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Editorial and Letters to the Editor

LETTER TO THE EDITOR

Ta: The Editor-in-Chief
Ethiopian Economic Association
Addis Ababa.

Dear Sir,

I have gone through the article entitied
GLOBALIZATION AND INTERNATIOMAL FINANCE:
THE CRUCIAL ISSUE OF AFRICAN DEBT, written by
Assistant Professor Alemayehu Geda (Vol. 3 No. 1
February-March 2000). | am writing this letter to
share some of my comments an the subject matter.
It is absolutely true that the African debt prablem
has emerged as one of the most difficult develop
ment challenges confronting African countries, In
fact, many things have been said in different litera-
ture about how African countries use borrowed
My

The Economist, in its issue of October 9-15 1999,
wrote that unless the supervision gets a great deal
sharper, much of the money saved from debt re-
payment could end up fuelling Africa’s war. This
idea of looking African states like a "child” and as-
suming that we borrow to finance war, | think,
griginates from the behaviour of some African
countries, At this stage, it is worth-asking one fun-
damental question. How many African countrics
use the borrowed maney for projects which will
give return to the economy? Personally, | did not
COme across any source to learn about this issue,

| dan't think that only borrowing money from
abroad will lead a given country to the debt crisis,
The main thing is to strengthen the repayment ca-
pacity of the country and to use the fund wisely,
After all, the richest countries have also large pub-
I debt too, In the USA, tor example, total national
debt now exceeds USS € trillion. That is three
times the debts of all developing countries put to-
gether

The gther problem which aggravated the debt erisis
of Africa is capital flight. Africa has a proportion of
38% capital flight compared with 6% for East Asia
before the crisis, As regards the use of borrowed
money let me add one fact, Following high export
earnings, some African countries undertock big
projects without ensuring the viability of such proj-
#cts to be financed with borrowed moncy. Forin-
stance, at one time, in Togo, following the phos-
phate price hike, the government counteracted a
loan to build a big hotel of about USS 36 million, an
iron-ore factory, and an airport in the president vil-
lage. When the phosphate price fell, Togo was
chliged to sell the hotel at a tenth of its total cost
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and closed down the iron-ore factory due to lack of
outlets. The same happened in Nigeria, Gahon, and
Cote de'lvers where a large share of extornal dobt
was allocated to projects not economically profit-
able and needed government subsidies to survive
thereby generating internal debl.  Therefore, Afri.
can countries should be serious on how to use the
borrowed meney. Beyond this, in addition to good
economic management, | think, focus of African
governments should be to attract more private
capital in their countries, stop capital tlight and
raise the domestic savings effort, as aid depend-
ency is also an issue of concern tor Africa. The
high aid dependency is a reflection of the low sav-
ings prevalent in African countries

What is needed for a solution to the African debt
crizis, it seems.to me, Is political will on the part of
multilateral and bilateral crediters.  The donor
community can take significant measure to ease
the debt burden. Considering the debt crisis of
Africa, donor countries can free up needed re-
sources by writing off official debt. | think this is a
possible oplion if there is willingness fram creditor
side. Around US$350 billion total African debt is
not a big amount to the rich countries. TIME
Magazine on its March 20, 2000 issue reported that
the UK, Spain and the USA promised to wipe out
Mezambigue's ilateral debt and this has to be fol
lowed by others widely. After all, the developed:
creditar nations have to learn that they cannot sur-
vive if the African continent is sinking into aceans
of poverty as a result of debt crisis.

Tesfaye Berhanu (MoF)
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ANNOUNCEMENT

WE WOULD LIKE TO
INFORM OUR READERS
THAT VOLUME VI NUMBER 2
OF ETHIOPIAN JOURNAL OF
ECONOMICS IS ALREADY ON

SALE. %
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Editorial and Letters to the Editor

To: The Editor-in-Chict
Ethicpian Economic Association
Addis Ababa.

Dizar Editor,

Economic Focus s progressing well in promating
discussion on relevant economic issues and dis-
seminating economic information to the public. The
presentation of articles in Amharic is also one of its
amphtude in contributing to public debate and for
those who find it easy to get it in their native lan-
guage, |t has also an important contribution in fill-
ing the knowledge gap among the general public,

| have come across the information that EEA has
planned to organize round-table discussions on
Gender and Development. This, | feel, is an appro-
priate beginning to exphicitly invalve economists in
the discussion of gender issues as it has been
taken up by most other professions. Gender has
been by and large considered as question of power
relations and legal right by the public and this, |

think, is-a misdirected canception of the realty. Al-
though maost justitications for appropriateness of
gender issues are based on econcmic, social, cul-
tural and political rights of woemen, the Ethiopian
public has never adequately recognized addressing
gender in the arena of economic rights. it Is alsa
important te bring out the economic right as the
underpinning factor to problems associated ta
gender and also promote the understanding of the
public a bit away from legal and power relations
context. This would also be important for econa.
mists who are on the process of learning how gen-
der Issues are addressed in the profession
(econamics). | feel that Economic Focus would he
the appropriate forum for us to exchange ideas and
experiences in this area and am asking if the As-
sociation can open a column on Gender and throw
light in the appropriateness of addressing gender,
applying feminist economics in our country which
in the west s taken as an area of concentration in
the profes&i‘r‘an.

A member of the Association. ®

THE NEXT EEA ROUND TABLE DISCUSSION WILL
TAKE PLACE AT THE GHION HOTEL ON MAY 19,
2000 AT 6:00 PM AND WILL FOCUS ON
‘GENDER AND DEVELOPMENT.

| ANNOUNCEMENT |

THE ETHIOPIAN ECONOMIC ASSOCIATION IS PLEASED TO

ANNOUNCE TO ITS ESTEEMED READERS THAT THE ‘FIRST ANNUAL
REPORT ON THE ETHIOPIAN ECONOMY’ IS NOW ON SALE.

PRICE PER COPY IS 40.00 BIRR FOR EEA MEMBERS AND

=
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50.00 BIRR FOR NON-MEMBERS.
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'OH! RESPECTED
INSTRUCTOR

A tribute fo the late Ato Mekonen Taddesse

Mohammed Nuredin
Commercial Bank of Ethiopia

The Transformation you made in ys
By including good values, discipline,
By imparting pure knowledge
By encouraging honest life style,
Is simply matchless.

Your immaculate grooming had its
First impression on us
Your valuable teachings had its
Lasting impression on us!

Your immense knowledge makes our studies simple,
Your zeal to share knowledge is so true
By the illumination of your education,
You shaped up our dreams and aspiration,
Of success, prosperity and recognition
To remember you is to remember of perfection,
Of undivided attention,

All for the sake of education,

You remind us of smell of chalk,

And blackboard dark,

Of one missed mark,

Of expert's talk
Of lessons to learn,

S0 that we can earn,

Not only money but also,

A graceful place under thesun! m
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By Schuliz

Duteh Waltz, the famous
wias worpied .

Ry P e
bu 1 2 B o

His skating partner,
Chil Blain,was in love,

Ndmed

While playing a show in
Denver, she had become
invoived with a cowb-;:uy
i Martin Gale.

THE STORW IS8T
MUCH BUT THE MAMES
ARE BREAT .

. EXECUTIVE SUITE

ATE e A WALL STREET FIEM S
il f TE-JOST SAT WE LAVE
WALL SMEEeT CONNGCTIOMN S,
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HOW BEST CAN THE PROMOTION OF
THE INFORMAL SECTOR BE DONE?

1. INTRODUCTION

The existence of the informal
sector is a world-wide
phenomenan. However, it is
predominantly a feature of the
developing countries. Developing
countries  have  congentrated
investment and supporting
facilities on the modern wage
employment sector in the belief
that it will be able to absorb the
increase in labour force. But, this
sector, by the very nature of the
investment, is made to be capital-
intensive  with limited labour
absorbing capacity. This s
happening in the face of a rapid
labour force growth. In  the
absence of unemployment benefit,
the additional labour force, which
cannot be absorbed by the formal
sector, has no choice but to
engage in some form of income
generating activity. Such activities
are  generally termed as the
infarmal sector activities,

The informal sector is operating in
a discriminatory and  hostile
macro-econocmic policy
environment. It is rarely
recognised or supported by most
governments. Rather, the attitude
of governments towards the
sector is  either neglect or
harassment. As a result, the
growth potential of the sector is
constrained. And in most cases it
15 operating on the wverge of
poverty and illegality.

However, recently, most
governments are realising that:
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a) The infarmal sector is growing
in size, while the income derived
from it is declining—thus the link
between poverty and the informal
sector;

b} Taking into consideration the
national and international
economic condition, in the next
few years, it is unlikely for the
formal sector alone to be able to
absorb the increase in the labour
force;

¢}  Intermnationally, work s
increasingly being dercgulated
and informalised;

d) Given the chance, some
activiies in the informal sector

have a growing production
potential.
Due to these factors, some

governments have changed their
attitude towards the informal
sector ‘and are in favour of
promoting the sector. Although
there is a general consensus on
govermment intervention in the
informal sector, there are some
disagreements on how  this
intervention should be effected.

2. GENERAL PROBLEM
AREAS

The problem with most
governments is not only neglect
and harassment of the sector, but
also the weaknesses of the
policies designed to promote the
seclor. Some of the major
disagreements and failures start
with the general approach in

policy design. Should informal
sector  promoting  policies oo
designed towards the phase-out
or development of the sector?
Should policies favour it more
than the formal sector?

Care should be taken not to take
either of the options to the
extreme, Designing -an  all
encompassing  polley for the
premation of the sector in general
might have a counteraction. A
number of factors should be
considered in designing policies
far the promotion of the informal
sector,

a) Before designing policies for
the promation of the sector, it is
appropriate to identify internal and
external factors that affect the
growth of the sector,

b) The informal sector s operating
under certain policy environments
and in relation to other sectors,
Therefore, the process of policy
design for the promoticn of the
seclor should be set within the
whole macroeconomic  policies
and requlations.

€] The heterogeneity of the sector
is another major factar that should
be considered in designing policy,
An all-encompassing policy for the
promotion of the sector might
rather have a negative effect on
the growth of the sector.

d} Most importantly, it is essential
te have quantilative Information
on the sector. Obtaining =uch
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imtormation mignt be difficult. But
it g difficul to address the
problem  without information on
the nature and type of activities;
on  major constraints of the
activities; on the employment
status and skill of the people
engaged in the activities; the
income derived and profitability of
the activities. Considering the
heterogeneity of the sector, having
such information will be helpful in
differentiating the activities that
need to be promoted, .

g} Crosscutting all the above
Issues is the issue of participation,
All stakeholders should be able to
participate in the policy
formulation process.

3. SPECIFIC ISSUES

Some policies fall because of the
gereral approach they take. Not
all activities in the informal sector
benefit from measures designsd
to improve the productive capacity
of 'the - sector, Cue to the
heterogeneity  of the informal
sector,  improvements  an the
productive capacity may benefit
only those that are more
argamsed.  While as-a result of
government intervention, wiable
enterpnsas thrive; the condition of
those in the lower strata may
worsen. What is required may be
improvement in welfare  rather
thar support in Improving
productive potential

The policy measures for the
premoticn of the informal secter
can be framed into two settings.
Folicy measures can be directed
towards those activities that are
identified to expand and generate
more  employment and  better
incame. A second sctting can be
measures  for the provision of
welfare support 1o enterprises
with no or little. growth potential.
In- the {eng run welfare support
rather than productive support
rmay have a better effect.

Productive Polential
Improvement

The major constraint of those
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enterprises  that are prevented
from moving to a higher
productive level is the restricted
access to resources especially
finance, market and skill.

Finance. Lack of working capital
can be one of the major
constraints of the informal sector,
Because the sector has limited
access to formal credit facilities, it
relies mainly on informal credit
systems. With regard to  the
development of the financial
scctor, how best can this be done
needs further investigation.

Market. The goods and services
produced in the informal sector
cater for the needs of the poor
whe are maostly within the sectag
But, because of low income and
low purchasing capacity, the
demand generated within the
sector is not sufficient. Therefore,
there is a need to link the products
of the informal sector with the
demand of the formal sector, In
this regard, government can play a
vital role. Subcontracting some of
the public sector activities,
removing discriminatory
restrictions in bidding and giving
informal sector enterprises a
share of the market are some of
the areas where government can
intervene regarding market.
Howewver, care should be taken in
linking informal sector enterprises
to formal market so as not to
expose it to exploitation,

Hawving access to market does not
ensure expansion of the informal
sector. The demand for the goods
and services in the sector can
grow ‘when these goods and
services are produced in good
gquality and reliable amount.  And
this requires improved skill, better

technolagy and increased
INvestment,
Skill. Lack of managerial and

other technical skills may also be
a hindrance to the growth of
informal sector cnterprises,
Howewver, in designing training
pragrams, care should be taken
an the type aof the program. (s |t
enough to upgrade existing skills

23

or iz there a need for the
development of new skills? Here
participatory formulation of
training programs is vital

Rules and Regulations. For a
large proportion of informal sector
activities, compliance with
existing laws and regulations is
beyond their economic means.
Therefore, they operale outside
these |aws and regulations.
Relaxing some of the regulations
which bar informal operators from
aCCess e resgources, market,
waorking place and productive
inputs will facilitate their activity,

Furthermore, it can be argued that
in an attempt to make them legal,
trying to apply all existing
regulations on informal activities
might affect their employmgnt.
generating capacity, since
entrepreneurs refrain fram
expanding their businesses in fear
of additional cost. In summary,
there is no general policy measure
which could be applied to all
activities and to all countries.
Therefore, it will be necessary a) to
examine which laws and
regulations hamper development
the most; b} taking into
consideration the country's
macroeconomic policy and the
welfare of the society, to examine
whether the flexibility of these
laws and regulations complies
with the national interest

As it has been suggested earlier,
the promaotion of the informal
sector need not necessarily focus
on the sector alone; a change in
the formal sector might be to the
benefit of the informal sector

Therefore, urban development
could work in favour of the
informal  sector through  the

provision  of working space,
market-places, sanitary facilities
and a will-developed
infrastructure

4. CONCLUSION

Government can play a vital role in
prameting the informal sector
But care should be laken in
introducing Interventions. Large
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scale and too much intervention
might be counterproductive by
creating mere bureaucracy and
more rules, thereby increasing
cost on the part of the government
and destroying the business
vibration of the sector, which In
turn decreases its employment-

intervention does not mean
formalisation of the informal
sector.

What is required is not too much
intervention but effectiva
intervention, which concentrates
on the censtraints of growth,

intervention should  aim  at
removing these constraints while
trying to integrate the activitios of
the formal and informal sectors,
The economy of a country can
only grow with the camplamentary
and interdependent growth of all
sectors of the economy. B

ereating and income-generating rooted both in the formal and
capacity, Government infarmal sectors. Such
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CONSTRAINTS TO AGRICULTURAL

INPUT LOAN REPAYMENT

Ayelegn Fantahun and Shirega Minuye

Ethiopia had a population of
about 56.4 million in mid-1995.
Sixty percent of the population
live below the poverty ling (FAD,
1993). Eighty-five percent of the
population depends on its liveli-
hood on agriculture. Agriculture
is the cornerstone cof the Ethio-
pian Economy. The sector gener-
ates about 20 percent .of her total
export earnings and accounts for
about 52 percent of the total
Gross Domestic Product (GDP)
(Teressa 1997).

The sector is dominated by sub-
sistence smallholders who have
been adopting mixed farming
with traditional technologies.
Small-scale farmers on average
account for 95 percent of the total
area under crop and for more
than 90 percent of the total agri-
cultural output (MEDaC 1999). In
countries like ours, whera agri-
culture is the backbone of the
economy, the rapid change of
economic development is highly
determined to a great extent by
the growth of the agricultural sec-
tor. Therefore, agriculture growth
can only be made possible
through yield augmenting techno-
logical changes as well as appro-
priate economic incentives and
assistance to the farming families
(Balay 1928).

Most peasants in Ethiopia are
subject to live at a bare subsis-
tence level, In a subsistence
economy, saving is almost nill;
therefore, small-scale farmers
have limited or no working capital
for purchased inputs fo improve
their productivity. The availability
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of credit is the only mechanism to
acquire biolegical and mechani-
cal technologies., The imporance
of credit for agricultural devel-
opment according to Zena Limat
Bank is: &

Agricultural credit is an im-
portant and a unigue re-
source {o accelerate the
growth and development of
either peasant or commer-
cial farming. The hind and
amount of capital used by
farmers in the production
process is the fundamental
factor, which distinguishes
traditional and modern agri-
culture. In  other words,
small farm credit for fertil-
fzer wse heips fto solve
problems associated with
inadequate working capital
to purchase inputs to in-
crease production to feed
the fast growing rural and
urban population and o
raise farm jncomes (AIDB
1893},

In considering this fact, the
government  has  extended
credit  facilities from formal
SOUrCES.

However, the credit provided to
smazll-scale farmers has to be
repaid and hence loan repayment
is necessary for credit scheme to
be viable, strong and sustainable.
Contrary to this fact, in maost
cases, repayment performance of
agricultural credit has been very
poor over the last three decades,
even during good harvesting
years (Belay 1998). Recovery rate
of Development Bank of Ethiopia

25

(DEE) for the period 1986-90 was
a mere 9% for the overall recov-
ery rate of the bank, This recov.-
ery rate started declining since
1890 and showed a deteriorating
trend (CBE Annual Report 1838).
Low repayment perfformance dis-
courages the lender to promote
and extend credit to large and
fragnmntcd farm households.
This brings the defaulter farmers
once again into the vicious circle
of low productivity and poverty,
This condition paves the way for
rural money-lenders to  lend
smallholders at exorbitant inter-
est rates.

Default may arise for various rea-
sons. The first is the inability of
borrowers to repay the loan as a
result of crop failure by frequent
ccecurrence of drought, crop
pestidiseases, environmental
degradation and natural calami-
ties. Second, loan diversion,
which may arise by late delivery,
may result in late farm operation
which results in low crop yield
Besides, improved seeds may
have low quality (e.g. poor in
germination) which will be real-
ized after planting. This creates
loss in agricultural output, The
third reason is unavailability of
market far farm produce and poor
arrangement for loan recovery,
interest, taxes and other contri-
butions,

Lack of market for the farm pro-
duce immediately after harvest
results In excess supply on the
market and hence low price of the
agricultural produce resulting in
low income and poor loan repay-
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The absence of a large market for
surplus agricultural produce re-
sults in selling at prices that are
too low to cover costs of fertilizer
(i.e. principal plus interest}. This
could affect farmers' food secu-
rity. Food security and markets
are closely connected. Qne im-
portant factor which henefits
both producers and consumers |s
improving grain  marketing by
reducing marketing costs of grain
which again reduce grain prices
in the deficit regions and in-
crease prices in the surplus pro-
ducing regions.

In Ethiopia there are regions
which preduce encugh food to
meet the needs of the deficit re-
gion. However, owing to lack of
transport, storage and marketing
facilities, people in the deficit
areas are still exposed to famine
while producers in the surplus
producing regions are facing cri-
sis as a result of low producer
prices. Particularly in drought
years, the role of efficient grain
market for improving food secu-
rity is a priority more than other
issues. Free markets alane never
‘produce’ food security (Wolday
1998). Organized arrangements
for marketing are necessary in all
cases where surplus is realized.

A sharp increase in fertilizer price
has been observed in 1993 be-
cause of the devaluation of the
Birr. #s a result, subsidy was
introduced to absorb the effect of
Righ prices resulting from de-

valuation, In 1997, a new fertilizer

distribution  policy eliminated
subsidy and allowed private sec-
tors to participate in fertilizer dis-
tribution system.

The decontrol of fertilizer prices
has resulted in further increase in
fertilizer price. There is a need to
contrel prices to cxpand input
use among farmers. The prices
can be lowered if the government
subsidized input prices, The
output produced using agricul-
tural input technelogies is more
productive than traditional tech-
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nologies if and only if favorable
climatic condition exists. Both
the seed varieties and the fertiliz-
ers that are being offered to
farmers require a high level of
moisture to be effective, raising
the risk of failure under condi-
tions of high rainfall variability as
in most parts of Ethiopia (Mulat
1898), However, the output
measured in terms of loan is un-
profitable.’  Interest rates should
be levied according to the profit-
ability of farm production,

The common measures taken on
those farmers who have never
repaid loans are:

{i) their property is auctioned
(i) they taken to court.

These loan repayment mecha-
nisms have a negative impact on
their labor productivity and dis-
courages long-sustained growth
by inhibiting loanees to take in-
vestible loan, As a result, they
remain in a vicious circle of pov-
erty andior they would migrate to
urban centers in search of job by
selling off their land, under the
curtain  of long-term contract
agreement, and other assets.

To improve delinguency of fertil-
izer credits, the following major
recommendations are forwarded.

i}. Technologically and organiza-
tionally well-structured market
system immediately after the har-
vest;

i), Input interest calculation
should be arranged on the basis
of agricultural produce profitabil-
ity;

iii}, Devise mechanism for input
efficient wtilization, gquality con-
trol and delivery time. The suc-
cessful implementation of well-
devised mechanisms leads farm-
ers to adopt new or improved

' This means that_even if better yigid
perfarmance has been made possible,
farmers are forced o sell the llan 5 share
of the agrcultural produce at lower price
losettie their febis
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technology through Development
Agents and other agriculturists.
It is widely acknowledged that
farmers who have frequent con-
tact with Development Agents are
benefited from cumulative knowl-
edge of development agent con-
cerning modern input use and
other agricultural related tech-
nologies;

iv). Developing micro financing at
village level using traditional ar-
rangement-lddir,

v). There are customary practices
in rural Ethiopia such as social
ceremonies {i.e. weddings, fes
tivities, etc.) celebrated immedi-
ately after harvest. |t costs a lol
of money beyond what farmers
have earned and may be one of
the major causes of delinguency
in formal loan repayment. A
study by Zeller and Sharma (1996)
in Bangladesh confirmed that
social events had negative effect
on lean repayment. Thus group-
based cost sharing should oe
made by community to reduco
expenditures  associated  with
social ceremonies;

vi]. Expanding off-farm activitios
and irrigation facilities, . Expon
ence from different less dovel-
oped countries indicates  thar
income from non-farm activitics
provides continuous flow of in-
come to small-scale  farmors
enabling them to meet their daily
consumption expenditure  andg
loan repayment. Besides. there is
a need to decrease the country's
reliance on rain-fed agriculiure
Thus, the government should
pursue small-scale irrigation in
areas with less reliable rainfan

Taking inte account that good
loan repayment is essential for
sustaining credit programs in the
lang run and for the financial vi-
ability of the lending instituticns
identifying social, economic and
institutional factors for poor loan
repayment is very indispensablo
An identification of factors imped
ing agricultural loan repayment
would help policy makers to
shape successful rural develop-
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ECONOMIC POLICIES,
GOVERNANCE AND CAPACITY-
BUILDING IN AFRICA: A

PERSONAL VIEW

Dereje Wolde-Medhin

| Former Staff of the Addis Ababa University and cumrent of the Africdn Capacity-Building
Foundation [ACBF) Programme Officer

INTRODUCTION

‘ The toplc of this paper presents

an interesting challenge to us
because ECONOMIC POLICY,
GOVERNANCE, CAPACITY
BUILDING, IN AFRICA TODAY
constitute  individually, when
gualified from their ardinary
meanings, a difficulty to our de-
tailed comprehension. The pur-
poseful study of their interrela-
tionships is an even more
compounded difficulty of under-
standing, especially with regards
te conceptual and definitional
efforts that are required to be
made and also to the epagueness
of Afrigan reality today,

Economic policy is understead to
mean, not only as the publicly
known end-product-that is, the
Government's statement and im-
plementation of such or such
economic  orientation  andlar
choice—, but also as the intellec-
tual, economic, political activities
that led to the above mentioned
end-product, as well as the re-
sults and impacts which it
brought about by Its implementa-
tion. It may not be a consensual
definition but it is clearly ACBF's,
Indeed, economic palicy encom-
passes the whole pracess of the
conceptual construction involv-
ing basic and applied researches
in the selected area, the whole
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process of policy format and the
process of ex-post evaluation.
ACBF believes that a less rigor-
ous definition will be essentially
reductionist both for policy-
making and for capacity-building,
and a resource economizing un-
derstanding of economic policy
formation may turn out to be, on
the contrary, more costly,

Governance is generally compre-
hended as the exercise of a given
authority by a given body in order
to meet the society's objectives
of overall welfare, under a spe-
cifically African context of relative
pelitical  instability/unrest, of
relative poverty/scarcity of re-
sources, of relative lack of means
to apply "adegquate” peolicy and
therefore of relatively permanent
adjustment of thinking and pol-
icy-making to existing resources,
if and when material welfare
tgrowth) is high on the agenda of
overall welfare, then governance,
which may have several forms,
will tend to have elements facilj-
tating growth i.e.:

= transparencyfaccountability

+ impersonal and efficient ad-
ministration, and

s the rule of law.

When studied within this topic,
governance may also usefully be
related to the size and quality of

works of the government, to the
areas of direct and indirect state
intervention, and most impor-
tantly to the politics involvea be-
hind the whole process of eca-
nomic policy formulation,

This paper tries to identify and
analyze a typology of relation-
ships between economic policies
and governance, as they are de-
fined above, under an African
situation of multiple constraints.
The presentation will be realisti-
cally problem-oniented, with pro-
visional suggestions as to how
capacity building may be part of
the solution.

1. ECONOMIC POLICIES AND
GOVERNANCE: MULTIPLICITY
PATTERN AND NECESSITY
FOR CAPACITY-BUILDING

The point of departure is that
modern economic policy formu-
lation requires a set of activities,
which can be hardly circum-
vented. An up-to-date knowledge
about econemic theory, the con-
struction of basic models, Its
transformations into operational
models are part and parcel of
economic policy formulation and
application, Data must be gath-
ered and treated. Policy formula-
tion, readable to all, must be
worked out.  After implementa-
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tion, lessons must be drawn. All
this demands a given level of in-
stitutional, human and intellec-
tual capacities, the absence of
which will create what we may
call "capacity deficit" in the ex-
ercise of economic policy formu-
lation. This deficit, when it ex-
ists, is a source of a major
problem in that it represents a
high return foregone in the form
of adverse impacts on the rates
of growth and of development.

The same holds true for govern-
ance: a battle to fill this deficit
should go hand in hand with the
combat towards  governance
conducive to growth and devel.
opment. Even if there is no una-
nimity on the form of this kind of
governance, there is a tacit un-
derstanding on its basic ele-
ments:  transparency, account-
ability, legal and administrative
efficiency. The implicit assump-
tion of the foregoing is that where
eccnomic policies and govern-
ance entertain mutually strength-
ening activities, then as a result,
they tend to critically contribute,
ceteris paribus, to the creation of
an enabling environment for
higher rates of growth and deve
cpment. Even though it’'is not
clear how the causation works,
especially at the initial stage, ef-
forts to “filling the deficit" and
ensuring a workable governance
create a dynamic motion in a
manner that may allow sustain-
ability of growth and develop-
ment rates.

From this general perspective,
one can also identify situations
which are “paradoxical" where
correspondences of efforts in the
twao areas do not exist and yet we
may have a situation of growth,
as observed in some areas of
Africa and elsewhere. These
paradoxes ought to be analyzed
and explained.

When we observe the African
situation, it does not bring about
a clear indication on the type of
relationships that exist between
economic pelicies and govern-
ance and an outright general
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statement may not be opera-
tionally useful at this stage. In-
stead, and alternatively, we may
attempt a pattern study by distin-
guishing three types of relation-
ships that are observed in the
African arena:

« The "organic” type
= The "relative autonomy” type
» The "contingency” type

1.1. The “organic” approach

The organic approach stipulates
that, among the few instruments
par excellence expressing sov-
ereignty in the hands of the state
lies in good place economic pol-
icy, side by side with foreign pol-
icy, security policy.. The ag-
proach js said to be “organic” in
that the two activities—policy-
making/governance-helong to
the same body. As a policy, eco-
namic policy is, thus, considered
as a guasi-exclusive prerogative
of the state and part and parcel of
the ways and means by which
governance is expressed in the
society. This view is shared by
some African countries. In this
category, we may find countries
experiencing unrestfinstability, or
countries where political life is
not set by accepted rules but
rather by violence and uncer-
tainty, where, also, there is an
established habit of governmance
of a centralized rule with a com-
mand econamy (whether direct or
indirect). In such situations,
where the state tends to be over-
sized, the probability is high that
economic policy be designed not
fer its own objectives but for
goals established outside known
economic rationality ({political,
philosophical, religious...). We
may assume [nefficiency and
wastage. MNeeds for capacity-
building at every level, especially
at the level of the state, are obvi-
ous and may be geared towards
decreasing inefficiency.

Paradoxical as it may seem, how-
ever, such situations do not pre-
clude significant and rapid eco-
nemic growth, histarical
examples are there to testify to
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the contrary. There is a need for
explanations: highly centralized,
authoritative and sometimes cor-
rupt governance is said to be re-
source consuming in generating
growth when the paolicies it ad-
heres to go against well-
established and strong economic
laws. The futile struggle against
the said laws simply leads to
wastage and is, thus, self-
defeating. When, on the contrary,
the same type of governance de-
spite its lack of transparency, is
there to reinforce the working of
these laws against, say, obscur-
antism, then there seems likely to
be growth and development for a
given period of time after which
the gquestion of the inadequacy of
the form of governance will be
posed. Capacitybuilding is also a
necessity, here, but somewhat
differently.

The overall objective of capacity-
building in this "organic" case
should be the (rejestablishment
ef the (deserved) status of eco-
nomics and of the recognition of
the forces of economic laws. The
privileged and starting strategy
would be capacity-building
through institution-building
(creation andfor strenglhening
existing ones). Economic agents
must also be activated and re-
searches on policy formulation
encouraged. These last remarks
are particularly wvalid in the
“organic” situation with the
above-mentioned paradox where
the struggle hetween economic
laws and non-corresponding
forms of governance is exacer-
bated, i.e. in these situations,
sometimes administration is ob-
served attempting to confiscate
the gains of growth.

The deficit in policy-making may
also be indirectly narrowed by
reflections on governance as
well. The reduction of the gap
may be, obtained through the
progressive gain of freedom in
economic policy formulation from
the tutelage of the state, which,
by the same movement, liberated
itself from a heavy and unreward-
ing task. It is within ACBF's

Ethiopian Economic Association



Economlic Focus
A0 hbTTLhn

Economic Issues/Information

T ———————————————————————

mandate te accompany the
movement, upon request, and he
part of the general solution of
countries ready to enjoy a "peace
dividend." or a “stability / stabili-
zation dividend",

1.2. "The relative autonomy”
approach

Here, economic policy is viewed
as the ‘resultant" of a
"negotiation” between wvarious
concerned forces (internal and
external] and the state, in real
terms, plays the role of arbitra-
tion. Economic agents have been
activated. In other words, there
is no crowding out, or it has, in
due time, been corrected. Under
this framework of thought, the
form, the size, and the type of
governance take a different struc-
ture that would eventually lead to
a different [opposite) plan of ac-
tion as compared to the one
which is implied in the “organic”
approach. Policy-making is in
relative autonomy, and govern-
ance tends to be, unsurprisingly,
in conformity with the require-
ments of transparency. This s
particularly true in a few African
countries where there 15 already a
sound economic basis, and defi-
cit in capacity in terms of policy
formulation is not nateworthy,

in MNorth Africa, in the Southern
part of Africa, in the Indian Ocean
Islands and in some other African
countries, we see these good
performances matched by ade-
quate governance and both re-
inforcing rach other. Under
these circumstances, capacity-
building is likely to be requested
in support of efforls to maintain
the momentum by a regular and
permanent updating of capacities
i.e. in high tech. information
technology... In general, in this
"relative  autonomy" approach
with -good performance where
policy formulation is “shared",
capacity-building strategy should
not be to concentrate on statal or
parastatal but rather on the dif-
ferent actors' capacity building
through autonomous or semi-
autonomous regimes.
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Another paradox solicits expla-
nations: a small lot of countries
have set governance as defined
above and yet performance is not
following. The explanations are
that under ceteris paribus, eco-
nomic policies, however shared,
are not adequate. If we relax the
ceteris paribus hypothesis, the
explanations of the paradox be-
come composite in which the
lack of appropriate policy will
have its own (good) share. Con-
sequently, the logical demand
from the beneficiaries would
stress on the efforts to upgrade
the quality of output in terms of
researches and findings done in
preferably semi-autonomous in-
stitutions.

1.3. The "contingency” ap- 4
proach

Here, economic policy is consid-
ered partly as an element of gov-
ernance (organic) and partly not
(relative autonomy). Following
the specific case, it may be an
instrument of assertion of gov-
ernance or of self-assertion.
Since the way of reasoning, here,
consists in saying ‘it may or it
may not,’ the appreach is named
"contingency” appreach, but in
concrete terms, it means that it
gathers a mixture of elements of
the two first approaches with,
probably, one dominating the
other. Some countries may enter-
tain relationships close to the
“organic” approach, others to the
“relative autonomy" approach
and still others may be found just
in the middie.

A big number of African countries
fall  into this category of
"contingency” approach and that
is the reason why capacity-
building needs assessment on a
country basis seems unavoldable
in Africa. In broad terms, it
stands to reason that capacity-
building will have all its elements
prasent ie. institution-building,
research, training... but the dos-
age of activities will depend on
the specific conditions of each
country and their specific re-
quests.

The overall capacity-building
strategy here would be to partici-
pate in the activities which would
shorten the distance separating
any given country to a situation
close to the one prevailing in the
“relative autonomy" approach.
This Is because it is increasingly
an established belief that it is the
most efficient way towards de-
velopment. The whole package
of activities, bringing
“contingency” African countries
to a situation where the working
of economic laws are allowed
unhindered by man-made obsta-
cle, represents for us not less
than the establishment of pra-
conditions for sustainable growth
and development. We may call it
“the development dividend", in
which capacity-building, will nec-
essarily have its own significant
place and contribution.

2. GOOD POLICIES AND
GOOD GOVERNANCE:
LESSONS FROM EXPERIENCE

The historical evolution of the
relationships between economic
policy and governance displays a
meaningful lesson toward identi-
fying what would be a forthcom-
ing trend relationship between
good policies and good govern-
ance jn Africa. There are three
important periods:

+ The nation state building pe-
riad,

* The structural adjustment pro-
gram period,

+ The recent trend of thought.

2.1. The nation-state build-
ing period

In the early 60s, post colonial
African states Undertook nation-
state-building tasks for which all
other considerations were sub-
ordinated. The two decades in
the 19608 after Independences
were particularly devoted to this
grand objective. Economic policy
formulation was equally at its
service. Despite a variety of indi-
vidual behaviors, the period
could be characterized as the
golden age of the “organic” ap-
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proach. Even more so, when the
size of the state got more and
more important and grew over
time, transparency and accourt-
ability were, in general, sub-
objectives and in relative isola-
tion as far as impacts on eco-
nomic policy fermulation were
concerned.

It is within this general framework
that examinations of the different
gconomic options were made: in
monetary and financial palicy, in
fiscal policy, in sectoral policy. in
tracle and pricing policy...

Let us remember the arguments
and the rationale developed to
Justify the prevailing economic
policies. The free interplay of
economic forces was not be-
lieved to be adequate enough to
promote  development in  that
these laws were said to hetter
work when money and produc-
tion apparatus was already there
and in that, unlike what was more
of less prescribed by mainstream
economics of the time, taking
into account of axternalities and
public goods was recommended
because they were bestowed
highty “magical" wirtue to the de-
velopmental process,

Let us recall also, the prevailing
money supply poelicy which used
and abused deficit financing with
a quasi fixed pegging of national
currencies to the high-powered
hard currencies, mainly the U5
daoliar the pounn sterbing and the
French framc This situation con-
tinued undisturbed until late 70's
and the Jamaica Conference
Fiscal policy used also recipe
corresponding to the overall pri-
mary objective, by resonrting to
easy borrowing and tariff protec-
tion, wunder the argument of
“nursing infant economy’. As for
the sectoral policy, industrializa-
tion via import substitution on the
one hand, or, export promotion of
products which display compara-
tive advantage, or a wise combi-
nation of both, did provide mixed
results.  However, they did not
succeed in easing pressure on
the capital account of the balance
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of payments in terms of hard cur-
rency reserve availability to sup-
port the economic crisis of the
mid-1970s to pursue the whole
gxperience of Nation-State-
building and to ensure develop-
ment within it. Similarly, in terms
of trade and pricing policy, the
prevailing way of reasoning and
the various manipulations thereof
ware based on the assumptions
that policies could be formulated
as in a situation of semi-closed
ECOMNOMY....

The conseguences of all this
policy ocriegntation were that, de-
spite remarkable realization, the
African economies were, by and
large, more and more fragile, de-
manding at the beginning of the
80s monetary, financial (public
finance)..., corrections. From our
perspective, here, we will have to
note that the wheole period was a
victim of a combined effect of two
elements;

+ economic policy, dominated as
it was by s political objective,
tended to consider in perspective
ecenomic  laws and concepts
such as efficiency, optimality,
opportunity costs....

+ governance, with an overall
poor record on transparency and
accountability, served as an in-
strument to the forced applica-
tion of sub-optimal economic
policies. The final outcome was a
quasi genaral "revolt” of the Afri-
can reality on both accounts.

2.2, SAP: Adjustment in pol-
icy and governance

That an adjustment appeared to
ke necessary after the economic
crisis of the 70's in Africa was a
truism shared by many. Rather,
the interesting question was:
what kind of adjustment? Ulti-
mately, the point of view of the
international financial organiza-
tions prevailed in defining its
contours. Privileged understand-
ing of SAP would allow to ideniify
the overall global objectives it
followed: to create a new genera-
tion of relationships between
economic policies and gowvern-

« § A

ance. Thus, the "organic" ap-
proach was relatively marginal-
ised, and the “contingency”
approach gained momentum as a
“transition within a transition" to
pave the way to the final destina-
tion: the “relative autonomy"
situation. It is in this phase that
capacity-building entered in the
picture forcefully.

Te encourage the “reactivation™
of dwarfed economic agents
(privatization and the increase of
the size of the private sectar), to
reduce disguised unemployment,
to decrease public spending, to
discourage increased public in-
debtedness, to go against further
price distortions including dis-
tortions relative to exchange rate
fixation, to re-establish macro-
financial equilibria were policy
orientations that did strike estab-
lished vested interests and rent
seeking activitics and positions.
To implement these policies,
there was a need that governance
itself changed and abandoned
partisanship to the former way of
government, and introduced new
guidelines. More transparancy,
more accountability to a given
constituency were reguired. In
that sense, SAP, save socme ox-
haustively discussed details in
economic peolicy formulations
that were open mistakes, was a
way forward towards improving
the quality of the relationships
between economic pelicy formu-
lation and governance. Eco-
nomic  liberalization or =omi
liberalization went well together
with governance's changes in
size and in quality of intervention,
in that, policy environment and
economic environment changed
in the same direction: to the bet-
ter. But still, the "contingency”
approach presented ambiguity in
that the transformation was ob-
served as gradual, with contra-
dictory movements of advances
and retreats. Furthermore, as
observations of SAP made it clear
since the 1%B0s, it is mot at all
encugh to secure macrofinancial
equilibiria to ensure development.
Economic policy perspective
should go beyond having a shon-
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term wview with emphasis on fi- demand side, So emphasis quality of palicy. That gevernance

nancial and monetary issues
enly, Regulations of long busi-
ness cyecles demanded, on the
contrary, to add to the precccupa-
tions of SAP, requirements of real
and sustainable growth and de-
velopment in Africa.  Otherwise,
the double-digit growth observed,
hare and there, in Africa in the
19905, may risk to be short-lived,

2.3. Recent trends towards
good policies and good
governance

Very recent trends of thought
demonstrate a shift of emphasis
that is noteworthy, Scholars,
economists of international or-
ganizations.. have developed a
re-thinking which some consider
as being a post-adjustment the-
ory. In reality, it will be nearer to
the truth if we say that the new
thinking is a serious gualification
to SAP.

Indeed, we observe two Impertant
gualifications; one in the direc
tion of polhcy-making, the other
concerning governance, the con

tent of which can be summanzed
a5 a way of passage from the
canbingency approach 1o the rela-

tiver autonomy appraach.
In terms of pelicy-making, the
overcmphasized spirit of pelicy
making within SAF is not any
mare blindly accepted as suffi-
because wealth creation
should be an activity which fol-
laws its own rule instead of
vorming as a consequence of a
cerrected management from the

crent

should be (rejgiven to production,
to growth, to long term analysis
in a healthier environment cre-
ated by SAP of the 1980s and
1980s. Together with it, demand
of clarification on governance is
such that any gross ambiguity
may not be allowed,

Economic actors request maore
and more to be given their due
shares in activities of governance
and of poficy-making, with the
strong creed that there is not any
sane reasan why in Africa, fol.
lowing the emulation of some
African countries under the rela-
tive autonomy approach, govern-
ance should overlook considera-
tions  such as: constituency,

transparency, accauntability, dis-g

ciplined and efficient bureauc-
racy, professionalism in the civil
service, harmonious working rela-
tions between government and
the private sector as well as the
civil society, the rule of law...
Good policies: are, thus ade-
quately matched up to good gov-
ernance. That |s the reason why,
in its phase Il, ACBF strongly em-
phasises on quality and impacts
af the products of its projects

CONCLUSION

The wview developed here |15 not
new as such. It is our cantention
that economic policy formulation
has an impact on perfarmance,
and that the differentiated im.
pacts amang countries are due 1o
the differentiated status given to
paolicy farmulation and implemen-
tation and to the differentiated

is linked to policy-making in such
a way that it may hinder or en-
courage the impacts of policy on
performance, depending on the
nature of governance, is also our
view,

Similar views, are aired by emi-
nent scholars and researchers,
mainly from international institu-
tions. For instance, recent em-
phasis on long-term analysis, on
production of material goods and
not on simply monetary and fi-
nancial regulations, on capacity-
building as being one of the
leading explanatory variables of
growth., is wvery welcome by
ACBF. Policy (re) thinking and
{re} orientation is not the only
good news. Caorrespondingly, a
strong preference to governance
which tends to eliminate rent-
secking activities and positions in
Africa by fighting corruption, and
mismanagement I5 another.
Consequently, the relative ho-
mogenization of countries activi-
ties may give way to economic
assoclations (RECs) and further
encourage multilateralism

Thus, good policies added to
good governance create condi-
tiens for increased capacity-
“building activities, which in turn
link up growth and development,
It 1s capacity-burlding which will
narraw the agewld paradoxical
chscrepancy between the rates of
growth of the two, while, at the
same Gime, Increasing their ab-
solute values. B
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. QUOTABLE QUOTES

Prosperity is necessarily the first theme
of a political campaign.

Woodraw Wilson
campaign speech
Sep 4, 1912

Political campaigns are designedly

made into emotional orgies which
endeavour to distract attention from the
real issues involved, and they actually

paralyze what slight powers  of
cerebration man can normally muster.

James Harvey Robinson
The Human Comedy 1937 |

There may be some cynics who think
that a Platform is just a list of platitudes
to lure the naive voter- a sort of facade
behind which candidates sneak into-
| power and then do as they please. | am
not one of those.

Dwight D. Eisenhower
speech in Washington, D.C.
June 7, 1957

Handshaking is friendly until your hands |
bleed. Confetti looks festive until you're
forced to spit out mouthfuls hurled
directly into your face. Applause is
wonderful until you can hardly hear
yourself speak. A crush of screamlng
women is flattering until they tear your
clothes. :

Ralph G. Martin
A Hero for Our Times, 1983

You can campaign in poetry. You
govern in prose.

Mario Cuomo

_ New Republic

April 8, 1985

Vol. 3 No. 2 / April-May 2000

A majority is always thehﬂst rapartee.

Lord Macaulay
letter to an unnamed correspondent
2 Aug 3, 1832

We were told our campaign wasn't

sufficiently skick. We regard that as a
compliment.

Margaret Thatcher
The New York Times
June 12, 1987

The ballot is stronger than the bullet.

Abraham Lincoln
speech
y 19, 1856

lone of the rules of the business is|

John Sasso |
remarks concerning Dukakis's campaign |
quoted in Time |

Nov 21, 1988

We cannot have free government
without elections; and if the rebellion
| could force us to forego or postpone a

! national election, it might fairly claim to
| have already conquered and ruined us.

- Abraham Lincoln
speech to his supporters following his re-

‘glection, Nov 10, 1864

Voting is merely a handy device; it is not

to be identified with democracy, which

is a mental and moral relation of man to
man.

George Douglas Cole

Essays In Soclal Theory

1950
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