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Abstract

During the 1980s and 1990s the majority of coustiie Sub-Saharan Africa
gradually abandoned their statist economic modajgdamented a package of market
oriented reform policies collectively called as tB&uctural Adjustment Programs.
The policies, devised and implemented by the latiional Financial Institutions, were
aimed at restoring economic growth in the regiotinfig serious economic and debt
crisis.

This paper deals with the historical circumstanaeder which the programs were
created. Further it gives an insight into the pssceof their implementation

and financing and critically analyses its posita® well as negative socio-economic
impacts in the countries of Sub-Saharan Africaalfynit suggests possible solutions

of some of the problems.

Key words: Structural Adjustment Programs, Sub-Saharan Afribagernational
Monetary Fund, World Bank

Abstrakt

VétSina zemi subsaharské Afriky vipghu osmdesatych a devadesatych let
minulého stoleti postugrupustila od ekonomického modelu, ktery byl chargkticky
statnimi zdsahy aimplementovaly sérii reforem mai& Progrand strukturdlniho
prizptisobeni. Tyto reformy, navrhnuté Mezinarodniminovym fondem a Sitovou
bankou, byly zagiené zejména na obnoveni ekonomickétistur v tomto regionu,
vyrazre zasazeném ekonomickou a dluhovou krizi.

Prace se zabyva historickymi okolnostmi vzniku Paogj strukturalniho fizptisobeni.
Dale objagiuje proces implementace prognam jejich financovani, kriticky analyzuje
jejich pozitivni a negativni socioekonomické dopadynavrhujeieSeni gkterych

problémi s nimi spojenych.

Kli ¢ovéa slova:Programy strukturainihofizpusobeni, subsaharské Afrika, Mezinarodni

menovy fond, S¥tova banka



1 Introduction

The region of Sub-Saharan Africa has been throughioel recent decades
haunted by many problems ranging from poverty to leconomic performance.
The time since the countries of the region beconuependent from their colonial
powers has been marked by several efforts to chiduegenfavourable situation. Despite
these attempts and large volumes of foreign akl,sthtes of Sub-Saharan Africa still
occupy the bottom ranks on the scale of human dpwatnt with more than half of
the population living with less than 1.25 dolladay.

The Structural Adjustment Programs designed andlemgnted by the
International Monetary Fund and the World Bank were of the chapters in the
history of African development. This reform strategas created to substitute the state
led policies which were believed to be the obstémiesocio-economic development of
African countries. From the early 1980s to the [E860s great expectations were placed
on the program that influenced almost all aspetifeoin most of the African states.
And even after it was abandoned it still evokes erxous controversies about its

impacts on the socio-economic development in Africauntries.

The aim of the thesis is to analyse the Structukdjustment Programs
of the International Monetary Fund and the WorlchBaThe thesis is subdivided into
two parts.

In the first part it covers the historical backgnduof the programs, the origins
and the circumstances of their formation and imgletation. Further it explains the
main ideas of the approach as well as its conténgsovides the theoretical basis for
further analysis. The second part is the main phthe thesis and presents the critical
analysis of the economic and social impacts ofpfeggrams on the African countries,
examines the failures and successes, contrastyahff perspectives on the issue and
suggests possible solutions of some of the problass®ciated with the programs.
Finally it introduces current attitudes and thealepment strategies of the International
Monetary Fund and the World Bank for the regiorSob- Saharan Africa. Originally
the chapter covering case studies from Westerrc#iricountries was to be included
as well. However some case studies are alreadytas#dstrate some findings in other

chapters. Therefore separate chapter on case siadiet included.
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The thesis was formed in two stages. The firstestmgluded the research
of available literature. In the second stage thiecied data were analysed. Various
sources of information and data were used duriegrésearch. Articles in scientific
journals together with scientific books were theimaource of information used
in the thesis. Publications of international ingtdns such as the World Bank
and the Organisation for Economic Co-operation &wvelopment were also used
during the course of research. Furthermore onlirsgalthses and web pages
of international institutions were additionally dse collect the data. The articles used
to collect information were in English and French.

The thesis covers the region of Sub-Saharan Afilde word “Africa” and

“Sub-Saharan Africa” referring to the region aredigterchangeably.
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2 The Structural Adjustment Programs, historical
background and principles

2.1 The early post-independence period

The end of the 1950s and the beginning of 196(Buin-Sahara Africa was the
time when countries one after another become fdymatlependent from colonial
powers. As colonial rule withdrew the countries dmae much more responsible for
their own economic development.

The structure of independent economies was veke ah the years following
the gain of independence. Manufacturing sector wimcdeveloped countries already
provided major source of income was generally wagak in Africa (Mkandawire
and Soludo, 2003). For illustration it created o2¥ of gross domestic product (GDP)
of newly independent Ghana in 1957 (Adepoju, 1999).foster the growth of local
industry governments of these countries decidedfoltow the path of import
substitution industrialization (ISI) model. This de& which was very common
in developing countries at that time, meant thattqutionist measures such as tariffs,
guotas, overvalued exchange rate and price contrete used to protect mostly state
owned infant industryenterprises from their foreign competitors. 1Sastgy however
did not bring satisfactory results, since it ofsgruggled with low efficiency resulting
especially from low labour productivity. In addiip countries were dependent
on capital imports due to their technological udéeelopment (Mkandawire
and Soludo, 2003).

On the other hand the primary production—mostlyicadjural-was the driver
of the African economies. In most of the countpesnary production, based on only
one or few commodities, represented the major sbamountries GDP. In the case
of Nigeria for instance it amounted up to 64% iIGA9Not only it accounted for
a significant portion of GDP but it also representke most important export sector.
Since the prices of the commodities in internationarket were favourable at that time

countries—as figure 1 illustrates—enjoyed signiftaaconomic growth (Adepoju, 1993).

! Infant industry is a term used to describe newusiy which has to be temporarily protected from
foreign competition until it develops and becomespetitive.
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1962 1964 1966 1968 1970

Figure 1: Average annual GDP growth rate in Sub-Saharan aff6)
Note: Average GDP growth ratio from 1961 to 1971 wddbper year.
Source World Bank (2010a)

However the beginning of the 1970s was marked veélveral economic
disruptions. The first came in 1971 when dollar we&leased from the golden standard,
what led to the increase of its value. Although ekesting debt of developing countries
was relatively small, in most cases it had to lpaiekin US dollars. This meant that the
debt repayment costs for the African countrieseased. This was followed by the oill
embargo of OPEC countries in 1973 and the firstshidck. As a result, prices of oil
soared and the terms of trade for developing camivorsened (Ferreira and Keely,
2000).

There were basically two alternatives for develgptountries to cope with
the consequences of the oil shock. Either they dcoolt their expenditures
or, conversely, they could finance the increaseperditures by borrowing. With
commodity prices still high countries saw the oppoity of future export revenues
and hence they were eager to borrow large amoudntsoaey. Availability of funds
at favourable and often negative real interestsratas given by large current account
surpluses of oil exporting countries (Rimmer, 199H)e money generated by oil was
channelled mainly through western banking systerdeieloping countries. Extensive
borrowing temporarily helped the developing cowsravoid rapid decrease in their
annual GDP growth which many industrial countrias lalready experienced (table 1).
This was—as table 1 further illustrates—accomptishiethe expense of rapidly growing
current account deficits (Ferreira and Keely, 2008though high deficits haunted
a majority of countries in developing regions—asnsen figure 2—the region of Sub-
Saharan Africa deserves further attention sinoga$ most of the time experiencing
the worst performance in this domain (Elbadawil et1®92).
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In 1979 the second oil shock came followed by gsimterest rates,

strengthening dollar and rapid fall in commodityices. Subsequently the debt

repayment conditions for developing countries fertlworsened (Thirlwall, 2006).

In order to be able to service existing loans dgvely countries were again forced

to borrow additional funds. This vicious cycle obrtbwing subsequently resulted

into further increase of the total debt which bg #nd of 1970s ceased to be feasible

and finally contributed to the worsening econonitigation in the region.

Table 1: Responses of developing and developed countriggtoil shocks

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
Oil prices® 2.70 9.76 10.72 1151 1240 1270 16.97 28.67 32.8B.49
Industrial countries
— Growth raté 5.59 0.02 -1.07 4.40 3.42 5.52 2.51 0.97 149 -1.19
— Current account surplis 20 -11 20 1 -2 33 -6 -40 1 -1
Oil exporting developing countries
— Growth raté 6.39 534 -1.27 593 150 -356 396 -4.66 -4.59 631.
— Current account surplis 7 68 35 40 30 2 69 114 65 -2
Other developing countries
— Growth rate 4.43 3.75 2.85 3.22 4.02 3.09 2.16 313. 154 -211
— Current account surplus -11 -37 -46 -31 -29 -41 1 -6 -89 -108 -87

Notes

Qil prices given in US dollar/barrel
Growth rates represent average growth rate ofG&d& per capita
Current account surpluses given in billions US atsl

Source Ferreira and Keely (2000)

a4

1970 1972 1974 1976

1978

1580

1982

1984 1886 1388

B 5uh-Saharan Afnca EESouth A sia T Low Incore Econores

Figure 2: Current Account Balance of Sub-Saharan Africa {% o
GDP), 1970-1988, comparison with other low income

countries

Source Elbadawi et al. (1992)
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2.2 Wake of the structural adjustment

Although there is a general agreement that the ideddbsely associated with the
economic underperformance, there were differentvsieon whether the debt was
a cause or an outcome of economic problems. Tieeioblamed debt and high interest
rates for causing decline in economic performambe. lattersuggested that the internal
factors such as political unrest and corruptionprpeconomic policies and low
productivity forced the countries to excessive being and consequently led
to the debt crisis. However it is important to mentthat besides the debt burden itself
there were many other external problems that dauted to the declining economic
performance in Sub-Saharan Africa. These includatiity of prices on commodity
market, worsening international terms of trade, rel@sing food production with
increasing prices for food imports not to mentioradequate infrastructure (Logan
and Mengisteab, 1993).

African governments and country leaders understdloak measures had
to be taken collectively in order to deal with ertd shocks. They were also well aware
of the fact that relying excessively—and often asilely—on export of raw materials
and primary agricultural commodities was not alw#lys best development strategy
and had to be changed. For one thing it made thedmomies vulnerable to the
volatility of commodity prices on the world marketor another they were
in exceedinglydependent on the developed countries and thdityaand willingness
to buy their products. Moreover African leaders avatso aware of other weaknesses
in primary sector including low productivity andckaof technology (UNECA, 1980).
Therefore in order to help their countries face thgoing economic crisis they
composed a set of proposals which was summarizesb ircalledthe Lagos Plan
for Action (subsequently referred to as the Lagos Plan). rRefoolicies contained
in the Lagos Plan covered virtually all sectors African economy ranging from
agriculture to science and technology. It emphaisthe importance of self sufficiency
and self reliance and encouraged cooperation arAémgan countries through regional
integration as an important prerequisite for miiigg the external shocks (UNECA,
1980).

Woods (2006) describes several limitations whiatvpnted this approach to be
successfully realised. First of all, realizatiortloé plan that the African leaders drew up
required investments and thus additional resourc&sen the 1970s economic

15



circumstances it was clear that African countriesud not be able to finance
the reform program themselves. Thus further bomgwirom developed countries
seemed to be an option. However, potential donerg wot keen on this idea since they
also struggled with economic downturns in the midétglobal economic crisis.
Furthermore there was a disagreement between thepgrof donor countries and
the countries of Africa on how to promote developm&Vhile the Lagos Plan expected
the development be state driven, the ideology inoda@ountries as Woods (2006, p.

142) further describes advocated the opposite:

The ideological climate in donor countries chandeaimatically in the early
1980s. In the United States, the United Kingdong &ermany, President
Reagan, Prime Minister Thatcher, and Chancellor |Kedpoused a new
antistate antigovernment, free-market rhetoric.ifThestility to government
spending, industrial policy, and the welfare stden spread into their view
of aid. Suddenly the focus was on the failures efelopment policy in the
1970s.

This presented another excuse for aid giving caestnot to support the indigenous
plan of African states. Hence the Lagos Plan didsnoceed as the rescue program.
Against the unrealised African development plang tmternational Financial
Institutions (IFIs) namely the International Mormgt&und (IMF) and the World Bank
presented their own concept with an ambition teesdhe crises in developing countries
including Africa. They came out with a set of refopolicies (conditionalities) which
countries had to implement in order to become laigio receiving additional loans.
The conditionalities addressed various issues ated they became collectively known
as the Structural Adjustment Programs (SAPS).

The strategy was based on an assumption that Afre@onomic problems were
predominantly caused by inappropriate policies e states rather than by external
shocks. Because of that, they turned away fromgatitig the impact of the external
shock (contrary to the Lagos Plan) and focusedaoljusting” existing policies (Woods,
2006).

Even though the Fund’s and the Bank’s engageme#ifrica were not new
the conditionalities represented a major shifthe policy instruments that had been
used by the IFIs until the late 1970s. Until théie World Bank used its funds to
finance large scale development projects such faastructure building (Dollar and

Svensson, 2000). The move from project lending tdevaghe structural adjustment
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lending was based on an assumption that projeats wefficient in “unsound” policy
environment. This was rationalized by the World Bawublication calledthe Berg
Report Named after its author Elliot Berg the reportlier examined the causes of the
crisis. Even though it mentions both external fexts well as weak internal policies as
the causes of the crisis, the report emphasizesattes as being the crucial (World
Bank, 1981). Further the report recommended thatctiuntries in order to improve
their economic situation follow macroeconomic artductural reforms prescribed
by the World Bank. His findings and recommendatiohewever were very
controversial. On one hand they were widely acakpiteoughout the western world
since they were in line with their neo-liberal ity (Kapur et al., 1997). On the other
hand they raised a wave of criticism in the Africauntries. African opposition against
the report was also supported by the institutibias were involved in Africa at that time
namely OECD Development Assistance Committee, dnNations Children’s Fund,
European Economic Community and the United NatiDevelopment Programme
(Woods, 2006).

As for the IMF, its original role not only in dewgling countries was to provide
loans to those countries that encountered balahgeayment difficulties. The first
herald of the move towards conditional lending lmega1973 when the Fund’s loan
agreement to Zambia demanded that the governmehtdsiabilisation measures that
aimed to cut budget deficit and stop inflation. Shias also the case in 1976 and 1978
loans to the same country. Although Zambia mandgedeet the IMF criteria (from
1976 to 1979 Zambia cut its budget deficit by oa#)tby the 1980 it ceased to be able
to repay its loans on time. This fact persuaded Rbed that simple stabilisation
measures only worked in short time and furthercstmal adjustment was needed.
On the contrary the critics considered these measimappropriate and pointed out
again at the external factors as the major cauZambian problems (Woods, 2006).

Nevertheless at that time loans from the IMF aredWhorld Bank seemed to be
the only possibility for African countries to oltaforeign exchange in a short term.
Pushed by the need to repay their debts and finamperts countries had no choice but
to agree on the adjustment conditions (Weaver, 199%d so beginning in the 1980s
the process of structural adjustment continuoustjuénced the development process

in Sub-Saharan Africa.
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2.3 Principles of the structural adjustment

Prior to the analysis of specific Structural Adjusnt Programs it is important to clarify
the roles of the International Financial Instituso in the process of their
implementation since the process itself had sevenglications for the countries
concerned.

One of the IMF roles was to coordinate the relaioh African countries with
all creditors providing loans to the region. Thigant in practice that if debt of any
African country was to be rescheduled the coun&y to first seek approval at the IMF
and only then it could ask at the Paris CGlub reschedule its debts owed to bilateral
donors. However unless they implemented policiesgied by the IMF they were not
eligible to such rescheduling. This gave the IMFyvstrong bargaining position in
the implementation of SAPs since all the loans botiitilateral and bilateral were now
conditioned upon their implementation (Woods, 2008)eanwhile the task of
the World Bank in Africa was to coordinate the doassistance in order to “ensure that
adequate balance of payment finance is availableeform programs” (World Bank,
1994a, p.1). Later on these activities were opdrateler the auspices of tispecial
Program of Assistance for Afrioahich was created in 1988 (World Bank and UNDP,
1989).

Second role of the IFIs in the process of SAP imgaetation was as creditors.
In the late 1970s and early 1980s IMF lending wpasrated through the IMFrust
Fund Laterthe FundsStructural Adjustment Facility (SAF)unded in 1986 became its
adjustment lending instrument to developing coestriassociated with strict
conditionalities aimed at restoring fiscal balanaed macroeconomic stability.
However insufficient funding from the donor couastespecially from the United
States that refused to contribute—resulted in #w that SAF lending was financed
predominantly from the repayments of the develogiogntries. A year later in order to
increase the lending capacity the IMF foun@dhanced Structural Adjustment Facility
(ESAF)accompanied with even stricter conditionalities (e, 2006)

In fact the amount ofesources provided by the IMF facility representedy

a small portion of the total concessional lendiméfrica (figure 3).

2 Paris Club - is an informal group of creditor coigs whose role is to help indebted poor cousthig
agreeing on rescheduling or cancelling their debt.
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Figure 3: Share of IMF and World Bank loans in total con@asa loans disbursed to Sub-Saharan
Africa, 1987-1996

Note:  Values given in millions (current US dollars)

Source OECD (2009)

Despite this, ESAF represented an important faatancreasing the Fund’s bargaining
power in Africa since the acceptance of it condidilities was an important
precondition for receiving loans from other dondrsth multilateral and bilateral
(Woods 2006).

The World Bank started to provide adjustment loansarly 1980s. Initially the
loans were provided through the International Demelent Association.The World
Bank gradually increased its adjustment lendingoughout the 1980s becoming
the largest individual lender to Sub-Saharan Af(iibgure 3)* In 1985 the attempt to
further increase its lending led to the creationSplecial Facility for Africawhich
became another instrument in the World Bank’s ddjasat lending (Woods, 2006;
OECD, 2009). The rationale for the adjustment legdas it was in the case of the
IMF—was to induce particular economic reforms psmgabby the World Bank (Weaver,
1995). The types of loans differed based on whad kif policy reforms they targeted.
Together with theStructural Adjustment Loans (SAlvghich were large loans designed

to change macroeconomic reforms there were sodc&@kctor Adjustment Loans

® International Development Association is one o fending arms of the World Bank providing
concessional loans for low income countries (W&dahk, 2010b).

* The World Bank lending increased from 15% of tatahcessional lending to Africa in 1980 to 36% in
1986 (after the formation of Special Facility fofriga). From 1987 to 1998 the World Bank adjustment
lending represented on average 41% of all conaesisiending to Africa (OECD, 2010).
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(SECALs)which were aimed at reforms in particular sectditse third type of loans
which was introduced later in 1980s was a mixtuUradjustment and project lending
(Weaver, 1995; Kapur et al., 1997).

The third role of the IMF and World Bank and thesamith the greatest impact
on the populations in the developing countries iwe® was the implementation
of SAPs that intended to act as a remedy for thee¢ked” economies in developing
countries. These programs can be classified into broad categories. The first
included short termstabilisation policies and were originally under the aegis
of the IMF. The second category comprigdaictural adjustment policiesianaged by
the World Bank (Kapur et al. 1997). However asrlateme out the tasks of the IMF and
the World Bank were not mutually exclusive sincensoof the World Bank policies
were eventually aimed at stabilisation as well (Mp®t al., 1995).

Since stabilisation policies were considered asimaportant prerequisite of
further structural reforms, they were implementadthe first phase of adjustment.
It was aimed at eliminating high balance of paymel#ficit as well as fiscal deficit and
reducing inflation that were common features inidfn countries in the midst
of economic crisis. This was to be accomplishedwn ways, firstly, by reduction
of expenditures and secondly by expenditure swigtliElbadawi et al., 1992; Weaver,
1995; Oyejide, 2003).

Expenditure reduction measures sought to decelexatiall domestic demand for both
local and imported goods (Logan and Mengisteab319Being called as austerity
measures they reduced government spending whichltedsin radical import
compression and decline in public investments. deee expenditure reduction also
included credit and money supply restrictions fathb private and public sectors.
Accordingly, unavailability of credit in effect leth the decrease of private spending as
well (Weaver, 1995; Logan and Mengisteab, 1993;jidge2003). However as soon
came out, the reduction in expenditures itself wasufficient to restore overall
macroeconomic stability. To achieve the desired gbadalanced external accounts,
countries had to increase their exports and furtt@r their imports. Therefore
expenditure switching measures were introducedchvieallocated resources from
the production of non-tradable goods to the pradnadf tradable goods for export and
goods that would compete with imports (Weaver, 19@kme of the means to achieve
this goal is currency devaluation. Since devalumat@tecreases the relative value

of domestic currency to the foreign it makes impomiore expensive and thereby
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decreases their volume. On the other hand expay&trsore for their products so they
are motivated to export more (Weaver, 1995). Besidevaluation Logan and
Mengisteab (1993) refer to another measure nanhelyricrease in producer prices in
order to stimulate agricultural production throwgimination of price control3.

Applying expenditure switching measures, especidily export promotion,
was the first step towards greater involvement @fetbping countries in the global
economy (Williamson 1990). Increasing the integmatiof African countries into
the global market was also one of the key issuebhefstructural adjustment policies
funded predominantly by the World Bank. While skabtion focused on restoring
macroeconomic equilibrium, the structural adjustimpalicies encompassed several
macroeconomic, microeconomic and sectoral refomnading on increasing economic
efficiency and fostering economic growth (Mosleyadt, 1995; Ferreira and Keely,
2000). Being in line with the neo-liberal philosgplthey centred round trade
liberalisation and removal of state from economguasing that free market, private
sector and the aforementioned greater integratiimthe global economy would bring
about development (Logan and Mengisteab, 1993; &jast al. 1995). Specific reforms
then included several elements.
The reforms on the macro-economic level finance®Bys included a requirement to
keep exchange rates as close to their market \adupossible. Next it encouraged
opening economy to foreign competition by replacquptas, which often produced
unwanted corruption and bureaucracy, with tariffee government involvement in
the economy was to be reduced by elimination osslidss and liberalisation of prices
(Ferreira and Keely, 2000; Kapur et al. 1997).
Other reforms, funded by SECALSs, targeted sectpddicies. In the name of these
reforms most of the state firms were to be prieatisand the remaining public
enterprises underwent financial and managementuotésting. Reforms in financial
sectors included liberalisation of interest ratestisat they would be in line with
the higher, market determined rates. It also inetlithe liberalisation of foreign direct
investments as well as privatisation of some firgnastitutions (Ferreira and Keely,
2000).

Although in general SAPs were not accepted withhesiasm, there were no

other options of getting additional loans but tb@ulinate to the conditionalities driven

*The IMF and the World Bank assumed that by der¢igmaof prices the prices will increase to the
market level providing an incentive for producersricrease production.
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by the IFIs. Moreover considering the socio-ecorosituation of African countries
at the beginning of the 1980s there was no doubtitathe need for a reform. However
the positive impacts of the reforms are questiamadnhd in the time since their

implementation they have become a subject of nunseticscussions.
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3 Impacts of the Structural Adjustment Programs in
Sub-Saharan Africa

In the time since the early 1980s thirty-four Afnc countries conformed to
the reforms introduced by the World Bank and IMRbéeawi et al., 1992). However
there were many doubts among the critics at thenbaegy of the adjustment about its
ability to solve African problems. At the same titiee IMF and World Bank placed
great expectations upon these reforms seeing thema @anacea for wide range
of development problems (Logan and Mengisteab, 1993

In last decades the widespread discussion abouhether not the SAPs contain
the appropriate mixture of policies continued. e gide the IMF and World Bank and
other proponents of adjustment published severaluation reports on the SAPs (for
example Elbadawi et al. 1992; World Bank and UNDB89; World Bank 1994)
supporting the notion that SAPs are the only sietaet of policies for Africa and
encouraged African countries to continue their enpéntation. On the other hand
the existing criticism escalated as the first impaaf the programs began to manifest
(Logan and Mengisteab, 1993). Many of the authéws ¢xample Mkandawire and
Soludo, 1999; Rodrik, 2006) criticised the way ihigh the adjustment programs were
“imported” by Washington policymakers without cathesiing the realities of individual
African states. Similarly Mallaby (2004, p. 91) coamed IFls to “shadow
governments” of African countries while Adreass@0(3, cited in Davis, 2006 p. 154)
termed the excessive engagement of IFIs policynsak®f'virtual democracy”.

Besides the very often criticised the dichotomynasn the goals of adjustment
and the African needs it was also the ideologidak band lack of sensitivity in
the reforms that were condemned. Rodrik (2006,)mprésented his attitude towards
the reforms introduced by the IMF and World Banka®ws:

Observing the endless list of policy follies to waipoor nations had
succumbed, any welltrained and well-intentioned necoist could feel
justified in uttering the obvious truths of the fassion: get your macro
balances in order, take the state out of busingis®, markets free rein.
“Stabilize, privatize, and liberalize” became thamntra of a generation of
technocrats who cut their teeth in the developimgldvand of the political

leaders they counseled.
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Moreover Woods (2006, p. 145) states that considetie unfavourable international
economic situation and the number of factors beythaar control which influenced

the economic performance in Africa, the implemeatadf SAPs was like:

[...] exhorting passengers in a lifeboat to pada$ter when their raft is in the
middle of the Atlantic Ocean in a hurricane. No t@ahow impressive the
effort of the passengers, it is unlikely that the@ddling will bring them to

safety.

As clear as it may seem, to assess the impactdjudteent is a rather uneasy task. It
would be unjust to attribute the African economimlgems solely to the SAPSs,
provided that there were many other circumstanodseaternal effect that might have
influenced the results and could hardly be expedibadse include political transition in
several African countries, worldwide economic rec@s, declining prices of primary
commodities as well as insufficient rainfall. Unaglility of available data is also
considered to be an obstacle for objective evalngtilkandawire and Soludo, 1999).

It is also important to realize that not all theuotries implemented the stabilisation and
adjustment policies with the same intensity. Somerewmore consistent and they
implemented the policies throughout several vyeardhilew other started
the implementation later or did not implement teorms at all (Mkandawire and
Soludo, 1999).

Despite the fact that the evaluation of the eff@ftSAPs is a complicated issue many
authors increasingly in the last decades triedhtothe effects of SAPs to the economic

and social development of African continent.

3.1 Economic Impacts

Economic growth in terms of GDP per capita grovétlyénerally considered as
one of the key indicators of countries economicdfgrerance. Since adjustment was
aimed at boosting economic performance it is ne¢olé@ assessed in the evaluation of
economic impacts. Furthermore SAPs considerablyctdtl also other areas in states
economy namely the debt issue and agriculture hegetvith industry. Given that
the performance in these areas influenced the lbvecanomic performance it is
relevant to include them in the evaluation as wald since the adjustment process is
accompanied by large lending and foreign aid, wed an important source of income
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in adjusting countries, it should not be neglecgter. Indeed other areas in economy
such as trade, prices or exports were also signifig influenced by the policies
contained in the SAPs. However all of them are vaogch interconnected with either

of the analyzed sectors and therefore they do ave to be analyzed separately.

3.1.1 Economic growth

Despite initial optimism of the IMF and World Battie evidence after a decade
of adjustment process in Africa suggested that SiaResd to deliver promised overall
economic recovery and growth and several weaknesses found in the reform
programs (Mkandawire and Soludo, 1999). The WorkhlB attempted to disprove
these undesirable findings in several evaluatiquonts (for example World Bank and
UNDP, 1989; Elbadawi et al., 1992; World Bank, 1894The World Bank generally
argued that after years of inadequate policies auld take time for the reforms
to generate positive outcomes. The World Bank hewedmitted that stabilisation
measures that included considerable import cutsiltegs in decline in capacity
utilisation could also contribute to the situat{@&ibadawi et al. 1992).

Nevertheless the World Bank maintained that SARsgbpositive results and
emphasized that the more intensive the implememtas the more positive results in
economic growth it brings. If there were any cowestrin which SAPs failed to bring
about economic growth it was not because the SARBee wvrong but because
of inconsistencies in policy implementation (WoBdnk, 1994b). To support its claims
the World Bank (1994b) divided 26 African countrieso three groups according to
the level of improvement of their macroeconomiciges® After comparing their
economic growth in the period of 1981-86 and 1987-®ey prove that group
of countries with the largest improvements in macomomic policies had the largest
median improvement in GDP per capita growth. Ondtieer hand the countries with
deterioration in macroeconomic policies experiended most significant median
decline of per capita GDP growth between compaggtb@s with countries with small
improvements reaching middle values (table 2). Bywang this correlation the World

Bank suggests convincing evidence that adjustnseappropriate and states that if the

® Countries were rated according to their improvetrienexchange rate policy, monetary policy and
monetary policy.

" These years were chosen in order to compare #adjustment performance with the performance
after the implementation of SAPs.
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less “diligent” countries follow the example of theore “persistent” ones the results in

terms of higher GDP per capita growth will manifest

Table 2: Change in GDP per Capita Growth between 1981-861887-9%

Difference
in the
two periods
Average annual growth rate (%) (percentage
Country 1981-86 1987-91 points)
Large improvements in macroeconomic policies
Ghana -2.4 1.3 3.7
Tanzania -1.7 1.3 2.9
The Gambia 1.2 0.3 -0.8
Burkina Faso 2.2 0.4 -1.7
Nigeria -4.6 2.4 7.0
Zimbabwe 0.3 1.0 0.7
Mean -0.8 1.1 2.0
Median -0.7 11 1.8
Small improvements in macroeconomic policies
Madagascar -3.7 -2.1 1.6
Malawi -14 0.7 2.2
Burundi 2.1 1.2 -0.9
Kenya -0.5 0.9 15
Mali 0.4 -1.2 -1.6
Mauritania -0.9 -1.0 -0.1
Senegal 0.4 -0.2 -0.6
Niger -4.9 -2.4 25
Uganda -1.5 2.8 4.3
Mean -1.1 -0.1 1.0
Median -0.9 -0.2 15
Deterioration in macroeconomic policies
Benin 11 -2.0 -3.1
Central African R. -0.1 -2.8 -2.6
Rwanda 0.4 -5.0 -5.5
Sierra Leone 2.1 0.8 2.9
Togo -2.8 -1.4 1.4
Zambia -3.2 -2.3 0.9
Mozambique -5.9 1.7 7.6
Congo 4.1 -0.7 -4.9
Céte d'lvoire -4.2 -6.8 -2.6
Cameroon 4.6 -7.9 -12.5
Gabon -2.7 -1.9 -0.9
Mean -1.0 -2.6 -1.6
Median 2.1 -2.0 -2.6

Notes Classifications according to the World Bank (1804
Source:World Bank (1994b).

8 These two periods represent the first decade d? 8Aplementation. Both changes in policies and
changes in GDP growth rate between these two peeoElcompared.
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However the presented correlation is not as cledtrrmay seem to be at the first
sight. Schatz (1994) questions statistical releyaot the World Bank assessment
arguing that when the data is properly examineg thé to support the World Bank
claims and moreover they even indicate the oppoSithatz indicates two major
weaknesses of the evaluation. First, the divisiocoantries into performance groups is
uneveri, given the different number of countries in each tlem. Furthermore
the analysis groups all the countries that expeadrdeterioration in macroeconomic
policies together without considering the degree deterioration. By neglecting
the country groupings Schatz finds out that of tinee countries ranked 14-22 in
the change in reform performance (excluding ther foauntries with the highest
deterioration in policies) five experienced bettean average change in GDP per capita
growth (table 3). Therefore averaging the groupfguerance when such differences
within the groups are present is not relevant.

Second, Schatz (1994) goes even further in dispgothe links between the
reforms and growth performance. He groups countmge four groups (A-D)
according to the change in GDP growth (table 4).t#d¢ same time he compares
the groups according to their performance in séwvaegroeconomic policies including
overall monetary policy, fiscal policy, exchange rate policy and overall
macroeconomic policy.

When examining the scores in seigniorage Schadis fimat group C had the best reform
implementation. This meant that countries withllest reform performance in this area
experienced worse growth than countries in group®id B. Surprisingly, in the case of
reform policies tackling inflation the group A withe highest increase in GDP growth
had the poorest implementations score among all gioeips. Similarly group A

achieved the worst performance while maintaining thighest GDP growth. These
findings suggest that the reforms targeting mongefalicy had contrary effects on

economic growth.

° According to Schatz (1994), the groups should aiarapproximately the same number of countries
while maintaining the policy improvement ranking
1% Overall monetary policy includes seigniorage (moeaeeation) and inflation.
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Table 3: Country ranking according to GDP per capita growth

Policy improvement  Difference in GDP growth

Country (rank) (1981-86 and 1987-1991)
1| Mozambique 22 7,6
2 | Nigeria 5 7,0
3| Uganda 15 4,3
4| Ghana 1 3,7
5| Tanzania 2 29
5| Sierra Leone 19 2,9
7 | Niger 14 2,5
8| Malawi 8 2,2
9| Madagascar 7 1,6
10| Kenya 10 1,5
11| Togo 20 14
12| Zambia 21 0,9
13| Zimbabwe 6 0,7
14| Mauritania 12 -0,1
15| Senegal 13 -0,6
16| The Gambia 3 -0,8
17| Burundi 9 -0,9
18| Mali 11 -1,6
19| Burkina Faso 4 -1,7
20| Central African R 17 -2,6
21| Benin 16 -3,1
22| Rwanda 18 -5,5
Source Modified using World Bank (1994b) data.
Notes Countries ranked 14-22 in reform performance Wiagperienced above

average change in GDP growth per capita are in. bold

Average change in GDP growth is 1.0 percentagetg¢imdicated by the line).

As for the fiscal policy the IMF and World Bank geally claimed that budget
deficits in African countries is undesirable andttthe lower the deficit was the more it
contributes to economic growth. Schatz (1994) he@wreloubts this arguing that it is not
low deficit that stimulates growth but conversdlysirather higher growth that usually
brings lower budget deficit. The evidence in tabll@again does not show any direct
correlation between fiscal policy and economic grow

The only exception seems to be the improvemenkamange rate policy. The
larger the improvement in exchange rate policiastrtes achieved the higher the GDP
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growth they had! There were 19 out of 22 countries that experiermesitive effect
of exchange rate policy reforms on economic groi8ithatz, 1994).

Table 4: Median change in economic growth and macroeconguilicy by growth groups of countries

Overall
Overall Exchange Macro-
Monetary  Fiscal Rate economic
Growth Economic  Seigniorage Inflation Policy Policy Policy Policy
Groups Growth (%) Score Score Score Score Score @e
A. Countries with growth change of + 2.5 % >
Ghana, Mozambique, Niger, Nigeria, Sierra Leon&zaaia, Uganda
Median change: +3.7 0 -1 -1.0 +1.0 +3.0 +0.3
B. Countries with growth change of + 0.1 to +2.4 %
Gabon, Kenya, Madagascar, Malawi, Togo, Zambia baimve
Median change: +1.15 0 0 0.0 0.0 +1.0 +0.5
C. Countries with growth change of -0.1to -2.4 %
Burkina Faso, Burundi, The Gambia, Mali, Mauritar8anegal
Median change: -0.85 +1 +1 +0.75 +1.5 -0.5 +0.5
D. Countries with growth change of -2.5 % <
Benin, Cameroon, Central African Republic, Congo, Cht®ide, Rwanda
Median change: -4.0 0 +1 +0.5 -2.0 -1.0 -0.5

Notes Classifications according to World Bank (1994b
Countries are listed in descending order accorttirtbe annual growth rate of GDP per
capita.

Source: Schatz (1994)

Provided evidence shows that besides the exchatg@olicy reform the correlation
between the intensity of macroeconomic reform imm@etation and the increase in
GDP per capita growth is either very unclear ortay to what has been expected by
the IMF and the World Bank. In other words SAPsnsde have failed to deliver
economic recovery and growth in some countries iteesponsiderable fulfilment
of conditionalities and external transférdlowing to reforming countries (Schatz,
1994). This may be regarded as a justificationhaf tact, that “universal” policies
designed by the IFIs may not be appropriate for all

Since the evidence revealed that adjusting macrmeui policies did not bring

significant increase in growth and economic recgyvénere has been a widespread

1 Devaluation of existing exchange rate is considiécebe an improvement in the policy (World Bank,
1994b).

12 External transfer (loans and aid) additionally ioyed the performance of reforming countries what
contributes to a distortion in measuring perfornganc
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discussion about its causations. Woods (2006)ssthit the assumptions of the IMF
and the World Bank were based on unrealistic hyg®#h that if government had
undertaken stabilisation programs and the firsgestaf adjustment they would have
automatically achieved economic growth. Liberai@matwas expected to increase
production and exports and privatisation to attreeign capital. However while
relying excessively on market the IFls underestimatxisting external factors and
the economic recovery did not manifest. Neverttsethe conditionalities in order to be
implemented had to be linked with growth. Otherwitseould be “trying to persuade
patients to take medicine that was wrong for the(Woods, 2006, p. 152).
The prescription however seems to be “both wroryjitself damaging” (Woods, 2006,
p.153).

Moreover, Rodrik (2006) argues that there is ligtlédence that macroeconomic
policies, price distortion, financial policies amcde openness haywedictable and
universal positive effects on growth. Experience from comstilike China and India
suggests that in order to achieve economic growtls ibetter to target the most
necessary obstacles of growth than to conduct ndaiteous reforms that waste human
capital (Rodrik, 2006).

Schatz (1994) alerts that except Nigeria SAPs vam®gned by a group of
technocrats and politicians without consultationthwgovernments. The lack of
ownershipis therefore also considered to be serious prolilesh can have further
implications for growth. Schatz further suggest ihstead of straight liberalism there
should be a balance between market forces and yoest interventions which when

used effectively can lead to positive economic oures.

3.1.2 Debt

Debt is regarded as one of the major, if not thestmmportant obstacle
impeding economic growth and development in Suba&ah Africa (Riddell, 1992).
Indeed one of the key motivations of the IMF andri@®ank to create and implement
the SAP in Sub-Saharan Africa was the fact thatairly 1980s the accumulated debt in
several African states was so high that they weteahle to meet their debt repayment

obligations anymore. As the debt crisis manifestedIFIs came to the Africa’s aid to

13 These included declining terms of trade, unfavbleraveather, worldwide economic recession and
related decline in prices of primary commoditieattivere an important source of income in African
countries.
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solve the problems associated with high debt burdled unsustainably high debt
repayments. However their intervention coming & fitrm of SAPs has been criticised
for not solving the problem but worsening it.

Logan and Mengisteab (1993) argue that despite delef* for some
countries the actual outstanding debt of Sub-Sahafdca remained very high and
kept increasing at the same time. After the firstatle of adjustment the total
outstanding debt reached 161 billion dollars. Aevah in figure 4 the growth of the
debt did not cease and in 1995 the total Africdot deached 236 billion dollars (World
Bank, 2010).
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Figure 4: Sub-Saharan Africa Debt 1971-1995
Source Woods (2006)

Also, given the stagnating economic growth during 1980s on one side and rapidly
amounting total debt on the other, there is no risgpthat the debt to GNP ratios
rocketed at the beginning of the 1990s. In sevepahtries the ratio exceeded 100%
meaning that the outstanding debt was higher treat ictual GNP. The most alarming
situation in this respect was recorded in Somadwry the debt — GNP ratio at 190%,
followed by Congo (183%), Zaire (130%) and Cotevaite (122%) (Logan and
Mengisteab, 1993).

There are several reasons why introduced stdiiiisaand adjustment
measures did not bear fruit in reducing extremed Indebtedness in Africa.

4 During 1980s several donors including Finland, tethiKingdom, Sweden and Norway turned their
concessional loans to Africa into grants (World Band UNDP, 1989).
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Logan and Mengisteab (1993) point at very high rege rates which make
the repayment of the existing debt harder and slwpport debt accumulation. Nigeria's
debt repayment from 1987 to 1989 for example ctrstl 12.2 billion dollars out
of which 3.8 billion was interest. In C6te d'lvoitfee interest comprised 1.7 billion out
of 4 billion debt repayments in the same periodsiées the high interest rates
the strong dependence on revenues from externde teend the deterioration in
commodity terms of trade also largely contributedtiie bulk of outstanding debt
(Rimmer, 1990).

Although deteriorating terms of trade and higheiast rates largely
contributed to the increase of outstanding debtust be realised that factors were not
under the control of the IMF and World Bank. Nekefess the way in which IFls
managedthe African debt was also often criticised. Sirssveral African countries
could not meet their debt repayment obligationdgrtdebt had to be rescheduled.
The IMF and World Bank were the leading agenciethenrescheduling process since
their role, besides providing conditioned loansswiae coordination of lending from
other creditors. As soon as a country became #igibr rescheduling in terms
of meeting SAP conditionalities, their debt semggiobligations could be postponed.
However the debt rescheduling acted only as an oiateeremedy leading to long term
negative consequences. As the debt servicing didigawere postponed they were
added to the capital sum. This, together with asréa payments, capitalisation
of missed interest payments as well as furtherdaaupporting structural adjustment
resulted in the cumulative increase of total ouditag debt (World Bank and UNDP,
1989; Rimmer, 1990).

High indebtedness of African countries howevernist only a matter
of statistics but has serious implications for fimmng of economy. Strong pressure
from IFls forcing African countries to meet theelt repayment schedules made them
spend significant portion of their domestic saviigsn debt repayment. This led
to severe cuts in imports. However imports, alreaffigcted by other fiscal cuts in order
to meet stabilisation goals, were necessary foestments and provided African
industry and agriculture with spare parts and o#fssential inputs. Their unavailability
therefore led to the underutilisation of existirgpacities negatively affecting exports

(Woods, 2006). And since exports were the most napbd source of foreign exchange

!> In 1980s at average 20-25% of domestic savings u&ed in debt repayments (Killick, 1989, cited in
Woods, 2006, p.154).
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needed for investments and debt repayment, vicoyeke was created. Furthermore
unfavourable situation in terms of high outstandiledpt discouraged potential investors
(World Bank, 1994b). Nonetheless the debt repaymesttlems are not only a matter
of economic figures. During the process of SAP enptntation high debt repayments
and meeting the obligations also in some countm@m#ributed to the cuts in social
spending which, contrary to the economic statistiesre directly influenced (and still
influence) the inhabitants of Sub-Saharan Africad¢{®ll, 1992). Accordingly for
adjustment to be successful the emphasis on inogedse domestic savings would be
more beneficial in terms of revived investmentsnthsrict short-sighted focus on
the debt repayment.

In the 1990s it became clear that without consioler reduction in
outstanding African debt, the chances for SAPsdasbiccessful in reviving African
economies were few (World Bank, 1994b; Riddell, Z;99achs, 1996). Several critics
supported their calls for debt relief pointing ke tfact that in some cases the debts
could be regarded as “odiod$“(Woods, 2006). In the face of vigorous criticism,
the World Bank launchethe Heavily Indebted Poor Countries (HIPC) Initiagiin
1996 which aimed to reduce debt burden of low ineateveloping countries. This
initiative however demanded countries to meet eseitter conditions in order to
become eligible for debt reduction, which resulfiesn the World Banks attitude about
inadequate implementation of proposed adjustmefiicige. Naturally the African
countries lacked both political will and necesseeyources and therefore the initiative
did not work (Woods, 2006). First modification diet HIPC initiative was not
introduced until 1999. This modification howeversvaot done under the aegis of SAPs
but along with the Poverty Reduction Strategy PRgBRSPS) initiativé (Andrews et
al., 1999).

' Odious debt is debt made by a regime that wasised in the interest of nation, and the creditotae
time of lending were aware of the fact that thenbwill be used for personal purposes of the regime
Africa loans (including adjustment loans) to Zasr&lobutu Sese Seko for example are often regarsled a
odious (Woods, 2006).

" Enhanced HIPC Initiative was done under the agfgioverty Reduction Strategy Papers Initiative tha
was a replacement for Structural Adjustment Progréimdrews et al., 1999).
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3.1.3 Aid

Foreign aid® is regarded as one of the prerequisites for ariddivisible part
of the process of structural adjustment. AccordmyVorld Bank and UNDP (1989, p.
i) “strong domestic policy reforms coupled withisstantial foreign financial aid are
key factors in making this strategy [SAPs] work”.
In the late 1980s in response to the rather neg&ionomic results of “strong reform
countries™® the World Bank and UNDP (1989) argued that attl¢as foreign aid
donors started to prefer strong reform countriesh® countries with weak reform
efforts (table 5). Thus more aid was allocatedhe tountries with more intensive
reform programs. However unless the aim of the Sias to make countries aid

dependent it is a questionable means of asse$grigAPs performance.

Table 5: Shifts in ODA flows, 1986-1987

Countries
Countries with with
weak
strong reform reform
programs programs
1985 1986 1987 1985986 1987
Increase in net ODA
(millions of dollars) -5 1,356 836 930 123 63
Percentage change in net ODA
(deflated by import prices) 1 30 9 34 -3 -6
Percentage of total ODA
to Sub-Saharan Africa 39 45 47 42 36 33

Source World Bank and UNDP (1989).

As a result foreign aid may be regarded one of rimivations of countries to
implement SAPs and at the same time SAPs significaattered the distribution of
foreign aid across the region. And although the @am®f aid that was delivered to

'8 Foreign aid also includes the grant element oteesional loans. The terms Concessional loans and
aid is used interchangeably here.

9 When comparing periods of 1980-1984 (pre adjustmesarly adjustment periods) with 1985-1987,
strong reform countries lagged behind weak refoomntries in change terms of trade, change in export
earnings and change in unit export prices (WorldkBand UNDP, 1989).
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the adjusting countries was considerdbline way how aid was delivered was even
more crucial for the success of SAPs.

Indeed in order to meet the costs of adjustmentas important to support
African countries by higher volumes of foreign aidordinated by IFls. However,
according to Collier and Gunning (1999), if the aggment of IFIs is persistent and
the aid isconditionedit leads to decreasing government commitmentftormes. This is
because of lack obwnership which the conditionalities imposed from the “outsid
bring. Additionally aid conditioning does not hawgcording to Collier and Gunning,
real effect on policy change. In many cases coemtthat receive foreign aid often
promise to implement IFIs requirements to refornt the promises are not always
fulfilled.?* Changes in policies are much more likely to bdised when governments
learn from successful examples around them (Callier Gunning, 1999).

Besides the failure to effectively induce poligfarms, conditionality also
leads to misallocation of aid. This is caused by fidict that donors often, in order to
improve the policies, allocated the aid into theurddes with poor policy stance.
However as soon as the policies improved, theydsév. This limited the motivation
of countries to reform impeding the efficiency ad and SAP effectiveness in the post-
stabilisation phase (IMF, 1998). The main reasarnttics happening was that the IMF
improperly included aid, provided in the form ofncessional loans, into the budget
deficit?* Since in the post-stabilisation phase the defiitl aid dependency was
regarded as undesirable the aid flows were cut (Il898). Aid—in order not to be
counted into the budget deficit—could then be usiter as foreign exchange reserves
or for debt repayment. This however discourageddaiibrs since they were unwilling
to provide financial support for such purposes [[€oand Gunning, 1999).

Furthermore Collier and Dollar (1998, cited in l@sland Gunning, 1999, p.
645) estimated that the efficiency of aid riseshwitetter policy environment and
the countries in the post-stabilisation phase mifcsiiral adjustment need more money,
not less in order to invest and stimulate econograwth and poverty alleviation

(figure 5). Another reason why to allocate moretaideformed countries is, according

?|n Senegal for example the foreign aid grew at@ld®% per year between 1980-1987.At the end of
this period it comprised 20% country’s GDP (Woazi{306).

2L For example Kenyan and Malawian government prosnisémplement policy reforms 5 and 7 times
respectively in exchange for a concessional lodridiled to fulfil the promise.

22 The IMF included the whole sum of concessionah#omto the budget deficit despite the fact that th
grant element of these loans during the stabitigatind adjustment process accounted up to 70% of
loans. The grant element considered as a foretystauld therefore not be included in the defiditK,
1998).

35



to Collier and Gunning (1999), that 1 dollar of am the countries with policy
environment increases private investments by 1.Kamdé® Accordingly, more aid
should be allocated to the countries in the padtisation phase not as a reward but
because the aid would be more effective in poveetiuction. The provision of aid
should be only reduced when the economic growtligh enough to alleviate poverty
itself. This misallocation of funds could be wetkpented if IMF invested more effort
into research in the pre-stabilisation phase (€odnd Gunning, 1999).
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Figure 5: The relationship between efficient aid and potefporm.

Source Collier and Gunning (1999).

Notes Countries are ranked according to the averageiremal state of 20 different
policies (including macroeconomic policies, publgector management,
corruption and environmental management).

Countries with +2 and above policy ranking are ¢oes with virtually no

policies that could seriously impede economic gtov@ountries with -2 and
below have several dysfunctional policies which Idopotentially limit

economic growth (Collier and Gunning, 1999)

% This ratio is valid up to 12% of the aid/GDP rasiace aid is a subject to diminishing returns (€l
and Gunning, 1999).
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3.1.4 Agriculture

Agriculture was and still is indisputably one betmost important sectors in
African economy. There are a number of reasonsastipg this claim. First, the share
of agriculture in GDP of Sub-Saharan Africa at beginning of the 1990s was as high
as 32%. Although at the end of the same decadecitedsed to 26% it must still be
counted on (World Bank, 2010c). Second agricultuas historically and traditionally
an important export sector of Sub-Saharan Africdef@oju, 1993). Finally, 72% of
African population lived in rural areas in 1990 (Man and Solarz, 1994).
The proportion of rural population remained highocatluring the last decade when it
accounted for 62% of population in 2009 (PRB, 2009)us it must be realised that
farming—be it subsistence or commercial—-is typjctile livelihood of rural population
(Morgan and Solarz, 1994). Therefore any policiésciing agriculture directly affect
the majority of population and the overall econopacformance as well.

Prior to the acceptance of SAPs the agricultuedts in Africa was
dominated by governments what was a legacy of aiem (Riddell, 1992). Not only
were the agricultural enterprises in public hands governments were also—although
sometimes limitedly—the source of funding, reseamt innovation. The focus in the
pre-adjustment period was on meeting “the cheag fmdicy” goals and therefore farm
inputs such as fertilizers were subsidized andepricontrolled (Lopez and Hathie,
1998).

Nevertheless World Bank and UNDP (1989) criticifieel agricultural model
of African states for inadequate investments toicatiure and rural development
leading to low agricultural productivity. Africanogernments were not only criticised
for controlling prices but also for overtaxing tfagmers what was also a very common
feature in the pre-adjustment period. High taxek@ce controls also, according to the
World Bank and UNDP (1989), discouraged farmensrtmiuce more.

However with the onset of neo-liberal SAPs genelfmuisoften inefficient government
policies were condemned to doom. The agricultuesdta was affected by large
majority of SAP policies. Devaluation was prescditie support export crop producers,
state control of prices together with marketingrdsavere to be removed, subsidies on
food and farm inputs were cut, privatisation ocedrand taxation was to be reduced
(Morgan and Solarz, 1994; World Bank, 1994b).
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Although these policies were aimed at boostingcatiural performance and
growth the results, as in the case of economic tirolmave been rather obscure. In their
SAP evaluationAfrica’s Adjustment and Growth in the 198t World Bank and
UNDP (1989) state optimistically that countriestthad liberalised prices and reduced
taxation fared much better in terms of agricultigadwth than countries that were less
consistent in reform efforts. In another report Wdsank (1994b) still maintained that
agriculture grows faster in those countries thagralized prices and reduced taxes more
rapidly. However as for the World Bank also adndiftdnat the relation between overall
macroeconomic policy improveméhtand agricultural growth is not “clear” (table 6)
(World Bank, 1994, p. 143).

Table 6: Agricultural growth rate change between 1981-8% H987-91

Difference
in the
Average annual
agricultural two periods
growth rate (%) (percentage

1981-86 1987-91 points)
Countries with large improvements in
macroeconomic policies

Mean 3.7 2.0 -1.7

Median 4.2 2.4 -0.2
Countries with small improvements in
macroeconomic policies

Mean 2.2 2.7 (a) 0.7
Median 3.1 2.8 0.3
Countries with deterioration in macroeconomic
policies
Mean 1.9 2.6 0.6
Median 2.3 3.3 -0.1

Notes (a) - average annual growth.
Classifications according to the World Bank (1994b)
Source:Based on World Bank (2004) data.

Unclear relationship between overall macroeconomalicy change and
agricultural growth is according to the World Ba(k94b) given by the fact that

macroeconomic policy change in itself does not matiically guarantee higher

#Overall macroeconomic policy improvement includesnetary policy, fiscal policy and exchange rate
policy. Price liberalisation and tax reduction aw included in the macroeconomic policy reformd an
for a separate category.
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agricultural growth since there may be other “uonefed” policies that may hinder
immediate positive response. Such policies incledesting marketing boards and
government intervention. In countries where thesdicies were reformed and
producer’s prices increased as a result of libgatibn, the payoffs in the form of
accelerated agricultural growth, according to therM/Bank (1994b), manifested.

However the evidence from different sources dodscamcide with that of the
World Bank. The African Development Bank (1995¢diin Mkandawire and Soludo,
1999, p.53) for example claims that the agricultveforms in Sub-Saharan Africa on
average failed to increase agricultural outputelalse Morgan and Solarz (1994) hold
that SAPs did not address the constraints impeagngultural growth in Sub-Saharan
Africa although they admit that the assessmentgpicaltural performance must be
approached with caution since this sector is eafijgcvulnerable to unfavourable
weather, especially in Africa where it is a veryrcoon cause of low harvests. Despite
the complexity of the problem there are severallangiions of stagnation of
agricultural growth occurring even after the SARlementation.

There are some factors that precluded noticealdeess of SAPs in increasing
agricultural output and resolving the agriculturadisis in Sub-Saharan Africa.
According to Logan and Mengisteab (1993) for exampé position of Africa in global
trade plays a crucial role in understanding theests#f African agriculture. Since
the international market for primary agriculturabnemodities is dominated by
international monopsonies, it is hardly possibleAtrican countries to influence prices.
The position might therefore not be givparely by their comparative advantage as it
may seem, buélso by the international laws and free trade restitd® (Logan and
Mengisteab, 1993). This leads to worsening intéonat terms of trade while African
countries cannot do much to resist the situatiotthodigh the position in the
international trade was caused by other factora BAPSs, liberalisation pursued by
countries under the SAPs made African countriesner®re vulnerable to the
agricultural policies of developed countries (Wao2806). These include stockpiling,
nonproduction subsidies of direct subsidising ofidsn traditional export substitutes
(Logan and Mengisteab, 1994). This together withldng term decline in the demand
for primary agricultural products leads to lowelicps disadvantaging the African

% Free trade restrictions include tariffs, bureaticrar for example sanitary barriers that prevefrican
countries to equally participate in internationalde especially in secondary and tertiary sectlosggn
and Mengisteab, 1993).
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producers (ADB, 2001; Woods, 2006). Therefore with@solving these impediments,
trade liberalisation pursued by SAPs had littlend@ato combat the agricultural crisis in
Africa.

Moreover several critics pointed out that the IM#kdahe World Bank often
pushed several countries at the same time to expertsame agricultural crops. In
the case of favourable weather conditions numeomusitries experienced plenteous
harvests what intensified the competition amongnti{feogan and Mengisteab, 1993).
This resulted to serious price dampening whiclkegarded as one of the most important
contributors to the fall in export earnings. Foramwle as reported by Logan and
Mengisteab (1993) the agricultural export earniafSub-Saharan Africa fell from 64
billion dollars in 1985 to 19 billion in 1986. Thiwll in earnings occurred despite
the fact that the agricultural production might @ancreased.

The IMF and World Bank have also been criticised potting too much
emphasis on “getting the prices right” in order gopport agricultural production
(Mkandawire and Soludo, 1999, p. 54). This meadwavever resulted from a
fallacious assumption that farmers are not adetuedearded for their products and, if
they were, the immediate response in the form ghér production would manifest.
Here we can observe a serious neglect and undesatsth of parallel informal
market?® As reported by Jamal (1987, cited in Rimmer, 1990288) in Somalia for
example all but the government employment was ccteduwithin the informal market.
Although the case of Somalia is an extreme exantpke,informal market played an
important role all over Sub-Saharan Africa (LogamdaMengisteab, 1993).
The existence of informal markets caused that theep of agricultural products,
especially those for domestic markets, waoealwaysunder the control of government
and thereby they werdargely market determined already before adjustment
(Mkandawire and Soludo, 1999). Moreover as repoligdAzzam (1996, cited in
Mkandawire and Soludo, 1999, p. 55) in Cote d‘ledor example, the prices of export
crops were also given more by the informal markantby government. The problem
that should be faced is therefore rather seen énrédvenue distribution between
government and the producers rather than inadequate incentives (Azzam, 1996
cited in Mkandawire and Soludo, 1999, p. 55).

% While the IMF and World Bank assumed that thecidfi market is omnipresent many Africans were
(and still are) part of different social systemdngssocial exchange, reciprocity and redistribution
(Riddell, 1992).
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Moreover the SAPs undue attention on increasing pifoelucer’s prices via
liberalisation and producers incomes via tax catktthe IFIs focus off the African
realities of inadequate technology, undevelopedmiodity and financial markets and
unstable climate (Mkandawire and Soludo, 1999). oMdimg to Mkandawire and
Soludo (1999) Africa desperately needs green réoolgiven that in 1999 only 4% of
arable land was irrigated what is an alarmingly loumber compared to the other
developing regions of that tinféIn addition the amount of fertilizers used in 2008s
lower than in 198% (World Bank, 2010c).

In many cases SAPs misdiagnosed and, in fact, ebateel the existing
situation. Cuts in input subsidies caused thatlitests and machinery became even less
accessible for smallholders. Moreover the pricesmgdorted inputs due to exchange
rate devaluation increased. Since technologicaihdeundeveloped countries were
dependent on imported machinery this further imgealgricultural growth. In the case
there were any progressive farmers, their potemiastments were discouraged by
plummeting interest rates that became reality dfterinterest rate decontrol (Morgan
and Solarz, 1994).

The export oriented SAPs are also very often linkéth the decrease in food
security especially in urban areas that lack theoopf subsistence. According to Sahn
et al. (1999) too much emphasis has been put coregmps that were favoured by the
countries following IFI prescriptions and partialigplaced the food crops. Decreasing
food production triggered the need for higher famgorts. Although subsidized food
imports could be favourable for African countries the same time devaluation
increased the import prices and hence the cosiaaf imports as well (Riddell, 1992).
And although the World Bank claimed that it hasueal urban policy bias by
enhancing agriculture the increased number of urbaellers moving back into
subsistence farming is more likely to have beersedlby urban “desperation” rather

than agricultural boost (see also the chapter eenpy) (Morgan and Solarz, 1994).

%" In China for example 44% of arable land was fiegd, in India 26 % (Mkandawire and Soludo, 1999).
%8 |n 2000 countries in Sub-Saharan Africa used B.®kfertilizers per hectare while in 1980 it was 8
kg/hectare (World Bank, 2010c). For comparisonn@hised 261.9 kg/ha in 1999 and India 66.7/ha in
the same year (Mkandawire and Soludo, 1999).
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3.1.5 Industry

Before the onset of SAPs in Sub-Saharan Africa, gbeernments promoted
import substitution model of industrialisation. Rr@arly 1960s until the late 1970s this
model was relatively successful in terms of indaktygrowth rate which was on average
higher than the growth of GDP. However in the ed®80s the growth ceased and
African stagnation of African industry began (Noakbh and Paloni, 2000).

Although SAPs did not contain any industrial pagias such this sector was
also largely influenced by other stabilisation asiuctural adjustment measures
encompassed in the strategy (Proff, 1994). At émaestime the IMF and the World
Bank expected these measures to deliver positsdtseand, likewise in other sectors
of economy, to support its growth. However thereaisontroversy whether SAPs
managed to contribute to the revival of induststtor. The debate exists between two
extremes. While World Bank (1994b) advocated SARs&ming that they induced
industrial growth other sources suggest that thentributed to deindustrialisation that
has occurred in Sub-Saharan Africa (Noorbaksh ahohiP 2000).

World Bank (1994b), like in the case of other secavaluations, links
macroeconomic policy change with the industrial vgio to find out, that those
countries that accepted and implemented macroedonpaticy reforms experienced
higher median change in industrial and manufacgugnowth, when comparing the
early adjustment period of 1981-86 and 1987-91 thase countries that did not.

However the World Bank (1994b) based its assessmeninacroeconomic
policies which unlike other adjustment policies fsuas price liberalisation or
privatisation do not affect, according to Mkandavand Soludo (1999), industrial
performance in a considerable manner. In fact Imkilg the improvement in
macroeconomic policies with industrial growth, ¥erld Bank suggested that cutting
fiscal deficit or good monetary policy is benefidiar industrial growth. However, low
budget deficit and monetary policy alone are umjike generate such a significant
difference in growth. Although the exchange rat®ma, which also belongs to the
macroeconomic policy reforms and encourages expody bring some positive results
for industrial growth it is still not as importards other policies such as the
aforementioned trade liberalisation or privatisatio Therefore linking the
macroeconomic policies with the industrial perfonoa is not the appropriate way to
assess the success of adjustment. And if the dasdtimg countries experienced higher
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change in industrial growth it might rather be @ldy other factors than the
improvement in macroeconomic policies in itself @iklawire and Soludo, 1999).

While macroeconomic policy improvement is belietechave little impact on
industrial growth, liberalisation and privatisatitrat were also a part of SAPs, affected
the industrial sector much more (Noorbaksh and i?ak000). As Mkandawire and
Soludo (1999) show at the example of Ghana (aaegrth the World Bank (2004b)
the country with the most extensive adjustment)thee liberalisation and the access to
adjustment lending made necessary imports spate geaailable what in the first years
of adjustment led to better utilization of capasstiand consequently to higher
manufacturing outputs. However the growth turnetitolbeunsustainableAs soon as
the liberalisation in later phases of adjustmeneagp to other areas, the Ghanaian
“infant producers” were not able to compete withefgn high skilled manufacturers
and the production decreased again (figure 6) (UNEI®91). This evidence suggests
that the increase in manufacturing was more dueffextive utilisation of capacities

than to the trade liberalisation alone.

100

Growth (3)

Figure 6: Industry and manufacturing value added in GhaB6741991.
Source Mkandawire and Soludo (1999)
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Besides trade liberalisation, privatisation was ohthe most influential policies
for African industry sector. It was originally perfed in order to lower the fiscal
burden and only secondarily to increase the effimyeof industrial sector dominated by
rigid state owned enterprises (World Bank 1994bjoidaksh and Paloni, 2000).
The importance of public enterprises was consideraimce they created as much as
20% of wage employment in several countries andttoited more than 10% of GDP
in Congo, Cote d’lvoire, Guinea, Kenya, Mozambiq@ianzania and Zambia (World
Bank, 1994b). According to IFI's prescriptions Mialenterprises were to be privatised
and those which were considered unviable were seetketo liquidation. Although the
World Bank (2004, p.103) admits that the privatmatwas only “moderately
successful” the Bank promptly attributes the faltw increase efficiency and growth in
industry to the “limited privatisation” (p. 105).nQhe other hand a considerable number
of authors pointed at the negative impacts thapthatisation has brought. According
to UNECA (1991, p.19) the poor performance of Adncindustries cannot serve as a
“justification of wholesale, indiscriminative, andoctrinaire privatisation”. Indeed
foreign direct investments are necessary in oméobst African economy and industry
in particular. However in Africa according to Logaand Mengisteab (1993),
privatisation was predominantly performed in foreignterest and with foreign
management without considering the needs of thelptpn. In Togo for example the
government sold 58% of its plastic industry to fgreinvestors who automatically
gained control over the industry depriving Togolgexernment of decision making.
UNECA (1991) also pointed out that lack of indigaa@rivate investors will lead to
takeover of African firms by transnational corpayats which also would lead to the
focus on profitability rather than people’s intéreghis was the case in Cote d’lvoire
where the national telecommunication industry wasagised resulting in creation of
private monopoly charging much higher prices anev@nting people from access to
essential infrastructure (Woods, 2006).

Moreover lack of systematic approach was indicatetlkandawire and Soludo
(1999) who argue that privatisation should be d@edtd and state-funded process.
However given that African countries lacked botmadstrative and fiscal capacities it
was performed in a chaotic manner causing more haan good (Woods, 2006).
Moreover the privatisation efforts did not bringsdted and much needed investment
flows since the way in which the privatisation wasducted also impeded the interest

of foreign investors to buy African enterprisesutéag in closure of further factories

44



(IMF, 1998). And while the IFIs paid limited attemt to how the sale of public

enterprises was conducted, the chaotic privatisasilso had serious social impacts,
namely increasing unemployment and thus wastingrcecahuman resources
(Mkandawire and Soludo 1999). Instead, human dapibgether with higher

investments in infrastructure should be the leadlomges of African industrial recovery
and growth partially moving them away from the paiipncommodity exports. However
SAPs seem to have failed to deliver desired investsmand moreover looking at the
adverse social impacts of the IFIs policies thegnsdo have ignored the need for

human capital as well.

3.2 Social Impacts

As noted in the previous chapters many criticeaghat SAPs failed to bring in
most of the countries significant positive resulisterms of economic growth and
moreover, in many countries, the SAPs negativelgcédd agricultural and industrial
sector. Nevertheless, besides the large volumetevhiure evaluating the effects of
SAPs on economic performance, its impacts on thar pmd vulnerable groups of
African population have gradually become even nttiseussed issue although the two
are closely interconnected. Since the launch oS#Bs, the IMF and World Bank have
been criticised for being too much focused on sterh economic outcomes that they
neglected hidden social costs resulting from thelémentation of the programs
(Woods, 2006). And even though they are not reghrae the sole cause of the
decreasing human development they are regardeakasf the major negative factors.
According to Geo-JaJa and Mangum (2003, p. 297)nymat the conditionalities of
SAPs threaten the very foundation of human rightsthe sovereignty of nations in its
compromise of human resources and economic develofymThis notion is also
supported by UNECA (1991, p. 24) according to whitltere is mounting evidence
that stabilisation and structural adjustment progrees are rending the fabric of African
society”. Geo-JaJa and Mangum (2003, p. 296) wentfan as to call SAPs a
“retardation of socio economic development”.

On the other hand a number of sources (for exa@plker and Gunning, 1999;
Elbadawi et al., 1992, World Bank, 1994b) have adgthat the social costs associated

with the implementation of SAPs are only temporamng are likely to disappear as soon
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as the benefits of adjustment in terms of increasemhomic growth will manifest.
These assumptions however often contradict theeage provided by their critics.

3.2.1 Education

In order to meet the IFIs criteria of stabilisatiand structural adjustment the
contraction in public expenditures was needed.uichscases it is the social sectors,
especially education and health care, that ardylike be affected since it is more
"feasible” to cut spending in these than in othreraa such as defence or debt servicing
(Adepoju, 1993; Logan and Mengisteab, 1993).

There is a general agreement among scholars thatgon plays a crucial role
in development. Specifically rising levels of ediima generally bring lower fertility
rates, increase the usage of technology and raguptivity among workers what leads
to the improvements in living standards (Geo-JathMangum, 2003). It has also been
argued that investments in human capital are evere nmportant than the ones in
physical capital, and they are likely to bring véagh returns. Therefore there is little
wonder that education was emphasized in such pregras the US New Deal or
the Marshall Plan (Geo-JaJa and Mangum, 2001). Atsme development success
stories from East Asia are believed to have beeudiht by high investments in
education and therefore investment in educatioadsprding to Geo-JaJa and Mangum
(2001), the most reasonable choice a country cawenfccordingly the SAPs in order
to be successful in restoring viability of Africapountries should put education on one
of the first places the first.

Although the importance of education was also sduenes emphasized in the
World Bank publications (for example Elbadawi et 4092, World Bank and UNDP,
1989), from the early 1980s the SAPs are beliewethdave brought hard times for
education in Africa or at least in some cases tehgnored the problems in this sector.
Public expenditure cuts prescribed by the IMF amel World Bank caused that the
share of government expenditures on education whaih already been inadequate
before the adjustment, in some countries decre@sadth et al., 1999). The reduction in
the share of total expenditures was then intemsifig the need to rise of the share of
expenditures on debt service payments which, astiomed in previous chapters
rocketed during the adjusting era (Stewart, 1991).

To asses this trend, Logan and Mengisteab (1998paced the resource allocation in
strong and weak reform countries. They found bat in 1978, prior to the adjustment,
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countries with strong reform efforts allocated 25.6f total government expenditures
to the education sector compared with the 15.2%webk reform countrieS.

Nonetheless after the introduction of SAPs in ed®g0s the situation reversed and
while the weak reform countries allocated 16.5%hefr total expenditures to education

the spending of the strong reform countries dropfwed5% (figure 7) (Logan and
Mengisteab, 1993).
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Figure 7: Government expenditures on education as a perééutiab government expenditures,
1978-1987.

Source Logan and Mengisteab (1993).

The decrease in the governments education speiglithgrefore often seen as
direct outcome of SAPs (Geo-JaJa and Mangum, 2003).

On the other hand some authors (for example Sa®92;1Adepoju, 1993;
Collier and Gunning, 1999) argue that the fall dueation spending was not the case in
every adjusting country. Some of them, with thephef the adjustment lending
managed to keep their expenditures to educatiostaonhor even slightly growing.
As consoling as this argument may seem there areugareasons why it may not be

regarded as satisfactory. First the education séctdfrica was generally not biased

“The sample of the strong reformers consists of tmsidentified both by the IMF and World Bank as
strong reformers and includes Central African Réipubambia, Malawi, Niger, Togo, and Uganda.
Weak reformers are countries identified by the WdBank as weak reform countries and include
Ethiopia, Liberia, Sierra Leone, Zimbabwe, Zamhbiag Burkina Faso (Logan and Mengisteab, 1993).
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towards primary but towards the secondary andargrteducation to which the poor
usually lacked access (Sahn, 1992; Summers arthéttit 1993). Although SAPs tried
to target this problem of redistribution, it wast mery successful, the accessibility of
education for the poor decreased also in countwbgh did not decrease their
education spending. Second and even more importdrel spending on education did
not keep pace with the rapid population increaseisTdespite some countries kept their
spending to education constant or growing in alileohumbers their spending per
capita due to the large population increase fell.cobuntries with the decrease in
spending in absolute numbers the decrease wasewendramatit’ (Sahn, 1992; Geo-
JaJa and Mangum, 2003).

Critics of the SAPs furthermore claim that adjustingolicies did not restrict
themselves to the cuts in social spending. Ste(@®1) for example reported that in
several adjusting countries fees for primary edanatwere introduced on IFIs
recommendations. This was the case in Togo, Madiir& Leone and Zambia. By
establishing the user fees, the accessibility eication for the poor worsened. This is
especially the case when the vulnerable groupsoplilation were at the same time
affected by declines in their real incomes duehtrise in prices and job losses which
were very common features accompanying the pramfesisuctural adjustment (Collier
and Gunning, 1999).

Sarrasin (1997) states that in Ghana due to thectiets in public employment
associated with the austerity measures the nunfldeachers in public primary schools
decreased and salaries were reditett the same time the number of school age
children due the above mentioned high populatiamwghn increased. Hence the high
teacher per children ratio caused that the quafifyublic primary schooling decreased.
This was however not only the case of Ghana builairsituation repeated in several
African countries (Sarrasin, 1997; Geo-JaJa andguiam 2003).

The low quality of public education system has afsry often been indicated as

a partial cause of the post-adjustment increasehat George (1973, p. 88) has termed

% In Nigeria for example average spending on edapaffom 1981 to 1985 was 11.5% of total
government expenditures. From the introduction ufterity stabilisation measures in 1986 to 1995 the
average spending comprised only 6.2% of total gowent expenditures. However at the same time the
population of Nigeria increased from 73 million1A85 to 109 million in 1995 (Geo-JaJa and Mangum,
2003; World Bank, 2010c). When both of these fectmmbined they imply a considerable decrease in
teacher per pupil ratio.

%1 Zack-Williams (2000) states that the fall in siarof public teachers forced them to look for setor
even third parallel job resulting in considerabéertase of quality of schooling
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as structural unemploymerif In the pre-adjustment period the public sector was
dominant employer in majority of countries in Sudh&ran Africa and the schooling
system was set up to provide graduates suitableXisting jobs. Since the arrival of
SAPs was accompanied by gradual decrease in gobkc many public workers have
been left unemployed and at the same time the @uelctor demand for graduates
decreased. Now it was the primary sector that wasidk the baton and became the
major job provider. However the “modern” privatectee did not provide sufficient
number of jobs on one side, and more importanilg, 3kills of graduates mismatched
existing job requirements (Geo-JaJa and Manguml)2dMe existing gap between the
job vacancies and the placement which is accorthinGeo-JaJa and Mangum (2001)
result of the new incoherency between the educasgstem and private job

requirements is illustrated by an example of N@shown in table 7.

Table 7: National declared job vacancies and job placemgntdessionals and executives) in Nigeria,

1984-1994.
Year Total registration Jobs declared Placement Job placement (%)
1984 2514 657 23 3.5
1985 4165 748 145 194
1986 6128 606 148 24.4
1987 15100 444 175 394
1988 16293 591 281 47.5
1989 14281 3091 678 21.9
1990 10182 3695 986 26.7
1991 12624 3989 164 4.1
1992 22206 3088 10 0.3
1993 108153 3204 7 0.2
1994 106934 3307 7 0.2

Note: Numbers of unemployed may be lower than the &atnamployment rate due to limited
registration of unemployed.
Source Geo-JaJa and Mangum (2001)
Provided evidence shows that the concept of SAPsvarious aspects
disregarded the important role that education pkoth in human as well as economic
development. Although their stabilisation policiesay be successful in terms of

improved budget balances, they are not sufficiatitout the inputs into human capital.

%2 Structural unemployment exists despite existirg yacancies and is caused by the mismatch of job
requirements and workers availabilities. By cortgesneral unemployment is caused by unavailalulity
job opportunities.
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At the same time they neglected the fact, that etafidrces let loose on the continent
cannot solve all the problems themselves, unlesg éine appropriately complemented
by public sector providing social services inclugeducation. Therefore in order to be
successful such considerable change in workinghefeconomy, as SAPs definitely
were, should have been accompanied by reform inagdun as stated by Geo-JaJa and
Mangum (2003):

Education, appropriately tailored to local and owdil need, is the essential

input to human resource development. If the statesdnot protect these

indispensable functions, who will? Certainly, imational agencies devoted

to economic development should have been the noosinitted protectors of

those critical development tools.

3.2.2 Health care

Besides education the public spending towards &adtln sector was, according
to Logan and Mengisteab (1993), also cut as atreswusterity measures of SAPs.
However the data must be approached with cautioim #ise case of education large
discrepancies exist among adjusting countries. Wioeld Bank (1994b) compared the
real expenditures on health for the pre- and pdgisément time periods of 1980-83
and 1987-89. While Nigeria—as a “strong” adjusted-Zambia—as a “weak” adjuster—
decreased their real expenditures on health by%b(abd 3.4% respectively other
countries such as Niger or Zimbabwe—both strongsteljs—increased their spending on
health by 36.7% and 37.6% respectively for the sgmasods. Moreover, when
assessing the expenditures on health as a poftiGDPB, Van de Walle (2003), Collier
and Gunning (1999), and Sahn (1992) discoverectredhslightly increasing trend or
stagnation. This was as well as in the case ofatiuccaused by considerable amounts
of foreign aid which in several countries accounted more than 30% of public
spending to health in 1998 However the aforementioned high population gromutrst
be considered since it negatively affects the ppita spending.

Nevertheless the government expenditures influéheeaccessibility of health
care only partially and there are several othersnaywhich SAP measures affected the

health sector in African countries.

% Foreign aid comprised 36.2% of public expenditioeseath sector in Niger, 43% in Zambia, 31.9% in
Burkina Faso. Slightly lower shares of foreign midhe public expenditures on health have beenrtego
in Ghana (22.7%), Mali (24.4%) and The Gambia (%).{Van de Walle, 2003).
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First, health care is, because of drugs, an impaensive sector. Devaluation
introduced as a part of SAPs therefore signifigaimtreased the import costs (Collier
and Gunning, 1999).

Second user fees on health care were introduceaised as a part of SAPs in various
countries namely Ghana, Niger, Nigeria and Zaireatwled to lower usage of
government health facilities (Stewart, 1991). Za¢ithams (2000) reported that the
attendance of public health facilities Ghana desgddrom 4.3 million at the beginning
of the adjustment in 1983 to 1.57 million in 199%hile the decrease might have been
partially caused by the overall economic crisis aftfter factors, SAPs are believed to
have contributed to the situation. At the same tiheeusage of traditional healers and
medication increased as for some of the poor tee of a medical practitioner could
cost up to 15% of their monthly income (Zack-Withig, 2000).

Third, Van de Walle (2003) observed significantreat of the state from the health
sector in the two decades of structural adjustmienseveral African countries non-
governmental organisations (NGOs) and private squivided from one third to one
half of the health services, the area which hach belitionally dominated by the state.
This trend may possibly be attributed to the inseeaf foreign aid flows to the health
sector as well as excessive reliance on market amesins supported by the SAPs.
Indeed the aid is very important for developing rdoies in the time of their transition.
However this kind of substitution may result in dedency and to the government
ignorance of its duties in the long term.

However it must be realised that there were (aiticase) problems in the health
care sector in Africa that had negative implicagidor the poor and are not caused by
the SAPs. For example the majority of public firesavere actually allocated to the
hospital health care that is quite costly and uguahccessible for the poor, a fortiori
the rural poor. The case study of Mali, provided\tan de Walle (2003) makes the
situation even more alarming. In 1997 the goverringnMali did not allocateany
resources into the primary health care which iemrtss and the easiest accessible
service for the poot® IFIs partially tried to reverse this trend wherlB90s, as reported
by Van de Walle (2003), supported the community preventive health care in Mali.
These efforts reflected in doubling the vaccinatiomtes and increasing the

contraception prevalence in late 1990s comparel thi¢ previous decade. However

480% of the government expenditures on health care w the central administrative, logistic,
secondary health care and training (Van de Walle3»
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the success is only partial since it did not affdet redistribution of government
spending because of a simple reason. It was fubgéareign aid.

3.2.3 Poverty

Any development policy should be directed at adhigveduction in poverty at
its end. However as surprising as it may be povaliigviation was not originally an
explicit goal of structural adjustment. Thus the/grty alleviation was only regarded as
a “side effect” of the overall economic prospetityat was expected to be achieved by
following the policies prescribed in the SAPs (M#awire and Soludo, 1999).
At the same time the IFIs admitted that poverty nrayease in the initial phases of
adjustment. Nonetheless they also claimed thastiveess of the reforms in terms of
increased economic growth would gradually leadh® decrease of poverty (World
Bank, 1994b).

Originally the IFIs assumed that by changing runddan terms of trade in favour of the
rural population the poor wilimplicitly benefit and increase their incomes (Stewart,
1991; Zack-Williams, 2000). However this notion wassed on the assumptions that
the poor are located in the rural and agricultwmithated areas and that by supporting
the tradeable sector and cutting expenditures in-trawleable the poverty of rural
people will decrease (Stewart 1991). The inaccutddynese hypotheses is underlined
by the evidence provided by several authors (foangde Stewart, 1991; Zack-
Williams, 2000) stating that the most negativeligetied social groups were both urban
as well as rural poor.

Stewart (1991) illustrates this fact by the exangdl€06te d’lvoire. He claims that SAPs
especially favoured the export crops producersobuwhich only 27% were poor in
1980. On the other hand the food producers witregguvncidence of 47% often lost
because of the cuts in input subsidies such asiZers. In the following period,
between 1980 and 1985, the incomes of food produedirby 4.7% annually while the
incomes of export crop produced declined by 1.3%werage in the same period. This
suggests that great portion of the poor were adixeffected by the SAP policies.
Similar situation was not limited to C6te d’lvoibait repeated also in other countries,
for example in Ghana, a country that was regardethé IFIs as exemplary adjuster
(Stewart, 1991).
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In addition Collier and Gunning (1999) point at tfaet, that rural smallholders in

Malawi, who comprise large part of local poor amd aften in remote locations, were
also hurt by the early adjustment measures. Thaseefs were mostly net buyers of
maize and thus suffered from high food prices thate an outcome of devaluation,
removal of food subsidies and price deregulatidroduced by the SAPs. As Collier
and Gunning (1999) further state, the case of Mialawmallholders was well known

before the adjustment due to the pre-adjustmeryzesmperformed by the IMF. And

yet no measures were introduced to compensate timetime. Nevertheless for other
countries such analyses were not even performeli¢Cand Gunning, 1999).

Finally, Zack-Williams (2000) also identified poarral wage workers who do not own
any land as one of the most suffering groups. InaMiathe household real wages of
agricultural workers declined by 50% at the begignof the adjustment since their
wages were not increased simultaneously with thiagiprices of food (Collier and

Gunning, 1999). This was again, according to Ciolied Gunning (1999), predictable
but adequate compensating measures were not icddsoon enough to prevent this
unnecessary loss for workers.

The aforementioned measures that were not veryessfid in lowering the rural
poverty however seriously affected the urban pdmnaas well. In his booKhe Planet
of SlumsMike Davis calls the period of adjustment as anbdh Poverty’s Bing Bang”
(Davis, 2006). Although the term may be slightlyaggerated there are other sources
that agree that the adjustment gave the urban atguola rough time. Devaluation and
price decontrol introduced as a part of SAPs rgpitreased the costs of living on one
side, while cuts in subsidies on the other madeess¢o food and other essential
commodities more difficult (Riddell, 1992). Mkandag and Soludo (1999) also
reported rapid increase in unemployment, especfallyin building sector jobs from
which many poor had benefited. Moreover and espgdia urban areas the public
sector represented the dominant employer. Therafetrenchment and reduction in
public jobs left many teachers, health workers atigr public workers unemployed.
The “luckier” ones experienced “only” a rapid dease in their salaries which in some
of the adjusting countries fell by 33% (Zack-Witha, 2000). The fall in real wages
was even more significant due to the higher livaogts mentioned above. Consequently
the public workers, who mostly constituted the neddlass, in many cases became

the “new poor”, as reported by Davis (2006).

53



Despite very limited data on the specific overalinbers on poverty incidence in
African countries and its evolution throughout th®80s and 1990s there is some
evidence provided by various authors that showeesing trends in poverty incidence
in the adjusting countries. Mkandawire and Solut®@) and Zack-Williams (2000)
argue that even in the adjusting countries withitjy@s economic growth rates the
incidence of poverty increased by the early 19%isi¢€ 8).

Table 8: Change in the percentage of people below natipmatrty lines and change in

macroeconomic policies, 1985-1990.

Change in
Head-count ratio (%) Change in poverty macroeconomic

Country 1985 1990 (% points) policy (score)
Céte d'lvoire 40.31 45.93 5.62 -1.3
Ghana 29.00 33.49 4.49 2.2
Kenya 53.17 58.83 5.66 0.5
Mauritania 32.17 35.52 3.35 0.5
Rwanda 31.59 37.94 6.35 -0.2
Senegal 49.65 54.75 5.10 -0.5
Tanzania 53.53 59.79 6.26 15
Uganda 37.10 44.69 7.59 0.2
Zambia 48.53 52.54 4.01 -1.3
Zimbabwe 56.71 67.26 10.55 1.0

Source Modified according to Mkandawire and Soludo (1299

Note: Countries in bold indicate strong reform courstr@ecording to the World Bank (1994b).

Nevertheless the IFIs did not attribute much imgoaee to the question of poverty
alleviation until the UNICEF reporAdjustment with a Human Faeeas published in
1987. This report pointed at the mounting evideaioeut the negative effects of SAPs
on human development and is believed to have irttice IFIs to start to consider
introduction of poverty alleviating strategies (Kad/illiams, 2000). As a result in late
1980s and early 1990s the World Bank came with rab@ur of social cost mitigating
programs. The Social Action Program in Cameroorg @rassroot Development
Initiative Project in Togo, The Social Developmdnttoject in Chad, the National
Directorate for Employment Project in Nigeria arie tProgramme of Action to
Mitigate the Social Costs of Adjustment in Ghana ssme examples of such programs
given by Geo-JaJa and Mangum (2001).
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Although these measures were the heralds of actoverds poverty alleviation
what may be regarded as positive, they have batasad by several authors. Geo-
JaJa and Mangum (2001) and Woods (2006) for exaeiplm that these programs
could hardly allay the “externalities” produced $Ps. Furthermore according to the
Woods (2006) the overall approach of the IFIs watsahanged and thus the “origins”
of the negative social consequences remained.

Besides, Collier and Gunning (1999), Stewart (19849l Mkandawire and Soludo
(1999) argue that that these “safety-nets” weremofpoorly performed and badly
targeted. Stewart (1991) illustrates this on theecstudy from Ghana. As mentioned
above, in 1987 the World Bank launched the ProgranomAction to Mitigate the
Social Costs of Adjustment. As pleasant as thentide may seem the program had
several imperfections. Firstly, it had a signifitanban bias with two thirds of the funds
directed to the urban areas notwithstanding thetfat the majority of poor were still
located in the rural. Secondly only 3% of the fuvdsre allocated to the northern
regions with the highest incidence of poverty. lyaghe “nutrition project”, which was
implemented as a part of the Programme, was intetmleover 15 000 children while
the total number of children in need was half diaml Therefore similar programs are
desirable but in order to be successful they shbale been realised with much greater
scope and properly targeted (Stewart, 1991).

Collier and Gunning (1999, p. 640) on the otherdhhald that such “safety nets” are
wasteful since the poor would automatically benéfim the adjustment. The same
opinion is shared by the World Bank (1994b). Buivhmuch will it take for adjusting
countries to recover? This is a complicated qaastven for the World Bank itself. In
1993 the World Bank estimated, that "it would tadenual growth of 4.7 percent in
aggregate consumption to reduce the number of peaple in Sub-Saharan Africa—far
more than the 0.8 percent achieved in the 1980wglthe first decade of adjustment]”
(World Bank 1994b, p. 161). However the World Bankiptimism is not apropos.
Although the World Bank maintained that by achigvifsound” macroeconomic
policies, economic growth and subsequently theeggweduction would manifest, the
fact remains that average income per head in Shbaf8a Africa in 2000 was lower
than in 1971 (Geo-JaJa and Mangum, 2003) and Shiax&aAfrica remains the region
with the lowest level of human development in therl (UNDP, 2009).
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The Banks continuous emphasis on achieving the nopolicies was fittingly
commented on by Mkandawire and Soludo (1999, p.72):
Nobody on his or her right senses would argue $band macroeconomic
policies and sound economic growth will not redymsverty. However,
surely reasonable men and women could disagreehendgéfinition of
adjectivesoundas it applies to policies and to growth. There differences
between poverty-reducing growth paths and othewtjrgpaths. Whether, in

fact, SAP is a growth inducing strategy is questida on its own. It is even

more questionable, whether the SAP is a povertyaied growth path.

3.2.4 Reforming the approach

After perpetual criticism from different NGOs aslas the public pressure
from the major creditor countries providing funtsough the IMF and the World Bank
along with the inability of SAPs to solve the debsis and to reduce poverty, the IFIs
finally resorted to initiate new strategies. Théserg HIPC Initiative was reformed so
that most of the countries could achieve the debefrin the earlier stages of the
process (Woods, 2006). At the same time SAPs veglaced by a new approach under
the aegis of the IMF'$overty Reduction and Growth Facilitffhe new approach,
although still requiring the achievement sound maconomic policies, is much more
participatory and serves as a link between defrahd poverty reduction. The main
point of the new strategy is the preparation of Bowerty Reduction Strategy Papers
(PRSP) by the local authorities in the developitages. Although the completion of the
PRSP is still performed under the supervision ang¢doperation by the IFIs, much
greater ownership of the reforms is likely to beeached in comparison with the
previous SAPs (Andrews et al, 1999). Although tHRSP strategy is not an ideal
approach and would need some corrections at leesaifirst sign of changing the IFIs
attitude towards the question of poverty and growth
The changing attitude was explicitly expressedhi@ ¥orld Bank publication called
Economic growth in the 1990s: learning from a dexatlreformin 2005 which stated:

[...] we need to get away from formulae and the dedor elusive “best
practices [that have been part of the SAPs],” alg on deeper economic

analysis to identify the binding constraints onwgita [...] This much more

targeted approach requires recognizing country ipiges, and calls for
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more economic, institutional, and social analysisl aigor rather than a

formulaic approach to policy making (World Bank 030 p. xiii)
This publication presents such a major shift in\herld Bank’s view that according to
Rodrik (2006, p.974-975)

[...] the reader has to remind himself that thekbbe is holding in his hands

is not some radical manifesto, but a report prepasethe seat of orthodoxy

in the universe of development policy.
Nevertheless it will definitely take some time tbe “reformed” ideas of the IMF and
World Bank to remedy the losses produced by SARmg@lits implementation in Sub-
Saharan Africa.
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4 Conclusion

In spite of several efforts that have been madautoAfrican countries back on
the path of socio-economic development the Sub+8ah#he region still remains the
poorest in the world. The Structural Adjustment gPamns were one of the most
significant strategies and played an important rolethe economic and social
development of Sub-Saharan Africa throughout th80%%and 1990s. The programs,
which replaced state led development model with niee-liberal market oriented
approach, were implemented in the majority of Africcountries and intended to revive
economic growth. However, despite great expectatiand optimism of the
International Financial Institutions and the langdumes of foreign aid, the positive
effects of the programs remain questionable an@éraéweaknesses of the approach
have been identified.

Although there were certainly other factors negaivaffecting the economic
situation of the Sub-Saharan Africa, the programesteave been criticised for having
ignored the diversity and circumstances of Africauntries and applying universal
measures with an ideological preconception. Assaltehe reforms did not, apart from
few exceptions, meet the expectations in revivihg economic growth and have
brought several disturbances in many sectors oetemomy ranging from industry to
agriculture. The excessive focus of economic isssidselieved to have brought hard
times for vulnerable groups of African populatiowluding the rural as well as urban
poor with consequences remaining until the pregene. Moreover the reforms
inadequately addressed important sectors suchwstoh and health care which are
regarded as crucial for successful human developmen

Nevertheless despite the limited success and thatine adverse effects of the
Structural Adjustment Programs, there is a potetaigut Africa back on the path of
successful human and economic development. Howiévaust be realised that the
complexity of African development problems reacfesbeyond the fiscal deficits or
monetary policy. Therefore, when designing suclategies the policies must be
appropriately tailored to the real needs of Afrigawpulation, with reasonable use of
government’s role in economy, and must not be basedleological preconceptions.
The Poverty Reduction Strategy Papers approach tbplaced the Structural
Adjustment Programs in 1999 has potential to astlgaartially serve as more

appropriate development strategy.
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