been passed by Parliament, which creates
some doubts on its legality. Further, it has some legal shortcomings. More
importantly, a high amount of public entities fails to use the IPPDR - some
even do not know about it. The Procurement Policy Unit (PPU) of the Mo-
FEP has limited capacity to exercise its statutory role to guide and supervise
the process. There is a clear lack of unambiguous legislative and regulatory
framework establishing and assigning normative/regulatory functions and
defining clear procedures. Monitoring and information tools are also lacking,
as are resources and an adequate level of independence and authority to exer-
cise these functions. There are major weaknesses in all steps of the procure-
ment process. There is no established practice for quality control, and cases
of mismanagement are frequent. Although capability in processing procure-
ment has been increasing since 2005, it still does not meet the required level.
At the state level, a number of targeted states have established procurement
units. However, these are not operational and staff has little if any experience.
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On a broader note, the report (World Bank 2011) states that the private
sector is still dominated by traders with a short term profit orientation and a
lacking business and management expertise. The legal framework is not
satisfactory and legislation that has been passed is far from being implement-
ed. Infrastructure is poor and complex and unclear import regulation and
customs systems result in high and non-transparent transport costs and long
transport duration.

Budgetary control is another weak point as yet. The limitations of the
SSAC and the NLA have been discussed above. An important first step to
systematize the budget process is fixing a budget cycle. This has been done in
South Sudan (see the following table 6).

Table 6:South Sudan Budget Cycle

Date Action

15th Nov. Council approval of the MTEF in preliminary National
Budget Plan

After 15th Nov. Launch of planning process with training for BSWGs
(Budget Sector Working Groups)

Jan. Submission of draft 3 year Budget Sector Plans (BSP)

Feb. BSP and preliminary National Budget Plan are presented
to the Economic, Development and Finance Committee
of the Parliament

15th March Final budget ceilings are approved by the Council

31th March Budget Call Circular issued (ceilings for each agency)

31th March MOoFEP informs the States about the estimates of trans-
fers

April Compilation of the draft budget Book

15th May Submission of draft Budget Book and of National Budg-
et Plan to Council

July Budget Execution Circular

Source: OEA 2012: 43-45

However, it is worrying that the time window for discussions in parlia-
ment (in the resp. committee and then in the full parliament) is limited to
only a maximum of 6 weeks (February - mid March). In such a short period
parliament will not be able to give as comprehensive an attention to the
budget as its role requires.

An important element of the NPM reform is decentralization. In differ-
ence to other elements of the NPM agenda discussed above, this seems to fit
South Sudan's requirements perfectly. The centralization of power and the
vast and continuing rural-urban and regional disparities can be seen as a key
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underlying dilemma that caused Sudan's conflicts and its recent breakup.
Because of this, decentralization is a key element of South Sudan's govern-
ance set. The emphasis on decentralization addresses the country's legacy of
marginalization of areas. The problem is implementation of decentralization.

According to the Transitional Constitution of South Sudan (2011) and
under the Local Government Act (2009), South Sudan has a three layers
system of decentralized governance - national/federal, state (10 states), and
local government (83 counties). As it is the case in other countries, different
levels of government (national, state, local) have different, but also concur-
rent, powers and tasks (i.e. tasks that are in danger of overlapping and/or are
conflicting). Furthermore, the three levels are not financially independent
from each other. Some local taxes are transferred upwards to federal govern-
ment that, in turn, provides transfers down to states and local councils. They
(the three levels of government) need to interact. However, importantly, the
Local Government Act (LGA) spells out that the lowest adequate possible
level of government should act (principle of subsidiarity). The division of
tasks is meant to enhance provision of public goods and services at different
levels of the society. The Local Government Act spells out the objectives of
local government. Among them is promoting social and economic develop-
ment. Appendix III of the Local Government Act lists the concrete functions
which the local government has in terms of economic development (see ex-
cerpt below):

APPENDIX III: LOCAL GOVERNMENT FUNCTIONS, Part I, Fi-
nance and Economic Development

1. Preparing the economic and social plans of the Council.

2. Preparing, keeping and organizing statistical records of all the economic,
development and service activities of the Council.

3. Promoting and encouraging investment, and facilitating the business of
investors, in accordance with the laws in force.

4. Encouraging the self-help and charitable projects, and the business of char-
itable and voluntary societies.

5. Organizing markets and places of sales.

6. Spreading awareness among citizens of the approved economic and social
programs.

7. Organizing the trade activities, by granting the necessary licenses for all
types of trades in the Council.

8. Conducting such studies and researches which may target development of
the Council and may increase its resources thereof.

9. Preparing the estimates of the revenues and expenditures for the Council
annual budget.
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10. Controlling the public funds, closing the Council accounts at specified
dates and presenting the final statement of the accounts to the Council.

11. Advertising and approving tenders of the Council.

12. Assessing and re-assessing rates.

13. Monitoring weights and measures and controlling markets.

14. Caring for and organizing exhibitions in the Council.

Source: LGA/Local Government Act, 2009, p. 74

Beyond the issue of adequate revenue collection, government structures
at all levels being really accountable, reliable service delivery, civil educa-
tion, security, and a coordinated effort among development agencies remain
currently elusive goals (Schomerus /Allen 2010). Although the development
approach emphasizes the creation of strong institutions, these often lack ac-
countability, particularly at the local level. In practice, decentralized govern-
ment structures have in reality begun 'to resemble ethnic chiefdoms'. While
new government structures proliferate, they are in addition to an emphasis on
old governance systems, rather than replacing them or strengthening them.
While new governance structures of community-based administrators are
implemented half-heartedly, many aid agencies exacerbate the confusion and
lack of clarity by turning to 'tribal chiefs' in their need for programming, i.e.
defining channels of responsibility and funding (Schomerus/Allen 2010).

Transfers from Federal Government to the States are naturally the key
source of their finance, as the collection of non-oil tax is as yet limited, as a
result of the thin the tax base there. There are two sets of transfers: block
grants and conditional grants. States can allocate the block grant according to
their budget priorities. The block grant has been cut by nearly 39% compared
to the 2011/12 austerity budget, and by just over a quarter compared to 2011.
Alongside these austerity measures, there are significant reforms to the allo-
cation of these transfers across the States. Since 2005 the block grant has
been allocated equally between States, despite their different sizes and needs.
A recent Report of the Inter-government Fiscal Relations Taskforce called for
a more equitable formula for distributing transfers. Accordingly, 60% of the
block transfer remains allocated equally to each State, but 40% is allocated
on a per capita basis. The County Development Grant (CDG) will now also
be allocated to each County on a per capita basis, to reflect the population the
county has responsibility for delivering services to. However, poverty rates
and other living standards indicators and/or the economic potential of states
do not play any role in allocating block grants.

Conditional grants are provided to fund specific service delivery func-
tions at the State and County level. They are funded from the budgets of the
national line ministry responsible for that function. Conditional transfers have
been affected by the austerity measures. However, conditional salary trans-
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fers have not been cut except for the Organized Forces’ conditional salary
transfers, which have been cut to reflect the austerity measure saying that
housing allowances are reduced by 50% (MoFEP 2012: 36-38). It is not clear
what the consequences of these austerity budgets will be for overall public
service delivery, for socio-economic development and for infrastructure de-
velopment.

5 Managing Oil Wealth and Aid Flows as a Public Finance Task

As reported above, South Sudan's revenue base is very much dependent on
the oil exports. Oil exports made up 71% of its GDP in 2010 (GoSS 2011).
Non-oil revenue accounted for no more than 2.4% of all public revenues in
the same year.

The importance of donor funding is exemplified by the fact that for the
year 2012 the donors planned to spend SSP 3.9 billion, in addition to the SSP
6.4 billion government budget expenditures - this means donor funding
comes up to 37.9% of total spending. However, for the years 2007-2010,
donor expenditure varied between 75% (2010) and 34% (2008) of donor
commitments (MoFEP 2012: 7). Donor funds were earmarked mainly for
infrastructure (21%), social and humanitarian support (18%), and health
(15%; GRSS 2012).

Easily exploitable mineral resources and foreign aid are forms of rent in
the terminology of economists. Rents have in common that they are available
to the state at no or little cost — they create 'unearned income', at the disposal
of the state and/or its agents. Such resources can play a crucial role in closing
the finance gap faced by poor countries, and in particular by countries emerg-
ing from civil war. These countries face generally a huge finance need in
order to rebuild infrastructure and institutions, to demobilize and reintegrate
soldiers, and to invest in health and education.

Mineral resources and aid funds can directly improve the social security
of the poor. They can support specifically targeted poverty reduction pro-
grams — the can fund the pro-poor provision of public services, they can help
to expand the employment opportunities, they can contribute to the build-up
of economic and social infrastructure, they may allow to transfer assets to the
poorest to help them to improve both their skills and their income-earning
abilities. In general, such rents can accelerate growth because they can sup-
port higher rates of investment and growth of the imports required to restruc-
ture the economy, to lift productivity and to sustain rising incomes.

However, at the same time, mineral resources and aid funds can trigger
growth collapses, can prevent economic policy reform, and can result in
increased poverty, inequality, and in declining levels of human development
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(the following bases on Hansohm 2009; see also Wohlmuth 2007). They may
sustain repressive regimes, may feed grievances, and may lead to re-starts of
civil war. This is why many call the phenomenon of high and sudden inflows
of mineral rents and aid rents ‘resource curses’.

Unfortunately, such negative outcomes are not only theoretical possibili-
ties, but a likely outcome, more likely than the positive use of rents that the
theory of resource-based growth also suggests, as many negative examples
show. Nigeria, Iraq, Congo, and Africa’s Great Lakes regions clearly illus-
trate ‘the dramatic costs of revenue mismanagement — at the individual, re-
gional and international levels’ (Auty and Le Billon 2007: 1). Thus it is im-
portant for policy makers, non-state actors (NSA) and for international part-
ners to fully understand the various links that lead to the resource curse, in
order to design counteracting policies. Obviously, South Sudan is a case in
point.

It is useful to distinguish two aspects, an economic and a political re-
source curse (Morrison 2007). The first one refers to the economic impacts.
These can be explained in economic terms and are a matter of economic
management, i.e. are resolvable technically. The political curse, however, is a
matter of political economy and refers to the underlying incentives of the
state and its executives. As such, they cannot be solved by technocrats, but
need the involvements of non-state actors (NSA), lobbying in the interest of
the disadvantaged groups, possibly supported by external actors like interna-
tional NGOs. Experience has shown so far, unfortunately, only exceptional
cases of success in overcoming the resource curse (Morrison 2007). The
quality of governance in a country is a key determinant of the chances to
overcome the resource curse.

Economically, the inflow of sizeable mineral and aid rents often leads to
currency appreciations. Distortions in the economy make the traditional trad-
able sectors (agriculture and industry) uncompetitive and in effect such prod-
ucts become marginalized in the export basket, leading the economy away
from its underlying comparative advantage (‘Dutch disease’). High resource
income is also likely to result in inflationary pressures.

These impacts are all the more serious, the higher and the more sudden
they are, as developing countries, especially in Sub-Saharan Africa, have
typically highly inflexible economies. The importance of mineral and aid
rents depends not only on the extent of a country’s dependence on commodi-
ty revenues, but also on the price and the price volatility of those commodi-
ties, the level of foreign aid, and the degree of government interventions to
adjust prices (typically fixing artificially high exchange rates).

Oil and aid rents have in common that they are not safely predictable.
They are subject to the risks of unexpected declines. Despite promises, donor
funding is subject to yearly changes according to home policies in donor
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countries. Resource rents are subject to changes in prices that are internation-
ally set and have been largely unpredictable, in particular for oil. Further-
more, they are based on declining natural resources, and so increasingly these
resources have to be replaced by non-oil production and by non-oil exports.
As reported above, unless new oil is found, South Sudan's peak of production
has already passed its peak.

For these reasons, it is advisable to set aside considerable resource reve-
nues in order to be able to continue planned spending in case of reduced
revenue. Boom-bust cycles in public spending are very costly. While coun-
tries only grow a little more rapidly when spending booms, sudden reductions
are much more costly. A counter-cyclical fiscal policy is essential to achieve
a stable platform for growth. It is estimated that the fiscal buffer to smooth
spending against market shocks should at least be on the order of 12 months
of public earnings (Gelb 2012).

This is well recognized by GRSS: 'To achieve macroeconomic stability
and long-run fiscal sustainability, it is important that a considerable propor-
tion of our oil revenue should be put aside in savings' (GRSS 2011: 30). Most
important for resource producers is the establishment of strong institutions of
accountability. Unfortunately, experience has shown that to create the institu-
tions to manage public spending properly takes time. In fact, recent years in
South Sudan have shown that booms of oil revenue were used to allow high
extra-budgetary spending (while even then some budgeted spending items
could not be executed), rather than saving for years with lower resource pric-
es and incomes. It is reported that wages and salaries and defense and securi-
ty expenditures were higher than planned (GRSS 2012). As a result, the
country was ill-prepared for the economic shock when oil production was
stopped in January 2012.

One way to conceptualize longer-term fiscal sustainability for the time
when reserves are exhausted is provided by the “permanent income” model.
This model envisages a rate of saving of the oil revenues in order to achieve
long-term sustainability of public expenditure flows. For South Sudan this
would mean permanently spending half or less of the spending levels in 2010
and 2011 and building-up very large savings. It can be argued that for capital
scarce economies returns may be higher on domestic investments than on
those abroad. However, in post-conflict economies such as South Sudan the
quality of spending is low. Poor capacity, corruption and politicization of
spending result in unproductive and poorly managed spending programs. The
lesson is clear that South Sudan should not scale up domestic investments
before investing in the ability to manage them well (Gelb 2012). Public
spending also needs to be reoriented from wages and salaries to development
expenditures. Arguably rents in the hands of a government lacking accounta-
bility may be worse than having no rents at all to distribute.
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Economic diversification is vital, not only to diversify revenues, to be-
come increasingly independent from one source of revenue, to be better able
to smoothen spending levels, but also to create employment. It is, however,
sobering that only a few resource exporters have actually managed to develop
strong alternative income sectors. This diversification also requires very good
macroeconomic management to limit the booms and busts that inhibit private
investment in trade sectors; as well a flexible exchange rate management is
needed by devaluing the currency when needed for reaching international
competitiveness. Most importantly, such a strategy requires a strong focus on
public investments that bring down costs for the non-oil trade sectors and
also the build-up of human capital to raise productivity. In addition, an open
entry policy for new businesses is requested. This makes a good and strong
relationship between government and the private sector so important. South
Sudan has made a start with the establishment of the South Sudan Business
Forum (SSBF).

Donor funds are the second source of rent for South Sudan. Both GoSS
and donors have been conscious of the many problems of donor funding,
namely the limited predictability, the lack of coordination with government
and among each other - leading to overlaps, contradictions, and high admin-
istration costs (in the face of severe limitations of exactly these factors). As
early as 2006 the GoSS has formulated an aid strategy (MoFEP 2006).

The strategy was based on six core principles: alignment, coordination,
harmonization, predictability, mutual accountability, and institutional devel-
opment. Of these principles, the coordination principle was most successfully
implemented: the GoSS has established a credible, government-led approach
to aid coordination that was tied to the budget planning process. The strategy
was based on the following coordination structures:

1. Quarterly Donor Forum for systematic government-donor dialogue

on fiscal, planning and aid coordination issues;

2. Inter-Ministerial Appraisal Committee for evaluation of projects prior

to getting their signature by the MoFEP;

3. Donor participation in GoSS’s Budget Sector Working Groups

(BSWGs)

Coordination of aid with the budget planning process led to a rapid im-
provement in reporting on aid projections. However, its success remained
constrained by lack of information on expenditure, a fact which limited dis-
cussions on aid effectiveness (Davies et al. 2011: 1). Alignment principle was
weaker in fulfillment, as donors continued to develop projects bilaterally with
NGOs. The record of the harmonization principle was extremely mixed, as
the majority of aid volumes continued to be channeled bilaterally with high
levels of project proliferation. The very weak government implementation
capacity limited also the donors’ use of government systems. Mutual ac-
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countability was hindered by limited reporting on real outcomes. Predictabil-
ity was undermined by a donor practice of planning in annual cycles. On the
whole, the “aid system” did not work well.

The MoFEP has introduced an Aid Information Management System
(AIMS) to improve aid information and coordination. It is based upon the
Aid Management Platform (AMP), which is supplied and supported by De-
velopment Gateway and which was installed in Juba in mid-2010. The AIMS
was rolled out to development partners in December 2011 and is to receive
data submissions from partners directly from January 2012 onwards. Roll out
to government line agencies also commenced in 2012. Data input to the
AIMS is the responsibility of all development partners, starting with the
planning process for FY 2012/13 (due to start in January 2012).

Most aid to South Sudan is delivered bilaterally, that is coming directly
from a donor agency to South Sudan. In 2010, 44% of aid expenditure was
delivered bilaterally. In 2010, 25% of the funds were delivered through
pooled funding mechanisms. There are five pooled funding mechanisms:
Multi-Donor Trust Fund, Basic Services Fund, Capacity Building Trust Fund,
Sudan Recovery Fund, and Common Humanitarian Fund. No aid was provid-
ed to South Sudan in the form of budget support, at the central or sector level.

A review maintains that strong coordination processes have established a
degree of government hegemony and an improved information sharing.
However, contrary to initial expectations, this did not translate into increased
aid harmonization. The latter principle can realistically only be a medium-
term objective, which is not just achieved through the establishment of har-
monization instruments. Several other measures are required simultaneously:
strengthening government implementation capacity; designing harmonization
instruments that can engage NGOs to deliver services while government
capacity is being built up; and designing and securing donor commitment.
According to the review, 'significant onus remains on donors to improve the
results-focus and predictability' (Davies et al. 2011: 5).

As a main success of South Sudan's 2006 aid strategy can be regarded the
ability to quickly establish a simple set of coordination mechanisms, and
enabling the government to take an early leadership over aid management.
Most notable is the achievement of a pragmatic government-led approach to
budget planning - including also donors and NGOs (Travis and French 2012).
The Aid Strategy aims to establish a system for Aid Reporting and Evalua-
tion which is transparent, participatory, and pays adequate attention to the
evaluation of outcomes. However, there is still a wide gap from aims to prac-
tice.

Evaluations of aid in South Sudan came to the conclusion that aid was
largely regarded as a technical exercise, rather than as a political process
which it in fact is. 'A sophisticated and nuanced analysis of power relations,
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causes of vulnerability, and drivers of conflict and resilience indicators was
largely missing from the design and execution of many aid programs.' Also, it
was recognized that an 'over-use of ‘good practice’, was used, 'particularly
with respect to ownership and harmonization, at the expense of field
knowledge and engagement that was required (and welcomed) from 2005
onwards' (Bennett et al. 2010).

By 2009 there were increasing government concerns on behavioral prob-
lems on part of its international cooperation partners: lack of alignment (only
45% of development assistance in 2009, 51% by end of 2010 were involving
government institutions in the sense of committing aid projects to govern-
ment priorities), persistent lack of aid predictability, project proliferation (by
2010 24% of aid was channeled through pooled mechanisms and large scale
programs). Between 2006 and 2011 no donor funds were provided through
government fiduciary systems. Donors continued to prefer parallel mecha-
nisms. Obviously, the development partners were not at all convinced of the
governance mechanisms and the respective governance reforms.

There were also procedural problems: the Inter-Ministerial Appraisal
Committee (IMAC) was unable to cope with the increasing project prolifera-
tion. IMAC's mandate is to review each project in excess of $1 million to
ensure that it is in line with aid strategy principles. This concerns more than
400 projects. The established Quarterly GoSS Donor Forum struggled to
obtain the political support required to have a meaningful discussion about
priorities. Instead of a political forum it became a more technical body ham-
pering macro level allocation.

Also a recent comprehensive review of donor involvement in South Su-
dan concluded that despite the formal level of coordination with the Budget
Sector Working Groups (BSWGs) to support budget planning, there is no
effective formal donor agreement in the country to coordinate aid intentions
with government priorities. Instead, there is a wide range of informal and
broad donor forums. Some of these groups focused on specific sectors with
an ad hoc participation by Government. Although there are some positive
examples, in overall terms the level of donor and aid coordination is weak
(OECD 2011: 14). This is serious, because due to its low institutional, human
and organizational capacity, the GoSS had to rely to a high degree on donor
support and on high levels of technical cooperation - all of these outside of
government systems. There are over 100 donor-established parallel project
implementation units, again due largely to lack of capacity. The ability of
both government and its cooperation partner to prioritize and to sequence has
to be regarded as low (OECD 2011: 15).

Lack of improvements in budget execution and in public procurement re-
sulted in donors avoiding to use the government systems altogether. All aid
was off-budget, resulting in a lack of government ownership of development
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assistance. It was recognized that a revised strategy would need to be more
focused on specific issues concerning fragile states and to emphasize the need
to build state development capacity.

Thus, a revised aid strategy was formulated in 2011. Learning from expe-
rience, it emphasizes the special situation and the needs of a New Deal for
Engagement in Fragile States, developed by the g7+, an independent and
autonomous forum of fragile and conflict-affected countries to form one
collective voice of which South Sudan is a member. The revised strategy sets
out to be more strategic in identifying the linkages between aid delivery and
institutional development and in setting out a process of transition from hu-
manitarian to development aid.

The GRSS has begun to work with donors on designing a New Deal
Compact, which outlines mutual commitment to South Sudan's development,
based on these goals (GRSS 2012: 13). The Government will develop a Na-
tional Aid Financing Plan, which will set out the key funding gaps for the
SSDP and from this it will derive priorities for aid funding, levels of funding
required and preferred ways of delivering that aid. A key input into this will
be the South Sudan Development Initiative, which is costing priority pro-
grams in the SSDP (MoFEP 2012: 40).

Overall, the issues of managing mineral and aid rents are so far not yet
covered adequately in the context of public finance management mechanisms.

6 Conclusions and Policy Recommendations

This contribution has looked at the success of state building and fiscal man-
agement reforms in South Sudan. The key conclusion is that the state of gov-
ernance in general and macroeconomic policy making and fiscal management
in particular show that organizations, laws and regulations alone do not suf-
fice to change policy making and public management. The present institu-
tional underpinning and the capacities are not commensurate with the sophis-
ticated and demanding nature of the mainly externally introduced wholesale
reforms. Instead, these reforms create a wide imbalance between the for-
mation of organizations and their institutional grounding.

The results suggest that instead of wholesale reforms prioritization and
sequencing of reforms would be beneficial. Most importantly, such reasoning
should be based on the local context. There are limits to the use of interna-
tional 'best practice', and each of these practices have been successful only in
a specific local context. For most of the economic policy reforms, 'best prac-
tices' cannot be applied in a general, non-contextual manner.

A major way to improve the quality of macroeconomic policy formation
and of a responsible, long term oriented and sustainable fiscal management
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process will be the creation of higher transparency and the more systematic
involvement of the major stakeholders - the private sector, professionals, and
the wider civil society. These are partly vocal, but at an infant stage and
largely limited to the capital city of Juba.

Supporting this process will need a strengthening of the research func-
tion, both in government, but also outside in academic institutions and in
independent think tanks. These should underpin the policy making process.
Unfortunately, the importance of higher education for both building a home
grown educated labor force and a domestic research capability is currently
not on focus of either the GRSS or its international partners, as emphasis is
mainly on primary education.

A key bottleneck of economic policy reform in South Sudan is the unre-
solved conflict between Sudan and South Sudan about oil, border demarca-
tion, security, the status of Abyei, and other outstanding issues. Despite in-
tensive pressure and involvement by external actors as the African Union
(AU), IGAD and the US government, these issues have not been resolved.
This shows that the stalemate between the two sides during the interim peri-
od, as explained by Elbadawi, Milante and Pischedda (2008), can be consid-
ered as a game where excessive militarization and brinkmanship is a rational
response for both actors, neither of which can credibly commit to lower lev-
els of military spending. These credibility issues could be resolved by democ-
ratization, increased transparency, reduction of information asymmetry, and
efforts of increased economic cooperation. However, the situation has rather
deteriorated after independence of South Sudan in July 2011 and the stop of
oil production in the South in January 2012. Also the nine September 2012
agreements between the two states have not changed the picture.
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Macroeconomic Policy Formation in West Africa and
the Second Monetary Zone: An Introduction
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1 The Ilssues

The West Africa region has not been able to raise growth to the level neces-
sary to achieve the Millennium Development Goals (MDGs). The central
issue in the economic development policy circles has been the role of macro-
economic policies in accelerating and sustaining growth. The macroeconomic
policy framework usually consists of policy objectives, targets and instru-
ments that guide policy implementation (IMF, 2008). The main objective of
monetary policy is to provide for price stability but in the context of econom-
ic growth and employment generation. The main objective of exchange rate
policy is to provide a competitive real exchange rate that allows for produc-
tive sector development. The main objective of fiscal policy is the provision
of funds in a medium-term context for the regular supply of basic services
and for public investment to allow for sustainable growth. Improvement in
the macroeconomic policies can be achieved through an improved macroeco-
nomic management, and for this to happen the key economic policy institu-
tions need upgrading and a better coordination (ECA, 2009). Macroeconomic
instability impacts adversely on those in lower income brackets; therefore
macroeconomic stability is necessary as a complement to poverty reduction
policies. For example, inflation often places a heavy burden on the poor be-
cause price jumps always erode the income of the poor and the provision of
the assets for production more than of the non-poor (Ames et al., 2001). Also
large budget deficits and uncompetitive exchange rates have a heavy toll on
the poor as basic services are cut and unemployment follows from the decline
of tradable goods production.

' Dr. O. O. Uzor, Research Associate, IWIM, University of Bremen
2 Karl Wohlmuth, Economics Professor, University of Bremen, Faculty of Economics
and Business Studies, Bremen, Germany
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The concern of this Unit is macroeconomic policy formation in West
Africa. The contributors focused their analyses on the economic policy for-
mulation and management, the socio-economic impact of macroeconomic
policies, and the sectoral impact of macroeconomic policies. However, re-
gional integration as a way to harmonize macroeconomic policies in West
Africa is also discussed. The feasibility of a Second Monetary Union in the
region, including countries like Nigeria, Ghana and Sierra Leone, is outlined;
it is asked how such a project can be advanced and if it would be possible to
merge such a zone with the CFA Franc Zone to reach ultimately an ECO-
WAS-wide Monetary Zone.

West Africa is a region in sub-Saharan Africa (SSA) with a complex po-
litical and cultural environment. The region is diverse in religion, ethnicity,
but also in development policies and economic policies pursued. The borders
and linguistic divided introduced during the colonial era provided for small
markets and barriers to trade and cooperate. The region has abundant human
and natural resources. Nigeria accounts for about 50 per cent of the regional
population with about 68 per cent of the regional GDP (AfDB, 2011). De-
spite the inherent complexities, the movement of people and the intensity of
intra-regional trade among the West African states are somewhat higher
compared to other regions of Africa, but still the levels of economic interac-
tion are too low because of so many barriers to interact. Some progress is
however observable and has to do with the increasing role of common eco-
nomic policies. This is partly a result of policies adopted and implemented by
the community after the formation of the Economic Community of West
African States (ECOWAS) in 1975. The aims of the ECOWAS as outlined in
the ECOWAS statutes document are to promote economic co-operation and
regional integration (AfDB, 2011). However, between 1975 and the early
2000s the region experienced a turbulent political period. The political insta-
bility pushed most countries in the region to the brick of economic stagna-
tion, a situation associated with unsuccessful social policy programs
(Zouhon-Bi and Nielsen, 2007).

In recent times, selected macro-economic indicators revealed a more fa-
vourable picture for the West Africa region, with the lowest real GDP growth
rate of 4.00 per cent in 2000 and the highest growth rate of 13.3 per cent in
2002. In general, the real GDP growth rate in the region has remained above
5.00 per cent between 2003 and 2010 (AfDB, 2011). The average Gross
National Savings (GNS) and the Gross Capital Formation (GCF) rates (ex-
pressed as a percentage of the GDP in the region) were in 2000 and in 2009
25.8 per cent and 22.2 per cent respectively. The GDP per capita persistently
increased from US$351 in 2000 to US$1,027 in 2008 but fell to US$887 in
2009, reflecting the negative impact of the global financial crisis (GFC) of
2008/2009 in the region (AfDB, 2012).
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The highest inflation rate in the region was 14.4 per cent in 2001 and the
lowest one was 5.3 per cent in 2007. The inflation rate has gradually declined
from a double digit level of 11.2 % in 2008 to a single digit level of 9.2 % in
2011. The current account balance expressed as percentage of the regional
GDP explains the contribution of the external sector to the performance of
the economy. Between the years 2000 and 2010 the contribution of the exter-
nal sector to the regional GDP was highest in 2006, with a positive contribu-
tion of 15.7 %. The worst contribution of the external sector to regional GDP
was in the year 2002 with a negative one of 8.1%3. The debt service as a
percentage of the export in the region has declined rapidly from 28.5 per cent
in 2008 to 4.3 per cent in 2010 (AfDB, 2011). However, the situation with
regard of poverty is still serious. In general, about 60 per cent of the popula-
tion still lives on less than one US dollar a day (AfDB, 2011, p. 3).

The oil crises and the recent global financial crisis (GFC) have provided
the framework for understanding the damaging impacts of external shocks; in
such periods macroeconomic instability and its contagious effects on living
standards have increased. This negative impact could be largely in the form
of a decline of economic activity, cost-pull inflation, increasing volatility in
exchange rates and financial market assets, unsustainable budget deficits, and
rising domestic and external debt levels. However, during the recent global
economic crisis (GFC) Africa has managed the external shocks quite well.
Prior policy reforms in Africa have contributed to a greater resilience (see
Alabi et al. 2011). However, the recent GFC has endangered progress made
towards achieving the MDGs especially in West Africa. Many countries in
West Africa have engaged in economic reforms over the last three decades,
and some fruits of these reforms are visible in terms of economic growth.
However, growth has yet to become more inclusive. Despite the implementa-
tion of structural adjustment programmes and economic reform programmes,
many countries in the region continue to experience a declining per capita
agricultural production. The consequence is an increase of food imports and
of food prices. Real food prices in some West African countries grew as
much as 7 per cent per year over the 1980-1998 periods (Kargbo, 2005).
Hence, economic reform is not a guarantee for macroeconomic stability and
inclusive growth. A new macroeconomic policy framework is requested that

3 The major imports of the West Africa region (ECOWAS) between 2000 and 2009
are coming from the following regions: USA 6.0%, Japan 2.1%, India 2.5%, EU
35.7%, China 11.7%, the other African Countries 13.9% and Rest of the World
11.3%. The major exports of the region are to the following regions: USA 28.7%,
Brazil 5.2%, China 0.1%, EU 29.3%, the other African Countries 13.7% and the Rest
of the World 22.2 % (ECA, 2012, pp. 19-21).
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is supportive of inclusive growth, private sector development, employment,
value addition, economic transformation and sustainable development.

In the 2000s, inflation averaged around 6-8% per annum in most African
countries. The currency in the CFA Franc Zone countries in West Africa is
tied to the Euro. As a result, the countries often experienced lower inflation
than other African countries and regions (Heady and Fan, 2008). However,
inflation in these countries has eroded the competitiveness in exports because
of the effects on the real exchange rate. The production sectors, especially
agriculture production, were hit, with consequences for employment and
living standards. Other countries with no currency peg suffer from exchange
rate volatility and its impact on inflation. Exchange rate stability and stable
inflation are important to fight food price increases. Food price increases add
to vulnerability as a result of already high levels of poverty and hunger. A
substantial share of food that is consumed is imported in West African and
Central African countries. The negative impact of food price increases for the
consumers is however larger than the positive impact for net sellers of locally
produced foods. In general, the impact of higher food prices has led to addi-
tional persons falling into poverty (Wodon et al., 2008). The implication of
all this is that macroeconomic policies and production sector policies matter
in preserving basic food and basic services. Exchange rates stability plays an
important role in the stability of imported food prices, although many other
policies are needed to increase food production and food supplies.

Designing a suitable medium-term fiscal framework that fosters a sus-
tainable delivery of better public services and infrastructure is of great im-
portance; at the same time maintaining a credible commitment to fiscal pru-
dence is also part of the challenges that confronts many policymakers. Most
countries in West Africa depend on external aid. Scaling up aid and the debt
relief has created more fiscal space for expenditure programs for long-term
growth and reduction of poverty rates. However, the positive impact of the
increasing aid und debt relief depends on the fiscal discipline and the ultimate
direction of the funds. As with oil revenue windfalls, a medium-term frame-
work for expenditures is needed to avoid boom and bust events. For example,
the WAEMU Commission has adopted Fiscal Rules to reconcile economic
policies in the currency union with scaled-up aid (IMF, 2006).

Another challenge is that many countries in West Africa are aspiring for
regional integration, but have often competing and conflicting macroeconom-
ic policies. Because of these conflicting and overlapping policies amongst
themselves there is lack of complementation and harmonisation of such poli-
cies. The consequence is that additional administrative burdens and complex-
ities prevent macroeconomic policy harmonisation and coordination. This
also leads to a wasteful duplication of policy interventions in view of con-
strained resources (Maruping, 2005). In general, political commitment and
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the will to implement coordinated and integrated programmes and/or agreed
upon macroeconomic convergence criteria on a timely basis is lacking in the
region. This has been partly due to a lack of broad internal consultations on
the part of the member countries. In some cases, the socio-economic and
political dynamics within the member states often mitigates against the im-
plementation of regionally agreed programmes, especially where socio-
economic sacrifices are concerned (Maruping, 2005).

The impact of socio-economic policy divergence and conflict within and
between the member states is the persistent inconsistency or incoherence at
the macroeconomic level. This has been a source of the problems for the
“internalisation” of the regional integration agenda into national programmes,
so that implementation fails. Inconsistencies in implementation and infor-
mation have also made it impossible for policymakers to integrate policies
regionally, for example by coordinating policies to target low inflation and
fiscal discipline. Limited national and regional human capacities have result-
ed in the lack of mechanisms and resources for effective planning, coordina-
tion, implementation, monitoring and the continuous adjustment of pro-
grammes in West African regional integration programmes (Maruping,
2005). However, in recent years some progress was achieved and some
speeding up of regional integration took place, but more so with regard of
monetary criteria and less so in structural characteristics. The progress with
WAMZ (West African Monetary Zone) and in bridging with WAEMU to-
wards an ECOWAS currency union is an example (see on the convergence
trends WAMA 2009, 2010). However, structural divergence between these
member countries is still the problem.

Given the macroeconomic policy environment in Africa, Obinyeluaku
and Viegi (2009) argue that a monetary union alone cannot guarantee fiscal
discipline. Even when there is - at the regional level - an agency of restraint
the governments faced with a weak tax revenue base can source funds by
borrowing from state-owned banks*. The success of a monetary union in
Africa depends on an effective coordination of fiscal and monetary policies.
The fiscal policy coordination in the ECOWAS zone has been a major policy
instrument that helped the member states to assess and to realize the benefits
of fiscal and monetary harmonisation. Theoretically, this is on the premise
that macroeconomic stability plays an important role in improving the living

4 The analysis by Collier (1991) on the role of an “agency of restraint” recommends
for a monetary union the creation of a framework to voluntarily sign on to conserva-
tive monetary and fiscal policies. The ECOWAS approach is somewhat in this direc-
tion.
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standard for the people in the Western Africa sub-region. Keita (2011, p. 1)°
questioned “whether the combination of a monetary policy set by an inde-
pendent, supranational central bank and fiscal (and other) policies controlled
by national governments is conducive to both price stability and economic
growth”. When fiscal harmonisation complements common monetary poli-
cies, the situation may be beneficial. Beyond this, common sector and social
policies may be important to speed up progress in regional integration.

2 The Contributions

This Unit covers three contributions on macroeconomic policy formation in
West Africa in the context of country case studies (two for Nigeria and one
for Senegal) and an analysis on the feasibility of a second monetary integra-
tion zone (WAMZ/West African Monetary Zone) beside of the CFA Zone
(WAEMU/West African Economic and Monetary Union). The country case
studies highlight most important aspects of Nigeria’s macroeconomic policy
formation - the role of public expenditure management in achieving macroe-
conomic policy objectives, the impact of macroeconomic strategies on sec-
toral development, and the framework of economic policy formulation. The
country case study on Senegal gives also an outline of the development strat-
egies since 1960 and the implications for macroeconomic policy formation in
the country. Emphasis is on the macroeconomic policy space of Senegal in
the context of WAEMU and on the role of national and international
agents/actors in shaping these policies. The feasibility as well as the pro-
spects of a second monetary zone (WAMZ/West African Monetary Zone) is
evaluated by referring to convergence criteria and their fulfilment over time.
In order to understand the framework of macroeconomic policy formulation
in the West African region one Francophone country and one Anglophone
country provided the basis for the analysis to get insights on the most im-
portant issues. Since macroeconomic conditions and frameworks are dynam-
ic, the papers in the unit reflect different periods before, during and after the
economic reforms of the 1980s, an era associated with Structural Adjustment
Programs (SAPs).

Different approaches were adopted by the authors in providing the theo-
retical background. For example, the macro-model theory and the develop-
ment model theory were used in analysing the role of public expenditure
management in achieving macroeconomic policy objectives. Two papers
focus on Nigeria’s macroeconomic policy formation what is important as

5 Consultancy African Intelligence (CAI) online Publication Friday, 02 December
2011, 08:10
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Nigeria is a SANE (South Africa, Algeria, Nigeria, Egypt) country of great
economic importance. SANE countries like Nigeria impact on their sub-
region through international and intra-regional trade, regional agro-industrial
value chains, stock markets and capital flows, activity of African multina-
tional corporations and direct investment, finance infrastructure and banking,
but also in security arrangements for the whole region. The country case on
Senegal is rich with regard of long-term development strategies and the poli-
cy space for macroeconomic policy action because of the WAEMU provi-
sions and the limits on fiscal space because of ECOWAS treaties on taxes
and the weaknesses of Senegal’s taxation system. Also the new governmental
reform intentions since 2012 are covered as they have important implications
on macroeconomic stability and direction of public expenditures. The per-
spectives of the new macroeconomic policy formation framework are dis-
cussed. The theoretical and empirical analysis on the feasibility of a second
monetary integration zone for West Africa (WAMZ) is based on the agreed
upon convergence criteria and complements the country case studies for
Nigeria. The countries in WAMZ, like Nigeria, can learn from the experienc-
es of the countries in WAEMU, like Senegal, and so the contrasting analyses
for Nigeria and Senegal matter in this very context of ways and means to
improve macroeconomic policy formation.

The paper by A. Tajudeen and T. W. Abraham on Public Expenditure
Management and Macroeconomic Policy Objectives in Nigeria: An Em-
pirical Analysis deals with Nigeria as a case study for analysing the role of
public expenditure management in the context of macroeconomic policy
formation. The paper examines the impact of public expenditure management
in Nigeria on three key macroeconomic policy variables: inflation; unem-
ployment; and economic growth. First, the authors presented a well-
structured theoretical analysis of public expenditure theories — the macro-
model theory and the development model theory. This is followed by an
analysis of the contemporary approach to public expenditure management
(PEM) as used in developed and developing countries. Keynes’ general theo-
ry of employment, interest and money was used to analyse the importance of
macroeconomic factors with reference to developing countries. The pros and
cons of deficit financing with focus on Nigeria were narrowed to its impact
on inflation, investment and economic growth.

The literature review reflected the fiscal stress of the 1980s that led to a
deterioration of the balance of payments position, a widening of government
deficits, a drastic reduction in the external reserve position, a decline of ca-
pacity utilisation with regard of industrial production, and a collapse of the
foreign exchange system. The effectiveness of public expenditure manage-
ment and the causal relationship between inflation and the fiscal deficit were
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also reviewed. This is followed by an analysis how fiscal policy has impacted
poverty alleviation, reduction of unemployment and the reduction of income
disparities.

The authors further highlighted in depth the public expenditure manage-
ment (PEM) approach in Nigeria. This involves the adaptation of a medium-
term revenue framework (MTRF) and of a medium-term expenditure frame-
work (MTEF). The MTRF for Nigeria involves the use of assumptions about
the crude oil price and other variables, but also the setting of targets and
estimating public revenue. The MTEF is about setting aggregate expenditure
limits, setting the level of fiscal deficit and determining the financing of the
fiscal deficit, as well as setting expenditure limits for Ministries, Departments
and Agencies (MDAs). This reminds us how public expenditure management
(PEM) functions in a resource-dependent economy like Nigeria. It also re-
veals how fiscal policy formation can lead, if PEM does not function, to
spiralling inflation, to an exposure of the economy to shocks and to the con-
sequences of the so called “Dutch Disease” in the country.

The rest of the paper is devoted to the empirical analysis and to a discus-
sion on the empirical results. The authors employed the Autoregressive Dis-
tributed Lag (ADL) model to estimate the current period impact and the time
lag it takes for public expenditure to affect selected macroeconomic objec-
tives. The paper helps to understand the time lag and the impacts of public
recurrent expenditure and public capital expenditure on economic growth.
The study reveals a paradox of increasing capital expenditure, increasing
economic growth and yet rising unemployment that is inconsistent with the
defined expectation. Despite an increase in public expenditure that would
have spurred economic growth and subsequently would have reduced unem-
ployment, the opposite is the case in Nigeria. So much more is needed than
focussing on growth and increasing public expenditures; especially important
is a continuation of structural transformation. The economic growth and the
public expenditures in Nigeria depend on increases in oil revenues. The in-
crease in oil revenues is a function of the volume of crude oil produced and
the price in the international market. Hence, the authors warned that a decline
in the price of crude oil or a sudden cut in crude oil demand from major im-
porters would result in macroeconomic instability in Nigeria.

The paper further reminds us of the relevance of an effective coordina-
tion of public expenditure policies and public revenue policies in the public
expenditure management (PEM). The authors argue that public expenditure
management (PEM) entails coordinating public expenditure and public reve-
nue in a manner that would enhance sustainable economic growth. To reduce
costs and waste of public funds, the paper reminds the policymakers about
the need to understand the impact and the response lag of macroeconomic
variables to public expenditure. They further argue that the diversification of
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the economy should be central in public expenditure policy (in public in-
vestment policy) in order to improve the performance of the non-oil sector.

The paper by M. A. Iyoha, P. A. Adamu and D. E. Oriakhi on The
Impact of Macroeconomic Policy Strategies on Sectoral Developments in
Nigeria considers the impact of macroeconomic strategies on the sectoral
development in Nigeria from 1990 to 2010. A comparative approach was
employed by breaking down the period of twenty years with regard of the
two different governance regimes prevailing. In other words, macroeconomic
policies during military dictatorship governance of 1990 to 1999 were com-
pared with the period of democratically elected political governance of 1999
to 2010. Comparing the macroeconomic policies of the two different govern-
ance regimes means that more specific social and economic interests are at
stake and have to be analysed. In this case, it is the employment and econom-
ic growth issues that made the authors to investigate how macroeconomic
policies of both regimes have impacted on sectoral development in Nigeria.
The paper made a detailed analysis of monetary and fiscal policies of both
regimes and relates the analyses to the impact on the sectors with focus on
output of agriculture, industry, manufacturing, wholesale and retail trade as
well as (other) services. So the paper investigates the role of fiscal, monetary
and exchange rate policies for the (still blocked) structural transformation in
Nigeria.

Sector-wise, the empirical study concludes that different determinants
play a role. The findings of the empirical study allow it to better structure
government policy interventions. The main determinants of agriculture’s
share in output were first, aggregate investment and second, the exchange
rate. Over the years, government has increased investment in agriculture in
order to boost food security. This policy had been supported in recent years
by increasing subsidization of key inputs like fertilizers and by enhancing
agricultural extension services. This policy should be continued, but neces-
sarily in the frame of PEM. Exchange rate policies play a role for agriculture
development; therefore the management of oil revenues and of other foreign
exchange revenues matters. Government expenditure came out as a key de-
terminant of the share of the industrial sector in total output, and broad mon-
ey supply also showed up as a main determinant of the share of industry in
total output. Again, PEM is an important tool for the sector to develop dy-
namically. This study also suggests that, if properly conceived and imple-
mented, monetary policy can be a driver of industrial output growth in Nige-
ria.

The share of manufacturing in output has been falling in Nigeria mainly
due to gross inadequacy of infrastructure, particularly electricity. PEM is
important to address these issues. The econometric results show that the main
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determinants of the share of manufacturing sector in total output are broad
money supply and aggregate investment. This means that monetary policy
and investment policy (for private and public investment) matter. A continu-
ous monetary policy framework and PEM are key sources of stability for the
sector. Government spending and the exchange rate showed up in the empiri-
cal analysis as the key determinants of the share of services in total output.
Government spending is critical in various services sub-sectors because of
the developmental role played by the government in Nigeria. The openness of
the Nigerian economy explains the important role played by the exchange
rate. The exchange rate changes impact on importation and exportation with
regard of the various services sub-sectors. The share of wholesale and retail
trade in total output turned out to be determined mainly by the aggregate
level of investment in the economy. Investment policies (for private and
public sectors) matter in this regard.

The authors also address the issues how the manufacturing sub-sector
could be promoted. The manufacturing sector is currently characterized by
low capacity utilization, the dominance of sub-standard goods that cannot
compete internationally, and many other deficiencies. It is therefore impera-
tive to introduce policies (macroeconomic and sectoral policies) that aim to
change these characteristics. This will increase the growth rate of the GDP
and will also generate employment. The expansion of the manufacturing
sector will also benefit the agriculture sector by encouraging the growth of
agro-industrial enterprises which would increase the demand for agricultural
raw materials. Accelerating the development of the manufacturing sector is a
well-known strategy for increasing value added in production, creating em-
ployment and reducing poverty. Also technology development and innova-
tion depend on the development of the manufacturing sector.

Given the proven effectiveness of exchange rate policy in affecting sec-
toral output shares in agriculture, industry, and services, the exchange rate
policy is a principal tool that the government can use to bring about structural
transformation in the Nigerian economy. This instrument has to be comple-
mented by a fiscal policy which is effective in bringing about changes in the
share of agriculture. Fiscal policy should be targeted in order to achieve the
desired results. In the agricultural sector public expenditure and investment
should be directed towards providing improved seedlings, increasing fertiliz-
er use and expanding irrigation. Fiscal policy can also be used to enhance the
availability of infrastructural facilities which will not only benefit agriculture
but will also boost manufacturing production. A medium-term framework for
fiscal policies is therefore needed. Monetary policy can be used to further
increase the share of manufacturing and industry in output. Monetary policy
can be used to increase credit to small and medium scale enterprises as a
means of expanding manufacturing production. Although such policies are
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already practiced in Nigeria, the authors argue for a more pro-active and
better coordinated macroeconomic policy framework.

The starting point of the paper by P. Njiforti with the title Analysis of
the Prospects for a Second Monetary Zone for West Africa is the concep-
tual background of the West African Monetary Zone (WAMZ). The idea was
conceived as a mechanism to strengthen and to accelerate the integration
process in the Economic Community of the West African States (ECOWAS).
According to the author, besides serving as a facilitating instrument for re-
gional integration, the success story of the European Monetary Union with
the establishment of the Euro currency played an important role in motivating
the regional Heads of State in the quest of forming a Second Monetary Zone
for West Africa (WAMZ) beside of the CFA Francs Zone (WAEMU). The
theoretical assumptions of the paper are centred on the traditional Optimum
Currency Area (OCA) theory of criteria for macroeconomic convergence and
the Customs Union (CU) theory that focuses on regional integration by re-
moving barriers to trade. The literature review highlights the pros and cons of
macroeconomic convergence with coordination of economic policies as a
mechanism to harmonise macroeconomic policies. The cons hinge on the
contagion effect of macroeconomic instability, especially in a region with a
high macroeconomic volatility rate®. The literature review reflected on the
relevance of the criteria for an OCA — the openness to trade in the region, the
size and structure of the economies, the degree of commodity diversification,
the possibility of asymmetric shocks affecting countries in the region, the
existence of forms of fiscal federalism in the region to absorb shocks, and the
degree of labour mobility as determining factors in a monetary integration
process. Another part of the paper focuses on the primary and secondary
criteria adopted by the WAMZ countries for the monetary union to be estab-
lished and to make it work. The member countries are required to comply
with these criteria more and more. Careful monitoring of progress with re-
gard of reaching these criteria is a task of common agencies and institutes.
The paper also looks at the advantages of attainment of a second economic
and monetary union in West Africa in terms of cost reduction and trade fa-
cilitation. However, the very low level of formal intra-trade in West Africa
(although there is a lot of unrecorded informal cross-border trade) and the

% High aggregate instability is a result of large external shocks, volatile macroeconom-
ic policies, microeconomic rigidities, and weak institutions. Volatility entails a direct
welfare cost for risk-averse individuals, as well as an indirect one through its adverse
effect on income growth and development (Loayza, et al., 2007).
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absence of other criteria for OCA leads to doubts about the prospects of fea-
sible macroeconomic convergence in the region. Infrastructural deficiencies,
small market sizes, political and economic instability, but also ethnic, reli-
gious and cultural divide (still also between Anglophone and Francophone
countries) contribute to low productivity and impede structural transfor-
mation.

To determine whether the proposed member countries will meet the con-
vergence criteria, co-integration analysis was adopted and selected macroe-
conomic convergence criteria variables for the period 1985 to 2009 were
used. The presence of co-integration among the macroeconomic variables
would suggest that there could be a convergence tendency. This is a neces-
sary but however not a sufficient condition for the success of a second mone-
tary zone. The paper argues that a sufficient condition for a monetary union
rests on the nature of social capital embedded in the system. In this context,
political will, commitment and trust are the basic elements that support inter-
actions. The existence of these elements tends to diffuse fear of dominance
within the groups of countries, to support policy credibility and to reduce
nationalistic tendencies. The existence of sufficient social capital will help
the member states to find solutions to the challenges related to asymmetric
shocks. For example, the establishment of a stabilisation and cooperation
fund, as a buffer to temporary shocks, is an issue. The paper concludes by
recognising the influence of the recent public debt and euro crisis in Europe
and its impact on the political will among the member states to go ahead with
the monetary union project. In addition, poor trade integration, low labour
mobility, lack of coordination of fiscal policies and a poor financial sector
harmonization policy have raised concerns on the formation of WAMZ by
the year 2015. Also the economic and political dominance of Nigeria in the
proposed monetary union is a problem and so the country has a great respon-
sibility to go ahead with own economic reforms in the interest of WAMZ. In
order to bridge WAMZ and WAEMU so as to create an ECOWAS Monetary
Union and a Common Currency, the successful establishment of WAMZ is a
first step. Reforms in WAEMU will be another important step.

The challenges in the formation and coordination of macroeconomic pol-
icies in Senegal are the main focus of the paper by Diene Mbaye with the
title Macroeconomic Policy Formation in Senegal: Challenges in For-
mation and Coordination. As Senegal is a member of WAEMU, the experi-
ences of a small country in the first monetary union of West Africa can be
discussed. The argument in the paper is that policy inefficacy impacts on
growth and development so that economic reforms and sustainable macroe-
conomic policies by a committed government are required to improve eco-
nomic performance. In this context, the author investigated the policy out-
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come of different policy regimes in Senegalese development phases. The
focus here is on the effectiveness of policy interventions. The analysis looks
into the weaknesses embedded in a central planning system in achieving
policy objectives. The author also highlights the coordination problems in a
decentralised planning system. The analysis further reveals why a participa-
tory planning system that involves important interest groups and civil society
organizations as well as diverse opinions and strategies at national and local
levels is of great relevance for Senegal. In this context, the impact of policy
formulation in different regimes on improving macroeconomic policy for-
mation, raising the level of human capital, enhancing the food security and
reducing the economic and social inequalities between regions is the subject
of the analysis. The issue of rural development as a means of reducing pov-
erty was linked to enabling macroeconomic and sector policies and to poli-
cies that favour infrastructure development in Senegal. The author reminds us
that external factors like changes of prices of peanuts and other crops at the
world market are not the only factor that determines the rural households’
purchasing power in Senegal; well-conceived economic strategies and mac-
roeconomic policies as well as efforts in human development and provision
of infrastructure contribute to an increase in rural productivity and of rural
incomes.

New economic policy visions became a central theme in the African pol-
icy circles since the year 2000. In this context, the paper looks into the new
economic policy vision of Senegal which seeks to embrace the regional and
global development policy initiatives. According to the author, Senegal be-
came more committed towards sustainable macroeconomic policy formation
and more involved in the regional integration process. Senegal also has
adopted the declaration of the Millennium Development Goals (MDGs) and
works towards its realisation. Poverty Reduction Strategy Papers (PRSPs)
were developed and updated. Fiscal policy harmonization in line with
WAEMU and ECOWAS objectives was adopted. However, it is argued that
the fiscal space was reduced by such measures so that the country has now to
implement reforms of the taxation system. To link poverty reduction and
growth strategies, the Poverty Reduction Strategy Papers (PRSPs) were ac-
companied by an Accelerated Growth Strategy (AGS). The technical support
by the donors provided the necessary framework for learning, but Senegal
still aims at ownership in economic policy formation. Transparency in public
budget management provided the required condition for donor participation
and funding, but transparency is now seen as an important precondition for
sustainable growth. Recently, a new economic and social development strat-
egy called National Strategy for Economic and Social Development
(NSESD) was established in November 2012. Arguably, this is similar to
Nigeria’s National Economic Empowerment Development Strategy
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(NEEDS) document of 2005. This suggests that economic integration pro-
cesses entail not only policy harmonization but also policy learning. A de-
tailed analysis of the economic development issues, especially in the areas of
growth, productivity and wealth creation, was presented in the policy docu-
ment. On the social dimension, the NSESD document focuses on human
capital, social protection and sustainable development; governance, institu-
tions, peace and security are presented as the means of stabilizing the politi-
cal and economic system in Senegal. This new document should pave the
way for further economic reforms towards regional integration, globalization
and human development. Macroeconomic policy formation should be facili-
tated by a new social contract.

The paper further investigated the macroeconomic performance in Sene-
gal by analysing in detail the impact of tax reforms since 2000. It is obvious
that deeper reforms are needed in order to follow sustainable fiscal policies.
Sustainable fiscal policies will allow it to realise macroeconomic stability,
growth and poverty reduction. Most important, sustainable fiscal policies will
overcome the severe problem of the limited fiscal space. The assessment of
the economic reform programs was done by linking the analysis of macroe-
conomic policies with designs of appropriate policies on poverty reduction.
In this context, the paper investigated how the rate of inflation, the economic
growth and the public budget have impacted on poverty reduction in Senegal,
and what the next steps towards further economic reforms will be.

Furthermore, presents the basic framework on how macroeconomic poli-
cies are being conducted by the governments of Senegal. The monetary poli-
cies are within the domain of WAEMU’s monetary policy and of the Central
Bank of West African States (CBWAS) as the central policy making institu-
tion. The traditional instruments such as changes in interest rates and the
refinancing of finance institutions are used by the CBWAS. The monetary
policy tools, credit by CBWAS to the governments of WAEMU members
and the nature of the fiscal policies are the central focus in the analysis. The
improved real effective exchange rate in 2012 placed Senegal on a better
competitive position relative to other partner countries. The improved real
effective exchange was as result of the reduction of the inflation rate and of
the nominal effective exchange rate. The author also highlighted the two
different levels of formation and coordination of economic policies in Sene-
gal. The first is at the national level where the government is better posi-
tioned to coordinate various policies and programs in the country. The second
is at the supra-national level where the country has transferred some of its
prerogative functions in economic policy formulation to multilateral organi-
sations such as ECOWAS and WAEMU. As the policy space is shrinking at
the national level, more action is needed at the supranational level to support
the domestic economy.
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3 The Strategies

This Unit highlighted the efforts, outcomes and challenges in macroeconomic
policy formation in West African countries. The two case studies for Nigeria
are complemented by a case study on Senegal. These studies reveal the im-
pact of frequent economic policy changes on growth, macroeconomic stabil-
ity and the socio-economic environment in the region. Dysfunctional interest
groups and the absence of a developmental state are the major factors that
induce instability in the regional political environment. Too often, visions
and plans are not translated into action plans. Consequently, efforts in achiev-
ing long run policy targets are imperilled. Another paper discusses the estab-
lishment of a second monetary zone for West Africa. Under the present polit-
ical and economic environment in the region and the challenges the region
faces in economic integration processes, the paper questions the feasibility of
the second monetary union in West Africa. In general, the lessons derived
from the contributions are also the main challenges which the policymakers
in West Africa face in their efforts to develop sound macroeconomic policies
towards higher and inclusive economic growth. These lessons are:

Effective Macroeconomic Policy Formation depends on an Inclusive
Development Policy and on steps towards a Developmental State:

Effective macroeconomic policy formation depends on long-term devel-
opment policies which are based on visions and development plans. The
country cases of Nigeria and Senegal show that both countries developed
over time long-term visions and medium-term development plans in order to
guide economic policies and macroeconomic policy formation. There is evi-
dence that on the basis of development projections, visions and plans the
main economic policy instruments (sector and regional policies, trade and
investment policies, human development and infrastructure policies, social
protection and welfare policies) and the macroeconomic policy instruments
(monetary policies, exchange rate policies, and fiscal policies) can be used
more effectively and better targeted. For the case of Nigeria it is shown that
productive sector development can be enhanced by a certain mix of macroe-
conomic policy instruments. While agricultural sector development depends
on a specific mix of exchange rate and fiscal policies, manufacturing sector
policies as well demand enabling monetary policies so that development and
innovation of the sub-sector can be financed. The particular mix of policies
depends on the initial situation of the sector, on the business cycle, but also
on the long-run objectives set for the sectors. For the development of services
sectors exchange rate policies and fiscal policies matter. The oil exporter
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Nigeria has a special obligation to plan public revenue and public expendi-
ture in the medium to long-term. Otherwise Dutch Disease and Resource
Curse effects will follow and impede the development of productive sectors.
Any attempt to develop non-oil exports depends on a medium to long-term
fiscal planning approach. In the long-term and medium-term priorities can be
better set towards the incentives for developing non-extractive sectors. An
inclusive development policy’ is needed what means that macroeconomic
policy is addressing also issues such as poverty reduction, providing for min-
imal social safety nets and creating employment via giving incentives for
productive sectors by developing crafts, agriculture and the production of
basic manufactures goods.

Macroeconomic policy formation is different in a developmental state. A
developmental state is described as “a set of institutions, tools, capacities and
capabilities committed to national development with a capacity to implement
its articulated economic and social strategies” (UNCTAD 2011, p. 87). For
Senegal a “catalytic developmental state” (see UNCTAD 2011, pp. 87-90) is
of relevance - as a state giving guidance for the restructuring of the economy
towards dynamic comparative and competitive advantages by promoting
long-term investments and the creation of new productive capacities
(UNCTAD 2011, p. 87). The development and structuring of markets has a
role in this. Fiscal policy is a major tool to support this process in Senegal.
For Nigeria, also institutional aspects play a role as the state is not free from
capture by particular (oil revenue-based) interests. A developmental state in
this sense requires some autonomy of the government machinery from specif-
ic interest groups which are capturing the executive and legislative branch of
a country. Such autonomy implies that the government can act impartially
towards social, economic and ethnic groups in order to allocate funds for
long-term development and productive investment and for restructuring the
economy so that genuine structural transformation can take place. Natural
resources windfall revenues complicate the transition to a developmental
state considerably. It is not so in Nigeria that all regions, all states, all ethnic
groups and all social groups in rural and in urban areas benefit from govern-
ment action and macroeconomic policies. A constitutional rule on the use of
oil revenues for future generations and for key projects is one element of
such a strategy. A new fiscal federalism working with effective instruments
for reducing horizontal inequalities between regions, religious and ethnic
groups is a second element of such a strategy. Both elements will help to
solve conflicts in the society. In Nigeria and in Senegal a transition to devel-

7 The term is used in the sense of Acemoglu 2012 when distinguishing extractive and
inclusive institutions.
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opmental states is feasible and will improve macroeconomic policy for-
mation.

Reinforcement of Stakeholders’ Involvement in the Macro-economic
Policy Formation Processes is Imperative:

It is important to evaluate the prospects of reinforcing the Stakeholders’
participation in the macroeconomic policy formation and implementation in
West Africa. Since opportunities for rent-seeking are widespread and as there
exist capacity gaps all over the region, an effective involvement of domestic
experts, domestic research institutions and think tanks, and of local civil
society groups (acting independently or in cooperation with government) will
help in the formulation and implementation of macroeconomic policy. For
example, civil society organisations can act as intermediaries between citi-
zens and governments at all levels. They can assess the needs of people in
urban and rural areas and can inform government for a better informed public
expenditure management (PEM). In making key choices, especially about
spending priorities as they affect geographical areas, economic sectors and
social groups, the advice of such experts is needed. Government can assign
tasks to the civil society groups to conduct detailed and analytic budgetary
work. Such a bottom-up strategy to plan the budget will also enhance oppor-
tunities for local growth and development. They can also be involved with
assignments to oversee whether those funds allocated to specific projects in
sector development and poverty reduction programmes reach the intended
beneficiaries. Targeted expenditures can best be spent by involving local civil
society groups and independent experts. In democratic governance, feedbacks
about the quality of services supplied by the government play an important
role in the learning process.

Hence, information collected and administered by civil society groups
and/or independent expert groups (and professional organizations) hired by
the government is needed in the assessment of policy performance. The in-
volvement of external economic and financial partners together with the
social partners such as the NGOs, the trade unions and the employers’ federa-
tions can help to improve transparency and budget credibility. The case of
Senegal shows that new actors can improve macroeconomic policy formula-
tion and execution. In federal states, like in Nigeria, such an involvement of
independent organizations and experts is needed also at the level of states.
Macroeconomic policy formation has to be based also on bottom-up assess-
ment processes and evaluation procedures. Today, there is only a top-down
macroeconomic policy formation process at work.
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Strengthening the Democratic Process is needed for Effective Macroe-
conomic Policy Formation:

In Nigeria the overall economic growth was higher during the period of
democratic governance as the annual rate of economic growth averaged 6.3
per cent between 2000 and 2010. This is in contrast to an average rate of
growth of 0.2 per cent between 1990 and 1999 during the period of military
dictatorship. However, growth in the democratic period was not inclusive
enough so that participation at all levels is needed to reach out to the poor
and the disadvantaged groups. Democratic participation at all levels is re-
quested to improve macroeconomic policy formation. Democratic participa-
tion refers to such issues as voice and accountability, political stability and
absence of violence, fair and transparent elections, government effectiveness,
regulatory quality, control of corruption, rule of law, etc. Improvements in all
these areas are needed for establishing a sound macroeconomic policy
framework. Only so inclusive participation is possible. In Senegal, relative
stability in the political environment has supported learning processes in
management and implementation of macroeconomic policies. However, in
areas such as government effectiveness and regulatory quality, large im-
provements are needed.

One can learn from Nigeria and Senegal that under democratic govern-
ance economic performance has been driven by economic policy reforms. To
make such progress sustainable, governance has to be improved in all the
mentioned areas. Wealth creation and poverty reduction are the basic devel-
opment principles on the government agenda. Strengthening democratic
processes is imperative and should be pursued with effective fiscal decentral-
ization for grassroots development. Macroeconomic policy outcomes can be
improved by inclusive participation in two forms. The first is through checks
and balances, especially checks on the power of politicians, also at state and
local levels. Civil society organizations and local citizen groups can balance
the power relations in the country. The concept of checks and balances de-
mands also that a separation of powers between executive and legislative
organs helps in preventing the abuse of power by politicians. The second is
through greater accountability of the politicians irrespective of religious and
ethnic diversity in the society. Macroeconomic instability and ineffectiveness
impose high costs on the economy and on the citizens. Strengthening the rule
of law and the judicial system are also imperative for inclusive and democrat-
ic governance to work smoothly.
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Public Expenditure Programming and Allocation towards Productive
Investment is a Key Issue for Macroeconomic Policy Formation:

From the case study for Nigeria lessons can be derived on the importance
of allocating public expenditures in a medium-term framework between sec-
tors and between public recurrent expenditure and public capital expenditure
as such decisions impact on economic growth but also on macroeconomic
stability. A medium-term framework for revenues and expenditures also
allows it to avoid policy failures. Such policy failures were severe in Nigeria
where the windfall revenues from oil were not used for productive invest-
ment in infrastructure, agriculture and rural development, manufacturing and
SMEs, services sub-sectors, strategic sectors like education and health and
towards the development of non-oil sectors. Oil revenues were rather used to
finance a massive expansion of the civil service. An Oil Revenue Stabiliza-
tion and Equity Fund (ORSEF) was installed too late to save for future gen-
erations, to care for times of lower oil revenues, to finance strategic projects
and to allocate funds to the poor people by some form of cash payments. In
times of a decline of oil revenues the government had to resort to borrowing.
Debt and other serious consequences (Dutch Disease and Resource Curse
effects) led subsequently to macroeconomic instability and declining interna-
tional competitiveness. The impact of the crude oil price volatility on the
economy - due to the changing factors influencing price movements in the
international market for oil - was great, requesting macroeconomic policy-
making to adjust by specific tools of central bank policy, exchange rate poli-
cy and as well fiscal policy.

As development of new alternative energy sources have taken centre
stage in global energy policy, volatility in oil markets will persist so that
long-term adjustments are also necessary. Hence, objectives such as diversi-
fication of exports and investments in the productive sectors (agriculture,
manufacturing, infrastructure services) should be central in public expendi-
ture policy. Also the case of Senegal reveals that the state has the task to care
for productive investment by a medium-term fiscal framework and by a
proper balance of recurrent and capital expenditures. Channelling budget
funds into productive sectors would not only promote economic growth but
would also create employment and reduce poverty. The major message is that
optimal public expenditure management should focus on altering the fiscal
policy direction towards a medium term framework.
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Meeting the Challenges of the Globalisation Trend will Strengthen
Macroeconomic Policy Formation:

Globalization processes impact on macroeconomic policy formation.
Trade globalization, finance globalization, global migration, technology
globalization and global value chains affect macroeconomic policies of all
countries. Although Africa is in some areas of globalization (finance and
technology) less advanced and so less affected, economic policy and macroe-
conomic policy formation has to reflect these globalization trends. One re-
sponse is that African countries increasingly harmonise their macroeconomic
policies via regional economic and monetary cooperation so as to absorb
shocks better in the region. However, also at national level responses to glob-
alization trends have to be seen as a long term strategic measure. The recent
global financial crisis is a lesson to policymakers to create policy space with
regard of all policy instruments and especially fiscal space for unexpected
shocks. Policy space allows it to fine-tune policy action in times of crisis.
African countries with more fiscal space could manage far better the global
financial crisis of 2008/2009 (Alabi et al. 2011). Macroeconomic shocks in a
given country or a region (like the European Union) can have a large impact
on the economies of other countries or regions. International economic inte-
gration proceeds rapidly such that global trade, migration and cross-border
capital flows have risen substantially. The increasing trade and financial
linkages across countries imply increasing interdependence. Hence, measures
aimed at taking the advantages of global interdependences by improving the
market conditions can strengthen the macroeconomic policy formation in
African countries (like Nigeria and Senegal) and as well in regions and un-
ions (WAMZ and WAEMU and ECOWAS as examples).

Macroeconomic Policies in SANE countries like Nigeria impact on
Macroeconomic Policy Formation in the Whole Sub-region:

Macroeconomic policies of Nigeria have an important guiding role for
the WAMZ and ECOWAS countries. SANE (South Africa, Algeria, Nigeria,
Egypt) countries have economic and political power and affect the economy
and politics of their respective sub-regions. Any progress in macroeconomic
policy formation of Nigeria will have positive spill-over effects on other
WAMZ and ECOWAS countries. If Nigeria’s central bank policy is further
strengthened - with more autonomy and independence, capacity to supervise
and guide, and greater effectiveness - this will influence the central banks of
the other WAMZ members and also of WAEMU. For WAMZ, this process
will lead to a convergence of these institutions and ultimately will allow the
transition to a joint central bank system. If Nigeria pursues a strict fiscal
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planning approach for the medium-term - associated with accountability and
transparency - this also will spill over to the other members so that harmoni-
sation of fiscal policies is facilitated. If Nigeria diversifies its economy suc-
cessfully towards non-oil sectors this will create space for deeper regional
trade integration and this process also will reduce the danger of asymmetric
shocks/divergent business cycles in the WAMZ area (and in ECOWAS area
too). If Nigeria starts with macroeconomic policy coordination for WAMZ
by presenting its fiscal plans and its monetary policy and exchange ratite
policy targets early to the other members, this will help the other members to
react and to adjust. If Nigeria further reforms its financial sector and its bank-
ing systems this will definitely impact on the financial and banking systems
in the other member countries.

There is evidence that political business cycles during in election years
play a role in affecting the attainment of convergence criteria. Especially the
larger economies in WAMZ (Nigeria and Ghana) seem to suffer from such
cycles. Therefore, action is needed to minimise these dangers (Tarawalie et
al. 2011). Because of fiscal dominance persisting in these countries (associat-
ed with an accommodative monetary policy), the risk of such cycles is great.
For Ghana inflation and fiscal deficits as primary convergence criteria show
such an influence of political business cycles. The salary mass criterion as a
secondary convergence criterion may also be affected in the election year. In
Nigeria as well fiscal deficits show a worsening trend in election years. But
also money supply growth is higher in election years so that the inflation
criterion may be affected as well. Nigeria’s primary convergence criteria
(inflation rate, fiscal deficit, central bank financing of the fiscal deficit, and
gross external reserves) seem to be affected seriously by the political cycles,
but not so much the secondary ones. However, secondary criteria such as
salary mass and public investment financed from domestic sources may also
be affected to some extent. Checking carefully fiscal developments in elec-
tion years is therefore important for these two countries, but as well so for
other WAMZ and ECOWAS countries so as to sustain integration efforts.
Infrastructural programmes and other expenditure programmes should not be
executed in an ad hoc way of decision-making in election times. National
development plans and timetables for action and execution are important as
guideposts for such expenditure programmes so that ad hoc decisions are
avoided in election years. WAEMU is much more homogenous than WAMZ
as only Cote d’Ivoire is economically larger than other members. So far
monetary cooperation is effective in harmonization of banking legislation and
payments systems, but in the future monetary cooperation should also include
issues such as fiscal dominance and expenditure policies in election years.
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Monetary Integration can support Macroeconomic Policy Formation if
Structural Convergence is aimed at:

Since national monetary policy is no longer an economic policy tool in
the monetary union framework, the challenge is how to deal with asymmetric
shocks/divergent business cycles. A risk and cost sharing strategy for the
member countries with high macroeconomic volatility requires political will
and commitment. Nigeria as an oil exporter suffers from high volatility of
public revenues and foreign exchange so that macroeconomic volatility is
high. Other countries may have sources of revenue which are more stable
(like tourism and remittances). If Nigeria - as a large economy and as one
being driven by oil demand and price changes - enters a monetary union this
can affect the common policies of the union (especially the policies of the
central bank) to the detriment of the smaller and non-oil economies. If Nige-
ria and other countries in the union pursue vigorously a policy of supporting
non-oil sectors this risk is reduced more and more.

However, also the other criteria for an optimum currency union are not
fulfilled in WAMZ. The first is openness with trade integration and capital
mobility in the context of flexibility of prices and wages. Openness between
members and flexibility of market conditions are quite limited. Second, la-
bour mobility in the broadest sense is not given, because of physical barriers,
language barriers, cultural barriers and many institutional factors acting as
barriers. Third, there is no fiscal federalism in place in the sense of automatic
fiscal transfers to member states which are affected negatively by regional
integration measures. Fourth, members should have similar business cycles
but the WAMZ members experience different cycles (because of different
primary products and other products supplied to the world market). Fifth,
production diversification should exist and should be extended, what is large-
ly not the case in WAMZ countries. Sixth, “solidarity” is another prerequi-
site, and it can be assumed that ECOWAS members share common objec-
tives and that this factor is prevailing. However,

WAMZ countries have made some progress with regard of some of these
criteria. The Regional Stabilization and Cooperation Fund for WAMZ coun-
tries could play an important role as a buffer to temporary shocks and adverse
balance of payments situations. In general, the effectiveness of the fund de-
pends on the political will and the commitment of the members. Contribu-
tions will be different — according to the capacity of the countries to contrib-
ute. Nevertheless, the divergence of economic conditions, economic struc-
tures and national macroeconomic policies in the WAMZ and ECOWAS
regions requires that urgent attention is given to convergence of economic
conditions so that the criteria for an Optimum Currency Area (OCA) can be
met. Low intra-union trade, absence of fiscal federalism, low degree of la-
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bour mobility, inflexibility of prices and wages, divergent business cycles,
lack of diversification and other missing criteria impede the working of the
monetary union to the extent that the monetary union will not be feasible.
Even in advanced economies like the EU, strengthening the Euro monetary
union is an on-going challenge to policymakers. For example, the Stability
and Growth Pact (SGP) has been criticised for being insufficiently flexible
and for limiting the ability of governments to act during economic recession
and in other times a strict application is demanded and an even more rigid
framework is requested. ECOWAS countries have also started with the har-
monisation of fiscal policies as a step in this direction. Arguably, each mem-
ber country in the ECOWAS region has its own policy priorities, but tax
policy harmonisation will facilitate economic cooperation and trade integra-
tion as well as facilitating macroeconomic policy coordination. Harmonising
the fiscal and monetary policies is necessary but not sufficient for an effec-
tive monetary union. Stability in the political environment and good govern-
ance play also an important role in a monetary union. Furthermore, labour
market reforms and other policies to strengthen productivity are ingredients
of structural convergence. By making labour markets and product markets
more flexible and more open within the region will also support the monetary
and economic union.
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Public Expenditure Management and Macroeconomic
Policy Objectives in Nigeria: An Empirical Analysis

Abbas Tajudeen' and Terfa Williams Abraham?

1 Introduction

Substantial evidence exists that, in many cases, poor fiscal management has
been a major factor underlying such problems as high inflation, unemploy-
ment and weak or negative economic growth in less developed economies
(IMF, 2008). For a developing country like Nigeria, the role of public ex-
penditure management to her development process cannot be overempha-
sized since poor public expenditure management could have serious conse-
quences for its economy (Ekpo, 2008; Garba, 2008). After 50 years of Inde-
pendence and endowed with abundant natural resources, Nigeria still experi-
ences huge problems of unemployment, inflation and weak or volatile eco-
nomic growth. As an emerging economy that seeks to be ranked among the
world’s 20 most powerful economies by 2020, the need for public expendi-
ture management is one that is of great importance to Nigeria.

Amidst the need to achieve a single digit low-inflation rate, employment
creation and sustainable economic growth, public expenditure as a fiscal
policy instrument has been shown to have considerable impact on macroeco-
nomic objectives. Most of the studies (e.g. Devarajan et al, 1996; On-
wioduokit, 2001; Iyoha and Oriahki, 2002; NISER, 2004; Akintoye, 2008;
and Ogbulu and Torbira, 2012) however have examined the impact of public
expenditure management on economic growth, unemployment and inflation
by using models (such as ordinary least square) that do not adequately inform
macroeconomic managers on the direction and the size of fiscal deficit or
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surplus. Other studies (e.g. Sen, 1998; Berger and Everaert, 2008; and Medee
and Nenbee, 2011) have also employed other methods (such as the Vector
Autoregressive model) to investigate the impact of public expenditures on
economic growth, unemployment and inflation. This technique, on the other
hand, does not provide public expenditure managers with the current impact
of public expenditure on targeted variables. Besides, there are evolving con-
temporary issues that have implications for public expenditure management
outcomes for developing countries and all these studies mentioned above did
not situate this context in their approaches. These issues include heightened
insecurity in Nigeria, for instance climate change and central bank actions
and policies. This paper therefore situates its findings in the context of these
emerging issues and analysed their consequences for the direction and the
size of public expenditure management for macroeconomic outcomes in
Nigeria.

The aim of the study therefore is to examine the impact of public ex-
penditure management in Nigeria on three key macroeconomic policy varia-
bles: inflation; unemployment; and economic growth. The focus of the paper
is on the Federation of Nigeria as a whole and does consider revenue and
expenditure by states and local governments. The paper is arranged into six
sections. Section one presents the introduction, while section two provides
the conceptualization, and the theoretical and empirical review of literature.
In section three, the research methodology is presented, and the discussion of
the results is presented in section four. Finally, sections five and six present
the summary and policy lessons, and the conclusion and recommendation
respectively.

2 Conceptual, Theoretical and Empirical Review
2.1 Public Expenditure Management as a Concept

Public expenditure management involves how and why government and its
various organs manage public funds to meet national policy objectives
(Burkhead and Muner, 1971). It also involves the use of fiscal policies for the
purpose of achieving a set of objectives over time, given a number of con-
straints (Bill, 2003).

Musgrave (1971) gave three traditional roles of public expenditure man-
agement. First is the allocation function, which is made to balance the provi-
sion of private and social goods in an appropriate mix with available re-
sources. Secondly, the stabilization function is concerned with the attainment
of full employment of labor and capital at stable prices, balance of payments
equilibrium and a satisfactory rate of growth in per capita income. The third
role is that of income distribution which aims at bridging the gap between the
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rich and the poor and ensuring an egalitarian state. In this context, govern-
ment uses its public expenditures to protect individuals against the adverse
outcomes of economy and public policy.

According to the World Bank (2005), government spending can be used
to alter the relative economic position of individuals and families. It can also
be used to promote national identity, enhance the supply of infrastructure and
provide social services which in turn would stimulate economic growth and
enhance overall economic development. On the other hand, unsustainable
public spending could fuel inflation, increase domestic instability and con-
strain economic growth. Thus the World Bank report cautions that careless
public expenditure management can lead to prolonged recession and place a
disproportionately heavy burden on the people. Porter and Diamond (2001)
stated that where public expenditure is not properly managed, it could distort
economic growth. This is because sustained budget deficits would lead to
inflation, exchange rate devaluation and increased domestic debt that would
in turn affect growth negatively.

Development plans, medium term expenditure frameworks (MTEFs) and
annual budgets are major channels that are used to execute public expendi-
ture management (World Bank, 2005). A development plan is used by the
government to influence, direct and control principal economic variables over
time (say 10 to 20 years) so as to achieve certain economic objectives
(Diejomaoh and NISER, 2008). Nigeria’s current development plan is con-
tained in its Vision 20:2020 blue print. The document builds in the Millenni-
um Development Goals (MDGs) and the Transformation Agenda of the Fed-
eral Government that has a time line of 2015 respectively (NPC, 2011). On
the other hand, the annual budget is used by the government to translate the
policies and programs of its Ministries, Departments and Agencies (MDAs)
into concrete actions along the budget lines (NPC, 2009). Finally, the MTEF
is a transparent planning and budget formulation process within which the
Cabinet and Central Agencies (MDAs) establish credible contracts for allo-
cating public resources according to their strategic priorities while ensuring
an overall fiscal discipline (Federal Ministry of Finance, 2010). The process
entails two main objectives: the first is setting fiscal targets, while the second
is allocating resources to strategic priorities within these targets.

The way government expenditure is allocated has an important impact on
the development process of any nation (Abdullahi, 2008; Allan, 2008).
Budgetary allocation to public sectors is classified into capital expenditure
and recurrent expenditure. The Central Bank of Nigeria (CBN, 2007) has
defined capital expenditure as the payment for non-financial assets used in
the production process for more than one year. While recurrent expenditure is
payment for non-repayable transactions within 1 year.
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2.2Theories of Public Expenditure Management

Theories of Public Expenditure can be grouped into two: the macro-model
theory and the development model theory. The macro-model theory is made
up of two theories: Wagner’s Law and Peacock-Wiseman theory. Wagner’s
theory was developed by a German economist named Adolph Wagner (1835
— 1917). The law states that government expenditure must increase as the
Gross National Product (GNP) increases and the government expenditure
must of necessity grow at a faster rate. He argued that there was a functional
relationship between the growth of an economy and the growth of public
expenditure, such that, as both increase, there is a tendency for public ex-
penditure to grow at a faster rate.

The Peacock- Wiseman theory was developed by two English econo-
mists, Allan Peacock and Jack Wiseman. The theory argues that the growth
of public expenditure follows a political path. The main argument is that
public expenditure does not increase in a smooth and continuous manner, but
in jerks or steps like fashion. In their study of public expenditure in the UK
for the period 1890 — 1955, during socio-political crises such as wars, epi-
demics, etc, people’s tax tolerance level is high and the government often
takes the advantage of this to raise the level of taxes to increase revenue to
combat such crisis. The public expenditure increases and makes the inade-
quacy of the present public revenue quite clear to everyone. The upward
review of expenditure and taxes was referred to as ‘displacement effect’. This
“displacement” creates a public acceptance of tax levels that would otherwise
not have been possible prior to the displacement. However, after the crisis,
the tax situation never reverts back to the pre-crisis level just creating a new
government expenditure level until the next crisis comes.

The development model theory is otherwise known as Musgrave (1989)
Theory. The theory argues that at a low level of per capita income, the de-
mand for public services tends to be generally high. This is so because at the
early stages of economic development the income level is very low and gov-
ernment is forced to provide the basic infrastructure facilities for economic
take-off. However, when per capita income starts to rise above the low level,
demand for services supplied by the public sector tends to rise. At a high
level of income what is typical of developed economies, the rate of public
sector growth tends to fall as more basic wants are already satisfied.

Schick (1998) presented a contemporary approach to Public Expenditure
Management (PEM). Though PEM is a new approach to an old problem (i.e.
the problem of allocating public money through collective choice), Schick
argued that PEM differs from conventional theories of public expenditure
(such as Wagner’s Law and the Wiseman-Peacock hypothesis) in two ways.
First, in traditional theories, allocations are made through the machinery of
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budgeting which is devised by government to decide the amounts to be spent,
the balance between revenue and expenditure, and the allocation of funds
among public activities and entities. PEM supplements the conventional
procedural rules with substantive policy norms. While conventional budget-
ing theories operate through accepted procedural norms, PEM emphasizes
substantive outcomes. These outcomes pertain to (a) total revenue and ex-
penditure, (b) the allocation of resources among sectors and programs, and
(c) the efficiency with which government institutions operate. PEM recogniz-
es that even when a government adheres to accepted budget principles, then it
may fail to obtain optimal fiscal outcomes. Therefore, to achieve its preferred
outcomes, a government must manage public expenditures to implement
avowed policy objectives which also entail creating institutional frameworks
that could enhance the probability of achieving desired targets. Second, in
conventional theories, what matters is how the process of budgeting is orga-
nized. PEM, by contrast, casts a broader net that takes into account how pub-
lic institutions are managed and it is premised on the notion that budgeting is
not a process into itself but is part of a broader set of institutional and govern-
ing arrangements to achieve positive public expenditure outcomes.

PEM as a framework has three basic elements: Aggregate Fiscal Disci-
pline; Allocative Efficiency; and Operational Efficiency. The arguments
surrounding the Allocative Efficiency element, which suggests that there is a
link between public expenditures and policy objectives, are of great im-
portance to this study.

2.3 Theories of Unemployment, Inflation and Economic Growth

Keynes (1936) in his work “The general theory of employment, interest and
money” has argued that unemployment depends on two fundamental factors:
the wage rate and the shape of the demand function. A higher wage rate (for
skills that have an elastic demand curve) would require laying-off a portion
of the employed workers to increase the wage of those to be retained. While a
lower wage rate (for skills with inelastic demand curve), would require rais-
ing the wage rate to attract and retain the workforce.

The level of employment on the other hand, as Keynes (1936) argued, is
determined by the propensity to consume, the schedule of the marginal effi-
ciency of capital, and the rate of interest. A higher marginal propensity to
consume implies high consumption and less saving. Consumption drives
demand and demand is met by production. To increase production, investors
would require a rate of discount which would equate the price of the fixed
capital asset with its present discounted value of expected income as well as a
reduction in interest rates.
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On the price level, Keynes (1936) has argued that the quantity theory of
money as presented by the classical economists has focused only on micro
units (individuals and firms) rather than on the economy as whole and there-
fore he has identified five factors that determine the relationship between
changes in the quantity of money and the price-level. They include: changes
in effective demand are not proportional to the changes of the quantity of
money; there is a demand for increases in wages; the size of idle resources is
not absorbed into the production process; there is a rise of wage-units before
full employment is achieved; and there is wage rigidity. This suggests that
macroeconomic factors (employment and income) are important determi-
nants of the general price level.

On government spending and economic growth, some authors (e.g. Gup-
ta et al., 2002; and Turnovsky, 2004) have argued that while government
consumption could have negative effects on economic growth, government
investment is also an important determinant of economic growth. Others (e.g.
Devarajan et al., 1996; and Folster and Henrekson, 2001) have argued that
economic growth and government spending are negatively related. A sus-
tained government deficit however would have a permanent effect on growth
and in turn would affect overall development.

Deficit financing has been a recurring event in Nigeria. Since its inde-
pendence in 1960, over 90% of Nigerians budgets have been in deficit. Ac-
cording to Paiko (2012), deficit financing has a positive impact on inflation
and negatively impacts on investment. When there is a deficit, governments
find ways of financing the deficit through borrowing from commercial banks
or from the non-banking public or through the issue of short-term bonds and
other monetary instruments. Prolonged deficit financing, however, has an
overall negative impact on the economy by crowding out private investment
as it fuels inflation and increases interest rates. Paiko (2012) found that a
negative relationship between budget deficits and investment in Nigeria im-
plies that deficit financing crowds out private investment.

2.4 Empirical Literature

Iyoha and Oriahki (2002) argued that Nigeria began to experience fiscal
distress in the early 1980s when government resources fell short of its ex-
penditure commitment. The symptoms of the adverse fiscal situation in Nige-
ria, they argued, were manifested in the following ways: an increased exter-
nal debt position since the 1980s; a deterioration of the balance of payments
position; drastic falls in the external reserve position; widening of govern-
ment deficits; collapse of industrial production; and collapse of the foreign
exchange system. They identified reasons why fiscal distress may arise, in-
cluding: (1) when there are not enough reserves from all sources of revenue
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and when the available sources are not properly harnessed and managed to
meet public needs; and (2) poor public expenditure management, which
could distort macroeconomic policy targets such as achieving sustainable
economic growth, employment creation and price stability. Crude oil price
and revenue volatility, poor budget discipline, and socio-political instability,
as Iyoha and Oriahki (2002) have argued, also contributed to the worsening
of Nigeria’s fiscal position. These factors are of relevance for the present
paper.

A study by NISER (2004) examined the effectiveness of public expendi-
ture in Nigeria. The aim of the study was to establish whether public spend-
ing in Nigeria has been geared towards reducing poverty in Nigeria. The
results showed that public spending in Nigeria has not been pro-poor, and
that very low attention had been devoted to the education and health sectors.
It recommended that public expenditure management (PEM) could be used to
improve the outcome of public expenditure in Nigeria. But the study did not
link public expenditure management to other macroeconomic variables which
would serve as useful pass-through mechanisms for public expenditure to
impact on poverty.

Onwioduokit (2001) investigated the causal relationship between infla-
tion and the fiscal deficit in Nigeria. The structural model of inflation adopt-
ed revealed that it took about two years for the fiscal deficit to impact on
inflation in Nigeria. Rapid expansion of wages (attributed to the 1974 Udoji
salary increase with minimum wages more than doubled; J. O. Udoji was
head of the salary review commission at that time) during the oil boom era of
1971-1977 largely has contributed to fueling inflation in the 1980s as the
study by Onwioduokit (2001) has argued. This suggests that there is a close
relationship between inflation and fiscal deficits in Nigeria. The study how-
ever left out other macroeconomic variables that fiscal deficits are likely to
impact on.

Ukwu et al (2003) examined the potency of fiscal policy as a tool for
poverty alleviation, reduction of unemployment and reduction of income
disparities. The study used a computable general equilibrium model for its
analysis. The study observed that targeting of government expenditure seems
to be the most potent tool for effective poverty reduction, improving em-
ployment levels and achieving equitable income distribution. Computable
general equilibrium models however simulate for the whole system and could
exaggerate the impact of a shock on the whole system due to its underlying
assumptions. It could also yield results on certain variables that fiscal policy
makers may not be able to influence.

Akintoye (2008) argued that government financing can be channeled to-
wards reducing unemployment in the rural areas. Though the study focused
only on the informal sector, its recommendations on the role of government
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spending in employment creation provide a platform to test its macro rele-
vance.

Medee and Nenbee (2011) investigated the impact of fiscal policy varia-
bles on Nigeria's economic growth from 1970-2009 using a Vector Auto
Regression (VAR) and Error Correction model. The result revealed that there
is a long-run equilibrium relationship between economic growth and fiscal
policy variables in Nigeria. It suggested that there should be consistency in
macroeconomic policies’ implementation in the non-oil sectors of the econ-
omy and that there should be an appropriate macroeconomic policy mix in
managing the economy. The study focused on broad fiscal policy issues in-
cluding taxation. The focus of the present paper, however, is on public ex-
penditure only.

Ogbulu and Torbira (2012) examined the relationship between indicators
of budgetary operations and economic growth (GDP) in Nigeria. Using re-
gression analysis, they found that non-oil revenue and public expenditures
(economic, administrative, social and transfer expenditures) are significant
determinants of the Gross Domestic Product (GDP) in Nigeria. They there-
fore recommended that public fund managers should ensure budgetary disci-
pline to optimize economic growth. Though the study included non-oil reve-
nue in its explanatory variables, it would be important to include other ex-
planatory variables such as inflation, exchange rate and the crude oil price as
they also constitute vital indicators of budgetary operations in Nigeria.

2.5 Public Expenditure Management in Nigeria: Budget Assumptions
and Figures

Public expenditure management in Nigeria involves the use of a medium-
term revenue framework (MTRF) and a medium term expenditure framework
(MTEF) (NPC, 2011). The MTRF involves the use of assumptions about the
crude oil price and targets and expectations about public revenue. The MTEF
on the other hand involves the setting of aggregate expenditure limits, setting
a certain level of fiscal deficit and the financing of the fiscal deficit, and
setting expenditure limits for MDAs.

Nigeria’s 2012 budget, for instance, was anchored on the following pil-
lars: macroeconomic stability, structural reforms, governance and institu-
tions, and investment in priority sectors in line with the overall transfor-
mation agenda of the administration. The revenue forecast for the budget was
N3.644trn  (thousand millions) while planned expenditure was put at
N4.749trn: implying a deficit of N1.105trn or 2.77% of GDP. This deficit
level is lower than the 2.96% deficit recorded in 2011.

The proposed total expenditure of N4.749trn in 2012 is approximately
6.0% higher than the N4.48trn expenditure approved by the National Assem-
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bly in 2011. This increase is less than the projected inflation, implying an
anticipation of real reduction in spending in 2012. The recurrent expenditure
of N2.470trn was increased only by 1.7% from the 2011 level while capital
expenditure of N1.320trn was increased by 15.0% from the 2011 level. The
key assumptions and targets of Nigeria’s budget for 2011 and 2012 are pre-
sented in Table 1 below:

Table 1: Nigeria: 2011 and 2012 Budget Assumptions and Budget Fig-
ures

g(l)lr(lisgetary Assump- Budget Estimates
Variables | 2011 2012 Variables 2011 2012
D Total Revenue
Oil Price USD 75 | USD70 (in Naira T Million) 2.836 3.644
Oil Pro- i.l?;::elllo (2);18m1111 Total Expenditure 4484 4749
duction (in Naira T Million) | ’
per day barrel per
(bpd) day (bpd)
Real GDP o o Fiscal Deficit
Growth 7% 7.20% (% of GDP) 2.960 2.770
Exch 1\1150 . 155. Ni- Recurrent Expendi-
xehange | gerian - geran - e 2430 | 2470
Rate Naira=1 | Naira=1 (in Naira T Million)
USD USD
. Capital Expenditure
0, 0,
Inflation 10% 9.50% (in Naira T Million) 1.146 1.320
(*) % of Recurrent
) ) ) Expenditure to 5419 5201
Total
Expenditure
(*) % of Capital
} ) ) Expenditure to 2556 27.80
Total
Expenditure

Source: Federal Ministry of Finance (2010) & Authors’ Presentation, (*) Authors’
Computation

The percentage of recurrent expenditure to total expenditure in 2011 was
54.19 percent and was budgeted to be reduced by 2.18 percent to 52.01 per-
cent in 2012. On the other hand, the percentage of capital expenditure to total
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expenditure in 2011 was increased by 2.24 percent from 25.56 percent in
2011 to 27.80 percent in 2012. The increase in capital expenditure was aimed
at providing additional funding for critical infrastructure as contained in the
nation’s transformation agenda, while the reduction in recurrent expenditure
was also critical to achieving a 0.5 percent reduction in inflation by 2012. By
the second quarter of 2012 however, Nigeria’s actual inflation was 12.9 per-
cent. This suggests poor coordination between fiscal and monetary policies
towards inflation targeting.

The oil price benchmark in 2011 was $75pb while oil production was put
at 2.3 million barrels per day. The oil price for 2012 was however reviewed
downwards to USD 70pb following the experience from the 2007-2010 glob-
al financial crisis while production was put at 2.48 million bpd. The actual
average crude oil price in 2011 however was about USD 110 per barrel while
the average price for the first quarter of 2012 was about USD 115.98 (CBN,
2012). The actual crude oil production in the years 2011 and 2012 was 2.19
million bpd and 2.12 million bpd respectively. The excess of USD 35 and
USD 45.98 multiplied by the actual barrels produced per day constitutes
revenue in the excess of the benchmark price and are to be set aside in the
Excess Crude Account (ECA) that also constitutes Nigeria’s Sovereign
Wealth Fund (SWF). The Federal Ministry of Finance (FMF) draws from the
ECA/SWEF in times of falling global crude oil prices to mitigate adverse fiscal
shocks, to reduce pro-cyclicality and to delink public expenditure from crude
oil price volatility. However, problems arise if the ECA is depleted by gov-
ernments or if the benchmark price is unrealistic.

In terms of economic growth, it is projected that real GDP will be 7.2%
by end of 2012, which would be marginally higher than the value of 2011 of
7.0%. The exchange rate projection of N155/$ is also higher than the MTFF
assumption of N153/$ but is consistent with the mid-point band of the central
bank. When the inflation rate rises, the Central Bank of Nigeria raises the
monetary policy rate (MPR) above the inflation rate. This increases the inter-
est rate which leads to increased savings and checks inflation. However,
rising inflation and interest rates discourage private investment, devalue the
Naira exchange rate and affect government policy outcomes.

Tables 2 and 3 below present the structure of revenues and expenditures
for 2011 and 2012 from the MTRF and MTEF 2011-2013 framework.
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Table 2: Structure of Revenue in the MTRF Framework for 2011 and

2012
Fiscal Items 2011 Pro- 2012 Pro-
jection jection
Gross Federally Collectible Revenue 7,202.34 7,826.43
FGN BUDGET REVENUE (INFLOWS) 2,470.26 2,700.54
Unspent balance from previous FY 120.00 100.00
FGN BUDGET Share of Federation Ac- 1,972.62 2,231.07
count
(48.5%)
FGN BUDGET Share of VAT (14%) 84.03 92.44
FGN Independent Revenue 250.00 267.50
Carryover from Supplementary II of 2009 0.00 0.00
DMO Bond Issuance for PHCN Arrears of | 0.00 0.00
Monetization (Supplementary I)
Other Revenue (Supplementary I) 0.00 0.00
Special Bond Issuance for INEC (Supple- 0.00 0.00
mentary II)
Estimated FGN's Balances of Special Ac- 13.61 9.53
counts end
Dec.
Oil Revenue:
Crude Qil Sales 2,938.08 3,138.01
Royalties 494.29 582.27
Oil & Gas Petroleum Profits Tax 1,230.25 1,355.40
Gas Sales 352.62 367.73
Rent, Gas Flared Penalty and 6.63 6.25
Miscellaneous Oil Revenue
Total Oil & Gas Revenue 5,021.88 5,449.65
Non-Qil Revenue
Customs 450.00 450.00
Corporate Tax 632.80 738.29
Value-Added Tax 625.24 687.76
FGN Independent Revenue 250.00 267.50
Total Non-Qil 1,958.04 2,143.56

Source: Federal Ministry of Finance (2010).

Nigeria’s revenue has two major components: oil revenue and non-oil
revenue. The unspent balance from the previous year is also brought forward
as unspent balance. The federal government share of the federation account,
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the share of value added tax (VAT) and the federal government independent
revenue constitute the major components of Nigeria’s budget revenue (in-
flows). The major component of oil revenue is from crude oil sales, account-
ing for about 60% of the oil revenue sales. Oil and gas profit tax revenues are
also significant next to gas sales. The structure of expenditure is presented in
Table 3.

Table 3: Structure of Expenditure in the MTEF Framework 2011 and
2012

Fiscal Items 2011 Pro- | 2012
jection Projection
FGN BUDGET REVENUE (INFLOWS) 2,470.26 2,700.54
Less
Statutory Transfers 179.78 188.76
Debt Service Recurrent 517.07 566.83
MDA Spending 3,933.10 4,257.67
Of Which:
Non-Debt Recurrent 2,849.66 3,085.22
Personnel Costs (MDAs) 1,634.06 1,797.47
Overheads 450.00 495.00
Pensions and Public Service Reform 294.37 323.65
Multi-Year Tariff Order 40.00 30.00
Other Service Wide Votes 431.22 439.11
Sub-Total 2,849.66 3,085.22
Percentage Change in Non-Debt Recurrent 6.77% 8.27%
Spending
Capital Spending 1,083.44 1,172.45
Sub-Total 1,083.44 1,172.45
Percentage Change in Capital Spending -38.60% 8.22%
Aggregate Expenditure 4,629.95 5,013.26
Percentage Change in Aggregate Expenditure -10.27% 8.28%

Source: Federal Ministry of Finance (2010)

Aggregate expenditure is structured into five components: statutory
transfers; debt service recurrent; Ministries, Departments and Agencies
(MDA) spending; non-debt recurrent expenditure; and capital expenditure.
Statutory transfers, debt service recurrent, MDA spending and non-debt re-
current spending constitutes total recurrent expenditure. Recurrent expendi-
ture constitutes 61.55% in 2011 and 61.54% in 2012 while capital expendi-
ture constitutes 38.45% and 38.46%.
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3 Research Methodology

The literature section 2 discussed Nigeria’s expenditure and revenue man-
agement framework from 2011 to 2012 as contained in the nation’s 2011-
2013 Medium Term Expenditure Framework & Fiscal Strategy Paper (FSP).
The time series analysis for this paper was conducted using data from 1970 —
2008 to provide empirical evidence on the relationship between public ex-
penditure and macroeconomic policy before the financial crisis. The data on
public expenditure (recurrent and capital), inflation, unemployment and eco-
nomic growth (as proxied by GDP) were collected from the Central Bank of
Nigeria (CBN)’s Statistical Bulletin and from the National Bureau of Statis-
tics (NBS)?>. The Augmented Dickey-Fuller test was then used to test for unit
root in the series. Data that were stationary in their level form was desirable.
Those that were not stationary were transformed by differencing the series.
The Granger causality test was used to establish the direction of causality
between two variables. The Autoregressive Distributed Lag (ADL) Model
was employed to estimate the models. This framework was chosen because
of its ability to measure the current impact and the time lag it takes for public
expenditure to impact on the selected macroeconomic objectives.

The models which are linking public expenditure management variables
to macroeconomic policy variables were adapted from NISER (2004), Medee
and Nenbee (2011) and Ogbulu & Torbira (2012) and were modified as pre-
sented below:

(1) GDP; = ap + 01GDPy; + woCE; +a3CE; +04RE; +(X5REt.i+(l6DpEM + Uy
(2) UN; = Bo + B1UNg; + B>CE; + B3CE.; + B4RE; + BsREi+ BsDpem + Uy
3) INF =X + MM2; + A3CIC;+ A4Dpem + Uy

4) AGDP; = a9 + ajAPE; + a;ATR; + asACO; + a4AER; + asINF; +
agAAgric, + a7AMRR; + Uy

The a priori expectations for the coefficients in equations (1) to (4) are:

For equation (1), it is expected that
(11>0, (12>0, (1,3>0, (14<0, (15<0, (16>0;
For equation (2), it is expected that
B1<0,B2,<0,B3<0,B4<0,B5>0,B6<0;
For equation (3), it is expected that

3 Available at www.cenbank.org and www.nigerianstat.gov.ng respectively
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A>0,0>0,23>0,4<0
For equation (4), it is expected that
a1<0,a,>0,a3<0,a4<0,a5<0,a,>0,a7<0.

Equations (1) and (2) are autoregressive models while equations (3) and
(4) are ordinary least square regression models. Public expenditure manage-
ment involves the interplay of other variables, hence equation (4) provides a
framework for analyzing the impact of public expenditure management
(among other variables) on the performance on the economy.

In the equations, GDP = Gross Domestic product; CE = Capital Expendi-
ture; RE = Recurrent Expenditure; UN = Unemployment rate; INF = Inflation
rate; PE = total public expenditure; TR = totally collected revenue; ER =
exchange rate; Agric = agricultural sector performance; CIC = currency in
circulation; M2 = broad money supply; and MRR = minimum rediscounting
rate or monetary policy rate. Dppm = dummy variable used to capture public
expenditure management taking the values of 0 for periods with surplus
budget and 1 periods with deficit budget; a, B, A are the coefficients relating
the independent variables to the dependent variable, while Uy is the error term
representing other variables but not included in the model. By proxy, Uy is 1
minus the estimated adjusted R-square in the result. The equations are esti-
mated using the Eviews econometric software. The next section discusses the
estimated results.

4 Results and Discussion

To achieve the objectives of the study, secondary data were collected for the
variables identified in section three above. Before the equations were esti-
mated, however, it is statistically required that the variables are stationary.
Thus, they were tested for stationarity using the Augmented Dickey Fuller
(ADF) unit root test. Only inflation was found to be stationary at levels, i.e.
integrated of order zero /(0), while the other variables were stationary after
taking first difference, i.e. integrated of order one /(I). The other variables
were thus differenced by one to ensure stationarity before the equations were
estimated. The stationarity results are presented in Table 4.0.
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Table 4.0: Stationarity Test: Augmented Dickey Fuller (ADF) Test

ADF Stat Variables Critical Values

Level /(0) 1% 5% 10%
-2.385 Unemployment -3.611 | -2.939 -2.608
-3.709 Inflation# -3.611 | -2.939 -2.608
-0.028 Gross Domestic Product -3.611 | -2.939 -2.608
-0.472 Recurrent Expenditure -3.611 | -2.939 -2.608
-1.524 Capital Expenditure -3.611 | -2.939 -2.608
-1.557 MRR -3.611 | -2.939 -2.608
-0.058 Exchange rate -3.611 | -2.939 -2.608
-2.082 Crude oil -3.611 | -2.939 -2.608
0.852 Agric. Performance -3.611 | -2.939 -2.608
-0.505 Public expenditure -3.611 | -2.939 -2.608
-0.590 Total revenue -3.611 | -2.939 -2.608
1% diff. (I) 1% 5% 10%
-7.906 Unemployment -3.611 | -2.939 -2.608
-5.157 Gross Domestic Product -3.611 | -2.939 -2.608
-8.967 Recurrent Expenditure -3.611 | -2.939 -2.608
-7.322 Capital Expenditure -3.611 | -2.939 -2.608
-7.281 MRR -3.611 | -2.939 -2.608
-4.891 Exchange rate -3.611 | -2.939 -2.608
-5.761 Crude oil -3.611 | -2.939 -2.608
-4.463 Agric. Performance -3.611 | -2.939 -2.608
-7.206 Public expenditure -3.611 | -2.939 -2.608
-6.603 Total revenue -3.611 | -2.939 -2.608

Key: # stationary at levels; diff. means difference, Source: Authors’ Computation
using Eviews Software

ADF statistics are compared in absolute terms (i.e. by neglecting their
negative signs). In the upper part of Table 4.0, the figures at 1% critical value
are greater than the figures under the ADF statistics at levels 1(0); except for
inflation. This shows that only inflation was stationary at levels. In the lower
part of Table 4.0 however, the variables had been differenced by one to en-
sure stationary. The ADF statistics values at 1% difference became higher
than the 1% critical value. The next section discusses the results from the
estimated equations.
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4.1 Model Estimation
4.1.1  Estimated Equation (1)

Table 4.1: Estimated Eviews Result for Equation (1)

Dependent Variable: GDP

Method: Least Squares

Sample(adjusted): 1974 2008

Included observations: 38 after adjusting endpoints

Variable |Coefficient |Std. Error  |t-Statistic  |Prob.

C 2346053. |812877.3 2.886109 0.0073
RE 4.586947 |1.276898 3.592259 0.0012
RE(-3) 10.31990 |1.790747 5.762902 0.0000
CE(-2) 12.99709 |1.718455 7.563246 0.0000
BDD(-3) -2315014. |817206.3 -2.832839  [0.0083
BSD(-3) -2426869. 1773610.3 -3.137069  ]0.0039
R-squared 0.775498 Mean dependent var 680890.9
Adjusted R-squared |0.736790 S.D. dependent var 1268528.
S.E. of regression 650805.3 Akaike info criterion 29.76461
Log likelihood -514.8807 F-statistic 20.03492
Durbin-Watson stat |1.527149 | Prob(F-statistic) 10.000000

Key: var = variable, Source: Authors’ Computation using Eviews Software

The results in table 4.1 show that recurrent expenditure at present value
and after a lag period of 3 years continues to influence current growth of the
economy, while capital expenditure exacts a significant and positive impact
on the current growth of the economy after 2 years. Though the dummy vari-
able used to capture budget deficit and budget surplus were significant, they
were found to negatively impact on the growth of the economy. The adjusted
R-square of the model is 73.67%. This indicates that public expenditure in-
fluences the growth of the Nigerian economy by 73.67%. This reveals that
public expenditure plays a significant role in the Nigerian economy and also
suggests that private sector investment in the country revolves around gov-
ernment expenditure. This could crowd out private investment (those whose
investments are not plugged in on government expenditure) in the long run as
the central bank would raise the minimum rediscounting rate (which would
hike the cost of loanable funds) in order to curb inflation. The Durbin Watson
statistic had a value of 1.52 (approximately 2), indicating that the model has
no first order autocorrelation problem while the computed F-statistics value
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(i.e. 20.03 with a probability value of 0.000) is also significant. These statis-
tics indicates that the model has good fit.

4.1.2  Estimated Equation (2)

Table 4.2 (a): Eviews Result for Equation (2)

Dependent Variable: UN
Method: Least Squares
Sample(adjusted): 1975 2008
Included observations: 34 after adjusting endpoints
Variable |Coefficient |Std. Error _|t-Statistic  |Prob.
C -2.290506  [0.970930 -2.359085  0.0281
RE 7.26E-07 1.73E-06 0.419124 0.6794
RE(-1) 1.29E-06 6.90E-06 0.186414 0.8539
RE(-2) -1.82E-06  |7.70E-06 -0.236432  [0.8154
RE(-3) 4.00E-06 7.19E-06 0.556355 0.5838
RE(-4) -2.79E-06  |7.37E-06 -0.378158  0.7091
CE -3.89E-06  |5.84E-06 -0.666086  [0.5126
CE(-1) -5.62E-07  |6.04E-06 -0.092987  0.9268
CE(-2) 5.65E-06 5.93E-06 0.952499 0.3517
CE(-3) -7.46E-06  |5.27E-06 -1.415105  [0.1717
CE(-4) -1.40E-06  [3.68E-06 -0.379576  10.7081
BDD 2.395990 0.966510 2479011 0.0217
BSD 1.529245 0.916586 1.668414 0.1101
R-squared 0.627244 Mean dependent var -
0.029412
Adjusted R-squared [0.414241 S.D. dependent var 1.004469
S.E. of regression 0.768769 Akaike info criterion 2.594815
Sum squared resid 12.41112 Schwarz criterion 3.178424
Log likelihood -31.11186 F-statistic 2.944764
Durbin-Watson stat |1.603389 |  Prob(F-statistic) 10.014668

Source: Authors’ Computation using Eviews Software

The result for equation 2 is presented in Table 4.2(a). It shows that the
budget deficit (BDD) has a positive and significant relationship with unem-
ployment, indicating that an unsustainable budget deficit leads to a rise in
unemployment. Sustainable budget deficits would however lead to a decrease
in unemployment. Other coefficients however were not significant, suggest-
ing that public expenditure management alone is insufficient in addressing
unemployment in Nigeria. Real sector variables were then added to budget
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deficit and regressed against unemployment. The result is provided in Table
4.2(b).

Table 4.2(b): Estimated Equation (2) with other variables included

Dependent Variable: UN

Method: Least Squares

Sample(adjusted): 1985 2008

Included observations: 24 after adjusting endpoints

Variable |Coefficient |Std. Error  |t-Statistic  |Prob.

C -1.479323  |1.801468 -0.821176  0.4328
GDP 4.42E-07 2.16E-07 2.049439 0.0707
GDP(-1) -3.13E-07  |2.36E-07 -1.325742  10.2176
GDP(-2) -1.69E-07  |2.68E-07 -0.630306  0.5442
GDP(-3) 3.30E-07 3.01E-07 1.099234 0.3002
MU -0.013397  10.061008 -0.219593  0.8311
MU(-1) 0.043353 0.064933 0.667662 0.5211
MU(-2) -0.029130  |0.064804 -0.449503  0.6637
MU(-3) -0.003133  0.062732 -0.049947  0.9613
AGRIC -6.58E-06  |1.24E-05 -0.531896  0.6077
AGRIC(-1) -2.50E-05  |1.27E-05 -1.966040  0.0809
AGRIC(-2) -1.82E-05  |1.59E-05 -1.143008  0.2825
AGRIC(-3) -1.08E-05  |1.12E-05 -0.958274  10.3630
BDD 1.026260 1.446393 0.709531 0.4960
R-squared 0.704722 Mean dependent var -0.079167
Adjusted R-squared |0.245401 S.D. dependent var 1.127224
S.E. of regression  {0.979193 Akaike info criterion 3.064995
Sum squared resid [8.629369 Schwarz criterion 3.801278
Log likelihood -21.77994 F-statistic 1.534270
Durbin-Watson stat |2.345447 | Prob(F-statistic) 10.262439

Source: Authors’ Computation using Eviews Software

The results show that economic growth does not create jobs in Nigeria as
the current value of growth was significant and had a positive relationship
with unemployment. The negative relationships which the first and second
lagged values of growth have on unemployment, however, suggest that
achieving sustainable growth is critical for providing jobs.

For agriculture, there is a negative relationship between its first lagged
value and unemployment. This suggests that agriculture reduces seasonal
unemployment as people get employed during farm and harvest time. Though
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at other lag lengths agriculture had a negative relationship with unemploy-
ment, the coefficients were not significant. This indicates the weak ability of
the agricultural sector to provide stable employment opportunities and to
enhance pro-poor growth in Nigeria. Government programs/projects that are
aimed at addressing the challenges faced by the agricultural sector would
therefore be very useful as the sector is Nigeria’s dominant non-oil sector and
engages over 60 percent of its rural population. How to make the sector pro-
vide sustainable economic opportunities to unemployed persons (especially
women) should therefore be the focus directing government spend-
ing/intervention funds.

There is a link between the agricultural and manufacturing sectors. The
agricultural sector employs over 60 percent of the rural population in Nigeria.
Once agricultural productivity is low, people would be thrown out of jobs
and there would be no farm output to serve as input for agro-allied manufac-
turing firms hence, hampering job creation by the manufacturing sector as
well. Though the coefficients in the estimated equation for manufacturing
capacity utilization (MU) were not significant, the negative relationship seen
between MU (manufacturing utilization) and UN (unemployment) suggests
that the increase in manufacturing capacity utilization would lead to a reduc-
tion in unemployment. Thus, public spending should be directed towards
enhancing agriculture-led manufacturing sector development in Nigeria by
addressing infrastructural gaps to allow for private investment initiatives to
thrive.

4.1.3  Estimated Equation (3)

The results in table 4.3 revealed that currency in circulation (CIC) (i.e.
cash outside the banking system) has a positive relationship with inflation
while the broad money supply (i.e. demand deposits) has a negative relation-
ship with inflation. This implies that the narrow money supply (for which
CIC is a component) contributes to inflation in Nigeria, while the broad mon-
ey supply reduces inflation. This implies that monetary authorities in Nigeria
could focus on moving the economy towards a cashless society to enhance its
inflation reduction targets while the country should caution policies that in-
troduces larger currency notes as it would encourage the holding of large
amounts of money outside of the banking system.

The dummy variables used as proxy for public expenditure management
were also significant and had a negative relationship with inflation. This
implies that altering public expenditure (using a surplus budget in inflation-
ary times and a budget deficit in deflationary times) would be useful to bring
inflation to a low single digit value.
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Table 4.3: Eviews Result for Equation (3)

Dependent Variable: INF
Method: Least Squares
Sample(adjusted): 1971 2008
Included observations: 32 after adjusting endpoints
Variable Coefficient Std. Error| t-Statistic Prob.
C 44.22623 16.25233| 2.721224| 0.0112
M2 -4.84E-06 2.41E-06| -2.010595| 0.0545
CIC 2.83E-05 1.26E-05| 2.238684| 0.0336
BDD -48.38364 15.31481| -3.159272| 0.0039
BSD -41.11689 14.16869| -2.901954| 0.0073
R-squared 0.375321| Mean dependent var -
0.293750
Adjusted R-squared 0.282776| S.D. dependent var 16.13149
S.E. of regression 13.66162| Akaike info criterion 8.209658
Sum squared resid 5039.274| Schwarz criterion 8.438680
Log likelihood -126.3545| F-statistic 4.055546
Durbin-Watson stat |  2.231473| Prob(F-statistic) 10.010576

Source: Authors’ Computation using Eviews Software
4.1.4  Estimated Equation (4)

Other factors, however, act with public expenditures (recurrent and capital
expenditure) to bring about an improvement in overall economic growth.
These factors include: crude oil price, exchange rate, inflation, non-oil sector
(proxied by agriculture), and the monetary policy rate among others. The
results showing the impact of some of these variables and their impact on
economic growth are provided in Table 4.4.

The results show that public expenditures, public revenues, crude oil
price, exchange rate, inflation, agriculture and the minimum rediscounting
rate account for 74.32 percent of GDP (see Adjusted R-square value).
Though the relationship of public expenditure (PE) with GDP is not signifi-
cant, the negative coefficient suggests that reducing public expenditure would
increase economic growth in Nigeria. This is so because total public revenue
(TR) has a positive relationship with GDP and would require to be checked
by sound fiscal management.

The crude oil price has a positive relationship with economic growth. It
indicates that a decline in the price of crude oil or a drop in crude oil demand
from major importers without a corresponding increase in demand by other
importers would transmit a negative shock to Nigeria’s economy. This is so
because oil revenue is a significant component of total revenue in Nigeria and
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it is determined by the volume produced and its price at the international
market.

Table 4.4: Eviews Result for Equation (4)

Dependent Variable: D(GDP)

Method: Least Squares

Sample(adjusted): 1971 2008

Included observations: 38 after adjusting endpoints

Variable |Coefficient |Std. Error |t-Statistic  |Prob.

C -0.020159  [0.022960 |-0.878002  |0.3865
D(PE) -0.018051  [0.067828 |-0.266132  |0.7918
D(TR) 0.339029 0.077793 |4.358059 0.0001
D(CO) 0.089068 0.078983 |1.127683 0.2678
D(ER) -0.008091  [0.060206 |-0.134382  |0.8939
INF 0.025819 0.022442 |1.150477 0.2585
D(AGRIC) 0.550840 0.118316 |4.655677 0.0001
D(MRR) -0.051436  [0.080669 |-0.637613  |0.5283
R-squared 0.789292 Mean dependent var  [0.093569
Adjusted R-squared |0.743199 S.D. dependent var 0.079546
S.E. of regression 0.040310 Akaike info criterion |-3.407558
Sum squared resid  |0.051998 Schwarz criterion -3.069782
Log likelihood 76.15116 F-statistic 17.12411
Durbin-Watson stat  |2.697806 | Prob(F-statistic) 10.000000

Source: Authors’ Computation using Eviews Software

Agriculture has a positive and significant impact on economic growth.
This implies that agriculture could also be used to stabilize Nigeria’s public
revenue base, to create employment and hence, to spur economic growth. The
link between the agricultural sector and the manufacturing sector would also
lead to an expansion in agro-allied industries, thus creating further employ-
ment and expanding Nigeria’s public revenue base.

The relationship between exchange rate and economic growth was nega-
tive while inflation and interest rate (MRR) are positively related with GDP:
an indication that inflation accompanies growth in Nigeria and that exchange
rate appreciation is as well critical for achieving economic growth.

5 Summary Notes and Policy Lessons

Public expenditure management in Nigeria entails coordinating public ex-
penditure and revenue in a manner that would enhance sustainable economic
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growth, a process that would in turn translate into development. It was found
in the study that recurrent public expenditure has an immediate impact on
economic growth while capital expenditure lags by two years before its im-
pact on the economy is felt.

Though the study found that an increase in capital expenditure could be
used to achieve a reduction in current unemployment, empirical evidence
however has not been consistent with this expectation as unemployment has
continued to rise despite the increase in capital expenditure. For instance,
Nigeria’s unemployment rate in January 2008 was 11.8 percent. By January
2012 however, the figure had more than doubled to 23.9 percent. Likewise, in
2008, Nigeria’s budget deficit was 1.2trillion Nigerian naira but has more
than tripled by 2012 standing at 4.648trillion Nigerian naira.

Despite the growth of the Nigerian economy, it has not brought about a
reduction in unemployment. The agricultural sector, however, was found to
have the potency of reducing unemployment. The sector, which has been
neglected over the years, now faces challenges from climate change and from
a huge infrastructural deficit. These factors have adverse effects on the sec-
tor’s output. Public expenditure management, therefore, could be used to
boost the performance of the agricultural sector either through tax incentives,
providing infrastructure or financing climate change adaptation strategies that
would help in raising and optimizing output. Since agricultural output also
faces challenges that affect its pricing, there will also be a need to reintroduce
agricultural commodity marketing regulation to ensure that farmers get ade-
quate prices for their products.

The Central Bank of Nigeria (CBN) alters the monetary policy rate as a
way of checking inflation. However, the paper found that public expenditure
can also be used to support the government’s goal of achieving a single digit
low inflation rate. For instance, to achieve reduction in the inflation rate from
10 percent in 2011 to 9.5 percent in 2012, the fiscal deficit as a percentage of
the GDP was projected to decline from 2.96 percent to 2.77 percent. The ratio
of recurrent expenditure to total expenditure also was projected to decline
from 54.19 percent in 2011 to 52.01 percent in 2012, while the ratio of capi-
tal expenditure to total expenditure was projected to increase from 25.56
percent in 2011 to 27.80 percent in 2012.

The relationship between GDP and public expenditure was found to be
negative. This suggests that increased public expenditure (that has been the
trend of public expenditure in Nigeria) has not brought about growth in the
economy as anticipated. Oil revenue, which constitutes a significant compo-
nent of revenue in Nigeria, however, is driven by the volume produced and
the price of crude oil in the international market. A decline in the price of
crude oil or a sudden cut in crude oil demand from major importers (without
a corresponding increase in demand by other importers) would therefore lead
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to macroeconomic instability. Setting a budget benchmark for the crude oil
price and the quantity produced would therefore be useful in addressing
shocks from crude oil price. For instance, Nigeria used USD 75 per barrel as
the benchmark for the crude oil price in 2011 and reviewed it downward to
USD 70 per barrel for the 2012 fiscal year following lessons learnt from the
global economic crisis of 2007-2011. The methodology for setting this
benchmark, however, should be consistent with scientific development in
statistics/econometrics by obtaining forecasts that would guide in selecting
the benchmark, so as to avoid not foreseeing shocks that could have been
foreseen.

Agriculture could also be used to stabilize Nigeria’s export revenue base,
create employment and boost economic growth. For example, the exploita-
tion of linkages between the agricultural sector and the manufacturing sector
would lead to an expansion in agro-allied industries which would create fur-
ther employment and expand Nigeria’s revenue base.

The monetary authorities also have a role to play in supporting public
expenditure management in Nigeria through exchange rate management and
inflation targeting. The Central Bank of Nigeria (CBN) raises the interest
rates above the inflation rate when there is a rise in inflation, as a way of
checkmating inflationary trends. Therefore, ensuring coordination between
fiscal and monetary policy in Nigeria would be useful in addressing inflation,
stabilize the Naira exchange rate (in relation to the dollar) and keep the mon-
etary policy rate low, in order to boost private sector investment and promote
inclusive growth in Nigeria.

6 Conclusions and Recommendations

The objective of this paper was to examine the impact of public expenditure
management on macroeconomic policy objectives (i.e. employment creation,
economic growth, and price stability) in Nigeria. On economic growth, it was
found that recurrent expenditure has an immediate impact on economic
growth while capital expenditure could take up to 2 years response lag before
its impact on the growth would be recorded. More so, despite theoretical
views that budget surpluses or deficits could be used to fine tune the econo-
my, they could as well have negative impacts on economic growth in the
short to medium term. To enhance public expenditure management in Nigeria
therefore, this paper recommends that relevant government agencies being
responsible for budget preparation and economic planning should adopt sys-
tematic ways of understanding the impact and the response lag of macroeco-
nomic variables to public expenditure so as to minimize the waste of public
resources.
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Taking appropriate actions that would boost the performance of the non-
oil sector (especially agriculture) is also important. Agriculture was once the
main stay of the Nigerian economy, but was neglected following the discov-
ery of crude oil. With the volatility of the crude oil price due to factors in the
international market and the possibility of a fall in oil production/demand due
to developments in renewable energy sources, revamping the agricultural
sector would be useful in driving the diversification of the Nigerian economy.

In conclusion, although it is argued that channeling budget deficits into
productive sectors would promote economic growth and create employment,
evidence from the paper revealed that sustained budget deficits or surpluses
over time negatively impact on Nigeria’s economic growth. Optimal public
expenditure management should therefore focus on altering the fiscal direc-
tion within a medium term framework, depending on the evolvement of the
Nigerian economy as a subset of the global economy, so as to determine the
optimal direction of public expenditure management in Nigeria.
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The Impact of Macroeconomic Policy Strategies on
Sectoral Developments in Nigeria
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1 Introduction

The macroeconomic performance of the Nigerian economy during the first
decade of the 21% Century was a sharp contrast to its lacklustre performance
during the last decade of the 20" Century. For example, Nigeria’s average
annual real GDP growth rate has been between 6 and 7 per cent since 2000
making it one of the fastest growing economies in sub-Saharan Africa. Be-
tween 1990 and 1999, the average annual growth rate was only 0.2%, but
increased rapidly to 6.3% between 2000 and 2010. In the fourth quarter of
2011, Nigeria’s real GDP growth rate was as high as 7.68%. Hence, Nigeria’s
growth was classified as the 3™ highest in the world after Mongolia and Chi-
na with 14.9 per cent and 8.9 per cent growth rate respectively (CBN, 2011).
The improved economic performance since 2000 arguably was a result of
good macroeconomic policies and the impact of democracy on economic
governance*. Indeed, the implementation of economic reforms in 2003 led to
an increase in the average growth rate of real GDP to 7% between 2003 and
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4 According to an IMF Report the Nigerian economy has grown robustly even during
the 2008-09 global crisis, partly due to the effective implementation of countercycli-
cal policies. While growth has been strong, it has not been fully inclusive. Although
Nigeria’s growth rate over the last decade has been among the highest in sub-Saharan
Africa and there is some evidence of income gains also for the rural poor, the official
unemployment rate has risen in recent years, reaching 24 percent in 2011 (IMF, 2012,
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2010. However, the impact of economic growth on the labour market remains
a concern to economic analysts and policymakers (see figure 1).

Figure 1: Nigeria’s Unemployment Rate 2000-2010 (in %)
257 Nigeria: Unemployment Rate (%)
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Source: NBS, 2010, 2011
Note: UNEMRT Unemployment Rate

In 2010, the national unemployment rate was 21.1 per cent while the
youth (those aged between 15 and 24 years) recorded a rate as high as 35.9
per cent. The unemployment rate even worsened in 2011 - with the national
unemployment rate rising to 23.9 percent and the youth unemployment rate
increasing to 37.7 per cent (NBS, 2011, and also see figure 1). Furthermore,
despite improved economic performance, the incidence of poverty continues
to increase with the proportion of the population living below the poverty line
rising to 69 percent in 2011 (NBS, various issues).

This paper investigates the impact of macroeconomic policy formulation
on the sectoral performance recorded in Nigeria between 1990 and 2010. The
paper questioned whether the policies and strategies were themselves back-
stopped by the economic reform agenda, by sound economic policies and by
purposeful leadership (as argued by Iyoha 2010). The paper is structured into
7 sections. Following the introduction in section 1 is section 2 which presents
the methodology. Section 3 highlights the relevant literature and the theoreti-
cal framework. Section 4 examines the macroeconomic policies and the sec-
toral development in Nigeria from 1990 to 2010. Section 5 provides the em-
pirical evidence of the impact of macroeconomic policies on sectoral devel-
opment in Nigeria from 1990 to 2010. Section 6 focuses on the policy impli-
cations of the empirical analysis, while section 7 concludes with lessons and
recommendations.
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2 The Methodology

The paper analyses the macroeconomic policy formation and economic per-
formance in Nigeria under two alternative dispensations, namely, military
and civilian between 1990 and 2010. A comparative approach is used to
make an assessment of the economic performance in both regimes. First is
the analysis of macroeconomic policy and sectoral development during the
military regime between 1990 and 1999. This is followed by an analysis of
macroeconomic policy and the development of economic sectors during the
democratic regime between 2000 and 2010. To assess the impact of macroe-
conomic policy strategies on sectoral developments during the 1990-2010
years, both statistical and econometric techniques were used. The statistical
techniques involve an analysis of the time-series of sectoral outputs using
tables and graphs. The econometric analysis focuses on the estimation of
sectoral output equations using the technique of cointegration and error-
correction modelling.

The study estimates output share equations for 4 major sectors (agricul-
ture, industry, wholesale and retail trade, and services) and the manufacturing
sub-sector. Annual time-series data for 1990 through 2010 from the Central
Bank of Nigeria (CBN) were collected and utilized. In addition to real sec-
toral outputs, other variables used in the econometric analysis include: real
gross domestic product, real gross domestic capital formation (aggregate
investment), government expenditure, broad money supply, and the exchange
rate. The data were sourced mainly from the Central Bank of Nigeria (CBN)
and supplemented with data from the National Bureau of Statistics (NBS)
and the International Monetary Fund (IMF).

3 Review of Relevant Literature and Theoretical Framework

The overall objective of macroeconomic policy is to maximize the long-run
welfare of the citizens of a country. In recent literature, the use of intermedi-
ate variables, such as price stability and balance of payments equilibrium, in
economic policy is based on their importance as indicators of economic per-
formance and wellbeing. For example, price stability is used for attaining
long run objectives like greater economic efficiency and economic growth.
Ideally, macroeconomic policymaking should emphasize ‘real’” macroeco-
nomic objectives and the full utilization of productive capacity, in terms of
employment of capital and labour as well as improved productivity (Spiegel,
2007).

Generally, three macroeconomic policy instruments have been identified
in the literature. These are fiscal, monetary and exchange rate policies. Fiscal
policy involves the use of government spending, taxation and borrowing to
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influence the pattern of economic activity and the level and growth of aggre-
gate demand, output and employment in an economy. It is also used to stimu-
late the economy during recession. Usually, developing countries are per-
suaded to engage in tight fiscal policy in order to maintain investors’ confi-
dence. This would however result in a lower gross domestic product (GDP)
(Cooper, 1992; and Taylor, 1993). Fiscal deficits are discouraged because
they may crowd out private investment and may become inflationary. How-
ever, they could be growth-enhancing in the long run if channelled into pro-
ductive investments. Additionally, evidence exists of complementarities
between public investment and private investment through improved infra-
structure that will have a crowding-in effect (Nayyar, 2000).

Monetary policy involves the use of interest rates to control the level and
the rate of growth of credit and aggregate demand in the economy. Conven-
tional monetary policy affects all sectors of the economy, while fiscal policy
can be targeted at certain sectors. However, both policies should be designed
and implemented according to country-specific conditions and development
objectives. Monetary policy is seen to be more effective in dampening an
over-heated economy than in revamping an ailing economy (Bank of Japan,
2003; Stiglitz, 2003). In recent times, some economists have shown support
for the use of monetary policy rather than fiscal policy for output stabiliza-
tion. This is so because it is easier for monetary authorities to react in a time-
ly manner towards stabilizing the economy when it derails than relying on the
use of changes in public expenditure and taxes which require longer political
processes. However, open capital markets tend to limit the effectiveness of
monetary policy.

Before the 1990s, direct controls were widely used as monetary policy
instruments to manage the money supply in many countries. The direct
monetary measures made the process of allocating credit to be complex and
inefficient, such that the credit flow was biased towards longstanding and
long existing borrowers (Reserve Bank of New Zealand, 2000). However,
from the 1990s onwards, many countries switched from direct to indirect
control measures. The use of indirect measures, judged from the New Zea-
land experience, had mixed results because higher interest rates attracted
foreign buyers of New Zealand dollars, which then led to exchange rate ap-
preciation. Thus, the burden of such adjustment is borne by the export sector.
The implication is however that only one instrument (interest rate) is adjusted
and so is applicable for all sectors.

In the new millennium, there has been a greater tendency to use indirect
tools of monetary policy. These tools include: open market operations,
changes in reserve requirements, central bank lending facilities and changes
in the discount rate. Reserve requirements can be used to target specific sec-
tors of the economy. For instance, during periods of bubbles, monetary au-
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thorities would raise reserve requirements on loans to affected sectors, such
as real estate, to dampen the bubbles and to mitigate inflationary pressures,
thereby stabilizing the economy. This is preferred to increasing interest rates
which would discourage investment and result in unemployment. But when
there is a credit constraint, changes in reserve requirements would induce
increased lending to sectors experiencing credit constraints, rather than
changing interest rates which will affect overall growth. However, the effec-
tiveness of both monetary and fiscal policies in open economies is limited by
the effects of capital flows.

Exchange rate management in Nigeria metamorphosed from a fixed re-
gime in the 1960s to a floating regime in the 1970s to the mid-1980s. With
the introduction of the structural adjustment programme (SAP) in 1986, a
managed floating regime was introduced. In 1995 and 1999, an Autonomous
Foreign Exchange Market (AFEM) and an Interbank Foreign Exchange Mar-
ket (IFEM) were introduced to guarantee exchange rate stability. This was
followed by the Dutch Auction System (DAS) in July 2002. The DAS was
adopted in order to reduce the parallel market premium, to conserve foreign
exchange reserves and to maintain a realistic exchange rate for the local cur-
rency, as well as to minimize speculative tendencies of authorized dealers
(see Eme et al. 2012). In a bid to consolidate the gains of the DAS and to
achieve convergence between the parallel market and the official rate, the
CBN introduced the Wholesale Dutch Auction System (WDAS) in 2006
(Mordi (2006).

According to Calvo and Reinhart (2002), and Calvo (2003) many devel-
oping and emerging countries that practice a floating exchange rate regime
suffer from a ‘fear of floating’ syndrome and hence, and so they intervene to
manage the exchange rate. Therefore, the appropriate exchange rate regime
that would spur growth in developing countries remains controversial (Mon-
tiel, 2003; Frankel et al. 2001; Montiel and Ostry, 1991). However, from
development economic literature it is known that the level of development of
a country matters in determining the type of exchange rate regime that is
appropriate for economic growth (McKinnon and Schnabl 2003; Berg et al.
2002; Borensztein and Lee 2002; Lin 2001; and Mussa et al. 2000). Eme et
al. (2012) concluded that exchange rate depreciation or devaluation tend to
reduce output and to increase the rate of inflation. However, an effective
management of the exchange rate is essential for a successful macroeconomic
performance of developing countries. Often, the much desired effect of cor-
recting an overvalued exchange rate by depreciation may not be achieved due
to structural rigidities in these countries (Maku et al. 2009).

Using a simultaneous and vector auto-regression model to determine the
relationship between the real exchange rate and the GDP growth in Nigeria,
Eme et al. (2012) found no evidence of a strong direct relationship between
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changes in the exchange rate and GDP growth. Rather, they found that fiscal
and monetary policies as well as the growth of oil exports have exerted great
influence on economic growth in Nigeria, and therefore they concluded that
the use of monetary policy and of appropriate economic reform programmes
would be more effective in enhancing growth rather than exchange rate man-
agement.

4 Macroeconomic Policy and the Development of Economic
Sectors 1990 to 2010

4.1 Macroeconomic Policy and Sectoral Development in Nigeria,
1990-1999

Government economic policy measures in 1990 were designed towards mod-
eration of the inflation rate, reduction of pressure on the external sector and
stabilization of the exchange rate, inducement of increased financial savings,
investment and employment, and stimulation of the private sector’s produc-
tive capacity. The stance of monetary policy during the period was moderate-
ly restrictive with growth in money supply declining from 14.6 per cent in
1989 to 13.0 per cent in 1990.

4.1.1  Monetary Policy Formulation in Nigeria, 1990-1999

Monetary policy refers to the use of direct and indirect monetary instruments
to control the economy by maintaining a low level of inflation, a low unem-
ployment rate, and a stable exchange rate, in order to ensure macroeconomic
stability and to increase economic growth. The conduct of monetary policy in
Nigeria has evolved over the years. From 1959 — 1973, the CBN has adopted
the strategy of exchange rate targeting as its monetary policy framework. But
from 1973 — date, a monetary targeting framework was embraced. However,
from 1973 — 1993, direct measures of monetary policy were employed. These
included credit ceilings, sectoral credit allocation, administrative control of
interest and exchange rates, moral suasion, and movements of government
accounts in and out of the deposit money banks (DMBs). From 1993 — date,
indirect control measures like open market operations, liquidity and cash
reserve ratios, discount window operations, have been utilized by the mone-
tary authority for achieving its policy objectives. The official and interbank
exchange rates were unified in 1999 (CBN, 2011).

Monetary policy actions impact on the real economy through the “trans-
mission mechanism” process. The process is complex, time consuming and
difficult to manage due to time lags. Intermediate targets, otherwise known as
nominal anchor for monetary policy, are employed to achieve a goal that
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cannot be directly measured. This nominal anchor includes a quantity-based
nominal anchor and a price-based nominal anchor. The quantity-based nomi-
nal anchor targets the money stock while the price-based nominal anchor
targets the exchange rate or the interest rate. Currently, the CBN uses broad
money supply (M2) as the nominal anchor. The final targets of monetary
policy are macroeconomic variables, normally the inflation rate. These tar-
gets are not directly affected by the central bank policy tools. The central
bank chooses another set of variables called the operating targets (base mon-
ey, reserves etc) which are more responsive to its policy tools. Operating and
intermediate targets are used in determining the optimum level of money
stock/liquidity consistent with the assumed level of expected output growth
and inflation and so as to direct the monetary policy towards the achievement
of its goals.

This process starts with the design of a short-term monetary programme
approved by Monetary Policy Committee (MPC) using the quantity theory of
money. Under the monetary targeting framework, in an indirect approach, the
liquidity level that is consistent with macroeconomic objectives is deter-
mined, by using: Base Money (BM) as the operating target, M2 as the inter-
mediate target, while inflation is the ultimate target. Conventionally, Base
Money (BM) is made up of currency with the non-bank public (C) and re-
serves of Deposit Money Banks (DMBs). During this period, the design of
the monetary policy by the Central Bank of Nigeria (CBN) was in line with
fiscal year duration of one year. Monetary policy had always faced the prob-
lem of non-commitment to both intermediate and ultimate targets. The opti-
mal long-term policy was not consistent with both the short-term objectives
of government and the events that emerged over time due to time incon-
sistency problem (Ezema, 2009).

4.1.2  Fiscal Policy in Nigeria 1990 — 1999

In this period, the permanency of fiscal deficits characterised the pattern
of fiscal policy. Some figures may present the case. In 1990, the fiscal
operations of the Federal Government (FG) have resulted in an overall
deficit of &23,357.0 million or 10.1 per cent of the GDP. The total Feder-
al Government expenditure amounted to N=61,149.1 million while the
retained revenue was N=37,792.1 million, hence the huge deficit could
not be avoided. The total federally collected revenue was N=66,895.4
million in 1990, and N=66,846.5 million accrued to the Federation Ac-
count after the Federal Government’s independent revenue was deduct-
ed. In the same year, Federal Government expenditure increased sub-
stantially, largely due to the growth in the debt service payments on both
domestic and external debts. The expenditure, according to the CBN
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(CBN 1990), amounted to N=61,149.1 million and this amount was N
20,120.8 million or 49.0 per cent higher than the total outlays in 1989.
The Federal Government recurrent expenditure of N=36,219.1 million
was mainly on transfer payments, namely interest payments on domestic
and external debts, pensions and gratuities. This accounted for 68.4 per
cent while administration, social and community services, and economic
services absorbed 18.5, 9.5 and 4.5 per cent respectively of the total
outlays. Total capital expenditure which stood at §~24,929.5 million in-
creased over the 1989 and 1988 levels, due largely to outlays on transfer
payments, administration, social and community services while outlay
on economic services has declined. The share of transfer payments in
capital expenditure increased from 44.2 per cent in 1989 to 65.9 per cent
in 1990 while those of administration, social and community services
and economic services fell from 17.4%, 12.3%, and 22.9% in 1989 to
11.7%, 8.4%, and 14% respectively of total capital expenditures in 1990
(CBN 2000)5.

In 1994, federally collected revenue increased by 4.7 per cent to N
201,910.8 million from N=192,769.4 in 1993. Though a surplus was envis-
aged in the 1994 budget, the Federal Government recorded a deficit of N
70,818.5 million. The banking system financed 70.7 per cent of the deficit
while borrowing from the Central Bank of Nigeria (CBN) accounted for 58.3
per cent of the total deficit financing. This action resulted in the substantial
growth of domestic liquidity above target and led to increased pressure on
prices and the exchange rate. With decreases of 24.7 per cent and 50.8 per
cent in domestic interest payments and non-debt expenditure respectively, the
recurrent expenditure of the Federal Government fell by 33.5 per cent to N
90,522.8 million from N=136,177.8 million in 1993. In contrast, external
interest payments rose by 74.6 per cent to 3¥-19,030.0 million. Total recurrent
expenditure in relation to GDP fell to 10.1 per cent from 10.7 per cent in

3 The functional classification of recurrent expenditure includes four main areas:
Administration, economic sectors or services (consisting of agriculture, transport,
communication, and road/construction), social and community services, and transfer
payments. The personnel costs often take up the lion’s share of recurrent expenditure
in Nigeria.

In terms of capital expenditure, there are also four principal areas in terms of func-
tional classification: Administration, outlays on economic services (comprising main-
ly manufacturing, mining/quarrying, agriculture /natural resources,
transport/communication, and roads/construction), public investments on social and
community services (principally education and health); and transfers.
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1993. Aggregate capital expenditure increased in 1994 by 24.2 per cent to N
51,091.9 million. Apart from general administration and housing, almost all
other sub-headings recorded substantial increases in capital expenditure.
Internal security, education and health and defence were major beneficiaries
of the increase in the capital spending for 1994.

With a retained volume of revenue of N=662,585.3 million and a total ex-
penditure of 8-947,690.0 million in 1999, the fiscal operations of the Federal
Government resulted in an overall deficit of N-285,104.7 million or 8.4 per
cent of GDP. As usual, oil revenue constituted 77.8 per cent of total gross
revenue for 1999. Company income tax contributed N=46,211.2 million to
total revenue, a development largely adduced to better tax administration and
an increase in voluntary tax compliance. Customs and excise duties contrib-
uted N=87,906.9 million, what was an increase of N¥=30,223.9 million or 52.4
per cent over the level of N=57,683.0 million in 1998, a reflection of the posi-
tive impact of port reforms and reduction of tariffs on imports which attracted
a large inflow of goods through Nigerian ports. Another major contributor to
non-oil revenue was the Value Added Tax (VAT) with N=47,135.8 million,
representing an increase of N-10,268.1 million or 27.9 per cent over the 1998
level.

Though the 1999 budgeted total expenditure was N=429,931.6 million,
the government expended 3=947,690.0 million, thereby recording a deficit of
N=517,758.4 million or 120.4 per cent of the expenditure. The increase was
attributed to personnel cost, expenditure on transition to civil rule, and debt
service payments (external and internal). At N=449,662.4 million, aggregate
recurrent expenditure increased by N=271,554.6 million over the level of N
178,097.8 million in 1998. Outlays on goods and services accounted for N
321,693.3 million under recurrent expenditure in 1999. Personnel cost
amounted to N=134,888.8 million, representing 30.0 per cent of total recur-
rent expenditure, while overhead cost was 3=58,753.9 million, accounting for
13.1 per cent of total recurrent expenditure. Interest payments on both do-
mestic and foreign debt amounted to 8~127,969.1 million or 28.4 per cent of
recurrent expenditure. Capital expenditure in 1999 exhibited similar patterns
of expenditure for economic services, transfer payments, and administration.
However, outlays on social and community services were a mere 8¥-17,353.5
million, accounting for a paltry 3.5 per cent of total capital expenditure.

The aforementioned features highlight the endemic problems inherent in
Nigeria’s fiscal operations. Remarkable is persistence of high fiscal deficits,
the unending story of public debt servicing, and the very weak funding of
transport and communication infrastructure in the first half of the 1990s. A
major dimension to the use of fiscal policy in Nigeria is the role of fiscal
deficits in the growth process. Deficit financing is generally accepted by
economists as an important fiscal policy instrument for moving the economy



170 Unit 2: Macroeconomic Policy Formation in West Africa

towards prosperity when the instrument is correctly utilized. Indeed, many
economists have contended that deficits are not totally condemnable provided
they do not exceed 3 per cent of GDP, are not chronic, and are not financed
by borrowing from the banking sector, especially the Central Bank. More
importantly, they should be spent on productive activities, which could gen-
erate resources to offset the deficits. When domestic resources are inadequate
to place the economy on the path of sustainable economic growth and devel-
opment, borrowing from both domestic and foreign sources becomes inevita-
ble. However, classical economists are quick to point out that such borrow-
ing, which may result in a debt crisis, has the potential of incurring high in-
terest rates in the domestic economy and crowding out private sector invest-
ment.

In 1992, the objective of fiscal policy was the consolidation of the gains
of economic restructuring and the promotion of greater efficiency, produc-
tivity and increased employment. The restoration of fiscal discipline, im-
provement in financial transparency and accountability, and restoration of
macroeconomic stability which could stimulate the growth of the productive
sectors constituted the major policy thrust of the Nigerian government in
1994. The achievement of sustainable output growth and the viability of the
external sector which was predicated on the dominant role of the private
sector were the concern of fiscal policy in 1997. In 1999, the framework for
government intervention in the economy was established and strengthened.
Hence, policy measures were directed towards the establishment of the insti-
tutional, legal and regulatory frameworks which were designed to promote
reforms that could enhance growth, diversification, capacity building and
utilization, expansion of the revenue base, and rehabilitation of infrastructure.
The inability of Nigerian policy makers to achieve these loftily policy objec-
tives could be ascribed to poor policy implementation and mismanagement.

4.1.3  The Impact of Macroeconomic Policy on Sectoral
Development in Nigeria between 1990 and 1999

In addition to its objective of using its available macroeconomic policy tools
(fiscal. monetary and exchange rate) to achieve the short-run goal of macroe-
conomic stability and the long-run objective of rapid economic growth, the
government was keen to affect sectoral developments. In particular, it was
the intention of the government to increase the relative shares of agriculture
and manufacturing in GDP. Government’s interest in expanding agriculture’s
relative share was to boost food self- sufficiency (food security) and to pro-
duce enough raw materials so as to encourage the establishment/expansion of
agro-allied manufacturing industries. Since the share of manufacturing in
GDP had been falling since the adoption of the Structural Adjustment Pro-



lyyoha, Adamu, Oriakhi: Sectoral Developments in Nigeria 171

gramme (SAP) in 1986, it was imperative to attempt to use macroeconomic
policy tools to increase the relative share of manufacturing in GDP. Unfortu-
nately, as a close examination of Table 1 will show, not much progress was
made in achieving the intention of boosting the relative share of manufactur-
ing in GDP although agriculture was basically able to maintain its relative
share in output.

An analysis of Table 1 indicates that the industrial sector contributed
most to the GDP growth during the period 1990 to 1997, followed by the
agricultural and the services sectors respectively. The contribution of the
manufacturing sector to the GDP growth was the least important. For in-
stance, the contribution of the industrial sector to GDP growth increased from
41.4 per cent in 1990 to 58.7 per cent in 1993, while that of agriculture fell
from 32.7 per cent to 24.2 per cent in the same period. Similarly, the contri-
bution of the services and of the manufacturing sectors to GDP growth fell
from 25.9 and 5.54 per cent in 1990 to 17.2 and 4.0 per cent in 1993 respec-
tively. However, the contribution of the industrial sector to GDP growth
witnessed a downturn from 1994, while that of agriculture and services sec-
tors had gradual increases over the rest of the period (see Table 1 for details).
However, the industry sector is dominated by oil and gas production®. The
extent of the impact of macroeconomic policy on the sectors will be analysed
in section 5.

¢ The principal economic sectors are: Agriculture, Industry, Building and Construc-
tion, Wholesale and Retail Trade, and Services. The main sub-sectors of Agriculture
are: (i) Crop production; (ii) Livestock; (iii) Forestry; and (iv) Fishing. The main sub-
sectors of Industry are: (i) Crude petroleum and Natural gas; (ii) Solid minerals (main-
ly coal mining, metal ores and quarrying); and (iii) Manufacturing (mainly Oil Refin-
ing, Cement, and Other Manufacturing). The main sub-sectors of Services are: (i)
Transport (consisting mainly of Road transport, Rail transport and Pipelines, Water
transport, and Air transport); (ii) Communication (mainly Telecommunications and
Post); (iii) Utilities (mainly Electricity and Water); (iv) Hotel and Restaurant; (v)
Finance and Insurance (mainly Financial Institutions and Insurance); (vi) Real Estate
and Business Services (mainly Real Estate and Business Services); (vii) Producers of
Government Services (mainly Public Administration, Education and Health); and
(viii) Community, Social and Personal Services (mainly Private non-Profit Organiza-
tions, Other Services, and Broadcasting).
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Table 1: Sectoral Contribution to GDP Growth (percent) 1990-1999

Economic Sector
Years | Agriculture | Industry | Manufacturing | Services
1990 32.7 41.4 5.54 25.9
1991 30.4 45.6 5.90 24.0
1992 23.8 58.3 4.32 17.9
1993 24.2 58.7 4.00 17.2
1994 28.6 50.2 4.94 21.2
1995 31.6 46.7 5.36 21.7
1996 30.7 49.2 4.84 20.1
1997 33.6 44.8 5.08 21.6
1998 39.8 334 5.24 27.6
1999 36.6 35.2 4.89 28.2

Sources: World Bank, World Development Indicators, various issues; Economist
Conference 2007; Note: (i) Shares may not add up to 100 percent because of round-
ing, (ii) Manufacturing is a sub-sector of Industry

4.2 Macroeconomic Policy and Development of Economic Sectors
in Nigeria, 2000-2010

4.2.1  Monetary Policy Framework in Nigeria: Formulation and
Implementation 2000-2010

The objective of monetary policy in Nigeria is to achieve price stability and
high and sustainable economic growth, by reducing the gap between actual
and potential output. The institutional framework of monetary policy formu-
lation in Nigeria is rather diversified (see Ezema 2009). The framework in-
cludes five organs, namely: the Monetary Policy Committee (MPC), the
Monetary Policy Technical Committee (MPTC), the Monetary Policy Im-
plementation Committee (MPIC), the Liquidity Assessment Group (LAG),
and the Fiscal Liquidity Assessment Committee (FLAC). The MPC is at the
apex of the policy hierarchy. It is mandated to formulate monetary and credit
policy. The MPTC is charged with the responsibility to provide technical
documents on issues of interest for the MPC meetings. The MPIC is the arm
of the MPC being responsible for the monitoring and implementation of
monetary policy, while the LAG is charged with the daily assessment of the
liquidity situation in the economy. It also suggests policy actions to be taken.
Lastly, the FLAC provides information on the operation of the Treasury to
assist in the forecasting of the optimal liquidity level in the economy (Ezema,
2009).

In 2002, the CBN started a two-year medium-term monetary programme
with the aim of liberating monetary policy from the problem of time incon-
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sistency and minimizing the overreaction due to temporary shocks. In the
discount window operations, the minimum rediscount rate (MRR) was intro-
duced and used up to December 2006, while the monetary policy rate (MPR)
was introduced and used from December 2006 — date; these instruments have
been utilized by the monetary authority for achieving its policy objectives
(Ezema, 2009). The CBN uses the base (reserve) money as its operating
target, broad money supply (M2) as the intermediate target, and inflation as
the ultimate target. The operating and intermediate targets are employed in
determining the optimal level of the money stock, being consistent with the
assumed level of expected output growth and inflation (Ezema, 2009).

To solve the problem of time inconsistency arising from time lags, the
CBN adopted a medium term monetary policy framework in January, 2002.
This framework enabled the Bank to set targets on a two yearly basis rather
than on an annual basis, thereby minimizing the overreaction to temporary
shocks. This has yielded positive results as the gap between targets and out-
comes has been minimized. For instance, the M2 targets were (in per cent)
15.3 in 2002, 15 in 2004 and 27.8 in 2006; while the outcomes were 21.56,
14.02, and 30.56 in 2002, 2004, and 2006 respectively (Ezema, 2009). How-
ever, from December 2006 onwards, a new monetary policy implementation
framework was introduced to reduce the interest rate volatility and to pave
the way for the adoption of inflation targeting. To this end, a new monetary
policy rate (MPR) was put in place to serve as an anchor for monetary policy.
This new MPR replaced the minimum rediscount rate (MRR). The new MPR
is advantageous since it provides a better signal of the monetary policy
stance, stabilizes inter-bank rates, and moderates the deviation from M2 tar-
gets and in inflation rates. In this new framework, the operating target is the
overnight interbank interest rate, while the prime lending rate is the interme-
diate target. The monetary transmission mechanism is basically through the
term structure of interest rates (Ezema, 2009).

4.2.2  Fiscal Policy in Nigeria between 2000 and 2010

Fiscal policy in this period showed changes, by reducing budget deficits and
by using fiscal policy instruments for stabilization, economic stimulation and
for sector and social policy objectives. The retained revenue of the Federal
Government in 2000 amounted to N=597,282.1 million representing an in-
crease of N=305,287.3 million or 104.6 per cent over the level in 1999. The
increase in retained revenue reflected the enhanced revenues which accrued
to the Federation and the VAT Pool Accounts. The main components of the
retained revenue included VAT (2=8,255.4 million), privatization proceeds
(M=18,103.6 million) and the federal independent account (3=38,061.8) mil-
lion (CBN 2000). Aggregate expenditure of the Federal Government rose by
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19.0 per cent to 8=701,059.4 million, exceeding the budgeted total expendi-
ture of MN=653,135.3 million by 7.3 per cent. The increase was attributed to
higher personnel cost as a result of the upward review of salaries and allow-
ances and the higher allocations to domestic debt service payments. Overall,
the fiscal operations of the Federal Government resulted in a deficit of N
103,777.3 million or 2.9 of GDP and it was financed entirely from domestic
sources, that is, from the banking system. In the year 2000, there was a sig-
nificant increase in the Federal Government expenditure on education and
health. This was a major aspect of the budgetary reforms by the government
to shift expenditure from transfers, which has constituted the bulk of expendi-
ture in the last decade before 2000, to social and economic services in order
to promote rapid economic development (CBN 2000, p. 39).

In 2005, the fiscal operations of the Federal Government recorded a
modest improvement, as the fiscal deficit declined from N172.6 billion (or
1.5 per cent of GDP) in 2004 to N161.4 billion (or 1.1 per cent of GDP) in
2005. The retained revenue of the Federal Government amounted to N
1,660.7 billion, representing an increase of 32.5 per cent over the level in
2004 and an excess of 11.3 per cent over the 8=1,492.0 billion estimate for
2005. There was an increase of aggregate expenditure of the Federal Gov-
ernment in 2005 by 27.8 per cent to N=1,872.1 billion relative to the level in
2004 at N=1,223.1 billion. The recurrent expenditure for 2005 accounted for
67.2 per cent of total expenditure, recording an increase of 18.5 per cent over
the 2004 level. The increase in recurrent expenditure was largely attributable
to personnel and overhead costs. External and domestic debt service account-
ed for a reasonable percentage of recurrent expenditure. In 2005, capital
expenditure amounted to N519.5 billion and constituted 28.5 per cent of total
expenditure. As a proportion of Federal Government revenue, capital ex-
penditure was 31.3 per cent, exceeding the minimum target of 20.0 per cent
under the West African Monetary Zone (WAMZ) secondary criterion (CBN
2005, p. 58).

In 2010, the balance reflected a deficit of 820.2 billion, or 0.1 per cent of
GDP, whereas in 2009 there was a surplus of N515.0 billion, or 2.0 per cent
of GDP. The Federal Government’s retained revenue increased to N=3,089.2
billion in 2010 from N-2,643.0 billion in 2009. The estimated aggregate ex-
penditure of the Federal Government increased from 2009 by 21.5 per cent to
N=4,194.6 billion in 2010. Total debt service payments amounted to N415.6
billion, representing 9.9 per cent of the total expenditure, or 1.4 per cent of
the GDP in the same year. With N=3,109.4 billion, recurrent expenditure
accounted for 74.1 per cent of total expenditure. Capital expenditure declined
by 23.3 per cent to N883.9 billion, or 3.0 per cent of GDP, and accounted for
21.1 per cent of the total expenditure. As a proportion of the Federal Gov-
ernment’s revenue, capital expenditure was 28.6 per cent, exceeding the
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stipulated minimum target of 20.0 per cent under the West African Monetary
Zone (WAMZ) secondary convergence criteria. Under capital expenditure for
2010, outlays on economic services accounted for N412.2 billion, or 46.6 per
cent of total expenditure.

For 2010, the fiscal policy thrust was directed towards stimulating eco-
nomic recovery from the negative effects of the global economic and finan-
cial crisis. With increased spending outlays, the budget was designed to
transform the socio-economic fortunes of the country through the implemen-
tation of appropriate measures to counteract the problems of the global eco-
nomic recession. Hence, there were targeted fiscal interventions in the priori-
ty sectors, particularly infrastructure, with the intent of providing the ena-
bling environment for the acceleration of sustainable economic growth and
development, driven by the private sector. A major component of fiscal poli-
cy in 2010 was the rationalization and prioritization of capital expenditure
through the allocation of about 90.0 per cent of the Ministries, Departments
and Agencies (MDAS) capital expenditure to five (5) key priority sectors,
namely critical infrastructure, human capital development, land reform and
food security, physical security, law and order and the Niger Delta. Others
include the enhancement of power infrastructure, the establishment of a spe-
cial intervention fund to provide credit facilities for commercial farming, and
the creation of gainful employment and an increase in the disposable income.

In keeping with global reforms on budgetary issues, and the need to
adopt rules and norms that make it appropriate for representatives (execu-
tive/legislative) and managers (public servants) to concentrate on outcomes
and outputs, rather than inputs and procedures, the Federal Government
commenced budgetary reforms in fiscal year 2003 (CBN, 2010). The idea
was to move away gradually from the line-item budgeting to contemporary
techniques of budgeting. By the year 2005, the Federal Government had
instituted the fiscal strategy plan (FSP) and embraced the Medium Term
Fiscal Framework (MTFF), both of which were underscored by the legal
framework established by the Fiscal Responsibility Act of 2007. The FSP
documents the fiscal stance of the government in the medium term and out-
lines the MTFF on a rolling basis. By 2008, the Federal Government had
progressively embraced a budgetary system which incorporated performance-
based elements as a component of the Public Financial Management (PFM)
reforms. The major problem in Nigeria’s fiscal policy is however the exces-
sive concentration of expenditure on recurrent expenditure, especially on
defence spending and on interest payments, so that changes require, first of
all, political decisions for reallocations of funds.

The agricultural sector recorded an appreciable performance in 2005.
This performance was ascribed to the federal government support for the
sector through the subsidy on the supply of fertilizers and other inputs. Crude
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oil production increased from 2.46 m bpd or 900.4 million barrels in 2004 to
2.53 m bpd or 923.5 million barrels in 2005. The increase was attributed to
the lifting of the production ceiling by OPEC on member countries, due to
the increase in the demand for crude oil globally. The consumption of premi-
um motor spirit (PMS), which makes up 72.8 per cent of the total petroleum
production, has stagnated as a result of the price increases introduced by the
government in the last quarter of 2004 and in August 2005.

In 2005 the government, in an attempt to improve on the provision of
health services, commenced with the construction of 200 model healthcare
centres across the country. And with a determination to ensure the success of
the National Health Insurance Scheme (NHIS), the Federal government re-
leased the sum of N4.8 billion as its take-off grant. In the education sector,
the government encouraged an enhanced participation of the private sector,
and this led to the increase in the number of private primary, secondary and
tertiary institutions in the country in 2005. Today, the total number of ap-
proved Universities exceeds 105.

The thrust of fiscal policy during 2005-2008 was to consolidate the gains
of the years 1999-2004 and to sustain growth and development efforts. Thus,
the fiscal policy template was influenced by the National Economic Em-
powerment and Development Strategy (NEEDS) and the Seven Point
Agenda (SPA) of the government, and in particular by the Medium Term
MTEF/Expenditure Framework (NPC/National Planning Commission, 2009).
Hence, the economic policies that were directed at diversifying the revenue
base and at rationalizing expenditure for growth were consistent with the
objectives of fiscal policy for the period. Budget deficit targets were set at a
maximum of 3 per cent of the gross domestic product. The Excess Crude
Account (ECA) policy was initiated and implemented during the 2005-2008.
By the end of 2008, over US$20,341.2 million were accumulated as savings.

4.2.3  The impact of Macroeconomic Policy Formation of Nigeria on
sectoral development 2000 - 2010

Although not much progress was made in its effort to change the sectoral
output shares between 1990 and 1999, the government continued with its
policies to increase the relative shares of agriculture and manufacturing in
GDP during the first decade of the new millennium — this was done by con-
tinued use of fiscal, monetary and exchange rate policies. However, an exam-
ination of Table 2 will show that no progress was made in increasing the
relative of manufacturing in output although some success was achieved in
boosting the relative share of agriculture in GDP. The success in agriculture
was largely attributable to the effective use of exchange rate policy and of
fiscal policy (increased use of subsidies for agricultural inputs by the gov-
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ernment). The failure to expand the manufacturing output share can be traced
to several factors, particularly the poor state of infrastructure, especially elec-
tricity, and the failure to work in this policy direction.

The contribution of the industrial sector to the GDP growth between
2000 and 2006 was higher than the contribution of other sectors. The share
increased from 43.6 per cent in 2000 to 56.2 per cent in 2005. The contribu-
tion of agriculture, services and manufacturing sectors fell from 28.8, 27.6
and 4.0 to 16.9, 26.9 and 3.8 per cent respectively during the same period.
The contribution of the agriculture and services sectors to GDP growth im-
proved tremendously during 2007 — 2010 period, while that of the industrial
sector declined (see Table 2 for details). However, the manufacturing sector
did not benefit from these changes; the share remained around 4% only. The
extent of the impact of macroeconomic policy on the sectors is studied in
section 5.

Table 2: Sectoral Contribution to GDP Growth (percent) 2000-2010

Economic Sectors
Years Agriculture Industry Manufacturing Services
2000 28.8 43.6 4.0 27.6
2001 30.6 47.8 3.9 21.6
2002 31.2 43.8 4.6 25.0
2003 26.4 49.4 4.0 24.2
2004 16.6 56.9 3.7 26.5
2005 16.9 56.2 3.8 26.9
2006 17.5 54.0 3.8 28.4
2007 413 253 4.0 31.2
2008 413 23.1 4.1 333
2009 41.2 224 4.2 34.6
2010 40.9 204 4.2 36.8

Sources: World Development Indicators, various issues; Economist Conference
2007; CBN Annual Report and Statement of Accounts, 1990, 2000, 2005, 2010, 2011
Note: (i) Shares may not add up to 100 percent because of rounding, (ii) Manufactur-
ing is a sub-sector of Industry
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5 Empirical Evidence of the Impact of Macro-economic Policies
on Sectoral Development in Nigeria 1990 - 2010

This section presents the statistical and econometric analysis of the impacts
of macroeconomic strategies on sectoral developments in the Nigerian econ-
omy from 1990 — 2010. The available macroeconomic data show that, in
many respects, the period of civilian democratic governance was more bene-
ficial to Nigerians from an economic perspective than the years of military
rule. Measuring economic growth by the percentage growth rate of real in-
come (GDP), it can be shown that economic growth was much higher after
the transition to civilian democratic government in Nigeria. Between 1990
and 1999, the growth rate of real income only averaged 0.2 per cent but it
increased to 6.3 per cent between 2000 and 2010. Indeed, after adoption of
economic reforms in 2003, real income grew at an even higher average annu-
al rate of 7.0 per cent for the next eight years (that is, between 2003 and
2010). Even today, despite of the global financial and economic crisis of
2008-2009, economic growth is still buoyant, reaching a high level of 7.9 per
cent in 2010 and equalling 7.68 per cent in the 4™ quarter of 2011. This
growth rate was said to be the third highest in the world, after Mongolia (14.9
per cent) and China (8.9 per cent (see CBN 2011, Annual Report). The
growth that has taken place can be largely attributed to good macroeconomic
management as high oil prices played a role for only a few years, at the start
of the new millennium. During the second half of the decade, growth was
driven by the non-oil sector which was galvanized by good economic policy.
Note that in contrast, during the decade of military rule (1990-1999), the
economy was stagnant and the growth of per capita real income was even
negative. But after the transition to democratic governance, during the period
between 2000 and 2010, the economy improved dramatically and the growth
of real income was quite robust at 6.3 per cent per annum. This analysis of
economic outcomes under military and democratic dispensations again con-
firms a conclusion, earlier reached by Iyoha (2010, p. 166), to the effect that
Nigeria does not quite fit into the “Structural Model” of “The Logic of Au-
thoritarian Bargains” as proposed by Desai, Olofsgard, and Yousef (2007).
This arises from the fact that in Nigeria’s case, little or no economic gain was
present to compensate the citizens for the political rights they had relin-
quished to the military dictators.

It could therefore be concluded that during the 2000-2010 decade,
growth of real GDP was rapid, driven by sound economic management and
strategies, home-grown economic reforms, nascent institutions and high oil
prices for some of the years. During the second half of the decade, growth
was mainly pushed by good performances in the non-oil sector (in particular,
agriculture, building and construction, and services). However, poor infra-
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structure, particularly deficient power supply, has been responsible for a
shrinking manufacturing sector, rising unemployment and increasing inci-
dence of poverty. Growth was however not at all inclusive, as the rising un-
employment and poverty levels reveal (see also figure 1). Social indicators on
health and education are very weak, and no trend of improvement is observa-
ble.

5.1 Econometric Analysis of the Impact of Macroeconomic
Policies on Sectoral Developments in Nigeria 1990 — 2010

In this section, an attempt will be made to estimate sectoral output share
equations for the 4 major sectors of the Nigerian economy, viz., agriculture
(AGRSH), industry (INDSH), wholesale and retail trade (WRTSH), and
services (SERVSH), and the manufacturing sub-sector (MANSH) in an
attempt to explain the determinants of sectoral growth during the 1990-2010
periods. Figure 2 gives the development of the output shares of these four
major economic sectors and of the manufacturing sub-sector for this period.
It is to be recognized that the manufacturing sub-sector is even showing a
continuation of the de-industrialization trend from an already very low base,
so that all dynamic advantages of this sector are lost for Nigeria.

Fig. 2: Nigeria: Sectoral Output Shares, 1990-2010
SECTORAL SHARES OF OUTPUT, 1990-2010

“ AGRSH
~ INDSH
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” SERVSH

“ MANSH
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5.1.1  The Model Specification

In order to investigate the impact of macroeconomic policy strategies on
sectoral development and growth in Nigeria, the output shares are specified
to depend on key macroeconomic variables which are indicators and vehicles
of macroeconomic policies and strategies. The key macroeconomic variables
utilized are: aggregate investment or real gross domestic capital formation
(INV), government expenditure (GOVEXP), broad money supply (M2), and
the nominal exchange rate (EXRT).
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Thus, the share equations are specified thus:

Agrsh = F(INV, GOVEXP, M2, EXRT) ..ccuuoerveeeeeeeesseeneeeeeeeesssessen )
Indsh = G(INV, GOVEXP, M2, EXRT) w...ovvvvvvoovooeeoveeeoeeeocceesressss )
Wrtsh = f(INV, GOVEXP, M2, EXRT,) ... 3)
Servsh = g(INV, GOVEXP, M2, EXRT) ... . (4)
Mansh = h(INV, GOVEXP, M2, EXRT) ......ccccveereereerrerereressseereeeeeeeee. )

Taking logarithms of the variables and adding stochastic error terms yields
the final form of the econometric equations to be estimated as:

LAgrsh =ao+ a|LINV + aLGOVEXP + a;sLM2 + a4 LEXRT +uj ......... (6)
Lindsh =bo + biLINV + b,LGOVEXP + b;LM2 + b4LEXRT + us...
LWrtsh = ¢o + ¢|LINV + c;LGOVEXP + ¢;sLM2 + ¢4 LEXRT + us..
LServsh = do + d|LINV + &2LGOVEXP + d;LM2 + d4LEXRT + uy4 ....... )
LMansh = ¢y + ¢;LINV + e,2LGOVEXP + ¢3LM2 + e4LEXRT + u;........ (10)

Where:

L stands for logarithms

Agrsh = Percentage share of agriculture in output

Indsh = Percentage share of industry in output

Wrtsh = Percentage share of wholesale and retail trade in output
Servsh = Percentage share of services in output

Mansh = Percentage share of manufacturing sub-sector in output

This section uses annual time-series data for 1990 through 2010. The data set
was sourced from the Central Bank of Nigeria (CBN).

5.1.2 Econometric estimation

Since the study uses economic time-series data, it is advisable to begin by
verifying the time series properties of the variables employed. That is, it is
necessary to find out if the variables are stationary or non-stationary. In sum,
it is necessary to determine the order of integration of all the variables in-
volved. This is best accomplished by carrying out unit root tests of the varia-
bles.

Unit root tests

In order to test for the stationarity of variables used in this study, unit root
testing of all the macroeconomic variables and the sectoral shares was carried
out using the Augmented Dickey-Fuller (ADF) methodology. The ADF unit
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root test is widely considered as the most reliable test of stationarity for eco-
nomic time series variables. The unit root tests were carried out using the
MICROFIT 4.0 econometric software by Pesaran and Pesaran (1997) and the
following results were obtained (see table 3).

Table 3: Summary of Unit root tests using the ADF Criterion

Variable Decision Order ADF Decision
LINV 1% difference -5.41 1(1)
LGOVEXP 1% difference -5.36 1(1)
LM2 1% difference -3.93 1(1)
LEXRT 1% difference -4.06 1(1)
LAGRSH 1% difference -4.43 1(1)
LINDSH 1% difference -3.22 1(1)
LWRTSH 2 difference -3.85 1(2)
LSERVSH 1% difference -4.34 1(1)
LMANSH 1% difference -4.03 1(1)

Note: 95% critical value for the Dickey Fuller statistics = -3.05

Note that all the macroeconomic variables, viz., aggregate investment
(INV), government expenditure (GOVEXP), broad money supply (M2), and
the nominal exchange rate (EXRT) are difference stationary, that is, they are
I(1) variables. All the sectoral shares except the share of wholesale and retail
trade in total output (WRTSH) are also difference stationary or I(1) variables.
WRTSH was found to be stationary at the second difference. Given these
results, the autoregressive distributed lag model and the Bounds Testing
Approach (See Pesaran, Shin and Smith (2001)) can be used for the econo-
metric estimation of the share equations provided the variables in each equa-
tion are co-integrated. Hereunder, please find the results of the tests of coin-
tegration obtained by using the ADF technique to test for the stationarity of
the residuals from the OLS regression of each share equation:

Tests for Co-integration and Error-Correction Modelling using ARDL

Note that when a given set of variables are co-integrated there exists a mean-
ingful long-run relationship among them and the “Granger Representation
Theorem” assures us that the short-run dynamics can then be aptly described
by an error-correction model. The standard method of obtaining this is by
using the autoregressive distributed lag (ARDL) model. However, it has also
been shown that the ARDL model can still be used even when co-integration
has not been established. See Iyoha (2004). Utilizing the MICROFIT 4.1
econometric software, and using the maximum R-bar squared criterion, we
obtain the parsimonious error-correction representation of each share equa-
tion:
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(a) AGRICULTURE Sectoral share

It can be verified from Table 4 that AGRSH is co-integrated with INV,
GOVEXP, M2 and EXRT using the residuals unit root test. Note that the
absolute value of the ADF test statistic (5.39) is larger than the absolute value
of the 95 % critical value of the Dickey-Fuller test (5.24). Thus, there exists a
long-run equilibrium relationship among the five variables.

Table 4: Co-integration Test results of DLAGRSH on DLINV,
DLGOVEXP, DLM2, and DLEXRT using data for 1990 through 2010
Variable | ADF Statistics | 95% ADF critical value | Remarks

Residuals -5.392 -5.242 Stationary

Therefore, we can estimate an error-correction model using the auto-
regressive distributed lag technique. The parsimonious representation of the
error-correction model is reported in Table 5.

Table 5: Parsimonious Error Correction Model for the Agricultural
Sector (Dependent variable is dADLAGRSH and 18 observations are
used for the estimation from 1993 to 2010.)

Regressor | Coefficient Standard Error | T-ratio[Prob]
dDLAGRSH1 .68828 22110 3.1130[.012]
dDLINV 46319 .13068 3.5444[.006]
dDLINVI -.39471 .10815 -3.6496[.005]
dDLGOVEXP -20014 .073618 -2.7186[.024]
dDLGOVEXP1 .10305 .053840 1.9140[.088]
dDLM?2 -.23219 10715 -2.1669[.058]
dDLEXRT .24765 .065152 3.8012[.004]
dINPT -.081894 .054136 -1.5127[.165]
ecm(-1) -2.7434 40461 -6.7804[.000]
R-Squared 94011,

R-Bar-Squared .83032

S.E. of Reg. .041286;
F-stat. F(8,9) 11.7736[.001]
Mean of Dep. Var. .-.3841E-3
S.D. of Dep. Var.. 10023
Residual Sum of Squares .010227
Equation Log-likelihood 41.7167
Akaike Info. Criterion 29.7167
Schwarz Bayesian Criterion 24.3745
DW-statistic 1.8792




lyyoha, Adamu, Oriakhi: Sectoral Developments in Nigeria 183

(b) INDUSTRY Sectoral share

It can be verified from Table 6 that INDSH is co-integrated with INV,
GOVEXP, M2 and EXRT using the residuals unit root test. Note that the
absolute value of the ADF test statistic (5.42) is larger than the absolute value
of the 95 % critical value of the Dickey-Fuller test (5.24). Thus, there exists a
long-run equilibrium relationship among the five variables.

Table 6: Cointegration Test results of DLINDSH on DLINV,
DLGOVEXP, DLM2, and DLEXRT using data for 1990 through 2010
Variable | ADF Statistics | 95% ADF critical value | Remarks

Residuals | -5.417 -5.242 Stationary

Therefore, we can estimate an error-correction model using the auto-
regressive distributed lag technique. The parsimonious representation of the
error-correction model is reported in Table 7.

Table 7: Parsimonious Error Correction model for the Industrial sector
(Dependent variable is dDLINDSH and 18 observations are used for the

estimation from 1993 to 2010)

Regressor Coefficient Standard Error T-ratio[Prob]

dDLINDSH1 52416 21953 2.3876[.044]

dDLINV -.013809 .074598 -.18511[.858]

dDLGOVEXP 23941 .076500 3.1296[.014]

dDLGOVEXP1 -.18759 .057613 -3.2560[.012]

dDLM2 -.20961 .11059 -1.8954[.095]

dDLM21 .33436 11194 2.9870[.017]

dDLEXRT -.10626 .050464 -2.1058[.068]
dDLEXRT1 -.062709 .048141 -1.3026[.229]
dINPT -.061896 .049812 -1.2426[.249]

ecm(-1) -2.3280 41353 -5.6296[.000]

R-Squared .96086

R-Bar-Squared .83366

S.E. of Reg. .042955

F-stat. F(8.9) 10.9111[.001]

Mean of Dep. Var. -.0045089

S.D. of Dep. Var.. .10532

Residual Sum of Squares .0073807

Equation Log-likelihood 44.6525

Akaike Info. Criterion 30.6525

Schwarz Bayesian Criterion 24.4199

DW-statistic 1.1097
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(¢) Wholesale and Retail trade Sectoral share

It can be verified from Table 8 that WRTSH is not co-integrated with INV,
GOVEXP, M2 and EXRT as the absolute value of the test statistic (2.92) is
less than the absolute value of the 95% critical value of the Dickey-Fuller
statistic (5.24).

Table 8: Cointegration Test results of DLWRTSH on DLINV,
DLGOVEXP, DLM2, and DLEXRT using data for 1990 through 2010

Variable ADF Statistics | 95%  ADF  critical | Remarks
value
Residuals -2.922 -5.242 Non-stationary

Since there is no co-integration between the variables, an error-correction
model cannot be used. However, we can estimate the equation of WRTSH on
the macroeconomic variables by distributed lag with OLS. These results are
reported in Table 9.

Table 9: Distributed-lag model for the Whole and Retail Trade sector

Ordinary Least Squares Estimation

Dependent variable is DLWRTSH

18 observations used for estimation from 1993 to 2010

Regressor Coefficient Standard Error ~ T-Ratio[Prob]
DLGOVEXP  -.098028 .080212 -1.2221[.245]

DLM?2 .14683 .10886 1.3488[.202]
DLEXRT .084910 .060828 1.3959[.188]
DLWRTSH(-1) .72815 23115 3.1501[.008]
DLINV(-1) .35404 .11660 3.0365[.010]
DLM2(-1) -.36856 .14726 -2.5029[.028]
R-Squared  .53181; R-Bar-Squared .33673

S.E. of Reg. .061803; F-stat. F(5,12)2.7261[.072]

Mean of Dependent Variable .016198

S.D. of Dependent Variable .075887

Residual Sum of Squares .045836

Equation Log-likelihood 28.2167

Akaike Info. Criterion 22.2167

Schwarz Bayesian Criterion  19.5456

DW-stat. 2.2287, Durbin's h-stat. -2.4796[.013]
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(d) Services Sectoral share

It can be verified from Table 10 that SERVSH is co-integrated with INV,
GOVEXP, M2 and EXRT using the residuals unit root test. Note that the
absolute value of the ADF test statistic (6.00) is larger than the absolute value
of the 95 % critical value of the Dickey-Fuller test (5.24). Thus, there exists a
long-run equilibrium relationship among the five variables.

Table 10: Cointegration Test results of DLSERVSH on DLINYV,

DLGOVEXP, DLM2, and DLEXRT using data for 1990 through 2010
Variable ADF Statistics | 95% ADF critical value | Remarks
Residuals -6.0602 -5.242 Stationary

Therefore, we can estimate an error-correction model using the auto-
regressive distributed lag technique. The parsimonious representation of the
error-correction model is reported in Table 11.

Table 11: Parsimonious Error Correction Model for Services

Dependent variable is dDLSERVSH

18 observations used for estimation from 1993 to 2010

Regressor Coefficient Standard Error T-Ratio[Prob]
dDLINV -42552 18126 -2.3476[.043]
dDLINV1 33719 20584 1.6381[.136]
dDLGOVEXP -.17056 .13380 -1.2748[.234]
dDLM2 31434 21652 1.4518[.181]
dDLM21 -.39783 23238 -1.7120[.121]
dDLEXRT .032791 .096926 .33831[.743]
dDLEXRT1 -.19990 .066207 -3.0194[.014]
dINPT .030175 .089165 .33842[.743]
ecm(-1) -1.3124 22721 -5.7764[.000]

R-Squared  .94786; R-Bar-Squared .82273

S.E. of Reg. .078778 F-stat. F(8.,9) 11.3626[.001]

Mean of Dependent Variable .0056677

S.D. of Dependent Variable .18711
Residual Sum of Squares .031030
Equation Log-likelihood 31.7277
Akaike Info. Criterion 18.7277
Schwarz Bayesian Criterion  12.9403
DW-statistic .88470
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(e) Manufacturing Sectoral share

It can be verified from Table 12 that MANSH is co-integrated with INV,
GOVEXP, M2 and EXRT using the residuals unit root test. Note that the
absolute value of the ADF test statistic (5.99) is larger than the absolute value
of the 95 % critical value of the Dickey-Fuller test (5.24). Thus, there exists a
long-run equilibrium relationship between the five variables.

Table 12: Cointegration Test results of DLMANSH on DLINV,
DLGOVEXP, DLM2, and DLEXRT using data for 1990 through 2010

Variable ADF Statistics | 95%  ADF  critical | Remarks
value
Residuals -5.99 -5.24 Stationary

Therefore, we can estimate an error-correction model using the auto-
regressive distributed lag technique. The parsimonious representation of the
error-correction model is reported in Table 13.

Table 13: Parsimonious Error Correction Model for Manufacturing

Dependent variable is ADLMANSH

18 observations used for estimation from 1993 to 2010

Regressor Coefficient Standard Error T-Ratio[Prob]
dDLINV -.59070 31933 -1.8499[.094]
dDLGOVEXP -.54810 30821 -1.7784[.106]
dDLGOVEXP1 -.34318 .20200 -1.6988[.120]
dDLM2 1.1497 .59550 1.9307[.082]
dDLM21 -71397 .60481 -1.1805[.265]
dDLEXRT 15198 18572 .81835[.432]
dINPT -.55082 21729 -2.5349[.030]
ecm(-1) -1.7388 34722 -5.0076[.001]
R-Squared .92976; R-Bar-Squared .80099
S.E. of Reg. .16228 F-stat. F(7,10)11.3462[.000]

Mean of Dependent Variable .011187

S.D. of Dependent Variable .36376

Residual Sum of Squares .15800
Equation Log-likelihood 17.0789
Akaike Info. Criterion 5.0789

Schwarz Bayesian Criterion -.26335

DW-statistic 1.5989
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5.13 Interpretation of results

(a) Agricultural output share

The agricultural output share equation is very good as it has an R? of 0.94.
Thus, the regressors in this equation explain over 94 percent of the systematic
variations in the share of the agricultural sector in total output during the 21
year period, 1990 through 2010. The equation has an F statistic of 11.77
(with a p-value of 0.000). Thus, the hypothesis of a log linear relationship
between the share of agriculture in output and the explanatory variables in the
equation cannot be rejected at the 1 percent confidence level. The ECM
(error correction mechanism) had a negative sign as expected and with a t-
statistic of -6.78 has passed the significance test at the 1 percent confidence
level.

The most important variables impacting on the agricultural sector during
the period under study were its own lagged value, the aggregate level of in-
vestment, that is, the level of gross private domestic capital formation, and
the exchange rate. These 3 variables had positive signs and were significantly
different from zero at the 1 percent confidence level.

(b) Industrial output share

The industrial output share equation was very good, with an R? of 0.96 per-
cent. Thus, the explanatory variables used in the equation succeeded in ex-
plaining 96 percent of the systematic variations in the share of the industrial
sector in output between 1990 and 2010. The F-statistic of 10.9 (with a p-
value of 0.001) easily passes the significance test at the 1 percent level.
Hence, the hypothesis of a significant log-linear relationship between the
share of industry in output and the regressors in this equation is validated.
The ECM (error correction mechanism) had a negative sign as expected and
with a t-statistic of -5.63 passed the significance test at the 1 percent confi-
dence level.

The most important variables impacting on the share of the industrial
sector in output during the 1990-2010 periods were its own lagged value
(positively), government expenditure (positively), lagged broad money sup-
ply (positively), and the exchange rate (negatively). With a t-value of 3.13,
government expenditure was significantly different from zero at the 1 percent
confidence level. With a t-value of 2.99, lagged money supply was also sig-
nificantly different from zero at the 1 percent confidence level. The coeffi-
cient of lagged share of industrial production in total output passed the signif-
icance test at the 5 percent level. Exchange rate had a negative sign but only
passed the significance test at the 10 percent confidence level. The aggregate
level of investment was not significant.
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(c) Share of Wholesale and Retail trade in output

The equation explaining the share of wholesale and retail trade was just satis-
factory, showing an R? of 0.53. Thus, variables used were only able to ex-
plain 53 percent of the systematic variations in the output share of wholesale
and retail trade during the period of 1990-2010. Nevertheless, the equation
had an F-statistic of 2.72 which shows that it is significantly different from
zero at the 10 percent level. Thus, the hypothesis of a significant log-linear
relationship between the output share of the wholesale and retail trade sector
and the regressors cannot be rejected at the 10 percent confidence level.

The macroeconomic variables having the greatest impact on the share of
wholesale and retail trade in output were lagged WRTSH and lagged INV.
These had positive signs and were significantly different from zero at the 1
percent confidence level. On the other hand, the lagged value of broad money
supply had a negative sign but was only significant at the 5 percent confi-
dence level.

(d) Share of Services in output

The equation explaining the share of services in output was very good with
an R? of 0.95. This equation therefore explains approximately 95 percent of
the systematic variations in the output share of services during the 21-year
period studied. The equation had an F-value of 11.36 (with a p-value of
0.001) showing that it easily passes the significance test at the 1 percent con-
fidence level. It can therefore be concluded that the hypothesis of a signifi-
cant log-linear relationship between the output share of services and the re-
gressors in the equation is strongly validated. The ECM (error correction
mechanism) had a negative sign as expected and with a t-statistic of -5.78
passed the significance test at the 1 percent confidence level.

The most important variables impacting on the output share of services
were the exchange rate (negative and significantly different from zero at the 1
percent level) and aggregate investment (negative and significant at the 5
percent level). The remaining variables were not significantly different from
zero at the 1 percent, 5 percent or 10 percent confidence level.

(e) Manufacturing Share of output

The overall fit of the manufacturing output share equation is very good as it
has an R? of 0.93. Thus, the regressors in this equation explain approximately
93 percent of the systematic variations in the share of the manufacturing
sector in total output during the 21 year period, 1990 through 2010. The
equation has an F statistic of 11.35 (with a p-value of 0.000). Thus, the hy-
pothesis of a log linear relationship between the share of manufacturing in
output and the explanatory variables in the equation cannot be rejected at the
1 percent confidence level. The ECM (error correction mechanism) had a
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negative sign as expected and with a t-statistic of -5.0 passed the significance
test at the 1 percent confidence level.

The most important variable impacting on the manufacturing sector dur-
ing the period under study was broad money supply. This variable was posi-
tively signed and significantly different from zero at the 10 percent confi-
dence level. Aggregate investment had a negative sign and was significant at
the 10 percent confidence level. The other variables had negative signs and
were not significant at either the 5 percent or 10 percent levels.

From the foregoing analysis, one may conclude that fiscal policy
(through government investment spending) has had some measurable effect
on agriculture while monetary policy (through variations in broad money
supply) has had a substantial effect on industrial sector growth but a lesser
effect on manufacturing production. Indeed, the effect of macroeconomic
policy on manufacturing output has been so mild that it has not succeeded in
raising the share of manufacturing in GDP as the government has been in-
tending. Exchange rate policy seems to be the most versatile of the major
macroeconomic policy tools as it has had some effect on the agricultural
sector, the industrial sector, and on services.

6 Policy Implications of the Empirical Analysis

Sector-wise, different determinants play a role. The findings allow it to struc-
ture better policy interventions.

The main determinants of agriculture’s share in output were aggregate
investment and the exchange rate. Over the years, government has increased
investment in agriculture in order to boost food security. This has been back-
stopped in recent years by increasing subsidization of key inputs like fertiliz-
ers and by enhancing agricultural extension services.

As expected, government expenditure is a key determinant of the share
of the industrial sector in total output. Broad money supply also showed up as
a main determinant of the share of industry in total output. This suggests that
if properly conceived and implemented, monetary policy can be a driver of
industrial output growth in Nigeria.

However, as pointed out above, the share of manufacturing in output has
been falling mainly due to gross inadequacy of infrastructure, particularly
electricity. The econometric results show that the main determinants of the
share of manufacturing sector in total output are broad money supply and
aggregate investment.

Government spending and the exchange rate showed up as key determi-
nants of the share of services in total output. The openness of the Nigerian
economy explains the important role played by the exchange rate. A depreci-
ation in the exchange rate favours decreased importation while an appreciat-
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ing exchange rate encourages increased imports. Government spending is
critical because of the developmental role played by government in a devel-
oping country such as Nigeria.

Finally, the share of wholesale and retail trade in total output turned out
to be determined mainly by the aggregate level of investment in the econo-
my.

Currently, agriculture and services are major drivers of growth in Nige-
ria. This is an indication that economic growth has not resulted in the desired
structural changes that would make manufacturing the engine of growth,
create employment, promote technological development and reduce poverty
(Sanusi, 2010). In their study Obadan and Edo (2004) have noted that manu-
facturing has been characterized by low capacity utilization, low and declin-
ing contribution to national output, a declining and negative real growth rate,
a dominance of light consumer goods manufacturing, a low value-added to
production due to the high import dependence for inputs, the prevalence of
unviable state-owned enterprises, the accumulation of large inventories of
unsold finished products, and the dominance of sub-standard goods that can-
not compete internationally. It is imperative to introduce policies to change
these characteristics.

What is needed most is to raise the share of the manufacturing sector in
total output in order to further increase the growth rate of GDP and more
importantly to increase employment. Expansion of the manufacturing sector
will also benefit agriculture by encouraging the growth of agro-industrial
enterprises which would increase the demand for agricultural raw materials.
Accelerating the development of the manufacturing sector is a well-known
strategy for increasing value added in production, creating employment and
reducing poverty. Also technology development and innovation depend on
the development of the manufacturing sector.

Given the proven effectiveness of exchange rate policy in affecting sec-
toral output shares in agriculture, industry, and services, it seems reasonable
to project it as the principal tool that the government can use to bring about
structural transformation in the Nigerian economy. This should of course be
complemented by a fiscal policy which is effective in bringing about changes
in the share of agriculture. For best results, fiscal policy should be targeted in
order to achieve desired results. For example, in the agricultural sector in-
vestment should be directed towards providing improved seedlings, increas-
ing fertilizer use and expanding irrigation. Fiscal policy can also be used to
enhance the availability of infrastructural facilities which will not only bene-
fit agriculture but also boost manufacturing production. A medium-term
framework for fiscal policies is therefore needed. Monetary policy can then
be used to further increase the share of manufacturing and industry in output.
In this regard, monetary policy can be used to increase credit to small and
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medium scale enterprises as a means of expanding manufacturing production.
Although something is done in this direction, a much more concerted effort is
needed.

7  Conclusions and the Way Forward

In this paper, we have undertaken a comprehensive analysis of the impact of
macroeconomic strategies on sectoral developments in the Nigerian economy
from 1990 through 2010. The study period spanned both years of military
rule (1990-1999) and years of civilian democratic governance (1999-2010).
Overall, economic growth was higher during the period of democratic gov-
ernance - the annual growth rate of real GDP averaged 0.2 percent between
1999 and 1999 while the annual rate of economic growth averaged 6.3 per-
cent between 2000 and 2010. Indeed, since the widespread implementation of
economic reforms in 2003 the annual rate of economic growth has averaged a
commendable 7 percent. This contrasts sharply with the economic stagnation
which characterized the previous decade of military rule. Thus, from a purely
economic perspective, democratic governance has greatly benefited Nigeria.
This is in addition to the political gains of freedom and an environment of a
more liberal society enjoyed under civilian democratic governance. It should
be emphasized that the commendable economic performance under demo-
cratic governance was driven by good economic policies and strategies, far-
reaching economic reforms and the installation of sound institutions. Howev-
er, the growth process was not inclusive in Nigeria in terms of reducing un-
employment and youth unemployment, alleviating poverty, and improving
health and education indicators. Policies also were not conducive to manufac-
turing sector development and sustained agricultural productivity increases.
The sectoral analysis undertaken showed that services (particularly tele-
communications and banking) and agriculture were the big “winners” while
the industrial sector and particularly the manufacturing sub-sector was the big
“loser”. The sectoral share of services in total output increased from 11.3 per
cent during the decade of military rule to 15.6 per cent during the years of
civilian democratic governance. Similarly the share of agriculture in total
output rose from 33.8 per cent during the decade of military rule to 40.5 per
cent during the years of democratic governance. At 39.1 per cent, the share of
the industrial sector in total output was rather low by international standards
during the decade of military rule. It fell even lower to 27.6 per cent after the
transition to democratic governance. Thus the industrial sector was a “loser”
as a result of the transition to democracy. The manufacturing sub-sector was
the worst hit. By 2010, the share of manufacturing in GDP had fallen to 2.9
percent. Yet, manufacturing must be revived if growth is to be self-sustaining
and if significant progress is to be made in employment creation and poverty
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reduction. The poor performance of the industrial sector during the entire
1990-2010 period has been attributed in large part to the deficiency of infra-
structure, especially transportation and power. The share of wholesale and
retail trade in total output remained stationary at approximately 14 percent
during the two periods. So, this sector was neither a “winner” nor a “loser” as
a result of the transition from military to democratic governance. Neither in
the military governance period nor in the civilian governance period there
was a sustained trend of structural transformation of the Nigerian economy.
Macroeconomic policies were not effective in this regard.

The importance of good macroeconomic policies in the achievement of
sustainable development in both developing and developed economies of the
world is widely recognized. Good macroeconomic policies were responsible
for the appreciable economic performance of the Asian countries. China is a
recent example. With a GDP per capita of U$111.82 in 1970, China was
ranked 114th in the world, while Nigeria had a GDP per capita of US$233.35
and ranked 88th in the world the same year. Currently, China occupies an
enviable position as the second largest economy in the world and Nigeria is
struggling to be rated among the 20 leading economies of the world by 2020.
Thus, Nigeria needs to improve its policies and strategies to ensure that
growth is inclusive, broad-based and transformational.

Overall, we may conclude that the macroeconomic policy strategies of
the civilian governments as reflected in the economic reform programs such
as NEEDS had a positive impact on the growth and development of agricul-
tural and service sectors. The macroeconomic policy strategies of the civilian
governments did not have a significantly positive impact on the wholesale
and retail trade sector while their impact on the industrial sector, particularly
the manufacturing sub-sector, was negative. It is therefore imperative for the
government to improve infrastructure by building more roads and maintain-
ing them, building more modern railways, and boosting the availability of
power, especially electricity. However, also many other policy initiatives are
needed to support structural transformation in Nigeria, especially also in the
macroeconomic policies field. Medium-term Public Expenditure planning,
social development policies and a systematic support of non-oil sectors in
Nigeria are the most important policy fields. Expansion of the manufacturing
sector will not only contribute to a more sustainable growth of real GDP but
it will also enhance employment creation and promote poverty reduction.
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Analysis of the Prospects for a Second Monetary Zone
for West Africa

P. P. Njiforti P.P.!

1 Introduction

The conception of the West African Monetary Zone (WAMZ), also known as
the second monetary zone in West Africa, reached a higher pedestal follow-
ing the institutional meetings of the zone in Dakar, Senegal in December
2001. The idea of the second monetary zone was adopted by the summit of
the Economic Community of West African States (ECOWAS) in Lome,
Togo in December 1999 as a means of fast tracking the integration process of
the community. The prospective members of the second monetary zone —
including The Gambia, Ghana, Guinea, Liberia, Nigeria and Sierra Leone? —
signed the Accra Declaration in April 2000, committing themselves to the
ideals of a second monetary zone within the integration programme of
ECOWAS (Ojo, 2005).

The quest for an ECOWAS common currency was further strengthened
partly by the success story of the European Monetary Union (EMU). Howev-
er, recent financial and economic crises within the Eurozone have raised
policy questions whether the Euro model is the best option for adopting a
single currency in the WAMZ (Daniel, 2011). It was the general belief that
Europe’s path to a monetary union could be adopted to expedite the ECO-
WAS common currency project. The assumption here is that it conforms to
the theoretical literature on regional integration sequencing’. This approach
requires that intending members of a monetary union must meet some de-
fined Optimum Currency Area (OCA) criteria which focus on macroeconom-
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2 Cape Verde has an observer status.

3 Regional integration sequencing metamorphoses from Free Trade Area (FTA)
through the Customs Union (CU) and the Common Market (CM) to the Monetary
Union (Balassa, 1964).
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ic convergence of the intending member countries. The policy approach to
the realization of WAMZ, so far, seems to draw essentially from the tradi-
tional OCA theories that business cycle synchronization and macroeconomic
convergence make a currency area an optimal monetary arrangement, other
things being equal (Balogun, 2008). This is so because it reduces the scope
for asymmetric policy response to disturbances hitting the union-wide econ-
omy (Bayoumi and Eichengreen, 1992). However for about nine years, the
proponents of WAMZ have experimented with this approach but have failed
to meet the specified convergence criteria (Daniel, 2011). The inability of the
member countries to implement policies towards the attainment of the
ECOWAS single market objective and the WAMZ convergence criteria led
to the postponement of the launching of the WAMZ monetary union to De-
cember, 1% 2009 (Obaseki, 2005). Now the year 2012 has not seen major
achievements in this regard, although the project is upheld now for the year
2015.

In general, there are concerns within policy and academic circles that
there is little likelihood that even three countries would be able meet these
criteria given the apparent lack of policy co-ordination among members (see
for instance Nnanna, 2007). These concerns over the slim prospects for mac-
roeconomic convergence are significant given the little trade relations among
WAMZ member countries, and the non-fulfilment of other OCA criteria.
This paper therefore analyses the prospects for the formation of the West
African Monetary Zone (WAMZ), i.e. the second monetary union in West
Africa by the year 2015. The analysis is based on the macroeconomic con-
vergence criteria and is divided into the primary and secondary convergence
criteria.

The paper is divided into 7 sections, with introductory section 1 high-
lighting the research problems and the objectives of the study. Section 2 deals
with the review of the literature on macroeconomic convergence. Section 3
highlights the rationale for the formation of a WAMZ. Section 4 provides the
empirical analysis using annual time series data on the selected macroeco-
nomic convergence criteria variables across the proposed WAMZ member
countries. Section 5 presents the econometric analysis by examining time
series properties of the series for both the primary and secondary criteria.
Section 6 highlights the sufficient conditions for a sustainable WAMZ, while
section 7 concludes the paper.

2 Review of Literature
The concept of macroeconomic convergence has gained prominence for a

variety of reasons. The main reason for economic convergence, according to
proponents, resides on the fact that coordination of economic policies leaves
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countries better off without others being worse off. However, the contagion
effect of macroeconomic instability among member countries is eminent due
to some common policies that bind these countries together. The recent
events in the Eurozone give evidence of these contagion effects.

According to Paola (2007) economic convergence is feasible when
member countries tend to reach a similar level of development and wealth.
Solow’s economic growth model depicts that an economy converges towards
a steady state due to diminishing returns in physical capital investment. A
major assumption drawn from Solow’s model is that countries are identical in
all aspects but differ in their initial levels of capital per capita - with poorer
countries having higher marginal capital productivity than richer countries,
thus giving these poorer countries room to catch up. Generally, two main
strands of these theories - which member countries seek to optimize - are the
Customs Union (CU) and the Optimal Currency Area (OCA) theories. The
Customs Union (CU) theory basically tends to describe trade theories. Trade
theories on regional integration are hinged on the assumption that ‘productive
efficiency’ is enhanced if states undertake economic production in areas
where they have relative advantage to others, thus rationalizing costs and
prices (Anadi, 2005).

The Customs Union (CU) theory is premised on the assumptions of per-
fect competition in commodity and factor markets. The theory deals with the
static welfare effects of a customs union with member countries deriving
both positive and negative welfare effects. Initially conceptualized by Viner
(1950), trade among member countries occurs when the output of inefficient
producers is replaced after the elimination of tariffs by cheaper imports of
more efficient producers within the region to the benefit of both producers
and consumers. In line with Viner, Balassa (1961) noted that economic inte-
gration reduces trade barriers among countries. The central idea is that coop-
eration in international trade by setting zero tariffs against each other are
beneficial relative to the case when countries attempt to secure short term
advantages by setting optimal tariffs. Benefits can only be feasible when
countries liberalize labour and capital movements across borders, coordinate
fiscal and monetary policies, and coordinate resource allocation as well.
Balassa (1961) noted that economic integration precedes political integration,
with common markets and free movement of economic factors across nation-
al borders naturally generating a demand for further integration. These ideas
have been endorsed by Mundell (1961) and Fleming (1962) who argued that
factor mobility, and particularly labour mobility, within a region, is crucial to
the success in the establishment of a currency area. Factor mobility will re-
duce the dependency on exchange rate variations for external balance, thus
making the monetary union conducive for a fixed exchange rate.
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Similarly, McKinnon (1963) emphasized that openness and the size of
the economy as important determining features of integration while Kenen
(1969) looked at the degree of commodity diversification as an important
determining factor. Kendall (2000) noted that the benefits of regional integra-
tion are tantamount to increased mobility of both, labour and capital, an in-
crease in the liquidity value of money, the reduction of exchange rate specu-
lation within the region, and the reduced foreign exchange reserves require-
ment, given the fact that intraregional trade no longer would require foreign
exchange. Summarily the Mundell - Fleming is enshrining in what is com-
monly known as the monetary policy trilemma which states that, from a
menu of three potential desirable conditions, governments can achieve at
most only two of three conditions: (1) domestic monetary policy is autono-
mous; (2) external currency stability; and (3) international capital mobility).

The traditional OCA theory is based essentially on the study of costs
arising from the loss of the ability to conduct a national monetary policy — the
inability to affect its exchange rates, considered to be a strong instrument for
ensuring stability in the monetary field. In his work, Mundell (1961) is con-
sidered as the pioneer of the theory, and he has identified some criteria under
which a monetary union will be successfully attained. According to the theo-
ry, regions or countries can be affected by different distortions (symmetric or
asymmetric shocks). The essence of the theory is outlined through demand
shifts from one country to another. According to Mundell (1961), because of
these asymmetric shocks, both countries are confronted with adjustment
problems. The first country faces a decrease in its level of employment and a
deficit in its current account. The second country faces an expansion, which
can result in upward pressures on its price levels and it accumulates a current
account surplus.

As mentioned, for eliminating such macroeconomic disequilibria, the
control of exchange rates constitutes a powerful instrument for adjustment.
This means that depreciation of the currency in the first country would elimi-
nate the current account balance problems and unemployment, on the one
hand, and inflationary pressures, on the other. This is so because depreciation
stimulates the demand for the goods of the domestic economy. In the absence
of exchange rate flexibility, the adjustment mechanisms will be supported by
variations in wages and unemployment. The nature of the criteria is diverse.
Some of them emphasize adjustment mechanisms, which can substitute for
exchange rate flexibility. The low degree of diversification within the mone-
tary union can accentuate the existence of asymmetric shocks. These criteria
may limit the feasibility of a monetary union and/or may determine whether
or not an existing monetary union constitutes an OCA (Masson and Taylor,
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1993; Dyson, ed., 1994; Aschheim and Tavlas, 1995)* The above factors are
very relevant to be taken into consideration for the formation of WAMZ.
However, for most African countries the assumptions of the neoclassical
market economy do not hold. Some countries still experience fiscal domi-
nance externally and internally. Labour mobility is highly restricted even
within the same blocks. Some of the economies are mono-cultural in nature
in terms of dependence on a few natural resources which are not processed in
the countries.

3 The West African Monetary Zone (WAMZ)

3.1 Towards Macroeconomic Convergence and the Rationale For the
Formation of the WMAZ

The agreement of the WAMZ and the status establishing it were signed in
Bamako in December 2000 by the member states, except Liberia that re-
quested the right for more time to study them. With this critical action taken,

4 These criteria are: (i) Factors” mobility: In the case of demand shifts, labour

mobility is a “natural” mechanism that will lead to a new equilibrium. This movement
of labour eliminates the need for wage declines. Thereby, unemployment problems
and inflationary wage pressures disappear. At the same time, current account disequi-
libria will also decline;
(i1) Wage flexibility: As is the case with demand shifts, total price and wage
flexibility ensure a return towards initial equilibrium. If there is no labour
and wage flexibility, the adjustment of the real exchange rate is necessary;
(iii) Country openness: Two opposite views are linked to the criterion of
country openness. According to the first view, more openness reduces the
cost of a monetary union, as it reduces the probability of the occurrence of
asymmetric shocks. The second view is opposed to the first one. The costs
of a monetary union increase with the degree of openness of a country. The
idea behind the degree of openness is the effectiveness of the exchange rate
in dealing with asymmetric shocks.
(iv)Diversification of the production structure: When an economy is well
diversified in its production structure, a demand shock will have a small ef-
fect. Diversification implies a compensation of international immobility by
means of inter-sector mobility (De Grauwe, 1997; De Grauwe and
Vanhaverbeke, 1993).
(v) Integration and specialization dynamism: For Masson and Taylor (1993)
the impact of a monetary union will depend on intra—community trade,
which will condition the degree of asymmetric shocks. Asymmetric shocks
refer to the differential response of member countries to economic dyna-
mism or changes.
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the monetary union mechanisms of the zone were expected to take off in
January 2003. The WAMZ membership consisted of five countries viz.: The
Gambia, Ghana, Guinea, Nigeria, and Sierra Leone, with Cape Verde and
Liberia acting as observers. Liberia became a full member in the year 2010
while Cape Verde still maintained the observer status. The objective of the
WAMZ is to establish a monetary union characterised by a common central
bank and a single currency to replace the existing five (and then six) national
currencies. The concept of the second monetary zone was endorsed in De-
cember 1999 by the Authority of Heads of State and Government of the Eco-
nomic Community of West African States (ECOWAS) (WAMI, 2011) to
facilitate the achievement of the goal of a single monetary zone in the sub -
region, following a prolonged delay in its realisation due to economic and
political problems. The West African Monetary Institute (WAMI) was set up
to prepare member countries for the second monetary union, by implement-
ing the WAMZ programme, consisting of a set of macroeconomic conver-
gence criteria. The project, if successful, would lead to a common currency;
the common currency of the zone would be called “The Eco” (see Ojo,
2004).

Member countries are required to comply with five convergence criteria
before acceding to the monetary union. These are in the areas of fiscal deficit,
inflation, interest rate and exchange rate. In furtherance of the objective of
monetary integration, the Authority of Head of State and Government of
ECOWAS at its 22" summit in Lome in 1999 (Ukpong, 2002) adopted the
set of macroeconomic convergence criteria including:

v Ratio of budget deficit (excluding grant)/GDP (Commitment basis)

of less than or equal to 4 per cent by year 2002,

v' Inflation rate of 5 per cent by 2003,

v Central bank financing of the budget deficit be limited to 10 per cent

of previous year’s tax revenue by the year 2003, and

v Gross foreign exchange reserves to be greater than or equal to 6

months of imports by the year 2003.
However at the Ghana/Nigeria bilateral economic meeting held in Accra
between December 20 and 21 1999, it was agreed that these primary criteria
be adopted subject to their implementation in two phases, beginning with the
following bench marks.
v" Single digit inflation rate by 2000,
v Gross foreign exchange reserves to cover at least 3 months of im-
ports by 2000,

v Central bank financing of budget deficit to be limited to 10 per cent
of previous year’s tax revenue by the year 2000,

v Budget deficit/GDP ratio (to be determined later). The technical
committee later proposed 5 per cent for 2000.
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In addition the above primary criteria, another set of requirements in the
form of secondary criteria include:

v Prohibition of new domestic arrears and liquidation of all existing

arrears.

v Tax revenue/GDP ratio to be equal or more than 20 per cent.

v' Wage bill/total tax revenue to be equal to or less than 35 per cent.

v Public investment/Tax revenue ratio to be equal to or more than 20
per cent.

v Real exchange rate stability to be maintained by each country. The
exact rate will, however, be determined within the context of the
ECOWAS exchange rate mechanism, and

v Maintenance of positive real interest rates.

The major benefits and rationale for the formation of common currency
unions as argued by Madhur (2002) is that it facilitates trade and investment
among the countries of the union. It promotes income growth within the
region by reducing transaction costs in cross-border business, and by remov-
ing volatility in exchange rates across the union. Barro (2001) sees a currency
like a language, and thus as common language facilitates effective communi-
cation among people; common currency could therefore promote trade and
investment among countries. In an environment of different currencies, trans-
action costs, including the costs of obtaining information about prices, would
be higher. This would be a disincentive to trade, commerce and investment.

The analysis and discussion so far suggest that the attainment of an eco-
nomic and monetary union in West Africa is a desirable objective and hence
necessary (Soyibo, 1998). The main argument in support is that the working
balances in convertible currencies can be reduced because convertible cur-
rencies are used only for the settlement of net balances at the end of each
transaction period (Quirk and Evans, 1995). Another major attraction of
monetary integration is its trade-creating potential (in both goods and ser-
vices) within and beyond the constituent states by removing some of the
payments obstacles to trade (Itsede, 2002).

Despite the advantages advanced above, the experience in West Af-
rican countries shows a very low level of intra-trade. For instance, intra-
African trade stands at around 10 per cent compared to 60 per cent, 40 per
cent, and 30 per cent of intra-regional trade that has been achieved by Eu-
rope, North America and ASEAN respectively. Even if allowance is made for
Africa’s unrecorded informal cross-border trade, the total level of intra-
African trade is not likely to be more than 20 per cent, which is still lower
than that of other major regions of the world (Mwangi et al., 2012)°.

3 For instance, Nigeria’s export to the ECOWAS region, which averaged about 7 per
cent of its total exports between 2001 and 2006, plummeted to 2.3 percent in 2010.



206 Unit 2: Macroeconomic Policy Formation in West Africa

Moreover, the average freight cost in West Africa in 1997 was about
12.9 per cent of the cost of insurance and freight import values, in compari-
son with 4 per cent of these values for developed countries (WTO, 2004).
The incredibly high volume and range of nontariff barriers that are still in
force is corrosive to intraregional trade. The number of checkpoints erected
by law enforcement agents along highways connecting West African coun-
tries range from seven per 100 kilometres between Lagos and Abidjan to two
per 100 kilometres between Accra and Ouagadougou (WTO, 2004).

Political tension, conflict and violence also diminish the capacity for Af-
rican states to engage in intra-continental trade. These factors lead to low
levels of economic growth, destroy needed export infrastructure, and slow
down and even reverse regional integration. Infrastructure is and has always
been a major issue for Africa, especially for Sub-Saharan countries. Like
conflict, infrastructural deficiencies reduce economic growth and productivi-
ty, and raise transportation costs. According to a 2010 report from regional
African organizations only about 30 per cent of African roads are paved and,
as a consequence, “shipping a car from Japan to Abidjan costs $1,500, while
shipping that same vehicle from Addis Ababa to Abidjan would cost $5,000”
(UNECA, AU and AfDB 2010, pp. 193-238).

Africa’s maritime ports have their own problems; the same report esti-
mates that the continent’s port productivity is only 30 per cent of the interna-
tional norm. It is likely that part of the reason for this underperformance is
the unequal usage of the continent’s ports; only six of its 90 total ports (three
in Egypt and three in South Africa) handle 50 per cent of its trade. A related
issue deals with cost; the port in Durban—Sub- Saharan Africa’s busiest
port—charges more to dock a ship than any other major harbour in the world
and the charges are double the world’s average. This same scenario is experi-
enced in West African ports (Mwangi et al., 2012).

The vast majority of Nigeria’s exports to the ECOWAS are mineral fuel and oils,
which reached 97 percent and 94 percent, respectively, in 2009 and 2010. Compara-
tively, the share of manufacturing in Nigeria’s total exports to the ECOWAS region
climbed from 1 per cent in 2001 to 5.4 per cent in 2010, while the share of Nigeria’s
agricultural exports — which was 3 per cent in 2001— plunged to nearly nothing in
2009 and 2010 ((Mwangi et al., 2012).



Njiforti: A Second Monetary Zone for West Africa 207

4 Empirical Analysis - Convergence Performance by Criteria
and Countries

4.1 Empirical Analysis - Convergence Performance by Criteria
4.1.1  Primary Convergence Criteria

a) Budget Deficit / GDP Ratio <4%

According to the WAMA Macroeconomic Convergence Report 2009, fiscal
performance in Table 4.1 shows that the macroeconomic convergence criteri-
on improved significantly between 2006 and 2009 compared to the situation
prior to this period. Five countries, namely The Gambia, Ghana, Guinea,
Liberia and Nigeria met up with this criterion, with 4 countries constantly
meeting the Budget Deficit/GDP ratio criteria since 2006.

Table 4.1: Budget Deficit / GDP Ratio<4%

H1 H1
2001| 2002 [2003|2004/2005{2006{2007{2008| 2008 | 2009 | 2009*

Cape Verde| 11.4| 105 | 9.1 | 84 |11.0{ 9.7 | 6.1 [10.0| 5.8 5.8 6.2

Gambia -9.8| -9.1 |-7.6]-102| -8.4|2.7(-1.1|-2.1| 42 | -33 -4.3

Ghana 1321 83 [ 751 8116911291145(11.11 195 | 11.7 18.0

Guinea 34| 62 |88[59]|16[20]|09[0.1]| L7 0.8 29

Liberia 19| 1.0 |3.7]44]09[-30|34]22]| 20 1.6 2.0

Nigeria 58| 59 | 28| 1.7]13[06|12|00]| 0.2 2.8 0.4

Sierra Leo-

ne 16.7] 16.5 [ 19.4|143]| 95| 85|50 95| 8.6 5.7 8.1
No. of
countries 2 1 2 1 3 4 4 4 4 4 4

Source: WAMA (2009, p. 20) and Central Banks®, Note: H1= First Half}
*=Projection; the areas marked are figures that met the convergence criteria

© The latest comprehensive macroeconomic convergence data report for the conver-
gence criteria which was used in this study was published in 2009 by the West Afri-
can Monetary Agency/ WAMA (WAMA 2009). This analysis is therefore limited to
2009.

7 WAMA Report/West Africa Monetary Agency Report 2009, ECOWAS Monetary
Cooperation Programme, Macroeconomic Convergence Report 2009.
http://'www.amao-wama. org/fr/Publications /convergences% 20macro%_20en.pdf

8 Annual reports from the central banks of the WAMZ countries and from the Central
Bank of West African States, CBWAS/Banque Centrale des Etats de I'Afrique de
I'Ouest, BCEAO); while WAMZ is servinf 6 countries plus one observer country, the
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b) Inflation Rate <5 %

Inflationary pressures that mainly originated from the food and fuel
crises was a challenge for all the countries in 2008. Some improvement was
registered during the first and second half of 2009. As compared to 2008
when no country has achieved the target, two countries met the target in the
first half of 2009 and three countries met the target in the second half of
2009.

Table 4.2: End of Period Inflation Rate

2001 | 2002 {2003 2009 | 2009*

Cape Verde
Gambia

Ghana 23.6/11.8

Guinea 5.2 6.1 [12.9|27.6 7.7
Liberia 194 | 11.1 [ 50 [16.1] 7.0 89 [11.7] 125 [ 9.4 9.1
Nigeria 164 | 12.1 -10.0 11.6) 85] 6.6 12.0 [15.1 7.7
Sierra Leo-

ne 3.4 | -13 [11.3|14.4|13.1| 73 |13.8] 16.6 |132| 7.8 | 10.0
No. of

countries 312 3 3 2 1 0 2 3

Source: WAMA (2009, p.21), Note: H1 = First Half, *=Projection; the areas marked
are figures that met the convergence criteria

¢) Central Bank Financing of Budget Deficit/Previous Year’s Tax Reve-
nue <10%.

Performance in terms of budget deficit financing by the Central Bank re-
mained impressive during the period. For instance, six countries complied
with the criterion in the first and second half of 2009.

CBWAS/BCEAO is a central bank serving the eight West African countries which
comprise the West African Economic and Monetary Union (UEMOA).
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Table 4.3: Budget Deficit Financing by Central Banks

Cape
Verde
Gambia

Ghana
Guinea

Liberia

26.4

No. of

countries
Source: WAMA (2009, p.21), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

d) Gross Foreign Exchange Reserves >6 Months of Imports Cover

In most of the member countries, the performance of gross foreign exchange
reserves as indicated in Table 4.4 was poor throughout the period. Only Nige-
ria has been able to meet up with this criterion.

Table 4.4: Gross External Reserves >6 Months of Imports
2001 2002 2003 2004 2005 2006 [2007 [H1 2008 |H1 2009*
2008 2009

CAPE
VERDE |15 [20 |18 [24 [34 [36 |41 |37 |41 |39 |40

GAMBIA -2,9 3.1 |47 |52 (49 |44 |58 |43 4.0 53
GHANA |12 |23 |41 [3.7 |40 |37 [39 |57 |22 |47 |23
GUINEA b |23 |16 [12 |1.1 |08 |04 |05 1.1 12 1.8

LIBERIA b6 |00 |-02]02 [0.1 [0.1 |07 |o0.1 0.7 1.0 0.7
NIGERIA
No. of 2 (1 (1 |1 1t |1 |1 1 1 1 1

Source: WAMA (2009, p. 22), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria
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4.1.2 Secondary Convergence Criteria

a) Tax Revenue/GDP Ratio >20 %

Performance in terms of tax receipts remained low during the period under
review. Two countries (Cape Verde and Ghana) fulfilled this criterion in June
2009, thus maintaining the same number attained in the corresponding period
of 2008. This calls for a more in-depth reflection on the optimality of average
tax rates in member countries. It is believed that with high tax rates in the
context of an inefficient tax mobilization structure, it would be virtually
impossible to maximize tax revenue. This could give rise to pervasive tax
evasion and to administrative bottlenecks that would continue to make it
difficult to mobilize tax revenue effectively (WAMA, 2009).

Table 4.5: Tax Revenue/GDP Ratio
2001|2002 | 2003 | 2004 | 2005 | 2006 | 2007 HI‘J 2008 | H1 | 2009

200! 2009 *
CAPE

VERDE 18.7 1 19.7 | 18.6 | 19.6 [ 21.0 | 23.0 | 22.8 | 21.6 | 22.7 | 17.7 | 23.9

GAMBIA 192 | 141138224 | 172|188 | 194 | 182| 17.6| 16.8 | 159
GHANA 1721751193 ]224| 219|223 26.1 | 20.6 | 27.9 | 22.3 | 23.9
GUINEA 11 4] 120/ 105] 95 [ 122|148 13.5[ 144|147 | 153|155
LIBERIA 114 107] 64 | 92 | 147] 132|126 123|125 12.8]| 125
NIGERIA 195|140 157 | 148 | 172149 | 11.7| 188|162 | 11.0| 13.5
SIERRA LEONE| 134 | 114|167 13.7| 81 | 85| 78 | 98 | 86 | 89 | 83
No. of countries | 0 0 0 2 2 2 2 2 2 2 2
Source: WAMA (2009, p. 23), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

b) Wage Bill /Tax Revenue <35%

The wage bill which forms a significant proportion of recurrent expendi-
ture in WAMZ Member States is also monitored periodically to highlight
its impact on fiscal performance. At the end of June 2009, two (2) coun-
tries (The Gambia and Nigeria) only met this criterion.

¢) Public Investment/Tax Revenue >20 %

This criterion which monitors the utilization of domestic resources for the
investment needs of member countries has suffered a similar fate as the tax
revenue mobilization criterion. Only two countries (Guinea and Nigeria)
met this criterion in first half of 2009 and one country (Nigeria) met the
criterion in the second half of 2009.
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Table 4.6: Wage Bill/Tax Revenue
2001 {2002 {2003 | 2004 (2005 {2006 {2007 |H1 2008 |H1 2009*

2008 2009
CAPE
VERDE 503|463 | 63.2|47.9|47.1|46.0| 41.6 | 428 |38.1| 464 | 42.7
GAMBIA 40.11 38.0

57.2

GUINEA
LIBERIA

NIGERIA

SIERRA

LEONE

No. of coun-

tries
Source: WAMA (2009, p. 24), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

Table 4.7: Public Investment/Tax Revenue

2001|2002 {2003 | 2004 (2005|2006 |2007 [H1 2008 |H1 2009*
2008 2009

CAPE

VERDE 4248|3433 |129] 29 |20 78 1.9 2.5 2.4

GAMBIA | 61| 75 |11.0|142] 48 3.1 6.3 8.6 16.3 14.0 | 10.0

GHANA | 164| 132|188 184|188 175 | 6.0
GUINEA | 55 102121161126

LIBERIA 183 149 | 13.8| 12.5 12.5
NIGERIA

14.7

SIERRA
LEONE 66| 94 |113] 82| 79 10.6 | 9.1 15.9 13.4 8.0 11.8
No.of 1, 13 11 |2 |1 |2 |2 |2 2 2 1
countries

Source: WAMA (2009, p. 25), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

d) Positive Real Interest Rates

In recent years, the real interest rates have been constantly negative in
the majority of the member countries. This is also a result of high inflation-
ary pressures experienced in the member countries. Prevalence of negative
real interest rates is inimical to domestic savings mobilization and financial
intermediation which underscores the importance of the observance of this
criterion. As shown in Table 4.8, two countries met this criterion in the first
half of 2008 and non in the second half of 2008. One country (Guinea) met
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this criterion in the first half of 2009 and no country met it in the second half
0f20009.

Table 4.8: Real Interest Rates

2001 | 2002(2003 [2004 [2005 [2006 (2007 H1 2008 [H1 | 2009
2008 2009 | *

CAPEVERDE |\ o 02 | 55 | 38 | 1.5 | -1.5 | -12 | 46 | -36 | 26 | -1.8
GAMBIA 09 | 40|-51|68 |32 |36 |-10[ 18 |-1.8]-04]-05
GHANA 6.8 | -22|-13.9| 23| -7.5| -9.4 |-11.3]-16.4|-15.9|-18.9 [-28.0
GUINEA 28 | 13 | -83(-19.2(-23.0(-200| 1.8 | 9.9 | -05 | 52 | -0.7
LIBERIA -13.7| -54 | -0.6 |-12.7] -3.9 | -6.2 | 9.1 |-10.5| -7.2 | -3.8 | -6.9
NIGERIA 40 | -84 |-20.6| -5.6 [-10.1| -6.5 | -3.0 | 9.0 |-12.0| -8.4 | -4.9
SIERRA
LEONE 13 | 81 | -58|-66|-72|-1.8|-83 |-11.1| -92 | -43 | -6.0
No. countries 4 3 1 2 2 1 1 2 0 1 0

Source: WAMA (2009, p. 26), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

e) Stability of Real Exchange Rate within £5%

Two major exchange rate regimes exist within WAMZ: the fixed exchange
rate regime for Cape Verde’ and the flexible exchange rate regime for Liberia
and the other countries of the WAMZ.

The co-existence of the two exchange rate regimes makes any evaluation
based on the movements of the nominal exchange rates of little relevance, so
that analyses based on real exchange rate developments are more appropriate.
The real exchange rate of most economies remained stable during the first
half of 2009. With a fluctuation margin of + 5.0 %, seven (7) countries met
the criterion in the second half of 2009.

f) Domestic Arrears (prohibition of accumulation of new arrears and
liquidation of existing arrears)

According to the WAMA report (2009), performance under this criterion was
not analysed due to the low level of responses of WAMZ countries within the
period under review. In general, responses are received from the UEMOA
countries, while the non-UEMOA countries hardly provide responses for this
criterion. It is hoped that these countries would endeavour to provide re-

% Cape Verde - though a potential member - is still having only an observer status in
the WAMZ.
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sponses which would further enrich the analyses of domestic arrears accumu-
lation in member countries.

Table 4.9: Real Exchange Rates

GUINEA
LIBERIA

NIGERIA

SIERRA
LEONE

No. of
countries

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008

Sources: WAMA (2009, p. 27), Note: H1= First Half; *=Projection; the areas marked
are figures that met the convergence criteria

2) Convergence Criteria met by WAMZ countries

Table 4.10 provides an overview of the number of countries that complied
with the convergence criteria. Most of the countries met the criteria in 2008

and 2009.
Table 4.10: Number of Countries that Met the Criteria
H1 H1
2001 2002| 2003 | 2004 (200520062007 2008 | 2008* | 2009 2009*
Budget Deficit| 2 | | 2 1 3| 4 4 4 4 4 4
Inflation 3 3 3 2 3013 2 1 0 2 3
Reserves 2 1 1 1 1 1 1 1 1 1 1
Central Bank
Financing 5 3 3 6 715 7 5 6 6 6
Tax Revenue 0 0 0 2 2 12 2 2 2 2 2
Wage bill/ Tax
revenue 3 2 4 3 4 5 5 4 5 5 2
Public Invest-
ments 2 2 1 2 1 ]2 2 2 2 2 1
Real Intr. Rate| 4 3 1 2 2 1 1 2 0 1 0
Real Exch. Rate 3 4 2 4 213 5 5 3 6 7

Source: WAMA (2009); compiled from Tables 4.1 to 4.9, Note: Hl= First Half;

*=Projection
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Table 4.11 gives a summary of the total number of criteria satisfied by each
country. Table 4.11 indicates that none of the countries has yet been able to
meet all the primary and secondary convergence criteria. As at mid-2009, the
best performance with regard of the 9 targets was recorded by Nigeria. Cape
Verde, Ghana and Sierra Leone as well as the other WAMZ countries
achieved a lower number of targets.

Table 4.11: Total Number of Convergence Criteria Met
H1 HI1
2001 {2002 | 2003 | 2004 | 2005 [2006 [2007 [2008 2008 [2009] 2009+

CAPE VERDE 3 4 4 4 4 4 4 3 ]2 4
GAMBIA 2 0 1 4 4 6 3 5 3 |4 4
GHANA 1 0 2 3 3 3 4 2 2 |2 2
GUINEA 5 3 1 1 3 2 4 4 4 |7 3
LIBERIA 4 4 3 2 3 4 4 3 4 |4 4
NIGERIA 4 4 4 5 5 5 6 5 5 |6 6
SIERRA

LEONE 3 3 0 1 1 0 2 2 1 ]2 2

Source: WAMA (2009); compiled from Tables 4.1 to 4.9, Note: Hl= First Half;
*=Projection

4.1.3 Development of Convergence Performance between 2010
and 2012

Even though the analysis in this paper is limited to the WAMA 2009 report
on macroeconomic convergence, the developments between 2009 and 2012
are of interest in this paper. A series of consultative meetings have been held
to review the convergence criteria, the level of financial integration, the fiscal
developments in the member countries, etc. Also important documents were
published; these include the Report by the Committee of the Governors of the
Central Bank of the Member States, the Report by the Technical Committee
of WAMZ, etc.

For instance, the Director General of WAMI, Dr. Temitope W. Oshiko-
ya, in his address on the 24" meeting of WAMI on February 10" 2011 stated
that an assessment of macroeconomic convergence performance showed that
at the end of June 2010 only Liberia has satisfied all the four primary conver-
gence criteria. The Gambia, Ghana and Nigeria have satisfied three out of the
four criteria. Sierra Leone has satisfied one criterion, while Guinea did not
satisfy any. The two criteria on single digit inflation and on fiscal deficit,
excluding grants, to GDP continued to be challenging for most Member
States. Zonal performance under the secondary criteria was generally not
satisfactory (WAMI, 2011).
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According to the Report of the 26™ meeting of the Committee of Gover-
nors of Central Banks Reporting of the WAMZ held in Freetown, Sierra
Leone, on January 16™ to 20 2012, macroeconomic developments and the
status of convergence in the first half of 2011were positive (WAMZ/CG/26,
2012). Overall economic performance in the WAMZ remained robust - with
real GDP expected to expand by 8.0 per cent in 2011, compared to 7.7 per
cent in 2010. The strong growth in 2011 was driven by increased activities in
the agricultural and industrial sectors in the member countries. Inflationary
pressures in the Zone eased slightly, declining from 13.4 per cent at end-June
2010 to 11.6 per cent at end-June 2011. The Fiscal deficit to GDP ratio (ex-
cluding grants) narrowed to 2.6 per cent during the first half of 2011 com-
pared to a deficit of 3.9 per cent to GDP in the corresponding period of 2010.

During the first half of 2011, member countries’ performance with re-
spect to the convergence criteria was encouraging as all the countries showed
improvement in their compliance with the primary criteria. Ghana and Libe-
ria achieved all the four primary criteria, while The Gambia, Guinea and
Nigeria met three criteria. Sierra Leone complied with two criteria. The me-
dium-term projections for the countries suggest a promising outlook. There
was, however, no improvement in the member countries’ performance on the
secondary convergence scale (WAMZ/TC/32, 2012).

4.2 Empirical Analysis — Convergence Performance by Countries
4.2.1  The Gambia

a) Performance under the Primary Criteria

The fiscal deficit, which was 3.3 percent during the first half of 2009 com-
pared to 2.1 percent in the corresponding period of 2008, was within the
established benchmark. Inflationary pressures increased from 2.2 in June
2008 to 5.4 percent, thus missing the required target (table 4.12).

Apparently the central bank did not finance the budget deficit during the
first half of 2009. However, there are indications that the central bank pro-
vided substantial overdraft to the Government during the course of the review
period. This is not reflected in the highly aggregated central bank balance
sheet and must have been subsumed under other items net (WAMA, 2009).

Gross foreign exchange reserves in terms of months of imports were
5.5 during the review period, compared to 5.8 in the first half of 2008.
This could be attributable to the decline in export performance, lower worker
remittances, and in tourism receipts (WAMA, 2009).
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b) Performance under the Secondary Criteria

The tax revenue performance criterion (tax revenue/GDP) during the period
was 16.8, which was slightly lower than that of the corresponding period of
2008 (18.2 %), and below the required benchmark. Between 2003 and 2009,
Gambia’s performance on the salary mass/tax revenue benchmark has been
constantly below the required maximum target of 35.0 percent annually.

Table 4.12: Status of Macroeconomic Convergence in The Gambia

Target| 2003 | 2004 | 2005 [20062007|2008 2009

JuneDec [June Dec

Primary Criteria:

i) Budget Deficit/GDP 4% 5.2 9.9 84 |27 F1.1 |-2.1 (4.2 3.3 |43
ii) Inflation Rate <5 17.6 8.0 1.8 14 160 22 6.8 [54 5.0
iii) Budget Deficit F. £10% [63.1 0.0 0.0 0.0 0.0 [27.5(0.0 (0.0 [0.0
iv) Gross Foreign Ex- Pom 3.1 u.7 5.2 Ho 44 58 U3 |55 47

change Reserves

Secondary Criteria:

i) Domestic Arrears = n/a In/a In/a nfa [n/a |n/a n/a |n/a n/a
ii) Tax Revenue/GDP P20% [13.8 [224 [17.2 [18.8|19.4 |18.2 [17.7 [16.8 |15.9
iii) Salary Mass/Tax <35% 333 [23.1 P43 P42 [22.3 27.6 31.2 28.7 [30.2
iv) Public Investment/Tax P20% [11.0 |142 @4.8 3.1 6.3 [B.6 |16.3 [14.0 20.7
v) Positive Real Interest Rate >0 -5.1 6.8 3.2 3.6 |-1.0 (1.8 [1.8 [-0.4 0.0
vi) Real Exchange Rate K5% 285 1.2 |64 0.2 9.7 0.6 [14.4 3.0 [0.3
Total No. Of Criteria Met 1 4 4 6 |3 5 2 4 |6

Source: WAMA (2009, p. 76)

However, the level of public investments financed from domestic re-
sources remained low by the Community standard, at 14.0 per cent during the
period, despite a significant improvement on the 8.6 per cent achieved in the
first half of 2008. There was prevalence of a negative real interest rate (-0.4),
which is inimical to domestic savings mobilization. With a fluctuation band
of + 5.0 per cent, the real exchange rate remained stable during the period
under review at 3.0 per cent.

(c) Developments on Macroeconomic Convergence since 2009

Macroeconomic convergence performance showed that at the end of June
2010 The Gambia had satisfied three of the four primary criteria. The Pay-
ments System Development project in The Gambia has reached an advanced
stage of implementation. On the WAMZ/AfDB Payments System Develop-
ment Project it was reported that the implementation phase of the project had



Njiforti: A Second Monetary Zone for West Africa 217

commenced in January, 2010. The project is scheduled to go-live in The
Gambia with the pilot site in April 2011 (WAMZ/CG/24, 2011)

During the first half of 2011 The Gambia met three of the primary crite-
ria. On policy harmonisation and institutional arrangements, steady progress
has been made. Gambia’s status of compliance with the ECOWAS Trade
Liberalisation Scheme (ETLS) and the Common External Tariff (CET) was
encouraging. With regard to financial integration, the College of Supervisors,
in collaboration with WAMI, has issued its maiden Financial Stability Report
(2011). Recognising the need to support member countries in building capac-
ity to implement the International Financial Reporting Standards (IFRS),
WAMI in collaboration with Euromoney organised a high level training on
IFRS. Member countries’ performance in terms of ratification of the four
main legal instruments of WAMZ was mixed. The Gambia has ratified all the
WAMZ statutes. However, with the adoption of the new West African Cen-
tral Bank (WACB) statute in Conakry in July 2011, it is anticipated that the
Statute would be presented to the Authority of Heads of State and Govern-
ment for signing soon to pave the way for its ratification by the member
countries. As regards contributions to the WACB capital, The Gambia has
fully contributed while Ghana and Nigeria have made partial contributions.
Guinea, Liberia and Sierra Leone are yet to make any contribution. With
respect to the Stabilisation and Cooperation Fund (SCF), Ghana and Sierra
Leone have fully contributed while partial contributions were made by The
Gambia and Nigeria. Guinea and Liberia are yet to make any contribution
(WAMZ/TC/32, 2012).

4.2.2 Ghana

a) Performance under the Primary Criteria

As in 2008, Ghana met in 2009 none of the primary convergence criteria and
missed also the required benchmark on public investments financed from
domestic sources. Thus Ghana met only one target in respect of the second-
ary criteria, namely the one on tax revenue relative to GDP (table 4.13). Alt-
hough the restraints in regard of fiscal excesses resulted in a relative decline
in the budget deficit, it was still high by about 7.7 percentage points above
the required maximum benchmark of 4.0 per cent. The high inflationary
pressures accelerated further. Central Bank financing of the government
budget deficit was 25.7 per cent, and the level of gross foreign exchange
reserves was 2.4 months of imports cover, far below the 6.0 months bench-
mark.
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b) Performance under the Secondary Criteria

Performance under the secondary criteria was also not encouraging as the
outcome on the various benchmarks showed divergences from the established
benchmarks. Data on the domestic arrears were not available. Nevertheless, a
review of the government’s financial operations indicated conscious efforts
towards liquidation of the existing arrears as the cash payments exceeded the
commitments incurred during the period. Even though the country realized in
2009 the target on tax revenue relative to GDP, it marked a reduction in tax
returns compared to the performance in the same period in 2008. The public
sector wage burden continued to worsen owing to the decline in tax returns.
At 17.8 percent of the level of public investments, this criterion was below
the 20.0 percent benchmark (WAMA, 2009).

In spite of the relative improvement in the management of fiscal policy,
the authorities still face a number of challenges. The prevailing constraints
relate to the high public sector wage burden, increasing interest payments and
the liquidation of outstanding arrears arising from commitments made in the
preceding year.

The inflationary pressures observed in the first half of the year may per-
sist during the second half of 2009. The consumer price index increased sig-
nificantly by 15.9 percent in the review period, indicating a projected infla-
tion above 21.0 percent for the year 2009. The relative improvement in fiscal
operations in the first half of the year would also facilitate the deceleration of
inflation process. However, the existence of certain risk factors would pose
major challenges to the authorities, like the lagged effects of the fiscal ac-
commodation undertaken in the first half of the year, the uncertainties about
the short-term trends in crude oil prices, and the probability of a further de-
preciation of the domestic currency (WAMA 2009).

With regard to the convergence criteria, the projections for the second
half of the year 2009 indicate that performance would continue to be difficult
although the country would sustain the secondary criterion on tax revenue.
The budget deficit and inflation would remain high on account of the emerg-
ing fiscal challenges. Despite an expected easing in the foreign exchange
earning capacity, the prevailing constraints in the external sector would not
permit a realization of the required benchmarks on gross foreign exchange
reserves. Meeting the targets on the wage burden and public investments
from domestic sources would also be difficult.
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Table 4.13: Status of Macroeconomic Convergence in Ghana
[Target 2003 2004 2005 2006 [2007 [2008 2009

JUNE|DEC JUNE DEC

Primary Criteria:
i) Budget DeficittGDP 4% (7.7 9.5 6.9 [12.6 (145 [15.8 [19.5 |[I1.7 [18.0

ii) Inflation Rate 5% [23.6 |[I1.8 [13.9 [10.9 [12.8 |18.4 |184 [20.7 [29.8
iii) Budget Def. Fi. <10% (0.0 [l.6 (0.0 0.0 0.0 [33.8 [36.0 [25.7 |I5.5
iv) Gross External P6m 4.1 pB7 KO PB7 P9 9 2 P4 2.3
Reserves

Secondary Criteria:

i) Domestic arrears = n/a n/a |n/a [n/a |n/a n/a @/a n/a |n/a
ii) Tax Revenue/GDP >20% (19.3 2.4 [20.8 1.1 3.7 21.2 54 04 P39
iii) Salary/Tax Rev. [35% [44.4 389 444 [|53.1 [51.5 [52.7 [53.8 [583 49.5
iv) Public Investment >20% |[18.8 |18.4 |18.8 [6.5 [27.3 [33.5 [35.8 [17.8 6.0
v) Real Interest Rate 0 F13.9 123 7.5 6.2 |-11.8 |-16.4 |-16.2 |-18.7 |-19.8

Vi) Real Exchange Rate™ [£5% 0.8 1.4 0.0 [71 |15 W5 .1 5.6 [16

Total No. Of Criteria
Met

Source: WAMI Report 2011, p.4, and WAMA 2009, p. 86

c) Developments on Macroeconomic Convergence since 2009

As at the end of June 2010 Ghana satisfied three of the four primary criteria.
During the first half of 2011 Ghana’s performance with respect to the con-
vergence criteria was encouraging as it showed a further improvement in its
compliance with the primary criteria. Ghana had achieved all the four prima-
ry criteria. On policy harmonisation and institutional arrangements, also
steady progress has been made. Ghana’s status of compliance with the
ECOWAS Trade Liberalisation Scheme (ETLS) and the Common External
Tariff (CET) was encouraging. As regards contributions to the West African
Central Bank (WACB) capital, Ghana has made partial contributions
(WAMZ/CG/24, 2011). .

4.2.3 Guinea

a) Performance under the Primary Criteria

In respect of the first half of 2009, Guinea recorded an exceptional perfor-
mance by meeting seven (7) criteria, including three primary ones. This per-
formance is quite remarkable as, since 2000, Guinea has never gone beyond
five targets. Concerning the primary criteria, the annualized budget deficit on
commitment basis stood at 0.8% of GDP. This performance was due to a
drastic cut in recurrent expenditure. Similarly, it was able to maintain its
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indebtedness to the Central Bank at a marginal level. Inflation declined
sharply compared to trends observed in recent years. The year-on-year infla-
tion rate stood at 1.8% against 13.5% in December 2008 and 24% during
same period the previous year 2007. The performance in respect of this crite-
rion is very significant as Guinea has never achieved the ECOWAS inflation
target (WAMA 2009). Gross foreign exchange reserves were far below the
required minimum target of 6.0 months of imports cover (table 4.14).

b) Performance under the Secondary Criteria

With respect to the secondary criteria, the one concerning the wage bill was
achieved in spite of a significant increase from 24.0 per cent to 32.4 per cent
due to the recruitment of new personnel. With regard to public investments
financed with internal resources, the country, for the first time, was able to
achieve this target because of the financing of many infrastructure projects by
the new government. Besides, the drop in inflation led to a positive real inter-
est rate. Similarly, the relative stability of the national currency ensured the
stability of the real effective exchange rate. On the other hand, compared to
the minimum requirement, the tax revenue relative to GDP remained weak in
spite of efforts made in recent years. Although some progress was made in
this area, the absence of an official budget constitutes an obstacle to the con-
solidation of this performance (WAMA 2009).

Despite the positive trends recorded in the first half of 2009, the coun-
try’s performance could decline at the end of the year given the assumptions
contained in the macroeconomic framework of July 2009. In fact, inflation is
expected to be slightly above the target. This would reflect in a slightly nega-
tive real interest rate. In addition, the wage bill would be above the 35%
target. In addition, the level of internally funded public investments in rela-
tion to tax revenue would be reduced significantly.
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Table 4.14: Status of Macroeconomic Convergence of Guinea
Tar- [2000 2001 {2002 [2003 [2004 2005 [2006 [2007 2008 2009
jget Jun [Dec Jun [Dec

Primary Crit.:

i) Budget Def. [<4% [5.2 34 62 [89 [59 [l.6 2 09 0.1 |1.7 0.8 RS

ii) Inflation Rate [<5% (7.2 |5.2 [6.1 [12.9 [27.6 [29.7 [39.1 |12.8 P4.6 |13.5 [1.8 [7.7

iii) Budget Fin. [<10%[24  |-0.7 [24.5 |14.6 [26.2 [-8.8 |54 |0 0 0 0.6 0.0

iv) Gross Exter- >6m 2.2 .8 3 [l.6 |12 [1.1 (0.8 (04 (0.5 [1.1 |12 |1.8

nal Reserves

Secondary

Criteria:
i) Domestic A
ii) Tax Rev. = m/a @n/a @n/a n/a n/a n/a |n/a [n/a n/a n/a p/a pla
iii) Salary/Tax 20 [10.2 (11.4 |12 |10.5 [9.5 |12.2 |14.8 |13.5 |14.4 |14.7 |I53 |I5.5
iv) Public Inv. £35%|38.2 32 (31 [343 [32.5 [23.2 |18.4 [259 [24.8 28 [32.4 [36.7
v) Real Interest ~ [>20%(7.7 |5.5 [10.2 [12.1 [l6.1 |12.6 |12 |11.9 |14.5 |129 PO [16.9
vi Real Exchange >0 0.7 R.8 |13 |83 [19.2}23 |20 |1.8 99 [2.5 |52 [0.7
Rate** H5% (-22.5 |F11.1 F0.7 |87 |-23.1 212199 4.8 K9 K9 P2 U2

Total No. Of Cri-

teria Met 1 4 3 1 1 3 2 5 4 4 7 3

Source: WAMA 2009, p. 93

¢) Developments on Macroeconomic Convergence since 2009

At the end of June 2010 Guinea did not satisfy any of the convergence crite-
ria. The criteria on single digit inflation and on fiscal deficit to GDP, exclud-
ing grants, continued to be challenging for Guinea and most Member States.
During the first half of 2011, Guinea’s performance with respect to the con-
vergence criteria was encouraging. There was an improvement in its compli-
ance with the primary criteria; Guinea met three criteria. There was, however,
no improvement on the secondary convergence scale.

On the policy harmonisation components of the work-programme, the
Third Trade Minister’s Forum, which took place at the ECOWAS Commis-
sion, Abuja, Nigeria from 20th — 21st May 2010, centred on issues relating to
the proposal to establish an ECOWAS Standing Committee on Rules of
Origin; the creation of a dedicated website on the ECOWAS Trade Liberali-
sation Scheme (ETLS) by Member States by the end of 2010 and the contin-
uous sensitization of stakeholders on the ETLS by Ministries of
Trade/Commerce and WAMI; the use of ECOWAS approved harmonized
documentation for clearance of goods; actions required to speed up the intro-
duction of the Community Customs Code (CCC) by end June 2010; the in-
troduction of joint check points by Member States; and the introduction of a
satellite tracking system to facilitate transit trade. The Forum reiterated the
call to the ECOWAS Commission to develop a sanctions regime to be im-
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posed on Member States for non-adherence to ECOWAS Protocols. There
are plans to extend Trade policy development assistance to Guinea
(WAMZ/CG/24, 2011).

In the Payments System Development Project Guinea and other Member
States had reached an advanced stage of implementation. The Project is
scheduled to go-live in The Gambia, the pilot site, in April 2011 to be fol-
lowed by Sierra Leone and Guinea before the end of 2011 (WAMZ/TC/32,
2012).

4.2.4  Nigeria

a) Performance under the Primary Criteria

Nigeria has been one of the best performing countries in recent years under
the macroeconomic convergence programme. However, the country’s per-
formance deteriorated during the review period as it sustained only four tar-
gets in 2009 compared to five targets in 2008 (table 4.15). Nigeria met three
out of the four primary criteria, namely those relating to budget deficit, budg-
et deficit financing, and gross foreign exchange reserves. The country has
consistently met these targets since 2003. Given the high total public reve-
nues and the high foreign exchange reserves it is likely that Nigeria would
continue to meet these targets in the foreseeable future. Even though the
inflationary pressures have declined, the end-period inflation at June 2009
was still quite high at 11.2 per cent, about 6.2 percentage points above the
required maximum target of 5.0 per cent (WAMA 2009).

b) Performance under the Secondary Criteria

Performance on the secondary criteria was not very encouraging as the coun-
try met the required target on only one criterion (public investment). The
domestic arrears criterion could not be assessed due to inadequate data. Tax
revenue declined by 6.0 percentage points to 9.0 percent of GDP. The reduc-
tion in tax revenue and the increase in personnel costs contributed to a further
worsening of the salary mass ratio to tax revenue from 24.0 percent to 42.5
percent, thus missing the required maximum target of 35.0 percent. Even
with the reduction in the revenue base, the level of public investments as
financed from domestic sources was maintained, resulting in an increase in
the ratio from 20.4 percent to 45.3 percent. Real interest rates remained nega-
tive in spite of the decline in inflationary pressures. The country also missed
the target on real exchange rate stability (WAMA 2009).
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Table 4.15: Status of Macroeconomic Convergence in Nigeria

Targef2004 2005 2006 [2007  [2008 2009
June  Dec. June Dec. *

Primary Criteria:
i) Budget Defici/GDP  |cq04 17 [1.3 06 |06 |11 0.2 2.8 04
i) Inflation Rate <5 [10.0 |11.6 85 | 66 [120 151 12 |77
iii) Budget Deficit F. <10% 0.0 0.0 o |00 [00 0.0 00 |00
iv) Gross Foreign >6m [16.1 (131 [151 | 174 P21 |153 157 | 146
Exchange Reserves
Secondary Criteria:
i) Domestic arrears

0 n/a n/a In/a  |n/a n/a n/a n/a /a

ii) Tax Revenue/GDP ;00/
iii) Salary/Tax Revenue 01198 (172|149 120 [160 160 9.0 13.5

iv) P. Invest/Tax Receipts | 0.0 3.8 [17.9 195 P06 P40 P42 @25 P43
V) RealInterestRate [ 207 [18.7 P0.6 0.0 P0.6  [204 4.6 US3 64
Vi) Real Exchange Rate**[0 ~ [5:6  F10.1 |65 |30 190 120 |84 |49

5% p.7 153 73 H.9  [72 0 108 52 4.6

Total No. of Criteria
Met 5 5 5 6 5 5 4 6

Source: CBN Statistical Bulletin, various issues; WAMA 2009, p. 101, Note: * =
Projection

(c) Developments on Macroeconomic Convergence since 2009

At the end of June 2010 Nigeria satisfied three out of the four primary con-
vergence criteria (WAMZ/CG/24, 2011). The criteria on single digit inflation
and on fiscal deficit to GDP, excluding grants, continue to remain a challenge
for most Member States. Zonal performance under the secondary criteria was
generally not satisfactory for Nigeria in this quarter. During the first half of
2011, member countries’ performance with respect to the convergence crite-
ria was encouraging as all the countries showed improvement in their com-
pliance with the primary criteria. Nigeria met three of the four primary crite-
ria. There was, however, no improvement in its performance on the second-
ary convergence criteria. As regards contributions to the WACB capital,
Nigeria has made a partial contribution (WAMZ/TC/32, 2012).

4.2.5  Sierra Leone

a) Performance under the Primary Criteria

The performance of Sierra Leone under the macroeconomic convergence
programme remained poor as the country met only the secondary criterion on
real exchange rate stability. The country improved its performance on certain
criteria whilst others deteriorated. Thus, Sierra Leone met none of the prima-
ry convergence criteria in the first half of 2009 (table 4.16). Fiscal operations
in 2009 resulted in a budget deficit (on a commitment basis, excluding
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grants) of 5.6 percent, indicating an improvement compared to the perfor-
mance recorded in the corresponding period of 2008. The contractionary
monetary policy yielded dividends as the end-period headline inflation de-
clined further from 12.3 in 2008 percent to 7.8 percent in 2009. The Bank of
Sierra Leone accommodated 12.4 percent of the government’s fiscal opera-
tions in 2009, due to delays in the disbursement of budgetary support from
the country’s development partners in the period under review. The level of
gross foreign exchange reserves, measured in number of months of imports
cover, experienced a downward pressure on account of net foreign exchange
outflows arising from an increasing imports bill and declining exports and
remittances (WAMA 2009).

b) Performance under the Secondary Criteria

Performance on the secondary criteria was also not encouraging as the
achievement on all the prescribed benchmarks was below expectation. The
country’s performance on domestic arrears was not assessed due to inade-
quate data. Tax revenue improved marginally, although the volume relative
to GDP still remained relatively low, hovering below 10.0 percent. The wage
burden continues to be a challenge for the fiscal authorities, with the position
worsening further from 57.6 percent of tax revenue at mid-2008 to 61.3 per-
cent in 2009. Contrary to expectation, the level of public investments fi-
nanced from domestic sources represented 8.0 percent of total tax revenue in
2009, which compared unfavorably with the 15.9 percent recorded in the
corresponding period of the preceding year. As usual, real interest rates,
measured as the difference between the minimum savings rate and inflation,
remained negative, much against the requirement for positive real interest
rates. With a fluctuation band of £5.0 percent, the real exchange rate of the
domestic currency (measured by movements in real effective exchange rate)
was stable (WAMA 2009).
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Table 4.16: Status of Macroeconomic Convergence in Sierra Leone

2008 2009*

Target 2003 2004 2005 2006 2007 T 1 " June |Dec

Primary Criteria:
DBudget DeficiGDP | <49, 193 86 (9.6 (85 (50 [80 |70 |56 8.1
ii)nflation Rate <5 113 [144  |13.1 83 [138 |166 [123 |78 10.0
iii) Budget Deficit F.  <10% |26.4 |0.0 0.0 |[133 0.8 0.0 L1 [124 |05

iv)Gross Foreign Ex-  >6m 2.0 (3.3 45 (49 (47 |40 42 (37 4.6
change Reserves

S dary Criteria:
i)ggrze:tgAgeZ:;a =0 n/a |n/a n/a |n/a |n/a |n/a n/a |n/a n/a

) 20% (83 |83 |82 [85 |78 |83 |87 [89 |83
Tax R /GDP [~
if)Tax Revenue <35% |56.0 |65.5 |61.6 [61.6 |60.9 |57.6 |564 [613 |529

iif) Salary/T

iigl,ﬁbalﬁ' B20% (113 |82 |79 [106 |9 |158 [132 [80 |18
vy Roal It 0 73 |84 |76 |-18 |83 |-126 |92 |43 |95
vDReal Ex s, L200 |-106 |-11.5[62 [12 |80 |79 [3.0 |05
Total No. Of Criteria 1 1 0 2 1 1 1 2
Met

Source: WAMA 2009, p. 109, Note: * projection

¢) Developments on Macroeconomic Convergence since 2009

Despite the slow pace of the global economic recovery, economic activity
within the WAMZ region in 2010 was robust, while inflationary pressures
generally eased. Regarding the macroeconomic convergence performance at
the end of June 2010 Sierra Leone satisfied only one primary criterion
(WAMZ/CG/24, 2011). During the first half of 2011, Sierra Leone’s perfor-
mance with respect to the convergence criteria was encouraging as it showed
an improvement in its compliance with the primary criteria. Sierra Leone
complied with two criteria (WAMZ/TC/32, 2012).

The Gambia, Guinea and Sierra Leone had reached an advanced stage of
implementation of the WAMZ/AfDB Payments System Development Pro-
ject, as it was reported that the implementation phase of the project had
commenced in January, 2010. The project is scheduled to go-live in The
Gambia, the pilot site, in April 2011 to be followed by Sierra Leone and
Guinea before the end of 2011.

4.2.6 Cape Verde

a) Performance under the Primary Criteria

The overall level of performance deteriorated by meeting only two conver-
gence criteria in the review period, compared to four in the preceding corre-
sponding period. The state of convergence is as follows (table 4.17). The
country met only one of the primary convergence criteria, the one on central
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bank budget deficit financing. The annual inflation rate at the end of the peri-
od was 5.8 % at mid-2009 compared to 5.1 % in June 2008. The budget
deficit (excluding grants) was 5.8 % in 2009 compared to 10.0 % in
the corresponding period in 2008 (WAMA 2009). Cape Verde did not meet
the target on gross foreign exchange reserves (with only 3.9 months of
imports cover compared to the required minimum benchmark of 6.0
months).

Table 4.17: Status of Macroeconomic Convergence in Cape Verde

Standard 2004 | 2005 | 2006 | 2007 | 2008 2009

June Dec June Dec
Primary
criteria
i) Budget
deficit/GDP <4% 8.4 110 9.7 6.1 10 5.8 5.8 6.2
ii) Rate of
Inflation <5% -0.3 1.7 4.7 4.4 5.1 6.8 5.8 5
iii) Financing <10% of
CB/FR FR n-1 0.2 0 0 0 0 0 0 0
iv) Gross >
exchange 6months
reserves import 2.4 3.4 3.6 4.1 3.7 4.1 3.9 4
Secondary
Criteria
i) Domestic
arrears >20% na na na na na na na na
ii) Fiscal
Revenue/GDP | <35% FR 19.6 21 23 22.8 21.6 22.7 17.7 23.9
iii) Wage
bill/FR >20% 47.9 47.1 46 41.6 42.8 | 38.1 464 | 42.7
iv) Domes-
tic invest-
ments/
FR >20% 3.3 2.9 2.9 2 7.8 1.9 2.5 2.4
v) Real
interest rate >() 3.5 1.5 -1.5 -1.2 4.6 -3.6 -2.6 -1.8
vi)  Real
Exchange
Rate 5% -3.1 5.4 3.3 3 -2.9 4.3 0.5 1.5
Number of
criteria met 4 4 4 4 4 3 2 4

Source: W AMA 2009, p. 117, Note: FR = Fiscal Revenue

b) Performance under the Secondary Criteria

The country met the targets on real exchange rate stability. The tax revenue
ratio was 17.7 % at the end of June 2009, compared to 21.6 % in 2008. This
reduction could be linked to a weakness in the tax mobilization mechanism.
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There is no available data on the criterion on domestic arrears to appreciate
the performance regarding this criterion. The salary mass/tax revenue ratio
worsened to 46.4 per cent in the first half of 2009 compared to 42.8 % in the
corresponding period in 2008. The ratio of public investments was 2.5 %,
compared to 2.0 % in 2008. This extremely poor performance shows the
inadequate effort being made by the government in public investments fi-
nanced from domestic sources to support sustainable growth. The criterion on
real interest rate was not met (WAMA 2009).

No information was available for Cape Verde for the developments from
2010 onwards — neither in the WAMZ Committee of Governors Report, 24
Meeting (WAMZ/CG/24, 2011), nor in the WAMZ Technical Committee
Report, 32" Meeting (WAMZ/TC/32, 2012).

4.2.7 Liberia

a) Performance under the Primary Criteria

The strict macroeconomic policy measures adopted by the government ena-
bled Liberia to sustain in 2009 all the five targets met in 2008, comprising
two of the Primary criteria (budget deficit and central bank budget deficit
financing) and three of the secondary criteria (tax revenue, salary mass and
real exchange rate stability). So Liberia met two out of four of the primary
convergence criteria (table 4.18). With the cash-based budgeting system,
Liberia sustained its achievement on the budget deficit benchmark mid-
2009with a surplus outturn of 1.0 percent. Albeit the country missed the tar-
get on inflation by 2.8 percentage points, there has been a significant
improvement in recent months, especially since the second half of 2008,
following the abatement in the global prices of food and petroleum products.
As usual, the central bank did not accommodate the financial operations of
the government. At 1.0 month cover of imports by foreign exchange reserves,
the country has made only a marginal improvement in gross foreign ex-
change reserves, although it would require great efforts to build the foreign
exchange stock to the minimum of 6.0 months required.

b) Performance under the Secondary Criteria

Regarding the secondary criteria, the country did not meet any additional
targets during the review period. It should be noted that performance
under the domestic arrears criterion could not be assessed owing to
inadequate data. With reservations that Liberia might be understating its
GDP figures due to difficulties in measurement and inadequate capacity, the
country has since 2007 realized the required minimum target for tax revenue
of 20.0 per cent of GDP, reaching 21.4 per cent. Discussions with officials
revealed that the public sector reforms and efficient auditing techniques
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aimed at eliminating ghost names from the public sector payroll have been
very useful as these measures contributed to a significant reduction in the
wage burden in 2008 and 2009, thereby meeting this required target at 32.5
and 29.2 per cent. In spite of the reduction in inflation, real interest rates
remained negative in contravention to the requirement for a positive outturn.
On the basis of the real effective exchange rate fluctuation margin of five
percent, the domestic currency was relatively stable during the period under
review.

Table 4.18: Status of Macroeconomic Convergence in Liberia

2008 2009

[Target [2003[2004 20052006 2007| June [Dec June [Dec*

Primary Criteria:

Budget Deficit/GDP** <4% Pp.7 @4 09 3.0 2.4 0.4 28 }1.0 [2.0
Inflation Rate <5 5.0 |16.1 7.6 (89 |I1.722.0 94 [7.8 P.1
Budget Deficit Financing <10% (0.0 (0.0 0.0 0.0 0.0 (0.0 0.0 0.0 (0.0
Gross External Reserves P6m  -0.2 0.2 0.1 (0.1 (0.7 (0.4 0.7 1.0 (0.7

Secondary Criteria:
Domestic Arrears =0 n/a n/a n/a [n/a n/a n/a m/a  @n/a |n/a
Tax Revenue/GDP >20% (6.4 9.2 147 132 214226 2.1 [21.9 [20.0
Salary Mass/Tax Revenue <35% [26.4 48.0 |59.2 [34.5 41.6[30.6 2.5 9.2 [35.2
P. Invest/Tax Receipts Real In-{>20% (0.0 [25.6  [18.3 |14.9 [13.9(12.2 |12.6 [19.3 |19.5
terest Rate 0 0.6 2.7 3.9 162 |-9.1 F10.5 7.2 3.8 7.0

Real Exchange Rate Stability _iS% -7.2 F142  13.1 4.6 25 46 RT7 0 R1ORT
Total No. of Criteria Met 3 2 3 3 4 5 5 5 5

Source: WAMA 2009, p. 123, Note: ** (-) implies surplus; * projected figures

c) Developments on Macroeconomic Convergence since 2009
At the end of June 2010, only Liberia satisfied all the four primary conver-
gence criteria. The criteria on single digit inflation and fiscal deficit to GDP,
excluding grants, continued to be challenging for most Member States.

On the WAMZ/AfDB Payments System Development, it was reported
that the implementation phase of the project commenced in January 2010.
The AfDB provided an additional grant for the extension of the project to
Liberia (WAMZ/CG/24, 2011).

During the first half of 2011, member countries’ performance with re-
spect to the convergence criteria was encouraging as all the countries showed
improvement in their compliance with the primary criteria. Ghana and Libe-
ria achieved all the four primary criteria. As regards contributions to WACB
capital and SCF, Liberia was yet to make a contribution (WAMZ/TC/32,
2012).
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5 Econometric Convergence Analysis for WAMZ countries

5.1 Methodology

5.1.1 Nature and Sources of Data

Annual time series data on the selected macroeconomic convergence criteria
variables across the proposed WAMZ member countries were collected in the
period 1985 to 2009. Variables used include the ratio of Budget Deficit/GDP
(BD/GDP), Inflation Rate (Inf.), Budget Deficit Financing by the Central
Bank/Tax Revenue (BDF/TR), Gross Foreign Exchange Reserves (GER),
Non-accumulation of Internal Arrears (IAA), Tax Revenue/GDP (TR/GDP),
Wage Bill/Tax Revenue Ratio (WB/TR), Public Investment/Tax Revenue
Ratio (PI/TR), Real Interest Rate (RIR), and Real Exchange Rate Stability
(RER). The data were obtained from several issues/documents of the
CBN/Central Bank of Nigeria Statistical Bulletin, the NBS/National Bureau
of Statistics, the World Bank’s African Development Indicators, the
WAMI/West African Monetary Agency, the IMF and WB/World Bank Data
bases.

5.1.2 Analytical Framework

To determine whether the proposed member countries will ever meet the
convergence criteria, co-integration analysis has been adapted following the
works of Haug et al. (2000), Karfakis and Moschos (1990) and MacDonald
and Taylor (1991). This study therefore has adapted the analytical framework
of Haug et al. (2000). This is so because the tendency for convergence of
variables, as well as the rate at which they converge, can be revealed by the
co-integration and error correction analysis. The strategy adopted therefore is
to test for co-integration for each of the variables that relates to the conver-
gence criteria for all the countries in the Zone. The presence of co-integration
among the variables would imply that there is a tendency for them to con-
verge, though this is not a sufficient condition.

According to Granger (1986), the starting point for the co-integration
analysis is to investigate for the level integration of the series. The usual
approach is to verify for the presence of Unit root (Granger, 1986). There-
fore, all the variables were subjected to unit-root test at levels for stationarity
using the Augmented Dickey-Fuller (ADF) and the Phillips Perron (PP) tests.
Furthermore, the Engle and Granger (1987) two-step procedure in co-
integration involves first, a preliminary analysis to find the order of integra-
tion of the data series and after that secondly, an ordinary least squares re-



230 Unit 2: Macroeconomic Policy Formation in West Africa

gression is carried out to estimate the equations for those economic aggre-
gates where co-integration can be found (Engle & Granger, 1987; Ad-
am,1992).

In testing for the stationarity, the following equations are specified and
estimated;
AYt=7y0+ 1Yt ZyiAYei H e oo Eqtn 1
Where i= (1,............ , m), A= the first-difference operator, y = the parame-
ters, and p= stationary stochastic process. The number of lag length (m) is
determined based on the appropriate model criterion.

To test for the presence of unit-root with intercept and trend on the se-
ries, the above model is modified to include the trend parameter which is
stated as:

AY=1o YT+ Yt ZyidYe + i (i=1,....... I 11) RPN Eqtn 2

Where f; and v; are constant parameters, & is a stationary stochastic process.
The m-lagged difference terms are included so that the error terms p;and & in
both equations are serially independent. Thus, if =0, there is no presence of

unit-root but if f#0, it means the series contains a unit-root (Ramanathan,
1992).

5.1.3  Model Specification

This model is adopted from the work of Johansen (1995) as modified in Haug
et al. (2000); the VAR (k) model can be written in VECM (Vector Error-
Correction Model) form as:

AX, =TLX, + Y TAX, + pty + pt +U, oo Eqtn 1

Such that; £ = 1, ....,T, and where

X Denotes the vector of endogenous variables, IT and I'; are the p x p matri-
ces of coefficients that can give us information about the long run relation-
ship between the variables while ptg and g4 are p x 1 vectors of constant and
trend coefficients, respectively. The error vector Uy, which is p x 1, is as-
sumed to be multivariate normal with mean vector zero and covariance ma-
trix Q, and assumed to be independent across time periods.

The VECM representation (Eqtn. 1) is convenient because the hypothesis
of co-integration can be stated in terms of the long run impact matrix JI. This
matrix can always be written as:

M=ap’ .. . - ..Eqtn2
Where o and ﬁ are p X r matrices of full rank If r= 0 then .ﬂ' O and there
exists no linear combination of the elements of X, that is stationary. At the
other extreme, if rank (IT) = p, X; is a stationary process. In the intermediate
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case however, when 0 < r < p, there exist r stationary linear combinations of
the elements of X, along with p - r stochastic trends. Thus, following from
equation 1, we can specify our empirical model as follows:

k-1
AX, =TIX, + > TAX, [ +U, o Eqtn 3

Where X,= (InfNig, Inf,Gha, Inf,Gui, Inf,Gam, I'nf, Sie)

Inf,Nig is the inflation rate of Nigeria, I1f,Gha is the inflation rate of
Ghana, Inf,Gui is the inflation rate of Guinea, Imf,Gam is the inflation
rate of Gambia, and Inf, Sie is the inflation rate of Sierra Leone. Hence the
model specification in Eqtn 3 will be applied to all the convergence criteria.
This follows the lead work of Johansen (1988) and Ahn and Reinsel (1990),
as used by Haug et al. (2000) with little modification.

5.2 Analysis of the Econometric Results

The behaviour of the annual convergence criteria is analysed for all the
member countries. The concept of co-integration may not apply to all the
countries considered, if the series for the countries manifest a different level
of integration. In this instance only series with the same level of integration
shall be co-integrated. Consequently, the co-integration analyses have been
conducted on convergence criteria of countries with the same level of inte-
gration (Haug et al. 2000).

For the interpretation of the empirical results, it will claim “complete”
convergence of convergence criteria among a set of p countries if it is found
that p-/ co-integrating vectors and only a single shared common stochastic
trend exist. Otherwise, if 7 is found to be in the interval 0 < r < p-1, we shall
say that only “partial” convergence has been achieved (Haug et al. 2000).
This is the definition of convergence as used by Hafer and Kutan (1994) and
by Hafer/Kutan/Zhou (1997), among others (cited in Haug et al. 2000), in the
context of co-integration of variables across countries. Convergence in this
context implies that criteria have been aligned enough so that the variables
move towards an equilibrium in the long run and do not drift too far apart
over time. The intuition of this terminology is as follows. If there exist two or
more shared common stochastic trends in the convergence criteria of the
WAMZ countries, then it must be the case that some countries in the group
set their policies independently, at least in the long run. Hence, the circum-
stances of forming and maintaining an economic and monetary union will be
quite difficult. On the other hand, when finding only one shared common
trend this means that a multitude of policy measures have converged to a
single common long-run path, dominated perhaps by the policy preferences
of some country in the union.
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The co-integration analysis was not conducted for the real exchange rate
and the domestic arrears because these variables were integrated of different
order for the different member countries of the WAMZ.

In carrying out the co-integration tests, the appropriate lag lengths were
chosen based on the Akaike and Schwarz information criteria. These are
criteria which determine the appropriate lag length in the test procedure for
co-integration analysis. Also the co-integration tests were conducted on each
of the criteria using different lag lengths as suggested by the lag selection
criteria.

Again, it has to be made clear that because of data availability only the
situation up to 2009 (estimates) is covered. Only up to this year the latest
available Macroeconomic Convergence Report for this study (WAMA 2009)
had comparable data for the member countries of WAMZ. Co-integration
tests were conducted to determine whether the series for the member coun-
tries are co-integrated. Any suspicion of co-integration is a necessary but not
a sufficient condition for convergence in a potential monetary zone. Issues of
sufficient conditions for monetary integration in West Africa are discussed in
section 6.

The co-integration results are presented in tables 5.1 to 5.8, and the Unit
Root results for primary and secondary convergence criteria are presented in
Appendix A and in Appendix B.

Table 5.1: Co-integration analysis for Budget Deficit/GDP

Trace (A trace)
No. of CE(s) None At most 1 At most 2 At most 3 At most 4
Eigenvalue 0.81 0.64 0.36 0.32 0.079
A wrace Statistic 83.14 44.48 21.05 10.76 1.92
5% Critical Value 68.52  47.21 29.68 15.41 3.76
1% Critical Value 76.07 54.46 35.65 20.04 6.65
Maximum Eigenvalue (A max)

No. of CE(s) None At most 1 At most 2 At most 3 At
most 4
Eigenvalue 0.81 0.64 0.360 0.32 0.079

A max Statistic 38.66 23.43 10.29 8.85 1.92
5% Critical Value 33.46 27.07 20.97 4.07 3.76
1% Critical Value 38.77 32.24 25.52 18.63 6.65

Source: Authors’ calculations

Table 5.1 shows the co-integration result for the first primary conver-
gence criterion, the Budget Deficit to Gross Domestic Product ratio (i.e.
BD/GDP) for Gambia, Ghana, Guinea, Nigeria and Sierra Leone. The trace
statistic (A wace) suggested 1 co-integrating equation at both 5% and 1% at
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significance level, and Max-eigenvalue (A max) suggested 1 co-integrating
equation at both 5% and 1% significance level. The presence of at least one
co-integrating vector is an indication that the Budget Deficit/GDP series for
the member countries manifests a common long run stochastic trend (i.e. the
tendency for long run convergence).

Table 5.2 shows the co-integration result for the Inflation rate criterion
for the four countries Ghana, Guinea, Nigeria and Sierra Leone. The results
suggest 3 co-integrating equations at both 5% and 1% significance level
respectively. The presence of co-integrating vectors in the series for the
WAMZ countries equally demonstrates a strong common long run stochastic
trend and consequently a strong tendency for this criterion of the member
countries to converge.

Table 5.2: Co-integration analysis for Inflation Rate
Trace (;u trace)

No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.999855 0.934351 0.620010 0.013891

A trace Statistic 263.3732 77.80564 20.61357 0.293755

5% Critical Value  47.21 29.68 15.41 3.76

1% Critical Value  54.46 35.65 20.04 6.65

Maximum Eigenvalue (A max)
No. of CE(s) None At most 1 At most 2 At most 3

Eigenvalue 0.999855  0.934351 0.620010 0.013891

A max Statistic 185.5676 57.19207 20.31981 0.293755

5% Critical Value 27.07 20.97 14.07 3.76

1% Critical Value 32.24 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.3 shows the co-integration result for the Budget Deficit Financ-
ing to Tax Revenue ratio criterion (i.e. BDF/TR) for 3 countries, i.e. Gambia,
Guinea and Nigeria. The trace statistic (A yace) and the Max-eigenvalue (A max)
identified 2 co-integrating equations at 5% significance level and 1 co-
integrating equation at 1% significance level respectively. This is equally a
signal for future convergence.

Table 5.4 shows the result of the co-integration test conducted on Gross
Foreign Exchange Reserves (GER) for the four co-integrating countries
(Gambia, Guinea, Nigeria and Sierra Leone). The trace statistic (A tracc) and
the Max-eigenvalue (A max) identified 1 co-integrating equation at 5% and 1%
significance levels respectively.
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Table 5.3: Co-integration result for Budget Deficit Financing/Tax Reve-
nue

Trace O\. trace)
No. of CE(s) None At most 1 At most 2
Eigenvalue 0.807302 0.511931 0.061978
A wace Statistic 48.55824 15.62562 1.279647
5% Critical Value 29.68 15.41 3.76
1% Critical Value 35.65 20.04 6.65
Maximum Eigenvalue (A max)
No. of CE(s) None At most 1 At most 2
Eigenvalue 0.807302 0.511931
0.061978
A max Statistic 32.93263 14.34597
1.279647
5% Critical Value 20.97 14.07 3.76
1% Critical Value 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.4: Co-integration result for Gross Foreign Exchange Reserves

Trace (A trace)

No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.802783  0.437482 0.350160 2.49E-05
A wrace Statistic 57.85637  22.14049 9.483198 0.000548
5% Critical Value 47.21 29.68 15.41 3.76
1% Critical Value 54.46 35.65 20.04 6.65

Maximum Eigenvalue (A max)
No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.802783  0.437482 0.350160 2.49E-05
A max Statistic 35.71588 12.65729 9.482651 0.000548
5% Critical Value 27.07 20.97 14.07 3.76
1% Critical Value 32.24 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.5 shows the co-integration result for the four co-integrating
countries Ghana, Guinea, Nigeria and Sierra Leone on the basis of the Tax
Revenue to Gross Domestic Product (TR/GDP) ratio. The trace statistic (A
mace) and the Max-eigenvalue (A max) identified 3 co-integrating equations at
5% and 2 co-integrating equations at 1% significance level respectively. Both
the A wrace and the A max suggested likely future convergence by the set time
target.



Njiforti: A Second Monetary Zone for West Africa 235

Table 5.5: Co-integration result for Tax Revenue/GDP

Trace (A trace)

No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.905054 0.705601 0.521742 0.020825
A trace Statistic 95.39031 43.59236 16.69030 0.462997
5% Critical Value 47.21 29.68 15.41 3.76
1% Critical Value 54.46 35.65 20.04 6.65

Maximum Eigenvalue (A max)

No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.905054 0.705601 0.521742 0.020825
A max Statistic 51.79795 26.90206 16.22731 0.462997
5% Critical Value 27.07 20.97 14.07 3.76
1% Critical Value 32.24 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.6 shows the co-integration test conducted on the ratio of Wage
Bills to Tax Revenue (WB/TR) for the four co-integrating countries The Gam-
bia, Ghana, Nigeria and Sierra Leone. The results indicate that there is 1 co-
integrating equation for the trace statistic (A wacc) at 5% significance level and
no co-integrating equation at 1% critical levels, while the Max-eigenvalue (A
max) Shows no co-integrating equation at both 5% and 1% critical levels re-
spectively.

Table 5.6: Co-integration result for Wage Bill/Tax Revenue

Trace (A trace)

No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.613228 0.530232 0.392608 0.003883
A trace Statistic 48.57400 27.67577 11.05439 0.085594
5% Critical Value — 47.21 29.68 15.41 3.76
1% Critical Value  54.46 35.65 20.04 6.65

Maximum Eigenvalue (A max)
No. of CE(s) None At most 1 At most 2 At most 3
Eigenvalue 0.613228 0.530232 0.392608 0.003883
A max Statistic 20.89823 16.62138 10.96879 0.085594
5% Critical Value 27.07 20.97 14.07 3.76
1% Critical Value 32.24 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.7 shows the co-integration results for the ratio of public invest-
ment to tax revenue for Gambia, Ghana, and Guinea. The Max-eigenvalue
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and the trace statistics indicated no co-integrating vectors at the 1% and 5%
critical values. This means that this criterion does not show any tendency for
future convergence.

Table 5.7: Co-integration result for Public Investment/Tax Revenue

Trace (A trace)

No. of CE(s) None At most 1 At most 2
Eigenvalue 0.524431 0.249029 0.116051
A wace Statistic 26.51870 9.424116 2.837178
5% Critical Value 29.68 15.41 3.76
1% Critical Value 35.65 20.04 6.65

Maximum Eigenvalue (A max)

No. of CE(s) None At most 1 At most 2
Eigenvalue 0.524431 0.249029 0.116051
A max Statistic 17.09458 6.586938 2.837178
5% Critical Value 20.97 14.07 3.76
1% Critical Value 25.52 18.63 6.65

Source: Authors’ Calculations

Table 5.8 shows the co-integration test conducted for Gambia and Sierra
Leone for the Real Interest Rate convergence criterion. The A ce statistic
identified two co-integrating equations at 5% critical levels and no co-
integrating equation at 1% critical levels. The A max value identified no co-
integrating equation each at both 5% and 1% critical levels. This suggests the
presence of at least one country having the stochastic trend and it is likely to
converge on the basis of this criterion in the long-run.

For all the criteria analysed (Budget Deficit/GDP, Inflation Rate, Budget
Deficit Financing/Tax Revenue, Gross Foreign Exchange Reserves, Tax
Revenue/GDP, Wage Bill/Tax Revenue, Public Investment/Tax Revenue,
and Real Interest Rate), the empirical results from all the convergence criteria
considered suggest that for the West African Monetary Zone (WAMZ) coun-
tries there is a strong evidence of convergence. The results imply that there
are possibilities of the WAMZ member countries for satisfying the require-
ments necessary for the launching of the project by 2015. However, for a
more reliable long-run convergence, the WAMZ member countries will need
to make some commitments for adjustments to align their policies for the
single currency to be more viable.
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Table 5.8: Co-integration result for Real Interest Rate

Trace (A trace)
No. of CE(s) None At most 1 +
Eigenvalue 0.402172 20.04
A trace Statistic 16.20258 4.884629
5% Critical Value 15.41 3.76
1% Critical Value 20.04 6.65
Maximum Eigenvalue (A max)

No. of CE(s) None At most 1
Eigenvalue 0.402172 0.199108
A max Statistic 11.31795 4.884629
5% Critical Value 14.07 3.76
1% Critical Value 18.63 6.65

Source: Authors’ Calculations

As part of the precondition for the take-off of the WAMZ project, at least
three countries must satisfy at least three primary and three secondary criteria
for at least three consecutive years; the direct implication of these results is
that if the WAMZ member countries can put in more efforts towards the
actualization of the project, the targets can be achieved even earlier. The
results give an optimistic outlook that the WAMZ project can be realised
from now on up to 2015, as it is likely to provide for the member countries in
this period the frame for effective policy coordination. A clearly defined
convergence period, with clear targets to be achieved by all member states,
would be part of a negotiated framework to this programme.

6 Towards Sufficient Conditions for Currency Integration

As stated above, the convergence criteria (primary and secondary) are neces-
sary but not sufficient conditions for monetary integration. There are other
challenges that transcend the political, economic, institutional, and socio-
cultural (including language barriers) arena, which on the surface may appear
trivial, but indeed have implications for the long-term sustainability of the
monetary union.

One such challenge is the political will and the commitment on the part
of member states. It must be acknowledged that the six countries of the sec-
ond Monetary Union, and particularly so Ghana and Nigeria, have demon-
strated strong political will and great and specific commitments to proceed
with the monetary integration. Indeed, such political will and commitment
are unparalleled in the history of the formation of monetary unions. What is
essential, therefore, is how to translate these to the larger group of the
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WAMZ membership so that the planned single monetary zone for West Aftri-
ca comes to fruition at the proposed date or with minimal delay. In reality,
with the increased globalization and the rise in regional economic blocs, it
would appear that member states of the ECOWAS sub-region are left with
little choice but to act quickly on the monetary union and other economic
integration objectives. Public administrators must act as leaders and catalysts
to the whole integration process since anything short of that may derail the
process. Thus, building up political credibility is both a challenge and a risk
that monetary Union members would have to contend with (Itsede, 2003).

Related to the issues of political will and commitment is that of commu-
nication with the general public and how to deal with the uncertainties and
public apprehension about relinquishing their national currencies with the
introduction of a single currency. How do you encourage the public to accept
the technical feasibility of the transition to a single currency? To deal with
these issues, authorities in member countries will have to embark on exten-
sive public enlightenment campaigns to get the general public buy into the
whole monetary integration process. The public must be carried along as
otherwise the whole integration effort will come to naught, as exemplified by
the experience of the failed ECOWAS Travellers’ cheque. It makes no sense
to demonstrate strong political will and commitment at the highest level
without the confidence of the public in the project. Central to this is also the
issue of consumer protection. They must be guaranteed that there will be no
added cost or special charges for the changeover to a single currency. The
support of all citizens is crucial to the success of monetary union.

Another major challenge that must be tackled is that of distrust and sus-
picion between member states. Smaller economies/countries often fear the
domination by the large ones. This fear of domination can also be seen within
groups of countries from a monetary union. Such fears might be compounded
by socio-cultural, historical and language difference in the case of ECOWAS
countries where there exists strong potential for one group to fight to domi-
nate the other, i.e. the Anglophone vis -a-vis the Francophone countries. For
example, the distrust and suspicion between the Anglophone and Franco-
phone countries of ECOWAS may have undermined the efforts at establish-
ing a Free Trade Area as well as the efforts made by some member states to
enhance intra-regional trade within the region through the introduction of the
ECOWAS Travellers Cheque prior to the introduction of a monetary union.
Thus, the authorities of the member states of the proposed Monetary Union
(MU) must play the catalytic role and turn these potential barriers to an ad-
vantage rather than see them as destabilizing factors.

This experience of the ECOWAS is a good lesson for WAMZ member
countries. As ECOWAS comprises the Francophone countries of the
WAEMU, the WAMZ states are made up of Anglophone countries. A care-
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ful cushion is required to diffuse any ethno-linguistic supremacy that could
undermine the benefit of the integration (WAMZ/CG/24, 2011).

According to the report of the 24™ Meetings of the Governors of the Cen-
tral Banks of WAMZ, 2011, the conceptual issues regarding federal and
unitary structures of central banking, including their advantages and disad-
vantages, were discussed. The presentation highlighted the decision-making
process in the WACB within the two structures (federal and unitary), and
provided comparative analysis of the existing models of central banking
(BCEAO/BEAC, ESCB, and Federal Reserve Bank). Under either structure,
unitary or federal, price stability or low inflation will be the primary objec-
tive of the WACB, and the exchange rate policy will be market based. Also,
for some period of time at least, the WACB system may permit credit to
government, subject to clearly specified ceilings (WAMZ/CG/24, 2011).

It was indicated that under the Federal system, National Central Banks
(NCBs) will continue to exist, but will give up their sovereignty over mone-
tary policy to the WACB. The NCBs will however retain some residual
powers of central banking in their countries and will be part of the central
authority that governs the WACB system. The WACB Headquarters could be
kept small in manpower size, with no major reorganisation required, and
could benefit from technical work being shared by NCBs through reliance on
working groups, committees etc. Furthermore, the challenge is the restructur-
ing of the relationship between the Centre (the WACB) and the NCBs. There
would also be the need to reach consensus on the degree to which the pro-
spective WACB could support the general economic policy of the countries
(especially economic growth objectives), while maintaining price stability as
the primary objective (WAMZ/CG/24, 2011).

Under the unitary structure for the WACB, the NCBs will cease to exist
and will become branches of the WACB. There will then be only one bank
with central banking authority. The centralized budgetary arrangement and
the need to undertake significant structural reforms (down-sizing) at the
branches are the key challenges.

The Technical Committee of WAMZ has observed that the objectives
and functions of the WACB should be given greater prominence than the
nomenclature (federal or unitary). The main decision on the type of central
bank for the WAMZ should be based on the primary objective of monetary
policy.

The primary objective should endow the common central bank with the
prerequisite attributes enabling it to deliver on its mandate of price stability.

The choice of the WACB structure should also take into account the
most appropriate arrangement considering the pertinent issues relating to the
decision-making processes in monetary policy management, the pooling of
reserves, the consistency with the ECOWAS road map, and most important-
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ly, what is appropriate for the WAMZ at this point in time. Taking cogni-
sance of the existing realities within the Zone, it was suggested that a com-
mon central bank similar to the European Central Bank (ECB) be adopted for
the WAMZ (WAMZ/TC/32, 2012).

In addition to the issue of political credibility alluded to above, the pro-
posed single ECOWAS monetary zone has to contend with the issue of im-
porting monetary policy credibility to the monetary union. The question is,
do some member countries have well-established and credible independent
monetary policies that could be imported into the MU when a single currency
is eventually adopted so as to reduce the country risk premium, which is
possibly associated with a depreciation risk? In this regard, therefore, the
experience of the CFA franc zone (or WAEMU) in maintaining a credible
monetary policy environment since its existence becomes useful and, thus,
capable of giving added credibility to the larger monetary union when it
eventually comes on board.

The biggest challenge posed by currency union arrangements is tradi-
tionally seen to be how to cope with the divergence of national developments
from those of the currency union on average, when national monetary policy
is no longer available as an economic policy tool. Basically, this concerns the
issue of how to handle asymmetric shocks. Should there be particular
measures for dealing with the adjustment costs associated with asymmetric
shocks or not? Researches have portrayed asymmetric shocks as unambigu-
ously undesirable on the grounds that they raise the costs of membership in a
currency union. It has been suggested that monetary union members can
respond to such shocks through fiscal, price and wage policies. While this
may be true, it may not be so in all circumstances, thus requiring other initia-
tives to deal with the problem. In this context, therefore, the plan by the
ECOWAS members to set up a Regional Stabilization and Cooperation Fund,
as a buffer to temporary shocks and adverse balance of payments situations
would certainly help. The effectiveness of such a fund, however, presumes
that each member must demonstrate strong commitment to helping its neigh-
bours.

Thus, a country like Nigeria with its very large economy and its oil re-
sources should be able to play the “big brother” role when smaller economies
within the union experience adverse shocks (Mordi, 2002). In addition to the
“bail out”, ensuring unimpeded regional labour mobility (and possibly mobil-
ity of other factors) could assist in cushioning shocks that affect the econo-
mies differently. This calls for labour market reforms in the converging
economies to facilitate movement of people across industries and national
borders where necessary to find jobs and, thus, making the labour markets
more flexible. It is pertinent to note here that on paper ECOWAS has indeed
facilitated mobility by the elimination of visa requirements, but in practice
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there is some visible resistance to labour mobility within the sub-region. This
is in addition to the other administrative bottlenecks encountered by citizens
of other countries seeking to establish residency in another country, as well
as the existence of outright hostile responses against large-scale immigration
from neighbouring countries. These attitudes need to change among the un-
ion members for the monetary union to be sustainable. Thus, harmonizing
immigration laws and implementing already established protocols remains a
major challenge. The ECOWAS experience is a good lesson for the WAMZ
member countries to take all necessary measures to eliminate any form of
barrier to mobility when eventually the MU goes operational comes 2015
(WAMA 2009).

With respect to the conduct of national fiscal policies in a Monetary Un-
ion (MU) and the credibility and sustainability of fiscal policies, the follow-
ing questions must be answered. What is the role of fiscal policy in the MU?
How independent can national fiscal policies really remain in the MU? Does
the Monetary Union reduce or increase fiscal discipline? And what rules, if
any, should be used to restrict national fiscal policies? Should there be a
Stability Pact akin to the EU Stability/Fiscal Pact? How should the issue of
risks of default and bailout be handled in a Monetary Union? Indeed, some of
these issues are already receiving attention, as indicated by the convergence
criteria, where a rule on government budget deficits has been set. The views
on the relevance of a fiscal policy rule have been divergent, but there is now
a growing literature on why fiscal policy rules make sense in a monetary
union (see the early study by Sargent and Wallace, 1981). All the questions
raised above must be addressed in a holistic manner by the converging econ-
omies for the Monetary Union to be sustainable.

Related to the role of fiscal policy is how to conduct monetary policies in
a union where asymmetric shocks occur and where the same shocks are
transmitted differently among member-countries. Should there be a common
central bank or a coordination of the central banks of individual member
countries? If a common central bank is required, what monetary policy strat-
egy should it adopt, what should be the ultimate and final targets of monetary
policy, and what instruments should it use to achieve these targets? Should
there be a single objective or multiple objectives that will encompass price
stability, stabilization of the business cycle, maintenance of high employ-
ment, financial stability, etc.? Should the common central bank be complete-
ly independent and accountable and should it have the necessary powers to
carry out its assigned responsibilities and to build up credibility? What will
be the interaction between the common central bank and the national fiscal
authorities and how are conflicts to be resolved, particularly as it concerns
enforcing access to monetary financing?
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There is also the challenge of financial markets integration and supervi-
sion. Financial markets integration—bonds and equity markets and banking
sectors—is of great importance for the smooth functioning of the MU and it
can facilitate adjustment to asymmetric shocks. Financial markets integration
is a worldwide phenomenon, driven by globalization and technological pro-
gress. Adoption of a single currency adds another catalytic dimension for
financial markets integration in the ECOWAS monetary zone. The ECOWAS
cross-border clearing and settlement infrastructure, which is essential for the
smooth and efficient functioning of the securities markets, remains fragment-
ed and rudimentary. Major steps in integrating and upgrading the infrastruc-
ture must be taken by member countries while at the same time undertaking
an adjustment of the structures and operating procedures of financial markets
(De Grauwe, 2000).

7 Conclusion

Meeting the macroeconomic convergence criteria, which will culminate in an
economic and monetary union, especially within the time frame envisaged,
poses an enormous challenge for the economies of the West African sub-
region. This is so because having common economic policy goals is im-
portant to the success of a monetary union; hence the important role for the
convergence criteria cannot be overemphasized. The challenge is how to get
the member states to implement the necessary economic policy measures that
would steer them toward meeting these criteria. One crucial problem is that
the economies of the countries in the intending union may be too fragile or
too weak to undertake the necessary macroeconomic adjustments required for
the monetary union. It is feasible that some countries may be able to meet the
targets within the stipulated time frame while others might not. In other
words, it may require special policy efforts on the part of failing countries to
meet the convergence criteria. Under this circumstance, it may be expedient
for member countries to determine how to move forward, taking into account
the factors (whether internal or external) that may have constrained their
ability to meet these criteria.

The recent development in the Euro zone is a good lesson for members
of the WAMZ, especially with respect to the Greece’s debt crisis and the debt
problems of other countries such as Spain, Italy etc. The implication is that
the political will among the member states of the WAMZ who have stronger
economies could be reduced in terms of supporting weaker member coun-
tries. In general, poor trade integration, low labour mobility, independent and
uncoordinated fiscal policies in member states and a poor financial harmoni-
zation policy are factors that could limit the successful formation of WAMZ
set by 2015.
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Appendix A1: Unit Root Test Results for Primary Convergence
Criteria

BD/GDP INFR
LEVEL 1* DIFF LEVEL 1* DIFF

ADF PP ADF PP ADF PP ADF PP
GAMBIA -3.2287 -5.4270 | -5.5441 -6.4992 -2.9098 -8.4897
Order
Of Integra- 1(0) I(1) 1(0) I(1)
tion
GHANA -1.1734 -1.7308 -2.1924 -5.7008 -3.4206 -3.5248 -4.3915
Order
Of Integra- I I 10) I
tion
GUINEA -2.2228 -2.9385 -4.1802 -6.6004 | -1.7488 -1.9883 -3.0567 -4.7089
Order
Of Integra- I I(1) I I(1)
tion
NIGERIA -1.8944 | -2.3317 -3.6482 -5.2627 -2.9761 -2.7245 -3.9680 | -4.3055
Order
Of Integra- I I I(1) I
tion
SIERRA
LEONE -3.1623 -2.9839 -5.7275 -5.3450 | -2.7973 -4.0445 -3.5174
Order
Of Integra- I1) 11) 1(0) I
tion
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Appendix A2: Unit Root Test Results for Primary Convergence

Criteria Cont’d
BDF/TR GER
LEVEL 1 DIFF LEVEL 1 DIFF
ADF PP ADF PP ADF PP ADF | PP

GAMBIA -1.4492 | -2.9982 | -5.0340 | -9.3643 | -3.5963 | -5.7536 | -7.1501
Order
Of Integra- I(1) I(1) 1(0) I(1)
tion
GHANA -7.4219 -4.1394 -5.4232 -4.7092
Order
Of Integra- 10 10) 1(0) 10)
tion
GUINEA -3.4990 | -7.4219 | -7.2992 -2.1414 | -2.2514 | -3.7454 | -5.4469
Order
Of Integra- 1(0) I(1) I I(1)
tion
NIGERIA -2.4226 | -6.0211 | -4.8006 -2.1596 | -2.8694 | -4.3602 | -6.4904
Order
Of Integra- 1(0) I(1) I I
tion
SIERRA
LEONE -4.2112 | -5.7585 -2.0818 | -2.1312 | -3.8492 | -6.1447
Order
Of Integra- 100) 100) (1) (1)
tion

Source: E-views 4.0. Notes: For all the series at levels, we included trend and inter-
cept, as their line plots indicate. The critical values are based on the McKinnon crite-
rion. The null hypothesis of the test is: a series has a unit root. I() shows the level of

integration.

Appendix B1: Unit Root Test Results for Secondary Convergence

Criteria
TAA TR/GDP
LEVEL 1% DIFF LEVEL 1% DIFF
ADF PP ADF PP ADF PP ADF PP
GAMBIA -4.6367 | -3.9659
Order
Of Integra- — - - - 1(0) 10)
tion
GHANA -5.6726 | -3.0354 -2.3948 | -3.1703 | -3.9067 | -6.7516
Order
Of Integra- 1(0) 1(0) I I(1)
tion
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GUINEA

-3.0032

-4.4044

-4.1854

-2.4613

-3.9658 | -3.9418

Order
Of Integra-
tion

1)

I

I(0) I

NIGERIA

-3.4003

-2.9989 | -4.4649

-5.1359

Order
Of Integra-
tion

I

I

SIERRA
LEONE

-4.8978

-3.2830

-3.9592

Order
Of Integra-
tion

I(n

I

Appendix B2: Unit Root Test Results for Secondary Convergence
Criteria Cont’'d

RIR RER
LEVEL 1° DIFF. LEVEL 1% DIFF.
ADF PP ADF PP ADF PP ADF PP
GAMBIA -3.1908 | -4.0185 | -5.7354 -2.2808 | -3.1524 | -4.5929 | -6.7524
Order
Of Integra- 1(0) 1) 11 I
tion
GHANA -4.6906 | -4.6767 43387 | -5.6130
Order
Of Integra- 1(0) 1(0) 1(0) 1(0)
tion
GUINEA -2.3772 | -3.7522 -6.2288 | -6.3054
Order
Of Integra- 100) 1(0) 1(0) 1(0)
tion
NIGERIA -3.8548 | -4.4881 -3.7764 | -3.9949
Order
Of Integra- 10 1(0) 1(0) 10)
tion
SIERRA
LEONE -2.5285 | -3.6273 | -3.4020 -5.3891 -3.8839
Order
Of Integra- 10) I(1) 10) 100)
tion
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Appendix B3: Unit Root Test Results for Secondary Convergence

Criteria Cont’d
WB/TR PI/TR
LEVEL 1% DIFF LEVEL I* DIFF

ADF PP ADF PP ADF PP ADF PP
GAMBIA 26164 | 32075 | 37696 | -5.8258 | -2.4718 | -1.9747 | -4.6251 | -4.2006
Order
Of Integra- I I I I
tion
GHANA 03939 | -2.0458 | -4.0905 | -47016 | -2.0273 | -2.9770 | -3.0870 | -4.7405
Order
Of Integra- 1) 1) I I
tion
GUINEA 37092 | -4.2026 32764 | -4.2983 | -3.7133
Order
Of Integra- 10 10) 10 I
tion
NIGERIA | 50595 | 27410 | -3.5357 | -4.7797 | -3.8266 | -2.6739 | -3.6672
Order
Of Integra- I I 10) 1)
tion
SIERRA

29512 | -3.5445 | 3.9501 | -6.8043 | -3.9802 | -5.1
LEONE 95 35445 | -3.9501 | -6.8043 | -3.9802 | -5.1057
Order
Of Integra- I I 10 10
tion

Source: E-views 4.0. Notes: For all the series at levels, we included trend and inter-
cept, as their line plots indicate. The critical values are based on McKinnon criterion.
The null hypothesis of the test is: a series has a unit root. I() shows the level of inte-

gration.




Macroeconomic Policy Formation in Senegal:
Challenges in Formation and Coordination

Mbaye Diene!

1 Introduction

Senegal has been facing many economic and social challenges which often
led to ad hoc interventions of the government, although the level of political
stability has been quite high. All the political regimes since 2000 have fol-
lowed a liberal economic policy agenda. The country’s development strate-
gies and its economic policies can largely be explained by the economic
performance of the tertiary sector as the dominant sector. As shown in Table
la, the tertiary sector is more dynamic than the others in terms of contribu-
tion to the growth rate of GDP (Gross Domestic Product) at constant price
(1999) and the value added. The contribution of the primary sector to the
GDP growth is not consistent due to frequent shocks as a result of price fluc-
tuations in the world market.

Table 1b presents the growth rates of the contributions of sectors to the
GDP. These contributions are measured by multiplying the growth rate of the
value added by its own ratio to GDP. It shows that the tertiary sector contrib-
utes at about 60% of the growth of GDP between 2005 and 2011. This is
followed by the secondary sector which contributes about 24% to the growth
of GDP. The contribution of the secondary sector comes mainly from the
extraction and processing of phosphates, food processing, construction and
cement industry (Direction of Forecast and Economic Studies/DFES, 2011:
4). Both, domestic and foreign investments play an important role in the
development of the secondary sector. This can be explained by two factors.
Firstly, Diaspora investment in the housing sector through their remittances is
relevant. The estimate by the Directorate of Forecast and Economic Studies

! University Cheikh-Anta-Diop, CRES, Rue 10 Prolongée. BP 7988. Pyrotechnie.
Dakar, Senegal; e-mail : mdiene@cres-sn.org
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(DFES) revealed that the total remittances in 2011 amounted to 702.5 billion
CFA francs in 2011 and 737.7 billion CFA francs in 2012 (DFES, 2012).

Table 1a: Annual growth rate of GDP (at constant prices of 1999) and
growth rates of its component sectors

Years 2005 | 2006 | 2007 | 2008 {2009 | 2010 f2011 |2012*

Value added 5.7 2.3 4.9 4.4 34 4.4 1.6 2.7

Primary sector 8.5 -89 [|-58 [185 [151 |59 -12.8 1 2.9

Secondary sector | 3.8 1.4 7.1 -1.2 1.7 4.4 6.4 0.1

Tertiary sector 5.8 5.8 6.8 34 1.2 4 4.1 39

GDP 5.6 2.5 4.9 3.7 2.4 43 2.1 2.9

Source: National Agency for Statistics and Demography/NASD (2011): National
Accounts data. *NASD (2012): Recent economic growth data.

Table 1b: Annual growth rates (in percentage) of the sectors' contribu-
tions to the GDP

Years 2005 | 2006 | 2007 | 2008 {2009 | 2010 | 2011 |2012*

Value Added 5.0 2.0 4.3 3.8 3 3.9 1.4 5.1

Primary sector 1.2 -1.3 1-08 |22 2.1 0.9 -2 1.3

Secondary sector | 0.8 0.3 1.4 -02 103 0.8 1.2 0.2

Tertiary sector 3.0 3.0 3.7 1.9 0.6 2.2 2.2 3.0

Taxes on prod- | 0.6 0.5 0.6 -0.1 -0.6 10.3 0.6 0.6
ucts

GDP 56 |25 4.9 3.7 24 |43 2.1 2.9
Source: NASD (2011): National Accounts data. (*) Estimation from DFES (2013a)

Table 2 presents the percentage shares of the different sectors to the
GDP. We see that the tertiary sector is the greatest contributor to the GDP,
and its contribution mainly comes from trade, public administration, and
other services (such as the financial services, and the real estate businesses:
DFES 2013a: 35).
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Table 2: The annual shares of the different economic sectors to the GDP
(in percentage)

2010 | 2011 | 2012 |2013*
Primary sector 155 | 13.6 | 14.6 | 14.9
-Agriculture 8.4 6 7.1 7.4
-Livestock and hunting 4.2 4.4 4.0 4.2
-Fishing 1.8 | 21 | 22 | 22
Secondary sector 20.5 | 21.6 | 21.2 | 215
- Mining and quarrying 1.9 2.1 2 2.1
- Other industries 12 127 | 123 | 123
- Electricity, gas and 2.7 2.7 3.1 3.3
- Construction 3.9 4 3.7 37
Tertiary sector” 45.6 | 457 | 455 | 45
- Trade 157 | 158 | 157 | 154
- Transports, storage, etc 10.2 10.3 10.1 10.1
- Education and training | 3 ¢ 3.6 37 3.6
- Other services 147 | 146 | 146 | 145
Public administration 184 | 19.1 | 18.7 | 18.7
GDP at market price 100 100 100 100

Source: DFES (2013a): Financial and Economic Situation in 2012
(*) Estimation from the DFES

Secondly, the government investments in the infrastructure development
increased since the beginning of the 2000s, especially in the energy sector
which supported the recovery of the chemical industries in Senegal. Howev-
er, the rising cost of production has affected the energy sector negatively. The
government’s efforts to liberalise the sector in 1999 and 2001 failed as a
result of weak political will and the fear of job losses. The question is: how
stable is a political system if it cannot pursue reforms? The fact is that the
government of Senegal makes a tradeoff between sociopolitical stability and
economic efficiency. The national company that provides electricity in Sene-
gal is very largely subsidized by the government despite its weak ability to

2 The tertiary sector comprises also other sectors as Posts and Telecommunications,
Health and social services, Repair services, Accommodation and food services, Fi-
nancial Services and Financial intermediation, Real estate activities etc.
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provide good services. The government still allocates huge funds to maintain
the price of electricity at socially acceptable levels for the population. The
amount of subsidy to the company is 144 billion CFA francs in 2011, 99
billion CFA francs in 2012 and is expected to be 80 billion CFA francs in
2013 (DFES 2013a: 36). In addition, because of very old facilities and over-
staffing, the company operates inefficiently. All the private investors who
wanted to control the company felt the need to reduce the number of workers
and to increase the prices of energy. The government does not accept the
social consequences of such measures. This is a headlong rush towards more
serious energy problems.

In the West African Economic and Monetary Union (WAEMU) coun-
tries, the economic and financial situation has improved in 2012 after a sharp
economic decline in 2011 due to the post-electoral crisis in Ivory Coast and
bad weather conditions that led to the decline in agricultural production in the
Sahel countries. The growth rate in the Union was 5.8% in 2012 and so it is
significantly higher than the growth rate of Senegal in 2012. This is partly
due to the decline of the production of the country's secondary and tertiary
sectors, despite an increase of the primary sector's production. In the primary
sector, the production has grown by 8.9% in 2012 against a decline of 10.8%
in 2011. This recovery is driven by the agricultural sub-sector, marked by
abundant and well distributed rainfall distribution, by contracting publicly
agricultural inputs (seeds and fertilizer), but also by the preservation of plant
health (WAEMU 2012: 80). The growth rate in the secondary sector was
2.7% in 2012 against 7.2% in 2011. This decrease of the production (the
value added has also decreased from 6.4% in 2011 to 0.1% in 2012, as shown
in table 2a) is explained by the slowdown of the production of the sub-sectors
of Construction and of Food processing (WAEMU 2012: 81).

The tertiary sector remains still important in the economy, though its
light decline. The growth rate of the sector's production was 2.9% in 2012
against 4.0% in 2011. This is mainly due to the subsectors of Trade,
Transport, Telecommunications and Financial services. Indeed, the sub-
sector of Trade grew in 2012 by 3.7%, thanks to the increase of the imports
of basic foodstuffs, reinforced by the poor crops situation of 2012, and the
easing of the imports of vehicles. The sector of Transport declined in 2012 by
a rate of 3%, marking a sharp slowdown due to the air transport which is
affected by the decline of tourism. The sub-sector of Finance is supported by
the sub-sector Insurance Services and by the short and medium term bank
credits. The growth of the tertiary sector is also offset by the decline in the
sub-sector Hotels and Restaurants (WAEMU 2012: 81).

In the recent decade, the major programs undertaken by the Senegalese
government at the macroeconomic policy level are the Accelerated Growth
Strategy (AGS) in 2005, the Poverty Reduction Strategy Paper III (PRSP) for
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the period from 2011 to 2015, and the Document of Economic and Social
Policy (DESP) presented in 2006. The Economic Policy Support Instrument
(EPS]) is also a relevant program, though it mainly concerns the public sec-
tor. The National Strategy for Economic and Social Development (NSESD),
for the years 2013-2017, is replacing the DESP which was a national plan
too. The NSESD is developed through a participatory process, at both central
and local levels. It involves regional stakeholders, consultations with local
authorities, and also with the Senegalese Army. This latter were involved
because the fate of the demobilized soldiers is important for the government
and the economy. Indeed, their lives are often precarious and many of them
fall into poverty after leaving the army.

The NSESD document emphasizes wealth creation, strengthening gov-
ernance, and the development of strategic sectors (with special focus on im-
proving the welfare and social demand). Support measures for cross-cutting
issues such as employment, gender, social protection and sustainable devel-
opment were taken into account in the new strategy. The coordination pro-
cess of the NSESD is based on a synergy between the economic and social
policy programs such as the Accelerated Growth Strategy (AGS) and the
Economic Policy Support Instrument (EPSI).

One basic impact of the macroeconomic programs as pursued is a low in-
flation rate that remains below 3% and is expected to be around 2.3% in 2013
(DFES, 2013a: 4) against 1.7% in 2012. This progression is due to reflect the
increase in producer prices in the secondary sector (3.4% in 2013 against
2.3% in 2012) and the tertiary sector (1.8% in 2013 against 1% in 2012). The
real GDP growth rate in 2011 was 4%; it is 3.5% in 2012 and is expected to
be 4% in 2013. This last increase is supposed to be mainly due to the primary
and secondary sectors and to the implementation of both public investments
and the NSESD (DFES: 2013: 4). The tax revenues expressed as a percentage
of the GDP increased from 18.8% in 2010 to 19.3% in 2011 due to an im-
proved efficiency in the tax collection and the modernization of the manage-
ment of the public finances (DFES, 2011: 5). The formulation of economic
policies in Senegal has been strongly supported by the International Mone-
tary Fund (IMF), the World Bank and other technical and financial partners
such as the African Development Bank (AfDB), the United Nations Econom-
ic Commission for Africa (UNECA), and the African Capacity Building
Foundation (ACBF). Nevertheless, the formation and coordination of eco-
nomic policies in the country is done at national level, but supported by in-
ternational partners. This means that own policies adopted in the country are
decided by the government itself with the support of national stakeholders
and its technical and financial partners. Nevertheless, the regional supra-
national organizations have recently been involved in the proposition and
choice of national development programs. These are policies adopted by
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Senegal as a member of the WAEMU. It is the case of the indirect tax poli-
cies as proposed by the West African Economic and Monetary Union
(WAEMU) which was adopted by all the country members of the Union.

In view of the macroeconomic policy formulation as well as past and re-
cent developmental issues in Senegal, this paper presents the framework of
economic policy formulation in Senegal in a longer term perspective from
1960 to 2012. Emphasis is however placed especially on the policies from the
year 2000 onwards, mainly by discussions on their political, social and eco-
nomic objectives. The role of the stakeholders, such as the regional and inter-
national financial and technical partners as well as the civil society organiza-
tions, is also analysed. The paper is divided into 6 sections. Following section
1, section 2 focuses on economic policy changes since 1960s. The new vision
on economic policies since the year 2000 is discussed in section 3. The con-
duct of macroeconomic policies is presented in section 4. The macroeconom-
ic policy formation in Senegal is treated in the section 5, while section 6
concludes with policy recommendations.

2 The Economic Policy Changes since the 1960s

There are three different policy regimes in the Senegalese development histo-
ry. First was the centralized planning system from 1960 to 1985 whereby
central authorities enthusiastically believed in the power of planning for the
development of the entire country. The second period from 1985 to 2000 was
characterized by the decentralized planning system that involved more direct-
ly all the regions and local administrations (supported by international finan-
cial organizations). The third period from 2000 to date can be characterized
as a participatory planning system that is nationally and locally coordinated
with strategic specific options. These options are related to the creation and
maintenance of pro-poor economic growth, the quality of the institutional
environment, and the importance of strategic partnerships between all the
stakeholders of the economic and development. The current planning system
is being supported by various international technical and financial partners.

21 The Centralized Planning System from 1960 to 1985

The first packages of economic policies and the investment programs of the
government were defined in the First Development Plan of 1961 to 1964. The
objectives of the plan were to help the country to leave the colonial models of
development. In fact, the economy was organized at that time in such a way
that it produced the raw materials needed by France. This latter were mainly
provided with agricultural products. The plan had economic and social com-
ponents. The policy of import substitution was adopted within this plan. It
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means that the country tries to produce the goods it was used to import be-
fore, by helping domestic providers. The Second Development Plan of 1965
to 1969 was a mere reinforcement of the goals of the first development plan.
The Third Development Plan (1969 - 1973) tried to improve the level of
human capital and the food security in the country; the reduction of inequali-
ties between regions was also an objective (MPI, 1962, 1965, 1969).

Between 1961 and 1973 the macro-economy of Senegal was relatively
stable, with regular positive GDP rates of growth, despite the fluctuation of
the prices that occurred at the end of the period, due to the oil crisis. The
annual growth averaged 3% between 1960 and 1967 (Diene, 2005: 62).
However, the annual growth rate of the population was 2.3% per year. The
stable economic growth at that time was also a result of the positive devel-
opment of peanut production in Senegal. Indeed, peanut exports accounted
for nearly 80% of the domestic exports and represented a share of 12% to
15% in GDP during that period (Diene, 2005: 62). During the period between
1967 and 1974, the country's exports were vulnerable due to price fluctua-
tions in the world. Like in most African countries, the terms of trade of Sene-
gal began to deteriorate from 1967 onwards and Senegal’s share in cash crops
exports also decreased drastically in the world markets (World Bank, 2000:
22). The fall in export prices led to a downward spiral of the terms of trade
(Diene, 2005: 64). The income of the rural producers consequently fell as the
prices of peanuts plunged from 21.5 CFA francs to 18 CFA francs per kilo-
gram (Ly and Sow, 1999: 7). This led to a decline in the agricultural produc-
tion with an annual growth rate of only 1% and contributed to a weak overall
growth in the GDP.

The Fourth Development Plan of 1973 to 1977 was designed to find a so-
lution to the major economic and social problems, such as the public deficits,
the stifling of the rural world (which created the so-called "peasant unrest."),
the rural exodus, etc. The main objectives of the Fourth Development Plan
were to improve the living conditions of the households and to promote the
industrialization of the country. In general, the period of the Fourth Devel-
opment Plan saw an increase of the export value between 1973 and 1974 by
82% (mainly due to the exports of peanuts and phosphates) and terms of
trade increases from 102.5% to 105% (Diagne and Daffé: 2002: 60). Moreo-
ver, the strong growth of the prices of phosphates and peanuts (24% and
132%, respectively) helped the economy to reduce the consequences of the
oil shock (AT 2012: 7). The hourly minimum wage increased from 58.19
CFA francs in 1973 to 107.05 CFA francs in 1974. The purchasing power of
rural households increased as the price of peanuts increased for producers by
38% in 1975 (ILO, 2008: 43).

The Fifth Development Plan of 1977 to 1981 was designed to address the
economic recession of Senegal. In 1978, the Senegalese economy entered
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into a deep crisis with profound impairment of the overall macroeconomic
framework. The main indicators clearly show a stagnation of real output and
a chronic deficit in the trade balance and in public finances (Kasse, 2008:
11). The peanut production drastically declined as export prices fell by 25%
between 1978 and 1981 (Diene, 2005: 67). The growth of the imports of
consumption goods contributed to the high current account deficit of 14.2%
of the GDP and to the 8% decrease of budget revenues. Why and how did
this happen, was it caused by lack of own production or by smuggling or by
what other factors? (MEF, 2010: 66). In 1979, the price of peanuts was at a
level lower than it was in the period between 1969 and 1973. This resulted in
sharp decreases of rural incomes. Furthermore, the increasing public debt and
the structural imbalances in the economy forced the Senegalese Government
to implement a set of economic reform programs from 1980 onwards.

The Sixth Development Plan of 1981 to 1985 - under a new political re-
gime - took different approaches and methods in terms of administration,
mainly by the introduction of permanent committees for planning at the na-
tional and regional levels. As a result of the oil crisis, drought and structural
imbalances, the country adopted stabilization plans and Structural Adjust-
ment Policies (SAP) with the support from the IMF and World Bank.

2.2 The New Planning System and the Adjustment Policies

The Seventh Development Plan of 1985 to 1989 aimed at a stimulation of the
production of the primary and secondary sectors as well as a reduction of the
institutional barriers that may limit productivity and financial and economic
recovery. A New Planning System (NPS) was introduced in 1987. An “Eco-
nomic Orientation Plan” (EOP) for six years that covered economic and so-
cial development and a “Triennial Public Investment Program” (TPIP) were
created in the new planning system. Budget discipline became the central
policy issue in the new plan. The Eighth Development Plan of 1989 to 1995
aimed at an implementation of the New Planning System/NPS, focused on
increasing the total factor productivity, adapting the national education sys-
tem in line with the productive system, and controlling the urbanization pro-
cess through the improvement of the rural economy (MEF, 2010: 60). The
objective of the Ninth Development Plan of 1996 to 2001 was a liberalization
of the economy (MEF, 2010: 62). The plans exist until now with specific
programs which are managed by committees of sector-based experts or by
national agencies.

The significant features of the new policy reforms were the low level of
public investment and the disengagement of the State from productive and
social sectors. However, the policy reforms failed to expand the economy and
provided no safety net for the poorest segment of the population (Diouf,
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1992:73). The economic reforms failed to promote domestic savings, while
the terms of trade fell to the level of the 1970s (Fall and Sy, 2003: 8). The
exports remained weak and at a ratio of only 30.5% of the GDP between
1994 and 2000 (Daffé, 2002:71). As shown in Figure 1 below, the persistent
trade deficit has limited availability of foreign exchange for productive in-
vestment.

Figure 1: The trade balance as a percentage of the GDP
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Source: NASD, 2006

The informal economy grew since the 1970s and accounted for more
than 60 % of the total jobs in the country (Daffé, 2002: 77, MEF, 2012: 9).
Table 3 shows the GDP growth rate and the GDP per capita between 1960
and 2000. The Table 3 reveals that the GDP increased from 1.8% between
1980 and 1984 to 5.5% between 1994 and 2000. The GDP per capita im-
proved from -0.9% to 2.8% in the two periods respectively. Despite of low
exports, the GDP growth between 1994 and 2000 was important. The expla-
nation is that, after the devaluation of the CFA franc in 1994, the overall
strategies of the government were to stimulate economic growth by bringing
more resources to the sectors of non-tradable goods. The economic growth
was expected to be mainly driven by the sectors of services, construction and
manufacturing (AT: 2012: 24). With the devaluation, the state of the Senega-
lese economy was considered as successful by the authorities, with a contin-
ued reduction of fiscal deficits and current account balances and low inflation
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rates. But these economic reforms and austerity measures nonetheless affect-
ed negatively the living conditions of the poor people, who then engaged
more intensively in the informal sector.

Table 3: Percentage growth rate of the GDP and the per capita GDP

1960 -11970 — 1980 —|1985 -|1994 -
Periods 1969 1979 1984 1993 2000

GDP growth rate
(in per cent) 2,2 3 1,8 2,2 5,5

> H

GDP per capita
growth (in  per
cent) -0,5 0,3 -0,9 -0,4 2,8

Source: NASD, 2005

3 The New Vision on Economic Policies since the year 2000
3.1 The Recent Economic Strategies

The country adopted the Declaration of the Millennium Development Goals
(MDGs) and became more involved in the regional integration process. It
began to apply economic policies as recommended by regional integration
institutions such as the West African Economic and Monetary Union
(WAEMU). In this context, the harmonization of the fiscal policies proposed
by the WAEMU was also adopted in Senegal. The country applied the com-
mon taxes externally and the uniform VAT tax, as the other members of the
Union did. For the first time, regionally agreed common fiscal policies were
adopted in Senegal. In parallel, the country developed and implemented a
first Poverty Reduction Strategy Paper (PRSP I) that covered the period from
2003 to 2005, accompanied by the Accelerated Growth Strategy (AGS) since
2005. The PRSP 1I covers the period 2006 to 2010 and the PRSP III is from
2011 to 2015. The main feature of the government’s new strategies concern-
ing economic policies is the involvement of many private stakeholders. The
international technical and financial partners (mainly the donors and the in-
ternational organizations linked to the United Nations) work together with the
national institutions and local partners, such as the civil society, the central
government and local administrations. The donors often provide technical
support and fund the training and the participation of all the actors in the
formation of policies. There is a national ownership on all these economic
policies but they all involve the donors as supporters. Transparency in budget
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management has become the key condition of the donors’ participation and
this is also in the interest of the Senegalese people. This explains why pro-
grams such as the PRSP III, the AGS and the Economic Policy Support In-
strument (EPSI) involve many local experts from different sectors but also
international experts. The EPSI is an IMF program for Senegal adopted since
2007 and running still now. It is a financing mechanism and the amount of
the budget is 328 billion CFA francs in 2012. The program is designed to
help the government to pursue a cautious approach to public finances and
public debt in order to maintain economic stability, to increase public reve-
nues in order to generate a greater fiscal space for financing priority expendi-
tures, to strengthen the public financial management and governance, to pro-
mote private sector development by making structural reforms, particularly in
the areas of energy and finance, and to provide for a better business environ-
ment. For example, in 2008 a major slippage in public finances was found,
and it was discovered that the state had large arrears in debt settlement to the
private sector. In this situation EPSI helped to tackle this situation (IMF,
2009: 6).

The second program review of EPSI, which allowed the mobilization of
funds from the international community, was approved by the IMF in 2008.
The EPSI is now extended over the period from 2010 to 2013. It is worth
noting that the EPSI is reviewed almost every three months. The extension
allows the government to complete the major infrastructure spending pro-
grams. Under the PRSP III and the AGS, structural reforms and sector-based
policies were designed to bring the average growth rate of Senegal above 4%
in the period between 2010 and 2015 (EPCMU, 2011). It is known that the
PRSP 1II had failed in the reduction of poverty so that is unlikely that the
country will achieve the objectives of reducing poverty by half by 2015. It is
also unlikely that the goals of universal education, referred to in the MDGs
and integrated into the PRSP II, access to electricity and to potable water can
be realized. Access to basic infrastructure in the villages has however greatly
improved (Backiny-Yetna et al., 2010: 21). The PRSP III is the framework
for political, economic and social development of Senegal for the period
between 2011 and 2015; arguably, it is an extension of PRSP I (2002) and
PRSP II (2006) (EPCMU, 2011). PRSP III is structured around the following
strategic areas:

e Wealth creation for a pro-poor growth strategy accompanied by the

development of transport infrastructure and energy.

e Promotion of access to basic social services in conjunction with the

MDG:s to be achieved in the social sectors.
e Social protection, prevention and management of risks and disasters
(drought, floods, locusts, etc.).
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e Good governance, decentralized and participatory development with
particular emphasis on the continued implementation of the National
Program for Good Governance (NPGG) and the AGS (M1, 2002).

The PRSP III gives a central role to the current AGS for the generation
of sustainable high rates of GDP growth, the creation of jobs, and the im-
provement of the households’ living conditions. Critical assessment of the
PRSP revealed that it is unlikely that the country will achieve the objectives
of the MDGs by 2015. Moreover, in the sectors of health and education,
some trends are still slow compared to the 2015 targets. These include the
rate of infant mortality, the maternal mortality rate, and the rate of primary
school achievement (UCMEP: 2012:7). However, the access to electricity
and drinking water seems to be progressing in the whole country. Access to
basic infrastructure in the villages has greatly improved through the PRSP
(Backiny-Yetna et al.: 2010: 21).

The Accelerated Growth Strategy/AGS is the strategy designed to diver-
sify and transform the economy by strengthening competitiveness. The strat-
egy adopted in 2005 was based on two focal points. The first was the devel-
opment of groups of clusters with high growth potential (growth areas) which
could positively impact on the overall economy. The second was focused on
the promotion of investment by continuously improving the business envi-
ronment, aligning it to international standards and strengthening the efficien-
cy of infrastructure sectors, such as transportation, energy and telecommuni-
cations. The AGS is designed to foster a dynamic process towards economic
development. Operationally, it is focused on promoting private investment
and growth in the areas agriculture and agro-industry, aquaculture and sea-
food, textiles and clothing, ICT, tourism, cultural industries and crafts. The
main weakness of the AGS is its lack of evaluations, though it has become
since 2012 a component of the National Strategy for Economic and Social
Development (NSESD). There is no evaluation of all these efforts and the
actual new political regime mainly focuses on the NSESD rather than on the
policies and programs implemented by the former political regime.

3.2 The National Strategy for Economic and Social Development

The NSESD was established in November 2012 and its objectives are reflect-
ed in three economic and social policy areas. The first area comprises growth,
productivity and wealth creation. The second is human capital, social protec-
tion and sustainable development, while the third is governance, institutions,
peace and security.
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a) Growth, productivity and wealth creation

The main objective laid down in the NSESD Document is it to target an aver-
age annual growth rate of 6.8%. To achieve this, emphasis was laid on the
development of the energy sector, especially the electricity sector. In addi-
tion, the government hoped to create the conditions for economic growth by
strengthening good governance and improving the efficiency of public in-
vestment. The elements of the objectives in this area are:

Macroeconomic stability: the macroeconomic stability measures,
such as control of the inflation and reduction of the volatility of in-
terest rates, reduction of risk and uncertainty for investors, and crea-
tion of the conditions for income growth, are the central elements of
the objectives. The achievement of these elements depends on the
improvement of the business climate.

Promotion of employment: To ensure full employment, the economy
must generate each year nearly 150,000 jobs. Between 2013 and
2017, at least 500,000 jobs are to be created in the formal private
sector and the public sector, with a gradual strengthening of the lo-
cal public sector. It means that decentralized authorities are progres-
sively involved in the process of defining the ways to create all these
jobs. These objectives are supposed to be achieved by promoting
public investment and self-employment of young people and by
supporting the integration and reintegration of military and paramili-
tary personnel released from active service (MEF, 2012: 25).

Private Sector Development: This program focuses on micro-
enterprises and small businesses, rural and suburban youth, and
crafts, as well as women. Regional development centres are to be
involved to support export activity.

Easy access to financial services: This has led the government to
create a Guarantee Fund for Priority Investment (GFPI) and a Sov-
ereign Fund for Strategic Investments (SFSI), and to help funding
women entrepreneurs.

Development of sectors to support the production: This is done by
promoting access to energy services in terms of accelerating rural
electrification, increasing the supply of renewable energy, and
providing for a higher electricity production capacity. Infrastructure
and transport services and telecommunication services will be pro-
moted as an overall objective to support cross-cutting areas of pro-
duction (MEF, 2012: 32).
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b) Human capital, social protection and sustainable development
The main components of these policy objectives are:

e Improvement of health and nutrition, access to drinking water and
sanitation, and strengthening of social protection. The strategy was
designed to build health infrastructure, to strengthen the existing
military medical centres, to recruit skilled health staff, and to pro-
mote generic drugs. Other major issues are measures to improve the
performance of the prevention and fight against diseases such as the
HIV.

e Support universal education by improving the quality of teaching
and training, by building and rehabilitating schools and providing
for the equipment supply to colleges, schools, institutes and univer-
sities.

e FEradication of illiteracy and promotion of national languages: there
is intention to undertake the diversification of the Non-Formal Edu-
cation (NFE) and to build new infrastructure for the NFEs and the
codification of national languages (MEF, 2012: 40).

¢) Governance, Institutions, Peace and Security
Bad governance is a hindrance to development; hence some essential rules of
economic and social policies are covered in the NSESD document such as:

e Peace, democracy and security;

e  Ethics and transparency in public finance management; and

e Creation of frameworks for a dialogue on public policy.
Compliance with these rules requires mutual trust among different stakehold-
ers in macroeconomic policy formulation and implementation. The first ac-
tors that are involved in the coordination aspects of the NSESD are the local
private organizations, civil society organizations and local administrations. It
is a mere plan and regrettably nothing has been implemented yet. Table 4
gives the amounts needed for the realisation of the program. The government
and the donors are financially involved, but still gaps remain for the funding
in each year.

Different committees and councils are created to coordinate, implement
and monitor the NSESD:
- A Presidential Committee for Evaluation meets once every two years and it
is responsible for the evaluation of the NSESD, and it decides on the reorien-
tation of the program, based on its major outcomes and on the international
discussion of issues.
- A National Council for monitoring and guidance, chaired by the Prime
Minister, is created. This Council is composed by the Government, repre-
sentatives of the technical and financial partners, the civil society, the private
sector, the parliament and the local administrations. It meets every six
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months. Its role is to assess the progress of the implementation of the
NSESD, and it gives the instructions being useful to a successful implemen-
tation of the NSESD. It makes also an annual review of the NSESD.

- A Parliamentary Monitoring Committee: This committee allows parliamen-
tarians to monitor the implementation of the NSESD. It meets once a year. Its
president is appointed by the National Assembly.

Table 4: Annual funding allocation of the NSESD (in million CFA
francs)

Years 2013 2014 2015 2016 2017

Global amount need-
ed 993.428 | 1283.669 | 1210.216 | 891.172 | 760.197
Amount acquired 873.428 | 1025.669 | 890.215|481.172 | 375.197
Given by the State | 431.939 | 447.725| 368.496|192.528 | 179.392

Given by the Do-
nors 441.49 | 577.944 | 521.719|288.645|195.806
Gap 120 258 320 410 385

Source: MEF, 2012: 67

The Minister of Economy and Finance shall report to the meetings of
these various Councils and Committees. There are two aspects in the practi-
cal level: the Coordination of the implementation of the sectoral policies
defined in the program, and the Regional management of the NSESD. Thus,
there are different committees:

- The Sectoral Committees for Monitoring and Evaluation: the Ministries are
important channels for the implementation of the NSESD and they are ensur-
ing the supervision of NSESD's implementation. Chaired by the Minister in
charge of the sector, the Sectoral Committee is responsible for the implemen-
tation and the monitoring of the sectoral policies defined in the NSESD. Each
committee meets at least once per quarter.

- The Regional Committee for Monitoring and Evaluation: it is chaired by the
regional Governor while the Regional Development Agency (RDA) provides
the technical secretariat. It includes all categories of actors involved in the
region.

A Technical Secretariat, provided by the UCMEDP, is responsible for the
coordination of the overall monitoring and evaluation of the NSESD. It en-
sures the proper execution of the various activities of the program. All the
stakeholders in economic policies are supposed to align and harmonize their
actions around the NSESD's objectives that also reflect the country's com-
mitments to achieve the MDGs. The involvement of all the stakeholders in
the process of implementation is essential.
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The Parliament is also involved in the NSESD, and capacity building of the
parliamentarians in overseeing governmental actions is expected within the
NSESD. The steering committees, both national and regional or local, mobi-
lize all stakeholders that are state actors, local administration, civil society,
the private sector, the parliament and the technical and financial partners.

4 Macroeconomic Policies and the Performance of the
Economy in the period between 2000 and 2012

In 2000, poverty alleviation was among the primary policy objectives of the
Senegalese government. The Poverty Reduction and Growth Facility (PRGF)
program, which is supplemented by the PRSP, was initiated in 2002. The
PRGF helped the government to achieve considerable macroeconomic stabil-
ity. In the 2000s, the government initiated several tax reforms, especially at
the sub-regional levels. Was this the problem number 1 for macroeconomic
policy in Senegal? What about public expenditures, financial policies, and
structural policies in Senegal? Fiscal policy, monetary policy, and exchange
rate policy - some words on interactions are needed, although fiscal policy
determines largely the course of development in Senegal! While section 4
covers mainly fiscal policy, section 5 will then also comment on the interrela-
tions of fiscal and monetary policy.

4.1 The Tax reforms and other fiscal policy reforms since 2000

Over the past 12 years, three major objectives have been constantly sought in
government tax policies. The first one is the preservation and consolidation
of tax revenues. The second one is the rationalization and modernization of
the tax system. The third one is the creation of a favorable environment for
the development of investments and business promotion. These policy objec-
tives include the adoption of indirect taxation according to the WAEMU
directives in terms of a single VAT rate (18%), the rationalization of the list
of VAT exemptions, the harmonization of the rates of excise duties, and the
modernization of the tax system by simplifying the tax system. Other fiscal
reform measures included the enhancement of the financial capacity of the
local administrations by preserving the integrity of the local tax systems and
the development of a new Investment Code which allows for a tax credit
mechanism within the system of corporate taxation (DGID, 2012: 97).

To promote savings mobilization and the development of financial and
stock markets, an incentive tax for collective investment securities, such as
Unit Trusts and Open-ended Investment Trusts, was introduced. Other re-
forms aimed at tackling tax evasion and promoting gender equality in the
taxation of men and women’s incomes (MEF, 2010: 76). Diagne et al. (2007)
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argued that the adoption of the harmonization of the tax system in Senegal
has considerably reduced the protection of its economy (via a 50% reduction
in customs duties) but has consolidated its domestic tax system. However, the
government considered fiscal consolidation as a more important policy. It
paid little attention to the possible negative effects of a higher VAT on in-
come inequality and on the households’ welfare (Diagne et al., 2007: 12).
The research findings of Diene (2010) revealed that the advantages of the
harmonization of the VAT and of the other indirect taxes in Senegal mainly
reside on the reduction of the costs of tax collection and on the simplification
of the fiscal administration procedures (Diene, 2010:23).

For purposes of macroeconomic stability and inflation control, the public
finances are supposed to be more controlled within the NSESD program.
Priority actions which the Government intends to use are, in the framework
of the NSESD, the improvement of the performance of the tax administration
and budgetary execution procedures. To this end, the implementation of the
NSESD will contribute to a strengthening of fiscal revenues, resulting in an
increase in tax revenues of estimated 8.9% per year. Donations are expected
to increase by 4.5% per year during the period covered by the program. Cur-
rent public expenditures are expected to increase by 5.1% per year during the
program period while investment spending would grow at a rate of 6.3% per
year over the same period (2013-2017). Regarding the management of the
public debt during the implementation period of the program, the Govern-
ment will continue to implement prudent debt policy by resorting primarily to
concessional financing that does not compromise the viability of the total
public debt. Finally, the Government undertakes not to accumulate arrears
during the period under review (WAEMU, 2012: 86).

4.2 Inflation, growth, public budget and poverty

The impact of the economic reform programs can be evaluated through eco-
nomic indicators such as the rate of inflation, the rate of economic growth
and the situation of the public budget, but also through the impact of the
macroeconomic policies on poverty. In the period of the PRGF, the average
inflation rate was of 2.2% in the years 2002 - 2012. Specifically, between
2003 and 2005 the inflation stood at 1.7 %. Over the period from 2000 to
2012 the average inflation rate was 2.2% as against 6.3% in other ECOWAS
countries (DFES, 2011: 5). The growth rate of the real GDP in the period
2000 - 2002 was 2.8%. Between 2003 and 2005, it passed to 6.1%. Thereaf-
ter, the average annual economic growth rate declined to 3% between 2006
and 2010. Its estimation for 2011 was 4% and its projection for 2012 was
4.2% (AfDB et al., 2012: 4).
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Concerning the situation of the public budget, there was a significant
improvement of the taxation system and the emergence of a more efficient
management of the public finances. The improvement can be traced to the
policies that supported the broadening of the tax base combined with specific
budget reforms, such as a gradual harmonization of the assessment of the tax
expenditures (amounts to be deducted), and a modernization of the tax proce-
dures. The tax expenditures refer to actions that have the effect of reducing or
deferring taxes and charges payable by taxpayers. They can take many forms,
including those of claiming non-taxable income, deductions, tax credits, tax
exemptions, or tax reports. Table 5 presents the public finance components as
a percentage of the GDP. The share in GDP of the tax revenues rose from
18.8% in 2010 to respectively 19.5% and 19.7% in 2011 and 2012 (AfDB et
al.:2012: 6).

Table 5: Public Finances (as percentage of GDP)

2007 | 2008 | 2009 | 2010 | 2011 | 2012*

Total revenue and grants 22.8 |21.5 [21.6 |22 22.5 |22.6
Tax revenue 193 | 18.1 |18 18.8 119.5 | 19.7
Total expenditure and net lend-

ing 26.5 1263 [26.8 |27.2 |27.8 |28.9
Current expenditure 16 163 |16.7 | 15.6 | 16.2 | 16.5
Primary Balance 32 |41 |44 |42 |4 -4.9
Overall balance 3.8 |48 [-52 |-52 |-53 |-63

Source: AfDB et al. (2012: 6). (*) Data for 2012 are projections.

Between 2000 and 2002, the public deficit was about 12% of the GDP. In
the period between 2003 and 2005, the public deficit was 6% of GDP. From
2007 to 2011, the budget deficit was reduced to below 6% of the GDP. Public
spending rose sharply from 2007 to 2012, with the total expenditure as a
percentage of GDP increasing from 26.5% to 28.9% (see table 5). Because of
the deterioration of the primary and the overall balance, the government has
decided to better control and to rationalize the public expenditures. The short
term measures for this are the shrink of the State. The number of ministries
was reduced from 37 to 25 in 2012 and many government offices and de-
partments have been eliminated or merged. A rationalization of the diplomat-
ic representation abroad is also supposed to reduce the public expenditures.
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The number of agencies and public entities was reduced in 2012 after a re-
view of their usefulness and performance. The mismanagement and abuse in
the public service, particularly with regard to the use of mobile phones, vehi-
cles, fuel and electricity, public housing and rental offices, is now reduced.
An improvement in the procurement of goods and services is also decided, so
as a step for the reduction of other non-priority spending. The authorities
have also identified non-priority spending that will be removed and have
postponed non-priority investment projects, such as projects that have not yet
begun, or have a limited impact on growth and poverty reduction.

Medium-term measures are taken to reduce the public expenses, such as
the rationalization of subsidies and transfers to some sectors and demograph-
ic groups, so as to improve their targeting and efficiency. This includes sub-
sidies for energy, food and water. The rationalization of education, health and
other social spending is also aimed at by the government, with the support of
the World Bank. Table 6 shows the evolution of the social expenditures of
the government.

Table 6: Public Expenditures in social sectors (in millions of CFA francs)

Sectors 2005 | 2006 | 2007 | 2008 | 2009 | 2010| 2011 | 2012

Education 245.8 | 254.4| 310.4 | 321.5 | 384.3 | 459.5| 447.0 | 190.4

Current expenditure | 205.7 | 226.9 | 276.7 | 295.7| 328.2| 397.7| 404.7 | 162.2

Capital expenditures | 40.1| 27.5| 33.7| 258| 562| 61.9]| 423| 282

Health 91.9| 773| 86.3| 101.6| 110.6]| 111.6| 114.7| 48.0

Current expenditure | 49.5| 49.5| 53.6| 61.1| 67.7| 724]| 66.7] 289

Capital expenditures | 42.4| 27.7| 32.8| 40.5| 42.8| 39.1| 48.0] 19.0

Other Social sectors 312 840| 869 103.1| 84.8]| 108.8| 118.8] 40.9

Current expenditure | 15.1| 24.0| 36.8| 339| 36.6| 352| 46.1| 13.6

Capital expenditures | 16.2| 60.0| 50.1| 69.2| 48.1| 73.5| 72.7| 273

Total 368.9 | 415.7 | 483.6| 526.1 | 579.7| 679.9 | 680.5 | 279.2

Source: MEF 2013

The other social sectors include the Ministries of Justice, Social Devel-
opment, Environment and Rural Hydraulics and Sanitation. The social ex-
penditures were drastically reduced since 2011, though they have seen in-
creases from 2005 to 2011. It has to be assessed what the consequences are
and will be in the future for poverty levels, unemployment levels and levels
of social protection.

As one can see in table 6, there was a sharp cut of the social expendi-
tures, from 2011 to 2012. This cut comes from the new government which
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was settled in 2012. The main feature of 2012 is the advent of a new political
regime that wanted to make a clean break with the past political regime con-
cerning the public budget. This political change resulted in a budget plan
with new objectives, such as:

- The objective to stop the rise of the public current expenditures,

- The objective to opt for a more investment-oriented budget.

These new objectives appeared in the Finance Act 2012 by the way of
measures at controlling the staff costs and reducing the other public current
expenditures, including social spending. Therefore substantial efforts to re-
duce the own expenditures of the public administration are undertaken by the
new political regime in Senegal. These efforts do not only concern the social
sectors. Indeed, there is a removing of public agencies, a streamlining of the
diplomatic services, a removing of the Senate and of the Vice Presidency,
among other measures taken. There was also the suspension of all mobile
phone lines for government (except for defense services, security and jus-
tice). The hundred largest consumers of public administration funds for water
were identified and monitored closely to make significant savings on the
water bill of the central government. The reduction of social expenditures in
2012 is undertaken in this spirit of the new government. But all these cuts
resulted in an increase in public capital expenditures, and more effort was
undertaken of securing public funding for the implementation of new projects
and programs initiated by the government.

The reduction of the social expenditures is not permanent because, in the
Finance Act of 2013, priority is given to social sectors (education, health,
sanitation, social protection, etc.), food security, improvement of rural in-
comes , energy, and employment of women and young people (DFES, 2013b:
2). In 2013, support to the social sectors is also reflected by the government's
desire to create a Universal Social Protection Fund (USPF) and a Universal
Health Coverage (UHC), with the intention to extend the social protection
system to the workers of the informal sector. The sharp cut of the social ex-
penditures in 2012 is therefore part of the overall government strategy to
make an overall reduction of the public expenditures possible, so as to ration-
alize public expenditures and to reach macroeconomic stability. The cut of
social expenditures is not a deliberate policy as the attitude towards social
expenditures for 2013 shows.

The impact of macroeconomic policy on poverty can be explained by
changes in the poverty index. Senegal remains a poor country, but the propor-
tion of poor households has declined (see table 7). The proportion of poor
individuals in the country has declined from 55.2% in 2001 to 48.3% in 2005
and to 46.7% in 2011 (MEF, 2012: 11). Poverty is measured by the Foster—
Greer-Thorbecke (FGT) poverty index. What the consequences of the drastic
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cuts of expenditures for social sectors in 2012 are will be brought out in fu-
ture research.

Table 7: The Evolution of the proportion of poor households in Senegal

Zones/Years 2001 2006 2011
Dakar 38.1 28.1 |26.2
Other urban zones 45.2 414 413
Rural zones 65.2 59 57.3
Senegal 55.2 483 [46.7

Source: MEF 2012: 10

As shown in Table 7, the proportion of poor people in Senegal stood at
46.7% in 2011. The Table 7 indicates that poverty is higher in rural areas
than in urban zones. This phenomenon suggests that so far policy reforms
adopted have not influenced that much poverty reduction in rural areas. The
main reason is that the poor households in rural areas are mainly farmers,
women and young people who survive by subsistence crops and livestock
that are means being often not sufficient to cover the needs of their family.
Factors such as a regularly insufficient agricultural production, a weak capac-
ity of the economy to create permanent jobs, and a lack of public resources
allocated to social services contribute to the poverty in rural zones. The most
affected areas are the center, the south and the east of the country, where
income is predominantly derived from agricultural work. This is due to the
difficulties of the climate and to an unequal distribution of public investment.
Households in rural areas have less access to migrants’ remittances and rural
producers and workers have more difficulty in obtaining bank loans. The
regional priority actions of the NSESD should correct this situation. The
drastic cut of social spending in 2012 may lead to a further deterioration of
the situation if not compensated by other measures and efficiency improve-
ments (see table 6).

Arguably, the reforms were more successful where the government initi-
atives were supported by the international financial and technical partners.
From 1960 to the early 1980s, the government has tried to implement its own
policies but failed to put the country towards a specific development trajecto-
ry or path. The involvement of the international partners (at this time, only
the IMF and the World Bank were involved) in the economic policy formula-
tion since the early 1980s helped the country to resolve the debt crisis by
using structural adjustment policies. The implication is that the government
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obviously could not undertake a meaningful economic policy reform without
the technical and financial support of its international partners. The political
classes, the bureaucracy and the interest groups, whenever they are involved
in the formulation of the policies or where they have the ability to influence
these policies, are perverting the good intentions of plans and policies so that
the financial aspects of their implementation are always becoming a problem.
The power to influence the policies depends crucially on the extent of the
financial capacity of the stakeholders involved. But in contrast to the external
policy package of the structural adjustment programs since the early 1980s,
the economic policies are developed in the period of the 2000s more by the
government and by national experts coming from different economic and
social sectors. For example, all the economic strategies of the PRSP III were
developed by national experts but the international technical and financial
partners helped in elaborating, executing and financing the PRSPs.

5 Macroeconomic Policy Formation in Senegal

The government of Senegal conducts the macroeconomic policies of the
country but it has no autonomy on the monetary domain. The monetary poli-
cies in all the WAEMU countries are under the responsibility of the Central
Bank of West African States (CBWAS). The traditional instruments of mone-
tary policy used by the CBWAS are the changes in interest rates and the
refinancing of the financial institutions of the economy. The country as well
does not have enough space to undertake indirect taxation fiscal policies
because they are directed by regional organizations, such as ECOWAS and
mainly WAEMU. Harmonized international fiscal policies are applied by the
countries of these organizations. In fact, the effectiveness of the instruments
used for monetary policy, fiscal policies (indirect tax rates) and exchange rate
policies is not completely controlled by the government because these poli-
cies depend on the common decision-making bodies for the Union. Further-
more, common polices in sectors such as agriculture (within the WAEMU)
and industry (within the ECOWAS) are actually still running, despite some
difficulties in their implementation and monitoring (Savadogo, 2009: 2;
ECOWAS, 2010: 39).

5.1 The monetary and fiscal policies

Three issues are considered here. First, the evolution of the monetary policy
tools, namely the exchange rates and interest rates, is considered. Second, the
features of the monetary policy are discussed. Third, the nature of the fiscal
policies is presented.
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The real effective exchange rate estimated in 2012 by the CBWAS shows
an improvement in the competitive position of Senegal at 1.7% compared to
other partner countries. This gain in competitiveness was as a result of a
combination of factors. First, it was due to an average reduction of inflation
in the WAEMU countries of about 1.8%. The second was the reduction of the
nominal effective exchange rate by 0.1% (CBWAS, 2012: 43). The interest
rate in the first quarter of 2012 as shown by CBWAS has declined to 3.2736
% as against 3.2940% in the last quarter of 2011 (CBWAS, 2012: 28). The
interest rate is the monthly average money market rate. It is the main tool
which the CBWAS uses to influence the liquidity in the economy. A remark-
able aspect of CBWAS’s function is its support in financing the public defi-
cit. It provided to the government an amount equal to 11.9% of the fiscal
revenues in 2012 (CBWAS, 2012: 54). The official rule is that a government
cannot have an amount greater than 35% of its fiscal revenues. This explains
why the refinancing of the country has a high net margin valued at 219.7
billion francs in mid-20123. Nevertheless, the government issues Treasury
bonds and obligations to finance its deficit which are bought by the national
and external economic agents such as the banks and the public.

In respect to the monetary policies in Senegal, their transmission chan-
nels rely more on the interest rates and on the monetary aggregates than on
the exchange rate because the currency is pegged to the Euro. Authors
Dramani, Ly and Diouf (2007) argue that there are close relationships be-
tween interest rates and real exchange rates with the aggregate real supply in
Senegal on the one side, and between the real exchange rate and inflation on
the other side. They show that an increase of the real interest rate will induce
a transient decrease of the real output (Dramani, Ly, Diouf, 2007: 46). For
example, a 10% increase of the interest rate in one year induces an increase
of 4.57% of the money supply in the first year and a decrease by 4.52% in the
second year. It also implies a decline in private investment by 0.4% in the
first year. This affects the economic growth negatively which decreases by
0.71%, 0.35% and 0.03% in the first, second and third years respectively
(Dramani, Ly, Diouf, 2007: 45).

Similarly, in the short and medium term, a depreciation of the CFA vis-a-
vis to the US dollar will induce economic expansion, and high inflation based
on the model estimations. In fact, the interventions of the CBWAS effective-
ly have impacted on the real sector and on the inflation rate. The depreciation
of the currency is directly linked to the fluctuations of the Euro against the
US dollar because of the fixed rate between the CFA Franc and the Euro.

3 This margin means that the government can borrow money up to this amount. This
margin is determined by the CBWAS by deducing from the statutory limit the amount
of loans granted to banks and backed by government securities.
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Dramani et al. (2007) argued that a depreciation of the CFA franc against the
dollar by 10% resulted into higher cost of imports but a restored competitive-
ness of the domestic products. For example, cost of imports of capital goods
increase by 17% on average over the two years following the depreciation of
CFA franc (Dramani, Ly and Diouf, 2007: 47). The GDP increases by 3.01%
during the first year, 0.87% in the second year and 0.55% in the third year
(Dramani, Ly and Diouf, 2007: 48). The research evidence of the macroeco-
nomic model of the Senegalese economy for assessing the impact of the de-
preciation on inflation runs on a panel data basis from 1980 to 2000; by dif-
ferent authors it is shown that inflation grew by 4.73% in the first year,
3.58% in the second year, and 0.46% at the end of the third year (Dramani,
Ly and Diouf, 2007: 48).

In respect to fiscal policy, the VAT rates are harmonized at 18% as a re-
sult of the reform introduced within the WAEMU countries in 2001. Howev-
er, indirect taxes are still levied on imports of commodities such as sugar, oil
of peanuts, etc. from other countries. In addition to customs duties, products
coming from non-WAEMU countries are subject to several supplementary
taxes such as the Statistical License Fee (SLF) and the Community Tax for
Solidarity (CTS) at the rate of 1%. Nevertheless, the government has little
policy space for conduct of fiscal policies because it uses mainly indirect
taxes. It does not mean that direct taxes cannot be used, but they only concern
the formal sector of the economy. That is why the government always tries to
control the informal sector, aiming to make it contribute to its fiscal revenues.
The recent economic statistics shows that the tax revenues increased to
1.3132 trillion CFA francs in 2011, at a rate of 9.9% compared to 2010. The
indirect tax revenues grew by 10.8% in the two years, due to the VAT on oil
consumption and the customs duties (DFES, 2011: 23). Direct taxes, through
the income tax, grew moderately by 2.9%. In general, the ratio of taxes to
GDP is estimated at 19.2% in 2011 as against to 18.8% in 2010. This slight
increase reflects more an improvement of the effectiveness of revenue collec-
tion than of higher tax rates (DFES, 2011: 25). As we stated earlier, since
2011 the government, with the support of the World Bank, is trying to ration-
alize its expenditures, by drastically reducing the social spending and the
non-efficient investments. This is considered as the best way to deal with the
difficulty of increasing the tax revenues to the level of the expenditures.
However, the social situation may deteriorate further. Non-efficient invest-
ments and non-priority investments can be reduced, but social spending cuts
have severe limits.
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5.2 The Levels of Formation and Coordination of the Economic
Policies

The formation and coordination of the economic policies in Senegal are done
at two different levels.

The first is at the national level where the government is better posi-
tioned to coordinate various policies and programs in the country. For exam-
ple, in 2009 a national institution called Unit for Coordination and Monitor-
ing of Economic Policy (UCMEP) was created. Its mission is to support the
implementation and the monitoring of all national and sector-based policies.
The Unit is also involved in the issues related to fund-raising for the various
programs and to the control of financial resources used in the programs. The
Unit is attached to the Ministry of Economy and Finance. It is made up of
working groups assigned with specific functions. The groups are classified
according to their functions and objectives. The following groups may be
mentioned:

The Group of quantitative monitoring of policies: Its objectives are to
monitor the indicators of achievement of the development programs, such as
of the PRSP and/or the NSESD. This group reviews periodically the quantita-
tive surveys undertaken by the statistical departments of the government.

The Group of qualitative monitoring of policies: This group is responsi-
ble for monitoring the changes induced by the policies. It also provides the
capacity building to the regional actors and to the civil society by helping
them in the implementation and monitoring of projects and programs.

The Group for the better articulation of sector-based policies: The main
function of this group is to review the sector-based policies and to identify
the strengths, the weaknesses and the gaps as well as providing for corrective
measures.

The second is at the international level where the country has transferred
some of its prerogative functions in economic policy formulation to regional
and multilateral organisations such as ECOWAS and WAEMU. This is in the
area of the international trade policies, especially the tariff issues. Senegal
has adopted the common external tariff policies of ECOWAS and WAEMU.
In addition, the country is actively involved in the negotiations for the effec-
tive implementation of the policies undertaken in these organizations. Like
other ECOWAS member states, the country has created a National Commit-
tee of Economic Policy Coordination (NCEPC). The aim of NCEPC is to
ensure the identification, formulation and monitoring of the Community
Development Program (CDP). The CDP is an ECOWAS program with the
objective to establish coherency between sector-based programs within the
ECOWAS and its member-States development policies. CDP was launched
in 2008 with its strategies focused to sectors such as common agricultural and
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industrial policies, interconnection of transport infrastructure, energy supply,
financial and monetary integration, research and development, innovation, as
well as common natural resources and environmental policies. The NCEPC is
attached to the Ministry of Economy and Finance and is composed of mem-
bers of the UCMEP and of the WAEMU as well as from the civil society and
the private sector. The NCEPC also assists the ECOWAS in the collection,
processing and analysis of economic information related to Senegal.

If the government is the first actor involved in the definition and imple-
mentation of the national development policies, there are other national ac-
tors playing a role in the formation of economic policies in Senegal, such as
the Non State Actors (NSAs), comprising the private sector and the civil
society. Most of these actors are grouped into committees for the dialogue on
the development strategies such as for the PRSP III and the AGS. The dia-
logue forums are not very satisfying for the Non State Actors (NSAs) who
often complain that they are not involved enough. They create their own
organizations or committees, aiming to be better involved in the policy deci-
sions, and they work together with the donors, excluding the public authori-
ties. There are three major categories of Non-State Actors (NSAs) in Senegal:
the civil society organizations, the trade unions and the employers' organiza-
tions but there is a lack of coordination and an absence of a unified structure.

The involvement the non-state actors (NSAs) in the design, implementa-
tion and monitoring of the economic policies is often presented as an objec-
tive which is announced by the public authorities and desired by the donors.
Nevertheless, the recent experiences show that the supposed involvement
generates more frustration than satisfaction; so new modalities have to be
developed. The employers’ organizations are implicated in the process of
definition of economic policies, by means of the National Council of Em-
ployers. Civil society organizations and trade unions are not really involved.
The political parties are involved only if they are part of a coalition with the
ruling party; so the impact on policies is extremely limited.

6 Conclusions and recommendations

The government is the major actor in the definition and implementation of
the national development policies. The Central Bank defines the monetary
policies for the WAEMU countries and so has a great role to play in terms of
monetary policies in Senegal. Besides issuance of the banknotes, coins and
being a lender of last resort, it is also responsible for the centralization of the
foreign exchange reserves, the management of the monetary policy, the con-
trol of the accounts of the Treasures, and the definition of the banking law
being applicable to banks and financial institutions. In addition, the macroe-
conomic policy formation in Senegal involves other actors than the public
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administration and the Central Bank. The economic and financial partners
work together with the social partners, such as the NGOs, the trade unions,
etc. The regional and international donors are also involved in the entire
process of definition and application of the economic policies. They are no
longer considered as finance providers only but they are also institutional and
technical partners.

It is necessary to encourage a process of innovative and continually rein-
forced participation in the economic policies formulation, which involves all
stakeholders, including non-state actors (NSAs) from the regions and the
rural areas. For this direction to emerge, it is desirable to create functional
and durable mechanisms of dialogue between the government, the donors and
the NSAs.

This paper therefore recommends the following specific actions:

e Effective involvement of the NSAs who have skills to participate in
technical discussions. This can be done by the establishment of a na-
tional cell of the NSAs to enhance their participation in the formula-
tion and implementation of macroeconomic policies.

e  Strengthening the institutional support for the NSAs and the local
authorities by the government and its partners.

e  The financial partners should help to strengthen the capacity for sec-
tor work. This is to support the development of detailed proposals at
national and sub-regional levels based on the analysis of the situa-
tion.

e  Establishment of a national observatory to monitor the degree of
partnership with stakeholders in the development of macroeconomic
policies. This will help the beneficiaries to better understand the im-
plications of macroeconomic policies.

e  Strengthening the information dissemination processes on macroe-
conomic policies for the benefits of the economic agents.

e Effective coordination and constant monitoring and evaluation of
macroeconomic policies in order to support business sector devel-
opment projects.

The implementation and monitoring of the impacts of programs are the
main challenges. That is why the government and its partners encourage the
involvement of stakeholders at regional and local levels, to better implement
the policies, as well as to better monitor their impacts.
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Macroeconomic Policy Formation in Africa

International Labour Organization, Employment Sector, Employment
Policy Department, Employment Working Papers, Geneva: ILO, since
number 53, 2010. Web Access to the Series: http://www.ilo.org/ employ-
ment/Whatwedo/Publications/working-papers/ lang--en/index.htm

Various issues of the Employment Working Papers since the year 2010 have
relevance for macroeconomic management in Africa and give examples of
macroeconomic policy formation, by including employment-targeting and
social protection aspects. A considerable number of African countries is
covered in the form of case studies these papers. The paper Number 53 by
Muhammed Mugqtada of 2010 was of importance for the framing of Unit 1 of
the African Development Perspectives Yearbook (see the article by this au-
thor in Unit 1 of the Yearbook). Especially the following discussion papers
are relevant for this volume 16 of the African Development Perspectives
Yearbook:

Towards more inclusive employment policy making: Process and role of

stakeholders in Indonesia, Nicaragua, Moldova and Uganda

Claire Harasty, Zulfan Tadjoeddin, Mikhail Pouchkin, Gijsbert van

Liemt

Employment Working Paper No. 137

Cities with Jobs: Confronting the Employment Challenge; An examination

of approaches to employment in two South African case study cities

Glen Robbins, Sarah Hobbs
Employment Working Paper No. 127

Tackling the youth employment crisis: A macroeconomic perspective
Makiko Matsumoto, Martina Hengge, Iyanatul Islam
Employment Working Paper No. 124
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Contribution of labour market policies and institutions to employment,
equal opportunities and the formalisation of the informal economy: Mo-

rocco
Aomar Ibourk

Employment Working Paper No. 123

Regional Trade and Employment in ECOWAS
Erik von Uexkull
Employment Working Paper No. 114

Macroeconomic policy for full and productive and decent employment for

all: The case of Nigeria

Ugochukwu Agu and Chijioke J. Evoh
Employment Working Paper No. 107

The impact of the financial and economic crisis on ten African econo-
mies and labour markets in 2008-2010: Findings from the ILO/World

Bank policy inventory
Catherine Saget and Jean-Francois Yao

Employment Working Paper No. 100

Macroeconomic policy for employment creation: The case of Malawi
Sonali Deraniyagala, Ben Kaluwa

Employment Working Paper No. 93

Macroeconomic policy for “full and productive employment and decent

work for all”: Uganda country study
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Elisa van Waeyenberge, Hannah Bargawi

Employment Working Paper No. 91

Growth, Employment Policies and Economic Linkages: Egypt
Heba Nassar

Employment Working Paper No. 85

Growth, employment and decent work in Namibia: A situation analysis
Godfrey Kanyenze, Frédéric Lapeyre
Employment Working Paper No. 81

Employment Diagnostic Analysis: Malawi
Dick Durevall, Richard Mussa

Employment Working Paper No. 73

Labour Market Policies and Institutions: a Synthesis Report. The cases of
Algeria, Jordan, Morocco, Syria and Turkey

Mariangels Fortuny and Jalal Al Husseini

Employment Working Paper No. 64

Growth, Economic Policies and Employment Linkages in Mediterranean

Countries: The cases of Egypt, Israel, Morocco and Turkey
Gouda Abdel-Khalek

Employment Working Paper No. 63

Rwanda forging ahead: The challenge of getting everybody on board
Per Ronnas (ILO), Karl Backéus (Sida), Elina Scheja (Sida)
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Employment Working Paper No. 62

Employment, poverty and economic development in Madagascar: A mac-

roeconomic framework
Gerald Epstein, James Heintz, Léonce Ndikumana, and Grace Chang

Employment Working Paper No. 58

Trade contraction in the global crisis: Employment and inequality effects
in India and South Africa

David Kucera (ILO), Leanne Roncolato (American University) and
Erik von Uexkull (ILO)

Employment Working Paper No. 54

The crisis of orthodox macroeconomic policy: The case for a renewed

commitment to full employment
Muhammed Mugqtada

Employment Working Paper No. 53

All these papers have in common the view that employment and social pro-
tection policies can support macroeconomic policy formation and economic
policy implementation; also the view is shared that more effective macroe-
conomic policies and more comprehensive economic policies will help to
improve the design, formation and implementation of more balanced em-
ployment creation and social protection policies. Many of these papers
highlight the very important issue of pursuing non-orthodox economic and
macroeconomic policies in Africa as a possibility to overcome structural
barriers and binding constraints to development. As the structural transfor-
mation process — in the sense of the writings of A. Lewis — is still blocked
in wide parts of Africa, issues such as factor mobility, labour mobility and
employment creation have to be put at the center stage of macroeconomic
policy formation.

Karl Wohlmuth, Bremen
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Pedro Martins, Unearthing productive employment: a diagnostic tool for
sub-Saharan Africa, Working Paper 01, ODI Development Progress,
London: ODI, February 2013, pages: 8.

Web Access:
http://www.developmentprogress.org/sites/developmentprogress.org/files
/resource-document/unearthing_productive_employment_-
_a_diagnostic_tool_for_sub-saharan_africa.pdf

This is a useful publication as employment-targeting in macroeconomic and
development policies is considered as a key issue. It is argued that productive
employment creation should be the key focus of economic policy in Sub-
Saharan Africa. The familiar Growth Diagnostics approach — using a decision
tree for evaluations and recommendations - is brought in as a tool to study the
possibilities of productive employment creation at various levels; the Growth
Diagnostics approach is then translated into an Employment Diagnostics
approach, by looking at quantity of growth, quality of growth, and unequal
access to productive employment opportunities. As productive employment
is a key driver of poverty reduction, of social cohesion, citizen empowerment
and personal dignity, this bridge between growth and local livelihoods is
important. The growth and employment diagnostics approach allows it to
improve the frame of policy reforms considerably, with the intention to in-
crease employment. Infrastructure policies in the broadest sense, agriculture
sector policies to create incomes for the rural poor and productivity increases,
structural policies to increase the role of employment-intensive sectors, and
social policies so as to build economic resilience and opportunities for vul-
nerable groups are mentioned as binding constraints at local and sub-regional
levels. Strengths and weaknesses of applied economic policies and reforms
can be identified and used for improved policy frameworks. Binding con-
straints can be identified and lead to non-conventional policy measures which
are more specific to the situation in a particular locality/municipality, sub-
region, region, and in a particular country. Because of the labour market
characteristics in SSA of large informal sectors, high levels of underemploy-
ment and vulnerable work conditions which have to be considered in analysis
and prescription, better targeted policy measures come out from such a diag-
nostics exercise.

Karl Wohlmuth, Bremen
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IMF, Working Paper Series, Washington D.C.: IMF:

Ebeke, Christian; Olcer, Dilan, Fiscal Policy over the Election Cycle in
Low Income Countries, 2013, Working Paper no. 13/153, pages: 24.

Focusing on Low-Income Countries (LICs), the paper consisting of five
chapters investigates the behaviour of fiscal variables during and after elec-
tions. The results indicate that during election years, government consump-
tion significantly increases and leads to higher fiscal deficits. During the two
years following elections, the fiscal adjustment takes the form of increased
revenue mobilization in trade taxes and cuts to government investment, with
no significant cuts in government consumption. Using a new dataset on na-
tional fiscal rules and IMF programs, the authors find that both the presence
of fiscal rules and IMF programs help dampen the magnitude of the political
budget cycle in LICs.

The paper concludes that elections not only imply a macroeconomic
cost when they take place but also trigger a painful fiscal adjustment in which
public investment is largely sacrificed.

Richmond, Christine et al, Investing Volatile Oil Revenues in Capital-
Scarce Economies: an application to Angola, 2013, Working Paper no.
13/147, pages: 34.

Natural resource revenues are an increasingly important financing source for
public investment in many developing economies. Investing volatile resource
revenues, however, may subject an economy to macroeconomic instability.
This paper consisting of seven chapters applies to Angola regarding its fiscal
framework that incorporates investment inefficiency and absorptive capacity
constraints, often encountered in developing countries. The sustainable in-
vesting approach, which combines a stable fiscal regime with external sav-
ings, can convert resource wealth to development gains while maintaining
economic stability. Stochastic simulations demonstrate how the framework
can be used to inform allocations between capital spending and external sav-
ings when facing uncertain oil revenues. An overly aggressive investment
scaling-up path could result in insufficient fiscal buffers when faced with
negative oil price shocks. Consequently, investment progress can be inter-
rupted, driving up the capital depreciation rate, undermining economic stabil-
ity, and lowering the growth benefits of public investment.
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Samaké, Issouf et al, Fiscal Sustainability, Public Investment and Growth
in Natural Resource-rich Low-Income Countries: the case of Cameroon,
2013, Working Paper no. 13/144, pages: 35.

This paper consisting of seven chapters assesses the implications of the use of
oil revenue for public investment on growth and fiscal sustainability in Cam-
eroon. The authors develop a dynamic stochastic general equilibrium model
to analyze the effects of such investment on growth and on the path of key
fiscal indicators, such as the non-oil primary deficit and public debt. Policy
scenarios show that Cameroon’s large infrastructural needs and relatively low
current debt levels could justify a temporary deviation from traditional policy
advice that suggests saving part of the oil revenue to smooth expenditure over
time. Model simulations show that a relatively high degree of efficiency of
public investment is needed for scaled-up public investment to make a signif-
icant contribution to growth, while maintaining fiscal sustainability.

all by Achim Gutowski, Bremen
IMF, Country Reports, Washington D.C.: IMF:

Islamic Republic of Mauritania: Poverty Reduction Strategy Paper, 2013,
Country Report no. 13/189, pages: 126.

In March 2011, Mauritania adopted its third Poverty Reduction Strategy
Paper (PRSP) action plan, covering the medium term (2011-2015). Poverty
reduction as the ultimate objective of all of the country’s economic and social
and institutional development policies has informed the context in which the
third action plan is being implemented. This status report presents the results
for the year 2011 and the outlook for the period 2012-2015.

The report consists of four parts. After the executive summary and
the introduction, part III summarizes the implementations of one year of
PRSP. It highlights the growth and macroeconomic framework. Priority areas
are analyzed such as education and training, health and nutrition, water and
sanitation, rural development, food security, urban development and econom-
ic development of the natural capital. The institutional capacity building and
governance, monitoring and evaluation as well as lessons learnt from the
implementation of the PRSP in 2011 are discussed. Part IV consists of an
outlook for 2012-2015.

The priority actions carried out during the first year of implementa-
tion of PRSP included: (i) continuation of implementation of economic fi-
nancial and policies and of reforms aiming at maintaining macroeconomic
stability and improving the competitiveness of the economys; (ii) expansion of
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policies that anchor growth in the economic sphere of the poor by continuing
rural development programs, adopting a policy aimed at bringing the coun-
try’s food security situation under control, tackling the crop and pasture land
shortages. Further implementing programs aimed at combating poverty and
improving the living standards of the population by means of the refurbish-
ment of shantytowns; (iii) human resources development and expansion of
basic services; (iv) governance and capacity building.

Despite an unfavourable international economic climate and the
effects of the drought on the livestock sector, PRSP implementation in 2011
had positive results in a context of sustained and stable growth characterized
by: (i) an economic growth rate of 4 per cent, explained by results in the
fisheries, public works and construction and service sector, offset in part by
the significant decline in agricultural output (20 per cent year-on-year); (ii)
inflation kept to 5,7 per cent (annual average) due to a reduced rate of trans-
mission of imported inflation affecting food and petroleum products; and (iii)
a lower current account deficit as the increase in prices for export products
offset the higher petroleum and food bill throughout 2011.

The government wants to continue to implement the PRSP action
plan during 2012-2015 with a view to consolidating achievements made
during the first year of PRSP implementation, while emphasizing accelera-
tion of growth and the redistribution of the results of growth in order to inten-
sify efforts to combat poverty and keep the country on its path towards
achieving the Millenium Development Goals. This action plan will be based
on five core strategies that will work together to achieve the primary objec-
tive of sustainable and poverty-reducing growth.

Ghana: 2013Article IV Consultation, 2013, Country Report no. 13/187,
pages: 113.

Under Article IV of the IMF’s Articles of Agreement, the IMF holds bilateral
discussions with members, usually every year. In the context of the 2013
Article IV consultation with Ghana, the following documents have been
released and are included in this publication:

A Staff Report for the 2013 Article IV consultation, prepared by a
staff team of the IMF, following discussions that ended on April 12, 2013,
with the officials of Ghana on economic developments and policies. Based on
information available at the time of these discussions, the staff report was
completed on May 29, 2013.

A Debt Sustainability Analysis has been prepared by the staffs of the
IMF and the World Bank.
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An enhancing Financial Sector Surveillance, Informational Annex
and Public Information Notice (PIN) summarizing the views of the Executive
Board as expressed during its June 12, 2013 discussion of the staff report that
concluded the Article IV consultation.

The report consists of six parts named: recent developments and
outlook; high potential but short-term risk; policy discussions, economic
policy agenda; advancing middle-income status, fiscal policy; realigning
priorities, monetary policy; and little room for easing and staff appraisal.

The following four key issues are mentioned:

(1) near term outlook: strong growth momentum, but significant stability
risks. GDP growth of 8 percent in 2012 is projected to continue into 2013,
with inflation back above 10 percent. Ghana’s strong democratic institutions
and favorable prospects for oil and gas are attracting significant foreign direct
investment (FDI). Yet, a large current account deficit, thin external buffers,
and rising public debt expose the economy to serious risks. Energy sector
problems could curtail growth, while heavy government borrowing is raising
the cost of credit to the private sector.

(i1) Economic policy agenda: advancing middle-income status. Ghana has
made great strides in reducing poverty and has recently reached lower mid-
dle-income status. The economy, however, still relies heavily on agriculture
and natural resources, particularly for exports, and most jobs are in the in-
formal sector. The newly elected government has adopted an ambitious trans-
formation agenda, centered on economic diversification, shared growth and
job creation, and macroeconomic stability.

(iii) Macroeconomic policy mix: Need for realignment: with a near tripling of
the cash deficit relative to 2011 to almost 12 percent of GDP, fiscal policy
was highly expansionary in 2012. Monetary policy was tightened with some
delay to halt rapid currency depreciation, but success in stabilizing the cur-
rency came at the cost of double digit real interest rates. The immediate poli-
cy priority is to safeguard stability by rebuilding fiscal and external buffers
and reduce debt, while keeping a tight monetary policy stance. Decisive fis-
cal consolidation will, in due course, allow for a reduction in interest rates.
Going forward, successful economic transformation will require a realign-
ment of spending away from wages and subsidies toward investment in infra-
structure, while structural fiscal reforms are needed to restore policy credibil-
ity and build institutional resilience to the political cycle.

(iv) Financial sector: containing vulnerabilities and removing structural con-
straints. The banking system has grown steadily in assets and profitability,
but high interest rates are pricing out profitable investment projects, while
raising the risk of a renewed increase in non-performing loans. The Bank of
Ghana should consider requiring banks to hold higher minimum capital buff-
ers against a future downturn, while addressing gaps and inconsistencies in
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the banking laws, and deepening cooperation with regional counterparts to
improve the regulation and supervision of foreign banks.

Papageorgeogiou, Chris; Spatafora, Nicola, Economic Diversification in
LICs: Stylized Facts and Macroeconomic Implications, 2013, Staff Discus-
sion Notes no. 12/13, pages: 22.

Limited diversification is an underlying characteristic of many low-income
countries (LICs). Concentration in sectors with limited scope for increases in
productivity and quality may result in less broad-based and sustainable
growth. Moreover, lack of diversification may increase exposure to adverse
external shocks and macroeconomic instability. This staff discussion note has
specific objectives. Firstly, to review and extend the evidence from the exist-
ing literature and ongoing IMF work, that points to diversification as a cru-
cial aspect of the development process. A major focus is on cross-country
and cross-regional differences in the pace of diversification. Secondly, to
draw lessons from the experiences of those countries having successfully
diversified their economies. Thirdly, to analyze the relationship between
diversification, growth, and volatility.

It consists of eight parts: after the introduction and the question on
how diversification is measured, patters of diversification are analysed. Qual-
ity upgrading and country case studies (eg Tanzania and some Asian coun-
tries) with regard to diversification are included. The topics macroeconomic
stability through diversification as well as growth through diversification are
stated. Final remarks conclude.

all by Achim Gutowski, Bremen

Macroeconomic Policies in Africa

WAMA (West African Monetary Agency), ECOWAS Monetary
Cooperation Programme, Annual Report 2010, Freetown, Sierra Leone,
pages: 199.

Web Access: http://www.amao-
wama.org/fr/Publications/EMCP%20Annual%20Report%202010.pdf

This Report documents monetary cooperation programme of the ECOWAS
countries. The West African Monetary Agency (WAMA) conducts every two
years multilateral surveillance missions. These surveillance missions enable
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it to evaluate the macroeconomic performance of the ECOWAS countries
and to make relevant recommendations to the member states for policy con-
duct. These surveillance mission also make it possible to interact directly
with the Authorities and Executives of Central Banks, relevant Ministries and
regional Institutions (the ECOWAS Commission, and the UEMOA Commis-
sion), involved in the Economic and Monetary Integration Programme. This
Programme is on issues relating to the status of the Macroeconomic Conver-
gence and Policy Harmonization programmes, such as: statistical harmoniza-
tion; harmonization of banking legislations and regulations; capital and fi-
nancial account liberalization; the development and interconnection of pay-
ment systems; etc. Information which is collected through the multilateral
surveillance missions are used to produce the annual ECOWAS Monetary
Cooperation Programme (EMCP) Report.

The Report contains an Executive Summary, a General Introduction, a
Chapter 1 with a Review of the Global and the ECOWAS economic situation
(with an analysis of the ECOWAS situation by issues such as real sector,
public finance and public debt, monetary sector and external sector devel-
opments. In Chapter 2 is a reporting on the ECOWAS macroeconomic con-
vergence situation (with a status analysis of policy harmonization and institu-
tional arrangements in ECOWAS. In Chapter 3 there is a country-by-country
analysis of macroeconomic convergence and the status of policy harmoniza-
tion. The country-by country reporting is done for the eight UEMOA (Union
Economique et Monetaire Ouest Africaine/ West African Economic and
Monetary Union) countries and for the six WAMZ (West African Monetary
Zone) countries plus Cape-Verde as an observer to WAMZ. General Conclu-
sions and Recommendations follow, as well as Appendices. More infor-
mation about the function of WAMA for ECOWAS can be found at the
WAMA website: http://www.amao-wama.org/en/present.aspx.

In Unit 4 of this volume of the Afiican Development Perspectives Year-
book is a discussion about macroeconomic convergence in WAMZ and
ECOWAS countries, looking also at the perspectives of monetary integration
on the basis of the first West African Monetary Zone (UEMOA) and the
Second West African Monetary Zone (WAMZ).

Karl Wohlmuth, Bremen
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IMF (International Monetary Fund), West African Economic And Mone-
tary Union (WAEMU), Staff Report on Common Policies for Member
Countries, IMF Country Report No. 13/92, April 2013, Washington D.
C.: International Monetary Fund 2013, pages: 106.

Web Access: http://www.imf.org/external/pubs/ft/scr/2013/cr1392.pdf

The Report discusses the issues of common macroeconomic policies in the
West African Economic And Monetary Union (WAEMU) countries. The
region has seen new political and security challenges in 2012. Military coups
have taken place in Guinea-Bissau and Mali, and the northern part of Mali
was taken over by terrorist groups. However, the area-wide growth is esti-
mated to have exceeded 5.5 percent in 2012, driven by the post-crisis recov-
ery in Cote d’Ivoire and a rebound in agriculture. Growth is expected to re-
main robust in the year 2013, and inflation is expected to remain moderate.
The IMF consultation focused on the appropriate mix of macroeconomic
policies, including in response to the risks to the regional outlook; improving
the effectiveness of policies and the stability of the Union through better
coordination, financial deepening and stability; and accelerating growth
through deeper integration.

The Main Staff Report contains an Introduction, a chapter on Recent De-
velopments, Outlook, and Risks, a chapter on Improving Effectiveness of
Policies through Better Coordination, a chapter on Deepening and Strength-
ening the Financial Sector, a Chapter on Increasing Growth and Competi-
tiveness through Regional Integration, and the Staff Appraisal. Important
Appendixes follow the Main Report. Very important is the Supplement Staff
Report on Financial Depth and Macro-Stability. Weaknesses of the financial
sector are identified and proposals for reforms are made. According to the
IMF a significant strengthening of the regulatory and supervisory framework
is necessary to address existing and new risks. The emergence of regional
banking groups requires the development of supervision on a consolidated
basis and strengthening of cooperation with banking supervisors in countries
where these groups operate. According to the IMF the financial crisis preven-
tion and management framework could also be strengthened. Crisis preven-
tion requires greater transparency, including through the regular and timely
compilation and publication of financial soundness indicators for all the
member countries.

Key policy recommendations were presented on four important issues:
First, the policy mix between fiscal and monetary policies has to be consid-
ered. Fiscal consolidation is warranted in countries with higher deficits, in
light of the projected high growth and the need to reconstitute policy buffers.
The modest easing of monetary policy has been appropriate, taking into ac-
count the benign outlook for inflation. Official reserves remain adequate.
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Second, fiscal policy coordination is of importance. More coordination is
needed to safeguard the stability of the Union. Convergence criteria on public
debt and the fiscal deficit need to be reconsidered and implementation of the
framework needs to be strengthened to improve adherence and traction.
Third, Financial sector development and strengthening is requested. Further
development and strengthening are desirable to boost investment and growth.
Completing reforms of the interbank and government debt markets is a pri-
ority. Bank supervision and regulation and crisis prevention and resolution
frameworks need to be strengthened.

Fourth, conditions for accelerating growth and for strengthening competi-
tiveness have to be improved.

Reinvigorating the regional integration agenda would strengthen competi-
tiveness, raise potential growth, and boost employment.

This Staff Report is based on discussions with regional institutions of the
West African Economic and Monetary Union (WAEMU) and was prepared
by a staff team of the International Monetary Fund in the context of the peri-
odic regional surveillance of the WAEMU. The regional perspective of such
discussions is intended to strengthen the bilateral discussions that the IMF
holds with the members in the region under Article IV of the IMF’s Articles
of Agreement. Various documents have been released and are included in the
package (Staff Report, Supplement on Financial Depth and Macro-Stability,
Public Information Notice (PIN) which is summarizing the views of the Ex-
ecutive Board as being expressed during its March 25, 2013 discussion of the
staff report; and the Executive Director’s Statement). This Report comple-
ments the ECOWAS Monetary Cooperation Programme reports. As a con-
vergence of the West African Economic and Monetary Union (WAEMU) and
the West African Monetary Zone (WAMZ) are intended with a near time
horizon and a clear convergence perspective by the governing ECOWAS
institutions, such a reporting is increasingly important.

Karl Wohlmuth, Bremen

United Nations Economic Commission for Africa (UNECA), Policy
Briefs, Addis Ababa: UNECA, no ISBN/ISSN, available at
www.uneca.org.

The UNECA Policy Briefs are based on various analytical work and research
on social and economic development in Africa. UNECA’s mandate is to
promote economic and social development in member states as well as fos-
tering regional integration in Africa.
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Fast-tracking progress on the Millennium Development Goals in Africa,
2012, no. 004, pages: 4.

With two years remaining until the 2015 Millennium Development Goals
(MDGs) target deadline, African countries must ensure that policies sustain
and fast-track gains made thus far, especially for lagging MDGs. While per-
formance across countries and within targets has been mixed, overall, the
current pace of progress is insufficient to achieve the MDGs by 2015.

This policy brief deals with recent trends on Africa’s progress on the
Millennium Development Goals; areas of progress and areas requiring further
attention are analyzed. Policy options to sustain and fast-track MDG progress
in Africa are highlighted. Best practice examples as Algeria and Botswana
are described. Recommendations are made on how Africa can reach the
MDGs.

African Social Protection Schemes: Implications for achieving and sustain-
ing the Millennium Development Goals, 2011, no. 003, pages: 4.

In the last couple of decades social development has not received the atten-
tion it deserves. More recently, social development has gained impetus as an
important objective of the development agenda as embodied in the Millenni-
um Declaration, which was a combination of previous international agree-
ments on social development. This has further been strengthened through the
global financial and economic crisis that has exposed the vulnerability of the
small gains achieved in social development.

To better inform member States on the scope, efficiency and effec-
tiveness of social protection as an anti-poverty instrument, UNECA conduct-
ed nine country-studies on “The scope for social safety nets and social pro-
tection schemes to advance progress on the MDGs in Africa”. The countries
studied are Algeria, Ethiopia, Kenya, Malawi, Mauritius, Namibia, Nigeria,
South Africa and Tunisia. The studies examined the various social protection
instruments in use and explored the extent of their entrenchment in national
development plans. They focus on the countries’ medium-term expenditure
frameworks and their financing mechanisms and analyzed the outcomes of
the social protection schemes on poverty and inequality. Additionally, they
propose policy options for deploying social safety nets as an additional in-
strument for accelerating progress in Africa towards the targets of the MDGs.

This policy brief draws on these nine country studies to identify
commonalities in the development of formal social protection policies in
Africa. Further, the object is to inform policymakers in articulating and im-
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plementing national social protection schemes as part of an overall strategy to
protect the poor and advance progress towards the targets of the MDGs.

Achim Gutowski, Bremen

James K. Boyce; Léonce Ndikumana, Capital Flight from Sub-Saharan
Countries: updated Estimates, 1970-2010, 2012, Amherst: University of
Massachusetts, Political Economy Research Institute (PERI), Research
Report, no ISSN, pages: 26.

The performance of sub-Saharan African economies over the past decade has
inspired optimism on the region’s prospects for accelerating progress towards
its development goals. Before the global financial and economic crisis, sub-
Saharan Africa grew by an average of over five percent per annum, a major
turnaround from the “lost” decades of the 1980s and 1990s. Even during the
crisis, the sub-continent grew by three percent in 2009, trailing only East
Asia as the second fastest growing region in the world.

However, sub-Saharan Africa faces major development challenges.
It is now clear that the majority of the countries in the region will not achieve
the key millennium goals.

A key constraint to sub-Saharan Africa’s growth and development is
the shortage of financing. Indeed, the region faces large and growing financ-
ing gaps, hindering public investment and social service delivery. At the
same time, the sub-region is a source of large-scale capital flight, which esca-
lated during the last decade even as the region experienced growth accelera-
tion. The group of 33 countries covered in this report has lost a total of 814
USD from 1970 to 2010. This exceeds the amount of official development
aid (659 billion USD) and foreign direct investment (306 billion USD) re-
ceived by these countries. Oil-rich countries account for about 72% of the
total capital flight from the sub-region (591 billion USD). The escalation of
capital flight over the last decade coincided with the steady increase in oil
prices prior to the global economic crisis.

The report provides updated estimates of capital flight for 33 sub-

Saharan Countries from 1970-2010. It describes the methodology used to
estimate capital flight and highlights important methodological differences
with other existing studies.
Further, it presents key results on capital flight both in absolute terms and in
comparison to other capital flows, especially debt, aid and foreign direct
investment. It includes tables regarding capital flight in relation to the size of
the different economies (as percentage of GDP and in per capita terms).
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The report stresses the urgency of efforts to stem capital flight and
repatriate stolen assets as a part of the broader goals of scaling-up develop-
ment financing, combating corruption and improving transparency in the
global financial system.

Achim Gutowski, Bremen

Society for International Development (SID), The State of East Africa
2012, Deepening Integration, Intensifying Challenges, Nairobi, Kenya:
Society for International Development 2012, with the support by
TradeMark East Africa, Nairobi (headquarters), pages: 100.

Web Access: http://www.sidint.net/docs/SOEAR2012_final.pdf

The Report is informing about various sectors and policy issues of the five
East African countries Tanzania, Kenya, Uganda, Rwanda and Burundi, the
countries belonging to the East African Community (EAC). There are chap-
ters on various aspects of EAC development. Chapter 1 is a summary chapter
highlighting the key issues and options. Chapter 2 is on The People of East
Africa, Chapter 3 on the Natural Resource Base, Chapter 4 on Human Devel-
opment, Chapter 5 on Infrastructure, Chapter 6 on the Economic Profile, and
Chapter 7 on Politics and Government. There is also a complete list of Fig-
ures, Tables and Boxes. There is also a short Data Sources and Methodology
section in the Report. In order to present a holistic view of the EAC coun-
tries, the consistency of data across sources and time, the comparability of
data across countries, and the focus of data-gathering on the “big picture”
trends was guiding the selection of data by sources. The Report is an update
from the report on The State of East Africa 2006. All these chapters present
major trends of EAC countries, like the growing number of children and
young people, the poverty increases, the income distribution worsening, the
governance issues, the infrastructure deficits, and as well the new roles and
commitments in the region and in the world because of the geostrategic im-
portance of the EAC countries. The country differences come out quite well
by so many tables, figures and boxes presented.

The Report has four main objectives: to inform by presenting facts and
figures; to provide insights about what is behind the data, facts and images; to
spark the imagination for interactions with groups, actors and forces that may
be shaping the future; and to use the Report as a tool for engagement (busi-
nesses, civil society organizations/CSOs, and ordinary citizens should be
empowered to engage with official authorities at different government levels
in supporting specific advocacy initiatives). By this way the Report is con-
ceived as a tool for changing economic policies and the way of macroeco-
nomic policy formation, but also as a tool for changing sector policies, func-
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tional policies and regional integration policies. The purpose is then to ad-
dress all the issues which are of importance for the citizens. Governance and
accountability in the political process will become improved by such a pro-
cess of dialogue and discourse between ordinary citizens and official authori-
ties.

In the Overview Chapter 1 Key Highlights are presented, and also Con-
clusions and Recommendations concerning the Deepening Integration (in so
many fields from the economy to regional security) and the Intensifying
Challenges (like the high and increasing poverty levels, the food insecurity,
the increasing inequality within and between the countries, but also the
world’s interest in the EAC region because of their natural resources abun-
dance, the role in regional security issues, and the position of instable coun-
tries in the neighbourhood, like Somalia and the DR of Congo). All these
challenges request leadership, openness and transparency, from the side of
governments and from the side of the citizens. The Report therefore empha-
sizes strongly the options which are available for the engagement of the citi-
zens for responding to these challenges. The last point in the Overview Chap-
ter 1 is on the options of creating more engagement for citizens, especially by
taking on responsibility as the base of constructive responses and not taking a
back seat position in the process or a gambling attitude for personal profit.

According to the Report, the citizens can take charge of the process and
they can influence its evolution by redefining their relationship with their
governments. They can do this through the business and civil society organi-
zations that represent their interests. They can make it a truly people-centered
process with a people-centered outcome.

Karl Wohlmuth, Bremen

IMF, Finance and Development, magazine, Washington D.C.: IMF,
online available at www.imf.org/fandd, ISSN: 0015-1947.

“Finance and Development” is a quarterly magazine of the IMF, publishing
analysis of issues related to the international financial system, monetary poli-
cy, economic development, poverty reduction, and other world economic
issues. The print and web editions are published quarterly in English, Arabic,
Chinese, French, Russian and Spanish by the IMF.

Women at Work, June 13, Vol. 50, no. 2, pages: 60.
This issue titled Women at Work is about reductions in gender disparity,

potential implications for national policy making and the placing of female
leaders in positions of power in India that can dramatically change public



300 Unit 3: Book Reviews and Book Notes

attitudes. One article is about the employment in high-return activities that is
the pathway to economic empowerment for African women. It is critical for
women to be active in business climate reform, not only because they them-
selves are strongly engaged as entrepreneurs, wage workers, and employers,
but also because the obstacles and constraints they face — and their perspec-
tive — often are quite different from those of their male counterparts. African
women tend to have different experiences of legal, regulatory, and adminis-
trative barriers to economic participation. At the same time, they are largely
excluded from policymaking in the private sector and from dialogue between
the public and private sectors. Consequently, women’s presence in the private
sector, as important economic actors in their own right, is not matched by
their representation in private policy- and decision-making institutions. This
exclusion is costly, not just to individual women and their businesses, but to
the economy as a whole. Another article related to Africa deals with a grow-
ing number of countries in Sub-Saharan Africa that tap international capital
markets.

Other articles include female connections on Wall Street, secrets of
success of five women leaders, equal treatment within OECD-countries stat-
ing that closing the gender gap would boost economic growth in OECD-
countries, China related subjects and book reviews.

Changing Africa — Rise of a middle class, December 2011, Vol. 48, no. 4,
pages: 57.

This Africa related issue looks to its middle-class consumers to drive pros-
perity, deals with high unemployment rates in South Africa and discusses that
poor households are benefiting from Sub-Saharan Africa’s high growth and
wider global reach. Regarding the building of an African infrastructure, key
political decisions are needed to build critical rail networks for a continent
will suited to them. Another article deals with the ongoing drought and fam-
ine problems at the Horn of Africa which make it difficult for using global
risk management to achieve food security. Increased intra-regional trade and
lower tariffs pave the way for faster growth in some regions. Africa — a look
into the future is about the development of the African continent fifty years
ahead. Other mixed articles and a book review section conclude the maga-
zine.

Achim Gutowski, Bremen
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Lorenzo Fioramonti, Gross Domestic Problem — the Politics behind the
World’s most Powerful Number, 2013, London: Zed, ISBN: 978 1780322
728, pages: 208.

According to the author, gross domestic product (GDP) is arguably the best-
known statistic in the contemporary world, and certainly amongst the most
powerful. It drives government policy and sets priorities in a variety of vital
social fields — from schooling to healthcare. Yet for perhaps the first time
since it was invented in the 1930s, this popular icon of economic growth has
come to be regarded by a wide range of people as a “problem”. After all,
does the quality of life really improve when economies grows 2 or 3 per
cent? Can we continue to sacrifice the environment to safeguard a vision of
the world based on the illusion of infinite economic growth?

In Gross Domestic Problem, the author takes apart the “content” of
GDP in four chapters — what it measures, what it doesn’t and why — and re-
veals the powerful political interests that have allowed it to dominate today’s
economies. In doing so, he argues just how little relevance GDP has to moral
principles such as equity, social justice and redistribution. He wants to show
that an alternative is possible, as evinced by the “de-growth” movement and
initiatives such as transition towns.

Achim Gutowski, Bremen

Global Economic Reports

World Bank, World Development Report 2013, Jobs, Washington D. C.:
International Bank for Reconstruction and Development/The World
Bank 2012

Softcover: ISSN: 0163-5085/ISBN: 978-0-8213-9575-2/e-ISBN: 978-0-
8213-9576-9/DOI1: 10.1596/978-0-8213-9575-2/Hardcover: ISSN: 0163-
5085/ISBN: 978-0-8213-9620-9/DOI: 10.1596/978-0-8213-9620-9, pages:
422.

Web Access:
http://siteresources.worldbank.org/EXTNWDR2013/Resources/8258024-
1320950747192/8260293-1322665883147/WDR_2013_Report.pdf

The World Development Report 2013 on Jobs places employment creation at
the center stage of development policy. There is an Overview and an Intro-
ductory Chapter on the Jobs Challenge. In Part One there is a discussion
about jobs and living standards, jobs and productivity, and jobs and social
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cohesion. In Part Two the quality of jobs is considered, by looking at the
value of jobs, the job agendas in various sectors, and the connecting agendas
of migration, considering migration of workers and of jobs. In Part Three the
respective policies to create good jobs are discussed (labour policies, and
moving beyond labour policies). Also to be found in the Report: Appendixes,
Glossary, Bibliographical Note, List of Background Papers and Notes, Se-
lected Indicators, and an Index. There is lot of references to African countries
and to macroeconomic policies in the context of employment creation and
improving the quality of jobs.

Karl Wohlmuth, Bremen

World Bank, World Development Report 2012, Gender Equality And De-
velopment, Washington D. C.: International Bank for Reconstruction
and Development/The World Bank 2011

Softcover: ISSN: 0163-5085/ISBN: 978-0-8213-8810-5/eISBN: 978-0-
8213-8812-9/DOI: 10.1596/978-0-8213-8810-5/Hardcover: ISSN: 0163-
5085/ISBN: 978-0-8213-8825-9/DOI: 10.1596/978-0-8213-8825-9, pages:
458.

Web Access:
http://siteresources.worldbank.org/INTWDR2012/Resources/7778105-
1299699968583/7786210-1315936222006/Complete-Report.pdf

In the World Development Report 2012 on Gender Equality and Develop-
ment there is an Overview Chapter and an Introductory Chapter to Guide the
Reader of the Report. In Part I there is done a stock-taking on gender equali-
ty, with Chapters on the Wave of Progress and the Persistence of Gender
Inequality. In Part II the driving forces of progress and the factors being re-
sponsible for the persistence of gender inequality are discussed. Chapters are
on Education and Health as factors explaining gender differences, on Wom-
en’s Agency, on Gender Differences in Employment, and on the Globaliza-
tion’s Impact on Gender Equality. Chapter summaries give the main messag-
es in Part II. In Part III the role of and potential for public action is presented.
There are chapters on Public Action for Gender Equality, on the Political
Economy of Gender Reform, and on A Global Agenda for Greater Gender
Equality. Also found in the Report: Bibliographical Note, List of Background
Papers and Notes, Selected Indicators, Selected World Development Indica-
tors, and an Index. There is lot of information contained on African countries
and on macroeconomic as well as economic policies to facilitate more gender
equality.

Karl Wohlmuth, Bremen
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OECD, Looking to 2060: Long-Term Global Growth Prospects. A Going
Jfor Growth Report, Asa Johansson et al, 2012, Economic Policy Paper no.
03/2012, Paris: OECD, ISSN: 2226583X, pages: 30.

This report presents the results from a new model for projecting growth of
OECD and major non-OECD economies over the next 50 years as well as
imbalances that arise. A baseline scenario assuming gradual structural reform
and fiscal consolidation to stabilize government-debt-to GDP ratios is com-
pared with variant scenarios assuming deeper policy reforms. South Africa is
often compared with other countries; other low-income countries are ana-
lyzed.

One main finding is that growth of the non-OECD G20 countries
will continue to outpace OECD countries, but the difference will narrow
substantially over coming decades. In parallel, the next 50 years will see
major changes in the composition of the world economy. In the absence of
ambitious policy changes, global imbalances will emerge which could un-
dermine growth. However, ambitious fiscal consolidation efforts and deep
structural reforms can both raise long-run living standards and reduce the
risks of major disruptions to growth by mitigating global imbalances.

The report consists of 4 parts. After part 1 including the introduction
and a vision of growth, part 2 covers growth determinants assumptions re-
garding the future: eg population ageing will reduce the share of the working-
age population in most countries, net migration will only modestly lower old-
age dependency ratios, structural reforms will be needed to sustain labour
force participation, unemployment will return to pre-crisis levels, human
capital will continue to improve, capital intensity is assumed to gradually
stabilize, efficiency improvements will be the main driver of growth, global
growth will be sustained by emerging countries, though at a declining rate,
the relative size of economics will change dramatically over the next half
century, GDP per capita gaps will shrink but significant cross-country differ-
ences will persist.

Chapter 3 deals with global savings and current account imbalances.
Chapter 3 covers bold structural and macro policies that can enhance growth
and reduce imbalances.

Achim Gutowski, Bremen
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OECD, Agricultural Policies for Poverty Reduction, J. Brooks (ed.), 2012,
Paris: OECD, ISBN: 978-92-64-16863-3, pages: 191.

This book is an outcome of an OECD project on agricultural policy choices
in developing countries. The material forms the basis for a shorter policy
synthesis, agricultural policies for poverty reduction: a synthesis which was
declassified by the OECD’s working party on Agricultural Policies and Mar-
kets in June 2011.

The study addresses the role of agricultural policies in raising in-
comes in developing countries. Chapter 1 introduces a strategic framework
for strengthening rural incomes in developing countries. Examples of African
countries are included since the evolution of agriculture’s share on GDP in
Africa, Asia and Latin America is compared and analysed. Chapter 2 stresses
distributional impacts of commodity prices in developing countries. Ghana
and Malawi are included in a comparison study. Chapter 3 deals with the
distributional implications of agricultural policies in developing countries.
Findings from the development policy evaluation model and agricultural
policy simulations are mentioned with the country cases Ghana and Malawi.
Chapter 4 is about the stabilization policies in developing countries after the
2007-2008 food crisis. Policy instruments and institutional arrangements are
discussed. Regional trade across several southern African countries is de-
scribed with the example of variability of maize production. Chapter 5 con-
cludes with the use of input subsidies in low-income countries. Disad-
vantages of input subsidies and experiences as well as the design of subsidy
progammes are explained.

Achim Gutowski, Bremen

OECD, Trade for Growth and Poverty Reduction. How Aid for Trade can
help, 2011, Paris: OECD, ISBN: 978-92-64-10105-0, pages: 89.

History has shown that trade can be a powerful engine for economic growth
and, depending on its pace and pattern, reduce poverty. Trade can therefore
be an important tool to help countries reach their development goals. Howev-
er, particularly in the case of the least developed countries, harnessing the
power of trade often remains challenging.

The Aid for Trade Initiative was launched 2005 at the Hong Kong
WTO Ministerial Conference to address these constraints. The OECD, the
Development Assistance Committee (DAC) and the Trade Committee (TC)
have worked jointly to provide analytical input to the WTO Task Force on
Aid for Trade. The focus of this joint work is on implementing the Aid for
Trade Initiative in order to enable partner countries to use trade effectively to
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promote economic growth and achieve poverty reduction objectives in order
to achieve the Millennium Development Goals (MDGs).

Chapter 1 presents the background of the report. Chapter 2 shows
that achieving the four most common objectives of aid-for-trade programmes
and projects has the potential to boost growth in developing countries and to
reduce poverty. Chapter 3 discusses the impacts of trade reform and expan-
sion on the poor that depends on consumption patterns as well as areas and
sectors where the poor live and are economically active. Country cases as
Zambia and South Africa are integrated. Chapter 4 demonstrates that most
countries benefit from opening up to trade; however, some are unable to
benefit from trade opportunities due to capacity constraints and the lack of
adequate trade-related infrastructure as well as domestic constraints. Chapter
5 concludes.

Achim Gutowski, Bremen

OECD, Better Policies for Development, Recommendations for Policy
Coherence, 2011, Paris: OECD, no. ISBN, pages: 76.

The report examines the way in which wider policy tools can be used to sup-
port common development objectives, also referred to as policy coherence
for development.

The report covers eighteen development policy topics, together
spanning virtually and horizontally the whole of the OECD’s work. Its struc-
ture is divided into four broad categories: sustainable economic growth, eco-
nomic governance, the environment and natural resource security and socie-
ty. Together these reflect the OECD’s mission to help building a stronger,
cleaner and fairer global economy.

The first premise is that policies ranging from trade and investment
to tax and fiscal transparency, corporate governance, climate change, re-
source security and social policies such as labour, education and skills, mi-
gration and health have a profound impact on the prospects for achieving
sustainable development objectives in a national and global context. Second-
ly, these policies require action by national governments and regional organi-
sations in both developed and developing countries. However, according to
the report, they also require collective action by the entire international com-
munity.

Achim Gutowski, Bremen
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OECD, Economic Policy Reforms, Going for Growth, 2012, Paris: OECD,
ISBN: 978-92-64-16825-1, pages: 218.

Going for Growth was launched in 2005 as a new form of structural surveil-
lance complementing the OECD’s long-standing country and sector-specific
surveys. In line with the OECD’s 1960 founding convention, the aim is to
help to promote sustainable economic growth and improve the well-being of
OECD citizens.

This edition of Going for Growth assesses progress that countries
have made on structural reforms since the start of the financial crisis, cover-
ing the period 2007-2011. The crisis has delivered new policy challenges and
lessons, but is has also made the necessity of many Going for Growth priori-
ties more apparent. The main reform patterns that emerge over the years
since the start of the crisis are mentioned and analysed in chapter 1. In chap-
ter 2, they are described in greater detail in individual country notes. Since
this relates to partners such as the BRIICS-countries, South Africa is covered.
Chapter 3 deals with structural policy indicators. Chapter 4 follows the ques-
tion of structural reforms that can start the recovery; new evidence and les-
sons from 30 years of reform in OECD countries. Chapter 5 is about reducing
income inequality while boosting economic growth. Policy trade-offs and
complementarities between growth and income equality objectives are dis-
cussed. Chapter 6 analyses the spread of macroeconomic risks trough macro-
economic risk sharing from OECD and BRIICS countries. How do public
risk-sharing mechanisms work in practice?

Achim Gutowski, Bremen

OECD, Perspectives on Global Development 2012 — Social Cohesion in a
Shifting World, 2011, Paris: OECD, ISBN: 978-92-64-11314-5, pages:
259.

As the OECD celebrates its 50" anniversary, it has reaffirmed its strong
commitment to promote development worldwide including the design of a
broader development strategy. Social cohesion is an important block in this
endeavour; one that applies to emerging and developing countries, but also to
OECD countries.

This report was prepared by a team of the OECD Development Cen-
tre Thematic Division and is part of a broader effort to put social issues more
firmly on the global agenda. The OECD supports countries that continue to
innovate, redesign and implement better policies that foster social cohesion
for growth, development and a better living standard. The report examines
social cohesion in fast-growing developing countries and provides policy
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makers with recommendations for ways to strengthen it. It looks at social
cohesion through three different, but equally important points of view: social
inclusion, social capital and social mobility. It is argued that social cohesion
is a valuable goal itself and contributes to maintaining long-term economic
growth. The report stresses the need for co-ordinated policy making in fiscal
and tax design, employment, social protection, civic participation, education,
gender and migration. However, all areas interact with each other in their
effect on social outcomes.

The report consists of two main parts; part I is called “Opportunities
and Challenges for Social Cohesion”, part II is named “Building a Policy
Agenda for Social Cohesion in Times of Shifting Wealth”.

Chapter 1 deals with the spread of convergence in the developing
world comparing trade balances in Sub-Saharan Africa, Eastern Asia and
South America. Chapter 2 defines social cohesion and introduces a simple
framework about shifting wealth, social cohesion and development. Chapter
3 is about structural transformation challenges such as employment, migra-
tion and agricultural challenges. Chapter 4 names trends in inequality be-
tween and within countries. Chapter 5 introduces the linkage of social cohe-
sion and fiscal policies, the taxation in developing countries, sustainable
fiscal policies and key principles of fiscal reform. This includes perceptions
of corruption among local and central government officials in African coun-
tries and cases of building fiscal legitimacy in e.g. Malawi and Rwanda.
Chapter 6 deals with employment and social protection policies for social
cohesion including labour market institutions and wage determination. Chap-
ter 7 provides information about new government challenges in the period of
shifting wealth, women's role in political participation and service delivery,
accountability and decentralization. Chapter 8 is about policy issues, educa-
tion, gender equality, food policy and the integration of immigrants and the
transformation and adaptation of institutions. Finally, chapter 9 develops a
fiscally sustainable social cohesion agenda, frames social cohesion policies
and names the role of donors in promoting social cohesion.

Achim Gutowski, Bremen
OECD, Development Co-operation, Report 2011, 50" anniversary edition,
2011, Paris: OECD, ISBN: 978-92-64-09437-6, pages: 254.
The year 2011 was a landmark for the OECD and its Development Assis-

tance Committee (DAC), marking their 50" anniversary. This special 50
anniversary report features contributions from noted actors in development
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who have helped in their various capacities to shape thinking on important
issues and needs today.

Chapter-contributions are included from the following experts: the
former World Bank President James Wolfensohn, an UNDP-Administrator,
African Development Bank President Donald Kaberuka, the President of the
Institute for Liberty and Democracy, Japan's Administrator of Development
Assistance, the Chairman of the Intergovernmental Panel on Climate Change,
former DAC Chair Richard Manning and from the former Director General
of the French Development Agency.

The report consists of three parts; part I is called “Fifty years of
development co-operation: what have we learned?”; part II is named “Gender
equality, empowerment, human rights and the environment: what’s stopping
progress?”’; part III is entitled “New challenges, new goals: is there a future
for official development assistance?” .

After the introduction including aspects of the future of develop-
ment, the perspectives of development regarding co-operation past, present
and future of the OECD is analysed. Chapter 1 deals with the OECD Devel-
opment Assistance Committee (DAC) with its age of 50 years and the chal-
lenges of a changing world. Chapter 2 is called the real wealth of nations:
lessons from the Human Development Report. Chapter 3 highlights Devel-
opment and aid in Africa: what have we learned from the past 50 years?
Chapter 4 is about gender and development: translating commitment into
results. Chapter 5 is called the Amazon is not Avatar, stating that a series of
myths and misconceptions continue to marginalise indigenous people and
exclude them from integrating into the world economy. Chapter 6 deals with
inclusive development facing the future. Chapter 7 includes information
about climate change, equity and sustainable development: striking the bal-
ance. Chapter 8 highlights the future of international concessional flows.
Chapter 9 is about the resurrection of aid. Several annexes regarding the
efforts and policies of bilateral donors as well as trends in development co-
operation from 1960 to 2010 are included.

Achim Gutowski, Bremen
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International Labour Organization (ILO), Global Employment Trends
2013, Recovering from a second jobs dip, Geneva: International Labour
Office 2013

Publication Classification Details: ISBN 978-92-2-126655-6 (print)/ISBN
978-92-2-126656-3 (pdf)/ISSN 2304-4365 (print)/ISSN 2304-2893 (pdf),
pages: 172.

Web Access:
http://www.ilo.org/wcmsp5/groups/public/---dgreports/---dcomm/---
publ/documents/publication/wems_202326.pdf

There is an Executive Summary in the report Global Employment Trends
2013. In Chapter One the worsening of the Macroeconomic Challenges is
discussed. In Chapter Two the Global Labour Market Trends and Prospects
are presented. In Chapter Three the Regional Economic and Labour Market
Developments were analysed. Chapter Four is on Structural Change for De-
cent Work, while Chapter Five is on Recovering from the second jobs dip.
While chapters 1 - 3 give important trends, the chapters 4 and 5 reveal what
could be done to improve the employment situation. Most important, struc-
tural change is benefitting labour, decent work and employment.

It is outlined that four areas of global, regional and national policy
changes will help to improve the situation of labour and employment. First,
policies are needed to tackle uncertainty so as to improve investment; second,
a coordinated stimulus for global demand and employment creation is re-
quested; third, addressing labour market mismatches and promoting structur-
al change are important policy actions; fourth, increasing efforts to promote
youth employment are on the policy agenda. It is not so obvious that at the
global level one or more of these four policy areas are considered as priority
issues. There is also doubt about policy action at the regional levels and at the
national levels. Also found in the Report: Bibliography, Annexes, Tables,
Boxes, Country Spotlights (also on Egypt and Morocco, and on South Africa
and Mauritius), and Figures.

Many references are found in the Report on the situation in African
countries and on necessary macroeconomic policy adaptations to cover la-
bour and employment issues more actively.

Karl Wohlmuth, Bremen
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International Labour Organization (ILO), Global Employment Trends
2012, Preventing a deeper jobs crisis, Geneva: International Labour Of-
fice 2012

Publication Classification Details: ISBN 978-92-2-124924-5 (print)/ISBN
978-92-2-124925-2 (web pdf), pages: 121.

Web Access:
http://www.ilo.org/wemspS/groups/public/@dgreports/@dcomm/@publ/
documents/publication/wems_171571.pdf

There is an Executive Summary in the report Global Employment Trends
2012. In Chapter 1 the deteriorating Macroeconomic Situation is considered.
In chapter 2 the Global Labour Market Situation is outlined. In chapter 3 the
Regional Economic and Labour Market Developments are presented. Chapter
4 is on Policy Options for Growth with Jobs. In this Chapter 4 macro policy
options are discussed, but also specific policies to reduce youth unemploy-
ment and to recover the jobs which were lost during the crisis. Also found in
the Report: Bibliography, Annexes, Tables, Boxes, Country Spotlights (also
on Egypt and Morocco, and on South Africa), and Figures. It is not so obvi-
ous that any of the recommendations for global, regional and national action
were taken up by policy makers. There is information in the Report on Afri-
can countries and on ways to adapt macroeconomic policies towards action
on labour, decent work and employment creation.

Karl Wohlmuth, Bremen

International Labour Organization/International Institute for Labour
Studies, World of Work Report 2013, Repairing the economic and social
fabric, Geneva: International Labour Office/International Institute for
Labour Studies 2013

Publication Classification Details: ISBN 978-92-9-251017-6 (print)/ISBN
978-92-9-251018-3 (web pdf)/

ISSN 2049-9272 (print)/ISSN 2049-9280 (web pdf), pages: 133.

Web Access:

http://www.ilo.org/wemsp5/groups/public/---dgreports/---
dcomm/documents/publication/wems_214476.pdf

In Chapter 1 of the World of Work Report 2013 there is an Overview of Em-
ployment Trends and Projections. Chapter 2 contains an analysis of Income
Distribution and Middle-income Groups across the world. Chapter 3 is on the
role of Minimum Wages in Rebalancing the Economy, while chapter 4 is on
Investment for a Job-friendly Recovery. Chapter 5 is considering how to shift
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to a more equitable and job-friendly economic path. Also to be found in the
Report: Recent Publications, List of Figures, Tables, and Boxes by chapter.
All the chapters have a short section on Main Findings. Chapter 5 synthesizes
the lessons for the policymakers. It comes out in Chapter 5 that the political
economy of a job-friendly and equitable approach has to be considered so as
to come to successful policy action. There is evidence on African countries in
the Report, and there are also suggestions on how to adapt macroeconomic
policies towards improving the position of labour, decent work and employ-
ment creation.

Karl Wohlmuth, Bremen

International Labour Organization/International Institute for Labour
Studies, World of Work Report 2012, Better jobs for a better economy,
Geneva: International Labour Office/International Institute for Labour
Studies 2012

Publication Classification Details: ISBN 978-92-9251-009-1 (print)/ISBN
978-92-9251-010-7 (web pdf) /ISSN 2049-9272 (print)/ISSN 2049-9280
(web), pages: 128.

Web Access:
http://www.ilo.org/wemsp5/groups/public/@dgreports/@dcomm/@publ/
documents/publication/wems_179453.pdf

There is in the World of Work Report 2012 an Editorial from the Director of
the International Institute for Labour Studies, Raymond Torres, on How to
move out of the austerity trap? The Editorial reemphasizes the need for a
three-pronged strategy to come out of the austerity trap; it was discussed
already in the World of Work Report 2011. The three-pronged strategy em-
phasizes the strengthening of labour market institutions, the restoration of
credit conditions and of a favourable business environment for small enter-
prises, and the promotion of employment while meeting fiscal goals. An
alternative job-centred and growth-oriented strategy is requested along these
lines. Nothing less than a Global Jobs Pact is considered as necessary. In
Chapter 1 the Employment, Job Quality and Social Implications of the Global
Crisis are analysed, followed in Chapter 2 by an analysis of Employment
Protection and Industrial Relations so as to assess recent employment trends
and labour market impacts. Chapter 3 is on Fiscal Consolidation and Em-
ployment Growth, while Chapter 4 is on Investing in a Sustainable Recovery.
Investment policies for employment growth and providing better jobs are the
major issues of the Chapter 4. Also to be found in the Report: Recent Publi-
cations, and Lists of Figures, Tables, and Boxes by chapter. All the chapters
have a short section on Main Findings. There is some evidence on African
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countries in the Report, and there are also suggestions on how to adapt mac-
roeconomic policies for improving the position of labour, the employment
level, the conditions for decent work, and the quality of labour market institu-
tions.

Karl Wohlmuth, Bremen

Regional African Economic Reports

African Development Bank (AfDB)/Development Centre Of The Organi-
zation For Economic Co-operation And Development (OECD)/United
Nations Development Programme (UNDP)/United Nations Economic
Commission For Africa (UNECA), African Economic Outlook 2013, Spe-
cial Theme: Structural Transformation and Natural Resources, Paris:
OECD Publishing, 2013, ISBN: 978-92-64-20053-1 (print), ISBN 978-92-
64-20054-8 (PDF), DOI: http:/dx.doi.org/10.1787/ae0-2013-en, pages:
357.

This twelfth edition of the Afiican Economic Outlook was also prepared by
four teams — from AfDB, OECD, UNDP, and UNECA. As a collaborative
effort it is of outstanding importance for Africa and for all those working in
and for Africa. The African Economic Outlook project started in 2002 with
only 22 African countries covered, and now the number of countries included
is 53, and only Somalia is left out. The twelfth edition is therefore unique in
covering all of Africa with one exception. The African Economic Outlook
2013 is — as it was the case with the eleven prior issues — presenting the dif-
ferences in conditions, policies and prospects of the African countries. The
analysis is differentiating between cases like oil exporters and oil importers;
least developed, low income and medium-income countries; countries under-
going reforms and countries without substantial reforms; countries with good
and bad governance; coastal countries and land-locked countries; and eco-
nomically small and large countries. The fact that only Somalia is left out
from the Afirican Economic Outlook is a signal and means that something has
moved in the positive direction in Africa; data and analysis on social, eco-
nomic and political conditions are now available for 53 African countries.
The special theme of the eleventh edition is “Structural Transformation
and Natural Resources”, and so a most important aspect of development
economics, how to reallocate resources within and between sectors (agricul-
ture, manufacturing/industry, and services), was considered by the Editors.
Part One is on Africa’s Performance and Prospects, covering sections on
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Macroeconomic Prospects; Foreign Investment, Aid, Remittances, and Tax
Revenue; Trade Policies and Regional Integration; Human Development; and
Political and Economic Governance. Part Two is covering the special theme
“Structural Transformation and Natural Resources”. Part Three contains short
Country Notes for 53 African countries with key messages for the respective
country, but full length Country Surveys are available at:
www.africaneconomicoutlook.org. The Country Surveys are highly informa-
tive analyses of the country’s situation, covering Macroeconomic Prospects,
Domestic and External Financial Flows, Trade Policies and Regional Integra-
tion in Africa, Human Development, and Economic and Political Govern-
ance. Part Four contains the Statistical Annex with many comparative data on
the issues which are covered in Part One.

Concerning Part One, analysis of macroeconomic prospects reveals the
fact that the recovery in Libya after the political changes added more than 2%
to Africa’s growth in 2012. The prospects for 2013 and 2014 are considered
as favourable, with agriculture, services, and oil and minerals sectors becom-
ing the growth engines, and the growth also being based on improved de-
mand conditions (consumption and investment). West Africa, East Africa and
Central Africa will lead in the growth rally, so that the African powerhouses
(North and South Africa) have to solve their internal problems. Because of
inflation pressures, the trade-off between supporting growth and controlling
inflation is delicate in many African countries. Other African countries with
limited fiscal space have to consolidate their fiscal balances for reasons of
debt sustainability. There are two great tasks for policymakers — to stabilize
macroeconomic conditions and to improve institutions and regulations so as
to be able to cope with increasing volatility in the economic environment.
While the external financial flows are favourable and are very important for
the low-income countries (LICs), but also for the lower middle income coun-
tries (LMICs), aid dependence is still a major problem for half of African
countries, especially the LICs, while the LMICs rely more on remittances,
and the upper middle income countries (UMICs) more on portfolio inflows
and foreign direct investment. All these sources of external flows have their
problems: aid dependence of so many countries is too high, remittances de-
pend on the situation in the countries where the migrants are working, portfo-
lio investment is volatile, and foreign direct investment is mainly of a re-
source-seeking type. It may have been a chance to go deeper in this Part One
on Performance and Prospects and in the Part Two with the Special Theme
on ways out of all these dependencies. However, the Report does not propose
in Part One ways out of these dependencies (this was the theme of various
issues of the African Development Perspectives Yearbook). Africa’s fragmen-
tation is still seen as a major problem, despite of some progress in some re-
gional economic communities (RECs). But the Report is right to emphasize
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again the many constraints for regional integration. Ambitious plans are
there, but institutional arrangements and coordination mechanism are still
weak. Also emphasized is in the Report the deterioration of some important
indicators of human development (income inequality indicators, education
and health indicators). Again, the African “development challenge” is men-
tioned (p. 11), to transform renewable and non-renewable natural capital into
national wealth — into infrastructure, shared income, and human capital. As
human development is an important enabler of structural transformation,
more emphasis has to be put in this direction. Progress with regard of politi-
cal and economic governance is at best to be considered as mixed, because of
the erosion of progress in some countries and the lack of a stable progress in
others, and so this complex is a heavy burden on the way to structural trans-
formation and to the use of natural resources for sustainable development.
Also new cycles of violence and conflict in some areas of Africa threaten a
stable progress (Mali, Egypt, Tunisia, DR of Congo, etc.).

Also this Report bases the proposed macroeconomic and development
strategy on a broader growth and redistribution framework. Macroeconomic
policies need to be embedded into a broader framework for growth in Africa,
and more so a framework of inclusive or pro-poor growth is requested. How-
ever, this is not enough as also internal and external risks and stresses have to
be considered according to the analysis presented. The international and the
regional environment create uncertainties for policymakers and for business.
Policy space and fiscal space are therefore important issues to be able to
handle such risks and stresses. The strategy framework for growth as pro-
posed in the African Economic Outlook 2013 has various important elements.
Concerning external financial flows and tax revenue, much more effort is
needed in terms of stimulating productivity-enhancing FDI, productive use of
remittances and aid funds, and in terms of growth-stimulating and redistribu-
tive tax reforms. Both policy packages will be helpful so as to diversify the
economy, to reduce poverty, and to create employment. However, these ef-
forts depend also on progress in governance and human development, but
also on progress in regional integration. Beside of proposed incentives to
diversify the external finance flows to Africa with regard to forms, sources
and partners, more effective tax policies are requested for growth stimulation,
income redistribution and poverty reduction. Progress in regional integration
is needed so as to reduce the impact of external shocks on African countries;
various proposals are submitted in the Report, but progress in implementation
is slow. New trade and integration policies as proposed in the Report will
help to diversify production and trade patterns and will allow it to strengthen
the relations with traditional and emerging trade partners. Concerning inclu-
sive and pro-poor growth, the state of human development is still a problem
in many parts of Africa as poverty reduction is quite slow and as there is an
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erosion of some gains in education and health. Despite of fast progress in
human development, the aggregate level is still low. The Report from last
year (African Economic Outlook 2012) emphasised the need to reverse capi-
tal flight from Africa to finance economic and social infrastructure. Interna-
tional cooperation was recommended to make possible a turnaround towards
securing the US$ 700 billion which were accumulated between 1970 and
2008". This is a main outcome of the Report 2012, and it the first time that an
international report emphasises in an outspoken way the need to cooperate
internationally so as to bring back the huge flight money to Africa for pro-
ductive investment purposes. This issue is not brought up again in the Afiican
Economic Outlook 2013 but definitely remains on the agenda. All this is part
of a broader inclusive growth concept. Inclusive growth is a concept which is
since years on the agenda and there is tremendous work undertaken to make
the concept more operational?, with consumption, income and inclusion coef-
ficients being refined and combined. Every year the Afiican Economic Out-
look adds some new elements to this very important concept.

A comprehensive strategy and policy approach is therefore outlined also
in this African Economic Outlook 2013, although this is done in a more im-
plicit than explicit way — by considering inclusive growth and pro-poor
growth in a broader framework; by looking at external finance flows and
taxation, trade and regional integration, human development and social sector
development, and rural and agricultural development; by focussing on the
structural transformation and natural resources agenda, on specific human
development policies for gender equality, and on economic opportunities for
large and so far disadvantaged segments of the population; and by emphasiz-
ing also strongly the role of governance reforms and of quality increases of
economic policy. Improving the quality of economic policy is related to polit-
ical and economic governance, and these issues are covered strongly in all
the African Economic Outlook reports. There is some optimism spread that
African citizens will adopt peaceful ways to increase their participation, alt-
hough the danger of repeated cycles of violence is as well mentioned. A ma-
turing political process is observed, but this process needs stabilization. The

! Assessment of capital flight from Africa is based on various assumptions;
see the resource base developed by PERI (Political Economy Research Insti-
tute), University of Massachusetts, Amherst, USA, Web Access with page on
capital flight from Africa and section on Data and Methodology:
http://www.peri.umass.edu/ 300/

2 See for example M. H. Suryanarayana, What is Inclusive Growth? An Al-
ternative Perspective, International Policy Centre for Inclusive Growth (IPC-
IG), One pager no. 2015, June 2013.
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indicators which are used for analysing this theme of governance and partici-
pation show however mixed perceptions, and it is clear that African countries
have achieved progress only in some areas. Corruption is still a major prob-
lem for improving the quality of economic policy and for allowing a broader
participation of the people in governance. It is a very important issue in the
context of the special theme as the structural transformation process and a
sustainable use of natural resources are endangered by corruption and mis-
management. As with issues of growth, poverty and income distribution also
in this regard the performance is mixed in Africa. This means that the African
Union (AU), the New Partnership for Africa’s Development (NEPAD), and
the African Peer Review Mechanism (APRM) as well as other important
Pan-African institutions will have to work hard for speeding up structural
transformation, for better using the natural resources for sustainable devel-
opment, and for aiming at a shared growth and a more balanced development
process in Africa. The regional economic communities (RECs) have a strong
role in Africa, to improve governance and participation, to speed up structur-
al transformation, and to realise inclusive growth and pro-poor growth. The
role of the RECs goes therefore much beyond organising cross-border and
regional economic exchanges.

Of great importance in the African Economic Outlook 2013 is the special
theme on Structural Transformation and Natural Resources in Africa. A
basic idea is presented in this chapter: the revenues from the natural resource
sector production can be used for structural transformation, especially for
investing into the development of the agricultural sector. If this process is
well managed, this can help to diversify the economy and to increase value
added and employment. A strategy is outlined, based on taking stock of struc-
tural transformation in Africa, building on a strong primary sector as the
basis for structural transformation, and learning from the state of the primary
sector in Africa. To this effect a four-layer policy approach is developed. It
becomes quite clear in the first section of Part Two that the structural trans-
formation process has not worked for decades in Africa. Reallocation of
economic activity away from the least productive sectors and activities has
not worked for decades. Empirical assessments reveal: Structural change was
growth-reducing in the period 1990 to 1999, but it was growth-enhancing
between 2000 and 2005. Structural change was benefitting from better gov-
ernance, better schools and competitive exchange rates. Despite of some
progress made in the last decade, much more effort is needed to accelerate
structural change with growth-enhancing effects. Although interesting, the
empirical evidence is limited to few countries. The Report discusses then in
the second section of Part Two the role of the primary sector as the basis for
structural transformation. The primary sector can drive structural transfor-
mation via linkages and diversification into adjacent activities, via employ-
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ment and demand potentials, via government revenue from extractive sectors,
and via attracting foreign investment with capital and knowhow. As a diversi-
fied primary sector is a good base for a diversified manufacturing sector, a
better environment for the primary sector will also help to extend the manu-
facturing production base. Regrettably, the environment was not created in
many African countries to achieve just this process of widening and deepen-
ing the production base. If the right environment is not there, only natural
resources with high rents (oil and gas, diamonds, rare metals) may be ex-
ploited profitably. However, these high rent resources offer the least possibil-
ities for structural transformation. Then, in the third section of Part Two of
the African Economic Outlook 2013 the role of the primary sector in Africa
over the past and in the present is analysed, mainly in the form of a literature
survey. Emphasized is again the poor performance of the agricultural sector
and the fact that the minerals sector remained far below of its potentials.
Some recent (positive) changes are mentioned since the occurrence of the
commodity price boom in 2007/08, but it is more an increasing global and
Asian interest in the African commodities than an increasing interest in better
management of the sector what can be observed. There is also a positive note
on the export of processed products relative to raw materials exports. How-
ever, it is not made clear to what extent the level of processing has increased
and to what extent African lead firms are able to manage these exports. It is
also coming out that the agricultural transformation is not progressing despite
of the commodity price boom and the global demand for raw materials and
food. More interest in exploration in the minerals sector is observed and is
credited with job creation, but too often these jobs are highly vulnerable.
Some of this activity is to be expected in institutionally weak states and in
fragile states, like the DR of Congo. These issues are not covered in the Re-
port. Again the “window of opportunities” is emphasized, but not many ex-
amples are cited to substantiate the view that these opportunities are really
exploited so as to transform successfully the economic structures. It is argued
that Africa is getting better at avoiding the “resource curse”, but the examples
given may not be so relevant as the future will show if the new management
intentions of a government will really work (such as the new and widely
praised natural resource sector legislation in Ghana). In the fourth section of
Part Two a four-layer policy approach is presented. First, the general frame-
work conditions have to be established for structural transformation, such as
education, infrastructure, and access to regional markets. Second, specific
conditions have to be met for natural resource sectors to thrive, such as prop-
er rules for exploration of minerals, ownership rights and specific skills.
Third, the revenues from natural resources have to be optimised and spent
wisely for structural transformation, by optimising taxes, managing the vola-
tility of revenues, and managing the impact on the environment. Fourth,
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structural transformation has to be addressed directly, by increasing agricul-
tural productivity and by enabling economic linkages between the natural
resource sector and the economy as a whole. The graphical presentation of
these four layers (on page 144) shows how important the fundamentals (layer
1) are, such as public services, regulations and transparency, government
capacity and commitment, and access to finance and markets. Also the layers
2 and 3 are presented as very important cornerstones of the pyramid so as to
create the specific environment for the natural resource sector (layer 2) and to
establish an effective management system for the natural resource sector
(layer 3). If all this works (layers 1 - 3), structural transformation can be
supported “on the top of the pyramid” via increasing agricultural productivi-
ty, via establishing linkages and via building capabilities. Although this is an
interesting presentation, reality is different from this ideal model of good
governance in natural resource-rich countries in Africa. Country case studies
would have shown much better how and if such a four layer approach really
works. The examples presented for practical action, especially so for layer 4,
do not show if and how the minerals sector will push agricultural develop-
ment and manufacturing. Some positive effects may be there, some intercon-
nections may work, some incentives may be provided and may work, but
what is the overall impact of all this? Too many issues remain open and only
country case studies would have shown how feasible such a policy approach
really is. Regrettably, the Part Three with country notes does not show which
countries could be seen as models for the applicability of this four-layer ap-
proach. The Part Two of the Afiican Economic Outlook 2012 on Promoting
Youth Employment was so relevant because country experts from nearly all
African countries reported on their country experiences; but this seems not to
have worked in the African Economic Outlook 2013 project. The Report 2013
does not present enough country evidence on Structural Transformation and
Natural Resources to allow for the dissemination of best practice interven-
tions.

The twelfth edition again makes it very clear that the African Economic
Outlook project has become a forum for monitoring the growth process in
Africa and for identifying best practice so that sustainable policy reforms can
be proposed and implemented all over Africa. Although this new edition for
2013 did not meet all the expectations it is a valuable contribution to the
development of Africa literature. The twelfth edition also investigates into
the role of the deeper factors for generating higher growth, structural trans-
formation and more sustainable development in Africa, a trend which was
seen over the last ten years, supported by factors such as economic policy
reforms, improving governance, aspiring for more effective relations with
donors, using new technologies more broadly, and enabled by the emergence
of a new class of politicians and entrepreneurs. With its online platform —
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www.africaneconomicoutlook.org — the African Economic Outlook project is
able to reach more and more decision makers in Africa and elsewhere.

It is necessary to see the wealth of information which was accumulated
over the last twelve years in the African Economic Outlook project, and it is
also helpful to look at the methodology used in modelling the African eco-
nomic prospects. All the other volumes of the Afiican Economic Outlook
were as well reviewed in various issues of the Afiican Development Perspec-
tives Yearbook, and also the Afiican Economic Outlook methodology for
modelling economic perspectives for Africa was considered in these reviews.

In the African Economic Outlook 2012 the focus was on Promoting
Youth Employment, and in the African Economic Outlook 2011 the special
theme was Emerging Partners of Africa, while in the African Economic Out-
look 2010 the special focus was on Public Resource Mobilisation and Aid to
Afrrica. Specific topics were covered also in the other Reports: the major
theme in the Afirican Economic Outlook 2009 was Innovation and ICT in
Africa; and Technical and Vocational Skills Development was the special
theme in the African Economic Outlook 2007/2008, while Drinking Water
and Sanitation was the special theme in the African Economic Outlook
2006/2007. In the Afiican Economic Outlook 2005/2006 the crucial issues of
Transport Infrastructure Development in Africa were discussed, while in the
Afrrican Economic Outlook 2004/2005 the key issue introduced was the Fi-
nancing of Small and Medium-sized Enterprises. In the Afirican Economic
Outlook 2003/2004 a discussion of another important key policy issue for
Africa was presented — Energy Sector Policies, and the interaction of energy
and poverty issues was analysed as well in the Report. The first two African
Economic Outlook reports for 2001/2002 and 2002/2003 did not contain
specific themes, but were already discussing some structural issues of Afri-
can countries.

A gradual improvement and strengthening of the African Economic Out-
look project can be observed. With all these special themes which were dis-
cussed in the various volumes, a wealth of information about important poli-
cy issues was presented. Looking at all these policy reviews and recommen-
dations and best practice analyses, policymakers in Africa and working for
Africa can take from it useful suggestions. The gradual enlargement of the
number of countries which are considered with Country Notes and Country
Surveys in Part Three of the African Economic Outlook is also an important
improvement to the overall project. This means that the special theme is
related to more and more country surveys and that work on it is drawing on
more and more country experiences; this allows it to compare the country
position with regard of a specific policy issue. As an example, the Afiiican
Economic Outlook 2012 contains country-by-country information about the
role of public interventions with regard of youth employment schemes, and
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country officers for 53 countries have reported on this issue. As observed
above, the African Economic Outlook 2013 was not so successful in this
regard. The Statistical Annex which is presented in Part Four of the Report
allows it to further deepen the view on the country case by looking at the
comparative data. The Methodology for all these tables is carefully ex-
plained. The Statistical Annex is valuable as it is including a selection of very
important economic, social, and political data for African countries. The
extension to various political, economic and doing business governance indi-
cators is helpful; the comparisons with economic and social data for the
country are revealing.

An explicit aim for the African Economic Outlook is the analysis of the
trends and of the short-term evolution of selected African countries for the
next two years by using a unique analytical model design for all the country
case studies. The common framework includes a forecasting exercise for the
current and the following two years by using a simple macroeconomic model,
while the results from the modelling are related to analyses of the social and
political situation in Africa. Mainly policymakers, donor agencies, academic
experts, and business people are benefitting from these analyses. A problem
with the African Economic Outlook is the fact that the background to the
modelling work is not explained more deeply. Reference was made to a
standard macroeconomic model called Africalook (see the short description
of the prediction models in the African Economic Outlook 2001/2002, p. 19).
It is argued that the specific structural peculiarities of the countries are also
considered in this framework. The African Development Bank (AfDB) has
now some lead role in this exercise, and seems to have further developed the
model. The modelling for the OECD Economic Outlook is used to forecast
world demand as well as the prices of the non-traditional imports and exports
being of relevance for the particular African countries that are included in the
form of case studies, while predictions of the (traditional) raw materials pric-
es come from World Bank sources.

A much greater problem is it that there are two important competing re-
ports coming from Africa, the African Development Report from the African
Development Bank (AfDB) and the Economic Report on Africa from the UN
Economic Commission for Africa (UNECA) and the African Union (AU)?.

3 See the Economic Report on Africa 2013 on Making the Most of Africa’s
Commodities: Industrializing for Growth, Jobs and Economic Transfor-
mation, by the Economic Commission for Africa and the African Union,
Addis Ababa 2013, while the African Development Report 2013 was not
released yet; the African Development Report 2012 is on Towards Green
Growth in Africa, by the African Development Bank Group, Tunis 2012.
Also the UNCTAD Report Economic Development In Africa, Report 2012:
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Therefore it is not yet clear to what extent the joint project African Economic
Outlook of the OECD, the AfDB, the UNDP and the UNECA really can
contribute to a better understanding of Africa’s development, and what the
comparative advantage of the three reports on Africa really is, as also the
other two reports present analyses, forecasts, special themes, regional eco-
nomic profiles, and country case studies. Both, the Afirican Development
Report of the AfDB and the Economic Report on Africa of the UNECA and
the AU are very rich in analyses, in forecasts, in policy recommendations,
and in informative special themes, regional economic profiles, and in country
cases. It may be that a “new division of labour” emerges over time between
the editing institutions with regard to the three reports. However, the publici-
ty around the African Economic Outlook is huge and so the other two reports
are regrettably overshadowed (although their content is rich). It could be that
a “new division of labour” which is based on comparative advantages of the
involved institutions is envisaged for the longer-run; it could be that the Afri-
can Economic Outlook focuses more and more on country reports and on
specific policy themes of relevance for donors, the African Development
Report more and more on key policy reforms for Africa and on major devel-
opment financing issues from the side of the African Development Bank, and
the Economic Report on Africa more and more on sector problems and re-
gional integration issues (although some of these issues are covered in specif-
ic programmes of UNECA, AfDB and AU on strengthening regional eco-
nomic communities).

But, compared with earlier reports of the African Economic Outlook, the
messages from the more recent ones are much clearer and stronger — the
focus on international assistance strategies for Africa is stronger, structural
impediments and solutions to Africa’s development problems are highlighted
more deeply, more and more country reviews are included (covering all Afri-
can countries with the exception of Somalia), the comparability of country
cases is strengthened, and the relevance of the presented data and of the fore-
casts has improved. The specific policy field that is covered — in this African
Economic Outlook report the role of structural transformation and natural
resources in Africa — is always important and the analysis is mostly to the
point, and so the information presented is useful for further analyses and for
projections. The researchers on country notes and surveys give valuable in-
formation for the specific theme and provide recommendations on country
policies for the donors. It may however be quite important to work further on

Structural Transformation And Sustainable Development In Africa, New
York and Geneva: United Nations 2012 is related to the theme of Structural
Transformation.
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a clear division of labour between these three reports, in order to strengthen
them as instruments for policy assessment, policy formation and policy re-
form at the international, regional and national levels.

The African Economic Outlook can play a great role if the new trends in
global development cooperation with Africa are reflected even more in the
context of the annual focus theme of the African Economic Outlook, and as
well in the frame of the recommendations for policies of the specific African
country cases that are considered and reviewed. The African Economic Out-
look 1is highlighting the development cooperation issues in general and also
with regard to specific structural, policy, and infrastructure development
issues. So the country cases highlight now more than in the past the role of
national priorities and policies and the development assistance implications
of macroeconomic policies and sector development policies. The issues of
aid dependency and the debt (and debt relief) problems of the countries are
also reflected, as well as the objectives, means and strategies for improving
aid assistance to these countries. This is where the basic competences of the
OECD policy departments, of the OECD/DAC forums, and of the OECD
Development Centre really lie, and this vast knowledge should be utilised
properly. It should also be made quite clear that the African Economic Out-
look is a joint OECD-Africa project with considerable and fast increasing
African inputs and additional inputs provided from UN organisations, like the
UNDP. This is not so clear and obvious from the image and the logo of the
presented volumes of the African Economic Outlook. The inputs coming
from Africa — towards making possible and relevant these informative vol-
umes — are becoming greater, and this can be made better visible in the for-
mat and the layout of the Reports. So it would be better to show that these are
really joint OECD/Africa reports and not just OECD reports on Africa which
were assisted by some African institutions.

Karl Wohlmuth, Bremen

African Development Bank (AfDB)/Development Centre Of The Organi-
zation For Economic Co-operation And Development (OECD)/United
Nations Development Programme (UNDP)/United Nations Economic
Commission For Africa (UNECA), African Economic Outlook 2012, Spe-
cial Theme: Promoting Youth Employment, Paris: OECD Publishing,
2012, ISBN: 978-92-64-17609-6 (print), ISBN 978-92-64-17611-9 (PDF),
pages: 291.

This eleventh edition of the Afiican Economic Outlook was prepared by four
teams — from AfDB, OECD, UNDP, and UNECA. As a collaborative effort it
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is of outstanding importance for Africa and for all those working in and for
Africa. The African Economic Outlook project started in 2002 with only 22
African countries covered, and now the number of countries included is 53,
and only Somalia is left out. The eleventh edition is therefore unique in cov-
ering all of Africa with one exception. The African Economic Outlook 2012
is — as it was the case with the ten prior issues — presenting the differences in
conditions, policies and prospects of the African countries. The analysis is
differentiating between cases like oil exporters and oil importers; least devel-
oped, low income and medium-income countries; countries undergoing re-
forms and countries without substantial reforms; countries with good and bad
governance; coastal countries and land-locked countries; and economically
small and large countries. The fact that only Somalia is left out from the
African Economic Outlook is a signal and means that something has moved
in the positive direction in Africa; data on social, economic and political
conditions are now available for 53 African countries.

The special theme of the eleventh edition is “Promoting Youth Employ-
ment”, and so the most important aspect of benefiting from the “demographic
dividend” in Africa of a very young population was considered. While Part
One is on Africa’s Performance and Prospects, Part Two is covering the
special theme. Part Three contains short Country Notes for 53 African coun-
tries, but full length country surveys are available at:
www.africaneconomicoutlook.org. The country surveys are highly informa-
tive analyses of the country’s situation, covering Macroeconomic Prospects,
Domestic and External Financial Flows, Trade Policies and Regional Integra-
tion in Africa, Human Development, and Economic and Political Govern-
ance. Part Four contains the Statistical Annex with many comparative data on
the issues covered in Part One.

Concerning Part One, analysis of macroeconomic prospects reveals the
need to consider the potentially negative impact of the European debt crisis
on Africa. While the growth prospects for 2012 are favourable, considerable
risks are there. Increasing fuel and food prices presented a policy dilemma
for African countries — between fighting inflation and preserving growth
amidst global risks. Public finance is also seen as a problem, in some oil-
importing countries with fiscal deficits and in some resource-rich countries
when medium-term fiscal planning is not working properly and when these
countries are not preparing for falling resource prices by investing into sover-
eign wealth funds. A further deepening of the crisis in Europe could have
severe impacts on trade, foreign direct investment, official development as-
sistance, and also on the banking systems in Africa. Further risks for macroe-
conomic prospects arise according to the African Economic Outlook 2012
from the situation in North Africa, the relations between Sudan and South
Sudan, and because of drought and floods as affecting agricultural production
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and food security. Most important, high unemployment rates and very high
rates of youth unemployment show the need for new policy orientation —
demand-side and supply-side measures are requested to tackle this problem.
These issues are discussed in detail in Part Two, but not so much in Part One,
although the “demographic growth dividend” of a young population in Africa
is mentioned as a chance. However, the report does not propose in Part One
specific forms of employment-targeting in macroeconomic policies (as it is
the theme of Unit 1 of this issue of the Afiican Development Perspectives
Yearbook).

Also this Report bases the proposed macroeconomic strategy on a broad-
er growth and redistribution framework. Macroeconomic policies need to be
embedded into a framework for growth in Africa, and more so a framework
of inclusive or pro-poor growth. However, this is not enough as also risks
have to be considered according to the analysis presented. Risk management
is important as global and domestic risks interact in African countries and
create uncertainties for policymakers and for business. The strategy frame-
work for growth as proposed in the Afiican Economic Outlook 2012 has
various important elements. Concerning external financial flows and tax
receipts, much more effort is needed in terms of stimulating productivity-
enhancing FDI, productive use of remittances and aid funds, and in terms of
growth-stimulating and redistributive tax reforms. Both policy packages will
be helpful so as to diversify the economy, to reduce poverty, and to create
employment. Beside of proposed incentives to diversify the external finance
flows to Africa with regard to forms, sources and partners, more effective tax
policies are requested for growth stimulation, income redistribution and pov-
erty reduction. Progress in regional integration is needed so as to reduce the
impact of external shocks on African countries; various proposals are submit-
ted. New trade and integration policies as proposed in the Report will help to
diversify production and trade patterns and will allow it to strengthen the
relations with traditional and emerging trade partners. Concerning inclusive
and pro-poor growth, the state of human development is still a problem in
many parts of Africa as poverty reduction is quite slow. Despite of fast pro-
gress in human development, the aggregate level is still low. The report em-
phasises the need to reverse capital flight from Africa to finance economic
and social infrastructure. International cooperation is recommended to make
possible a turnaround towards securing the US$ 700 billion which were ac-
cumulated between 1970 and 2008*. This is a main outcome of the Report,

4 Assessment of capital flight from Africa is based on various assumptions;
see the resource base developed by PERI (Political Economy Research Insti-
tute), University of Massachusetts, Amherst, USA, Web Access with page on
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and it the first time that an international report emphasises the need to coop-
erate internationally so as to bring back the flight money to Africa for in-
vestment purposes. All this is part of a broader inclusive growth. Inclusive
growth is a concept which is since years on the agenda and there is work
undertaken to make the concept more operational®, with consumption, in-
come and inclusion coefficients combined.

A new strategy and policy approach is therefore outlined in the volume
of the African Economic Outlook for 2012, although this is done more im-
plicit than explicit — considering inclusive growth and pro-poor growth in a
broader framework, by looking at external finance and taxation, trade and
regional integration, human development, social sector development, rural
and agricultural development, specific human development policies for gen-
der equality, economic opportunities for large and so far disadvantaged seg-
ments of the population, governance reforms and quality increases of eco-
nomic policy. Improving the quality of economic policy is related to political
and economic governance, and these issues are covered strongly in the Re-
port. There is some optimism spread that African citizens will adopt peaceful
ways to increase their participation. A maturing political process is observed.
The indicators which are used for analysing this theme of governance and
participation show however mixed perceptions, and it is clear that African
countries have achieved progress only in some areas. Corruption is emerging
as the greatest problem for improving the quality of economic policy and for
allowing a broader participation of the people in governance. As with growth,
poverty and income distribution as it was discussed in the Report also in this
regard the performance is mixed in Africa. This means that the African Un-
ion (AU), the New Partnership for Africa’s Development (NEPAD) and the
African Peer Review Mechanism (APRM) as well as other important Pan-
African institutions will have to work hard for a more balanced development
process in Africa. The regional economic communities (RECs) have a strong
role to improve governance and participation and to realise inclusive growth
and pro-poor growth all over Africa. The role of the RECs goes therefore
much beyond organising cross-border and regional economic exchanges.

Of great importance in the African Economic Outlook 2012 is the special
theme on Promoting Youth Employment in Africa. This issue is discussed in
great detail in Part Two, Chapter 6. It becomes quite clear in the first section

capital flight from Africa and section on Data and Methodology:
http://www.peri.umass.edu/ 300/

5 See for example M. H. Suryanarayana, What is Inclusive Growth? An Alter-
native Perspective, International Policy Centre for Inclusive Growth (IPC-
IG), One pager No. 2015, June 2013.
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of Part Two why the Afiican Economic Outlook deals with the issue. As
Africa has the youngest population in the world and as its youth is getting
better educated, the problems of high youth unemployment and of very high
poverty of the youth is not any longer acceptable, especially with regard of
the lost development potential. More than 70 % of the youth in Africa live on
less than US$ 2 per day. The potential of the youth for productive develop-
ment has to be used as a valuable input to the structural transformation pro-
cess. Also the definitions and measurement procedures are outlined in the
section one of Part Two; these are useful methodological contributions as too
many different definitions and measurement procedures prevail in the litera-
ture. The Report discusses then in section two of Part Two the role of the
youth in the African labour markets by showing the differences between the
poor and the better-off African countries. The problem of bad jobs (unpro-
ductive and low paid) in the poor countries and of too few jobs in middle
income African countries is highlighted. Five distinct types of labour markets
are shown (depending on GDP per capita, level of wage employment, level of
vulnerable employment, and NEET (Not in Employment, Education and
Training). There is a “quality of jobs” problem in low income countries and a
“quantity of jobs” problem in the middle income countries. The category
“Not in Employment, Education, and Training” (NEET) is of great im-
portance for policymakers, and many initiatives are proposed. Then, in sec-
tion three of Part Two of the African Economic Outlook 2012 the employ-
ment outlook for the African youth is discussed. Insufficient public and pri-
vate formal sector hiring is identified as a major problem, and so a new and
more effective policy approach for informal sector employment creation is
requested. Nothing is really new with this position and the concrete pro-
posals, but so far practically nothing was done in Africa to use the informal
sector as a dynamic absorber of the growing labour force side by side with
initiatives for the private formal sector. The messages are clear since decades,
but no strengthening of the informal sectors could be observed in Africa.
Specific support programmes and an improvement of the environment for
promoting entrepreneurial qualities for the young labour force are again rec-
ommended in order to make the informal sectors more dynamic and labour-
absorbing. In the fourth section of Part Two the obstacles and the needs of
young people in African labour markets are discussed. There is a severe la-
bour demand problem as there is not enough demand in sectors which are
able to pay better wages and to provide adequate working conditions. So,
structural transformation of the economy is still an important issue as too few
jobs are offered with higher productivity and better wages. There are some
supply-side hurdles on behalf of the young labour force, but these problems
are not as important as the demand factors according to the Report. Adapta-
tion to the needs of the informal sector and the rural sector is important as
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long as these sectors are so important for employment and survival. Some
strategies are recommended in this direction, such as education and vocation-
al training, entrepreneurship promotion and some forms of public works
programmes. Despite of this outcome of analysis on major constraints, the
section five on government action to promote youth employment reveals that
demand-side action from the side of governments in Africa is not so im-
portant relative to supply-side interventions. The quality of interventions is
also not high. So there is a problem of policy orientation and also one of
quality with regard of public labour market interventions. There are only few
success stories to be reported by country officers and the editorial staff. It is
obvious that public interventions only will work successfully if all relevant
constraints are considered (demand side, supply-side, and matching demand
and supply side) and not only some supply-side constraints. Most of the pro-
grammes are not addressing all these constraints, and too often only one
constraint is covered (such as lack of specific skills). In section six some
policy conclusions are presented. The Part Two of the African Economic
Outlook 2012 is so relevant because country experts from nearly all Africa
countries report on their experiences; this allows dissemination of best prac-
tice interventions.

The eleventh edition again makes it clear that the Afiican Economic Out-
look project has become a forum for monitoring the growth process in Africa
and for identifying best practice so that sustainable policy reforms can be
proposed and implemented all over Africa. The eleventh edition also outlines
the role of the deeper factors for generating higher growth and more sustain-
able development in Africa which was seen over the last ten years, such as
economic policy reforms, improving governance, aspiring for more effective
relations with donors, using new technologies more broadly, and the emer-
gence of a new class of politicians and entrepreneurs. With its online plat-
form — www.africaneconomicoutlook.org — the African Economic Outlook
project is able to reach more and more decision makers in Africa and else-
where.

It is necessary to see the wealth of information accumulated over the last
eleven years in the African Economic Outlook project, and it is also helpful to
look at the methodology used in modelling the African economic prospects.
All the other volumes of the African Economic Outlook were as well re-
viewed in various issues of the Afiican Development Perspectives Yearbook,
and also the African Economic Outlook methodology for modelling economic
perspectives for Africa was considered in these reviews.

In the African Economic Outlook 2011 the focus was on Emerging Part-
ners of Africa, while in the African Economic Outlook 2010 the special focus
was on Public Resource Mobilisation and Aid to Africa. Specific topics were
covered also in the other Reports: the major theme in the African Economic
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Outlook 2009 was Innovation and ICT in Africa; and Technical and Voca-
tional Skills Development was the special theme in the African Economic
Outlook 2007/2008, while Drinking Water and Sanitation was the special
theme in the African Economic Outlook 2006/2007. In the African Economic
Outlook 2005/2006 the crucial issues of Transport Infrastructure Develop-
ment in Africa were discussed, while in the African Economic Outlook
2004/2005 the key issue introduced was the Financing of Small and Medium-
sized Enterprises. In the African Economic Outlook 2003/2004 a discussion
of another important key policy issue for Africa was presented — Energy
Sector Policies, and the interaction of energy and poverty issues was ana-
lysed as well in the Report. The first two African Economic Outlook reports
for 2001/2002 and 2002/2003 did not contain specific themes, but were al-
ready discussing some structural issues of African countries.

A gradual improvement and strengthening of the African Economic Out-
look project can be observed. With all these special themes which were dis-
cussed in the various volumes, a wealth of information about important poli-
cy issues was presented. Looking at all these policy reviews and recommen-
dations and best practice analyses, policymakers in Africa and working for
Africa can take useful suggestions. The gradual enlargement of the number of
countries which are considered with Country Notes and Country Surveys in
Part Three of the African Economic Outlook is also an important improve-
ment to the overall project. This means that the special theme is related to
more and more country surveys and that work on it is drawing on more and
more country experiences; this allows it to compare the country position with
regard of a specific policy issue. As an example, the Afiican Economic Out-
look 2012 contains country-by-country information about the role of public
interventions with regard of youth employment schemes, and country officers
for 53 countries have reported on this issue. The Statistical Annex in Part
Four allows it to further deepen the view on the country case by looking at
comparative data. The Methodology for all these tables is carefully ex-
plained. The Statistical Annex is valuable as it is including a selection of very
important economic, social, and political data for African countries. The
extension to various governance indicators is helpful; the comparisons with
economic and social data for the country are revealing.

An explicit aim for the African Economic Outlook is the analysis of the
trends and of the short-term evolution of selected African countries for the
next two years by using a unique analytical model design for all the country
case studies. The common framework includes a forecasting exercise for the
current and the following two years by using a simple macroeconomic model,
while the results from modelling are related to analyses of the social and
political situation in Africa. Mainly policymakers, donor agencies, academic
experts, and business people are benefitting from these analyses. A problem
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with the Afiiican Economic Outlook is the fact that the background to the
modelling work is not explained more deeply. Reference was made to a
standard macroeconomic model called Africalook (see the short description
of the prediction models in the African Economic Outlook 2001/2002, p. 19).
It is argued that the specific structural peculiarities of the countries are also
considered in this framework. The African Development Bank (AfDB) has
now some lead role in this exercise, and seems to have further developed the
model. The modelling for the OECD Economic Outlook is used to forecast
world demand as well as the prices of the non-traditional imports and exports
being of relevance for the particular African countries that are included in the
form of case studies, while predictions of the (traditional) raw materials pric-
es come from World Bank sources.

A much greater problem is it that there are two important competing re-
ports coming from Africa, the Afiican Development Report from the African
Development Bank (AfDB) and the Economic Report on Africa from the UN
Economic Commission for Africa (UNECA) and the African Union (AU)®.
Therefore it is not yet clear to what extent the joint project African Economic
Outlook of the OECD, the AfDB, the UNDP and the UNECA really can
contribute to a better understanding of Africa’s development, and what the
comparative advantage of the three reports on Africa really is, as also the
other two reports present analyses, forecasts, special themes, regional eco-
nomic profiles, and country case studies. Both, the Afiican Development
Report of the AfDB and the Economic Report on Africa of the UNECA and
the AU are very rich in analyses, in forecasts, in policy recommendations,
and in informative special themes, regional economic profiles and country
cases. It may be that a “new division of labour” emerges over time between
the editing institutions with regard to the three reports. However, the publici-
ty around the African Economic Outlook is huge and so the other two reports
are regrettably overshadowed (although their content is rich). It could be that
a “new division of labour” which is based on comparative advantages is en-
visaged for the longer-run; it could be that the African Economic Outlook
focuses more and more on country reports and on specific policy themes of
relevance for donors, the Afiican Development Report more and more on key
policy reforms for Africa and on major development financing issues from
the side of the African Development Bank, and the Economic Report on

¢ See the Economic Report on Afiica 2012 on Unleashing Afiica’s Potential
as a Pole of Global Growth, by the Economic Commission for Africa and the
African Union, Addis Ababa 2012, and the African Development Report
2012 on Towards Green Growth in Africa, by African Development Bank
Group, Tunis 2012.
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Afirica more and more on sector problems and regional integration issues
(although some of these issues are covered in specific programmes of
UNECA, AfDB and AU on strengthening regional economic communities).

But, compared with earlier reports of the Afiican Economic Outlook, the
messages from the more recent ones are much clearer and stronger — the
focus on international assistance strategies for Africa is stronger, structural
impediments and solutions to Africa’s development problems are highlighted
more deeply, more and more country reviews are included (covering all Afri-
can countries with the exception of Somalia), the comparability of country
cases is strengthened, and the relevance of the presented data and of the fore-
casts has improved. The specific policy field that is covered — in this African
Economic Outlook report the role of promoting youth employment in Africa —
is always important and the analysis is to the point, and so the information
presented is useful for further analyses and for projections. The researchers
on country notes and surveys give valuable information for the specific
theme and provide recommendations for donors. It may however be quite
important to work further on a clear division of labour between these three
reports, in order to strengthen them as instruments for policy assessment and
reform at the international, regional and national levels.

The African Economic Outlook can play a great role if the new trends in
global development cooperation with Africa are reflected even more in the
context of the annual focus theme of the African Economic Outlook, and as
well in the frame of the recommendations for policies of the specific African
country cases that are considered and reviewed. The African Economic Out-
look 1is highlighting the development cooperation issues in general and also
with regard to specific structural, policy, and infrastructure development
issues. So the country cases highlight now more than in the past the role of
national priorities and policies and the development assistance implications
of macroeconomic policies and sector development policies. The issues of
aid dependency and the debt (and debt relief) problems of the countries are
also reflected, as well as the objectives, means and strategies for improving
aid assistance to these countries. This is where the basic competences of the
OECD policy departments, of the OECD/DAC forums, and of the OECD
Development Centre really lie, and this vast knowledge should be utilised
properly. It should also be made quite clear that the African Economic Out-
look is a joint OECD-Africa project with considerable and fast increasing
African inputs and additional inputs provided from UN organisations, like the
UNDP. This is not so clear and obvious from the image and the logo of the
presented volumes of the Afiican Economic Outlook. The inputs coming
from Africa — towards making possible and relevant these informative vol-
umes — are becoming greater, and this can be made better visible in the for-
mat and the layout of the Reports. So it would be better to show that these are
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really joint OECD/Africa reports and not just OECD reports on Africa which
were assisted by some African institutions.

Karl Wohlmuth, Bremen

African Development Bank (AfDB)/ Development Centre Of The Organ-
ization For Economic Co-operation And Development (OECD)/United
Nations Development Programme (UNDP)/United Nations Economic
Commission For Africa (UNECA), African Economic Outlook 2011, Spe-
cial Theme: Africa and its Emerging Partners, Paris: OECD Publishing,
2011, ISBN: 978-92-64-11175-2 — No. 581172011, pages: 303.

This tenth edition of the Afiican Economic Outlook was prepared by four
teams — from AfDB, OECD, UNDP, and UNECA. As a collaborative effort it
is of outstanding importance for Africa and for all those working in and for
Africa. The African Economic Outlook project started in 2002 with only 22
African countries covered, and now the number of countries included is 51.
The tenth edition therefore celebrates the success of a project which started in
a period of African growth pessimism. Although the growth pessimism has
now given place to growth optimism (although quite often unqualified), the
Afirican Economic Outlook 2011 as well as the prior issues is not following
this course but presents the differences in conditions, policies and prospects
of the African countries. The analysis is differentiating between cases like oil
exporters and oil importers; least developed, low income and medium-
income countries; countries undergoing reforms and countries without sub-
stantial reforms; coastal countries and land-locked countries; and economi-
cally small and large countries.

The special theme of the tenth edition is “Africa and its Emerging Part-
ners”, and so the new-style partnerships of Africa with emerging economies,
especially BRIC (Brazil, Russia, India, and China), South Korea and Turkey,
are highlighted. While Part One is on Africa’s Performance and Prospects,
Part Two is covering the special theme. In Part Three short Country Notes for
51 African countries are presented, but full length country surveys are availa-
ble at: www.africaneconomicoutlook.org. The country surveys are highly
informative analyses of the country’s situation, covering macroeconomic
developments, structural transformation trends and governance issues, and as
well containing a lot of data and indicators. Part Four contains the Statistical
Annex with many comparative data on the issues covered in Part One.

Concerning Part One, analysis of macroeconomic policies reveals the
need to consider core inflation and inflation expectations as main threats to
stabilization, but there is also the problem of a rather high vulnerability of
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fiscal deficits due to political (election) cycles. Both phenomena highlight the
issues of good governance. In the context of pre-election expenditures in
African countries and with regard of untargeted subsidies for food and fuel
fiscal deficits can easily get unmanageable. Also the sensitiveness of African
countries to current account imbalances remains rather high, because of
commodity price fluctuations and demand fluctuations. Most important, high
unemployment rates and very high rates of youth unemployment show the
need for new policy orientation — demand-side and supply-side measures are
requested to tackle this problem. However, the report does not propose spe-
cific forms of employment-targeting in macroeconomic policies (as it is the
theme of Unit 1 of this issue of the African Development Perspectives Year-
book).

Macroeconomic policies need to be embedded into a framework for
growth in Africa, and more so of inclusive or pro-poor growth. However, this
is not enough as also risks have to be considered according to the analysis
presented. Risk management is important as global and domestic risks inter-
act in Africa countries and create uncertainties for policymakers and for
business. Concerning inclusive and pro-poor growth, the state of human de-
velopment is still a problem in Africa as poverty reduction is quite slow. This
is a main outcome of the Report. Growth rates are not high enough, growth
originates in sectors and areas where the poor do not work and live, and
growth is not reducing poverty enough because of high and even increasing
inequality. Still, an inclusive growth concept is on the agenda’, with con-
sumption, income and inclusion coefficients combined. Bringing jobs to the
areas where the poor are living and searching for rewarding work is crucial.

A new policy approach is outlined in the volume, although more implicit
than explicit — considering inclusive growth and pro-poor growth, social
sector development, rural and agricultural development, specific human de-
velopment policies for gender equality, economic opportunities for large
segments of the population, and quality increases of economic policy. Im-
proving the quality of economic policy is related to political and economic
governance, and these issues are covered strongly in the Report. The indica-
tors which are used for analysing this theme show mixed perceptions, and it
is clear that African countries have achieved progress only in some areas.
Corruption is emerging as the greatest problem for improving the quality of
economic policy. As with growth, poverty and income distribution as it was
discussed above also in this regard the performance is mixed in Africa. This

7 See for example M. H. Suryanarayana, What is Inclusive Growth? An Al-
ternative Perspective, International Policy Centre for Inclusive Growth (IPC-
IG), One pager No. 2015, June 2013.
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means that the African Union (AU), the New Partnership for Africa’s Devel-
opment (NEPAD) and the African Peer Review Mechanism (APRM) as well
as other important Pan-African institutions will have to work hard for a more
balanced development process in Africa.

Although the Emerging Partner Countries are important for Africa, in
terms of new options and opportunities, the Afiican Economic Outlook 2011
shows that all these new forms of cooperation are of advantage to African
countries only if a home-grown strategy is in place so that the cooperation
with the new partners does not lead to new forms of indebtedness, to the
stagnation of the structural transformation process by exporting raw materials
to new regions, and to the absorption of products and technologies from the
emerging countries with a low potential for development. Therefore, agricul-
ture, industry and technology policies need to be developed so as to frame the
cooperation strategy properly. Also Sovereign Wealth Funds (SWFs) can be
instruments to increase the policy space, as otherwise oil-exporters and other
natural resource-rich countries may stick too long on the path of primary raw
materials exports. It is necessary for Africa to enhance systematically the
bargaining position with regard of traditional partners (USA, EU, and Japan,
etc.) and emerging partners (BRIC, Turkey, South Korea, etc.). The Report
outlines that the cooperation activities of the emerging partners seem to be
complementary to those of the traditional partners. Negotiation strategies of
African countries matter with regard of traditional and emerging partners. So
far this aspect was neglected in Africa. While traditional partners are more
concerned to support social sectors and governance reforms, emerging part-
ners are more interested in infrastructure projects. However, this “division of
labour” between partners must not last forever. Policy space can be increased
by exploiting the comparative advantages of both groups of partners.

The tenth edition again makes it clear that the African Economic Outlook
project has become a forum for monitoring the growth process in Africa and
for identifying best practice so that sustainable policy reforms can be pro-
posed and implemented all over Africa. The tenth edition also outlines the
deeper factors for higher growth and more sustainable development in Africa
over the last ten years, such as economic policy reforms, improving govern-
ance, more effective relations with donors, using new technologies more
broadly, and the emergence of a new class of politicians and entrepreneurs.
With its online platform — www.africaneconomicoutlook.org — the African
Economic Outlook project is able to reach more and more decision makers in
Africa and elsewhere.

It is necessary to see the wealth of information accumulated over the last
ten years in the project, and it is also helpful to look at the methodology used
in modelling the African economic prospects.
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In the African Economic Outlook 2010 the special focus was on Public Re-
source Mobilisation and Aid to Africa. Covered are in this section important
definitions and concepts, analyses of the state of Public Resource Mobilisa-
tion, challenges for African policy makers, and Policy Options. The African
Economic Outlook 2010 shows that African countries with sustained fiscal
policy reforms in the past could use successfully countercyclical fiscal policy
measures to combat the consequences of the global financial crisis of
2008/09. Obviously for this reason the editors of the volume presented a
special survey on the role of public resource mobilisation. Public resource
mobilisation can reduce the high dependence on external funds, and so also
the negative impacts of global crises can be constrained. Africa had been
affected during the global financial crisis by the decline of exports, foreign
capital and of remittances, and it is therefore important to see how public
resource mobilisation can make the country more resilient in times of crises,
but also more stable in pre- and post-crises periods.

This volume of the African Economic Outlook for 2010 and also the oth-
er volumes of the African Economic Outlook were all reviewed in various
issues of the African Development Perspectives Yearbook, and also the Afri-
can Economic Outlook methodology for modelling economic perspectives for
Africa was considered in these reviews.

Specific topics were covered also in the other Reports: the major theme in the
African Economic Outlook 2009 was Innovation and ICT in Africa; Tech-
nical and Vocational Skills Development was the special theme in the African
Economic Outlook 2007/2008; Drinking Water and Sanitation was the spe-
cial theme in the African Economic Outlook 2006/2007. In the African Eco-
nomic Outlook 2005/2006 the crucial issues of Transport Infrastructure De-
velopment in Africa were discussed. In the Afiican Economic Outlook
2004/2005 the key issue introduced was the Financing of Small and Medium-
sized Enterprises. In the African Economic Outlook 2003/2004 a discussion
of another important key policy issue for Africa was presented — Energy
Sector Policies, and the interaction of energy and poverty issues was ana-
lysed. The first two Afiican Economic Outlook reports for 2001/2002 and
2002/2003 did not contain specific themes, but were already discussing some
structural issues of African countries. A gradual improvement and strength-
ening of the project can be observed. With all these special themes which
were discussed in the various volumes, a wealth of information about im-
portant policy issues was presented. The gradual enlargement of the number
of countries which are considered with Notes and Surveys in the African
Economic Outlook is also an important improvement to the overall Yearbook
project. This means that the special theme is related to more and more coun-
try surveys; this allows it to compare the country position with regard of a



Unit 3: Book Reviews and Book Notes 335

specific policy issue. As an example, the African Economic Outlook 2011
contains country-by-country information about the role of emerging partners.
The Statistical Annex in Part Four allows it to further deepen the view on the
country case by comparative data. The Methodology for all these tables is
carefully explained. The Statistical Annex is valuable as it is including a
selection of very important economic, social, and political data for African
countries. The extension to various governance indicators is helpful; the
comparisons with economic and social data for the country are revealing.

An explicit aim for the African Economic Outlook is the analysis of the
trends and of the short-term evolution of selected African countries by using
a unique analytical model design for all country case studies. The common
framework includes a forecasting exercise for the current and the following
two years by using a simple macroeconomic model, while the results are
related to analyses of the social and political situation in Africa. Mainly poli-
cymakers, donor agencies, academic experts, and business people are benefit-
ting from these analyses. A problem with the African Economic Outlook is
the fact that the background to the modelling work is not explained more
deeply. Reference was made to a standard macroeconomic model called
Africalook (see the short description of the prediction models in the African
Economic Outlook 2001/2002, p. 19). It is argued that the specific structural
peculiarities of the countries are also considered in this framework. The Afri-
can Development Bank (AfDB) has now some lead role in this exercise, and
seems to have further developed the model. The modelling for the OECD
Economic Outlook is used to forecast world demand as well as the prices of
the non-traditional imports and exports being of relevance for the particular
African countries that are included in the form of case studies, while predic-
tions of the (traditional) raw materials prices come from World Bank sources.

A much greater problem is it that there are two important competing re-
ports coming from Africa, the African Development Report from the African
Development Bank (AfDB) and the Economic Report on Africa from the UN
Economic Commission for Africa (UNECA) and the African Union (AU).
Therefore it is not yet clear to what extent the joint project African Economic
Outlook of the OECD, the AfDB, the UNDP and the UNECA really can
contribute to a better understanding of Africa’s development, and what the
comparative advantage of the three reports on Africa really is, as also the
other reports present analyses, forecasts, special themes, regional economic
profiles, and country case studies. Both, the Afiican Development Report of
the AfDB and the Economic Report on Africa of the UNECA and the AU are
very rich in analyses, in forecasts, in policy recommendations, and in in-
formative special themes, regional economic profiles and country cases. It
may be that a new division of labour emerges over time with regard to the
three reports. However, the publicity around the African Economic Outlook is
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huge and so the other two reports are overshadowed (although their content is
rich). It could be that a new division of labour which is based on comparative
advantages is envisaged; it could be that the African Economic Outlook fo-
cuses on country reports and on specific policy themes of relevance for do-
nors, the African Development Report on key policy reforms for Africa and
major development financing issues from the side of the African Develop-
ment Bank, and the Economic Report on Africa on sector problems and re-
gional integration issues (although some of these issues are covered in specif-
ic programmes on strengthening regional economic communities).

But, compared with earlier reports of the Afiican Economic Outlook, the
messages from the more recent ones are much clearer and stronger — the
focus on international assistance strategies for Africa is stronger, structural
impediments and solutions to Africa’s development problems are highlighted
more deeply, more and more country reviews are included, the comparability
of country cases is strengthened, and the relevance of the presented data and
of the forecasts has improved. The specific policy field that is covered — in
this Report the role of emerging partners for Africa — is always important and
the analysis is to the point, and so the information presented is useful for
further analyses and for projections. The researchers on country notes and
surveys give information for the specific theme and provide recommenda-
tions for donors. It may however be quite important to work further on a clear
division of labour between these three reports, in order to strengthen them as
instruments for policy assessment and reform at the international, regional
and national levels.

The Afiican Economic Outlook can play a great role if the new trends in
global development cooperation with Africa are reflected even more in the
context of the annual focus theme of the African Economic Outlook, and as
well in the frame of the recommendations for policies of the specific African
country cases that are considered and reviewed. The African Economic Out-
look is highlighting the development cooperation issues in general and also
with regard to specific structural, policy, and infrastructure development
issues. So the country cases highlight now more than in the past the role of
national priorities and policies and the development assistance implications
of macroeconomic policies and sector development policies. The issues of
aid dependency and the debt problems of the countries are also reflected, as
well as the objectives, means and strategies for improving aid assistance to
these countries. This is where the basic competences of the OECD policy
departments, of the OECD/DAC forums, and of the OECD Development
Centre really lie, and this vast knowledge should be utilised properly. It
should also be made quite clear that the Afiican Economic Outlook is a joint
OECD-Africa project with considerable and fast increasing African inputs
and additional inputs from UN organisations, like the UNDP. This is not so
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clear and obvious from the image and the logo of the presented volumes of
the African Economic Outlook. The inputs coming from Africa — towards
making possible and relevant these informative volumes — are becoming
greater, and this can be made better visible in the format and the layout of the
Reports. So it would be better to show that these are really joint
OECD/Africa reports and not just OECD reports on Africa which were as-
sisted by some African institutions.

Karl Wohlmuth, Bremen

African Development Bank Group, Bank Group Policy on Program-
Based Operations, Operational Resources and Policies Department, Feb-
ruary 2012, Tunis: African Development Bank Group, no ISBN/ISSN,
pages: 22+8 annexes.

Africa has severely been affected by the international financial crises. The
African Development Bank Group has responded by offering among other
means to mitigate the impact of the current economic framework an instru-
ment called program-based operations. The policy is perceived as an appro-
priate instrument to provide financial resources and to a minor degree tech-
nical assistance. It is intended to promote economic growth, social stability,
eradication of poverty and ecological balances on the continent.

The strategy implies mainly a strong ownership of the recipient coun-
tries, a logical framework which defines targets and action and a risk man-
agement. The Bank will pursue a close harmonization with other donors and
embeds its operations into the national policies. The guidelines are flexible to
be designed to the needs of fragile and crisis states on the one hand and imply
for all parties being involved a long-term approach which prevents short-term
interventions.

The paper is produced as a manual for policy makers in the bank as well
as in African states and in the donors’ community. The concept should be
positively assessed because the procedures being recommended stress the
need of internal adjustments in African countries as well as a flexible re-
sponse to changes in the international financial markets. The conditions to be
met by the recipient countries define a strong institutional economic and
financial decision-making and implementation capacity. The envisaged poli-
cy option is elaborated to the specific conditions in the African continent.

Karl Wolfgang Menck, Hamburg
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African Development Bank Group, Development Effectiveness Review
2012, Thematic review: Promoting Regional Integration, Tunis: African
Development Bank Group, no ISBN/ISSN, pages: 47.

African states have for a long time defined regional cooperation as a means
of development policy and economic growth, and there are some examples
which indicate the political commitment of states in West Africa and in East-
ern Africa. Special concern to establish and to enhance regional cooperation
has been negotiated in the Cotonou Agreement and its preceding trade, de-
velopment and political treaties. However, these efforts did not provide re-
sults which were expected by the international donor community and by the
participating governments.

The thematic review focusing indicates the commitment of the bank re-
ferring to regional cooperation. The program includes setting up infrastruc-
ture connections and development corridors, the strengthening of regional
industrial policy and the development of new regional development strate-
gies. The conclusions are elaborated in the report which outlines the state of
art of regional trade flows, energy transmission and distribution, water facili-
tation and sanitation, agriculture and food production and human capital
development. An assessment of the regional policies defines as critical inputs
national administrative, institutional and financial capacities being inappro-
priate to meet the challenges of regional cooperation. Furthermore a suffi-
cient knowledge management in the participating states is needed. Further
principles for future actions are deducted from the Paris Declaration: owner-
ship, alignment, harmonization, managing the results and accountability. The
paper stresses the necessity to substitute national policies in African states by
a different policy approach which focusses regional policies. The report de-
fines technical assistance as a complementary part of financial commitments
within the regional policy strategies as NEPAD.

The Bank’s paper is helpful as a comprehensive survey of the regional
cooperation in Africa and a well-founded deduction of policy needs. In the
context of former publications on regional cooperation in Africa, the report
adds to the state of art of thinking and invites policy makers to hamper their
efforts in extending regional cooperation in Africa.

Karl Wolfgang Menck, Hamburg
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International Monetary Fund (IMF), Regional Economic Outlook Sub-
Saharan Africa, Sustaining Growth amid Global Uncertainty, April 2012,
World Economic and Financial Surveys, Washington D. C.: IMF 2012
Publication Classification Details: ISBN-13: 978-1-61635-249-3, pages:
137.

Web Access:
http://www.imf.org/external/pubs/ft/reo/2012/afr/eng/sreo0412.pdf

The Report contains four chapters. In chapter 1 there is a view on the global
economy as affecting Africa in the years 2012 and 2013. The global econom-
ic opportunities are mentioned. Also the downside risks revealed by the pro-
jections are mentioned. It comes out that still the African growth process is
robust despite of huge differences by regions and countries. In chapter 2 the
impact of Global Financial Stress on Sub-Saharan African Banking Systems
are discussed. Despite of considerable resilience shown by African banking
systems during and after the global crises, the rapid spread of pan-African
banking groups across countries in Africa (and probably also globally) means
that the speed of internationalization is outpacing the supervisory capacity of
the nation-states in Africa. A lot has to be done to improve the banking su-
pervisory capacity by nation-states, the Regional Economic Communities
(RECs) and even Africa-wide. In chapter 3 the problems of the Africa re-
gion’s natural resource exporters are analysed. Although natural resources are
important for close to half of the 45 countries in sub-Saharan Africa, the
share of resource exports that accrues to national budgets varies widely
across countries, thereby creating a lot of economic management problems.
Because of high rents, oil exporters are the most successful resource export-
ers in terms of revenue extraction. However, the problem is volatility as a
factor impeding economic management. The countries with considerable
fiscal revenues from natural resources experience a much higher volatility in
exports, revenue, and also in non-resource GDP growth than other African
countries. Economic management could prevent negative effects from this
volatility. But, fiscal policy is still pro-cyclical and many policy actions have
to be undertaken to overcome this trend (such as medium-term fiscal plan-
ning, permanent income expenditure policy, and sovereign wealth funds for
macroeconomic stabilization and inter-generational equity by providing
funds for future generations. There are also a Statistical Appendix and Refer-
ences in the Report. Also the Publications of the IMF African Department are
listed for the years 2009-2011. The Report is informative and complements
the various other important reports on Africa which are as well reviewed in
this volume of the Afirican Development Perspectives Yearbook.

Karl Wohlmuth, Bremen
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International Monetary Fund (IMF), Regional Economic Outlook Sub-
Saharan Africa, Building Momentum in a Multi-Speed World, May 2013,
World Economic and Financial Surveys, Washington D. C.: IMF 2013
Publication Classification Details: ISBN-13: 978-1-48436-515-1, pages:
117.

Web Access:
http://www.imf.org/external/pubs/ft/reo/2013/afr/eng/sreo0513.pdf

This Report contains 4 chapters. In Chapter 1 the projections for the global
economy and for Sub-Saharan Africa (SSA) until 2013-14 are presented.
External and internal risk factors are discussed. The downside risks are
substantial, coming from inside and outside sources; outside factors, like the
Eurozone crisis and growth reductions in emerging economies, and inside
factors, like climatic developments and internal conflict in Africa, may be
relevant. Policy space is considered as important for SSA, and countries are
advised to build up policy buffers so as to handle adverse shocks. Fiscal
space can be widened if opportunities are there as resulting from the global
and the regional African situation. In Chapter 2 the ways and means to
strengthen the fiscal policy space are discussed. While public debt is not a
problem in most SSA countries as limiting fiscal space, it may be difficult to
finance larger deficits in the case of an economic downturn. The constraint is
the small domestic financial market, so that this issue of underdeveloped
financial markets has to be addressed by adequate long-term policy measures.
However, most countries in SSA can increase the fiscal space by expenditure
rationalization and revenue mobilization programmes. Aid can also play a
role in capacity-building for undertaking such reforms. In Chapter 3 the
issuing of international sovereign bonds is discussed. The advantages and
risks of issuing such bonds are discussed while considering also the broader
fiscal policy considerations. Medium-term debt management strategies
should be the base for examining such financing options. It comes out that
not all sectors and projects can be financed by such bonds when looking at
the medium-term finance and debt plan. In Chapter 4 reforms with regard of
energy subsidies are discussed. As these subsidies are commanding a huge
share of the budget expenditures in so many African countries (not only in
low-income countries but as well so in middle-income countries) and as they
are not well targeted (favouring to a large extent the well-off population)
reforms are urgently needed so as to create fiscal space for public investment
and key social expenditures. Political economy of reform considerations are
needed in order to introduce and implement successfully these reforms.
Successes depend on a gradual phasing-in of such reforms, on well-targeted
mitigating measures for the poor, and on a reform of the state-owned
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enterprises in the energy sector. In most cases of failure with regard of such
reforms, one or even all the three elements of successful action were not built
in. So, this Report is tackling all the issues of increasing policy space and
fiscal space. The issue of successful and well-targeted reforms of energy
subsidies is a good example what should be done to increase the fiscal space
and how it could be implemented. As Africa has gained a lot from such a
fiscal space during and after the global financial crisis of 2008-09, it is wise
to move in this direction with balanced reforms.

There are also a Statistical Appendix and References in the Report. Also
the Publications of the IMF African Department are listed for the years 2009-
2013. The Report is informative, readable and complements the various other
important reports on Africa which are as well reviewed in this volume of the
African Development Perspectives Yearbook.

Karl Wohlmuth, Bremen

IMF (International Monetary Fund), Regional Economic Outlook
UPDATE, May 2013, Middle East and Central Asia Department,
Washington D. C.: International Monetary Fund 2013, pages: 15, Middle
East and Central Asia Department, pages: 15. Web Access:
http://www.imf.org/external/pubs/ft/reo/2013/mcd/eng/mreo0513.htm

The Regional Economic Outlook (REO) Update 2013 gives evidence also on
the countries in Northern Africa, although countries in the Middle East, Af-
ghanistan, and Pakistan, and countries in Caucasus and in Central Asia are
part of the whole Report. It is mentioned in the Update of REO 2013 that two
years after the “Arab Spring” commenced, many countries of the Middle East
and North Africa (MENAP/abbreviation for Middle East, North Africa, Af-
ghanistan and Pakistan) region are still undergoing complex political, social,
and economic transitions. It is also argued that economic performance was
mixed in 2012. Although — according to the Report — most of the region’s oil-
exporting countries grew at healthy rates, economic growth remained slug-
gish in the countries being oil importers. In 2013, these differences are ex-
pected to narrow down because of a scaling-back of hydrocarbon production
among oil exporters and a mild economic recovery among oil importers.
However, there are considerable differences between countries. Many coun-
tries face the immediate challenge of re-establishing or maintaining macroe-
conomic stability amid political uncertainty and social unrest. The example
of Egypt shows that political instability is even accelerating and that the eco-
nomic consequences are severe. Beyond of this state of affairs, the region
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must not lose sight of the medium-term challenge of diversifying its econo-
mies, creating jobs, and generating more inclusive growth.

The report is containing informative tables with many comparative
data considering MENAP oil-exporting countries (in Africa: Algeria, Libya)
and MENAP oil-importing countries (in Africa: Djibouti, Egypt, Mauritania,
Morocco, Sudan, Tunisia). Most of the MENAP countries in Africa are oil-
importers and these countries are affected not only by high political instabil-
ity but also by major economic and social imbalances. The Report is provid-
ing relevant comparative data and valuable information on two groups of
countries (oil-exporters and oil-importers).

Karl Wohlmuth, Bremen

IMF (International Monetary Fund), Regional Economic Outlook Middle
East and Central Asia, November 2012, World Economic and Financial
Surveys, Middle East and Central Asia Department, Washington D. C.:
International Monetary Fund, November 2012, pages: 131, International
Monetary Fund, Middle East and Central Asia Department, Publication
Classification Details: ISBN: 978-1-47551-081-2

Web Access:
http://www.imf.org/external/pubs/ft/reo/2012/mcd/eng/pdf/mreol1112.pdf

This Report is of importance for assessing the situation in MENAP (Middle
East, North Africa, Afghanistan and Pakistan). Regrettably North Africa is
bundled together with so many Asian countries, while the Regional Econom-
ic Outlook by the IMF on Sub-Saharan Africa covers only this group of
countries, but not the Northern African countries. The Regional Economic
Outlook Report on Middle East and Central Asia covers the MENAP (Middle
East, North Africa, Afghanistan and Pakistan) countries and also the CCA
(Caucasus and Central Asia) countries. To have a complete picture on Africa,
the IMF’s Regional Economic Outlook on Sub-Saharan Africa and the IMF’s
Regional Economic Outlook Middle East and central Asia have to be studied.

The REO 2012 on Middle East and Central Asia is documenting the de-
velopments in the MENAP Oil Exporters and in the MENAP Oil Importers in
separate chapters. This is a useful distinction as the two groups of countries
have quite different economic problems. The discussion about the MENAP
Oil Exporters is supplemented by informative Annexes, like an Annex on
The Natural Gas Market so as to look at the perspectives, and an Annex on
Inward Spillovers to MENA Countries from a GDP Shock in G3 Countries
(China, USA, and the Euro Area). The discussion about MENAP Oil Import-
ers is supplemented by an Annex on MENAP and CCA Countries as Highly
Vulnerable to Food Price Hikes.
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The Report is warning the MENAP oil exporters on severe risks from
large drops of oil prices; such price changes would affect the fiscal balance
severely. So for the MENAP oil exporters the advice is to look carefully at
the potential fiscal problems and also at inflation trends. The Report argues
also for strong reforms towards more inclusive growth. For the MENAP oil
importers a rather pessimistic outlook is presented, as reserve buffers are
diminished, expenditures for food and fuel subsidies are rising, and fiscal
positions are deteriorating. There is also a mixed record on financial sector
performance. Because of high and increasing downside risks, a careful mac-
roeconomic management is needed, but there is also urgent need for structur-
al reforms to enhance inclusive growth.

There are also sections such as a Statistical Appendix, References and a
List of IMF Publications on the Middle East and Central Asia for 2011 —
2012 in the Report.

The Report covers seven African countries (Morocco, Tunisia, Maurita-
nia, Algeria, Libya, Egypt, and Sudan). African oil exporters are Algeria and
Libya, and the other five African countries are classified as oil importers
(Sudan as well, because in July 9, 2011 South Sudan became independent
and this country owns he major share of the oil reserves of the former unified
Sudan).

In the section MENAP Highlights crucial messages for the oil exporters
and for the oil importers are mentioned. For the oil exporters, the major issue
is fiscal planning as a large drop of oil prices will reduce sharply the fiscal
buffers to withstand oil price volatility. Medium-term fiscal planning on the
basis of a Permanent Income and Expenditure Approach (PIEA) and an Oil
Fund for Stabilization and Intergenerational Equity (OFSIE) is important in
order to manage savings, consumption and investment wisely in the oil ex-
porting countries. For oil importers, the high public debt level at more than
70 per cent of the GDP is seen as a major problem, so that the overall fiscal
vulnerabilities are high. Fiscal breakeven prices in the oil exporting countries
and high public debt ratios in the oil importing countries are critical variables
in macroeconomic management.

Karl Wohlmuth, Bremen
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Trade Law Centre (Tralac), Monetary Union: the Experience of the Euro
and the Lessons to be learned for the African (SADC) Monetary Union,
Colin McCarthy, March 2012, Tralac working paper no. S12WP02/2012,
Stellenbosch: Tralac, no. ISBN/ISSN, pages: 32.

The working paper deals with the declared intention of the African Union
(AU) and other regional integration arrangements such as the Southern Afri-
can Development Community (SADC) to evolve into a monetary union in the
final stages of linear regional integration. In the latter regard the Eurozone
was widely considered to be a role model of monetary integration and an
exercise that could and should be replicated in Africa.

The sceptical views expressed in the paper were not based on inher-
ent weaknesses of the euro as regional currency. The euro was accepted to be
a stellar phenomenon in European integration. The argument was that condi-
tions in Southern Africa and Africa as a continent did not meet the requisite
conditions for successful monetary integration such as macroeconomic con-
vergence, which was a fundamental building block of the Eurozone, and
furthermore, that in regions of disparate economies exposed to diverse exter-
nal shocks a loss of policy space in exchange and interest rate determination
would be inappropriate.

Recent developments in the Eurozone, however, have revealed that
the euro construct has fundamental weaknesses which strengthen the argu-
ment that monetary union is a step in the process of regional integration that
calls for extreme caution. Hence, this paper extends the argument in support
of caution in deciding on monetary union by emphasizing certain conditions
that the euro crisis has revealed as crucial for monetary union to work. The
role model, which started out with acclaim, has in its operation exposed cer-
tain structural weaknesses in design. These weaknesses and the conditions for
successful union that they imply add more stumbling blocks in the way of
achieving monetary union in an African setting.

After the introduction in section 1, section 2 briefly defines mone-
tary union within the context of the linear model of regional integration,
which places it in a particular sequence of deeper integration. In section 3,
attention is given to two monetary integration arrangements in Africa — the
Common Monetary Area (CMA) in Southern Africa and the CFA (Commu-
nauté¢ Financiére Africaine) franc of francophone Africa — that have their
roots in colonial history. It is argued that these two arrangements cannot be
offered as evidence that monetary union can work in Africa. Section 4 deals
with the benefits and costs and the conditions of success of an optimized
currency area. Sections 5 and 6 discuss the recent Euro experiences and the
lessons that can be learned for African policy makers. A conclusion is pre-
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sented in section 6 stating that it is unlikely that African countries will meet
the above mentioned conditions.

Achim Gutowski, Bremen

Society For International Development (SID), The State of East Africa
2012: Deepening Integration, Intensifying Challenges, 2012, Nairobi: SID,
ISBN: 978-9966029 102, pages: 100.

The Society for International Development (SID) is an international nongov-
ernmental network of individuals and organizations founded in 1957 to pro-
mote social justice and foster democratic participation. Through locally driv-
en international programmes and activities, SID strengthens collective em-
powerment and facilitates dialogue and knowledge-sharing worldwide. In
addressing issues from a multi-disciplinary perspective the Society emphasis-
es systemic and long-term approaches with a central focus on institutional
and social transformation. SID has 39 chapters and 3,000 members in 50
countries. Its secretariat is located in Rome, Italy and it operates a Regional
Office for Eastern Africa based in Nairobi, Kenya.

The report 2012 seeks to answer the following main questions: first-
ly, what are the facts about different social, economic, political, cultural and
technological transitions currently taking place in East Africa? The report
responses by compiling, packaging and presenting a wide range of facts and
figures on the East African countries Tanzania, Kenya, Uganda, Rwanda and
Burundi. The objective is to present a wide range of information that is easily
accessible to the region’s decision-makers and its ordinary citizens. Second-
ly, what hidden trends and narratives can be extrapolated from the data? The
data essentially summarize important social, economic and political chal-
lenges as well as opportunities that the region faces. The report uses national-
level data to provide insight and analysis on what implications they have for
regional integration. Thirdly, the report seeks to inform and encourage a
collective process of critical and creative thinking about the different ways in
which emerging trends might shape the future of the East African region.
While the report presents national statistics, it tries as much as possible to
paint a regional picture by aggregating national data, analysing regional
trends and comparing countries with each other to reveal the range of experi-
ences and outcomes across East Africa.

Fourthly, the debate about the purpose, pace and outcomes of East
Africa’s regional integration is intensifying. This report contributes to that
debate by providing some evidence, analysis and a common fact base on
which to base the discourse.
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The report encompasses seven main chapters with specific overarch-
ing themes. Within each chapter, it analyses specific trends that have oc-
curred in the region over the past six to seven years. After an introduction
and key insights in chapter 1, chapter 2 deals with the people in East Africa;
namely population profiles, population density, urbanization and migration
topics. Chapter 3 is about the natural resource base such as land use, food and
agriculture and water resources and fisheries. Chapter 4 covers human devel-
opment and poverty; healthcare, maternal and child health; life expectancy
rates; and educational topics. Chapter 5 is about infrastructure in East Africa:
the road network, non-tariff barriers, railways, pipelines, airports, ports and
energy sources and use. Chapter 6 for the economic profile includes topics
such as size, structure and performance of the economy, trends in foreign
financing, volume and direction of trade, public finance profiles as well as
labour and employment. Finally, chapter 7 called politics and government
covers the political and institutional structures, corruption and political free-
dom, military and conflicts and internally displaced people in East Africa.

Achim Gutowski, Bremen

Friedrich-Ebert-Foundation; Centre for Conflict Resolution (CCR), The
African Union at Ten. Aspirations and Reality, 2012, policy brief no. 13,
Cape Town: CCR, no ISBN/ISSN, pages: 7.

The Centre for Conflict Resolution (CCR), Cape Town, South Africa's latest
policy brief is based on a colloquium jointly hosted by the CCR and the Frie-
drich-Ebert-Foundation (FES-Stiftung), Berlin/Germany from 30 to 31
August 2012 in Berlin.

The colloquium analysed the African Union's (AU) achievements
and challenges and crafted concrete recommendations to strengthen its effec-
tiveness. The meeting considered the history of the AU and reviewed the ten
years since the implementation of its peace and security architecture. It com-
pared the regional integration efforts of the AU and the European Union
(EU), assessed its strategies to achieve socio-economic development and
reviewed the AU's global role.

Ten key policy recommendations emerged from the Berlin Collo-
quium that were summarized in the policy brief.

Achim Gutowski, Bremen
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Arab Spring Economies in North Africa

UNDP (United Nations Development Programme), Arab Development
Challenges Report 2011, Towards The Developmental State In The Arab
Region, Cairo: United Nations Development Programme, Regional Cen-
tre for Arab States, Cairo: 2011, pages: 172, Location of Office: 1191
Corniche El Nil, World Trade Centre, Boulac, Cairo, Egypt; for more
information: http://arabstates.undp.org/

Copyright 2011, UNDP

Web Access: http://204.200.211.31/Update_Feb_2012/ADCR_En_%208-
2-2012.pdf

This Arab Development Challenges Report 2011 was produced by a Task
Force to respond timely to the “Arab Spring” events in African Arab states
and in Near East Arab states. The Task Force was led by the United Nations
Development Programme’s Regional Center in Cairo (RCC). The core team
was composed of experts and staff from RCC’s Poverty and Governance
Practices Department. The report is the result of a fruitful collaboration be-
tween the UNDP, ILO, FAO, OXFAM and other leading regional and inter-
national experts. The main intention was it to influence the public debate in
the Arab countries on governance reforms and to inform interested circles in
donor countries. The Report follows the first one which was published jointly
with the League of Arab States (LAS) and was endorsed by the Arab Eco-
nomic and Social Development Summit in 2009.

There are Overview and Scope and Methodology sections. The Part
One is on Arab Development Challenges containing sections on Human De-
velopment and Human Poverty; Money Metric Poverty and Expenditure
Inequality; Growth and Structural Transformation; Employment, Social Pro-
tection and Fiscal Policy; and Water Security, Food Security and Climate
Change. Part Two is on Understanding and Responding to Aspirations For
Dignity, with sections on Facets of Exclusion Across the Region; Govern-
ance Deficits Perpetuating Exclusion; Towards Accountable States with In-
clusive Participation; Supporting Sectoral and Local Level Initiatives; Re-
gional Integration; and What Can be Done Now?. In Part Three on Promises
and Challenges of the Arab Spring some summary views are presented and
some projections are given. The Report also contains a Bibliography and
References section and an Annex Tables section. All this gives the impres-
sion that the Report is well-researched.

The Report is definitely of great relevance to understand the causes
of the uprisings in Tunisia and in Egypt, and elsewhere, and there is a lot of
material presented to substantiate the hypotheses why the uprisings have
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occurred at a particular point in time). The lack of job creation in a period of
economic growth and the extent of youth unemployment in Arab countries
play a great role in such explanations, as well as misleading poverty and
income distribution measurement in the region which may have led to an
underestimation of the extent of exclusion from participation in governance.
There is also some action-oriented agenda in the Report to show what can be
done in the short-term, the medium-term and the long-term to address the
issues, although this part is less strong than the analytic parts. New data are
generated for the Report with new methodologies to measure progress in
human development, human poverty and income inequality in the Arab coun-
tries. This is valuable as it adds to the explanation of the “Arab Spring”
events. African countries are grouped in the Report in the Maghreb Countries
group (Algeria, Libya, Morocco, and Tunisia), the Mashreq Countries group
(Egypt), and the LDC/Least Developed Countries group (Comoros, Djibouti,
Mauritania, Somalia, and Sudan), so that in total ten African countries are
covered as Arab states in the Report. Two years after the “Arab Spring”
events the politics of improving inclusion in Arab states so as to overcome
exclusion from participation in society and economy seems to be the main
problem; recent events show the difficulties of organizing a broader econom-
ic, social and political participation in these countries.

The Report gives a lot of comparative information which is important for
further researches, and for best practice work in policy reforms. Because of
the importance of the Report, the editors of the African Development Per-
spectives Yearbook have invited members of the Task Force to contribute to
Volume 16 with an essay on Understanding the Causes of the Arab Spring so
as to complement the essays on the “Arab Spring” countries Egypt and Tuni-
sia (see Unit 2 in this Volume).

Karl Wohlmuth, Bremen

African Development Bank Group, Urnlocking North Africa’s Potential
through Regional Integration, Challenges and Opportunities, Edited by
Emanuele Santi/Saoussen Ben Romdhane and William Shaw, Tunis-
Belvedere 2012, pages: 186.

Publication Classification Details: ISBN 978-9973-071-89-7

Web Access:
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Project-and-
Operations/Unlocking%20North%20Africa%20RI%20ENG %20
FINAL.pdf

The report Unlocking North Africa’s Potential through Regional Integration,
Challenges and Opportunities is to some extent a shocking one. The degree
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of regional integration among North African countries is the lowest in the
world as intra-regional trade accounts for less than 4% of total trade; and also
other facets of regional integration in North Africa are very much underde-
veloped. The Report is a stock-taking exercise for six countries (Tunisia,
Morocco, Algeria, Egypt, Libya, and Mauritania) and for six areas of im-
portance for regional integration (energy sector; climate change and the envi-
ronment; financial sector; transport infrastructure and trade facilitation; hu-
man development; and information and communication technologies). The
economic opportunities of a deeper integration with regard of these six areas
are presented in great detail. Many economic problems can be solved: growth
and structural transformation can be accelerated; employment creation, in-
come redistribution, and poverty reduction can be speeded up; infrastructure
can be built up region-wide; conflict prevention and peaceful coexistence will
be grounded on development progress. All this can be the outcome of new
and effective regional integration policies.

However, there are so many constraints. The countries are members of
different regional integration groupings; the countries are locked-in by vari-
ous and divergent cooperation agreements with the economies of the Europe-
an Union. Also, these countries have unsolved political problems which di-
vide the North African region politically, such as the West Sahara problem
between Morocco and Algeria. But, there is no escape to follow a new route
towards regional integration in order to solve the major problems in the re-
gion, like youth unemployment and human poverty.

The Report is of great relevance for policymakers in these countries and
also for policymakers in European partner countries as it is shown quite dras-
tically that the path of the past decades cannot be continued in North Africa.
The “Arab Spring” countries need a deep regional integration in order to
attack just the causes of the uprisings (lack of employment prospects, lack of
larger markets, lack of migration possibilities, lack of cooperation in infra-
structure and public services provision, lack of common regional integration
strategies, etc.). The Report is a wake-up call for policymakers in North Afri-
can countries.

Karl Wohlmuth, Bremen
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AfDB (African Development Bank)/OECD Development Centre (Devel-
opment Centre of the Organization for Economic Co-operation and De-
velopment)/UNDP (United Nations Development Programme)/UNECA
(United Nations Economic Commission for Africa), African Economic
QOutlook 2012, Regional Edition — North African Countries (Algeria, Egypt,
Libya, Mauritania, Morocco, and Tunisia), Paris: OECD 2012, pages: 88.
Web Access:
http://www.africaneconomicoutlook.org/fileadmin/uploads/aeo/PDF/Regi
onal_Edition/AEO%20North%20Africa%200utlook%20EN.pdf

The African Economic Outlook 2012, Regional Edition North African Coun-
tries contains an Overview section and sections with the Country Surveys for
these six countries. While the African Economic Outlook for all of Africa
(see the reviews in this Unit) contains only short Country Notes, this Region-
al Edition North African Countries has full Country Surveys along the entries
accessible in the online edition at: www.africaneconomicoutlook.org/en.
There is an Overview section, a section Recent Developments & Pro-
spects, a section on Macroeconomic Policy, a section on Economic & Politi-
cal Governance, a section on Social Context & Human Development, and a
section on the Thematic Analysis: Promoting Youth Employment. This Re-
gional Edition is helpful and useful for policymakers, for the research com-
munity and for donor institutions. Together with the reports from the Arab
regional institutions and the UN regional offices (League of Arab States,
Regional Centres of UNDP, ILO, etc.) and from the (North African) Regional
Economic Communities, this edition presents evidence on further reform
necessities and gives information about short-term economic prospects of
these six countries. Three Regional Economic Communities (RECs) matter
for these six states: the Arab Maghreb Union (AMU) with all the countries
except Egypt, the Common Market for the Eastern and Southern Africa
(COMESA) with Egypt, and the Community of Sahel-Saharan states (CEN-
SAD) with all countries except Algeria. The RECs may become in the future
important drivers of North African economic progress. So far the RECs with
North African countries as members have worked far below their potential
for these countries.
Karl Wohlmuth, Bremen

Samir Amin, The People’s Spring, The Future of the Arab Revolution,
2012, Oxford: Pambazuka Press, ISBN-10: 085749 1156, pages: vi-204.

The 2011 outburst of uprisings by the Arab peoples caught the world’s atten-
tion. But can the “Arab Spring” live up to the hopes invested in it? The au-
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thor’s analysis shows that although this “spring” coincides with the “autumn”
of capitalism, the current Arab uprisings are primarily anti-imperialist and
not anti-capitalist movements. To take control of shaping their future, people
in Arab countries need to avoid a retreat into Islamization to unify in a posi-
tive and genuinely new alternative for secular democracy, and struggle
alongside other people against both capitalism and imperialism.

Chapter 1 is called An Arab springtime?, chapter 2 deals with the
Middle East as a turntable of the ancient world system, chapter 3 is named
The decline: the Mameluke state, the miscarriage of Nahda and political
Islam. Chapter 4 is about a leap forward: the Bandung era and Arab popular
nationalisms. Chapter 5 handles the drift of the national popular project to-
ward’s “recompradorising”. The last chapter concludes.

According to the author, if workers in the imperial centers increase
the resulting alliance this could lead to a transition towards socialism. Alter-
natively capitalism’s decline could pull humanity into widespread barbarity.
There are powerful forces pulling in this direction: the US/NATO project for
military control of the planet, the decline of democracy in the imperialist
countries and the rejection of democracy by religious fundamentalists in
countries of the South. The 2011 uprisings offer a glimpse of an alternative
future. But the challenge is huge, not only for the Arab and Islamic world but
also for all the radical left, in the South and the North. The events currently
taking place become comprehensible, enabling people to face up to their
challenges, only understanding them in the long run.

Achim Gutowski, Bremen

Post-Conflict Countries in Africa

Benjamin Leo/Vijaya Ramachandran/Ross Thuotte, Supporting Private
Business Growth in African Fragile States, A Guiding Framework for the
World Bank Group in South Sudan and Other Nations, Center for Global
Development/CGD, Washington D. C.: Center for Global Develop-
ment/CGD 2012, pages: 112

Publication Classification Details: ISBN 978-1-933286-68-6

Web Access:
http://www.cgdev.org/files/1426061 file Leo_Ramachandran_Thuotte f
ragile_states FINAL.pdf

This is a useful study as private sector development is considered as of cru-
cial importance for fragile states. Conflict prevention and conflict manage-
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ment are viewed as being largely associated with greater economy activity.
When employment increases via more private sector development there is a
great chance to preserve peace and to avoid new rounds of violent conflict.
The reason is simple. The public sector cannot take over the tasks of em-
ployment creation and of securing livelihoods in such countries — because of
institutional weaknesses and severe resource constraints. The state can only
initiate some public works programmes and create an enabling environment
for private sector activity. This is so even in countries like South Sudan
which are rich in oil reserves and have high oil revenues (if oil then regularly
flows to the export market, what is not the case in South Sudan since January
2012). In such countries the public sector is using large shares of public ex-
penditures for security (defense, police, militias, intelligence, etc.) and for
administration (wages and salaries), but not so much for infrastructure and
other preconditions of private sector development (PSD). Especially the agri-
culture and manufacturing sectors are weak and are not promoted strongly by
the governments of such fragile countries.

The study starts with an Executive Summary and an Overview
Chapter 1. Chapter 2 is on Private sector development in fragile states, Chap-
ter 3 is on Constraints to business growth in African fragile states, Chapter 4
is on Government priorities in fragile states, Chapter 5 is on the theme What
works — proven PSD successes in fragile states, and chapter 6 is on the Coun-
try case study — South Sudan. In chapter 7 the Conclusions are presented.
There are also useful Appendixes on specific issues and further case studies
(as on Zimbabwe and Somaliland). The main methodological approach is
firstly, to look at the binding constraints to PSD as seen by the firms, then
secondly, to investigate into the government priorities towards PSD support,
and thirdly, to analyze which of the donor projects and programmes have
worked and why (out of the various bilateral and multilateral projects and
programmes). If there is a correspondence of the three levels, then the PSD
strategy will work in fragile states. For South Sudan, there is not such a cor-
respondence. The problem in South Sudan is that the binding constraints like
electricity supply and finance are not reflected in government priorities (as
only the urban firms get some infrastructure support and have some access to
finance). The study uses a minimal list of 14 fragile countries, based on IDA
Resource Allocation Index (IRAI) scores between 2005 and 2009.

Although the study is quite general in the analysis and interpretation of
outcomes, the Report is valuable and should guide further work by donors in
such countries.

Karl Wohlmuth, Bremen
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European Communities, Robert Schuman Centre for Advanced Studies,
European University Institute, San Domenico di Fiesole, European Re-
port on Development 2009, Overcoming Fragility in Africa, Forging A New
European Approach, Brussels: European Communities 2009, pages: 164
Web Access: http://ec.europa.eu/europeaid/what/development-
policies/research-development/documents/erd_report_2009_en.pdf

This Report is part of the European Union’s activities to develop new con-
cepts for development aid towards post-conflict and fragile countries. The list
of fragile countries is much longer than in other studies — 29 countries of
Sub-Saharan Africa (SSA) were included, and these countries were selected
on the basis of various indicators of fragility (indicators on policy reform, on
state weakness, and on foreign policy issues). The Report analyses the costs
and characteristics of fragility, the capacity of fragile states to cope with
negative shocks (such as the global financial crisis of 2008/09), and the EU
policies towards such countries. Major issue is how to build up resilience in
such countries so as to be able to act in times of crisis and to react timely to
internal and external shocks (whatever the sources of such events may be). In
order to improve aid policies, a deep knowledge of the characteristics of such
countries is needed. Although there are common structural characteristics of
such countries, there is also a great heterogeneity to be observed among such
countries. For this reason the Report had been structured in this way.

The new EU approach towards fragile countries should be construct-
ed on the basis of this knowledge gained. The many weaknesses of EU de-
velopment policy (lack of policy coherence, lack of coordination, lack of
long term perspective, lack of resource transfer stability, etc.) are mentioned,
and a long-term approach is recommended. It is obvious that with so many
fragile countries (more than half of the countries in SSA being fragile!), a
new approach is inevitable to achieve something with the considerable aid
volumes. Regrettably, not much has been learned since 2009 from these in-
sights as still the EU development policy is fragmented, uncoordinated, inco-
herent, short-term, and not building up resilience in the many fragile coun-
tries in SSA. Four key priority issues are mentioned but it does not seem that
any improvements with regard of EU policy are discernible (such as more
long-term oriented policies, doing better on enhancing human and social
capital, supporting more strongly regional governance and regional integra-
tion processes, and promoting really in an integrated way security and devel-
opment in the Sub-Saharan Africa region). In the meantime, new SSA coun-
tries have to be added to the list of fragile countries (Mali, South Sudan), and
regrettably the European Union (EU) has not played a great role in conflict
prevention and in crisis management.
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The Report contains an Overview and a Section One with four chapters
on the analysis of fragility in SSA. In Section Two there are three chapters on
building resilience and reducing vulnerability, with lessons from the global
financial crisis of 2008/09 and with implications for state-building in fragile
countries. In Section Three there are two chapters on the future EU policies
fragile countries in SSA and the Conclusions. There are also References and
an Annex in the Report. Although the current Report is useful as well as the
whole series of Annual Reports (see Web Access: http:/www.erd-
report.eu/erd/index.html), the observed discrepancy between the recommen-
dations and the actually practiced EU development policy is quite shocking.

Karl Wohlmuth, Bremen

World Bank, World Development Report 2011, Conflict, Security, and
Development, Washington, D. C.: The International Bank for Recon-
struction and Development/The World Bank, 2011, pages: 416
Publication Classification Details:

Softcover: ISBN: 978-0-8213-8439-8/ISSN: 0163-5085/eISBN: 978-0-
8213-8440-4/DOI: 10.1596/978-0-8213-8439-8

Hardcover: ISBN: 978-0-8213-8500-5/ISSN: 0163-5085/DOI:
10.1596/978-0-8213-8500-5

Web Access:
http://siteresources.worldbank.org/INTWDRS/Resources/ WDR2011_Ful
1_Text.pdf

This major Report on the issues of Conflict, Security, and Development is
reporting on new dimensions for national and regional development policies
and for development assistance in order to create the basis for a peaceful and
prospering world. As around 1.5 billion people are living in countries which
are affected by repeated cycles of political and criminal violence, it is urgent
to devise strategies so as to break these cycles. Such strategies encompass
many elements at various levels and are based on strengthened national insti-
tutions and governance mechanisms and on improved regional and interna-
tional environments that support peace and development. As civil wars often
are recurring, as criminal violence undermines gains made by successful
peace processes, and as weak and illegitimate institutions are unable to pro-
vide citizens with security, justice and jobs, the risk is great that even coun-
tries which have on the surface some stability are threatened to turn to vio-
lence. These fragile countries cannot reach the Millennium Development
Goals (MDGs) and have poverty rates which are more than 20 per cent high-
er than in countries without such wide-spread prevalence of violence. Many
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of these countries are in Sub-Saharan Africa (SSA). The impacts of violence
in one country are even more severe as they spread to other areas — via crimi-
nal networks, refugee flows, drug trafficking, epidemic diseases, and price
shocks because of interrupted supplies. All these effects and impacts are
analysed in this Report in great detail, and the analysis is supported with so
many examples and case studies.

Civil wars and violence have to do with weak government, unem-
ployment, human rights abuses, and other causal factors. In order to break
such cycles of violence at national level it is required that the underlying
problems are solved which lead to forms of violence and civil war. This is a
strong message in the report. Confidence-building will only work if institu-
tional transformation is successful and if this goes hand in hand with sharing
economic prospects for all groups and people. Strategies are therefore re-
quested that consider the context for successful reforms. Beside of national
action new international strategies are requested. Adapting international as-
sistance is needed by investing in prevention of conflicts and crisis manage-
ment — through confidence-building, by providing citizen security, justice
and jobs, and by reforming internal agency procedures to manage risks (by
redesigning of budgets and of staffing systems, by using new risk manage-
ment tools with longer-term mediation support, and by negotiating more
flexible peacekeeping arrangements). Acting regionally and globally in inter-
national assistance programmes is an urgent requirement — by focussing more
on cross-border development programming, by implementing new standards
on land resource purchases and the management of natural resource revenues,
and by initiating dialogue forums on international norms for governance,
transparency, accountability and leadership.

There is a long Overview Section describing in great detail the find-
ings of the three major parts. Part One is on the Challenge of Repeated Cy-
cles of Violence (with two chapters). Repeated violence and vulnerability to
violence are the issues in Part One. Part Two is on Lessons for National and
International Responses (with five chapters). Restoring confidence and build-
ing resilience are main issues as well as transforming institutions to deliver
security, justice and jobs; other issues are the ways and means of providing
international support to transforming institutions and to build resilience, and
international action to mitigate external stresses. In Part Three there are two
chapters giving Practical Options and Recommendations. Practical country
directions and new directions for international support are presented. Also
there are in the Report a Bibliographical Note, the References, Selected Indi-
cators and selected World Development Indicators, as well as an Index.

The Report is a huge work and contains a lot of valuable and practi-
cal suggestions for breaking the cycle of violence. However, the reviewer of
the Report cannot see enough progress towards implementing the main les-
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sons in international aid projects and programmes. Such projects and pro-
grammes should consider the causes of the repeated cycles of violence and
should adapt the assistance strategies accordingly. The aid strategies towards
Sudan and South Sudan are cases in point. Development assistance should
focus much more on integrated border development programmes for the areas
around the new international border, but just this is not done by bilateral and
multilateral donors. The assistance focus remains as usual quite national and
so it is divisive by separating further the two countries (see Unit 3 of this
volume).

Development aid should be in many cases a cross-border project, a
cross-sectors project, a cross-issues project, a coordinated project of various
donors (bilateral, multilateral, and NGOs), etc. All this is not happening,
although there is in the meantime an increasing number of such cross-border
projects and programmes. But they are regrettably not there where they could
help to prevent conflict and war.

The weakness of the Report has to do with the political mandate of the
World Bank (and of other donor agencies). The talk is about stresses, conflict
and violence, and about civil war and security and development. There is not
much reference to the power of large countries and firms, to the economic
interest to exploit resources in other countries, to the politico-economic inter-
ventions to gain access to markets, natural resources and land, and there is
not much discussion about market distortions, market power and market
failures. As so many resource conflicts have to do with oil and gas, a treat-
ment of such contracts would be useful. There are many practical examples
and useful proposals, but a global and deep picture of the causes of repeated
cycles of violence is not presented. External “stresses” are mentioned in the
context of trafficking, resource conflicts, and conflicts over water and land.
Also cross-border conflicts are mentioned and considered as “stresses”. The
wording is inappropriate as it draws attention away from the major driving
forces which are shaping the societies and which are producing and perpetu-
ating conflict.

Karl Wohlmuth, Bremen
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Development Finance and Development Aid

UNCTAD/United Nations Conference On Trade And Development, Eco-
nomic Development In Africa, Report 2013 Intra-Afiican Trade: Unlock-
ing Private Sector Dynamism, Geneva: United Nations 2013, pages: 158
Publication Classification Details: UNCTAD/ALDC/AFRICA/2013,
UNITED NATIONS PUBLICATION, Sales Number E.13.11.D.2/ ISBN
978-92-1-112866-6/eISBN 978-92-1-056143-3/ISSN 1990-5114

Web Access:
http://unctad.org/en/PublicationsLibrary/aldcafrica2013_en.pdf

This Report investigates into the intra-African trade and makes proposals for
a new developmental regionalism. It is asked how private business can bene-
fit from this new developmental regionalism.

Karl Wohlmuth, Bremen

UNCTAD/United Nations Conference On Trade And Development, Eco-
nomic Development In Africa, Report 2012 Structural Transformation
And Sustainable Development In Africa, Geneva: United Nations 2012,
pages: 160

Publication Classification Details: UNCTAD/ALDC/AFRICA/2012,
UNITED NATIONS PUBLICATION, Sales No. E.12.11.D.10/ ISBN 978-
92-1-055595-1/ISSN 1990-5114

Web Access:
http://unctad.org/en/PublicationsLibrary/aldcafrica2012_embargo_en.p
df

This Report investigates into the context of environmental sustainability,
growth and structural transformation. Issues of resource use and productivity
in Africa are discussed. A Strategic Framework for sustainable structural
transformation is presented. Policies for sustainable structural transformation
are elaborated. A final chapter summarizes the main findings.

Karl Wohlmuth, Bremen
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UNDP/United Nations Development Programme, Africa Human Devel-
opment Report 2012: Towards a Food Secure Future, New York: UNDP,
Regional Bureau for Africa (RBA), 2012, pages: 190

Publication Classification Details: ISBN: 978-92-1-126342-8/eISBN: 978-
92-1-055606-4/Sales No.: E.12.111.B.7

Web Access:
http://www.undp.org/content/dam/undp/library/corporate/HDR/Africa
%20HDR/UNDP-Africa%20HDR-2012-EN.pdf

This Report presents a strategy for moving in Africa towards a food secure
future. The strategy is built around four pillars: first, increasing agricultural
productivity in a sustainable way; second, initiating effective nutrition poli-
cies so as to allow for a proper use and absorption of calories and nutrients;
third, providing for access to food by increasing food availability and pur-
chasing power through measures towards more stability of food systems; and
fourth, empowerment of the rural poor, especially of the women, by harness-
ing the power of information, innovation and markets towards these people.
A Summary of the Report (22 pages) is also available under:

http://www.undp.org/content/dam/undp/library/corporate/HDR/Africa%20H
DR/UNDP-Africa%20HDR-2012-Summary-EN.pdf

Karl Wohlmuth, Bremen

UNECA; African Union, Economic Report on Africa, Making the Most of
Africa’s Commodities, Industrializing for Growth, Jobs and Economic
Transformation, 2013, Addis Ababa: UNECA, ISBN-13: 978-92-1-
125119-7, pages: 260, available at www.uneca.org.

Africa’s recent economic performance has not generated enough economic
diversification, job growth or social development to create wealth and lift
millions of Africans out of poverty. A key challenge, therefore, is how Africa
can pursue more effective policies to accelerate and sustain high growth and
make that growth more inclusive and equitable. African countries must use
this global interest in order to achieve broader structural transformation based
on the needs and priorities of Africans.

This topic is important because commodity-based industrialization
can provide an engine of growth for the continent, reducing its marginaliza-
tion in the global economy and enhancing its resilience to shocks. According
to the report, African countries have a real opportunity, individually and
collectively, to promote economic transformation and to address poverty,
inequality and youth unemployment. They can capitalize on their resource
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endowments and high international commodity prices as well as changes in
how global production processes are organized.

The 2013-report argues that the deindustrialization of many African
economies over the last three decades, resulting in their increasing marginali-
zation in the global economy, was mainly the result of inadequate policies. It
offers a policy framework for these countries to trigger resource-based indus-
trialization. Key among the components of this framework is the need to
design and implement effective development plans and industrial strategies to
address constraints and tap opportunities for African countries to engage in
value addition and commodity-based industrialization. For industrial policies
to be effective there is a need for policy space. Many African countries saw
notable improvements in policy space especially before the recent global
financial crises thanks to prudent macroeconomic management. Successful
industrial policy would assist African countries strengthen and sustain their
policy space through higher and sustainable growth rates and tax revenue.

The report also underscores the need for African countries to devel-
op appropriate local content policies, boost infrastructure, human skills and
technological capabilities, and foster regional integration and intra-African
trade. In this regard, the implementation of the Continental Free Trade Area
(CFTA) and the regional and continental priorities of the Accelerated Indus-
trial Development of Africa’s (AIDA) Action Plan, for example, will be
crucial.

This report is based on nine studies of African countries, which have
helped to generate evidence-based policy recommendations. The studies
show that African countries are adding value to their commodities and devel-
oping local backward and forward linkages to the soft, hard and energy
commodity sectors. But the depth of linkages varies among countries and
value addition remains generally limited, mainly because of country- or in-
dustry-specific constraints that require strategic and systematic industrial
policies.

The report consists of six chapters as follows: Chapter 1: Economic
and Social Developments in Africa and Medium-term Prospects; Chapter 2:
Trade, Financing and Employment imperatives for Africa’s Transformation;
Chapter 3: State of Value Addition and Industrial Policy in Africa; Chapter 4:
Making the Most of Linkages in Soft (Food) Commodities; Chapter 5: Mak-
ing the Most of Linkages in Industrial Commodities and finally Chapter 6:
Making the Most of Policy Linkages in Commodities.

Against this backdrop, the report examines key constraints and op-
portunities for African countries to make the most of their commodities by
adding value through linkage development. It then addresses how African
countries can design and implement industrial and other development poli-
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cies to promote value addition and economic transformation, and to reduce
their dependence on producing and exporting unprocessed commodities.

The analysis uses desk research and country specific background
policy information, primary firm-level data and information from question-
naires and interviews to underpin evidence-based policy recommendations.
The primary data were collected and country case studies prepared for nine
African countries in the five sub-regions — Algeria, Cameroon, Egypt, Ethio-
pia, Ghana, Kenya, Nigeria, South Africa and Zambia.

As in previous years, the report begins by examining recent trends in
Africa’s economic and social development as well as selected issues, namely
trade and financing for economic transformation and the question of how to
translate growth into decent job creation, before focusing on “Making the
most of Africa’s commodities: Industrializing for growth, jobs and economic
transformation” — a very brief synopsis of which is distilled into the follow-
ing paragraphs.

The findings and recommendations of this report strongly comple-
ment those of previous years that emphasized the need for African countries
to pursue effective policy actions to address the factors constraining econom-
ic transformation. For example, the 2012 report pursued the theme that, to
address the failures of state-and market-led development experiences and to
unleash Africa’s potential as a pole of global growth, the continent required
developmental states that design and implement innovative and bold long-
term actions.

The 2013-report underscores the point that commodity based indus-
trialization in Africa should not — and cannot — be the only way for African
countries to industrialize. Not all African countries are rich in natural re-
sources and, in the long-term, even resource-rich countries have to venture
into innovative non-resource-based activities to sustain their industries when
resources are exhausted.

Achim Gutowski, Bremen

UNECA; African Union, Economic Report on Africa, Unleashing Africa’s
Potential as a Pole for Global Growth, 2012, Addis Ababa: UNECA,
ISBN-13:  978-92-1-125118-0, pages:  xiii+186, available at
Wwww.uneca.org.

The dynamism of African economies has captured the imagination of the
world. Having been written off as “the hopeless continent” for decades, Afri-
ca is now being courted by powerful economic actors with a keen interest in
its natural resources and untapped market.



Unit 3: Book Reviews and Book Notes 361

While the new narrative of “a rising Africa” is warmly welcomed, it
must be made clear at the outset that the continent’s new fortunes are not the
outcome of good luck; they are the result of years of hard work and better
macroeconomic management. Indeed, the economic revival of the continent
is attributed to improved economic and political governance, reduction in
armed conflicts, increasing foreign capital inflows (especially direct invest-
ment) and improvements in the business climate — as well as rising commodi-
ty prices.

A positive portrayal of Africa in international circles is encouraging,

but the Economic Report on Africa 2012 presents a more cautious and nu-
anced analysis of the continent’s growth trajectory. The report situates the
story of a rising Africa in a broader context, by pointing out the challenges
and opportunities that liec ahead as governments push forward a series of
policies to achieve structural transformation in an environment of global
uncertainty. The report identifies the key binding constraints for unleashing
Africa’s productive capacity and proposes a series of bold measures that
governments must implement to position the continent as the next pole of
global growth and rebalancing.
Finally, the Economic Report on Africa 2012 argues that sustaining the
growth momentum and taking Africa’s development potential much further
depends on strong political leadership with the capacity to mobilize the popu-
lation around a common national development vision. This must be comple-
mented by an effective institutional framework that delineates the roles and
responsibilities of the three drivers of transformational change — the State, the
private sector and civil society — for realizing the common vision and for
ensuring mutual accountability.

Thus the theme — and title — of the Economic Report on Africa 2012
is Unleashing Africa’s Potential as a Pole of Global Growth and consists of
five chapters. Chapter 1 presents a review of the developments in the world
economy and implications for Africa. This includes aspects of world com-
modity prices, trade, foreign direct investment, aid and policy recommenda-
tions. Chapter 2 offers an overview of economic, social and human develop-
ments and conditions in Africa in 2011 and prospects for 2012. Trends in
international and intra-African trade are highlighted. The remaining three
chapters focus on how to harness the continent’s productive capacity by tak-
ing bold measures to ease the binding constraints that still stifle Africa’s
potential. Chapter 3 — the focus of the growth pole analysis — looks at Afri-
ca’s growth in the last half century, particularly the drivers of growth in dif-
ferent development strategies. Through the optic of the global growth pole, it
proposes several imperatives that Africa must fulfill, including sustained high
growth, as well as economic transformation (mainly of infrastructure, human
resources and local entrepreneurship). It also discusses options for capitaliz-
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ing on the opportunities, and for managing the risks, of the emerging multi-
polar world and the gradual shift in the resource balance from the developed
world to Asia and other developing regions. In more detail, chapter 4 presents
how to unleash Africa’s productive potential. Emphasizing that Africa’s
marginal position in the global economy can be reversed with the right type
of political leadership committed to mobilizing all sectors of society around a
common national development vision and strategy, the chapter suggests the
need for two other elements: a capable and pragmatic bureaucracy and a
social compact in which the State, the private sector and civil society are
mutually accountable for implementing that vision. The chapter then propos-
es options for improving political and economic governance, for relaxing
constraints from deficits in human capital, infrastructure and local entrepre-
neurship, for unlocking Africa’s agricultural potential, for stepping up re-
gional integration initiatives and for harnessing new partnerships, particularly
with the emerging economies of the global South. Chapter 5 reviews the
various resource-mobilizing channels open to Africa given the pressing need
to transform itself structurally. It outlines innovative proposals on mecha-
nisms for mobilizing, using and distributing resources for setting a founda-
tion of shared growth and inclusive development. It begins by reviewing past
experience as well as new opportunities and challenges facing policymakers
in mobilizing and using external resource flows — official and private — for
socio-economic structural transformation. The chapter then looks at new
financial instruments for mobilizing private savings from international and
domestic investors, as well as issues in mobilizing domestic public resources.
Finally, conclusions and policy recommendations are stated.

Achim Gutowski, Bremen

UNECA; African Union, Economic Report on Africa, Governing Devel-
opment in Africa — the Role of the State in Economic Transformation,
2011, Addis Ababa: UNECA, ISBN: 978-92-1-125116-6, pages: xiii+147,
available at www.uneca.org.

Sustainable economic growth and social development constitute the primary
goals of economic policy in Africa. It is expected that solid advances towards
these goals will not only result in rising living standards across the continent
but will also lead to full employment of resources as well as reduced income
inequality and poverty.

Through the prism of changing development strategies, the Report
reviews Africa’s economic growth and social development experience since
the 1960s to establish the strengths and weaknesses of these strategies. It also
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examines the experiences of other developing regions where countries have
achieved significant economic transformation and social development, and
pays particular attention to the role of the state.

The report consists of six parts. Part one is about the developments
in the world economy and implications for Africa. Part two deals with eco-
nomic and social conditions in Africa in 2010 and prospects for 2011. Part
three suggests ideas regarding selected current and emerging development
issues in Africa in 2010. Part four covers the role of the state in economic
transformation in Africa. Part five is about Africa’s need for a developmental
state including its opportunities and challenges. The final part six analyses
the governing development in Africa and its needs and responses.

Economic activity rebounded across Africa in 2010. However, the
pace of recovery was uneven among groups of countries and sub-regions.
Oil-exporting countries generally expanded more strongly than oil-importing
countries. West Africa and East Africa were the two best performing sub-
regions in 2010.

Africa’s inflation trended downward in 2010, reflecting the in-
creased supply of agricultural products, the strength of some currencies, ex-
cess capacity and competitive pressures. A few countries bucked the trend for
specific reasons, including increased domestic demand (Republic of Congo,
Libyan Arab Jamahiriya and Nigeria), robust public spending (Algeria) and a
depreciating domestic currency (Mozambique, Sierra Leone and Sudan).

Africa’s fiscal deficit deteriorated marginally in 2010, from 5.7 per
cent of GDP in 2009 to 5.8 per cent. Similarly, its aggregate current account
balance worsened. In both cases, divergences across broad groups of coun-
tries reflected differences in economic structure and policy stance. In particu-
lar, most countries that witnessed improvements in their current account
balances were oil exporters. Continued fiscal loosening, combined with an
accommodative monetary policy, largely accounted for the deterioration of
fiscal balances.

The prospects for improved economic performance in Africa during
2011 are quite favourable. Average growth rates in both oil-exporting and
oil-importing countries are projected to be higher in 2011 than in 2010. West
Africa and East Africa are set to be the fastest-growing sub-regions once
more in 2011, followed by North Africa, Central Africa and Southern Africa.
Although the projected growth rates for 2011 are markedly higher than those
attained in 2009 and 2010 for most sub-regions, they are generally lower than
pre-crisis rates. They also seem to be below the rates needed to significantly
reduce the continent’s unemployment and poverty.

The outlook for economic performance in 2011 is subject to several
risks and uncertainties. Africa’s growth performance will, as usual, be affect-
ed by the pace and duration of growth in its major trading and development
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partners through the continent’s exports and tourism receipts, as well as in-
flows of remittances, foreign direct investment and official development
assistance. Other key factors include ongoing, as well as possible, political
disturbances associated with elections as well as adverse weather conditions.

The state in Africa has a crucial role to play in facing various current
and emerging development challenges. Diversification of production and
exports is an important element of transformation. Yet state leadership and
vision are required for designing and pursuing policies to move Africa from
its heavy dependence on primary commodity exports. Generating domestic
sources of development finance calls for strong and effective states endowed
with the legitimacy to raise the necessary revenue as well as the capacity for
efficient delivery of public services. Attracting international development
finance, too, requires states with such attributes.

Despite the diversity of country experiences on the continent, Afri-

ca’s growth performance between the early 1960s and early 1970s was simi-
lar to that of other developing regions. After the oil price shock of 1973,
however, its growth faltered and generally declined, until 2000-2007 when
growth improved again. During 1960-2007, 16 African countries achieved
average annual real per capita growth rates above 2 per cent, 26 countries
recorded less than 2 per cent growth, and 11 countries contracted. None of
these African countries enjoyed economic growth that was associated with
very low volatility (a coefficient of variation of less than one).
Africa’s growth experience was not associated with full structural transfor-
mation. Incomplete transformation in some countries may be traced to the
influence of abundant resource endowments and ineffective policies. Distort-
ed economic transformation may have resulted from the failure of the modern
industrial sector to absorb rural surplus labour and other resources.

The role of the African state in achieving rapid and sustained eco-
nomic growth and social development combined with deep structural trans-
formation should be based on a developmental state. This approach should be
operationalized through disciplined planning, where social and economic
policies are interwoven in a complementary and mutually reinforcing man-
ner. In avoiding the pitfalls of state intervention, such as capture of parts of
the state apparatus by elites, a developmental state in Africa must be able to
administer such key elements as an autonomous and competent bureaucracy
with responsibility for development planning and implementation and a de-
velopmentalist coalition among committed political leadership, bureaucracy,
private sector and civil society.

According to the report, African developmental states should also
implement measures such as relating state assistance to performance targets
(and withdrawing assistance if necessary); empowering regulatory agencies
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to set and enforce product standards; and establishing and enforcing competi-
tion law.
Achim Gutowski, Bremen

The Brookings Institution, Africa Growth Initiative, Foresight Africa,
Top Priorities For The Continent In 2013, Africa Growth Initiative at
Brookings, Washington D. C.: The Brookings Institution, January 2013,
pages: 34

Web Access:
http://www.brookings.edu/~/media/research/files/reports/2013/01/foresig
ht%20africa/foresight%20africa_2013.pdf

It is the mission of the Africa Growth Initiative to deliver research from an
African perspective — by collaborating with research partners in the area so as
to raise the African voice in global policy debates. Such output should inform
sound policy, so as to create sustained economic growth and development for
the people of Africa.

Major issues in the Report are: Creating jobs for the youth; closing the
energy poverty gap; reviewing the role of China-Africa relations, looking at
Kenya’s future role in Africa, continuing action on removing the causes of
insecurity; narrowing the education deficit, impacting on the lack of infra-
structure; and engaging the Diaspora.

Since 2010 the Brookings Institution is doing this activity under the um-
brella of the Africa Growth Initiative (AGI) by presenting the top priorities
for the coming year. As the list for the year 2013 covers most of the known
development deficits, the list is not really a list of priorities but a list of
known development constraints.

Karl Wohlmuth, Bremen

International Policy Centre for Inclusive Growth (IPC-IG), series, Bra-
silia DF: IPC-IG/UNDP, no ISSN, www.ipc-undp.org, pages: 1:

The International Policy Centre for Inclusive Growth (IPC-IG) is jointly
supported by the Poverty Practice, Bureau for Development Policy, UNDP
and the Government of Brazil.

What is Inclusive Growth? An Alternative Perspective, June 2013, one
pager no. 205.

Ever since the UNDP started advocating for “inclusive growth”, developing
countries have set this as an objective for their long-term strategies. Howev-
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er, there is no universally accepted definition of the concept or how to meas-
ure it, which are important considerations for policy formulation as well as
evaluation.

This note (i) provides a critical perspective on diverse conceptualiza-
tions and therefore, policy advocacy to realize the outcomes specified; further
(ii) it proposes a concept and measure to address such issues.

As regards the outcome of the evaluation, the contemporary ap-
proach emphasizes a reduction in deprivation measures such as incidence of
poverty and extent of inequality. The following questions are examined: how
valid are such diverse characteristics from a methodological perspective?
How sustainable would the advocated policy measures be for realizing the
proposed inclusive growth outcomes from an economic perspective?

The Future of Global Poverty, June 2013, one pager no. 204.

This paper adds to the debate by introducing a long-term model of poverty,
inequality and growth. It has three conclusions. Taking the scenario of opti-
mistic economic growth, the number of people living below 2 USD/day could
fall from around 2 billion people today to 600 million by 2030 — if every
country returned to “best ever” inequality. However, if recent trends in ine-
quality continue, it could rise so that (based on the survey means analysis)
there could be an extra 400 million poor people at 2 USD/day in 2030 than
today.

In sum, the authors argue that, despite all uncertainties in the model-
ing, there is evidently benefit in using the available data to attempt to esti-
mate global poverty in the future. As long as one’s approach recognizes these
uncertainties and the wide range of possible estimates that might be derived
from the various different ways of allowing for them.

Inequality in Post-Independence Namibia: the Unfinished Agenda, De-
cember 2012, one pager no. 186.

The economic, political and social transition of Namibia over the past two
decades has been remarkable. Hit by a guerilla war and after a century of
colonial rule, the country is now widely regarded as one of the more stable
and well-governed democracies on the African continent. Moreover, it is
classified as “upper middle income”, with a per capita gross domestic product
almost three times the average for sub-Saharan Africa. Nevertheless, because
of extreme levels of inequality, average GDP remains a particularly deceptive
measure of welfare in Namibia.
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The authors working for the Human Sciences Research Council document a
significant decrease in the poverty headcount — from 49 to 38 per cent — and
small but insignificant decreases in the country’s extremely high levels of
inequality. Using decomposition analysis the authors find that poverty reduc-
tion in Namibia is largely driven by growth of mean incomes rather than
redistribution. The authors highlight some important changes in inequality
between different social groups especially as educational attainment has
replaced ethnicity as the main determinant of between-group inequality.

Analytical Framework for Evaluating the Productive Impact of Cash
Transfer Programmes on Household Behaviour, December 2012, one
pager no. 185.

This paper by two authors working for the Food and Agriculture Organiza-
tion of the United Nations (FAO) states that cash transfer programs have
become an important tool of social protection and poverty reduction strate-
gies in low- and middle-income countries. However, most of their impact
evaluations pay little attention to economic and productive activities. The
“From Protection to Production” project aims to study the impact of cash
transfer programs on household economic decision-making and the local
economy.

This research project is implemented jointly by the FAO and
UNICEEF and builds on ongoing or planned impact evaluations in seven sub-
Saharan African countries: Ethiopia, Ghana, Kenya, Lesotho, Malawi, Zam-
bia and Zimbabwe.

The paper discusses several impact evaluation methods to identify
the impact of the cash transfer programs on beneficiaries. The objective is to
test the hypothesis that households who receive regular cash transfer may
overcome the obstacles that limit their access to credit or cash. This, in turn,
can bring about changes in household behaviour, increase income-generating
investments, influence beneficiaries” role in social networks, increase access
to markets and inject resources into local economies. If this is corroborated
then one can conclude that besides serving its primary object of smoothing
consumption, cash transfers can also be regarded as a means of promoting
farm-level production gains.
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Qualitative Research and Analyses of the Economic Impacts of Cash
Transfer Programmes in Sub-Saharan Africa, December 2012, one pager
no. 184.

A “From Protection to Production” project aims to identify the productive
impacts of cash transfer programmes on household economic decision-
making and the local economy. It takes advantage of ongoing impact evalua-
tions of cash transfer programmes in seven sub-Saharan African countries to
analyze the impact of these programmes on broader household economic
activities. This includes labour supply and risk-sharing mechanisms and net-
works as well as the local economy. The project is led by the Food and Agri-
culture Organization of the United Nations (FAQO) and uses a mixed-methods
approach, combining econometric analysis of impact evaluation data, simula-
tion modeling of the village economy and qualitative methods.
A qualitative research guide provides an overview and guidance on four
thematic areas of research: household economy, local economy, social net-
works and economic impacts and operational issues — training, fieldwork
preparation and research process to be implemented in each case study coun-
try. The guide also introduces participatory tools used to collect and analyze
information and includes guidance for conducting key informant interviews
and facilitating focus group discussions.

all by Achim Gutowski, Bremen

World Institute for Development Economies Research (WIDER); The
United Nations University (UNU), Helsinki: UNU/WIDER, Working
Paper Series:

Entrepreneurship and Violent Conflicts in developing Countries, 2013,
Briick, T.; Naudé, W.; Verwimp, P., Working Paper no. 28, ISSN: 1798-
7237, ISBN: 978-92-9230-605-2, pages: 17.

There is a paucity of studies on dealing with violent conflict impacts at the
micro-level on firms or entrepreneurs in developing countries. The authors of
this paper review two recent special journal issues on violent conflict and
entrepreneurship: these are the special issue of the Journal of small Business
and Entrepreneurship (2011) and the Journal of Conflict Resolution (2013).

The authors assess how the two journal paper addresses the gap. It points
out that violent conflict has diverse impacts on entrepreneurs, firms, invest-
ments and production processes particularly in developing countries, where
violent conflicts impose a disastrous cost in terms of development.
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The paper is divided into five sections; the first is the introductory part.
The second section entails the concept of violent conflict and entrepreneur-
ship. While the third section comprises of brief review of relevant literature,
successfully pointing out that there is a dearth of empirical studies of micro-
level studies and understanding of the micro-level impact of violent conflict
on entrepreneurial behavior is actually required. Section four examines seven
points’ insights on the recent special issues on entrepreneurship and conflict.
These involve varieties of factors that can impact positively and could also
have detrimental effect on entrepreneurship in a violent conflict zone. The
fifth section concludes by evaluating some policy implications in the new
studies contained in these special journal issues.

The authors finally suggest a task for further research with a resolute
qualitative and quantitative research combined approach.

The Role of Training in Fostering Cluster-Based Micro and Small Enter-
prises Development, 2012, Sonobe, T.; Otsuka, K., Working Paper no. 99,
ISSN: 1798-7237, ISBN: 978-9230-565-9, pages: 26.

The paper examines the role of training in fostering cluster-based micro and
small enterprises development in developing countries. The authors argue
based on some case studies conducted in Asia and Sub-Saharan Africa that
management training programmes are veritable tools to small entrepreneur-
ship success. The paper explores questions based on why firms in developing
countries are less able to innovate and manage in comparison to their coun-
terparts in developed countries, and how their entrepreneurship can further be
nurtured.

The working paper consists of four sections. Section 1 provides an intro-
duction. Section 2 describes how cluster-based MSEs in various industries
developed in different countries in Asia and Africa. Section 3 discusses the
possible reasons that hinder skills improvement and what governments and
foreign aid can do to support training. Section 4 concludes by inciting that
much remains to be studied on design of management training programmes
and for its overall strategy of dissemination and adoption.

all by Rabi Sidi Ali, Bremen
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German Development Institute (GDI), Discussion Paper Series, Bonn:
GDI, ISSN 1860-0441:

Mario Negre, Towards renewal or oblivion? Prospects for post-2020 co-
operation between the European Union and the Africa, Caribbean and
Pacific Group, 2013, Discussion Paper 9/2013, pages: 67.

This paper is part of a joint research project conducted by the German De-
velopment Institute/Deutsches Institut fiir Entwicklungspolitik (DIE) and the
European Centre for Development Policy Management (ECDPM) about the
future of the partnership of the European Union (EU) and the African, Car-
ibbean and Pacific (ACP) Group.

Following the adoption of the Rome Treaty, the European Union
developed a formal and privileged cooperation framework for its relation-
ship with countries in Africa, the Caribbean and Pacific (ACP). Since 2000
cooperation between the EU and the ACP is governed through the Cotonou
Partnership Agreement (CPA), which encompasses three complementary
dimensions: political dialogue, economic and trade cooperation, and devel-
opment cooperation. The changing global context, along with institutional,
political and socioeconomic developments in the EU and the ACP, raise
questions about whether this approach to cooperation has sufficiently deliv-
ered on its objectives, and which evolutions — or revolutions — may be nec-
essary for these regions’ future cooperation.

This paper seeks to complement existing evidence with the findings of
a detailed review of the literature and the perceptions of past, present and
future ACP—EU cooperation gathered from a wide range of stakeholders in
ten ACP countries. It consists of five chapters and includes case studies of
the following African countries: Botswana, Cameroon, Ethiopia, Ghana,
Tanzania, Zambia and Nigeria.

Florence Dafe, The Politics of Central Banking and Implications for Regu-
latory Reform in Sub-Saharan Africa: the Cases of Kenya, Nigeria and
Uganda, 2012, Discussion Paper 2/2012, pages: 52.

This discussion paper is part of a wider study on the political economy of
financial reforms within the research project “Making Finance Work for
Africa” commissioned by the Deutsche Gesellschaft fiir Internationale
Zusammenarbeit (GIZ).

As regulators, central banks can firstly play a stabilizing role, using
prudential regulation to ensure financial system stability. Secondly, they can
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play a transformative role, using regulation to promote financial system de-
velopment and so encourage financial deepening and inclusion. While there
are strong arguments for central banks seeking to strike a balance between
their stabilizing and transformative roles in financial regulation, African
central banks have had difficulties in this respect.

This paper consisting of six chapters presents case studies from Ni-
geria, Uganda and Kenya that show how central banks have historically tend-
ed to emphasize one role rather than the other. Reforms that seek to improve
the balance between the stabilizing and transformative roles of central banks
in financial regulation are difficult because interest groups with the power to
shape central bank behavior tend to prefer the regulatory status quo and may
try to capture regulatory reform processes (chapter four). As facilitators of
financial reform processes in many African countries, donors should system-
atically address the challenges posed by regulatory capture. This is also nec-
essary with a view to maximize the effectiveness of their support for regula-
tory reforms.

Marino, Roberto; Ulrich Volz, A Critical Review of the IMF’s Tools for
Crisis Prevention, Discussion Paper 4/2012, pages: 50.

Against the backdrop of the International Monetary Fund’s (IMF) increasing
focus on crisis prevention measures and the G20’s discussion of “global
safety nets”, this paper analyses the IMF’s tools for crisis prevention in six
chapters. It focuses on particular on the emphasis on the recently developed
Flexible Credit Line (FCL) and Precautionary Credit Line (PCL), (chapter 4).

The paper reviews why it took the IMF so long to develop crisis
prevention facilities that would find subscribers and scrutinizes initial experi-
ences with the FCL and PCL. Moreover, it discusses the systemic implica-
tions of problems associated with such crisis prevention facilities and exam-
ines why only a few countries are using these facilities thus far (chapter 5).

Based on this analysis, it offers policy recommendations for the de-
velopment of the IMF’s crisis prevention facilities (chapter 6).

Grivingholt, Jorn; Sebastian Ziaja; Merle Kreibaum, State Fragility:
Towards a Multi- Dimensional Empirical Typology, Discussion Paper 03/
2012, pages: 50.

The purpose of this paper is to demonstrate that, empirically, state fragility —
conceptualized as a multi-dimensional phenomenon along the categories of
authority, capacity and legitimacy — comes in several distinct configurations,
yet that the number of such configurations is rather limited.
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The authors suggest that this finding has useful, previously unex-
plored implications for policy design vis-a-vis fragile states. They do not
intend to call into question the necessity of country-specific analysis. A better
grasp of “typical” forms of fragility, however, should help development
agencies to better prepare for the types of situations they are most likely to be
confronted with. The final section of the paper explores some of the practical
implications that can be derived from the classification.

all by Achim Gutowski, Bremen

Danish Institute for International Studies (DIIS), Copenhagen: DIIS,
ISBN: 978-87-7605-573-8:

Regional Security Institutions in East Africa, 2013, Katja Jacobsen; Jo-
hannes Nordby, DISS Report 14/2013, pages: 56.

For the past decade, peace and security in East Africa have gained increasing
focus internationally. The region has experienced armed conflicts, civil wars,
rebellion, drought and famine. Yet, at the same time, there is an emerging
ambition among a number of African states to handle security issues on the
continent independently.

Such ambitions have fostered a variety of military capacity building
programmes supported by external donors. The report explores in six chap-
ters how up until now Denmark has sought to contribute to strengthening
political and military security in East Africa. This has mainly been done
through capacity building projects anchored in different regional security
institutions. The report illuminates some of the risks that such capacity build-
ing projects might confront.

Furthermore the report points out some of the challenges that exist in
the cooperation between the Ministry of Foreign Affairs of Denmark and the
Danish Ministry of Defence. Finally, the report discusses lessons learned and
presents some considerations for future capacity building programmes.

Immediate versus Sustainable Poverty Reduction? Supporting Agro-
Industries in Africa, 2012, Lindsay Whitfield, DISS Policy Brief, no
ISBN/ ISSN, pages: 4.

To help smallholders out of poverty, an integrated industry-wide approach is
necessary. Focusing on smallholders alone will not do the job. However, the
dominant poverty reduction approach of many official aid agencies focuses
on livelihoods, marginal income increases and food security.
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When operating in productive sectors, donors mainly want to sup-
port production by small-scale farmers or informal sector producers. But
many of these initiatives are not sustainable, because they fail to see small-
scale producers as embedded within an industry and forget to ask what eco-
nomic transformation is necessary to make that industry grow as a whole and
to integrate the small-scale farmers or informal sector producers.

The paper includes two practical examples: the case of smallholders
and pineapple exports in Ghana and the case of palm oil industry in Ghana.

all by Achim Gutowski, Bremen

Richard Jolly et al/Oxfam International, Be outraged — there are Alterna-
tives, 2012, Sussex: University of Sussex, no ISBN/ISSN, pages: 72.

An international group of economists and social scientists argue in this book
that austerity is bad economics, bad arithmetic and ignores the lessons of
history. They are outraged at the narrow range of austerity policies which are
bringing so many people around the world to their knees, especially in Eu-
rope. Supported by the Oxfam organization, the book argues that austerity
measures and cutbacks are reducing growth and worsening poverty and that
there are alternatives — for Britain, Europe and all countries that currently
imagine that government cutbacks are the only way out of debt.

Achim Gutowski, Bremen
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Email: Prof. Dr. Achim Gutowski agutowski@uni-bremen.de)



iv Call for papers

Main Issues proposed by the Editors for Volume 18
(only some examples for possible themes are men-
tioned below):

Strategies of Successful African Exporters: by Large and Small Firms,
by Domestic and Foreign-owned Firms, and by African-led and Foreign-
led Value Chains

- Conditions and Criteria for Success of African Exporting Firms on
Regional and Global Markets

- Firms from SANE (South Africa, Algeria, Nigeria, Egypt) countries
as Investors in Africa and Globally

- Strategies of African Leaders of Global Value Chains (Cases like
Breweries, Oil and Gas, Mining Products, Fruits and Vegetables,
Wine, etc.)

- Learning to Compete (Infrastructure, Innovation and Comprehen-
sive Policies as Ingredients needed for African firms to be able to
compete globally)

- Strengthening African Value Chains for Export Activity and Suc-
cesses on Regional Markets

National Economic Policy in Africa and International Competitiveness of
African Firms

- National Trade, Investment and Regional Integration Policies
(Country Case Studies)

- Lessons from WTO negotiations for African membership appli-
cants(Country Case Studies)

- Redirection of Trade and Investment Policies (and of Africa’s trade
administration capacity)

- Successful Exporters of Manufactured Goods (Country Case Stud-
ies)

- National and Local Policies for Export Success (Role of Decentrali-
zation and Local Growth Diagnostics)

- African countries and their cooperation with regional and interna-
tional economic organizations (contribution of regional and inter-
national economic organizations to Africa’s global and regional in-
tegration process)
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Regional Integration and Regional Value Chains: Impacts on the Com-
petitiveness of African Firms

- Regional Economic Communities as Engines of Growth in Africa
(Cases of RECs and Cooperation of RECs towards a Tripartite Free
Trade Agreement)

- Sub-Regional Cooperation between African Countries (Success
Cases of Border Development Programmes with Focus on Tourism,
Infrastructure Provision, and Production)

- South-South Cooperation (New Cooperation Frameworks between
BRICS countries and African countries, and between BRICS and
Regional Economic Communities)

- EU - Africa relations (future of EPAs, EBA, Cotonou Preferences,
etc.) and experiences of African firms

- Future of USA - Africa trade and investment relations and experi-
ences of African firms

- Progress of Regional Economic Communities in Africa (by Score-
board Approach)

Structural Transformation in Africa, Private Sector Development and
the Dynamics of the Foreign Trade Sector

- Exports and Economic Growth in Africa (by countries and regions)

- Exports, Employment and Livelihood in Africa (household, sector
and country case studies)

- Structural Transformation in Africa: The Role of Exports and of
Foreign Investment (Country Cases)

- From Mining to Beneficiation and from Raw Materials Production
to Processing and Manufacturing (Cases by Countries)

- Sector-specific Cases of African Export Successes: Agriculture and
Agro-industries, Crafis and Manufacturing Sectors, Service Sectors

- Africa Responding to Globalization Pressures (in trade, technology,
finance, labour migration, and value chain integration)

To the Contributors: Please send an Abstract and a short CV not later
than March 15, 2014 to both Editors (see below). The Editors will re-
spond within 4 weeks to your proposal. If you have already contributed
to a former volume of the Yearbook, please send only an Abstract.



vi Call for papers

Contact the Editors:

Professor Tobias Knedlik, Managing Editor:

Fulda University of Applied Sciences
Marquardstrasse 35

D-36039 Fulda

Germany

Phone: +49-(0)661-9640-268
Fax: +49-(0)661-9640-252
Email-Address: Tobias.Knedlik@w.hs-fulda.de

Professor Karl Wohlmuth, Scientific Coordinator and Volume Editor:

University of Bremen

Department of Economics and Business Studies
P.O. Box 330 440

28334 Bremen, Germany

Phone: +49 421 218-66517
Fax: 449421 218-4550
Email-Address: wohlmuth@uni-bremen.de




 
 
    
   HistoryItem_V1
   PageSizes
        
     Bereich: Von Seite 2 zu Seite 407
     Um 84.00 % skalieren
      

        
     D:20170103142302
      

        
     1
            
       D:20150917134520
       595.2756
       #LIT- A5
       Blank
       416.6929
          

     Tall
     1
     0
     388
     225
    
     qi4alphabase[QI 4.0/QHI 4.0 alpha]
     0.8400
            
                
         2
         SubDoc
         407
              

       CurrentAVDoc
          

     ScaleFactor
      

        
     QITE_QuiteImposingPlus4
     Quite Imposing Plus 4.0c
     Quite Imposing Plus 4
     1
      

        
     33
     407
     406
     406
      

   1
  

 HistoryList_V1
 qi2base



