8 Aspects of
Macroeconomic
Adjustment

8.1 INTRODUCTION

The economy of Sierra Leone fell into stagnation and then
decline in the 1970s and 1980s, and in the mid-1980s into
chronic instability. This instability the World Bank attributed
to economic mismanagement by the government. In light of our
subsequent discussion, it is worth giving an extended quotation
that summarizes the view of the Bank,

[The Government] did not adjust the exchange rate in a timely
and sufficient manner, and it continued to keep agricultural
producer prices . . . low and incurred huge budget deficits. In
1979, when the terms of trade drastically turned against Sierra
Leone, instead of managing demand, the Government
increased its expenditure program sharply. Domestic inflation
soared, and the spread between the official and parallel
market exchange rate widened sharply. With the Leone
grossly overvalued in the official market market, most trade
and foreign exchange was attracted away [rom that market.
{World Bank, 1985a, p. 1)

The Bank story can be summarized as follows: the economy
suffered a severe external shock, and the government turned this
shock into a domestic disaster by mismanaging the exchange
rate (which made a bad balance-of-payments problem worse),
generating disincentives for agriculture (which undermined
exports), and reckless spending {(which provoked rampant
inflation). It will be argued that there is very little truth mn this
story;' on the contrary, much of the economic instability
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resulted from the implementation of multilateral conditional-
ities, with the ‘floating’ of the exchange rate being the most
important case of macroeconomic mismanagement. Prior to
developing this argument, it is necessary to deal with several
misconceptions about the performance of the economy

(1) that the external account suffered from chronic disequili-
brium;

(2) that the exchange rate was grossly over-valued;

(3) that government expenditure grew out of control.

After correcting these three misconceptions, we turn to a
discussion of inflation.

8.2 THE BALANCE OF PAYMENTS

A key point in the multilateral diagnosis of the ills of the Sierra
Leonean economy was that the government mismanaged the
exchange rate, allowing it to be grossly overvalued (‘unrealistic’
was a term often used). The maladies resulting from this
particular mismanagement were alleged to be several:

(1) it discouraged exports in general and encouraged imports;
(2) specifically, it stimulated the smuggling of diamonds and

gold (into Liberia) to seek better prices in hard currency;
(3) it penalized agriculture relatively to urban industry.

To rectify this mismanagement, the IMF in 1986 pressed upon
the Government a float of the Leone against the advice of
professionals in the Bank of Sierra Leone and the Ministry of
Finance. In 1989 the IMF continued to require what it called a
‘clean float’ as conditionality.?

The first step in assessing whether instability derived from
government mismanagement is to see whether the exchange rate
was in fact over-valued and when. Some general theoretical
considerations are necessary to interpret the statistics. There is a
sense in which an exchange rate is by definition over-valued if
there is unsustainabte balance-of-payments pressure. If one
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believes that exports are negatively related to the exchange rate
and imports positively related and capital flows are ignored,
then, ceteris paribus, there is a devaluation which will correct the
balance-of-payments disequilibrium. However, by explaining all
balance-of-payments deficits, this explains none, as well as
begging the practical questions. For example, a balance-of-
payments deficit may be the result of a deficit on the current
account accompanied by a smaller surplus in the capital account
(or vice versa). Particularly for African countries, the two
accounts are unlikely to respond to a change in the exchange
rate in the same manner. It could be argued that private
investment is responsive to the exchange rate,> but this is much
less important than official lending for the small SSA countries.
For these countries during the 1980s, the non-trade account
suffered from heavy deficits as a consequence of debt payments
and the decline of official lending. If such a situation is treated
as a relative price problem, then the exchange rate becomes
captive of non-trade flows, and its role as regulator of
commodity trade according to comparative advantage is lost.
The view that debt-related deficits should be covered by
exchange-rate-promoted trade surpluses has a decidedly mer-
cantilist flavour. Further, pressing for larger trade surpluses to
cover a debt deficit presupposes the value judgement that the
debt should be paid in full, a position abandoned with regard to
Africa by major donor governments in the late 1980s.

With these points in mind, we turn to an inspection of the
external account in Table 8.1. The 25 years divide into five
periods. During 1963-7, the country ran rather small trade
deficits roughly equal 1o the overall deficit in the external
account, with both private and official net capital flows
positive. This period of small deficits was followed by six
years, 1968 to 1973, when the trade account fluctuated between
deficit and surplus, with an positive export-import balance for
the years taken together. During this second period the overall
external balance was positive every year except the last, when
the shortfall was quite small. In the third period, 1974 to 1977,
the trade balance turned negative. However, capital flows
remained net positive, so the balance-of-payments pressure
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Tasie 8.1 Measures of the external account, 196388 Table 8.1 continued
Averages Expores fmports X-M
Trade account fLISE m) Per cent QH Ghp* 1963-67 78 84 -6
Current  Total  Comment 1968-73 108 106 2
Year Exports Imports X M X-M account balance on period 1974-77 139 176 -37
1978-82 173 305 —132
Pericd 1: 1983 87 128 130 -2
1963 72 74 -2 =03 ~5%5 —0.6 Small trade :
1964 88 89 -1 -0l —64 —0.1 deficit, net : *The percentages are: (trade balance/GDP); (current account balance/GDFP);
1965 83 94 —11 =28 —92 —26 capital flow . and (overall balance/GDP), using the definition of the IMF in cach case. For
1966 78 87 -9 -24 —68 —18 positive example, in the December 1990 number of International Financial Statisiics,
1967 68 79 -1 =29 =75 =30 these three external balances are lines 77acd, 77a.d, and 77¢c.d. The
percentages are calculated frem external account flows and current GDP
Period 2: measured in Leone. Therefore, the figures are close to but net exactly what
Em% ' 93 . _ one would obtain by converting GDP into doliars and dividing into dollar-
1969 _ow w_ 12 34 06 3.5 Positive _ denominated external account categories.
1670 101 5@ 7 1.6 —24 20 X _S Source SLG, BSL, items a, b, ¢; UN, Monthiy Builetin of Statistics, IMF,
3 -2 —-07 38 0.7 capital flow International Financial Sratistics,
1971 104 109 -5 —1.0 ~4.7 0.1  positive -
1972 114 105 8 1.7 -19 2.1 i
1973 £31 140 -9 _15 _—50 —14 was clearly a trade account problem. The fourth period,
1978 82, separates itself out for the huge increase in the trade
Period 3: deficit, on average almost four times greater than in the previous
“WM “Mw wwo —54 —80 ~90 —22 Substantial period. Again, capital flows were positive (though smaller
1976 115 Em wa HM.M wa Hw—.w M_Wm?hﬂ absolutely). Thus, for nine years, 1974 to 1982, Sterra Leone
1977 148 168 —20 -25 —52 —07 capital flow experienced a growing balance-of-payments crisis, arising in the
positive trade account. The last period, 1983-7, proved quite different.
In this case the external account deficit was associated with a
_ww,ﬂwon_ 4: near equality of imports and exports, with the overall deficit
(979 “Ww www uww sm_w - _M_w.w |w,w m&mmﬂ X M arising solely from the non-trade account. The substantial drop
— —&. —&. —-0. eficit, - N . .
1980 214 186 172 —147 72 10 capital flow in exports and rise in imports in 1988 sets this year apart from
1981 152 282 —130 —93 -103 —73 positive the previous five, Until later figures came forth, it would not be
1982 110 60 150 -99 -—i12 &3 possible to judge if this year represented a return to chronic
Peri trade deficits or a transitory phenomenon.
_wm%a > 107 33 26 18 1o 59 Virtual : The table suggests that in the mid-1980s Sierra Leone resolved
1984 133 150 —17 —10 -13  _si :“mwn. (at least temporarily) its problem of the current account.
1985 132 141 -% _08 0.6 —50 balance, Inspection of Table 8.1 shows that in 1983, for the first time
“me “Ww :h_ﬂ M WW 179 —386  capital flow since independence the capital account showed a deficit, which
- 9 —32  -27 negative continued through 1988 with the exception of 1987. After 1982 a
Period 6[): spectacular decline in the trade deficit began: US$ — 150 mullion
1988 104 133 _34 _33  _04 —125 2999 in 1982, —26 million in 1983, and continuing to fall until

achieving a surplus in 1986 and another in 1987, with these
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being the largest surpluses since independence. This dramatic
improvement in the trade balance would not seem to qualify for
economic mismanagement. Nor would the reversal from deficit
to surplus seem consistent with a ‘grossly overvalued’ exchange
rate. But the question naturally arises, why would a country be
suffering from chronic balance-of-payments pressure when the
trade balance was improving? The professionals at the Bank of
Sierra Leone pointed out the answer: the huge devaluations of
the Leone after 1982, combined with liberalization of foreign
exchange dealings, resulted in massive capital outflow, quite
legal and under the eyes of a central bank helpless to stop it.
Later this point will be developed in more detail; stated briefly,
the structural adjustment measures demanded by the multi-
laterals resulted in legalized capital flight and speculation on
the national currency.

8.3 ROLE OF THE EXCHANGE RATE

For the World Bank and the IMF the key variable determining
Sierra Leone’s balance of payments was the exchange rate. This
emphasis followed from a theoretical framework in which all
problems derive from relative price distortions. Table 8.2
provides information to assess this approach. Here the trade
balance is reproduced along with the nominal exchange rate and
a calculation of the so-called ‘real’ exchange rate. In Table 8.2
1978 is taken as a convenient base for the indices, because in
that year the Leone and US dollar exchanged virtually one-to-
one. The last column offers a measure often used by the Fund
and the Bank in judging the soundness of exchange rate policy,
a calculation of inter-country purchasing power parity (PPP).*
A measure of purchasing power parity can be crudely approxi-
mated by multiplying a nominal exchange rate by the ratio of
domestic prices to international prices. As is common practice,
in the table international prices have been approximated by the
US general price deflator. The simple logic of the measure is as
follows: given the nominal exchange rate, if the world (US) price
level rises less (more) than the domestic price level, then the
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TariE 8.2 A crude estimate of the purchasing power parity (‘real’)
exchange rate

X-M balance Nominal exchange rate PPP rate Comment on

Year fUSSmj Sileone  Index Index  period

Period §:

1963 -2 1.400 139 99 Appreciation of

1964 — 1 i.400 13% 110 ‘real” exchange

1965 —1t 1.400 139 114 rate, increased

1966 -9 1.400 139 114 trade deficit

1967 -1 1.361 135 116

Period 2:

1968 12 1.208 11 04 Compared to

1969 7 1.200 111 162 previous period

1970 -2 1.208 111 106 ‘real” devaluation,

1971 -5 1.304 130 108 worsening X-M

1972 g8 1.251 124 108

1973 -9 1.241 123 105

Period 3:

1974 —54 1.191 118 94 Compared to

1975 —40 1.258 125 108 previous period

1976 —33 0.905 90 ] ‘real” devaluation,

1977 =20 0.907 90 88 worsening X --M

Pericd 4:

1978 —71 1.007 100 100 Same ‘real’

1979 — 138 1.014 inl 103 exchange rate as

1980 —172 1.121 in 11 period 2, huge

1981 —130 0.905 90 102 X-M deficit

1982 - 150 0.803 80 13 compared to
earlier surplus

Period 5:

1983 —26 0.528 52 124 Large

1984 —17 (1414 41 159 appreciation,

1985 -9 0.203 20 138 sharp fallin X M

1986 15 0.064 [ 81 deficit. changing

1987 25 0.031 3 106 to surplus

Period 6 [7]:

1988 —34 0.029 3 125 2777
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Table 8.2 continued

Nonminal exchange rate PPP rate
Averages X-M §/Leane Index Index
1963-67 -6 1,392 138 111
1968- 73 2 1.235 122 106
1974-77 -137 1.065 105 92
1978-82 - 132 0.970 96 106
1983 87 -2 0.248 24 122

The purchasing power parity rate was approximated by multiplying the
nominal exchange rate by the Freetown cost of living index and dividing by
the US GNP price deflator.

Source Nominal exchange rate and trade in US dollars: UN, Monthly
Bulletin of Statistics, various issues; the ‘international’ rate of inflation is the
US general GNP deflator, from USG, CEA, 1988.

national currency in question appreciates (depreciates or deva-
lues), and the country’s exports become less (more) competitive.
This is a crude measure in that it ignores any institutional
relations which may govern trade (such as commodity agree-
ments), as well as taking no account of trade determined by
technological factors or special endowments of factors.’> Because
the calculations usually use general price indices, no account is
taken of the distinction between tradeables and non-tradeables,
or the composition of trade of the country in question. Like
many stmple measures, familiarity in use has resulted in ignoring
its limitations. These limitations do not weaken the argument
that follows; rather, they strengthen it. The purpose is to use the
measures of the multilaterals themselves to see if the conclusion
about ‘real’ exchange rates and trade flows was supported by the
empirical evidence,

From the early 1980s onwards the Leone experienced a series
of nominal devaluations that could be described as astounding.
In 1980 the trade-weighted exchange rate stood at US$ 1.12 to
the Leone; by 1987 it collapsed to US 3 cents. The most
dramatic drop came in three catastrophic months in 1986 when
the IMF ‘clean float’ (treated later) drove the Leone from 5.7 to
the dollar to 30 (27 June to 26 September). If this represented
sound economic policy, the government of Sierra Leone might
have been well-advised to experiment with mismanagement.
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Consider the mid-points of the two five year periods, 1978-82
and 1983-7: despite a nominal devaluation of 550 per cent, the
purchasing power parity exchange rate appreciated by 15 per
cent. One would think that when a policy so obviously failed to
achieve its purpose (‘real” devaluation), it would be abandoned.
The great swings in PPP measure of the exchange rate lend
support to the view that large devaluations generate general
equilibrium effects which can be their own undoing, resulting in
subsequent real appreciation. The sharp real depreciation in
1986 was followed by a real appreciation of 31 per cent in 1987,
then in 1988 a return to the level of 1983 at 25 per cent above
1978,

Table 8.2 provides further evidence to cast doubt upon the
effectiveness of devaluation. As the commentary in the last
column summarizes, the behaviour of the trade balance with
respect to the real exchange rate proves quite perverse if one
follows the logic of the multilaterals. A substantial real devalua-
tion characterized the second period compared with the first,
but the trade balance worsened. Carrying on down the table, we
see that the third period again brought a real devaluation, and
again the trade balance deteriorated. In the fourth period the
massive increase in the trade deficit was associated with real
appreciation, but it is hard to attribute causality when one looks
on to the fifth period. During 1983--7 the PPP rate appreciated
by 15 per cent compared with the period before, and the trade
deficit shifted from deficit to surplus. On the basis of the PPP
calculations alone, one can agree with the Bank that the Leone
was ‘grossly overvalued’ during the mid-1980s, and it is also true
that the trade balance improved strikingly ®

These ad hoc criticisms of faith in the exchange rate adjust-
ment can be made more rigorous by applying regression
analysis. Using annual data from 1965 to 1985 and quarterly
data for 1979 to 1988 (first quarter for both) the relationship
between the exchange rate and trade flows can be estimated
econometrically, and the results are reported in Table 8.3. The
estimation is a crude one, but similar to statistical exercises
carried out by professionals at the World Bank. For example, a
1988 World Bank working paper offered statistical results based
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Tasie 8.3 Regression analysis of exports and imports and the ‘real” (PPP)
exchange rate

Vuriable Coeff- Standard T-star-

: , -0 Regression
{fogarithmic) icient error istic

statistics

1. Annual data, 1964-85
depVar:
deflated exports (level)

real X-rate(t—1) —0.656 0.533 -1.2 R2(adj)=0.142
trend -0.016 0.008 —2.0 DW=1.97
constant 5.601 0.103 54.4* DF=19 i
depVar: |
deflated imports (level)
real X-rate ~1.244 0385 —32Y  R2adj))=07
real GDP 2.284 1.045 2.2 ﬁb %.H m..mw@
trend —0.096 0.029 —3.3% DF=19
constant —6.556 5.886 -1.1
2. Qnuarterly data, {979-88
depVar: _
deflated exports {level)
real X-rate(t—1)* —1.127 0.672 —t.7 R2{adj)= 0.009 _
(—1.125) (D659 —1.7 {0.054)
Ist Qt dummy 0.307 0.585 0.5 DW=10.20l1
2nd Qt dummy 0.570 0.616 0.9 DF=134 _
3rd Ot dummy 0.001 0.598 0.002
constant 3833 0.535 7.24 _
depVar:
deflated exports (1st difference} _
real X-rate(t —2) —-0.072 0.058 ~1.2 R2(adjy= 0.383 :
Ist Qt dummy ¢.576  0.206 2.8 DW=233
2nd Qt dummy 0311 0.208 1.5 DF=130 i
Ird Qt dummy —0.408 0.202 —-2.0 .
constant —{0.040 {143 —0.3
depVar:

deflated imports (level)

real X-rate(1—1) —0.505 0.221 —-23 R2{adj)= 0.068
Ist Qt dummy —0.017 0.180 —0.09 Dw=258"
2nd Qt dummy —0.226 0.179 —-0.13 DE= 31
ird Qt dummy 0.225 0.180 i.3
constant 0.543  0.260 2.1*
depVar:
deflated imports (1st difference)
real X-rate(t—1) —0.736  0.226  —33  R2(adj)=0.221 :
Ist Qi dummy omitted, non-significant DW=1211
2nd Qt dummy omitted, non-significant DF=133

3rd Qt dummy omitted. non-significant
conslant 0.091 0.059 1.5
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Tuble 8.3 continued

*Numbers in second row in parentheses are the statistics obtained using the
real exchange rate only.

H,:.n hypothesis that there exists autoregression cannot be rejected.
!Significant at the 0.01 level of probability.

All equations are estimated in logarithmic form. In the case of first
differences, the estimations are of the naturaj log of the ratio of successive
periods.

Annual data; The cxchange rate and real GDP are from previous tables.
Deflated imperts and exports are obtained by deflating dollar values by the
unit value indices in World Bank, November 1974, Vol 5, Table 8.9; and
World Bank, Scptember 1985, p. 102; and SLG, CSO, 1987 (where indices
refer to Leone prices and must first be adjusted for the exchange rate).

Quarterly data: Quarterly exchange rate figures are from IMF, [nter-
national Financigl Statistics, various years, multiplied by the ratio of the
Freetown cost of living index (Bank of Sierra Leone, Ecomomic Trends,
various numbers) to the US general price deflator (Economic Report of the
Presidenr, various years). Quarterly dollar exports and imports are obtained
by converting the Leone figures (Economic Trends) by the exchange rate. The
exports and imports are then deflated by using the unit prices reported
monthly, again in Economic Trends.
on cross-sectional data claiming to establish that real exchange
rates had a major impact on the trade of SSA countries.” The
statistics in Table 8.3 offer little support for that view in the case
of Sierra Leone. For the annual data the exchange rate is not
significant for the level of exports, and while it is highly
significant for real imports, it is not of the theoretically
predicted sign (also the estimate seems afflicted by autoregres-
sion). Estimations on first differences yield no significant
coefficients (except for the constant term) and lower R2’s, so
they are not reported.

Use of quarterly data produces results marginally more
encouraging for the role of the real exchange rate. Here,
surprisingly, estimations using levels of variables are consider-
ably less significant than using rates of change. The coeflicient
on the real exchange rate for deflated exports is of the predicted
sign (negative), but non-significant. Some explanatory power is
gained from quarterly adjustment by the dummy variables), For
imports again the coefficient on the real exchange rate is
significant but assumes the ‘wrong’ sign. It might be that the
absence of the real GDP variable in the quarterly estimate
produced the perverse coefficient for imports, were il not that
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the negative sign was duplicated in the annual data. Certainly
these regression estimates are crude; for example, they employ
ordinary least squares. As mentioned, they follow the technique
applied in World Bank empirical studies. One can conclude that
preliminary econometric evidence does not confirm that trade
flows respond to the exchange rate in the manner suggested by
the World Bank, and leave it to the advocates of the power of
exchange rates to establish the contrary.®

This discussion of trade flows would not be complete without
reference to smuggling, for many alleged that a substantial
portion of the country’s trade went unrecorded. This allegation
by its nature would not be easy to verify empirically. However,
the existence and extent of smuggling would not affect our
concluston that the official trade balance improved dramatic-
ally with no apparent connection with the exchange rate. The
Bank and the Fund primarily concerned themselves with the
official figures, and only indirectly with unrecorded flows. They
argued that what smuggling occurred resulted from a mis-
managed exchange rate (and taxes on diamonds and gold).
The discussion so far demonstrates that it is not obvious that
the exchange rate was mismanaged.

To this point we have considered the question of government
exchange rate mismanagement by considering only data from
Sierra Leone. Perhaps the more constructive approach would be
to ask, if purchasing power parity exchange rates are a measure
of sound management, how did Sierra Leone compare with its
trading competitors? This question is more relevant, because
Sierra Leone’s trading partners do not to any great extent
produce the commodities which Sierra Leone exports (dia-
monds, coffee, cocoa and palm kernels). To an extent, it was
irrelevant what happened to inflation and the nominal exchange
rate in Sierra Leone compared with Europe and the United
States: what happened to those vaniables in other countrics
which export similar products is highly relevant. In Table 8.4,
purchasing power parity exchange rates have been calculated for
five countries of West Africa in addition to Sierra Leone: Cote
d'lvoire, Ghana, Liberia, Nigeria and Senegal. In each case, the
nominal exchange rate was multiplied by the ratio of the
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domestic price level to the US price level. All of these oocuﬂamnm
exported the agricultural commodities that Sierra Leone did (or
potentially could have done).”

TasLe 8.4 Crude measure of purchasing power parity exchange rates
for Sierra Leone and five trade competitors, 19807

Country
Cote Sierra
Year Liberia  Nigeria Ghana  d'fvoire  Senegal  Leone
1980 100 100 100 100 100 100
1981 99 121 253 99 97 92
1982 104 122 305 123 131 102
1983 106 134 61 161 181 112
1984 105 168 51 188 226 143
1985 104 144 48 155 207 124
1986 112 48 39 143 190 73
1987 114 41 30 122 147 95
verages
ﬂ@%@mm 106 110 11 136 160 105
rank: 2 3 4 5 6 i
198084 103 129 150 134 147 110
rank: 1 3 6 4 5 2
1985-87 110 78 39 140 193 97
rank: 4 2 1 5 6 3

These statistics calculated in the same manner 4s in Table 8.2 .
Source Exchange rates and inflation rates: IMF, International
Financial Sratistics, various 1ssues.

The comparison suggests that the government of Sierra _Lnoq._m
was not flagrant in maintaining an overvalued exchange rate in
the 1980s. At the bottom of the table are averages, for the eight-
year period, and divided between 1980-84 and 1985-7 (the ._m:ma
coinciding with Sierra Leone’s massive :o:&:m_ ané_:m:o:.m.v.
Along with these averages is the rank ordering m._, 9@ countries
by reverse order of real exchange rate appreciation. For the
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eight years as a whole, Sierra Leone had the smallest real
appreciation compared with 1980, only 5 per cent. During
_om?mm_ Sierra Leone enjoyed the second lowest appreciation
exceeding only Liberia. In the latter period the oo:EQ.m.
currency depreciated in real terms by 3 per cent, with only
Nigeria and Ghana doing better. That three countries in the
:.:u_n could not devalue nominally'® does not alter the conclu-
sion that on the criterion of exchange rate management the
mxn:m:mo rate of Sierra Leone performed better than its
competitors,

From this analysis of the balance of payments and the
mxm:mnmn rate emerge important conclusions for structural
adjustment. First, while Sierra Leone suffered from an unman-
ageable trade and current account in the 1970s and early 1980s
by the mid-1980s trade flows produced a surplus, and ::m”
surplus was achieved with an appreciating real exchange rate.
.m@no:ad the massive devaluations of the mid-1980s proved
_:m:,nn:ﬁ in achieving substantial rea! devaluation. Third
evidence indicates little support for the view that the Qmmm
account was responsive to the real exchange rate. Fourth
relatively to its competitor countries, Sierra Leone did not :msm
an muv._.mn_m::m real exchange rate. Taken together, these
oOan_cm_o:m imply that the heavy emphasis on exchange rate
adjustment by the multilaterals had little justification.

8.4 THE FISCAL DEFICIT

If in the judgement of the Bank and the Fund the over-valued
exchange rate qualified as the primary distortion in the Sierra
Leone economy. a close second came the fiscal deficit. A key
part of the World Bank story of the maladies of the economy
involved an indictment of excessive spending;

:._ 1979, Erm:. the terms of trade drastically turned against
Sierra Leone, instead of managing demand, the Government

.. . increased its expenditure program sharply. (World B
1986b. p. 1) Py (World Bank,
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The allegation is clear: after 1979 the government of Sierra
Leone should have cut expenditure (or not increased it), and
failed to do so. First, the ideology implicit in the statement
should not be missed. ‘Managing demand’ could be achieved
either by expenditure reduction or the increase of taxation.
Considering only the former reflects dogma, not theory.
Second, by any reasonable judgement the allegation was
factually false. The government of Sierra Leone, either by
intent or default, did cut expenditure. The factual incorrectness
of the allegation is shown in Table 8.5, based upon data from
the Bank itself, the IMF, the national accounts of the country,
and government budget documents.'' The figures in the first
two columns refer to actual, post-facto, expenditures, not
planned expenditures. The figures in the table are calculated in
constant prices. When judging whether government expenditure
‘rose sharply’ and/or reached excessive levels, expenditure
should be assessed in real terms, not nominal. While govern-
ment expenditure itself might be contributing to inflation, it is
none the less the case that expenditure in real terms measures
the extent to which a government draws on real resources.

Table 8.5 is divided into the same periods as in the analysis of
the balance of payments, reflecting a correspondence between
the two deficits, fiscal and trade (refer to Table 8.1). The fiscal
deficit (second column of Table 8.5) tended to rise and fall when
the trade balance did the same. This resulted from two factors at
work: first, much of the government's revenue derived directly
and indirectly from trade; and second, a deterioration of
revenue sources occurred in the 1970s when iron ore production
(all of which is exported) ceased. However, the five periods in
Table 8.5 could also be divided into only two: 1964-79, when
expenditure in real terms increased almost continuously; and
1980-7 when except for 1986 it decreased almost continuously.
Over precisely the period for which the World Bank accused the
government of having ‘increased its expenditure program
sharply’, recurrent expenditure fell dramatically in real terms.
Identifying the 1980s as a period of rising expenditure reflected
in most flagrant form the notorious ‘money illusion’, in which
nominal changes are confused with real ones.
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Tasre 8.5 Current expenditure and deficit in 1977 Leone and as Table 8.5 continued

v *
percentage of GDP, 1964-88 _ * Fiscal years, with 1986-7 money GDP estimated by assuming no
growth and GDP deflator equal to Freetown cost of living index.

Current Current Current Current ¥ Includes the category “extra-budgetary expenditure’, and therefore
expendituret account expenditure| account differs from figures given in World Bank (1985a, p. 4), which include
Y @mﬁwah MMG?&‘ GDP deficit/ . only normal recurrent expenditure.
ear ¢/ eficit (percentages) GDP _ * Percentages in parentheses omit 1986, when the Leone was devalued
massively.
MWMM www Mw ”ww MW Source Government expenditure — 1964-71, World Bank, 1974,
1966 74.0 17.0 114 N”m. “ Table 6.1; 1972-8, Wortd Bank, 1981, p. 162; 1979-85, SLG, BSL.a,
1967 76.4 57 124 e | SLG, BSLb, and SLG. CSO, 1987; 1986 and 1987, GSL, n.d. Sec
i also World Bank (1985a, p. 4). where the 1978-84 figures are from
1968 76.4 37.1 11 54 SLG. BSL and Ministry of Finance sources.
1969 90.1 325 1.8 4.2 " j L
1970 98.3 18.6 13.9 26 _ From 1964 (the year after independence) to 1979, current
1971 105.7 16.5 14.4 32 : account real expenditure grew at a least-squares-estimated
1972 116.4 5.1 15.6 0.7 annual rate of 8.5 per cent,'> or at about 5 per cent per
1973 164.7 —5.6 19.7 -0.7 capita. This rate of per capita expenditure growth was not high
by comparison with other SSA countries. Then, the level of real
“NHM wmww waw wmw 1WM expenditure dropped sharply, from an average of Le 213 3:5:
' ' : 4 for 1978-82, to Le 101 million for 1983-7 (these measured in
1976 E51.8 —255 I8.8 —3.2 ; i i
1977 220.3 630 5.9 33 1977 w:om&,. It was quite possible Emﬂ no 0,92 mcv-mm:mwm:
1978 2731 ~ 703 5] 19 country during the Ewo,m matched E_.m.a_,moo:_ms ﬁ.nm._ _,na.:n:o:
1979 246.2 —108.6 279 2o in government mxvmna:cam. In addition to aon_._:_:m in real
1980 213.7 _104.8 258 —116 terms, the programming of government expenditure became
1981 202.1 —774 273 85 increasingly chaotic in the wake of massive devaluations. The
1982 160.1 —80.5 19.1 —94 catastrophic fall of the Leone during 1986 and subsequent
devaluations resulted in a collapse in the purchasing power of
1983 1133 —65.2 t4.9 —8.8 budgetary allocations. With each new descent of the exchange
1984 71.6 —36.2 (0.5 —53 rate, ministries required new extra-budgetary allocations, such
1985 52.0 ~24.6 9.1 —4.3 m that supplemental funding represented 42 per cent of current
“wa _MM_WM il_wmﬁ Wﬂw - _Mm | expenditure in 1986 (BSL.a and BSL.b). The sudden increase in
. . , - _ real expenditure in 1986 can be explained as the result of the
Avcrages 196467 121 1.4 m_ government over-estimating the increase in nominal expenditure
1968—73 14.8 33 necessary lo compensate ministries for the disastrous IMF-
1974 77 21.8 5.1 fostered float during June to September. By the next fiscal year
[978-82 333 _9g the depreciating exchange rate had again done its work, and real
1983-87+* 14.1 —6.8 expenditure fell by half.
(11.4) (—5.0) In 1985 the World Bank judged that the government of Sierra

Leone let recurrent expenditure spin of control. A quick
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calculation from Table 8.5 shows that per capita expenditure for
1983-7 was 30 per cent below its annual level for 1964-7. The
Bank had its conclusion backwards: during the 1980s govern-
ment current expenditure in Sierra Leone was too low, not too
high. Few were the countries of the world in which government
expenditure claimed less than a fifth of GDP, and during the
mid-1980s in Sierra Leone this share had dropped to 14 per cent.
The deficit in this case (7 per cent of GDP in the last period)
represented not an expenditure problem, but a revenue shortfall.
In Sierra Leone public services - health, education,!’ and
general administration — were appallingly low, even by the
standards of some of its neighbouring countries. The proper
advice to the government of Sierra Leone in the 1980s would
have been: tax more and spend more, for the public sector was
being pauperized. Certainly the government could have spent
more wisely and efficiently, but in addition to its failings in this
regard, it also was culpable of not sufficiently funding the basic
needs of its people. To suggest the opposite was false. This was
exactly the position taken by the 1990 JASPA report:

The Sierra Leone government cannot be qualified as a big
spender . . . It would, therefore, be unreasonable to exercise
more restraint on total non-interest expenditure ... {Tlhe
tmprovement of the social situation in Sierra Leone will not
be possible unless the debt burden is substantially reduced . . .
The basic cause of the balance of payments imbalance lies
with the capital account, not with the trade account. (ILO/
JASPA, 1990, pp. xiii-xiv)

A comparison between this JASPA quotation and that from
the World Bank at the beginning of this section shows the
difference between analysis and ideology. For the Bank a budget
deficit presented a prima facie case for expenditure reduction,
which could only be a gain since governments represent the
source of economic distortions. Unencumbered by this ideology.
the JASPA mission drew the opposite and obvious conclusion:
‘the impression is overwhelming that one of the primary needs
of the Sierra Leonean economy is the urgent rehabilitation of
the pubtic sector’ (ILO/JASPA, p. xv).

9 Mismanagement or
Maladjustment?

9.1 THE FUND MISMANAGES THE EXCHANGE RATE

In previous chapters it was demonstrated that the multilateral
organizations got their analysis and recommendations for Sierra
Leone consistently wrong. At this point we go beyond criticism
to analyse what actually happened to the economy of Sierra
Leone to produce such chronic instability in the 1980s. First, we
again summarize the story the multilaterals told about Sierra
Leone in the 1980s: afier the economy suffered an external
shock in the late 1970s, the government unwisely expanded
expenditure which worsened the balance of payments and
provoked inflation; the inflation resulted in overvaluation of
the exchange rate; the overvalued exchange rate depressed
exports, which fed back to make a bad balance-of-payments
situation even worse; and compounding these problems was a
foolish policy of intervention in domestic agricultural markets
which discouraged production, as well as worsening the rural-
urban income gap. As we saw, there was little fact and much
fiction to this story:

(1) from the late 1970s onwards the Government cut real
expenditure, 1t did not raise it;
{2) compared with other currencies of the region, the Leone
was not overvalued;
(3) when the Leone appreciated in the 1980s, the trade balance
improved;
(4) with regard to agricultural policy,
(a) the policies of the Rice Board seem to have had httle
negative effect on production;
(b) producer prices for the major export crops closely
followed the trend in world prices; and
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(c) there is no evidence that export crop output correl-
ated with the gap between the producer price and the
export price;

(5) had a shift in income toward urban areas occurred (and the
opposite happened), it would have probably improved
income distribution, not worsened it.

But what of inflation? Certainly that part of the story was
true: from 1980 to 1988, the general consumer price index
increased by over 40 times, and beginning in 1982 the annual
rate of inflation exceeded 50 per cent. If the multilateral story
was false, how does one account for inflation? The acceleration
of inflation occurred in part because the multilateral story was
false. That false story led the experts of the Bank and the Fund
to conclude that the problems of the Sierra Leonean economy
were the result of ‘price distortions’, and that the key ‘price
distortion’ the exchange rate. They then compounded this
analytical mistake by the measure taken to correct that
‘distortion’, through a ‘clean float’. By a ‘clean float’ the Fund
meant a process of exchange rate determination in which the
government did not intervene; a ‘market determined’ exchange
rate, as it were.

When devaluation is called for, there are a number of ways to
bring it about. When considering the alternatives, there are
many reasons to doubt the wisdom of an unregulated exchange
rate for any country. This, one might presume, was why no
developed country practised such a policy after the breakdown
of the Bretton Woods accords in the early 1970s. This in and of
itself should cause pause for doubt: if the countries of the world
with much more technical expertise in economic management
and much more stable economies regularly send their central
banks into foreign exchange markets to dampen fluctuations,
would it be wise for a small, open economy buffeted by terms of
trade shocks 1o do otherwise?

There are a number of considerations that suggest that an
unregulated exchange rate is especially foothardy for small
underdeveloped countries. These were stressed by the officials
of the Bank of Sierra Leone in discussions with the Fund, but to
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TasLE 9.1 Average trade flows and their variation by quarter,

1979-87
Category Ist Qv 2nd Qtr 3rd Qir  4th Qtr
(flows in US$ m)
Exports
average 392 50.5 294 26.7
coefficient of variance 0.24 0.38 0.34 0.27
Imports
average 56.2 50.1 333 53.0
coefficient of variance 0.57 0.350 0.46 0.45
Trade balance
average —17.0 0.04 239 —26.3
coefficient of variance 1.58 39.1 0.89 0.87

SourcE Bank of Sierra Leone, Economic Trends, various issues, with
trade flows converted to US dellars.

no avail. First, agricultural exporters like Sierra Leone are
characterized by large seasonal fluctuations in trade flows. This
is demonstrated in Table 9.1, which gives the average trade
flows by quarter for 1979-87. In the first row of the table one
sees that the seasonal variation in exports over the nine-year
period was quite large, about 90 per cent between the second
quarter and the fourth (with monthly variations even greater), a
variation resulting from the natural cycle of the growing season.
For each quarter taken alone there was substantial fluctuation,
as the coefficient of variation statistic in the second row shows.
For example, in any year there was a two-thirds probability that
export earnings in the second quarter might exceed those in the
fourth by 250 per cent. As one would expect, imports were
considerably more stable seasonaily, with a maximum quarterly
variation of only 12 per cent (between the first and second
quarters). However, the combination of seasonal export varia-
tion and relative import stability resulted in an enormous
fluctuation in the quarterly trade balance. The fourth quarter
averaged a deficit of US$ 26 million, compared with a slight
surplus in the second. Even if the annual trade account had been
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balanced, in two of the quarters there would certainly have been
deficits.'

Under any reasonable assumption about how agenis form
their expectations, the result of an unregulated exchange rate in
the context of such seasonal variations would be a sharply
fluctuating value of the currency. In some quarters (much less
months or weeks) there would be a shortage of foreign exchange,
and in others a surplus. Given that agricultural exports vary due
to stochastic factors such as the weather, not even an extreme
rational expectations assumption would produce traders who
could correctly anticipate the course of trade flows. Further, in
the developed market economies traders have much more
complete information about currency markets and the state of
the economy, yet governments are loath to allow exchange rates
to be market-determined without constraints. In Sierra Leone
information on the current state of the economy and the ext-
ernal account, which would have to include capital flows, was
much harder to come by. Even were foreign exchange shortages
and surpluses correctly anticipated, agents’ responses would be
seriously constrained by the imperfections of the narrow private
foreign exchange market in the country. With these points in
mind, one can see that it was quite foolish that the IMF initiated
the 1986 ‘float’ (read ‘sink’) of the Leone at the beginning of the
third quarter. This represented the quarter during which nature
itself assured that there would be a shortage of foreign exchange
on the basis of trade flows. A worse moment for such a policy
initiative could hardly have been chosen.

Second, the character of currency trading in small countries
also suggests that unregulated exchange rates are unwise. In its
1986 report, the World Bank referred to the country’s ‘flexible,
market-determined exchange rate system’, and proceeded to
describe this system as follows:

Under the exchange system . . . [the Leone] has a varying rate
that reflects the supply and demand of foreign exchange in the
economy. (World Bank, October 1986, p. 4)

This statement is incorrect, as well as glossing over the
problem of seasonal variation. As introductory textbooks in
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economics are careful to point out, ‘market-determined’ is not
the same thing as reflecting ‘supply and demand’. The supply
curve for any commodity, including currencies, is constructed
on the assumption of perfect competition, which is why one
refers to the ‘degenerate supply curve’ of the monopoly firm.
Only if apents are price-takers is there a supply curve as such,
Otherwise, the price decision and the quantity decision are
simultaneous, rather than price being derivative from quantity
(‘determined by supply and demand’). There was considerable
reason to believe that the foreign exchange transactions during
the float of the Leone involved considerable collusion, which
along with seasonal variation explains why the Leone did not
float but sank during the third quarter of 1986.

The mechanism for the float of the Leone which the IMF put
in place, including its own representative in the Bank of Sierra
Leone to manage it, virtually granted a licence to speculate. In
June 1986 the Fund organized a currency trading system in
which representatives of the Bank of Sierra Leone and commer-
cial banks operating in the country would meet once a week to
‘exchange positions in foreign exchange’. This exchange would
occur with each agent arriving with bids for Leones or foreign
currency, and then an offer-clearing exchange rate would be
reached. The first important characteristic of this system was
that it represented a closed cartel of a small number of traders.
Industrialists, merchants, and individuals were not allowed into
this bidding process. If there was competition at all, it was a
very limited competition among members of a Fund-sanctioned
cartel, It was not clear why the Fund preferred arbitrarily
restricting market access in this manner rather than pursuing
an open bidding system such as it had implemented in Somalia,
for example.? Restricting the meetings to the commercial banks,
a handlul of expatriate concerns whose managers were in
constant business and social contact, greatly facilitated collu-
sion; indeed, it made it virtually impossible to avoid. As basic
economics teaches, efficient competitive gutcomes derive from
the interaction of many buyers and sellers, none of whom alone
or in combination with others can manipulate price. The design
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of the currency trading system contradicted this neoclassical
principle.

The collusive nature of the trading quickly became clear, and
resulted in there being no market at all.® At the first meeting of
the action the cosy group of currency traders presented offers,
all of which were to sell Leones and none to buy. Throughout
the life of this Alice-in-Wonderland auction there appeared not
a single offer to buy Leones. The Bank erred when it wrote that
Sierra Leone during these months had a ‘market-determined
exchange rate system’. A market requires buyers and sellers, and
this market had only sellers of Leones; there were no trans-
actions. The commercial banks, all foreign controlled, sought
Leones to send out of the country as capital flight. Simulta-
neously, the Bank of Sierra Leone also demanded foreign
exchange, for reasons explained below.

The absence of transactions obviously created a difficalty in
determining the exchange rate. What is the price of a commodity
when no one wishes to buy it? At this stage the pragmatic person
might have concluded that an unsuccessful experiment had been
tried, and abandoning it might be well advised. The officials of
the Bank of Sierra Leone took this view. Instead, the sham-
market continued, with the average (not-accepted) offer price of
the Leone taken as the indicative rate for bank transactions
during the subsequent week, Taking the average bid as the
market rate was totally ad hoc and arbitrary, having no
technical justification. Because no exchanges had occurred, the
exchange rates implied by the bids were completely notional.*
That is, there was little reason to believe that any of the bids
represented a market-clearing rate, much less the average. Once
it became obvious that there would be no buyers of Leones, the
putative sellers of Leones were virtually unconstrained in what
bids they made. With no market discipline operating (for there
were no transactions), the speculative plans of the commercial
banks determined the exchange rate.

The framework of the auction virtually assured that the Bank
of Sierra Leone would have no foreign exchange with which it
could enter into trading. Prior to the IMF-inspired *float’ of the
Leone, the government, in response to multilateral condition-
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ality, deregulated the import licensing regime and external
account capital transactions (SLG, 1987, p. 33). As a conse-
quence, foreign exchange no longer flowed into the Bank of
Sierra Leone. This placed the central bank in the anomalous
position of going to the currency trading meetings needing to
purchase dollars to pay its obligations overseas, when the
stability of the Leone required it to sell doilars. Once the Leone
began to sink, it was in the interest of private agents to hoard
dollars, not to sell them to the BSL. Capital account deregula-
tion further ensured that the currency trading system would
result in a collapse of the Leone.’

Given when the ‘float’ began (during a quarter when foreign
exchange would be in short supply under the best of conditions)
and the manner in which it was carried out (facilitating
collusion), it is hardly surprising that the Leone sank like a
rock, from 5.7 to the US dollar on 27 June, to 30 to the dolar
on 26 September. On the latter date the sham-market discon-
tinued and the central bank re-established a fixed rate. Because
the Bank of Sierra Leone had no foreign exchange to support a
fixed rate, further devaluations followed, with the rate rising to
38 to the dollar in late January 1987. During this period
relations with the IMF rode a rollercoaster: in November
1986, the government and the Fund reached agreement on a
one-year standby arrangement; in January the Fund cancelled
disbursements. The cancellation of the agreement resulted from
the government failing to meet conditionalities, among which
were restrictions placed by the Fund on domestic credit
expansion. Cancelling the agreement on the basis of condition-
ality targets not achieved added insult to injury, for the
government failed to meet these targets as a consequence of
the disastrous Fund-organized float of the Leone, which is the
second part of the currency-collapse story.

9.2 DEVALUATION-LED CHAOS

Three months after 26 June 1986, the Leone had sunk by 525
per cent; after seven months the nominal devaluation reached
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667 per cent. This out-of-control currency sink catastrophically
destabilized the money economy. One of the most obviously
destabilizing impacts was that on the financial operations of the
Government.® As part of the conditionality of the ‘shadow
programme’ of good behaviour and the subsequent standby
arrangement, the Fund had required that domestic credit
expansion be limited to 34 per cent for fiscal year 1986-7, and
current expenditure have a ceiling of Le 1800 million.” Once the
Leone began its plunge, these figures became irrelevant, because
the domestic currency ¢osts of government activities ballooned.
The largest such item was debt service, which at the end of 1986
threatened to absorb the entire current account.

Confronted with a devaluation cost over-run, the government
went Lo the commercial banking system to borrow. By no
reasonable judgement could this increased government demand
for credit be attributed to excessive expenditure. The collapse of
the Leone, instantaneous upon the opening of the sham-market
for foreign exchange, dictated increased Leone expenditures in
order to meet budgeted real expenditures. Quickly the demands
of the Government and the private sector brought credit
expansion to the hmit set by IMF conditionality. Once this
limit was reached, the commercial banks refused to accept
deposits. If they had accepted deposits the banks would have
been obligated to pay interest; unable to lend and themselves
garn interest, the banks could hardly pay it to others. With the
Leone sinking and devaluation-induced inflation running at an
annual rate of three digits, private agents would have been
irrational to hold Leone.® Since the Leone would not be
accepted by the banks into interest-bearing accounts, capital
flight and speculation in real property resulted.® This, of course,
put further downward pressure on the Leone, accelerating its
sink.

The multilaterals had a story of how the economy of Sierra
Leone came to such a disastrous state in the mid-1980s. That
story had Ilittle empirical support. A different story can be told:
under severe balance-of-payments pressure (primarily from the
capital account), the government of Sierra Leone yielded to
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pressure to initiate a currency trading system which by its nature
resulted in the collapse of the Leone; the collapse of the Leone
provoked accelerating inflation which led to increasing credit
demands by the public and private sectors; when the _g_.u-mm»
credit limits were reached, banks refused deposits and private
agents turned to capital flight, which had been facilitated by the
previous conditionality that currency nxorm:mo. be deregulated;
capital flight further sank the Leone and inflation raged o.c‘ﬁ of
control. In other words, multilateral conditionality destabilized
the economy.'

9.3 EMPIRICALLY TESTING THE STORIES

We have two stories, one of which is inconsistent with the facts
and the other derivative from the facts. The multilateral story
essentially had at its analytical core the quantity theory of
money: inflation is the result of increases in the supply of
money, which in the Sierra Leone context resulled from a mmom_
deficit. Excessive monetary expansion to finance expenditure
(‘monetizing’ the deficit) simultaneousty resulted in inflation and
excess monetary demand, which depressed exports z:.ocm: real
appreciation of the currency and drew in imports. This process
allegedly went out of control in the case of Sierra Leone. N

This is a very simple story, frequently subjected to as:uinm_
test, especially within what was once called the ‘monetanst-
structuralist debate’ over inflation in Latin America. Below we
specify our empirical tests following that hiterature, in so far as
the Sierra Leonean data allow. We begin with the basic quantity
equation;

vM=py

where v is the velocity of money, M is the autonomous money

supply, p is the price level and y is the quantity of real GDP.
If one assumes the velocity of money to be constant and takes

the total derivative of the quantity equation, one obtains the
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following oft-estimated equation (where the letters in italics refer
to percentage rate of change):

Pr=agta M, +ayy,

The prediction of the quantity theory is that aq would not be
significantly different from zero (constant velocity of money), a,
not significantly different from + 1, and a, not significantly
different from —1."" Frequently the equation Is estimated with
lags, reflecting the presumption that adjustment to equilibrium
does not occur in one period. When the variable M appears
more than once, the sum of its coefficients should not be
significantly different from unity. Estimating such a very simple
one-equation system and using it to explain inflation leaves
much to be desired. Unfortunately, the arguments of the
multitaterals in Sierra Leone were just this simple. It was
alleged by the Bank and the Fund that inflation resulted from
expansion of the money supply. Since neither reported testing
that hypothesis, it was left for their critics to do so.

The expression was estimated for annual data for 196485,
with the results reported in Table 9.2. A brief comment is
required on the measurement of the money supply. Much
debate in the empirical literature focuses upon what is the
appropriate definition of M for empirical estimation. Here, we
have used what might be called the ‘*basic’ money supply,
‘currency outside banks' plus ‘demand deposits’. This was
called the ‘total money supply’ in publications of the Bank of
Sierra Leone (for example, SLG, BSL.b, p. 42). Other defini-
tions, such as the inclusion of ‘quasi-money’, produced results
with lower R2’s and coefficients of lower significance. Other
empirical estimates of the monetarist hypothesis have shown
that there is frequently some ad hoc measure of the money
supply which produces favourable resulis for the hypothesis.
The purpose here was to select that measure of the money
supply over which the government in principle had at least
indirect control; otherwise, the model had little relevance to
policy.

Two annual estimates are given, the first for the expression in
its simplest form, and a second with the lag structure that
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TABLE 9.2 Estimation of a simple ‘monetarist’ model of inflation for Sierra
Leone

Variahle Standard mmwawa.ﬂ,ea
{logarithmic) Coefficient  error  T-statistic statistics

Annual data, 1964 83
depVar: .
Cost of living (Ist difference)

* adj) = 0.281
money supply [/] 0.524 0.2t4 2.44*  R2(adj)

-0.97 DF= 21
eal GDP —0.759 0.781 09 =
Monmﬂsa 0.074 (.051 1.46 DW= 1422
depVar: it u
t of living (lst difference .
ﬁo-wom@ mcumuq [ 0.135 0.186 c.uu,, R2(ad)) = 0.471
money supply [r—1] 0.062 0.021 3.00 UvWH wommuu
real GDP —0.719 0586 —1.23 DW=1.
constant —0.116 0.069 1.68

Quarterly data, 1979 1988

depVar: -

Gt o T o erenee! 0.484 0.181 267" R2(adj)= 0418
money supply [4] . X SR
money supply [r—1] 0.469 0.180 2.60 T e
constant 0.021 0.024 (.84 DW= 1.

Coefficients not “starred” are non-significant. . .

For Durbin-Watson statistics not marked with ‘I, the ruﬁoﬁrnm_m .:_.“: there
exists autoregression can be rejected at the 0.025 level of probability.
*Significant at 0.025 level of probability.

* . . . .

Significant at 0.01 level of probability - o

v_,__mm _:.mvo:._nma that there exists antoregression is inconclusive at the 0.025

level of probability. ,
Saurce  Sec appendix.

yielded the highest R2. In addition, results .?2: n_cmnn._,_w data
are presented, The quantity theory mﬁu_m:m:o.: o.m inflation does
not fare well in the annual data. The w:m_ms_mow:ow of the
constant terms is consistent with a constant <o_0n:<,. w:.: :.5
quantity theory should explain virtually all of the vanation 1n
the price level, and the R2’s in both cases are low B‘.wm and
0.49). The coefficients are also disappointing. The n_mm:o:w. of
the price level with respect to the money mcmﬁ_w should be unity,
but in the first estimate it is about 0.5, and in the second 0.2 (the
sum of the coefficients for M{s] and M[r—1]). These low
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elasticities indicate that while changes in the money supply
provoke increases in the price level, money is not neutral, and
inflation was not exclusively or even primarily a phenomenon of
the money supply. The non-significance of the real output term
also undermines the monetarist view of inflation, for it suggests
that inflation was not necessarily associated with excess mone-
tary demand.

The simple monetarist model was also estimated with quarter-
ly data, shown at the bottom of the table. Here the results could
be interpreted as more favourable to the hypothesis, since the
sum of the money supply coefficients is not significantly
different from unity. And as before, less than half of the change
in the price level is explained by changes in the money supply.
Overall, the results in Table 8.3 provide prima facie support for
a ‘structuralist’ interpretation of inflation in Sierra Leone: ves,
increases in the price level are correlated with increases in the
money supply, but both may be responding to some third
variable absent from the estimates in Table 9.2.

That missing variable from the quantity theory explanation is
the nominal exchange rate. By monetarist logic it should not
play an explanatory role to inflation, since its movement is
treated as derivative from the stock of money: if the exchange
rate is flexible, monetary expansion at full utilization of
resources produces a devaluation which maintains domestic
prices equivalent to world prices (the law of one price); failure
of the exchange rate to adjust with perfect flexibility results in
inflation due to excess monetary demand. In Table 9.3 an
alternative theoretical approach is taken. Here the nominal
exchange rate is introduced into a model which seeks to capture

the behavioural dynamics of inflation in Sierra Leone. It tells the
following story:

(I) in response to a nominal devaluation of the currency,
producers of non-agricultural commodities for the domes-
tic market and commercial intermediaries dealing in im-
ports raise the prices of their commodities to maintain
profit margins, which they are able to do because of their
monopolistic position in a small market;
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TABLE 9.3 Estimation of a “structuralist’ model of inflation for Sierra Leone

Variable Standard Regression
{ fogarithmic ) Coefficient  error  T-statistic statistics

Annual data, 1964-85

depVar: it w
st of living (Ist difference ,

OQMM%EH_XMMS (1 —0.264 o,:.m —2.34%  R2(adj)= 0.848
nominal Xrate ft— 1] —0.211 0.069 tu.cma %%M __mmmo,,
period-dividing dummy 0.138 0.054 2.54 =l
constant 0.104 0.020 5.46

depVar: |

Money supply {lst difference o
Moﬂwﬁ.:, mﬂwm [e—1] 0.836 0.181 4.63 R2(adj)= 0.493

tant 0.064 0.034 1.88 DF=20 .

con DW=2230

Quarterly data, 1979 &8

depVar: g v

Cost of living (Ist difference o
o_.”.oawsm_ Xm::n [f—4] - 0.837 {).183 4.58 muﬁm&m = W%mc
nominal Xrate [t—5] —{.004 0.001 3.59 D = -
constant 0.208 0.201 1.03 DW=2.

depVar: o v

Money supply (Ist difference -
Momwo.. ﬂm_wm [t—31 0.467 0.155 3.0 mmﬁm&uﬂ wqw 97
cost of living [1—4] 0.003 0.001 2.87 D:m“H s
constant 0.56% 0.§71 334 DW=1.

*Significant at 0.025 level of Uao_um_u::m._ all other coefficients except the
constant term in the second equation w_m:__:n_ﬁ:ﬂ at c,.o_. 25 lovel
*The hypothesis that there exists autoregression Is rejected at the §.025 leve

of probability. _
Source  See¢ appendix.

(2) buyers of commodities, both public and private, :,._n: go to
the commercial banks for credit to cover the increased
monetary cost of their transactions; ‘

(3) the government then must chose between m:ﬁi_:.m the
monetary accommodation or provoke a recession In the
money economy, ‘ ‘

(4) since its instruments of monetary ﬁo__nyN mno.am_mcé@
ineffective (especially in the context of __vm_,m__mm:o:. of
foreign exchange dealings), monetary accommodation
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tends to be automatic unless purposeful action is taken,
such as the government deciding not to maintain its own
real expenditure,

The first of these steps is summarized in an equation which
explains inflation in terms of the nominal exchange rate. The
exchange rate is measured in US dollars per Leone, so the
predicted sign on the currency rate is negative:

Inflation behaviour,
p=p(nominalXrate)

The monetary base responds to the inflationary pressure,
M= Mp)

And circularity in the arguments is avoided by the introduc-
tion of lags. Inspection of Table 9.3 shows that this simple
model, which for want of a better term might be called
‘structuralist’, performs quite well for annual data. Three
explanatory variables are used: the change in the current
nominal exchange rate; the change in the nominal exchange
rate lagged one period; and a dummy variable which divides the
years between 1964-80 (when nominal exchange rate changes
were relatively minor), and 1981-5 (when nominal devaluations
were continuous and relatively large). The coefficients on the
nominal exchange rate can be interpreted as follows: were there
to be a repeated annual nominal devaluation of 10 per cent, this
would result in the annual rate of inflation increasing by about 5
per cent. This relationship accounts for 85 per cent of the
variation in the rate of inflation (compared with less than 50
per cent for the money supply). Further, the rate of inflation in
the current year then explains half of the increase in the money
supply in the subsequent year, with the coefficient on the rate of
inflation significant at better than 0.005 probability. Finally, the
coefficient on the dummy variable has an economic interpreta-
tion. Prior to 1981 (when the variable assumes a vaiue of zero),
the nominal exchange-rate was either fixed or fluctuated with no
trend, so the rational expectation of agents would be for no
exchange rate induced inflation on average. After 1981, the

Mismanagement or Maladjustment 139

exchange rate depreciated continuously, and the coefficient on
the dummy variable can be interpreted as the inflationary
expectation built in to agents’ predictions of the coming price
level. The significance of the money supply equation is especially
important for the structuralist hypothesis. No structuralist
argument claims to explain all of the change in the money
supply by the rate of inflation. If money is not neutral, then one
would not expect extremely high R2's, only a high degree of
significance for explanatory vanables.

The results using quarterly data produce in all cases coeffi-
cients of the predicted sign that are extremely significant, but
lower measures of explanatory power (R2’s). This is exactly
what one would expect with a structuralist model. Structural
influences - monopoly power and the government’s limited
control over credit expansion — manifest themselves system-
atically more in the medium term than in the short term. The
estimates suggest that the lag between a nominal devaluation
and the subsequent price inflation is four quarters, verifying the
lag in the annual estimate. However, the coefficient on .En
lagged exchange rate changes seems rather too high, implying
that a 10 per cent nominal devaluation provokes an 8 per cent
increase in the price level. Close to the truth is probably the
annual estimate of an elasticity of slightly under 0.5. For the 21
years as a whole, imports represented 33 per cent of GDP. The
national accounts suggest that about 70 per cent of GDP was
monetized, so that imports were 47 per cent of money GDP. The
elasticity of the price level with respect to the nominal exchange
rate as estimated on annual data is not significantly different
from the share of imports in money GDP. This makes for a very
simple story: devaluation was passed on completely to the
domestic price of imports, with the resultant inflation equal to
the share of imports in money national income,

The statistical results in Table 9.3 are quite rudimentary,
employing the most simple of regression techniques, oa_st
least squares. None the less, they are indicative that inflation n
Sierra Leone resulted from nominal devaluations of the ex-
change rate, and sharp devaluations induced hyperinflation.
As a result, the statistical evidence suggests serious mismanage-
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ment of the exchange rate during the 1980s by those who
pressed for a policy of a flexible, ‘clean’ float.

9.4 MACROECONOMIC MISMANAGEMENT

‘Mismanagement” was a term much used by the World Bank
and the IMF in its analysis of the African development crisis, an
analysis that in effect amounted to a critique of African
governments, holding them responsible for the misery of their
peoples. Therefore, it would not be inappropriate to subject the
recommendations of these multilaterals to the test of good or
mal-management. Many critics pointed out the shortsighted and
narrow focus of structural adjustment programmes, citing as
evidence the failure of any general improvement in growth rates
for the region.

The analysis of this chapter pushes that critique further. If
one assigns to the multilaterals the narrow goal of economic
stabilization, control of inflation being the most obvious
measure of this, structural adjustment policies failed miserably
in Sierra Leone, generating rather than dampening instability.
In part this failure resulted from attempting to achieve adjust-
ment over too short a time period with ‘shock’ techniques, as
many critics have pointed out for other countries.'’ Sheer
incompetence possibly also played a role, though the mis-design
of Sierra Leone’s adjustment programmes probably lay deeper
than this. At the core of the multilateral mismanagement lay an
economic analysis more derivative from ideology than sound
theory. In this ideology the analysis of relative prices, which
provided such insights in economic theory, was carried to its
reductio ad absurdum. More worrisome still, the multilaterals
seemed to learn nothing form the repeated failures of their
programmes in Sierra Leone. Like faith-healers, they attributed
the failure of their ideological laying-on-of-the-hands to the sins
ol the economically-ilt patient.

10 Alternative Adjustment

Representatives of the World Bank and the IMF offered as the
ultimate defence of structural adjustment programmes that
flawed as they might be, no one had produced a viable
alternative in practice. At one level this defence could be seen
as the structural adjustment equivalent of the famous Catch-22;'
to be viable a structural adjustment programme required
funding; the main sources of funding for SSA countries were
the Bank and the Fund, which had no intention of funding
programmes other than of their own design; erge, alternative
adjustment policy packages invariably proved nviable.

First, let us consider what might be an appropriate adjust-
ment strategy for Sierra Leone on the counter-factual assump-
tion that it received significant multilateral lending to support it.
Economics, for all its theoretical deficiencies and indeterminacy,
is a science, in the sense that it derives conclusions for concrete
circumstances from a process of analytical abstraction. There-
fore, any alternative adjustment strategy for Sierra Leone must
begin with a process of analytical abstraction that differs from
that of the World Bank and the International Monetary Fund,
Alternative policies would not arise from the cleverness or
superior imagination of the critic of the multilaterals, but rather
from an alternative theoretical framework.

This alternative theoretical lrame of reference involves rejec-
tion of the general equilibrium framework in which the decisions
of agents derive from a set of relative prices determined in
efficient markets. This treatment of markets represents an
invalid abstraction. The international markets which would
impose their relative prices upon Sierra Leone under a free
trade regime were highly distorted in the 1980s. The decision
facing the country's policy makers was to chose that set @m
distortions that would best serve the interest of economic
recovery,” Thus, the first characteristic of the alternative
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adjustment framework would be to treat world markets as
providing but one of many alternative sets of relative prices
upon which to base domestic policy. Second, the alternative
framework would view the Sierra Leonean economy as demand
constrained, in the specific sense of export demand constrained.
Some countries of Africa might have enjoyed in the 1980s the
position of being able to selt as much as they wished of their
export commaodities without affecting the world price. If so,
Sierra Leone was not among them. Increasing its exports of
coffee and cocoa would require Sierra Leone to cut prices to
undersell its competitors, or join in a general expansion of these
exports with other countries and suffer the same price decline.
The two points, world market distortions and demand con-
straint, imply the need for interventionist policies on exports
and 1mports. Third, and a point the multilaterals would not
oppose except that it failed to go far enough, the government
would minimize its interventions to those it could element
effectively.

The first step in the alternative adjustment programme would
be economic stabilization. To achieve this, the government
would fix the exchange rate, maintaining the rate with the
postulated multilateral financial support, With a fixed exchange
rate, inflation would be brought under control. After a period
sufficiently long to depress inflationary expectations, the ex-
change rate instrument would shift from a tool of short-run
stabilization to one of medium-term export-promotion. This
would involve introduction of ‘crawling-peg’, periodic control-
led devaluations.’

There are a number of reasons why the exchange rate, though
quite ineffective as an instrument of short-term policy, could
play a crucial role in the longer term. As an equilibrating price
in the context of extreme balance-of-payments pressure in a
small, open economy, the exchange rate usually proves a
disaster.* A large imbalance in the external account provokes
a massive nominal devaluation. One effect of this, as we have
seen in the case of Sierra Leone, is to generate inflation and
destabilize inflationary expectations. Further, it causes ‘the law
of one price’ to work against the goals of policy rather than in
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favour. The massive devaluation, during the brief period before
inflation wipes it out, can result in a sudden inflow of .:.:ﬁﬂ._zw
due to the momentary and artificial gap between domestic prices
and international prices. On the other side of the trade flows,
agricultural exports respond with a oo:mmao_.mv_.o lag due to the
patural cycle of the growing season. A crawling peg, on the
other hand, allows the policymakers to keep a step ahead of the
convergence of international and domestic prices. .

In the mid-1980s the balance-of-payments problem of Sierra
Leone arose from the capital account, which made implement-
ing a stabilizing policy much easier. Multilateral mmmmmnm:.on
could have been used to service the external debt, thus permit-
ting maintenance of the fixed exchange rate. To m<om.n_ capital
flight prompted by lingering inflationary expectations, the
government would impose controls on capital movements.
These measures taken together — a fixed exchange rate, finan-
cial assistance directed to debt service, and controls on capital
movements — would achieve short-run stabilization.

Achieving recovery and growth would prove a much more
difficult task. Essentially, short-run stability would have been
achieved on the basis of the previous decline of the economy
that brought down imports to roughly the level of exports.
Thus, the successful stabilization of the economy would repre-
sent a low-level and stagnant equilibrium, since growth would
regenerate an unsustainable trade deficit. msmﬁm::m.&_m growth
would require expansion of exports and selective _Eﬁoz.mzw-
stitution, especially for rice. Neither of these would be mnr_nﬂa
quickly.” The country’s problem of agricultural exports lay in
lack of capacity, the stock of tree crops and Hr.n labour to
manage that stock, and external demand. _swqmmm,ﬁm capacity
required greater government investment, especially in transport,
but also to improve the processing of coffee that must occur
immediately after picking.

The problem of inadequate domestic food supply arose ,?o_.:
demographic changes. Some short-term gain could be achieved
through more efficient milling of rice,® a relatively easy measure
to implement compared with expanding land under cultivation
or altering growing techniques. In the face of long-term
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demographic changes that increase the ratio of food-deficit
households in the population, no alternative existed to raising
output per worker in rice production. Whether this would be
achieved through land-intensive or land-extensive techniques
remained an issue of contention. As noted in Chapter 7, the
experience of schemes to increase rice production in Sierra
Leone was singularly dismal. However, the 1989 FAQ report
on rice offered cause for optimism, through its emphasis upon
small-scale production and a long time period for implementing
improvements.’ Significant improvements in export agriculture
and food production would require purposeful investment and
intervention by the government.® One necessary intervention
would be tariff or non-tariff protection for rice, to partially
insulate domestic producers against competition from world
market rice heavily subsidized by the exporting-country govern-
ments. Also the key to food crop production would be directing
the rice-expansion programme towards poor farmers, as the
FAQO recommended, an emphasis that would address the rural
inequalities so assiduously ignored by the World Bank.

Income and wealth distribution might play a key part in a
post-stabilization development strategy. If so, distributional
policies should reject the empiricalty false allegation of a
privileged urban population. Urban wages in Sierra Leone fell
to a level far below subsistence in the 1980s. For the unskilled
and the semi-skilled workers the situation went beyond the dire.
At the upper salary levels real pay dropped so low that the
government lost the skilled people necessary for effective
economic management. An extended period over which real
wages rise would be essential for achieving increases in labour
productivity in the private and public sectors. Far from needing
a cut in the allocation of wages and salaries in the fiscal budget,
as demanded by the World Bank, the Sierra Leone government
would be well advised to increase these. To the extent that over-
staffing characterized ministries, public sector employees could
be retrained and shifted to other activities where desperately
needed. Social services in Sierra Leone were inadequate and
under-funded. In the medium term. a redistribution of income
from the private to the public sector through effective taxation
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would be a rational policy, until the economy-average tax share
reached the vicimity of 20 per cent.

The alternative adjustment strategy described above presumes
the external finance to allow for a fixed exchange rate, the
linchpin in the stabilization phase. Since the alternative pro-
gramme violates many of the most cherished tenets of multi-
lateral dogma, the likelihood of assistance would be virtually nil.
Without funds to service them, debt obligations would be
suspended. Since many underdeveloped countries failed to meet
their debt payments in the 1980s, choosing not to do so could
not be considered a radical departure from the norm of
international behaviour.® This step would balance the capital
account. Heavy pressure would then be placed on the trade
account to maintain the fixed exchange rate, perhaps implying
further contraction of the economy until exports expanded in
the medium term. Without external finance, the publi¢c invest-
ments necessary to facilitate expansion of agricultural output
would be taken with agonizing slowness, and growth would be
delayed considerably.

Competently designed, realistic adjustment in Sierra Leone
under the alternative programme even with outside finance
would be accompanied by severe strains and uncertainties.
Unlike the Bank and the Fund, we do not claim a magic
transubstantiation of stagnation into growth. Without outside
finance adjustment would prove quite costly in human terms,
especially for the poor. However, the cost might be no greater
than that suffered under multilateral mismanagement in the
1980s.



Appendix

This appendix provides the numbers from which the statistics in several
of the tables arc calculated. Not included are those data easily accessible
from published sources outside of Sierra Leonc. Also included are
numbers which are used instcad of those published elsewhere.

National Accounts and population

The following national accounts and population estimates provided
the basis for Tables 4.1, 5.1, 5.2 and 5.4. The sources are also given,

TasLe Al GDP and primary sector value added (millions of Leone)

Agric & Agric &  Animal Crops &
GDP Mining Crops mining  Hsbdry  An Hshd
Years fnominal) (nominal)  {nominal) (real})* (nominal} (nominaf)
1963/4 2199 734 56.0 954 3.4 59.4
1964/5 2479 77.3 59.0 959 3.6 62.6
1965/6 267.6 80.6 61.8 96.2 18 65.6
1966/7 2719 84.0 62.9 99 6 39 66.8
1967/8 2717 86.4 63.6 99.1 39 67.5
1968/9 3109 90.2 675  i04.1 4.1 716
1969/70  353.5 89.9 68.3 1042 42 72.5
1970/1 348.6 94.5 720 106.6 4.4 76.4
197172 355.8 97.4 771 1057 4.7 81.8
197273 393.3 110.7 9.1 1107 5.6 96.7
19734 477 % 120.9 1069 {128 6.6 113.5
1974/5% 572.7 191.8 1626 111.3 8.4 17¢.0
197546 613.5 220.0 1850  117.4 9.4 194 4
1976/7 7442 263.9 231.0 1235 9.4 240.4
1977/8 850.0 281.7 2427 1260 9.0 2517
1978;9 978 % 326.9 269.7 1355 (4.1 283.8
1979/80  1145.5 150.9 2699 1370 i7.5 2874
19801 1292.2 379.1 2933 1387 (7.5 310.8
198172 1604.5 538.6 3559 1400 728 4287
1982/3 1876.1 6%6.0 3985 141.0 108.0 506.5
1983/4 27922 10526 5269 1429 8.1 645.0
1984/5 43098  1867.7 963.5  154.6 184.1 1147.6
1985/6 6352.7  2740.2 11624 1529 302.0 1464.4

Notks *1972,73 prices.
ABBREVIATIONS Animal Hsbdry & An Hshd, animal husbandry.
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Tase A2  Farm houscholds and farm income £ .m % - m m % m
nm — —_
Farm
Houscholds Household Income: Population & SRATRT m
Year { thousandy ) fcurrent L) freaf }* { thousands ) W.J CHR < m % ®
1963/4 2309 2574 334.5 2180
1964/5 2372 264.0 127.5 2226 S| 2ATTER F
1965/6 243.7 269.2 3213 2272 S e
19667 250.3 266.7 316.3 2319
1967/8 257.2 262.5 3011 2368 2l oo
1968/9 264.2 2712 313.0 2417 S B = m
£969/70 271.3 267.2 309.7 2467 C
1970/1 278.7 274.2 309.3 2518 . .
19712 286.3 285.9 310.2 2571 “ s|sngrsg & 3 neLang %
1972/3 280.4 344.8 344.3 2624 =4 IR BRI ARER m =
1973/4 274.7 413.1 358.7 2679 x| ~
1974/5 269.1 6356 368.8 2735 g 3 o = .
1975/6 263.5 7377 393.6 2798 3 | §§[23Eses S T|1SS8888 3
1976/7 258.1 9313 4358 2862 g 50 o N ©
1977/8 2528 995.5 4453 2928 S & T«
19789 247.7 1145.9 475.0 2996 2 ¥ | SEE8°° 3 2 | guea 2
1979/80 242.6 1184.8 462.6 3065 3 X == & PE NS
(980/1 2376 1308.0 478.6 3136 a . §
19812 2327 1842.0 4788 3209 P AR LN = 3 g (2228, 2
19823 228.0 2221.8 456.7 3283 4 | o S &
19834 2233 2888.6 392.2 3359 = 2
1984/5 218.7 5247.0 4343 3436 . M .
1985/6 214.3 6833.4 3813 3516 £ |nge=gon e TE |ogoe v
M R n E Pl = [ Nl R B e T
Nores *1972/73 prices.
N B s N =] W =R g =T
Sourcrs To Tasck Al National accounts; SLG/CSO, 198¢ and 1987. World €| Emfxar 3 L lmmmeeds -
Bank, 1969, 1974, and 981; and ILO/JASPA. 1990. All sources do not agree. z — e et a
in part due to subsequent revision of preliminary figures,
W
£ egEEsg 8 € |zgsece S
§|7EneANE ¥ S
- =
vy il m
£l <T= I © L
2l ESA9 B & E | ES = s B




Value by Crop {(millions of Leone)

hecrares All Rice  Millet  Grdnt Cassava  Citrus Cocoa  Coffee  Palm
under 0.5 6.7 0.0 0.0 6.6 0.0 0.4 0.7 0.4
05to1 358 0.3 0.0 0.9 0.0 24 34 0.7
ito2 84.2 1.1 0.0 10.0 ¢.0 5.8 1.4 0.1

2t04 114.5 1.5 0.0 9.7 0.0 16.4 293 4.8

4t0 6 56.4 0.0 0.0 4.0 0.0 i1.0 158 1.2

over 6 40.0 0.0 0.0 28 0.0 9.5 26.0 33

Totul RXYR 30 0.0 4.0 0.0 55.6 86.5 10.4

NoTEs

1. Rice production and yield refers to husk {non-milled).

2. For groundnuts, no reliable farmgate price could be found for 1984/85. Since value by any realistic price would have been

proportionately small, it was decided to omit it.

3

trees given in the farm survey. It was decided to omit this crop also.

4.

ABBREVIATIONS

upRice - upland rice

swpRice - swampland rice

bIRice - boland rice
RvRice — river rice
grdnt - groundnuts

wght

weighted
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For citrus crops no non-arbitrary procedure presented itself for the determining the harvest from the data on numbers of

For cocou, coffee, and palm products, total value is based upon sales to the Sierra Leone Produce Marketing Board, with an
estimated deduction for intermediate costs to obtain value added.
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Tasr Al.d  Quarterly data for Sierra Leone

{ Leone, millions ) { USS, millions ) Money SL COoL USA GNP real’
Quarter Exports Imports Xck rate Exports* Imporis* supply index deflator Xch rate®
1979.1 38 66 0.9414 358 62.1 113 40 73 0.514
1979.2 71 59 0.9447 67.1 55,7 129 44 77 0.541
1979.3 41 81 0.9639 39.5 78.1 130 47 80 0.568
1979.4 39 83 0.9637 37.6 80.0 131 47 82 0.550
1980.1 58 137 0.9175 53.2 125.7 132 47 87 0.497
1980.2 90 i16 0.9724 81.5 112.8 t47 49 89 0.535
1980.3 42 102 0.9610 40.4 98.0 139 50 94 0.528
1980.4 22 92 0.9441 20.8 86.9 142 51 93 0.518
1981.1 8 15 0.8947 51.9 102.9 150 53 96 0.493
1981.2 52 76 0.8393 43.6 63.8 160 61 99 0.519
1981.3 43 91 0.8415 6.2 76.6 142 64 99 0.542
1981.4 25 93 0.8516 213 79.2 145 64 99 0.549
1982.1 a5 109 0.8118 36.5 88.5 151 67 100 0.544
1982.2 41 91 0.7962 326 72.5 168 77 100 0.615
1982.3 14 86 0.7843 11.0 67.4 196 85 100 0.667
1982.4 35 90 0.8113 28.4 73.0 233 %9 100 0.724
; 1983.1 38 43 0.7872 299 33.8 253 100 100 0.787
1983.2 63 73 0.7811 49.2 57.0 256 133 100 1.036
1983.3 53 90 0.3984 21.1 35.9 302 140 101 0.552
_ 1983.4 41 81 0.3984 16.3 32.3 336 167 102 0.655
i 1984.1 68 107 0.3984 27.1 2.6 344 183 102 0.713
19842 117 93 0.3984 46.6 37.1 372 217 103 0.838
1984.3 59 115 (.3984 23.5 458 393 223 103 0.861
1984.4 80 103 0.3984 31.9 41.0 440 229 103 0.887
1985.1 165 104 0.i718 28.3 17.9 541 283 103 0.474
1985.2 237 232 0.1761 417 40.9 618 355 103 0.609
1985.3 139 250 0.1851 257 46.3 671 409 102 0.740
1985.4 108 203 0.1920 20.7 39.0 812 431 102 0.809
1986.1 197 216 0.1987 39.1 42.9 947 461 101 0.910
1986.2 253 141 0.0833 21.0 11.7 {121 554 99 0.466
1986.3 590 639 0.0356 21.0 22.7 1314 754 98 0.274
1986.4 916 1026 0.0281 257 28.8 1747 903 98 0.259
1987.1 1461 1071 0.0230 336 24.6 2281 1330 99 0.309
1987.2 1874 1479 0.0237 44.4 35.1 3l 2046 101 0.480
1987.3 769 862 0.0423 325 36.5 3070 2033 102 0.841
1987.4 562 1009 0.0434 24.4 438 3023 2114 103 0.889
1988.1 820 751 0.0356 29.2 26.7 3203 2011 105 0.682
Naotes *Calculated by author. AsBreviaTions Xch rate — exchange rate; SL COL  Sierra Leone cost of
Exports and imporis are of commodities only. living, using Frectown consumer index; USA GNP deflator — United States
The money supply is currency plus demand deposits. ‘Real’ exchange rate gross national product deflator. )
obtained by dividing the nominal rate by the USA GNP deflator, then Sourcr: Quarterly data are found in Economic Trends and Annual Report of
multiplying by the SL COL. the Bank of Sierra Leone.




Notes

5.

Introduction

The World Bank makes its policy reports available 1o research-
ers, for which it should be commended. The Fund does not make
its country documents public. Therefore, the survey by necessity
siresses the policies of the Bank.

The African Crisis and the Ideology of Structural Adjustment

‘Sub-Saharan Africa’ is an unfortunate term due to its redun-
dancy: all sub-Saharan countries are in Africa. Preferable would
be “Africa south of (below) the Sahara’. Further, some countries
frequently included in this category partly overlap the great
desert. Given the universal usage of the term, it is employed in
this book.

Countries with rising per capita incomes during 1980-7 were:
Chad, Guinea-Bissan, Burkina Faso, and The Gambia. Malawi
had a zero rate of growth (World Bank, 1989, p. 221).
Middle-income countries in which per capita income increased
were: Mauritius, Cape Verde, the Seychelles, Swaziland, Bot-
swana, Senegal, People’s Repubtic of the Congo, and Cameroon.
The World Bank reported no growth figures for Equatorial
Guinea, Angola, and Djibouti (World Bank, 1989, p. 221).

The index of per capita food production increased in Benin,
Burkina Faso, Ghana, Guinea Bissau, Kenya, and Senegal
(FAO, 1990a, p. 93). The World Bank (World Bank, 1989,
p. 235) shows increases for 14 of 41 countries for 1985-7
compared to 1979-81. The difference is a result of the years
chosen (the World Bank figures are from the FAO). The average
for the years reported by the World Bank include two when
weather conditions were particularly favourable for the region,
1985 and 1986. The average for the region for 19834 and 1987-9
from the FAQ ecstimates is 93 (1979-81=100), and 1985-6
averaged 97.

The charters of neither organization preclude rescheduling, but
this proved the practice of the multilaterals.
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6.

7.

Notes

The increase in the variability of cereal prices was particularly
pronounced during the 1980s (Hazell, 1988).

This explanation is offered by the Economic Commission for
Africa in its critique of World Bank and IMF structural
adjustment programmes (Economic Commission for Africa,
1989, p. 2).

Which is judged as "a brutal but necessary adjustment’ (World
Bank, 1989, p. 29). Actually, the fall was considerably more than
this. See Jamal and Weeks (1988).

See Clower (1965) and Leijonhufvud (1968), where Clower's
analysis is elaborated,

The analysis which foliows is developed in more detail in Weeks
(1989a, Chapter 11).

“The recent combination of loose fiscal and tight monctary policy
[in the United States] combines the burden of high interest rates
with depressed demand for exports from devetoping coun-
tries . . ." (Streeten, 1989, p. 6).

Casares concluded that policy distortions in the United States
substantially depressed the level and growth of national income
in Honduras (Casares, 1992}

"The programmes of structural adjustment and reform now being
undertaken by about 30 countries in Sub-Saharan Africa are the
precondition for growth’ (Serageldin, 1989, p. v).

‘The [SSA] countries that have persisted with [World Bank and
IMF] reforms since the mid-1980s are showing the first signs of
improvement. These give grounds for believing that recovery has
started (World Bank, 1989, p. 1),

To quote from Condos, *. . . if it can be argued on empirical
grounds - no theoretical grounds exist — that reducing or
eliminating distortions, somchow increases the overall saving
rate, it can be concluded that a higher ratc of accumulation
and growth can thereby be sustained’ (Condos, 1989, p. 104.
emphasis added).

In the same vein, "The evidence points to better overall economic
performance in countries that pursue strong reform programs
than in those that do not” (UNDP;World Bank, 1989, p. iii).
See World Bank (1988}, where the conclusion is reached that for
low-income countries little difference could be found between
‘adjusting’ and ‘non-adjusting’ countries on the basis of key
indicators of economic performance. If the quotation refers to
this document. then it misrepresents the conclusions. Since the

19,

20.

21.

22.

23

Notes 157

1988 document covered developing countries in all regions, one
presumes that the quotation refers to some other, Africa-specific
study. However, no footnote provides a reference, nor does the
Serageldin report include a bibliography.

The analytical validity of the dichotomy is cast further into doubt
by the practice of the Bank in some of its empirical io_.r. to
distinguish between ‘strong adjusting’ and ‘weak adjusting’
countries, with the latter including countries that implemented
at least for a while under the period in review Bank-Fund
programmes. Once the Bank-sponsored empirical work begins
to eliminate countrics involved in Bank programmes, on the
grounds that Bank experts judge the reform efforts as ,.s_nmr.,
expediency would seem to have replaced objectivity in the
research method. The 1988 report employed the “weak/strong’
division (World Bank, 1988).

This is not the ‘recent study’ referred to in the quotation above
from Serageldin, though he presents this table on the page prior
to the quotation,

The growth rate for Somalia is highly suspect. The JASPA report
on Somalia concluded that growth in the 1980s was largely an
illusion of mis-measurement (ILO;JASPA. 1989, Chapter 1}.
The position in which African governments found themselves
vis-d-vis the Wortd Bank and IMF was described by the OAU as
follows: ‘the policy dialogue between multitaicral financial
institutions and the various [African] Governments have been
time consuming and African countries have been in a weak and
vuinerable bargaining position because they are cash-poor .E.a
face huge trade and budget deficits” (Organization of African
Unity, 1988, p. 22). » -
This assessment of the impact of adjustment on the poor Is 1n
contrasl to the sanguine view of the World Bank in Serageldin
(1989, pp. 5 7).

To quote the full passage:

The poor results achieved thus far [by structural adjustment
programmes], howcver, leave open the question of the suffi-
ciency. cven appropriateness, of the measures taken; problems
include neglect of long-term goals as compared to short-term
adjustment targets; incffectiveness of a ooaaoa:w-jum,mna
export drive in depressed world commodity markets; limita-
tions of foreign exchange devaluation in countries, such as
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LDCs, facing serious supply rigidities; pro-cyclical, deflation-
ary nature of stabilization policies; and lack of response from
the private sector. (UNCTAD, 1989, p. 2)

An FAO assessment of the impact of adjustment programmes on
agriculture, including African countries, is found in the 1990
edition of the State of Food and Agriculture (FAQ, 1990b, special
chapter).

One finds this argument repeated even by critics. For example, in
her excellent survey of adjustment programmes in Africa, Saigal
418? ‘The structural policy reforms, therefore, did not have any
m_mimnm_: Impact on economic recovery in the eighties, though it
is difficult to predict how far the region would have been worse
off in the absence of such reforms’ (Saigal, 1990, p. 25).

That the Bank and the Fund apply similar policies in virtuatly all
countries should not be controversial. Serageldin, in his report
for the World Bank, verifies this point, albeit with an off-hand
reference to the specifics of each country:

Although adjustment programs vary depending on country
conditions, in most cases, structural adjustment has three
basic components, First is the reform of the system of
economic incentives . . . . Second is streamlining of the public
sector by cutting the excessive size and costs of civil servi-
ces . .. . Animportant feature of such programs is the freeing
of domestic resources for private sector investment and
production. Third is comprehensive restructuring of external
debt. (Serageldin, 1989, p. 5)

Maultilateral Intervention in Sierra Leone

This IMF programme is analysed in the excellent study by Lisk
{1974), in which he argues that it played a central role in bringing
about a rejuvenation of the economy.

I wish particularly to thank Mr Jim Funna, West African
ﬂ.m.vqommiﬁ?m to the World Bank, and officiats of the Bank of
Sierra Leone for their helpful discussions on multilateral pro-
grammes.

See discussion in [LO/JASPA, 1990, pp. 20-21.

|
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4. The pre-funding conditionality was quite explicit. In a 1984

report one reads,

[Bank] assistance should be closely linked to further policy
reform, such as improvements in the allocation of budget and
foreign exchange resources to [agriculture], and to the main-
tenance of an incentive structure for agricultural production
... (World Bank, 1984, p. viii)

Some conditionality for the "pre-programme’ or ‘shadow
programme’ was quitc specific. For example, a government
document of 1987 notes that tractor services must be privat-
ized, and the failure to do so would ‘jeopardize the SAL
negotiations’ (GSL, 1987, p. 24).

As in other SSA countries, because of the agricultural cycle
national accounts in Sierra Leone are not calculated on the
basis of the calendar year. Here the convention is adopted of
giving in the text the first year of the relevant twelve month
period; i.e., 1981 refers to 1981/82. In tables both years are given,
and when only one appears the reference is to the calendar year.
The loan was for US$ 33 million from the Standard Chartered
Bank (GSL, 1987, p. 18).

‘As mineral wealth has been depleted, the country has no longer
been able to maintain its earlier living standards ... (World
Bank, 1981, p. ii).

In various reports of multilateral agencies and the government it
is occasionally suggested that diamonds will make a strong
comeback by the opening of Kimberlite mines. To date there is
no sign of this occurring. Various explanations are offered for the
lack of interest by foreign investors. One common explanation
was that the Kimberlite concessions were under legal dispute by
various claimants. The less optimistic explanation was that
production costs would not be competitive with the Republic
of South Africa. The latter judgement was made in a World Bank
report:

First, the [Kimberlite] project is risky and may not be profit-
able. Second, cven if successful, it will provide only 240,000
carats a year for approximately ten years, a level that will not
fully compensate for the decline in alluvial diamond produc-
tion ... Under no circumstances can the Kimberlite project
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bring the volume of Sierra Leone’s diamond exports back to
the level of the early 1970s. (World Bank, 1985a, pp. 100--101)

A supplementary document 10 the one above concluded:
“Slubstantial uncertainty persists as to the amount of kimberlite
available and the diamond content and quality. Thus, the total
risks remain high’ (World Bank, 1985b, p. 19)

‘[TIncome generated by mining exports has only modestly stimu-
lated agriculture and manufacturing; instead, it induced imports
and other remittances abroad. Sierra Leone thus has a divided
economy with an enclave mining sector and a large and under-
developed agricultural sector’ (World Bank, 1969, p. i).
Referring specifically to the balance of payments, a World Bank
report puts it well:

Adjustments 1o external shocks differ depending on the nature
of the shock and the structure of the economy. The more
advanced and integrated the internal productive structure is,
the easier it is for the economy to adjust. However, in [no] case
can the shift restore the balance of payments without undue
hardship.

The structure of Sierra Leone’s economy, like that of other
African countries, is not integrated enough to permit internal
adjustments without severe deflation. (World Bank, 1985,
pp- 97-8)

For example, one reads, ‘The lack of competition appears to
exacerbate the wide spread between producer prices and final
consumer or export prices’ (World Bank, 1981, p. vii).

‘So far only stow progress has been made toward either effect-
ively raising the incomes of the poor or adequately taxing the
incomes of the rich. Both are necessary’ (World Bank, 1981,
p. ii1).

In this context, it is worth noting that the country repoert of 1976
gave an endorsement to government price policy towards agri-
culture:

These farm price changes [after 1974] dramatically turned the
terms of trade in favour of the rural population, provided the
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much needed production incentives, and since 1974 there are
signs that agricultural production is showing significant gains
for the first time in years. (World Bank, 1976, p. 1)

Thus, the positive judgements of the 1981 report should not be
seen as an anomaly.

‘Sierra Leone has significant problems of equity and income
distribution . . .” (World Bank, 1981, p. vii).

The issue of subsidies is dealt with in Chapter 7, in the discussion
of rice policy.

‘It seems clear that regardless of the progress made in promoting
the production of rice, demand would then have to be curtailed
to a considerable extent, either through rationing or measures
which increase price’ (World Bank, 1984, p. 27).

‘Recurrent expenditures have grown too fast relative to GDP
and, more importantly, have developed a significant imbalance in
favour of wages and salaries’ (World Bank, 1985a, p. ii).

For example, a 20 per cent cut in government wages and salaries
in real terms was set as conditionality (World Bank, 1985a,
p. vil).

“The role of the Government in designing and overseeing mining
contracts should be limited’ (World Bank, 1985a). This comment
and others by the World Bank after 1981 might give the
impression that Sierra Leone had rather strict laws on foreign
investment. Quite the contrary was the case:

The ‘laissez faire’ policy of the government has so indulged
managers and proprietors and that ‘to ask for information is
often to annoy or displease’ them . ... In general . .. Sierra
Leone adopt[s) an open-door, free-cnterprise policy. There are
no restrictions on the level or locations of MNEs [muiti-
national enterprises}’ (Iyanda, n.d. {c. 1983], pp. 8, 11).

The Bank presented its position in World Bank (1986}, and the
conditionality for an adjustment loan was detailed in two
government documents (Sierra Leone, 1985 and Sierra Leone,
1987).

The JASPA report did repeat the World Bank’s judgement that
price policy for rice had been mistaken (ILO/JASPA, 1990,
p. xxi). This issue is treated extensively in Chapter 7.
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4

The Decline of an Economy

The following table demonstrates the decline, giving three-year
averages:

Diamonds Iron ore
Years fearats, thds) S8, m) {tons, thds) (USS. m}
1968-70 IB35 64 2371 12
1971-73 1724 72 2402 14
1974-76 1425 80 1153 1¢
1977-79 789 102 0 0

{(Workd Bank, 1981, pp. 153-4).

Export values in Leones were converted to US dollars using the
trade-weighted exchange rate.
The disbursed external public debt was US$ 539 million at the end
of 1971, down 6 per cent from 1969, and debt service payments
only US3 8.3 million. By the end of 1979, disbursed debt reached
USE 278 million, and debt service over US$20 million for that
year (World Bank, 1981, p. 160).
‘With rich mineral, water and land resources, Sierra Leone has
good potential for export diversification in mining and agricul-
ture and import substitution in energy and processing industries’
(World Bank, 1981, p. ii).
The means, standard deviations, and ceefficients of variation
(ratio of the latter to the former) were:

Decude Mean Standard deviation Coefficent of variation

1960s ~-4.6 7.1 1.50
1970s —2.6 7.7 2.96
19805 —1.1 038 9.23

The terms of trade were calculated from international prices in
US dollars, thus not affected by Leone devaluation.
Recall that the World Bank report of 1981 stressed the immediate
need for new investment: *, . . domestic savings and investment in
both the public and private sectors will nced to be stepped up
considerably” (World Bank, 1981, p. ii). Note the explicit
rccommendation that pubfic sector invesiment be increased.

6.

Notes 163

Government expenditure and revenue are analysed in detail in
Chapter 8.

Some of these infrastructure needs were expansion of port
facilities to reduce waiting time of ships and investment to
improve the ferry service across the bay from the airport road
to Freetown, to facilitate tourism.

Rurat and Urban Incomes

This literature is surveyed briefly in Jamal and Weeks (1988).
Calculations can be found in JASPA (1981) and Jamal and
Weeks (1988).

Okai referred to the ‘general low level of wages which holds back
increases in purchasing power' (Okai, 1983, p. B). See also the
discussion in Rimmer (1984, pp. 87ff).

Recall that in the text the national account year is given as one
number; ie., 1963/64 is reported as 1963. Exceptions to this
practice occur when reference is made to particular surveys or
documents, such as in the sentence in the text that follows this
footnote. The calculations end at 1985/86 because the deiail
required for the calculations was not available from the
national income accounts for 1986-8 at the time this study was
completed.

If one doubts that the number of farm families fell (and all
statistics are open to some doubt), it shouid be kept in mind that
the 1984/85 farm survey was probably the most accurate of the
three. This implies that if there is a measurement bias, it involves
an under-estimation of incomes for the earlier years. In any
event, the falling trend in wage carner incomes is 50 extreme
that no reasonable adjustment of the farm population would alter
the conclusions which appear below. The finding of the 1984/85
survey supports inferences drawn elscwhere. For example,
Harvey noted that *the most revealing changes in rural employ-
ment is [sic] the increasing proportion of self-employed and
unpaid househaold workers™ (Harvey, 1981-2).

The data and statistics from which this table is derived are
presented in the data appendix.

Jamal incorporated this price differential into his calculations,
obtaining a narrower wage earner-farmer gap for the 1970s than
in the table here (Jamal, 1982).
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The national income accounts provide data on total wage
vmwanﬁm in the economy, which the JASPA report used along
with an estimate of total wage employment. That approach was
not used in this study because of the difficuity of obtaining
accurate data on employment for the 1980s.

Zm,::mmnﬁzlsm pay e¢xceeded that in mining during the 1970s.
This poverty line calculation 1s also used in Jamal (1982), and is
lower than that found in Lisk and van der Hoeven (1979).

The largest value of the ratio does not coincide with the highest
real wage. This i1s because in some years the cost of living
dectined. When the cost of living declines, the value of the
poverty line also declines, which can offset a fall in real wages
when the ratio is calculated.

Oﬁu. the years non-farm, non-wage income per head was about
w_mrﬁ to nine times that for the average of farm and wage
incomes. The former series has not been reported because it
includes such different groups as to be meaningless: urban
entrepreneurs, mformal seclor operators, rural non-farm work-
ers, etc.

This argument was made for Sierra Leone, but is found in more
explicit form in a 1983 World Bank report on Kenya:

The [present] policy of wage restraint should probably be

maintained for the foreseeable future . . . [{]n so far as wage
restraint moderates increases in domestic prices, this policy has
beneficial effects on real rural incomes . . . Thus, this policy

effectively redistributes income from urban to rural house-
holds. (World Bank, 1983, p. 23)

This conclusion coincides with that found in Longhurst, Kamara
m:.a Mensurah (1988, no pagination): ‘The SAP [structural
.m&:wS..o_.: programme] is likely to widen inequality of overall
income distribution . . .’, and *. . . the limited evidence available
aonm suggest that [the SAP measures] have worsened rather than
improved the precarious position of the poor.”

Rural Income Distribution

Many of the points made in this scction are treated for sub-
Saharan Africa as a whole in Jamal (1989).
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“This overriding traditional emphasis on security helps to explain
the lack of specialized production . . . why all producers tend to
grow the same staple crops regardless of agronomic conditions
... (Johnny, 1981, p. 16).

‘... [T]here also exists a great potential for expanding the
cultivated area ... However, costs of development of new
swamp areas are generally high and can only be recovered if
yields are substantially increased and appropriate techniques
adopted.” (FAO, 1989b, p. 4).

This is the general thrust of the 1984 agricultural sector report,
most explicitly with regard to tree crops, but also rice. For tree
crops, the report predicts a substantial and immediate increase in
output from increased producer prices through improved main-
tenance (World Bank, 1984, p. 25). It should be noted that the
FAO stressed that increased cultivated swampland would require
application of significanily different techniques of production:
‘Development of new areas for swamp land cultivation should
thus always be combined with the introduction of moedern
cropping techniques’ (FAO, 198%b, p. 4).

“‘Expansion of the area of upland rice under the present system of
Rotational Bush Fallow is not possible’ (FAQ, 1989b, p. 4).
‘Once population density increases, the cropping periods have to
be lengthened and fallow period shortened . . . Clearly the
situation is untenable in the long run’ (JASPA, 1981, p. 141).
The FAO came to the same conclusion a decade later: ‘The
situation at district level is however quite different. In most of the
more densely poputated upland districts the process of soil
degradation is already in an advanced stage’ (FAQ, 1989b, p. 6).
‘It is essential, therefore, that major emphasis be placed on
intensification of swamp development where potential rice yields
may be several times larger than under rain-fed upland condi-
tions’, and ‘less than 0% of the potentially arable swamplands
are cultivated® (World Bank, 1984, pp. iv, 13). A more modest
view is found in a government document written in support of a
request for a structural adjustment loan, ‘There is room for
expansion of cultivation by greater utilization of swamps for
food crops . . ." (GSL, 1985, p. 1).

A survey of the unsuccessful schemes for expanding wetland rice
in the 1970s and 1980s is reviewed in FAO (1989b).

‘Labour shortages are the main constraints on rice produc-
tion . . ." (Richards, 1986, p. 74).
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10. The Richards book is the definitive work on rice cultivation in

1.

m_mq,qm Leone, providing a historical background, as well as
meticulous field work. _

\M;_m H.:a consumption ﬂ,mE.nm .. . indicate, seriously inadequate
calorie levels characterize the low-expenditure [rural] households’

(ON, USAID, 1978, pp. xiii). See also Dahni .
(1986) and FAO (1988a). so Dahmya and Kangbai

12, The information from the 1965/66 survey is not included, since it

13.

14.

15.

16.

17.

1s not strictly comparable. In that survey just over 10 per cent of
farms were listed as being of unknown size, while in the later two
surveys all farms were assigned to a distributional category
The total rural population rose by 8 per cent Ermnr.imm
accommodated by an increase in size of ro:moro_m from 5.6 to
6.8 (SLG, CS0, 1972; and SLG, MAF, 1986; see especially _.wmw
pp. 1-2; and m_.LO_ C80, 1986). Over the same period -.m:._“
households also increased, from 7 1o 7.9. The increase in size of
ro:mm:..oa 15 consistent with the rapid population growth over
the period. The increase in household size is verified by Spencer
w:a wmm%o in their survey, in which they found an mmﬂmmn
_Mﬂwu. amily to be 7.4 persens in 1974-5 (Spencer and Byerlee,
In support of the labour constraint argument of the previous
section, we can also quote Blair: ‘it would appear . . . to be the
case .:;: by the early 1970s, many Sierra Leonean :.Em:a rice
farming households had reached a critical minimum level of male
labour 8, maintain subsistence production’ (Blair, 1975 p. 17
Upland rice farming is characteristic of the nooqoq,mm:: mm:.::am.
Wnn m_mo Johnny Com_. p- 10), who argues that upland rice
qMMM“wWimm%rmwmn.n:Noa by land being the relatively abundant
., and acce i i i
rosouree n::?m:ow to credit, for working capital, prevented
It Is assumed ,Z_E farmers receive 60 per cent of the urban market
price, except in the case of regulated export crops (coffee, cocoa
.m:a U.m__.: rw_.sm_mv. The 60 per cent figure was ogmimm_ from
interviews with Ministry of Agriculture and Forestry officials
The survey (Spencer and Byerlee, 1977) collected detailed _:
.wog._m:o: on output, inputs, and cash income from the most
important agricultural areas of the country.
,_,_._n. 1984/85 survey reported farm sizes in hectares, while the
carlier two used acres. For Table 6.1 ranges were nmEE:na in
order 1o express both the 1970/71 and 1984/85 results in the same
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measure of area. Hectares are used in Table 6.2 because this
allows a more detailed breakdown by size ranges.
The two eslimates were obtained independently of each other, at
least here: the estimate of intermediate production was taken
from Spencer and Byerlee (1977); the crop prices from the
Agricultural Statistical Bulletins; and the discount for farm-gate
prices from Ministry of Agriculture and Forestry estimates.
Unlike with the World Bank, the IMF reports are not avatlable
to researchers. But in an interview in Washington with the author
of this paper on 6 January 1989, a Fund official with responsi-
bility for West Africa stressed the importance of increasing
agricultural prices
It was estimated that in the mid-1970s rice accounted for over 50
per cent of the total quantity of food available in Sierra Leone,
that it was grown by over 80 per cent of farmers, and represented
at least a third of the value of agricultural trade (Spencer, May-
Parker, and Rose, 1976). The 1984/85 survey confirmed these
estimates for the 1980s.
The calculations apply the figure used by the Sierra Lcone
Ministry of Agriculture, of 115 kilograms per year for an adult.
It is this amount that the government used to calculate aggregalc
rice requirements for the country (see SLG, MAF, 1987b and
1988). One reader of this book in manuscript form considered
this amount too low. However, it was greater than the per capita
rice requirement used in other sources. The FAQ in its 1989 study
used 100 kilograms (FAO, 1989b, p. 1, footnote), and estimated
actual consumption per head to be 90 kilograms in the 1980s
(ibid., p. 3-4). The Ministry of Agriculture and Forestry figure
(115 kilograms) was based on estimated per capita consumption
in the 1970s. Confusion over figures might arise from use of the
term ‘requirement’. It might well have been the case that for
adequate nutrition Siefra Leoneans should consume considerably
more than 115 kilograms of rice, but this is not our interest here.
The purpose is to estimate actual on-farm rice consumption, in
order 10 arrive at a calculation of marketed rice.
In the absence of survey data, there was no alternative to this
assumption that seemed less arbitrary.
Such apparently strange behaviour might have been common in
Sierra Leone. Richards (1986) reported that heavy indebtedness
forced smallholders to sell their sice crop prior to harvest. Asa
result, they had subsequently to purchase rice for consumption,
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In such an arrangement the pre-harvest sale price was below the
post-harvest purchase price (otherwise creditors would have
made no loans). Obviously, any gain to smallholders of inc-
reased rice prices would be minor at best.
‘Borrowing rice for repayment in kind after the next harvest is the
main safety net against farm failure. Farmers in a position to
make rice loans are often more concerned to use such loans to
build up or strengthen their networks of patron—client relations
than to make a profit in straight financial terms. This is why so
much rice fails to reach the open market even when prices are
relatively high’ (Richards, 1986, p. 115).
‘Although the absolute indebtedness of farmers is estimated at
only IS per cent of the total volume of rice production, such
cha amount 1o 60 per cent of marketed production. Therefore
with such indebtedness and obligation to sell, farmers are ﬂoqnnnm
Lo wm_v_ their paddy surplus at depressed prices . . " (FAQ, 1989,
p. 30).
“The bulk of rice is transported to the village market as head-
loads . . . Especially during periods of slack demand, farmers
tend to accept whatever price they can get for their produce in
n.:,._w.mmv to avoid carrying the load back and forth” (FAO, 1989,
p. 30).
Palm oil would be the exception to this rule.
The coefficient of variation is the ratio of the standard deviation
to the mean. Here the standard deviation is unweighted, derived
from the averages of the ranges. However, since the distribution
of houscholds (the weights) does not change in the table, this
calculation of the standard deviation is satisfactory for current
purposes.
H.:n same conclusion probably applies te most of Africa: ‘The
distribution of the sale of crops [in SSA countries] is very skewed.
A _Emn,m:man of total marketed surplus originates with a small
proportion of the farmers. Therefore, the argument that higher
wm:nc::_.m_ prices will benefit the large majority of the rural poor
1s not supported by empirical evidence’ (Pinstrup-Andersen
1989a, p. 32). .
The number of non-farm households is given in cach farm survey.
The level of urbanization is interpolated from census years.
Food-deficit farm families had to be estimated in a manner
no:mmmﬂni across the three, and only the last provided data on
production and yiclds by size category. Further, the smallest

3
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category for the first two censuses was less than one acre, not
one-half hectare as in 1984/85. As an approximation, the 1984/85
distribution of households by farm size was converted to acres
{see Table 6.1). Then, it was assumed that only households in the
lowest size category (less than an acre) werc food deficit. See
Malton et al. (1979). in support of this estimate of food-deficit
households. Referring to that study, Pinstrup-Andersen wrote,
‘in Sierra Leone, 50 per cent of the incomes of rural households
with one acre or less come from nen-farm sources, falling to 23
per cent for households with 1-5 acres, and about 5 per cent for
larger farms . . .’ (Pinstrup-Andersen, 1989a, p. 12). An gstimate
of the proportion of food-deficit families in the total population
for about 60 countries can be found in FAQ (1990b).

Pinstrup-Andersen has generalized this conclusion to most of
Africa: *A large share of food insecure Africans are net buyers of
food. The majority of them are farmers without access (o
sufficient land and/or other resources to produce sufficient food
to meet family requirements’ {Pinstrup-Andersen, 1989, p. 32).

Performance of Agriculture

“While relalive price shifts may engender a set of area substitu-
tions with added weight given to tradeables, the aggregate supply
response . .. will tend to be considerably lower than for
individual crops, particularly in the absence of complementary
actions, such as infrastructure investment” (Commander, 19895,
p. 236). Along the same ling, Streeten referred to the ‘illusion’ of
price stimulants; ‘The illusion that higher prices by themselves
will lead 1o a large response in supply derives from an illegitimate
extension of what happens if the price of one crop rises relatively
1o others to the case where the agricultural terms of trade as a
whole improve. All the evidence shows that supply response is
much lower for total output’ (Streeten, 1989, p. 8).

In his review of agricultural supply responsc in underdeveloped
countrics, Chhibber wrote, ‘The results of this survey of the
aggregate supply response indicate that changing the incentive
structure faced by farmers is an important. but not the only,
component of a balanced policy package to raise agricultural
preductivity’ (Chhibber, 1989, p. 66).

*In this context the simple-minded notion that price adjustments
will lead to the economy unconstrained, and 10 a higher equili-
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brium level of output, is not enough. The provision of public
goods and services — non-price factors — must play a key role in
the m&:w:dmzﬁ process’ (Chhibber, 1989, p. 66).

Again Wo quote Chhibber, ‘It is important to emphasize [public
nx_u_,w:a::an_ because adjustment operations are often undertaken
during the period when public expenditure budgets are highly
constrained . . . . The results of this survey show that if these cuts
are large they can negate the expected supply response from
improvements in price incentives’ (Chhibber, 1989, p. 66).
:.Emm surprising that the 1990 JASPA report seemed also to
:::w that government price policy had a major impact on the
rice Em_._.ﬁnn ‘The government should review price policy for rice
with a view to increasing domestic rice production in order to
reduce the growing dependence on imported food’ (ILO/JASPA
1990, p. xxi). ,
‘The regulation of imports has had the greatest effect on
_uaoacnm_. prices, which have been depressed by the subsidized
retall price in towns . . Imported rice, which has had a
resulting artificially low price, has therefore continued to depress
::.w domestic price of rice’ (World Bank, 1985b, p. 5). ‘Producer’
price must here refer 1o price received by the farmer, not the Rice
Board producer price.

‘The omm«m: picture is of a world cereals ¢cconomy dominated by
domestic conditions in a small number of countries. Policies in
these countries determine the extent of transmission of domestic
Eon._:n:o: variations to other countries . . . and thus influence
the rmpact on global food security’ (FAQ, 1985, p. 23),

Up to 1974, the source is Levi (1976, p. 142), described as ‘actual
,Eo_.:r_w retail” for Freetown, From 1976 through 1987 the source
is the Ministry of Agriculturc and Forestry Agricultural Statist-
ical Bulletin. These last prices are measured per 10 ounce
container (‘buttercup’), the common unit of sale for mitled rice.
A note to the table in Bufletin 11 states:

Obtaincd as part of the consumer Price Index exercise. Due 10
budget constraints, figures arc no longer obtained from sample
purchases, instead the trader is asked to lend a sample
purchase to the {Central Statistics Office] for weighing. The
quoted price rather than the actual price is used. (SLG, MAF,
1986. p.41)
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Since this note appears first in No. 1, it can be assumed that
prices through 1984 were collected on the basis of sample
purchases. Finally, the price for 1975 is taken from the consumer
price index, as reported in SLG, CSO (1982).

Unfortunatety, data on rice subsidies were not available from any
source. Total subsidies to all state enterprises (one of which was
the Rice Board) averaged US$12.5 million per year from 1973
through 1983 (SLG, CSO. 1980; and 1987). Rice subsidies would
have been less than half of this. In 1986 IMF conditionality
required that rice subsidies be himited to Le 45 million for the
second half of the year, which converted to US$2.9 million
(SLG, 1987, p. 31).

It is beyond the scope of this study to investigate the impact of
food aid on the economy of Sierra Leone. However, consistent
with the argument made here, recent research indicates that the
disincentive effect of food aid to underdeveloped countries
tended 1o be exaggerated:

Although it is widely believed that food aid distorts incentives
to increase agricultural production, detailed empirical country
studies conducted in recent years suggest that the disincentive
effect of food aid has been over-emphasized. An analysis of
sixteen developing countries that achieved particularly high
growth rates in food production of 3.9 per cent during 1961-76
shows that they also received about 80 per cent more food aid
per capila than the average food aid recipient country (von
Bruan and Huddleston, 1989, p. 252).

Countries were Brazil, Ghana, Iran, Cote d'Ivoire, Malaysia,
Mexico. Morocco, Pakistan, the Philippines, Sri Lanka, Sudan,
Thailand and Tunisia.

Indirect evidence thatl rice prices in Sierra Leone werc not far
below world prices in the 1980s is found in a 1986 FAG report,
When converting nominal producer prices to CFA Francs for
cross-country comparison, the calculations showed the rice price
in Sierra Leone for 1980-2 to be the third highest among eleven
countries of West Africa (FAO, 1986b, p. 44).

This explanation was suggested by Levi in the 1970s, who attri-
buted the increase in rice imports 1o the boom in altuvial mining
which drew labour away from agriculture (Levi. 1976, p. 143).
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The trend line is:

In(output/farms) = 4.938 + 0.025t

_ Adjusted R2=0.852
t-statistics (336.0) (11.3)

N=23 (196385}

in other words, there is no evidence to support the following
statement by the Bank, and much evidence to the contrary,

Government’s policies with respect to the incentive framework
have had a serious effect on agricultural production. The
,o<na<m_:w& leone imposed low producer prices ... [and]}
imports at the low rate of exchange depressed the domestic
urban market price [of rice]. (World Bank, 1984, p. vii)

We have shown this to be false: the domestic market price in

S,o,ﬁ years was above the import price converted to US dollars.
Pinstrup-Andersen makes this point:

One of the key modifications needed in African government
policies is a change from a goal of short run maximization of
agricultural production expansions to a goal of maximization
of real incomes of the poor (both rural and urban). The former
leads to policies and programmes which are likely to benefit
larger, better-off farmers who control better preduction envie-
onments, while ignoring food-insecure farmers due to their
lower short-run potential for expanding the marketed surplus.
(Pinstrup-Andersen, 1989a, pp. 27-28).

These results cannot be dismissed as statistical illusion. As
explained before, the annual estimates of the number of farm
families are derived from the farm surveys of 1965/66, 1970/71
and 1984/85. The rice cutput figures are arrived at independently
of this by annual sample surveys. The farm number estimates for
the inter-survey periods (1963-5 and 1976-80) may be somewhat
off mark because they are extrapolated. However, they should be
of the right magnitude.

See particularly World Bank (1984, p. 25).

An FAO study reached the following conclusions:

The policy prescriptions deriving from [this study] are plain
m:ﬂ reflect the position that most LDCs have long been taking
in international forums. First, developing countries should be

19,

20.

21.
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actively concerned about deteriorating terms of trade and
instability. Second, LDCs should strive to take effective group
actions, both to give a consistent framework to domestic
policies without unwilling transfers of welfare and implicit
free-ridership, and to increase market power towards large
industrial purchasers. (Scandizzo and Diakosawas, 1987,
p. 167)

This term is incorrect because a proper calculation of the terms of
trade would (1) have 1o include the cost of farm inputs {(which the
consumer price index does not); and (2} the consumer price index
would need to be re-weighted to reflect rural consumption
patterns rather than urban ones. The most obvious example of
a difference in consumption patterns is that rural Sierra Leoneans
do not for the most part pay rent.

The results are so poor that they do not bear reporting. The price
variables are all non-significant and the R-squares less than 0.1
(negative when adjusted for degrees of freedom in the case of
coffee and the ratio of the producer price to the export price).
For example, this might be demonstrated by calculations of
purchasing powcr parity. Such calculations can be found in
Chapter 8.

Aspects of Macroeconomic Adjustment

It has already been shown that the empirical evidence offers no
support for the view that low producer prices discouraged
production of cxport crops (Chapter 7}, and this argument will
not be repeated.

The scepticism of the local officials about the success of a ‘float’
was reporied in interviews conducted by the author at the Bank
of Sierra Leone and the Ministry of Finance. The consequences
of the fMloat are discussed below in more detail.

Though probably not in the short run, since investments are
long-gestating. Investors would presumably atiempt to anticipate
the movement of the exchange rate over some future time period.
Such is not the case for perishable commodity exports sold on a
spot market.

‘A real effective exchange rate index is defined broadly as a
nominal effective exchange rate adjusted for relative movements
in national price or cost indicators of the home country and its
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partner- or competitor-countrics.’” IMF, fnternational Financial
Statistics (January, 1989), pp. 6 7. The ‘real’ rate in Table 7.5is a
partner rate.

The measure presumes that all commaodities arc traded (or could
be) by all countries. Otherwise, using a gencral price index in
both the numerator and denominator would not be justified.

In a 1985 report on public expenditure, the Bank notes, ‘Overall,
the Fund program {of 1983 and 1984] brought about visible
movement toward an overall macroeconomic balance in which
both the government deficit and the trade deficit are fully under
control.” (World Bank, 1983a, p. 108, emphasis mn_anm:.. As we see
below, one can harbour doubt as to whether the fiscal deficit was
‘wholly under control’, but what the Bank neglects to say is that
_:6 improvement in the trade deficit occurred with an appreciat-
ing (mismanaged?) exchange rate.

One reads:

The results [of this study] conflict with popular notions,
according to which changes in the real exchange rate would
have less of an effect on the exports of Sub-Saharan African
countries than in countries at higher levels of development.
Bui, they are consistent with the observation that African
countries, which let their exchange rate hecome greatly over-
valued, experienced considerable losses in export market
shares. (Balassa, 1988, p. 1)

Somewhat surprisingty, the paper neglects to offer the well-
recognized warning that cross-sectional relationships imply
nothing about changes over time. Other characteristics of the
study also give pause for doubt. The dependent variable is not
real exports, but the share of exports in GDP. If exports have a
real multiplier effect and the marginal export share differs from
the average in GDP, then interpretation of the results is
ambiguous. In any event, the results are hardly robust. A
number of equations are estimated and in only one case is the
x.m over 0.27. For agricultural exports treated separatcly, the
highest R2 is 0.127, and in two of the six equations the coefficient
on the real exchange rate is non-significant. The results would
seem to confirm scepticism about the exchange rate, for they
m:o,i W:E it is significant. but explains a very small portion of the
variation in export shares.

8.

10.

11.

12.

13.
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Many question the multilateral obsession with e¢xchange rates:
‘Generation of satisfactory trade surpluses continucs to be
impaired by deteriorating external terms of trade and poor
medium-term prospects for the major exportables of the [SSA]
region. Thus, even with some noticeable depreciation in the real
exchange rate (in the case of the low-income countries), the
positive cffect on export revenues has been offset not only by
restricted supply responses but by ¢xternal market constraints’
(Commander, 1989b, p. 234).

Before the oil boom Nigeria was a major exporter of cocoa and
palm products.

Liberia used the US dollar as currency, and Cote d'Ivoire and
Sencgal were tied to the franc.

The 1able excludes development expenditure (the capital ac-
count). This exclusion is for iwo reasons. First, in real terms
capital expenditure falls much more than current expenditure, so
to include it would only reinforce the conclusion reached below.
Tn the 1980s it declined as a proportion of total expenditure as
government finances came under increasing pressure. Second,
and more important, it is generally agreed that development
expenditure, by creating capacity for the future, should be
judged on different criteria than recurrent expenditure. In
general, governments of developing countries should save on
the current account to spend on the capital account.

The least-squarcs regression line for current expenditure,
1964 79, in 1977 Leones is:

In{CrrExp) = 4.084 + 0.085t
(1=49.8) (+=10.1)

R2(adj)=0.870

The Bank offered an imaginative solution to the low quality and
limited availability of public cducation in Sierra Leone:

[Plriority should be given to primary education . . . To achieve
[this] . . . the following policy initiatives should be emphasized.
(1} Take measures to iMprove resource use in primary educa-
tion. More specially, consider reducing the duration of primary
education from scven to six years and increase the student/
teacher ratio. (World Bank, 1985a, p. 93)

Educational specialists throughout the world would no doubt
find interesting the proposition that education can be improved
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by reducing its duration and increasing the number of students
cach teacher supervises.

Mismanagement or Maladjustment?

The annual average deficit in the table is US$ 66.8 million. If one
arbitrarily balances the trade account by dividing this by four
and subtracting the result { — 16.7) from cach guarter, the result is
a near-zero figure for the first quarter, a large surplus in the
second, and deficits in the third and fourth.

In Somalia in 1986, the Fund supervised an auction in which
anyone could tender bids. Further, in cooperation with the
World Bank, the Fund provided the government of Somalia
with foreign exchange to sell in the auction, which was not the
case in Sierra Leone. The more lenient treatment of Somalia
might have been related to the strategic interest of the United
States in that country, including a military installation. The result
of the two different auctions proved much the same. The Somali
shilling collapsed with almost the same rapidity as the Leonc
(ILO/JASPA, 1989).

The following description of the operation (or non-operation) of
the currency trading system represents a summary of interviews
with officiats at the Bank of Sicrra Leone, the Ministry of
Finance, and the IMF.

In terms of gencral equilibrium theory, using the unaccepted
offer rate as the trading rate represented ‘false trading’ with a
vengeance.

It should not be thought that this analysis only represents 20-20
hindsight. Prior to the float officials of the government of Sierra
Leone warned that a severe devaluation could result from the
IMF's currency trading system.

A 1987 government report summarises the impact as follows:

There is no doubt that the magnitude of the devaluation has
seriously affected not only Government's capacity 1o continue
its recurrent as well as devclopment programmes, but has also
impaired the capacity of the society to absorb the impact of the
programmes. (SLG. January 1987, p. 40}

7. The precise figure was Le 1789.5 million, as reported in (SLG,

1987, p. 31).

8.

10.

11.

12.

10
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‘Giiven the continuous slide of the Leone [in 1986}, it has become
uneconomic to hold idle balances and farmers arc aware of this.’
(SLG, 1987, p. 32).

This process is briefly recounted in (SLG. 1987, p. 32). Further
details were obtained in interviews with bankers and business
people in Freetown.

And not only in Sierra Leone: *. . . [R]ecent experience points to
no clear or optimal means for exchange-rate management.
Premature and uncontrolled movement to foreign-exchange
auctions in Uganda and Zambia merely stimulated inflation
and political dissent’ (Commander, 1989b, p. 236).

These last two predictions result from money’s property of being
‘neutral’ in the quantity theory; i.e., at full employment changes
in the quantity of money leave alf real variables unchanged.
‘Solutions to very severe foreign-exchange problems have fre-
quently been attempied over an unrealistically short period of
time using policy measures that have had scvere disruptive cffects
on the economy and caused excessive hardship for the poor . . S
(Pinstrup-Andersen, 1988, pp. 99— 100).

Alternative Adjustment

The term comes from Joseph Heller's famous novel about Second
World War bomber pilots, and it applies to the multilateral
argument about aliernatives in the strictest sense. From the
source:

.. Yossarian . . . decided right then and there to go crazy.
“You're wasting your time,” Doc Daneeka was forced to tell him.
‘Can’t you ground someone who's crazy?

*Oh, sure, 1 have to. There's a rule saying [ have to ground
anyone who's crazy . .. But first he has to ask me to .
“You mean there’s a caich? [Yossarian]

*. .. Catch-22. Anyone who wants to get out of combat duty isn't
really crazy.’

* .. That’s some catch, that Catch-22," [Yossarian] observed.
“Tt's the best there is,” Doc Daneeka agreed.

(Heller, 1961, pp. 46-7}.

While this point might seem obvious, Valdéz and Stamwalla
allege the contrary: ‘We do not claim that the price quoted in
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the world market for a commodity is a reflection of the world’s
opportunity cost of producing it. But for the national pohcy
maker, the question is irrelevant’ (Valdéz and Siamwalla, 1988, p.
103}. They go on to argue that countries will gain for adhering to
‘border’ prices even if world markets are distorted. This is a quite
strange position. Imagine the case in which a major producer of a
commodity so subsidizes its export that the world price is driven
down close to zero. Would then all other producers of that
commodity be well-advised to accept that price as their domestic
price, thus driving their own producers out of operation?

This coincides with the recommendation of the JASPA report: ‘A
crawling-peg system whereby the exchange rate is constantly
adjusted so as lo stabilize the real effective exchange rate may
be more efficient than the drastic devaluations that are adminis-
tered at irregular intervals’ (JASPA, 1990, p. xiv).

The disastrous effects of uncontrolled devaluation in a country of
another region, Nicaragua, are treated in Weeks (1992).

‘It would be unrealistic to expect, after a decade of unsuccessful
attempts, the economic distortions can be rectified over-
night . . .. The crisis is deep-rooted and will require a gradual
and long-term approach to heal’ (ILO/JASPA, 1990, p. xv).

See the discussion of the loss rate with prevailing milling
techniques in FAQ (1989, p. 32).

‘In the long-run, if the market does not ensure increasing supplies
of domestically produced rice, the government should impose
more direct controls along the lines of the Green Revolution
Programme [faunched in 1968], but with a more realistic time
frame . . . (ILO/JASPA, 1990, p. xxi). The FAO recommended a
programme to exiend over seven years, with output gains
obtained from a combination of increases in yields and expan-
sion of land in cultivation (FAQ, 1989, p. 40).

Streeten makes this point, in the context of price policy:
‘... [Clorrect pricing policies often . . . work best in conjunction
with action in the public sector’ (Streeten, 1989, p. §).

However, it would be important not to announce that debt would
not be paid, for this brings down the wrath of the commercial

banks and multilaterals, as Alan Garcia of Peru discovered in
1985.
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