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Foreword

This volume analyzes the decline of C6te d'Ivoire's celebrated development mir-
acle of the 1960s and 1970s into a major macroeconomic crisis at the beginning
of the 1980s and persistent recession thereafter. C6te d'lvoire's initial growth per-
formance was based upon comparative advantages in agricultural commodities, an
extensive use of land, foreign labor, and foreign capital. The limitation on further
land use and the consequent need to adopt a different development strategy had
become apparent by the mid 1970s. However, the coffee and cocoa booms, and the
resulting expectations of a permanent improvement in the terms of trade, led the
authorities to postpone the necessary economic adjustments. The largely unex-
pected drop in world prices of these commodities at the beginning of the 1980s
caused a severe economic crisis and at last forced the adoption of a series of ad-
justment and stabilization programs.

None of the various adjustment programs adopted in the 1980s were. howev-
er, successful. Except for a temporary improvement in the terms of trade in 1986,
the only year in which foreign exchange was not rationed, current account budget
equilibrium has been achieved essentially through severe deflation and recession.
GDP per capita fell by more than 2.5 percent between 1980 and 1987, the final
year of the present study. while investment dropped to 7 percent of GDP. The main
reason for this evolution has been the excessive rigidity of the whole economy. All
markets, including labor, capital, and major commodities. very strictly controlled.
More importantly, however, the inclusion of Cote d'lvoire in the Franc area has ex-
cluded devaluation from the usual choice of adjustment instruments available to
policy makers.

Miracle growth had come to an end in C6te d'lvoire by the end of the 1970s,
and a totally new development strategy was, and is still, needed to return Cote
d'lvoire to a strong growth path. However. the macroeconomic crisis the country
has been going through since then shows that because of excessive rigidity, its
economy has been extremely fragile in the face of strong external shocks. Sus-
tained growth in the future, therefore, will requires reforms. Just what reforms
should be undertaken are analyzed in the concluding chapter of this book.

vii
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Introduction

Since gaining independence in 1958, C6te d'lvoire has experienced both the
heights of economic growth and the depths of recession. Throughout the 1960s
and 1970s its gross domestic product (GDP) increased at an average annual rate
of about 7.5 percent, which was close to the record of the top-performing devel-
oping countries. It is little wonder that this success in the African context was
widely compared with that of the Republic of Korea or Taiwan (China).

The miracle came to an abrupt end in the 1980s when CBte d'lvoire found it-
self in the grips of a serious foreign payment crisis, from which it has not yet re-
covered and which reversed a good deal of the progress of the previous decades.
The recession came on almost as quickly as the expansion that preceded it. Where-
as in the late 1970s C6te d'lvoire's leaders were confidently predicting that the
economy would soon be at the level enjoyed by Greece or Portugal, by the early
1990s conditions were more like those in other Sub-Saharan countries.

Needless to say, CBte d'lvoire is not unique in this reversal of fortune. Many
countries have experienced a succession of favorable and adverse events in their
development, yet have been able to grow at a satisfactory average rate in the long
run. What makes the case of C6te d'lvoire unusual is the magnitude and the length
of the present "'cycle," if it is indeed a cycle and not a downturn that will continue
into the long run. Furthermore, since there has been little institutional or policy
change over the past thirty years, the present sustained recession can only be seen
as the result of new and lasting constraints from abroad and the incapacity of C6te
d'lvoire's institutions to cope with these forces.

As this volume demonstrates. many institutional and structural factors ac-
count for the path that C6te d'lvoire's economy has taken since independence. To
begin with, the rapid expansion of the 1960s and the 1970s was due not just to
rather favorable terms of trade, but also to policy and institutional choices that fa-
cilitated international factor movements and promoted a laissez-faire economy.
Membership in the Communaute Financiere Africaine (CFA) franc zone, for ex-
ample, implied free capital movements and no foreign liquidity constraint on in-
vestment, while rapid population growth and an open immigration policy provided
the country with the labor resources it needed to maintain low wages in the agri-
cultural sector and to fuel rapid export growth. In addition, a very liberal policy
with respect to foreign capital and European expatriates, as well as a consistent
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2 Growth and Crisis in C6te d'lvoire

public investment policy, attracted foreign investments in the domestically orient-
ed manufacturing sector and in some nontraded services.

C6te d'lvoire's comparative advantage clearly lies in agriculture, primarily
coffee and cocoa, and the authorities fully exploited-perhaps even overexploit-
ed-this circumstance in the favorable international price climate of the 1960s and
the 1970s. Furthermore, membership in the CFA franc zone and the West African
Monetary Union (WAMU) brought stability to the country's monetary and fiscal
policies, exchange rates, and domestic prices. Unfortunately, these advantages
turned into constraints as soon as serious difficulties appeared on the current ac-
count.

Noteworthy, too, is the strong control C6te d'lvoire exercised over the nona-
gricultural sector, although it was liberal and open with respect to foreign factors
of production. These controls encompassed the urban labor market, prices (where
the controls were hidden), credit (which was rationed), and protection from for-
eign competition. Even the export agricultural sector was in fact strictly controlled
through the powerful Stabilization Fund, Caisse Nationale de Stabilisation et de
Soutien des Prix Agricoles (CSSPPA).

The factors just mentioned also help explain why C6te d'lvoire was so hard
hit when the terms of trade suddenly turned sour in the 1 980s. For one thing, the
fixed exchange rate prevented the country from adjusting to the external price
shocks, and the manufacturing sector was far from competitive enough to substi-
tute agricultural exports. For another, foreign capital dried up in the wake of the
debt crisis, despite C6te d'lvoire's membership in the CFA franc zone.

The deteriorating terms of trade were only made worse by the government's
inability to quickly curtail the expansion in public investment spawned by the cof-
fee and cocoa boom of the 1970s. At the same time, the public investment program
proved to be rather inefficient; its marginal productivity was limited by the deep
recession that had moved in.

Many other developing countries suffered similar difficulties as a result of the
changes in the terms of trade and international interest rates that occurred after the
mid-I1970s. However, the impact of the changes was particularly strong in C6te
d'lvoire, which had attracted considerable foreign capital and many migrants in
the 1960s and the 1970s, and whose membership in the CFA franc zone turned into
a great handicap when the economy was hit by the foreign payment crisis and re-
cession.

In varying degrees, all these factors took their toll on C6te d'lvoire's econo-
my. The following chapters tell the macroeconomic story behind these difficulties.
To set the stage, the first part of the book provides a brief overview of C6te
d'lvoire's history and economic structure. It focuses on C6te d'lvoire's huge pub-
lic sector (chapter 2), the functioning of export markets and the foreign trade
regime (chapter 3), and the organization of factors' markets, including the macro-
economic policy aspects of the money, credit, and capital markets and their rela-
tionship with the franc zone and WAMU (chapter 4).
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The second part of the book is devoted to the crisis of the 1980s. It is first put
into a historical perspective in chapter 5. which deals with the economic evolution
of Cote d'lvoire since the mid-1960s. The magnitude of the crisis, its causes, and
the difficulties in overcoming it are the subject of chapter 6.

The last part of the book (chapters 7 and 8) is more oriented toward the coun-
try's prospects for the long run. The structural changes that have taken place dur-
ing the now decade-old crisis are discussed first. Then, a simple analytical model
is presented to indicate the crucial obstacles to Cote d'lvoire's economic recovery.
The book closes with suggestions for possible reforms in the trade regime, in the
organization of the public sector, and in the short-run macroeconomic decision
framework, with special emphasis on the constraints arising from the membership
in the CFA franc zone and the WAMU.

The reader should bear in mind that most of the basic work for this study was
done in 1988 and 1989. at which time it was difficult to obtain precise statistical
information on macroeconomic aggregates for very recent years. (The data col-
lected from 1965 to 1986-87 are presented in detail in the appendixes.) As a result,
the analysis does not go much beyond 1987. although an effort has been made to
update some of the points.

Despite this limitation. the study continues to be germane since most of the
issues raised-such as the exchange rate depreciation-are still current and still
being debated. More generally. the experience of C6te d'lvoire during the period
examined in this volume provides a wealth of lessons, not only for other countries
but also for scholars seeking greater insight into the obstacles to economic
development.





Chapter One

Outlook for Cote d'Ivoire's Economy

Historical Background

CMte d'lvoire was one of the last additions to the French colonial empire. The re-
gion received little attention from France initially because access by sea was dan-
gerous.1 It was not until the 1890s that the French recognized its excellent
agricultural possibilities. When they did, economic development proceeded at a
fast pace. Between the beginning of the twentieth century and World War 11, large
coffee, cocoa, and banana plantations were established in the southern and central
regions, and the dense forest in the same parts of the country provided timber for
exports. Between 1900 and 1930 the value of total commodity exports rose from
10 to 300 millions CFA francs, before leveling off during the Great Depression.2

During World War 11, however, production quotas and the harsh treatment of
forced indigenous labor incited protests in the French African colonies. In Cote
d'lvoire, the protest was led by Felix Houphouet-Boigny, a wealthy cocoa planter.
His section of the regional Rassemblement Democratique Africain soon became
C6te d'lvoire's major political party.3 The important point here is that opposition
to colonial power in Cote d'lvoire was mainly of an economic nature rather than
an expression of nationalism.

In the late 1940s the French began building a transport infrastructure that
would permit more efficient exploitation of Cote d'lvoire's resources. The Vridi
Canal, which enabled Abidjan to become a deep-water port, was completed in
1950, the Ivorian section of the railway from Abidjan to Niger was finished, and
a network of internal roads was created in the forest zone around Abidjan. Exports
then tripled during the 1950s.

In 1956 a new administrative system was created in which power was shared
among the French and local leaders in the various territories of Afrique Occiden-
tale Francaise (AOF-French West Africa). After a few years, CMte d'lvoire's
leaders realized that their economic interests did not always mesh with those of

5



6 Growth and Crisis in C6te dhlvoire

France. Hence, in 1960 C6te d'lvoire formally withdrew from the French Com-
munity and also cut its political ties with the other former AOF territories, even
though keeping them would have given C6te d'lvoire obvious economic advan-
tages. Houphouet-Boigny was elected president of the new country.

C6te d'Ivoire's independence implied no discontinuity in internal or external
economic or political orientation.4 The 1956 reform of the French colonial admin-
istration had given the Ivorians a considerable degree of autonomy and the objec-
tive economic interests of C6te d'lvoire and France remained much the same.
Within the country, the planter bourgeoisie who had favored independence could
reinforce their position and advantages. As for the new country's relationship with
France, the 1961 Franco-lvorian protocol maintained preferential tariffs for Ivor-
ian agricultural exports to France and a preferential treatment of French products
in Ivorian markets.

Yet, just before achieving independence in 1960, C6te d'lvoire was far from
being a typical colonial country.5 True, more than 50 percent of its exports went to
France and approximately 75 percent of its imports originated there. But export
production after World War I was concentrated in indigenous cocoa and coffee, as
the country's French expatriates turned more and more to commodity processing
and marketing. Moreover, French colonial policy after World War II was based
upon introducing colonies to the French language and French institutions and edu-
cation in the population under its control. Hence, a small but educated native elite
came into existence serving as intermediaries between the French and the Ivorians.

During the 1960s and most of the 1970s the Ivorian economy functioned ex-
tremely well, and the average annual growth rate of GDP over the period was 7.2
percent. Most of C8te d'lvoire's chief political and economic actors came to the
conclusion that the policies followed since independence undoubtedly had been
the right ones. Although for many years these policies merely represented a con-
tinuation of trends introduced in the colonial period, C6te d'lvoire's rapid eco-
nomic and social development after 1960 was associated more with its openness
to foreign capital and workers, its emphasis on agricultural exports, an unusual
mixture of private (foreign) initiative and public intervention in the domestic
economy. a policy of conciliation among interest and ethnic groups, and active co-
operation with neighboring countries, as well as with France. Despite some occa-
sional departures, the government followed these policies with confidence-
indeed, it may have been overconfidence that led to the serious economic distor-
tions and crises of the 1980s.

Cote d'lvoire's Economy before 1980

By African standards, C6te d'lvoire, with its 300,000 square kilometers, is a mid-
dle-size country. It is much more densely populated than the typical Sub-Saharan
country. In 1980, its estimated total population was close to 8.5 million. or approx-
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imately twenty-five inhabitants per square kilometer. In contrast, population den-
sity in the Sub-Saharan region as a whole is about two per square kilometer. C6te
d'lvoire's higher population density is explained by its mild climate and fertile
soil. This is especially true of the "forest region" in the central and southeast part
of the country.

Although the savannah region in the north offers good conditions for growing
cotton. sugar, and food crops, it is much less fertile than the central and southern
regions, and much less densely populated. This north-south difference, and the
economic inequality it created, is an important political factor in Cote d'lvoire.

Income, Growth, and Trade

The World Bank has estimated that gross national product (GNP) per capita in
1980 was 1.000 dollars, which put C6te d'lvoire above the median figure for all
lower middle-income countries and made it the third richest among medium-size
countries in the Sub-Saharan region. From independence until 1980, GDP grew at
an average rate of more than 7 percent a year. This represented a fourfold increase
within that twenty-year period.

Cote d'lvoire grew much faster than neighboring Ghana, which is endowed
with the same kinds of natural resources, and faster than Senegal, whose GNP per
capita at independence was much higher than that of Cote d'lvoire. During the
1970s, however, CMte d'lvoire's rate of growth slowed down, partly because of
substantial migration from neighboring countries, which accelerated its popula-
tion growth to 4 percent a year over the decade (table I. I). Inasmuch as the natural
growth rate (that is. the difference between the crude birth and death rates) is ap-
proximately 3 percent, almost I percent of this population growth was the result
of immigration.

The record growth performance in CMte d'lvoire until the late 1970s has been
attributed to exports. consisting mainly of agricultural products. These products ac-
counted for 80 percent of total exports in 1980, including wood processing. The
country's export commodities are somewhat diversified, with the major commodity
(coffee) accounting for only 30 percent of total merchandise exports (see table 1.2).6

C6te d'lvoire's substantial agricultural exports reflect its comparative advan-
tage in agriculture and the atypically large share of that sector in GDP. Although
table 1.1 shows that agriculture's share of GDP was 34 percent in 1980, which is
only one point above the mean figure for Sub-Saharan Africa, quasi taxes on ag-
ricultural export trading put the share at about 38 percent; this correction also re-
duces the share of services from 44 to 40 percent. When agricultural GDP is
classified according to product destination, the value added originating in domes-
tic markets is rather small, amounting to only 15 percent of GDP, of which one-
third consists of nonmarketed home products (see table 1.3).

Cote d'lvoire began to export small amounts of oil in 1980, but the share of
the extraction industry in GDP was much smaller that in other similar countries.
The initial openness of the economy also made CMte d'lvoire less oriented to im-
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Table 1.1. Profile of the Ivorian Economy in 1980
(percent unless otherwise indicated)

Lower-middle
Sub-Saharan income

Indicator C6te d'lvoire Africa countries

Population

Number of inhabitants (tens of 8.5 418
millions)

Percentage Ivorians 78

Population density per square km 32 1.9 3.4

Urbanization rate 49 22 34

Age structure

Population less than age 15 45 - -

Working age population (15-64) 52 51 55

Growth rate (1960-80) 4.1 3.3 2.4

Crude birth rate 4.6 4.9 3.7

Crude death rate 1.4 1.7 1.2

Fertility rate 6.6 6.2 3.9

GDP

GNP per capita (U.S. dollars) 990 491 840

Annual GDP growth (1960-80) 7.4 3.9 5.0

Source

Agriculture 34 33 23

Manufacturing 11 8 17

Other industry 11 19 18

Services 44 40 42

Expenditures

Private consumption 63 75 70

Public consumption 18 14 13

Investments 26 19 23

Exports 35 17 20

Imports 41 24 26

Gross domestic savings 19 12 17

Trade

Composition of exports

Fuel, minerals, metals 5 - 43

Other primary commodities 87 - 39

Manufactured products 8 - 18
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Lower-middle
Sub-Saharan income

Indicator C6te d'lvoire Africa countries

Composition of imports

Food 15 - 14

Fuels 11 - 21

Other primary products 3 -

Equipment goods 35 - 29

Other manufactured products 36 - 31

Laborforce

Agriculture 63.9 72 56

Industry 3.3 12 16

Services 32.8 17 28

Public sector

Total central government 32.1 21.1 20.8

expenditure

Total current central government 26.7 14.8 21.8
revenue

Taxes on foreign trade 10.0 3.9 3.8

Social indicators

Primary school enrollment rate 76 78 101

Note: Data for C6te d tvoire refer to 1980 or neighboring years when not available. Data for the two
other groups of countries refer to 1982.

Source: World Bank (1985).

port substitution than other countries and gave manufacturing a much smaller
share in GDP (see table 1.1).

Savings and Investment

On average, the domestic savings rate was 24 percent a year between 1965 and
1975. It climbed above 28 percent later in the 1970s because of high coffee and
cocoa prices but then fell to less than 20 percent at the onset of the crisis (see ap-
pendix table C.4).

CBte d'Ivoire's high savings propensity before the 1980s and its relatively low
share of private consumption in GDP were the result of two factors. The first was
the large number of non-lvorian workers who saved and remitted abroad a sub-
stantial proportion of their earnings in CBte d'lvoire. Before the export boom of
the mid-1970s, these remittances represented approximately 3.5 percent of GDP,
but this figure doubled during the second half of the 1970s (see table 1.4). Such a
contribution to domestic savings was, however, somewhat artificial. The second
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Table 1.2. Composition of Merchandise Exports, 1979
(percent)

Share in
Commodifv total exports

Cocoa 27.3

Beans 22.2

Semi-processed 5.1

Coffee 32.4

Green 30.1

Semi-processed 2.3

Other food poducts 5.6

Timber 14.8

Logs 11.9

Semi-processed wood 2.9

Rubber 0.8

Cotton 1.9

Oil products 4.5

Other products 12.7

Total 100.0

Source: BCEAO data.

Table 1.3. Decomposition of Value-Added in Agricultural Products, 1980
(percent)

Percentage of Percentage of
Item agricultural GDP total GDP

Value-added in the domestic market 20.1 5.8

Nonmarketed output (home products)a 32.2 9.3

Value-added on exported commodities 38.2 11.0

Quasi taxes on exported commodities 9.4 2.7
(CSSPPA)

Total value-added in agricultural productsb 100.0 28.8

a. Assuming the same content in intermediate products as for marketed output. Nonmarketed output
figures in national accounts come from annual surveys of medium- and small-sized farms.

b. Excluding basic processing on exports.
Source: Computed from input-output table Les Comptes de la Nation (1982).



Outlook for Cote divoire's Economy 1I

Table 1.4. Savings and Investment Financing, 1980
(percent)

Item Share of GDP

Gross domestic savings 18.8

Net factor payments abroad 9.5

Workers' remittances 7.0

Gross national savings 9.3

Corporate 0.8

Banking system 0 .7

Government 5.4

Households 2.4

Net capital transfers 17.2

Capital formation 26.5

Source: Computed from Les Comptes de la Nation, MinistMre du Plan, and BCEAO data.

factor was the comparatively large share of govemment revenues from indirect
taxes in GDP. Govemment revenues in 1980 as a share of GNP were about 5 per-
cent above the average among lower middle-income countries and about 10 per-
cent above the average for Sub-Saharan countries (see table 1.1). From that point
of view, 1980 was more or less a typical year, in which these revenues slightly ex-
ceeded 25 percent of GDP. During the boom in cocoa and coffee prices, however,
this share rose above 33 percent and reached a peak of 39 percent in 1977 (see ap-
pendix table H.1).

Throughout the 1960s and most of the 1970s, C6te d'lvoire's domestic sav-
ings and investment rates were much higher than in countries at a comparable lev-
el of development. It was only just before the 1980s crisis that the savings rates
began to fall. Before then, investment equal to 22 or 23 percent of GDP could be
sustained without much need for foreign capital (see appendix table D.4). Because
the remittances by foreign workers increased and domestic savings from other
sources fell to abnormally low levels, however, investment soon began to lean
heavily on foreign capital.

The Importance of the Public Sector

Under C6te d'lvoire's political system, most of the power is concentrated in the
hands of the president, who is the head of the country's dominant party (a multi-
party system was introduced only recently) and appoints the government. An
elected parliament votes on the laws and the economic plan (itself a law), but has
no real power over economic policymaking.
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Through the powerful central govemment, under the direct and sole control
of the president, and through numerous state-owned enterprises, the public sector
plays a major role in C6te d'lvoire. On average, the total revenues of the central
govemment amounted to more than a quarter of GDP throughout the 1960s and
the 1970s and reached their peak at the time of the export price boom in the mid-
1970s. This figure is not typical of other countries at a similar level of develop-
ment inside or outside Africa.

Approximately half of the central govemment's tax revenues in 1980 were
derived from the surplus in the Price Stabilization Fund (CSSPPA) and the export
and import duties used in the marketing of export crops. Other sources of govern-
ment revenues include payroll taxes, individual and corporate income taxes, indi-
rect taxes, and social security taxes. By 1980 the share of central govemment
value added amounted to 10 percent of GDP. The share had substantially increased
during the 1970s.

Another important component of the public sector consists of state-owned en-
terprises engaged in manufacturing and service activities. Enterprises that are ful-
ly owned by the state and those in which the govemment is the major shareholder
account for a little more than 10 percent of GDP. Thus, the public sector is respon-
sible for as much as 20 percent of total GDP-but a little less, 17.5 percent, if the
value added in public enterprises is weighted by the capital-share of the govem-
ment (see table 1.5).

Yearly data collected by the Banque des Donnees Financieres (BDF-Finan-
cial Data Bank), a govemment agency that oversees the operations of Cote
d'lvoire's 2,500 incorporated companies, provide a fairly accurate picture of the

Table 1.5. Relative Share of Formal, Private, and Public Sectors in GDP,
Investment, and Employment, 1980
(percent)

Percentage share
Percentage in investment Percentage share

share in GDP expenditures in employment

Total formal sector 47.4 91.4 12.9

Private formal firmsa 37.4 63.9 9.9

Govemment 10.0 27.5 3.0

Public enterprisesb 7.5 30.5 2.8

Total public sector 17.5 59.4 5.8

Total economy 100 100 100

Nonagricultural sector (71.3) - 36.1

a. Firms reporting to the BDF, Banque des Donn&es Financieres.
b. Value-added weighted by the share of the public sector in capital.
Source: Computed from BDF data, National Accounts and Ministere du Travail.
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modem sector and of the role of public enterprises. The modem sector is respon-
sible for a little more than one-third of total GDP, 7.5 percent of which originates
in state-owned companies. If the government's value added is included, the pre-
ceding figures rise to 47 and 17.5 percent. respectively. The importance of the
modem sector and public enterprises in the economy is even more pronounced in
the area of investment. The modem sector was responsible for approximately 90
percent of total investment in 1980, about 66 percent of which came from the pub-
lic enterprises and the government.

Labor Productivitv and Economic Segmentation

As shown in tables 1. I and 1.5. labor productivity in agriculture is a little below
half of what it is for the economy as a whole. This is not unexpected in a develop-
ing economy. What is surprising, however, is that labor productivity is three times
the national average in the manufacturing sector and four times in the formal sec-
tor. It is true that the comparison may be biased by the inclusion of commercial
margins and by the inclusion of the Price Stabilization Fund income in the value
added figure for the formal sector. Even so, the difference in productivity between
formal and traditional activities is striking. Thirteen percent of the labor force was
engaged in the formal sector and was responsible for about half of GDP in 1980.

These differences in productivity were strongly correlated with differences in
average educational levels, and, to a lesser extent, with the degree of Ivorization
in employment. Of course, the causal relationship between those variables may
run in both directions, but the differences in educational level across sectors were
striking. For instance, the average member of the agricultural labor force had only
one year of schooling and the average worker in commerce one and a half years.
Moreover, 70 to 80 percent of the workers in those sectors had no schooling at all.
By contrast, the average worker in industry had almost four years of formal edu-
cation and the average worker in government and services more than six years. 7

Equally striking is the share of foreigners-mostly French expatriates-in
top positions in the economy. Almost 80 percent of the managerial jobs and 50
percent of the administrative jobs in modem enterprises (public and private) in
C6te d'lvoire in 1980 were filled by non-Africans.

Unequal Distribution of Education and Income

Higher education is fairly well developed in CBte d'lvoire. However, this develop-
ment hides serious deficiencies at lower levels. In comparison with other developing
countries at the same level of income, both the literacy rate and the primary school
enrollment rate are extremely low. As already mentioned, 70 to 80 percent of the en-
tire labor force had no education at all during the study period. More important,
school enrollment rates were such at the end of the 1970s that 20 to 25 percent of the
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new entrants in the labor market had no education at all, as is also the case in Sub-
Saharan countries at much lower levels of development than C6te d'lvoire.

This unequal distribution of human capital is partly responsible for the fairly
uneven size distribution of incomes. Available estimates for 1970 suggest that
C6te d'lvoire ranks high indeed on the income inequality scale, with the Gini co-
efficient ranging from 0.52 to 0.54. Moreover, there seems to be some evidence
that the level of inequality increased during the economic boom of the 1960s.8 As
in many developing countries, however, these distribution estimates must be treat-
ed with some caution.

French Influence

The French colonial era has left a large mark on C6te d'lvoire's economy and this
is particularly evident in the organization of the modern sector. Monetary policy
is controlled by the Banque Centrale des Etats de l'Afrique de l'Ouest (BCEAO),
the Central Bank of the West African Monetary Union, which is part of the "franc
zone".9 Most important, commercial banks in C6te d'lvoire are branches of
French banking companies, and the tax system and most of the laws governing pri-
vate and public economic activity are copied from France. Budgetary rules are
those that were in operation during the colonial period, and the Price Stabilization
Fund was a late creation of the colonial administration. Approximately 40 percent
of the capital in the private sector is owned by French interests-many domestic
firms are in fact subsidiaries of French companies. And, as already mentioned, a
substantial proportion of executives in private companies and numerous advisers
to the government were, and still are, French citizens.

This French influence continues to play an important role in the performance
of the Ivorian economy. The institutional framework for monetary policy and
banking. for instance, is almost entirely under foreign control, as is fiscal policy,
which is greatly affected by BCEAO constraints on budget deficit financing. Like-
wise, a substantial share of private investment decisions in the nonagricultural
sector are made by expatriates, whose objectives cannot be considered strictly in
Ivorian interests. In some cases, French political influence in the economic sphere
has been quite direct, as can be seen in the recent debate over a proposed exchange
rate depreciation.



Chapter Two

The Government and the Public Sector

Economic organization in C6te d'lvoire cannot be fully understood without some
idea of the various channels by which the government intervenes in the economy.
Prominent among these are the tax and budgeting system, the Price Stabilization
Fund, the country's numerous public enterprises, the consolidated account of the
public sector and public investment planning.

Tax Collection and Government Budgeting

The government of CMte d'lvoire has three separate budgets, each covering spe-
cific expenditures supported by specific taxes: the Budget General de Fonctionne-
ment (BGF-General Operational Budget) covers current expenditures by the
central government; the Budget Special d'lnvestissement et d'Equipement
(BSIE-Special Budget for Investment and Equipment) covers investment expen-
ditures of the central govemment and public enterprises; and the budget of the
Caisse Autonome d'Amortissement (CAA-Autonomous Amortization Fund)
manages the domestic and foreign public debt. In addition, local governments.
several decentralized government agencies, and various public enterprises have
their own budgets and sources of funds. For instance, the National Office for Vo-
cational Training, the Office Nationale de Formation Professionnelle (ONFP) re-
ceives the proceeds of a specific tax levied on all incorporated firms; likewise, the
Fund National d'Assainissenent, National Fund for Sanitation (FNA) is supported
by a specific tax on water consumption.

The allocation of tax revenues among agencies and the various budgets is ex-
tremely rigid and often complex.] The system has developed along these lines as
a result of successive additions made to the tax law, and at the present stage any
marginal change in the system would require a major reform of the entire body of
tax laws. This systematic earmarking of taxes would make the organization of
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public expenditures extremely difficult if no transfers were taking place between
the various budgets. The main source of flexibility is the CSSPPA. the public mar-
keting board for the main agricultural exports. Because of their nature, receipts
and expenditures of CSSPPA in a given year do not enter the budgets voted in par-
liament for that year.2 When there is a big export surplus, this obviously frees up
public spending to a considerable extent. For instance, CSSPPA revenues have
been used to finance construction in the new capital city of Yamoussoukro and on
a number of occasions in recent years have gone toward payments on foreign and
domestic debts.

Although CSSPPA helps to compensate for the institutional rigidity of C6te
d'lvoire's decisionmaking in the area of public finance, the use made of its reve-
nues is far from transparent. Practically speaking, those revenues are under the di-
rect and sole control of the presidency. and most expenditures out of them escape
normal budgeting procedures. Between 1976 and 1980, for example, CSSPPA re-
ceived approximately 50 percent of total government receipts and supported an
equal proportion of total public expenditures outside normal budget rules.3

The control of public expenditures was subsequently placed in the hands of
the Committee for Financial Coordination, whose members include representa-
tives of various ministries and members of the president's cabinet. The committee
makes its decisions on a short-run basis, however, and has no instrument for com-
prehensive planning of public spending. It was only recently that the government
began putting some effort into consolidating the accounts of the public sector.4

The Tax System

As a rule, tax revenues amount to approximately 20 percent of GDP. The most im-
portant single tax in Cote d'lvoire is the tax on imports. Tariff duties and the value
added tax (VAT) on imported products together provide about one-third of total
tax receipts. A little less than one-third comes from indirect taxes on domestic
firms. The remainder comes more or less equally from income taxes, payroll taxes,
and export taxes (see table 2.1).5

Tax *on Impor-ts

The tax on imports consists of both tariffs and a value added tax. The VAT on im-
ports is the same rate as the VAT on domestic products and is based on the domes-
tic price of imports. Since the latter includes tariffs. this puts actual tariff rates
above their official value and substantially increases effective protection.

Until the tariff system was reformned in 1986, the average tax rate on imports
was about 25 percent-which was made up of a 15 percent tariff and 10 percent
VAT. The average rate increased after 1986, whereas tariff rates were made more
uniform across products. At all times, however, the average rate concealed impor-
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Table 2.1. Tax Receipts by the Govermment, Selected Years, 1975-84
(percent)

1975 1978 1981 1984

Taxes GDP Total GDP Total GDP Total GDP Total

Direct taxes 2.9 14.4 3.1 15.1 3.2 14.5 2.8 14.7

Profits 1.3 6.4 1.4 6.8 1.5 6.8 0.9 4.7

Interests and
dividends 0.2 1.0 0.2 1.0 0.2 0.9 0.3 1.6

Wage and
salary taxes 1.4 6.9 1.5 7.3 1.5 6.8 1.6 8.4

TS (wage tax) 0.6 3.0 0.6 22.9 0.7 3.2 0.7 3.7

IGR
(income tax) 0.8 4.0 0.9 4.4 0.8 3.6 0.9 4.7

Payroll tax 1.2 5.9 1.5 7.3 1.6 7.2 1.5 7.9

Domestic
indirect taxes 4.1 20.3 4.6 22.4 5.2 23.5 5.1 26.7

VAT 1.8 8.9 2.0 9.8 2.3 10.4 1.7 8.9

TPS (tax on
services) 11.0 5.0 11.0 6.3 4.0 6.3 1.2 6.3

Specific taxes 1.3 6.4 1.3 6.3 1.6 7.2 2.3 12.0

International
trade 11.0 54.5 10.2 49.8 10.9 49.3 8.7 45.5

Imports 7.5 37.1 7.8 38.0 8.4 38.0 6.2 32.5

Tariffs duties 4.5 22.3 4.5 22.0 4.9 22.2 4.4 23.0

VAT 3.0 14.9 3.3 16.0 3.5 15.8 11.8 9.4

Exports 3.6 17.8 22.4 11.7 2.5 11.3 2.5 13.1

Other taxes 0.9 4.5 1.0 4.9 1.1 5.0 1.0 5.2

Total 20.2 100.0 20.5 100.0 22.1 100.0 19.1 100.0

Source: Les Comptes de la Nation (I1975-84).

tant tax exemptions. In 1979 approximately 40 percent of the total value of goods
imported by CMte d'lvoire's public sector was granted partial or total tax exemp-
tions. Goods imported by some private firms-in particular companies operating
under the Foreign Investment Code-also received tax exemptions, usually for
imports of basic food commodities or for imported goods needed for specific
projects.
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The tax loss due to these various exemptions was often substantial. In 1984
the estimated loss due to exemptions from the VAT on imported goods amounted
to approximately 13 percent of total tax revenues.6

Indirect Taxes

Indirect taxes are levied only on nonagricultural products and only in the modem
sector of the economy. They include a value added tax that applies mostly to man-
ufactured products, a sales tax on services, and several excise taxes (on alcoholic
beverages, hotel and restaurant services, petroleum products. and the like).

The effect of these taxes on economic activity is not neutral. The combination
of a value added tax and a sales tax with the same basic rate (19 percent) in effect
imposes a higher tax on those firms subject to the sales tax.7 It is true, however,
that these firms are engaged in the production of services whose share of value
added in total sales is high, which reduces the bite of a sales tax in comparison
with a VAT at the same rate. Also, some firms engaged in services have been given
the freedom to switch to the VAT.

Other sources of distortion are the numerous exemptions from indirect taxes
granted to several firms. This is the case, in particular, for all incorporated agricul-
tural firms, for basic food industries, and for transport. In addition, the Foreign In-
vestment Code provides fiscal exemptions for a period of time after a firm's
creation, and this "grace period" often extends beyond the legal limit.8

A large number of firms that were given tax incentives in the past, often at the
behest of the president or the cabinet, have remained indefinitely exempted. As a
result, less than one-third of the total value added originating in the incorporated
sector is subject to the value added tax or the sales tax on services. The tax loss
from such exemptions amounts to some 16 percent of total tax revenues.9

Other Taxes

Cote d'lvoire's nonagricultural companies are responsible for collecting a payroll
tax that amounts to 12.5 percent of the gross salaries of Ivorian and other African
workers and 20 percent of the gross salaries of non-African workers. Because of
various exemptions, however, and also some tax evasion, the effective average rate
of this tax on the wage bill is only 10 percent.

Workers in the nonagricultural sector also pay a so-called tax on salaries, the
Tax sur les Salaires, (TS) in addition to the income tax. This tax is withheld by the
employer. It is progressive, and the average effective rate is 2.5 percent.

The general tax that applies to taxable incomes has an average effective rate
of about 4 percent. Total receipts from the corporate income tax more or less
match those of the individual income tax, even though the official rate for corpo-
rations is relatively high (40 percent). Again, numerous exemptions for investment
bring this figure down to an effective rate of approximately 20 percent. This,
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however, does not include a compulsory contribution to the National Investment
Fund equal to 10 percent of net profits, part of which can be refunded, depending
on actual investment expenditures.

Export taxes, apart from the de facto tax levied by the Price Stabilization
Fund, provide substantial receipts for the government-between 11 and 18 per-
cent of total tax receipts (table 2.1). They chiefly affect C6te d'lvoire's three main
agricultural exports. In 1980, for instance, coffee, cocoa, and timber contributed
55 percent to total exports, but they accounted for 95 percent of total export tax
revenues. Thus the export tax structure provides an incentive to produce nontradi-
tional exports. which are virtually tax-free.

The export tax system includes an "exit right" Droit Unique de Sortie, or Spe-
cial Export Duty (DUS) tax and a special tax that finances the Ivorian Office of
Navigation and the Office of Foreign Trade. The DUS is levied on practically all
agricultural exports-including coffee, cocoa, and timber. As an incentive for lo-
cal transformation of raw products, its rate decreases with the level of processing
of exports. The DUS rate for the main exports-coffee, cocoa, and timber-is
based on fixed administrative prices, which are set regardless of fluctuations in ac-
tual export prices.'0 As a result, the effective rate varies in a direction opposite to
that of world prices. When world prices fell between 1977 and 1980, for example,
the DUS for cocoa increased from 7.7 to 10.2 percent and from 5.6 to 9.0 percent
for coffee. Although changes in the DUS rates are of limited magnitude in com-
parison with recent fluctuations in world commodity prices, this tax may be a dis-
incentive to export in times of low prices.

The Price Stabilization Fund (CSSPPA)

In addition to regular export taxes, a quasi tax is levied on coffee and cocoa ex-
ports by the Price Stabilization Fund through the authoritary price that it sets for
domestic producers. The CSSPPA thus collects the difference between actual
world prices, net of exporters' margins, and the domestic prices that it sets for ex-
port crops. l l In the 1976-79 period of high world prices for both coffee and cocoa,
the proceeds of that quasi tax were considerable (16.5 percent of GDP in 1977).
In subsequent years, they fluctuated greatly and in 1987 even became negative.

In the past, only a limited part of any increases in world prices was passed on
to local producers under the jurisdiction of the Stabilization Fund, while down-
ward world price variations produced no change in domestic prices until 1984. As
a consequence, there was a huge leverage effect in both directions between world
price fluctuations and CSSPPA income. Between 1975 and 1977, for instance. the
world prices of coffee and cocoa approximately doubled, whereas the share of
CSSPPA revenues in total export receipts increased more than tenfold. The oppo-
site occurred in 1980-81 and also in 1986-87, when declines in world prices pro-
duced a deficit in the CSSPPA budget (see table 2.2).
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Table 2.2. CSSPPA and Tax Receipts as a Share of GDP, 1970-85
(percent)

Total
Total ta.x CSSPPA government Share of

receipts as a receipts as a receipts as a CSSPPA in total
Year share of GDP share of GDP share of GDP receipts

1970 19.8 4.2 24.0 17.6

1971 19.9 1.4 21.3 6.2

1972 21.2 .2 21.4 1.0

1973 20.7 1.8 22.5 8.0

1974 19.2 6.7 25.9 25.9

1975 20.2 2.2 22.4 9.7

1976 21.2 9.7 30.9 20.3

1977 20.5 16.5 37.0 44.7

1978 20.5 10.4 30.9 33.6

1979 20.4 7.4 27.8 27.9

198( 21.4 2.9 24.3 12.4

1981 22.3 1.3 23.6 3.0

1982 21.2 2.6 23.8 11.0

1983 20.6 3.7 24.3 15.3

1984 18.4 8.8 27.2 31.8

1985 20.2 8.1 28.3 28.6

1986 20.7 4.7 25.4 18.5

1987 21.8 -1.4 20.4 -6.8

1988a 21.0 -2.8 18.2 -15.4

a. Provisory figures.
Source: Les Comptes dM la Notion (I1970-85). and hlemento taero-E(conomique (de la Ci3te dl'voire,

Mn7istere de l'Economie et des Finances. Direction de la Prt'vision (1989).

Cote d'lvoire's method of taxing exports adds to the fluctuations in tax reve-
nues because of exogenous fluctuations in world prices. Ostensibly, the CSSPPA's
role is to absorb instability in world prices, and it would do so if receipts during
boom periods were sequestered rather than used to supplement public expendi-
tures for other activities. As this study makes clear, one of the main causes of the
recent economic crisis in Cote d'lvoire is that the government and the CSSPPA
have tended to ignore this rule.



The Government and the Public Sector 21

Public Enterprises

Public enterprises are quite numerous in C6te d'lvoire. They are found in practically
every sector of the economy, from oil extraction and electric power distribution to
sugar processing and hotel operations. There are two types of enterprises: those that
are fully owned by the state, and those that the state holds jointly with private, usu-
ally foreign, owners.12 Even when the state controls a majority of shares in these
joint ventures. its control is sometimes limited because it would be unable to operate
the enterprise without the help of foreign partners. Enterprises in which the govern-
ment holds a majority of the shares thus often behave much like private firms.

Table 2.3 shows the extent of public control in the modern sector in 1982.13
The government owned 56 percent of all firms operating in the modem sector, and

Table 2.3. Public Ownership in the Modern Sector, 1982
(percentage share)

Percentage
capital owned by Sectoral shares in

Sector the public sector total v,alue-added

Extraction of oil and gas 72.1 9.0

Coffee and cocoa processing 33.7 2.6

Vegetable oil processing 86.4 3.7

Sugar and tobacco processing 97.0 4.3

Other food processing 5.2 2.9

Textiles 19.0 4.5

Oil 50.7 -a

Rubber processing and rubber products 58.4 0.9
Wood industryb 30.6 5.3

Other manufacturing 8.7 7.9

Total manufacturing - 32.1

Utilities 73.3 7.0

Construction 8.2 8.1

Transports 57.8 10.8

Commerce 5.2 25.7

Other servicesC 43.4 7.2

Total 55.8 100.0

a. Oil has been discovered in 1980, but extraction was still negligible in 1982.
b. Including timber work trading.
c. Financial services excluded.
Source: Centrale des Bilans ( 1982).
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the proportion was higher in such strategic sectors as oil extraction, palm oil and
sugar processing. and electric power production. These measurements may be
somewhat misleading, however, since the ratio between value added and the
amount of capital varies substantially across sectors. When sectoral value added
rather than capital weights is used to aggregate public ownership across sectors,
the public share is only 35 percent.

As may be seen from table 2.4, the public share would decline still more if the
actual productivity of capital were taken into account. The productivity of capital
(that is, the ratio of value added to capital) is more than three times higher in pri-
vate firms than in public ones. In short, although the government owns more than
half of the capital in the country, its holdings generate only about a quarter of the
value added in the modern sector.

Table 2.4 also shows that although public enterprises-both fully and major-
ity owned-generated only 28 percent of total value added in the modern sector
between 1979 and 1982, they received two-thirds of all government subsidies.
Some of these subsidies go to agriculture, where public enterprises primarily act
as intermediaries between the state and farmers and produce only a small value
added figure. 14 In recent years, however, agricultural subsidies have not amounted
to more than 25 percent of all subsidies, meaning that other public enterprises re-
ceived substantial aid from the government. Furthermore, public enterprises paid
proportionally less tax than private companies, a revenue loss that can also be seen
as a subsidy (see table 2.4).

In defense of public enterprises, it is important to remember that the private
sector in C6te d'lvoire is predominantly made up of Ivorian planters and farmers

Table 2.4. Selected Compared Characteristics of Public and Private Firms in
the Formal Sector, 1979-82
(average percent)

Percentage shares in totalformal sector

Totalformal Majority
sector (bil- Fully public- Majority private-
lions CFAF) owned public-owned owned

Productive assetsa 1567.5 28.5 29.9 41.6

Value-added 810.9 11.1 17.0 71.9

Employment
(thousands) 223.0 - - -

Direct taxesa 208.6 2.9 12.5 84.6

Subsidiesa 97.6 47.8 20.0 32.2

Net results -30.7 12 .4 a 2.5a 20.8a

a. 1982 figures.
Source: Centrale des Bilans (1979-87).
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and of foreign-controlled nonagricultural firms. Since national entrepreneurship
was expected to be weak for a brief time, it was only natural to focus the savings
potential in the public sector on public enterprises in the first stages of develop-
ment. Initially, C6te d'lvoire's public enterprises concentrated on building the in-
frastructure and providing technical support for agriculture, while joint ventures
with foreign capital were oriented toward production for consumer markets. In the
mid-1970s, however, some publicly owned enterprises were created to operate
solely in markets (for example, SODESUCRE-Societe pour le Development et
l'Exploitation du Sucre, in the sugar industry, SODEPALM-Societe pour le De-
velopment et l'Exploitation du Palmier a Huile, in the palm oil industry).

Up until 1979 the balance sheet of Cote d'Ivoire's public enterprises was pos-
itive, partly because of subsidies and tax exemptions. After 1980, however, these
enterprises began to show a net deficit. Joint government-private firms also began
to register net losses because of the slowdown in economic activity after 1981, and
possibly also because the government fell behind in its debt payments. In the case
of publicly owned enterprises, poor management and corruption created further
problems. In April 1983, President Houphouet-Boigny publicly acknowledged
that management failures in public enterprises had produced losses of CFAF 32
billion, or 1.2 percent of GDP. Corruption in the sole state-owned sugar company
SODESUCRE wiped out the organization's entire value added of CFAF 10 billion
for 1982. Likewise, CFAF 4 billion vanished in LOGEMAD, a public company
responsible for managing publicly owned buildings.15

The Consolidated Account of the Public Sector

Table 2.5 provides a consolidated account of public expenditures from 1975 to
1985.16 It thus includes the government sector as well as all enterprises that are
entirely publicly owned. The table also summarizes public revenues, including the
receipts of the Social Security National Fund, the Caisse Nationale de Prevoyance
Sociale (CNPS), net current international transfers to the government, and other
nontax receipts (such as rents on public properties). The CSSPPA figures pertain
only to price stabilization operations and do not cover interest income or taxes col-
lected by the fund, which are included in total tax receipts of the government.

Table 2.5 shows only the net operating surplus of public enterprises, which is
negative. In effect, that surplus includes government subsidies, meaning that the
cost of public enterprises for the public budget is actually higher than that given
in the table.

Except for social security payments and some small expenditures by decen-
tralized government agencies, the annual current expenditures given in table 2.5
correspond to the figures in the current budget law and the amendments to that law
approved by the parliament. Since the government's actual expenditures do not
appear in any official publication, the figures in table 2.5 are national accounts es-
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Table 2.5. Consolidated Account of the Public Sector, 1975-85
(share of GDP)

Item 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985

RECEIPTS

Government 26.4 34.4 39.1 33.4 30.8 26.6 25.7 24.4 25.6 28.6 30.4

Taxes 20.2 21.2 20.5 20.5 20.4 21.4 22.3 21.2 20.6 18.4 20.2

Other
government
revenues 4.0 3.5 2.1 2.5 3.0 2.3 2.1 0.6 1.3 1.4 2.1
(net)

CSSPPA 2.2 9.7 16.5 10.4 7.4 2.9 1.3 2.6 3.7 8.8 8.1

Public Enterprises

Net operating
surplus 0.5 -0.2 -0.4 0.4 0.8 -0.5 -0.4 -0.2 -0.3 -1.7 -.7

Total receipts 26.9 34.2 38.7 33.8 31.6 26.1 25.3 24.2 25.3 26.9 29.7

CURRENT EXPENDITURES

Government 21.3 20.3 17.2 21.4 23.0 21.2 25.2 23.8 23.7 25.1 24.9

Goods and
services 7.8 7.1 6.1 7.9 8.5 6.9 6.8 6.2 5.7 5.4 4.5

Wages and
salaries 9.2 9.1 7.5 8.4 9.7 10.0 10.8 11.2 11.2 9.8 9.4

Subsidies to
productive
sectors 1.6 1.6 2.0 2.8 2.0 1.6 2.8 3.0 2.6 2.3 2.5

Net interest
payments 0.9 1.0 1.0 1.4 2.1 2.6 3.6 5.4 6.3 7.2 7.8

Other (net) 1.8 1.5 0.6 0.9 0.7 0.1 1.2 -2.0 -2.1 0.4 0.7

Savings 5.6 13.9 21.5 12.4 8.6 4.9 0.1 0.4 1.6 1.8 4.8

Gross capital
formation 15.2 14.9 18.6 21.0 18.9 13.7 11.5 11.1 9.4 7.6 7.6

Government 7.5 8.4 9.3 8.9 7.3 6.5 3.9 8.3 6.1 4.4 5.2

Public
enterprises 7.7 6.5 9.3 12.1 11.6 7.2 7.6 2.8 3.3 3.2 2.4

Public sector
deficit 9.6 1.0 -2.9 8.6 10.3 8.8 11.4 10.7 7.8 5.8 2.8

Borrowing
from abroad 2.8 4.9 9.6 9.0 6.9 7.9 6.6 11.2 1.3 5.0 2.8

Source: Authors' calculations, see text.

timates. As required by the International Monetary Fund (IMF), the Ministry of
Finance developed a functional classification of current government expenditures
during the 1980s. This is summarized in table 2.6. It is not fully consistent with
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the national accounts figures because expenditures in these accounts are consoli-
dated across government agencies and include transfers that do not appear in the
BGF budget. Table 2.6 simply shows the most routine part of the budget-that is,
the allocations (in percentage terms) to the various ministries.

The figures for BGF expenditures do not show total current expenditures by the
govemment. In 1984, for instance, they amounted to only 70 percent of recorded
current expenditures by the entire govemment. Since 1980, net interest payments on
the public debt (almost all of it foreign debt) have accounted for a large and increas-
ing share of total current expenditures, which explains part of that discrepancy.

The debt is serviced from the accounts of both the govemment and public en-
terprises, and table 2.5, which imputes all interest payments to the government, is
somewhat misleading in this respect. Before 1985 the Caisse Autonome d'Amor-
tissement, Autonomous Amortization Fund (CAA) was responsible for conduct-
ing the foreign borrowing operations of the govemment, including those that were
explicitly directed toward public enterprises. Those firms were also able to borrow
rather freely from abroad on their own account, however-presumably on the au-
thorization of the government. After 1985, the CAA became responsible for man-
aging the debt of the whole public sector. Under this new system, if a public
enterprise obtains a loan abroad, the loan is processed by the CAA, which collects
interest payments from the enterprise and pays foreign creditors directly.

Like the old system, the new one provides little detailed information on CAA
operations, and thus it is impossible to distinguish between interest payments
made by CAA acting as an intermediary between public enterprises and foreign

Table 2.6. Functional Allocation of Public Current Expenditures, 1981-84
(percentage share)

Allocation 1981 1982 1983 1984

General services 10.2 10.5 11.5 10.1

Defense 8.0 8.2 7.7 7.5

Education 38.7 38.7 39.5 38.3

Health 6.6 6.5 6.4 6.8

Social work 1.0 0.8 7.8 0.8

Housing 4.2 2.9 3.1 33.1

Other social services 1.8 1.8 1.9 1.8

Economic services 21.7 21.0 21.2 21.9

Agriculture 1.4 1.1 1.1 1.9

Construction 6.7 5.2 4.8 5.1

Other current expenditures 7.7 9.5 7.8 9.8

Total 100.0 100.0 100.0 100.0

Source: Ministere des Finances.
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creditors, and interest payments made directly for the government. The "net inter-
est payments" in table 2.5 were made by the central government and do not in-
clude those made by public enterprises. In reality, however, the CAA often pays
part of the interest owed by public enterprises to foreign creditors without any ac-
tual transfer of funds from the enterprises to the CAA. Thus, the net interest pay-
ments figures in table 2.5 cover some interest due from public enterprises and
implicit subsidies to them.

Regardless of the way interest payments are divided between the government
and public enterprises, the net savings figures for the entire public sector in table
2.5 should be correct, since direct interest payments by public enterprises are tak-
en into account in calculating their net operating surplus.

Public Investment

The most difficult aspect of public accounting in C6te d'lvoire is calculating in-
vestment expenditures, owing to the complexity of investment decisionmaking in
public enterprises and the mixed roles of the government and company managers.
The fact that no effort was made to coordinate revenues, expenditures, and invest-
ments in public enterprises played a large part in C6te d'lvoire's economic prob-
lems during the 1980s. It is therefore vital to understand how the planning system,
which is officially responsible for that coordination within the public sector, actu-
ally works.

In keeping with the French tradition, planning in C6te d'lvoire is purely "in-
dicative." At the same time, each five-year plan is voted by the parliament and
contains some compulsory elements with respect to investments. Financial and
material problems may prevent the realization of planned investments, however,
or may force their postponement, as was the case with the 1981-85 plan. This is
the reason why the plan is complemented by the Loi-Programme, which resched-
ules the operations projected in the plan over successive three-year periods and
specifies the way they will be financed. Every year, the BSIE establishes precisely
that part of the Loi-Programme that must be implemented by the government.

Investments by public enterprises are covered by the plan and the Loi-Pro-
gramme. In theory, all investments of public enterprises appear in the plan and in
the Loi-Programme, but the financing scheme is made explicit only for that part
financed by the government or through foreign borrowing by the CAA. Until
1985, public enterprises could also borrow directly from the domestic banking
system or from abroad. Those operations escaped the control of the Loi-
Programme, but that decentralization of financing decisions became partly
responsible for the debt crisis in C6te d'lvoire.

It is important to remember not only the complexity of this decision scheme,
but also the fact that some public investments are being financed directly out of
CSSPPA receipts. which escape normal administrative control. This rather con-
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Table 2.7. Investment by Sector, 1974-85
(percentage share)

Share in total investment

Total Public Household
investments Govern non- Private and inde-

(billions Public -ment financial incorporated Private oil pendent
Year CFAF) sector sector sector sector companies producers

1974 144 58.3 24.1 34.2 25.0 - 16.7

1975 184 68.1 34.2 34.8 15.7 - 15.2

1976 247 67.2 38.1 29.2 19.9 - 12.9

1977 398 71.9 39.8 35.8 19.0 - 9.0

1978 529 70.7 29.9 40.8 20.4 - 8.9

1979 527 69.8 26.8 42.9 21.7 0.9 8.5

1980 524 59.4 27.5 30.5 32.0 3.3 8.6

1981 558 47.8 16.2 31.6 44.6 14.7 7.4

1982 539 50.9 38.1 12.8 42.7 21.1 6.4

1983 462 53.0 34.5 18.5 39.6 21.0 7.4

1984 388 58.9 34.0 24.9 31.3 10.3 9.8

1985 360 65.5 44.9 20.6 21.2 2.4 13.3

Note: Investments in the govemment sector are defined as the residual of previous expenditures over
total investment in national accounts.

Source: Author's estimates. Investment in public and private companies are from the BDF; invest-
ment expenditures for financial establishments and the household sector are from National Accounts.

fused approach to making decisions about the investments of public enterprises is
also responsible for statistical problems in identifying the sectoral destination of
investments. A special analysis was conducted by national accountants in 1982,
and recent data present no problems-when they are available. Most series on in-
vestments by the government, public enterprises, and other economic agents be-
fore 1982, however, are greatly biased.

Table 2.7 reports the results of the procedure used to correct original data, the
details of which are given in appendix D. Unfortunately, this correction was pos-
sible only after 1973. Over the period of this study, the reported series confirm that
public enterprises accounted for a substantial part of the total volume of invest-
ment and its evolution.

Given the ambiguity surrounding the institutional structure of public invest-
ment in C6te d'lvoire, not much is known of its functional allocation. The only
available information comes from the BSIE. The breakdown reported in table 2.8
is biased, however, because it fails to take into account investments financed di-
rectly by public enterprises.
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Table 2.8. Functional Allocation of Public Investments, 1975-84
(percent)

Allocation 1976 1980 1981 1984

Development
programs 34.7 - 30.5

Agriculture - 31.3 - 28.7

Mines and
manufacturing - 1.1 - 1.1

Services - 2.3 - 0.7

Infrastructure 36.2 - 36.1

Transports - 19.6 - 17.6

Communications - 3.0 - 2.6

Energy - 13.6 - 15.9

Social
development 11.6 - 13.04 -

Housing - 11.1 - 12.0

Health - 1.3 - 1.0

Labor training 7.6 - 10.7

Defense 4.2 - 0.7 -

General
administration 3.7 - 6.4 -

Other 1.0 - 2.6 -

Total 100 - 100 -

Source: Bassery (n.d.). These figures result from a review of all realized investment projects in the
BSIE. As stressed in the text. they cover government investments as well as part of investment projects
in public enterprises.



Chapter Three

COte d'Ivoire's Product Markets

Export crops and forest products play a major economic role in C6te d'lvoire.
They are a primary source of income for peasants, produce fiscal revenues for the
government, and earn foreign exchange receipts. Downstream activities, such as
the processing and marketing of these crops, also generate large amounts of in-
come. As mentioned earlier, the two main export crops are cocoa and coffee. and
they are followed in importance by the logging and wood industry.

Despite the role of agriculture. C6te d'lvoire is heavily dependent on food im-
ports because its geography is better suited to producing cocoa and coffee rather
than traditional foodstuffs. Domestic food prices are therefore very sensitive to
shocks both in foreign prices and domestic production.

Industrial production in Cote d'lvoire lags well behind agricultural produc-
tion. The industrial sector is composed mostly of simple and traditional import
substitution activities, and the level of concentration within industrial sectors is
high. Tariffs on imported industrial goods are high, and nontariff barriers are fre-
quent. On the whole, protection is unevenly distributed across industries.

The Supply of Export Crops

Coffee and cocoa account for 60 to 80 percent of total value added in the export
crop sector. Although Cote d'lvoire exports several other crops-including pine-
apples, bananas, palm products, and rubber-coffee and cocoa seem likely to re-
main the only large cash crops for some time to come.

Coffee and cocoa are grown by numerous small planters. 1 In addition to using
family labor, many of these planters hire immigrant workers from the northern sa-
vannah region of C6te d'lvoire and from such neighboring countries as Burkina
Faso and Mali. As a result, the production of crop exports has never been bothered
by labor shortages.2 Also, since there were no initial property rights on forest

29



30 Growth and Cr-isis in Cote d' hoirre

areas, it has been possible to clear these areas and steadily enlarge the harvested
acreage.

Until the mid- 1970s, coffee was Cote d'lvoire's main cash crop. Coffee pro-
duction expanded rapidly during the 1950s and the early 1960s-at the rate of 9.6
percent a year from 1951 to 1965. After 1965 the growth in coffee production
gradually fell, whereas cocoa production grew at the annual rate of 7 percent from
1951 on. By the late 1970s, cocoa had replaced coffee as the main export crop and
made C6te d'lvoire the leading cocoa producer in the world. It ranked third in
world coffee production.

During most of the colonial era the producer prices of coffee and cocoa were
determined purely by the international market price. Even though Ivorian coffee
and cocoa benefited from preferential prices on the French market, these prices
tended to adjust rapidly to intemational conditions. In 1956 colonial authorities in-
stituted a local scheme that led to the creation of the Price Stabilization Fund
(CSSPPA) for the two products.

The scheme guarantees a minimum price to producers over some period of
time, usually one crop year, and any positive or negative difference between the
international price and the internal f.o.b. cost to exporters is paid to or by the fund.
Thus domestic prices are constant and the operations of the fund are balanced in
the long run. For the system to work properly, of course, some control must be im-
posed on exporters to make sure they sell at world prices to their customers and
report all their operations to Ivorian authorities. This is the reason why entry in the
export market is severely restricted and all export contracts are subject to previous
authorization by the CSSPPA.

Initially, the CSSPPA was to be only a price stabilization device and an instru-
ment for controlling export crop markets. With the increase in coffee and cocoa
world prices in the mid-1970s, it became an additional source of revenue for the
government and virtually abandoned its original stabilizing function.

The price policy pursued by CSSPPA has been instrumental in modifying the
size of export crops,in particular that of cocoa. Estimates of the elasticity of the
supply of coffee and cocoa are given in the appendix to this chapter, whereas the
evolution of real prices of both crops is given in statistical appendix J. Producers
of cocoa seem to be oriented toward the long-term results of planting, whereas the
only significant price effect for coffee reflects short-run harvesting behavior. Both
crops show a positive response to price variation, however, so that the policy of
high real prices followed by CSSPPA throughout the 1970s and the beginning of
the 1980s had a strong impact on the volume of exports of both crops.

Given the importance of cocoa and coffee exports to the Ivorian economy, it
is useful to examine the competition between the two crops for land and labor. Ac-
cording to available data, approximately one-third of the plantations in C6te
d'lvoire grow both coffee and cocoa, while the rest specialize in one or the other
commodity. Although there is thus some possibility of direct competition between
the two crops, it proved difficult to show this econometrically.
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Adding relative cocoa and coffee prices in the appendix at the end of this chap-
ter leads to nonsignificant results. There are two reasons for that. First, the relative
price of cocoa to coffee was practically constant during the 1960s, increased by 16
percent between 1970 and 1977, and then did not change thereafter (see appendix
table J.3). Thus the relative price of the main export crops was subject to significant
variation for only a short period, and that was precisely the period in which the pric-
es of both crops increased with respect to the prices of other food and nonfood
products, an effect picked up in the regressions above. But since the long-run out-
put response of cocoa to price variations appears only gradually, it is quite possible
that the variations in its price in relation to that of coffee between 1970 and 1977
did not show up in the available output series, all of which end in 1982.

In effect, the autonomous growth estimated in the appendix at the end of this
chapter is much greater for cocoa, which may simply reflect the evolution of rel-
ative prices that took place between 1970 and 1977. The equalization of prices per
kilo for both crops after 1977 is often said to have favored the producers of cocoa.
which requires less work and has lower intermnediate costs.

Export Marketing

Resource-use data for 1982 for all cash crops, including export crops, are shown in
table 3.1. Even though relative export prices were fairly low in 1982, the predom-

Table 3.1. Resources and Uses of Cash Crops, 1982
(percent)

Share Share
of total of total

Resource resources Use resources

Production at producer Total domestic
prices 63.2 consumptiona 21.1

Importsb 1.8 Exportsc 76.4

Trade margins 14.9 Change in

CSSPPA marginsd 13.6 inventories 2.5

Export duties 6.5

Total resources at
market prices 100.0

a. Including intermediate consumption in food processing industries.
b. Including custom duties.
c. At export prices, inclusive of export duties.
d. Difference between export prices (net of exporters' margins) and producer prices.
Source: National accounts.
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inance of exports is quite clear. More than 70 percent of C6te d'lvoire's cash crops
are exported.3 This figure, computed from the table 3.1, assumes an equipropor-
tional distribution of trade margins between exports and domestic consumption.

Export crops are marketed by private companies that are subject to consider-
able government intervention. The companies collect crops and must pay produc-
ers the minimum price set by the CSSPPA. They then sell the commodities in
foreign markets, again at a price acceptable to the CSSPPA-that is, a price autho-
rized by the fund beforehand. The CSSPPA allows exporters a fixed unit margin
as payment. Exporters must then remit to the CSSPPA the difference between the
export price and the producer price plus the exporter margin.

Companies that trade in coffee and cocoa are required to have a permit, which
must be renewed every year. In addition, a quota is imposed on the quantities that
can be marketed by each company. As a consequence, competition between trad-
ing companies is weak. Nevertheless, the system works quite efficiently. On one
hand, since company margins are fixed at fairly low levels, the companies must be
efficient in order to make profits. In 1980, for instance (that is, at a time when
world prices were approximately normal). the margin for coffee and cocoa export-
ers was 1.8 percent, compared with 19.2 percent for other export activities.4 Even
so, the cocoa and coffee exporters achieved a rate of profitability (measured as
cash flow over permanent capital) comparable to that of other commercial activi-
ties. On the other hand, the marketing quotas act as an incentive, since the quota
may be reduced if the company exports less than its permit allows.5

Since the CSSPPA has the authority to set producer prices, it may indirectly
control the supply of export crops. There cannot be any doubt, for instance, that
CSSPPA's price policy was responsible for raising C6te d'lvoire's share of the
world market for cocoa from 20 percent in the mid-I 970s to more than 35 percent
in the 1980s, with all the adverse consequences for world prices that such a policy
was bound to have. Of course, this was largely outside the purely stabilizing func-
tion originally performed by CSSPPA.

Forestry

Along with its exports of coffee and cocoa, C6te d'ivoire earns substantial
amounts of foreign exchange by exporting timber. Most of the logging companies
are foreign-owned, but because there are more than fifty such firms, the competi-
tion is fairly strong. The value added in the timber industry was equivalent to 30
percent of the income of cocoa and coffee planters in 1980 and II percent in 1987.

By the mid-1980s, the logging industry had fallen into a slump, as reflected
by the sharp drop in its relative share in total agricultural exports. The cause was
a serious depletion of Cote d'lvoire's dense forest, which had dwindled from nine
million hectares in 1965 to about three million hectares by the mid-1980s. The ac-
tivity of loggers certainly deserved part of the blame, but the depletion was also
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linked to the rapid expansion of tree crop and food crop cultivation into the forest-
ed regions. About 250,000 hectares were cleared for cultivation each year during
the early 1970s.6 It would be helpful to know the pure depletion effect and the sub-
stitution effect due to the clearing of the dense forest for cropland, but the latter
effect would be difficult to assess because most of the forest is public property, and
loggers are only given temporary exploitation rights. Therefore there is no market
for land, and it is not clear how an arbitrage between using land for cultivation or
keeping trees for logging can be modeled.

Another logging practice with adverse results is that the most desirable trees
are cut before less-favored species. As a consequence, between 1970 and 1984 the
value added in the logging industry dropped at a steady rate of almost 3 percent a
year.

Food Crops

Less than a third of all food crops raised in CMte d'lvoire are marketed; the rest is
consumed by those who grow the crops or trade outside market channels.7 The fig-
ures on the marketed share of domestic production of cereals, starchy foods, and
fruits and vegetables in table 3.2 would be even lower if they were restricted to the
cities. These figures reflect a low level of market integration, which is at least part-
ly responsible for the substantial volatility in food prices. Table 3.2 also shows that
imported food constitutes a significant proportion of domestic consumption.

As might be expected, the market for cereals exhibits more price stability than
other markets, since import prices have great weight there (table 3.3). The import
price of rice, the main cereal consumed by city-dwellers, is regulated by the Caisse
de P&r6quation.8 This regulated market coexists with a free market in which prices
closely follow variations in the c.i.f. price of imports. Table 3.3 shows much larger
price flexibility for starchy foods. This is explained by the relatively low price
elasticity in both demand and supply, especially in the short run (see the estimated
elasticities in table 3.4).

Because these elasticities are low and prices are highly volatile. foodstuff
markets are a powerful inflationary factor in C6te d'lvoire. When absorption un-
dergoes abnormal growth, the prices of foodstuff rise, with important repercus-
sions on the cost of living and possibly on wages. Something of that nature
occurred in the first stage of the boom that began in 1976.

Industrial and Other Goods

The modem manufacturing sector in C6te d'lvoire is small and not too advanced.
Its peak share in GDP right at the beginning of the crisis in 1980-82 was 14 per-
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Table 3.2. Resources and Uses of Major Food Crops, 1983
(billion of CFA francs unless otherwise noted)

Fruits and
Resource and use Cereals Starchyfood vegetables Total

Resources

Productiona 58.2 237.9 13.5 309.6

Importsb 11.0 1.3 6.4 18.7

Commercial margins 3.3 18.0 3.4 24.7

Total 72.5 257.2 23.3 353.0

Uses

Nonmarketed
domestic consumption 33.1 177.4 9.3 219.8

Marketed
domestic consumption 39.3 79.7 13.8 132.8

Exports .4 .2 .2 .8

Change in inventories -0.4 - - -0.4

Total 72.4 257.3 23.3 353.0

Marketed share in
domestic production
(percent) 43.0 25.3 29.6 28.9

Import share in marketed
domestic consumption
(percent) 28.0 1.6 46.4 14.1

a. Producer prices.
b. Including duties.
Note: Marketed share in domestic comsumption is calculated: (marketed domestic consumption -

imports - commercial margins) vs. (production). Domestic consumption is caluculated: imports vs.
marketed domestic consumption

Source: National accounts.

cent. Although it is often said that approximately 40 percent of the country's ex-
ports during those years were industrial products, this figure-which actually
appears in the national accounts-is misleading. Most of C6te d'Ivoire's so-called
industrial exports are in fact processed or semiprocessed raw materials or agricul-
tural products. Five of the forty-three industries identified by the BDF are export-
oriented, and all of them process raw materials. In 1980 these five industries (fruit
canning and the processing of coffee, cocoa, wood, and rubber) accounted for only
12 percent of the total output of the modem industrial sector but for 41.5 percent
of Cote d'lvoire's total exports.

It must be stressed that figures for manufacturing exports are likely to be mis-
leading. Industries like coffee milling, for example, are included in domestic-ori-
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Table 3.3. Average Inflation Rate of Selected Food Products, 1970-83
(percent)

Product Rate

Imported rice 6.9

Free-market rice 8.5

Yam 13.9

Cassava 16.0

Plantain 15.4

Consumer price index 12.2

Source: Annuaire des Statistiques Agricoles (1985), and authors' calculations.

ented activities although they directly contribute to the coffee processing industry,
which exports most of its production. Conversely, export figures for the export-
oriented industries are overstated: they include a large part of agricultural and tim-
ber production. The value added by industry in those sectors is on the average less
than 30 percent of the value of its production.

Factor intensities across C6te d'lvoire, shown in table 3.5, help to explain
why the country's agroprocessing industries as a group have developed so slowly.
The ratio of capital to labor in coffee processing, cocoa processing, and rubber
easily exceed the median for manufacturing as a whole. The ratio in the wood-pro-
cessing industry is much more favorable. This may mean that C6te d'lvoire's
comparative advantage is not in agroprocessing (as would seem to be true a priori
given the importance of agricultural exports) because of the large capital intensity
associated with it, as is much the case in other developing countries.

Only a few other manufacturers in C6te d'lvoire export significant shares of
their output, mostly to other West African countries. The oil and fats industry re-

Table 3.4. Supply Elasticities of Selected Foodstuffs
(percent)

Short-run Long-run
price elasticity price elasticity

Foodstuff Year of supply of supply

Paddy 1968-84 0.13 0.23

Yam 1961-84 0.30 1.05

Cassava 1961-84 0.13 0.61

Plantain 1961-84 0.17 0.83

Note: Since data are very heterogeneous, elasticities were estimated in a regression which includes
dummy variables for changes in data sources. For paddy, a time trend has also been included.

Source: Annuaire des Siatistiques Agricoles (1985), and authors computations.
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Table 3.5. Capital-Labor Ratio in Selected Manufacturing Sectors, 1982

Labor
Capital a (number of KIL

Sector (CFA francs) workers) (billions)

Coffee milling 24,841 900 27.6

Fruit canning 2,204 2,821 0.8

Cocoa and coffee processing 9,995 1.213 8.2

Other food canning 803 290 2.8

Oil and fats 64,747 15,675 4.1

Sugar and tobacco 229,845 13,547 17.0

Sawing 5,791 5,332 1.1

Wood processing 1,348 874 1.5

Rubber 26,115 7.769 3.4

Median ratio - - 2.2

a. Capital is measured by the total value of fixed assets.
Source: Banque des Donn&es Finaniceres.

lies on local agricultural resources, but exports of chemicals, petroleum products,
and textiles (which have made substantial export progress in recent years) are not
based on any obvious comparative advantage.

Cote d'lvoire's import-substitution industries are not well developed. The
only ones of any importance are found in food, beverages, textiles, and shoes,
which together account for more than half of total value added in manufacturing.

Although the extent of trade protection in C6te d'lvoire is difficult to discern,
it is generally considered to be fairly high. The nominal tariff rates shown in table
3.6 appear to be about 30 percent on average, but slightly less for imports coming
from the European Economic Community (EEC).9 Because of numerous exemp-
tions, however, average actual duties are considerably less than the nominal figures.

As indicated earlier, less than half of all imports are subject to full tariffs and
other import taxes. The actual average tax rate on imports is only 25 percent (28
percent for manufactured products; see table 3.7). Since this figure also includes
the value added tax levied on domestic nonagricultural products, the true average
tariff rate is considerably lower than the official tariff rates would suggest. This
does not mean that the existing system does not discriminate among manufactured
imports, however. In 1975 the government drew up a list of 310 foreign products
that either could not be imported at all or were subject to import licensing. By
1982 the number of manufactured products subject to import licensing had in-
creased to 426 and accounted for approximately 38 percent of total imports (Mich-
el and Noel 1984a), In 1984 C6te d'lvoire established a system of prior import
agreements.
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Table 3.6. Coefficients of Nominal and Effective Tariff Protection by SAM
Sector, 1971-80

Nominal tariff Effective tariff
protection coefficient protection coefficient

1971 1980 1971 1980

EECa Regular Regular EEC' Regular Regular
SAM sector tariff tariff tariff tariff tariff tariff

Food canning 1.2623 1.3437 1.3099 2.689 2.518 2.123

Coffee processing 1.2250 1.3167 1.2767 18.161 17.924 4.554

Cocoa processing 1.2847 1.4375 1.4909 - - -

Edible oils and fats 1.1656 1.3461 1.4052 1.031 1.006 1.829

Other food process 1.2492 1.3767 1.4932 0.655 0.638 1.829

Spinning, weaving,
and dyeing 1.2769 1.4183 1.4276 1.355 1.277 2.260

Other textile
production 1.2655 1.3882 1.4158 1.653 1.597 2.649

Leather and shoe
products 1.2108 1.3029 1.3031 1.714 1.687 1.307

Woodprocessingl 1.2000 1.2500 1.2117 1.169 1.155 1.222

Wood processing 11 1.2380 1.2822 1.3046 1.250 1.232 1.330

Chemicals 1.2229 1.2933 1.2322 1.578 1.504 1.384

Plastics 1.2500 1.4900 1.3867 1.445 1.376 1.289

Rubber products 1.2500 1.4900 1.3867 1.276 1.223 1.489

Cement and
construction
materials 1.2240 1.2373 1.2097 0.688 0.662 1.198

Basic metals 1.1650 1.2178 1.1587 1.149 1.087 1.136

Vehicles 1.1669 1.3263 1.2449 1.035 0.925 1.245

Simple metal
products 1.1946 1.2240 1.2615 1.047 0.993 1.365

Machinery 1.1721 1.2038 1.2303 1.365 1.242 1.236

Other industrial
products 1.2130 1.2351 1.3090 0.801 0.782 1.339

a. Given Lome conventions, EEC imports benefit from lower tariffs in exchange for free entry of
some Ivorian products in the EEC market.

Source: World Bank estimates.
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Table 3.7. Actual Average Tax Rates on Manufactured Imports, 1979
(percent)

Average Share in total
Item tax rate manufactured imports

Processed cereals 3.2 3.5

Other processed food 24.3 3.6

Beverages 115.8 2.0

Textiles 42.9 4.2

Shoes and leather products 64.5 1.2

Wooden products 44.0 .5

Oil products 31.7 3.7

Chemicals 26.3 12.3

Rubber products 71.5 1.6

Construction materials 20.6 5.0

Raw materials 17.0 6.3

Raw metals 17.0 6.3

Transport equipment 29.4 30.0

Machinery 26.4 30.0

Miscellaneous manufactured products 20.0 5.9

Total 28.7 100.0

Source: IMF (1981).

Manufacturing throughout the country is also highly concentrated within in-

dustries. In more than half the industrial sectors, a single firm or only two firms

account for more than 50 percent of the industry's value added (see table 3.8).

Table 3.8. Concentration of Manufacture Industry, 1982

Number of largest firms Sectoral value- added!
accounting for more than manufacture value added
50% of value added Number of sectors (%)

n= 1 14 45.8

n=2 12 18.7

n=3 8 33.3

n>4 2 2.2

n.a. 6

Source: Calculated from Banque des Donnees Financieres data.
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Even though imports take up more than 50 percent of the domestic market for
manufactured products, protectionism probably restricts competition in most in-
dustries and most imports are not substitutes for domestic products. Another im-
pediment to real competition is concentration in the commercial trading sector.
Two firms control about half of C6te d'lvoire's import trade.

The other modern sectors (building, transportation, services) are just as
concentrated as manufacturing and trading. This produces a high ratio of cash
flow to long-term capital in the modem private sector as a whole-between 20
and 30 percent before the crisis. Since a little more than 75 percent of the sec-
tor's capital is foreign-owned, the result was a steady outflow of capital income.
For instance, the outflow of direct investment income recorded in the balance of
payments was CFAF 35 billion in 1980. or about 20 percent of all foreign-owned
capital.

Appendix. Econometric Estimates of the Price Elasticity of Export Crops

Since coffee and cocoa are both tree crops. production behavior must be analyzed
as a combination of long-term planting and short-term harvesting practices. Be-
cause time series on planted areas are very unreliable, the only way to capture both
kinds of behavior is to develop a reduced-form model of production that explains
output by distributed lags in prices. Such a model has been estimated for coffee
production in Brazil (Wickens and Greenfield 1973). It may be written as

11

Qt = aQt_ I + I bjPt1 i+C

i = O

where Q is production and P is the price of coffee in relation to other goods and
commodities.1 0 This equation is estimated in a first-difference form, and the h.
parameters, which show the supply response to prices. are defined as an Almon
polynomial lag.

The following results were obtained when the model was used to estimate
coffee production in C6te d'lvoire during the period 1965-83 (t-statistics appear
in parentheses, and o signifies first differences): I1l

14

5Qt = 34.97 - 0.67 + biPt - 1
(1.6) (4.6) i = 0

where R2 = 0.77, DW = 2.02, and Y. bi = 3913

(2.65).
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Figure 3.1. Time Response of Coffee Crop (as Share of Mean Production)
to a 1 Percent Increase in the Relative Price of Coffee
percent
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Source: Authors' computation based on data in appendix J.

When combined with 8Qt-t, the bi estimates exhibit the dynamic supply-price
response pattern shown in figure 3.1.

The first peak in the graph indicates a large short-term harvesting effect. This
seems reasonable since, at least until the late 1970s, harvesting operations includ-
ed the sorting and milling of coffee grains, and as a consequence were very time-
consuming.' The second peak, in year 3, is consistent with initial production
from new trees planted at time t = 0, but it may also include lagged harvesting ef-
fects. The small peak around the thirteenth year may correspond with the full ma-
turing of the trees.

The price responsiveness of coffee production thus seems confirmed by the
available data, but the order of magnitude is unreasonably large-the elasticity is
2.5 in the short run and about 8.0 in the long run. The intrusion of numerous lags
gives too much weight to the strong price movements that took place during the
1950s. A much simpler model with only two lagged prices fits the data almost as
well:

8Qt = 6.17 - 0.716 Qt + 466.56Pt I + 248.16P - t - 2
(12.0) (4.0) (2.6) (1.2)

where R2 = 0.69, DW = 1.79.

This simpler equation exhibits a significant long-term price elasticity of 1.06
at the mean point of the sample.
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For cocoa, the first model presented above yields the following results for the
period 1965-82:13

14

jQt = 43.46 - 0.56 6 Q, -_ + E bi6Pt - i
(4.2) (2.7) i =

where R2 =0.55,DW= 1.91,Xh -=402(1.2).

Price has much less effect on cocoa production than on coffee production.
Moreover, it proves to be negative instead of positive during the first periods.
Since this is inconsistent with rational harvesting behavior, and since the effect is
not statistically significant, it seems better to simply ignore short-term harvesting
decisions. After the price effect during the first two periods was eliminated, the
following results were obtained:

12

6Qt = 50.2 - 0.626Qt - I + I bi6Pt - i
(5.0) (3.1) i = 2

where R2 = 0.57, DW = 2.04, and E bi =805.

The price effect now appears to be highly significant. Its time structure is de-
picted in figure 3.2. Cocoa exhibits a significant price responsiveness (year 3 to 5),
followed by a second significant effect around year 11 that corresponds to the pe-

Figure 3.2. Time Response of Cocoa Crop (as Share of Mean Production)
to a 1 Percent Increase in the Relative Price of Cocoa
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riod of greatest maturity. This type of effect has been observed elsewhere for co-
coa, and our results thus corroborate the existence of an economically responsive
behavior by Ivorian cocoa planters. The corresponding long-run price elasticity
(computed at the mean point) also has a reasonable value (1.20) as compared with
other estimates of the elasticity of export crop supply.



Chapter Four

The Labor and Capital Markets

As mentioned earlier, data on many aspects of Cote d'lvoire's economy, including
its labor and capital markets, are hard to come by. Nevertheless, it is possible to
gain some insight into the workings of these markets.

General Characteristics of the Labor Market

The labor market in Cote d'lvoire is overwhelmingly rural. Approximately 70 per-
cent of the labor force was employed in agriculture in 1985 (see table 4.1), but
wage labor as such was virtually nonexistent in the sector. A 1985 household sur-
vey found that less than I percent of the labor force worked for daily wages during
the week preceding the survey, although this figure may have been affected by sea-
sonal factors.' Many family workers in agriculture are occasional wage-workers,
particularly during the harvesting of coffee and cocoa.2

The labor market in the formal urban sector is under the control of laws in-
herited from Cote d'lvoire's colonial past. Among other things, these laws have
established a minimum wage for all categories of workers in medium-size and
large firms. They also place constraints on layoffs and require employers to pay
for extensive fringe benefits for workers. The government sets the minimum
wage, the Salaire Minimum Interprofessionnel Garanti (SMIG), for all types of la-
bor.3 Since this wage is not indexed, rising inflation over the years gives the gov-
emment some degree of freedom in deciding what the real minimum will be.
Although nominal minimum wages were increased in 1982, real minimum wages
fell by approximately 20 percent during the rest of the 1 980s. The wage taxes paid
every month by employers provide the government with a direct indication of the
movement of wages, and thus some control over their trends.

The wage system is also controlled by conventions collectives (collective
agreements), which are the result of periodic negotiations in which firms. unions,

43
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Table 4.1. Structure of Employment, 1985
(percent)

Sector All workers Men Women

Agriculture 71.7 67.1 76.3

Independent producers 19.5 39.6

Family workers 51.6 26.6

Wage workers

Informala 0.5 0.7 0.3

Formal 0.1 0.2

Industryb 6.5 11.0 1.9

Independent producers 1.8 3.2 0.5

Family workers 0.5 0.7 0.3

Wage workers

Informala 2.4 3.9 0.8

Formal 1.8 3.2 0.3

Services 17.1 15.1 19.0

Independent producers 10.6 5.3 15.7

Family workers 1.4 1.1 1.6

Wage workers

Informala 2.5 4.3 0.7

Formal 2.6 4.4 1.0

Government 4.6 6.7 2.5

Total 100.0 100.0 100.0

a. The infornal sector is defined here by the absence of labor contract.
b. Including energy and construction.
Source: 1985 household survey and authors' computations.

and the government agree on the wage scales to be used in particular industries for
different levels of skill or at different levels of seniority. As unskilled workers ad-
vance in seniority, their firms must pay them wages that are substantially above
the SMIG, irrespective of true productivity levels. In 1984, for instance, the aver-
age wage for unskilled workers in private and semipublic enterprises was CFAF
49,500 a month, whereas the SMIG for unskilled workers was only CFAF 33,000
(see table 4.2).

Another constraint on employment practices is that business firms cannot lay
off workers without government approval. A drop in business activity can then
impose additional costs on a firm, since it must pay workers who would otherwise
have been laid off until they receive government authorization. The burden of this
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Table 4.2. Available Wage Data, 1970-85
(monthlY 1984 thiousands of CFA francs)

Average wagefor Average wage
workers in modern for all workers Average wage in

sector' in modern infortnal sector

Year SMIG' Unskilled Skilled sector' Indusiry' Servicesh SMAGC

1970 40.7 68.0 132.7 118.2 - 24.2

1971 41.0 - - - - - 24.4

1972 40.9 - - - - - 24.3

1973 40.8 63.6 119.6 110.6 - - 21.9

1974 47.5 - - - - - 23.9

1975 44.4 - - - - - 21.5

1976 49.5 - - - - - 23.9

1977 38.9 - - - - - 18.8

1978 43.0 - - - - - -

1979 40.5 49.4 84.2 95.6 - - 15.7

1980 38.9 - - - - - 13.7

1981 35.6 - - - - - 12.6

1982 36.8 - - - - - 12.9
1983 34.7 - - - - - 12.2

1984 33.3 49.5 76.2 95.8 - - 11.7

1985 32.7 - - - 26.3 26.4 11.5

a. Minimum wage in nonagricultural activities.
b. 1985 household survey and authors' computations.
c. Minimum wage in agTiculture.
Note: The African family consumption cost index in Abidjan was used as a deflator.
Source: Employment Survey MEF/MTIC/MENRS, tabulations from Annuaire Staristique du

Travail (1985).

legislation is mitigated by the fact that it pertains only to layoffs in excess of fifty
workers. But even when firing a single worker for unsatisfactory work, firms in
the modem sector must pay substantial layoff allowances (two or three months'
wages).

The law on layoffs does not always appear to have been effective, however.
A comparison of the number of authorized layoffs and the actual drop in the num-
ber of employees in modem establishments since 1982 shows that authorizations
were obtained for only one-fourth of the net employment reduction in the modern
sector, half of which took place in public enterprises.4

Apart from layoff costs, all firms in the modem sector must pay a wage tax of
approximately 10 percent and are also required to make contributions to the Social
Security Fund or to the National Training Program. In addition, most companies
give their employees special allowances for housing, transport, and other services.



46 Growtht and Crisis in C6te d'lvoire

On average, employers in C6te d'lvoire pay slightly more than CFAF 40 in addi-
tional costs for every CFAF 100 paid as wages on salaries.

Structure of Earnings and Market Segmentation

The constraints discussed above suggest that the Ivorian labor market is strongly
segmented, even when the analysis is restricted to the urban sector. Unfortunately,
reliable evidence on this point is meager. Earnings in the formal and informal sec-
tors cannot always be compared because skills are not comparable. Moreover, the
only available source of information on earnings, the 1985 household survey, does
not always distinguish clearly between formal and informal eamings.

The wage differential between the formal and informal industrial sectors may
be approximately 2:1 (see table 4.2). In this discussion, "informal" is taken to
mean "the absence of a labor contract," but this also sometimes happens in the
modem sector, especially in small firms. So the preceding ratio is probably under-
estimated. Furthermore, the information in the 1985 household survey is insuffi-
cient to distinguish between self-employed workers and owners of small
businesses having only a few informal employees.

One objective indication of differences in the Ivorian labor market is the level
of education (see table 4.3). On average, workers in the formal sector as of 1985
had two to four more years of schooling than workers in the informal sector. To a
large extent, the figures for the modem sector reflect the presence of superior
skills, and it would have been more appropriate to have excluded executives and
technicians from the comparison. Even so, simple calculations show that despite
such variation the average level of education is probably not much higher among
employees in the formal sector than among self-employed and wage-workers in
the informal sector. From the simple regression on wages shown in table 4.4, it ap-
pears that the earnings differential between sectors does not merely reflect the dif-
ference in educational level.5

This regression was inspired by the conventional human-capital model, in
which the logarithm of wage depends on the number of years of schooling and of
job experience. Here, in addition, some dummy variables were introduced to test
for the presence of market imperfections. For given levels of schooling and job ex-
perience, there was a differential of approximately 3:1 between wages in the for-
mal and informal sectors, the latter again defined as the sector characterized by an
absence of labor contracts, or about one-fourth of the sample.

Another striking feature of the regressions shown in table 4.4 is the extremely
high rate of return to schooling. The squared term is insignificant, which means
that this rate is the same at all levels of schooling. When it is deleted and the re-
gression rerun, the estimated rate of return is equal to 20 percent. In other words,
a difference of two or three years of schooling produces a wage differential of 1.4
to 1.7.

A possible explanation of this high rate of return to education could be the ab-
normally high salaries observed for expatriates at the executive level in public and
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Table 4.3. Average Educational Level of Labor Force by Sector, Occupational
Status, and Gender, 1985
(years of schooling)

Sector and status Men Women
Agriculture
Independent producers 1.0 0.5
Family workers 2.5 -

Wage workers
Informnal 1.1 0.4
Formal 2.6 -

Industry
Independent producers 2.9 4.4
Family workers 1.7 5.5
Wage workers

Informal 4.5 5.2
Formal 6.7 8.1

Services
Independent producers 3.0 1.2
Family workers 3.5 1.7
Wage workers

Informal 4.1 3.5
Formal 7.2 9.9

Civil servants 9.7 8.8

Source: 1985 household survey and authors' computations.

Table 4.4. Earnings Regressions and Estimated Wage Differentials between
Some Sectors
(salaried male workers)

Coefficients Coefficients
Variable model I model 2
Intercept 6.9 n.a. 6.8 n.a.
Schooling (years) 0.136 4.6 0.210 16.6
Schooling squared 0.0013 n.a - n.a.
Job experience (years) 0.065 3.9 0.092 5.2
Job experience squared -0.0006 2.5 -0.0007 2.1
Government sector (0/1) 0.957 6.6 0.932 5.1
Public enterprises (0/1) 1.271 5.4 1.201 5.0
Other formal sector (0/1) 1.111 7.8 1.087 7.1
R2 (adjusted) 0.579 n.a. 0.577 n.a.
Number of observations 311 n.a. 311 n.a.

Note: Dependent variable is log-eamings.
Source: 1985 household survey and authors' computations.
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private companies. Expatriates, however, were excluded from the sample on
6which the regression in table 4.4 is based. Note, too, that if the high rate of return

to education were due exclusively to this particular group of workers (most of
them with university education), the squared schooling term in the preceding re-
gression would be significant. It is more reasonable to link this result to rigidity in
salary scales. Indeed, the scales were designed as incentives for educated workers,
as was the government's "promise" (until recently) to hire all college graduates
who could not find a job in the private sector. But the rapid expansion of secondary
and postsecondary education has produced a large excess supply of graduates.
Thus, there is probably considerable room for reductions in wages and salaries
throughout the modern labor market that would make wages and salaries more
competitive (see Bourguignon 1987; World Bank 1986).

Rural Earnings and Migration

Without reliable information on regular earnings in Cote d'Ivoire's agricultural
activities, it is extremely difficult to analyze the relationship between the urban
and the rural sides of the labor market. In the 1985 household survey it was found
that the average monthly wage for agricultural workers was about CFAF 13,000,
which was slightly higher than the official minimum agricultural wage, the Salaire
Minimum Agricole Garanti (SMAG: CFAF 11,700). This figure was far below the
average wage observed in the infornal urban industrial sector, which would seem
to suggest that competition between the urban and rural segments of the informal
labor market was rather weak. Yet this hypothesis appears inconsistent with the
existence of heavy migration from rural to urban areas over the past two decades.
In any case, the number of informal agricultural wage-workers included in the
1985 household survey was too restricted (see table 4.1) to test for the strength of
competition.

Two-thirds of the workers in agriculture were family members whose earn-
ings are by definition unknown since they are included in the income of the house-
hold head. That income itself was measured too imprecisely in the survey to be of
any use here.

Nevertheless, it is possible to make an educated guess about the average in-
come of agricultural workers. If it is assumed that the total population is about 10
million and that the average participation rate is about 35 percent, the sectoral al-
location of employment in the 1985 household survey indicates that there were ap-
proximately 2.5 million workers in agriculture. On the basis of the national
accounts, this would mean an average total income of approximately CFAF
300,000 per agricultural worker in 1984, or CFAF 25,000 monthly. This amount
is consistent with our general picture of the Ivorian labor market, since it is double
the average wage of agricultural workers. At the same time, it is comparable to ap-
proximate figures on the wages earned by informal employment in the urban sec-
tor. In other words, the available evidence is not inconsistent with the hypothesis
of strong rural-urban migration.
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Labor migration from nearby countries kept earnings down in the informal
sector, both rural and urban.7 Over the past two decades, international migration
accounted for I percent of each year's population growth (see chapter 1). Al-
though no actual data are available on migration flows and Cote d'Ivoire's borders
can be crossed without much trouble, the series of remittances in the balance of
payments exhibit an unambiguous positive relationship with economic activity.
Under the assumption that foreign workers remit abroad a constant fraction of
their earnings, this could indicate that their number is correlated with GDP.8 Un-
fortunately, it is difficult to draw any clear conclusions from this series because it
includes remittances by both African and European expatriates, and the remittance
behavior of the latter is also strongly affected by the difference between interest
rates in France and CMte d'lvoire (see the regression in chapter 7). Since intema-
tional migration results from both demand and cost factors, conditions in the Ivo-
rian labor market in relation to those in nearby countries do not fully explain
migration flows. What is certain is that the proportion of foreign workers in Abid-
jan remained very high in the 1980s because economic conditions were worse
elsewhere.

Unemployment and Formal Employment

Because of the administrative control over the formal labor market, good data are
available on employment and unemployment in the modem sector. Employment
data, categorized by type of firm, are shown in table 4.5.

The dominant feature in this table is the effect of the public sector upon for-
mal urban employment. As employment decisions in this sector are mostly discre-
tionary-a fast increase before 1981 and a fast drop afterwards-the wage
elasticity of total employment is severely reduced. Private employment, on the
other hand, has been mostly determined by the level of economic activity over the
period under analysis rather than by changes in the real product wage. On the
whole, the urban labor market seems to be in a permanent excess supply, fixed
price, regime.

This seems to be confirmed by available unemployment figures. With 73,500
unemployed at the end of 1984, the urban unemployment rate was about 7 percent,
although labor supply is difficult to estimate because of unknown migration flows.
In any case, such an order of magnitude, even at a time of a slow down in econom-
ic activity, is rather high in comparison with other developing countries with a
more flexible labor market.

The "excess-supply fixed-price" nature of the modern labor market in CMte
d'Ivoire has various macroeconomic implications. First, the levels of nominal and
real wages are under the control of the government. Although political economy
factors may have influenced the wage-bargaining process, a 35 percent drop in real
wages in the modem sector between 1976 and 1985 suggests that there was little
resistance to government control. Second, modern firms face relatively large labor
costs when direct and indirect wages as well as wage taxes are taken into account.
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Table 4.5. Employment in the Modern Sector, 1965-85
(thousands)

(2) (4)
Employvment (3) Majority

in Fully publicly
companies public owned

(I) reportinig enterprises" enterprises' (5) (6)
Year Total' to BDFP' (() (%) Government Unemployedd

1965 125.8 - - - 30.5 -

1966 129.5 - _ _ 35.9 -

1967 143.7 - - 37.5 -

1968 148.7 - - - 38.0 -

1969 167.9 - _ _ 39.5 _

1970 165.2 - - - 40.6 -

1971 172.6 - - - 41.5 -

1972 192.4 - 53.2 -

1973 216.5 - - - 57.2 -

1974 245.0 148.5 - 61.4 -

1975 278.7 161.9 13.5 19.3 66.0 -

1976 313.7 198.3 20.7 18.0 70.0 -

1977 343.7 232.3 18.6 14.1 75.0 -

1978 367.7 238.9 19.1 15.6 80.0 -

1979 382.7 243.3 21.6 15.6 86.0 -

1980 399.2 237.3 21.4 16.5 92.0 -

1981 381.6 215.0 22.6 15.9 96.6 -

1982 374.4 183.4 19.8 17.7 59.7 -

1983 357.7 177.7 16.7 17.4 100.0 59.1

1984 347.8 162.2 16.6 19.3 104.6 73.5

1985 - 152.7 19.8 20.2 - 86.4

a. This is based on wage tax records and difference with the sum of columns (2) and (5) may corre-
spond to companies not covered by BDF data, the imprecision of govemment employment figures and,
possibly, some wage workers in the informal sector.

b. See appendix C.
c. As shares of column (2).
d. Corresponds to registered unemployment only.
Source: Annuaire SMtoistique dot Trai'ail (1985). and Office de la .ain-d'Oeuvre de C6te d7voire.

An argument that observed wages correspond to competitive "efficiency wages"
is not consistent with the 35 percent drop in the real SMIG after 1976 (see table
4.2). Third, the wage-elasticity of the demand for labor in the modem sector is ap-
parently small, possibly because of the importance of public employment. Fourth,
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this strong segmentation of the labor market is partly responsible for the extensive
income inequality observed in C6te d'Ivoire (see chapter 1).

The Capital Market

As a member of the West Africa Monetary Union (WAMU), C6te d'lvoire benefits
from free access to the relatively large capital market of the franc zone-that is,
those areas of the world (chiefly France and parts of West Africa) in which the
French franc is the standard currency. The WAMU was established in May 1962.
As of 1982, its members were C6te d'lvoire, Benin, Burkina Faso, Niger, Senegal,
Togo, and Mali. The WAMU's central bank, BCEAO, implements a common
monetary policy for its members. However, the BCEAO's monetary instruments
were not designed to impose strict control on the quantity of money in circulation,
and in any case, the near-perfect capital mobility with France has limited the effi-
ciency of monetary instruments.

Although the WAMU experienced some changes following the reform of
BCEAO's statutes in October 1974, they did little to improve the efficiency of
C8te d'lvoire's monetary controls.

Operations of the West African Monetary Union

As members of the franc zone, WAMU countries benefit from the fixed parity of
their common currency, the CFAF, with respect to the French franc (FF).9 The
BCEAO issues a common currency and coins on behalf of its member countries.
and the CFAF's value in relation to the French franc (CFAF 50 = FF I) is guaran-
teed by the French Treasury. The flow of funds between WAMU member coun-
tries and France is thus unimpeded.

In return for this freedom of movement. WAMU members are required to
keep a large share of their foreign exchange reserves (by way of the BCEAO) in
an operations account with the French Treasury. The minimum balance must equal
two-thirds of their reserves, when they are positive, which was the case until the
beginning of the 1980s. Although the operations account includes all WAMU
countries and thus functions collectively. the position of each West African coun-
try is indicated, and if it shows a net debit position, the BCEAO must pay interest
to the French Treasury. In the case of large deficits, the BCEAO is expected to take
action to restrain domestic liquidity, but there is no formal rule about this.

In recent years the BCEAO seems to have responded to deficits in the opera-
tions account mainly by increasing its rediscount rate. Since C6te d'lvoire was
largely responsible for the development of the WAMU operations account with
the French Treasury, BCEAO policy acted as a regulator of the country's extemal
monetary position. The BCEAO may also ask member states to use their drawing
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rights with the International Monetary Fund (IMF); it drew heavily on these funds
on behalf of the Ivorian government from 1981 until 1985.

Being tied to the French franc, the CFAF floats against other currencies (ex-
cept those within the European monetary system). but these movements are com-
pletely independent from monetary and financial conditions within franc-area
countries other than France. Balance of payments adjustments and monetary pol-
icy constraints in C6te d'lvoire and the other WAMU countries are based on the
French franc. This is a system which very much resembles the old gold standard.
In practical terms, there is virtually no difference between the CFA franc and the
French franc. Each currency can be converted without restrictions, and at a very
low rate of exchange, which has remained the same since 1948.

The fixed pafity of the CFA franc and the French franc imposes serious con-
straints on West African monetary policies. In theory. the WAMU may design its
own monetary policy independently of French policy. The only formal link be-
tween the WAMU and French monetary authority is a single French representative
on the board of the BCEAO.

In the absence of foreign exchange controls between countries, however, the
WAMU has little power to implement its own monetary policy. As is well known
from the standard Mundell-Fleming model, monetary policy will be inefficient in
a fixed exchange rate system with perfect capital mobility. Since arbitrage tends
to equalize domestic and foreign interest rates, any domestic monetary expansion
(or contraction) will be compensated by an outflow (or inflow) of capital in order
to prevent the domestic interest rate from falling below (or rising above) the for-
eign one. In other words, any domestic expansionary (or deflationary) monetary
policy impinges on monetary capital outflows (or inflows) as long as domestic in-
terest rates do not stay in line with foreign rates.

This point is important because under its monetary policy BCEAO has direct
control of interest rates rather than of monetary aggregates through open market
operations. That control of interest rates, which was typical of the French mone-
tary system until the mid- 1980s, puts strain on WAMU monetary policy. The ques-
tion is, how can the BCEAO implement its own monetary policy when interest
rates are determined on the French market? Two factors help reduce the external
constraint on interest rates: capital mobility is not perfect, and the operations ac-
count allows for some short-run flexibility if foreign payment difficulties should
arise (see chapter 7).

The main impediment to perfect capital mobility is that West African banks
are not allowed to keep more funds outside the BCEAO than they need for their
transactions. Direct arbitrage between domestic and French financial assets is
therefore limited, although domestic banks affiliated with French banks may
sometimes arbitrage by lending in the Ivorian market rather than sending money
back to France. A one percentage point difference between domestic and French
interest rates draws monetary flows equivalent to 0.3 to 0.6 percent of GDP-
which is large enough to prevent a significant permanent discrepancy between the
two rates (see the regressions reported in chapter 7).
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Because transaction costs are fairly high, arbitrage by the private nonbanking
sector (including households) is also limited. These costs include the difference
between domestic creditor and debtor rates, and a 25 percent tax on domestic in-
terest. In the case of capital outflows, interest rates in the WAMU are usually lower
than in France. Arbitrage only occurs with available private savings and thus is
limited.

The operations account allows domestic monetary policy to have some short-
run autonomy and provides an efficient way of transforming short-run extemal
constraints into long-run ones. The account may be in deficit and interest may
have to be paid on it, but no corrective measure is imposed directly on the mone-
tary policy of WAMU member countries. The BCEAO is only obliged to modify
its policy in order to restore its external position. In recent years the BCEAO has
tried to tighten its monetary policy in response to a growing external deficit by in-
creasing interest rates and by rationing credit.

Consequently, the monetary and interest rate policy of the BCEAO is fairly
independent of French policy in the short run, and the standard Mundell-Fleming
model with perfect capital mobility and fixed exchange rates does not strictly ap-
ply. As figure 4.1 shows, the interest rate on the French money market climbed to
high peaks in 1969-70, 1974. and 1980-81 that were not followed by changes in
WAMU interest rates. Likewise, domestic interest rates were raised in response to
external imbalances, particularly in 1982, quite independently of the activity of in-
terest rates in France. From 1965 to 1985 the difference between the interest rate
on the French money market and the BCEAO rediscount rate fluctuated between
0.7 and 7.4 percentage points. Because of capital mobility and tacit limits on the
operation accounts deficit, however, large discrepancies between domestic and
French interest rates are limited to the short run.

Figure 4.1 shows that interest rates in WAMU over the long run have kept in
line with the trend observed in France, which reflects changes in world inflation
as well as pressures on real interest rates. The mean increase in French interest
rates was 0.4 percentage points between 1969 and 1985, compared with 0.3 per-
centage points for the BCEAO rediscount rate. Thus WAMU and member coun-
tries retain some, albeit limited, degree of autonomy in the design of short-run
monetary policy.

Structure of the Banking Sector

Four commercial banks dominate the Ivorian market, all of them branches of
French companies. This structure is a legacy of colonial times, even though the
Ivorian government owns a share of the large banks.

Until 1974, a distinction was made between "development" and "commer-
cial" banks. Since then, this distinction has been modified and development banks
have become "specialized banks." They collect a few private deposits, if any, and
concentrate on lending to agriculture, small enterprises, construction, and hous-
ing. The CAA, which manages the public debt, also acts as a specialized bank.
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Figure 4.1. French Money Market and UMOA Rates
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A notable feature of the domestic capital market is the predominance of short-
term financing. This is due to the behavior of banks, which, given the limited size
of the market, achieve little maturity intermediation. More than 60 percent of do-
mestic credit is short-term credit, even though the larger commercial banks have
engaged more heavily in medium and long-term lending since 1974. Specialized
banks lend at longer maturity than commercial banks, and only 30 percent of their
credit is short term against more than 70 percent for the four main commercial
banks. However, their lending activity constitutes only a small share (around 20
percent) of lending by the banking sector as a whole. The market for development
financing is therefore very narrow, and public and private companies have had
large recourse to foreign lending in this area. As long as domestic interest rates are
maintained at a low level as compared with rates in the French market, medium or
long-term bank loans will be slow to develop. Cote d'lvoire made an attempt to
develop a market for permanent funds in 1976 through the creation of a stock ex-
change in Abidjan, but by the late 1980s only about twenty-five firms were repre-
sented in this market.

Monetary PolicyP and instruments before 1974

Apart from issuing currency, the BCEAO acts as a lender, often to the government,
by rediscounting bank credits at low cost. Up until 1974, countries and banks were
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subject to detailed rediscount ceilings. The country ceiling was fixed every six
months by the BCEAO and then allocated at the local level by national monetary
committees. These ceilings were one of the main instruments of monetary control
introduced under the 1962 statutes. To strengthen the ability of the BCEAO to
control money creation through the rediscount ceiling, the government also im-
posed a liquidity ratio on banks. No mandatory reserves were required of commer-
cial banks, however.

The results obtained with these two instruments were poor. Because of the
high liquidity of banks, rediscount ceilings never acted as a constraint. Between
1963 and 1973, the total rediscount as a percentage of rediscount ceilings ranged
from 52 to 70 percent on an annual basis. In 1974 this figure rose to 79 percent as
a consequence of a credit inflation, but was still well below the limit. The share of
credit that was actually rediscounted was on average below 50 percent. So, banks
did not find it necessary to rely entirely on the BCEAO rediscount facility, since
liquidity ratios never acted as a constraint on their activity. In effect, banks did not
keep more reserves than the minimum necessary for their short-term needs, and
these deposits allowed banks to expand credit. The main force behind credit and
money creation was therefore the demand for credit rather than monetary policy.

The lack of control over money creation was reflected in the instability of the
money multiplier. Because of large variations in the ratio of reserves applied by
banks-between 6 and 12 percent-and a continuous decrease in the share of cur-
rencies in money holdings, the money multiplier increased from less than 2 at the
beginning of the 1960s to more than 2.5 in 1974. Although this change was not
much greater than that observed in France or in the United States during the same
period, in the present case, the variations in the money multiplier could not be con-
trolled or even forecast, and thus it was difficult to achieve efficient quantitative
control of money creation.

Credit could not be selectively controlled either, because of the importance of
nonrediscountable credits in bank portfolios: about 46 percent of the short-term
loans given by banks between 1965 and 1974 were nonrediscountable, partly be-
cause the BCEAO did not offer any price incentive in favor of rediscountable
credit. The WAMU's monetary policy required fixed interest rates for the area as
a whole. From 1963 to 1972 the interest rate for rediscountable short-term credits
was 4.5 percentage points whereas the nonrediscount rate was 3.5. Since banks
were highly liquid, the cost of their resources was probably much lower for non-
rediscountable than rediscountable credits. No interest was paid on demand de-
posits, and rates on term deposits were kept below 4.5 percent. Thus it is not
surprising that banks did not use all rediscountable credit facilities.

On the demand side, the fixed debtor rates were on average fairly attractive in
comparison with the French commercial bank rates, which were about 8 percent
for short-term credit during the same period. As a consequence, many firms bor-
rowed on the domestic market while their parent companies invested in the French
money market. With local interest rates continuously below the French ones, and
the flow of funds between France and the WAMU unrestricted, domestic credits
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and capital outflows could have grown without limit. However, borrowers also
had to pay an indirect tax on services, the Taxe sur les Prestations de Services
(TPS), in the form of a 25 percent charge on their interest payments. This tax,
which was deductible only for firms that paid the value added tax, kept speculative
capital from flowing out to France: only firms that could charge their TPS payment
on their VAT bill benefited from a significantly profitable arbitrage with the French
capital market. This TPS on interest rates also created distortions in the internal
capital market.

The Monetary Svstem since 1974

Following the 1974 reform, which made it possible to transfer monetary control
in the WAMU from France to local authorities, the BCEAO moved its headquar-
ters from Paris to Dakar and decisionmaking power changed hands. Instead of be-
ing concentrated in France, it was evenly divided among member countries on the
board of the BCEAO, which now abides by majority rule. The monetary instru-
ments were also modified to make them more reliable. But the effectiveness of that
reform remains questionable.

The 1974 reform also abolished the distinction between rediscountable and
nonrediscountable credits. Money creation was to be controlled by annual targets
set by the BCEAO for net foreign assets and domestic credits. As before, redis-
counting was supposed to help control liquidity, the only difference being that in-
dividual banks were no longer allocated a rediscount quota. In view of the
unpredictability of the money multiplier, this instrument was supplemented by di-
rect control of credit granted by commercial and specialized banks. Through its
direct control on bank lending, the BCEAO was expected to achieve liquidity
growth consistent with its monetary target.

This control was to be exercised through the system of prior authorization.
For any credit beyond CFAF 100 million, banks were to obtain prior authorization
from the BCEAO. The system proved unworkable, however, since banks did not
conform with the regulation.10 Today bank assets include at least CFAF 300 bil-
lion of credits that have not been formally authorized by the BCEAO.

The connection between the French and the domestic money market seems to
have contributed to the ineffectiveness of this monetary policy. After 1979, for in-
stance, Ivorian banks financed a growing share of their credits through foreign li-
abilities. However, foreign financing is only profitable when the domestic rate of
interest exceeds the foreign rate. When the domestic (debtor) rate is well below
the foreign rate, credit rationing, if enforced, may become an effective monetary
instrument. This. however, may have been the case for only a short period during
the 1980s.

Cote d'lvoire's experience with targeted and actual liquidity shows how inef-
fective monetary policy was at the time the economic crisis broke out in the early
1980s. Between 1976 and 1980 the difference between actual and targeted liquid-
ity ranged from +31 percent to -26 percent. Knowing how net external monetary



The Labor and Capital Markets 57

assets are moving, the central bank is supposed to impose credit controls that will
ensure monetary growth is consistent with liquidity needs. Its behavior is there-
fore supposed to fit the equation

o (domestic bank credit) = a (liquidity needs) - 8 (net external assets)

where external assets are currently observed by the central bank and liquidity
needs depend on its expectations about economic growth.

A simple econometric analysis shows that the predeeding rule has been large-
ly inoperative. By taking the previous year's change in GDP as a proxy for the ex-
pected change in liquidity needs, the above equation can be estimated from yearly
data for 1967 to 1985. All variables in the regression-that is, domestic credit
variation (6CR), lagged change in GDP (8GDP(- I)) as a proxy for liquidity needs,
and the change in net external monetary assets (oNEXT)-have been divided by
the previous year's GDP in order to avoid multicolinearity problems.

The results do not indicate efficient monetary control by the BCEAO. The
most favorable estimates obtained for the period 1967-85 were (t-statistics in
brackets) ' I

oCR = 0.02 -0.36 ONEXT + 0.27 oGDP(-l)

(1.3) (1.8) (2.3)

where R2 = 0.33 and DW = 1.76

From this equation it appears that the effect of foreign assets (oNEXT) on do-
mestic credit creation is much lower than unity as a strict credit control rule would
imply. An examination of residuals shows great divergence between actual and fit-
ted data. The notion that monetary growth was out of control at the beginning of
the crisis is supported by the significantly better results obtained with the preced-
ing equation when the post-1976 observations are excluded:

XCR = 0.02-0.46 ONEXT + 0.25 8GDP(-1)

(1 .4) (0.7) (2.5)

where R2 = 0.63 and DW = 1.66.

As already mentioned, the system of rediscountable credits was replaced in
1974 by the prior authorization rule for all credits exceeding CFAF 100 million.
In this way, the National Credit Committee was supposed to influence the distri-
bution of credit among sectors and firms. Apparently, this legislation did not en-
courage banks to give more credit to sectors, firms, or projects favored by the
credit committee. In any case, the fungibility of credit may also have hampered
any attempt in that direction.
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It should also be pointed out that after 1974 the BCEAO helped finance CBte
d'lvoire's govemment sector. New statutes increased the central bank's maximum
credit to the government to 20 percent of its tax revenues for the previous year.
Since the previous ceiling of 15 percent had never been reached, this change
seemed only a formality. But in the 1980s the government became one of the
bank's major borrowers and the ceiling had to be invoked.

Macroeconomic Implications

Because the capital market in Cote d'lvoire is fairly open, domestic monetary pol-
icy has some autonomy only in the short run. But the policy of keeping interest
rates low (alongside the higher French market rates) is ineffective in the medium
and the long run. The persistently low interest rates encourage capital outflows
and benefit mainly foreign-owned firms that are able to borrow cheap money lo-
cally and then repatriate some of their liquidity into the French market. Low inter-
est rates on financial assets may also make it more difficult to mobilize local
capital. That is undoubtedly why C6te d'lvoire's banks prefer short-term rather
than medium- or long-term activities and why the market for long-term funds is
so small.

The instruments designed to control domestic money creation are clearly in-
effective. In the absence of mandatory reserves for commercial banks, the link be-
tween the money base, controlled by the central bank, and domestic liquidity, is
very elastic. Even when local banks find resources are scarce, they can always bor-
row extemal funds on the French market to expand credit, as they have done in
recent years.

At the same time, the domestic economy is well protected from the perverse
effects of short-term foreign exchange and liquidity crises. Since the domestic cur-
rency is completely equivalent to the French franc, there can never be a foreign
exchange shortage. Similarly, the totally free entry to the French capital market
has enabled the government to absorb the shock of the recent liquidity crisis.



Chapter Five

Economic Trends from 1965 to 1988

C8te d'lvoire passed through three stages of economic development between
1965 and 1988. In the first stage, from 1965 to 1974, the economy grew quickly
and in a balanced fashion. In the second stage, from 1974 to 1980. this growth con-
tinued for a time, thanks to massive investment and exceptionally favorable terms
of trade.' Cote d'lvoire then began experiencing a trade imbalance, which even-
tually led to its first economic crisis since independence. The third stage was
marked by a full-blown crisis, which began at the end of 1980. In response, the
government adopted a stabilization policy that drastically reduced growth in the
1980s.

Balanced Growth, 1965-74

From 1965 to 1971, Cote d'Ivoire's real GDP grew at an annual rate of 9.6 percent
(measured by factor costs). The "worst" year during this period was 1967, when a
poor coffee harvest held the growth 'rate to only 4.8 percent. From 1972 to 1974,
however, economic growth slowed down, to an average annual rate of 4 percent.

This generally impressive growth performance was accompanied by a sharp
fall in agriculture's share of GDP-from about 60 percent in 1965 to 40 percent
in 1974 (see appendix A). Despite that decline (which may be overstated by the
way in which nonmarketed food crops are accounted for in the national accounts),
the agricultural sector was an engine of growth during this period because of the
rapid development of exports (mainly coffee and cocoa) and corresponding in-
creases in foreign exchange earnings and government revenues. This period also
saw a vigorous expansion of plantations in the southern part of the country.

Manufacturing forged ahead as well, at an average annual rate of more than
10 percent. The food-processing and wood-processing industries, which were the
chief export-oriented industries, increased their share of manufacturing from 53

s9
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percent in 1965 to 55 percent in 1974 (den Tuinder 1978). Service activities (in-
cluding the trading and transportation of processed agricultural products) also put
in a strong performance, with an average annual growth rate of about 13 percent.

Development Strategy and Investment

At the start of this period, C6te d'lvoire adopted a largely outward-oriented strategy
that emphasized agricultural exports and relied heavily on both foreign investment
and on the additional labor provided by migrant workers from neighboring coun-
tries. In some respects it was inward-oriented, however, since it failed to promote
manufacturing exports and attempted to protect import-substituting industries.

Another significant development in this first stage was that the share of public
investment in GDP grew from less than 7 percent a year in the period 1960-65 to
13 percent in 1973-74. Much of this investment was carried out by parastatal en-
terprises and agencies rather than the central government. Some of these agencies
were involved only in development assistance (for example, the Societe d'Assis-
tance Technique pour la M6canisation Agricole de la C6te d'lvoire, or technical
Assistance Company for Agricultural Modernization; SATAMCI, provided tech-
nical assistance for mechanization in agriculture). But a number of them were cre-
ated to complement, or act as substitutes for. productive activities in the private
sector (as was the case with the Societe de Gestion Financiere de l'Habitat, or
Company for Financial Management of Housing, SOGEFIHA, a real estate com-
pany). Investment by parastatal agencies-which by 1972 exceeded central gov-
ernment investment-was financed by extensive foreign borrowing rather than by
internal resources.

Terms of Trade and Their Impact

With its open economy and its exports concentrated in coffee, cocoa, and derived
products, C6te d'lvoire was profoundly affected by fluctuations in the external
terms of trade. These terms became unsteady between 1965 and 1974 as a result
of large fluctuations in the international prices of coffee and cocoa (figure 5.1).

At first, from 1965 to 1969, the terms of trade improved at a rate of more than
11 percent a year; half this gain was posted in 1969, with a 22 percent increase due
mainly to a doubling of cocoa prices in the preceding four years. From 1969 to
1972, export prices shifted downward, and cocoa's real price fell below its 1966
level. Export prices then rose again and fortunately moved high enough to com-
pensate for the 36 percent increase in import prices in 1974, caused by the first oil
shock. Thus, on balance, C6te d'lvoire's terms of trade improved slightly, and the
negative effects of the first oil shock were hardly noticed.

These changes in the terms of trade were reflected in the current account,
showed an improvement from 1965 to 1969, deteriorated in 1973, and then im-
proved again in 1974 (see figure 5.2). Because internal price policies for cocoa and
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Figure 5.1. GDP Real Growth Rate
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Figure 5.2. External Terms of Trade
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coffee were on the conservative side, the CSSPPA usually exhibited a financial
surplus, which in 1973-74 reached 6.7 percent of GDP. This cautious attitude to-
ward transitory increases in incomes originating in external trade did not continue
after 1974.

New Constraints on Potential Growth

Despite the impressive achievements of the 1960s, C6te d'lvoire was unable to
maintain the same pace in the long run. Several difficulties became apparent dur-
ing the preparation of the 1976-80 development plan.

First, the emphasis on the development of agricultural exports (mainly coffee
and cocoa) had induced excessive production of those two products. Although the
authorities recognized that agricultural production would have to be diversified
and had even created public enterprises to foster the production of palm oil
(SODEPALM), rubber (SOCATCI), rice (SODERIZ), cotton (CIDT), fruit (SO-
DEFEL), and other products, diversification was costly.

The results of overproduction were particularly noticeable in the forestry in-
dustry, which had been partly responsible for the disappearance of many of the
more valuable timber species. As a consequence, the real value added in the for-
estry sector declined after 1974, after having grown 8.6 percent a year between
1965 and 1973.

More fundamentally, agriculture was restrained by the decreasing availability
of land for the production of export and food crops. The drastic increase in cocoa
and coffee exports over the years had come at the expense of a severe deforesta-
tion in the southern region. Further output of those products could only be
achieved by more intensive production techniques or the reallocation of existing
cultivable land. But in a country where formal private ownership of land is not
well established, both solutions merely created further problems.

Opportunities in manufacturing were also shrinking. Industrialization during
the 1965-74 period had concentrated on producing the easiest import substitutes.
As a result, the manufacturing industry had become poorly integrated and highly
protected and was incurring high capital costs.

Moreover, development financing depended more and more on external bor-
rowing rather than on domestic savings. By 1973-74 approximately 57 percent of
public investment was financed by foreign borrowing, compared with 37 percent
in 1965-67. This was confirmed by a noticeable deterioration in the current ac-
count balance, which rose from 5 percent in 1966-70 to 16 percent in 1971-74
(see figure 5.2).

Regional Disparities

Economic growth in C6te d'Ivoire between 1965 and 1974 had been accompanied
by accelerated demographic growth, which was largely the result of the immigra-
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tion of low-paid African labor from nearby countries. This allowed agricultural
producers in the south to hire workers at very low wages. Nationals from Cote
d'lvoire's northern regions also migrated to the south. Although precise figures
are lacking, the results of a recent Living Standard Measurement Survey show that
in the mid- 1980s the average per capita expenditure on consumption in savannah
rural areas was one-third lower than that in forest rural areas (which was less than
half the average in Abidjan).2

To address the country's regional inequalities, President Felix Houphouet-
Boigny launched a large investment program in the north in the mid-I1970s. This
Programme du Nord called for an immediate capital outlay of about CFAF 40 bil-
lion (the equivalent of 4 percent of GDP). One of its objectives was to build the
capacity to export processed sugar. Therefore its first stages were devoted in part
to constructing six processing plants, as well as infrastructure such as road works.
This was the beginning of a period of massive public investment.

Massive Investment, 1974-80

An increase in the net receipts of the Stabilization Fund in 1974 provided the gov-
ernment with the financial capital it needed to implement the Programme du Nord.
Fund revenues increased again between 1976 and 1978 (at the rate of 11.5 percent
a year), and the government decided to undertake an extremely ambitious public
investment program.

This further increase in revenues was the result of continuing improvements
in the world market for coffee and cocoa. The price of coffee in relation to import
prices increased by 150 percent between 1974 and 1977. and that of cocoa by 50
percent. As before, the CSSPPA moved cautiously at the beginning of the boom
and refused to change the prices granted to domestic producers of cocoa and cof-
fee until the end of 1976. Nominal prices increased slightly in 1977 (20 percent
for coffee, and 3 percent for cocoa), but in 1978, under the pressure from growers,
the CSSPPA allowed producer prices of coffee and cocoa to increase by nearly 40
percent.

Meanwhile, government investment (in nominal terms) tripled between 1974
and 1978, causing the share of public investment in GDP to climb from 11.4 per-
cent to 21 percent (see figure 5.3). The increase in CSSPPA's receipts, although
large, was not sufficient in itself to sustain such an expansion. Thus the govern-
ment therefore turned to foreign borrowing, which increased from 2 percent of
GDP in 1974 to more than 9 percent in 1977.

In some respects, these investments turned out to be a sizable waste of public
funds, because the majority of the public companies failed to generate profits.
Eventually, these companies had to close down. One such investment was the sug-
ar project supervised by the public enterprise SODESUCRE, which over the years
was to have more than CFAF 100 billion-approximately 10 percent of GDP in
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Figure 5.3. Ratio of Public Investment/GDP at 1984 Prices
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1974-poured into it. This project quickly proved economically unsound. True,
this was the first time that such an enormous project had been launched in C6te
d'lvoire, but the government neglected to make a serious evaluation of the
project's prospects, and it ended up being a drain on public resources because it
was unable to generate enough returns to service the debt incurred through bor-
rowing.

Changes in Growth

Although the economy grew at a rate of 7.4 percent a year in 1975-80, which was
not much lower than the rate of 1965-74, it now proceeded less smoothly. As mea-
sured by GDP factor costs, the rate was 10 percent or more in 1975, 1976, 1978,
and 1980, but dropped to about 3 percent in 1977 and 1979.

During the period private investments accelerated along with those in the
public sector. Multiplier effects and production gains were enormous. Between
1974 and 1978 GDP in the modem sector increased by as much as 50 percent (in
real terms). The relatively slow growth in 1977 and 1979 was mostly due to poor
harvests and a resulting drop in agricultural output.

Despite the generally high rate of growth in the 1970s, the overall efficiency
of the economy (particularly in the public sector) began to decline in the late
1970s, as was evident from labor productivity. From 1974 to 1980, employment
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in the modem sector increased by 67 percent, but real value added grew by only
55 percent. At the same time, the productivity of capital fell. From 1975 to 1980,
the ratio of value added to net capital assets fell from 58 to 39 percent. This change
was even more noticeable in manufacturing, where the ratio fell from 40 to 24
percent.3

Financial Imbalances

CMte d'lvoire's investment boom began to create financial problems as early as
1979. The first sign of trouble was the rise in public foreign borrowing. Half of all
public investment expenditures for that year were financed by foreign borrowing.
As a consequence, the extemal public and guaranteed debt jumped from less than
CFAF 200 billion in 1975 to 435 billion in 1977 and 972 billion in 1980 (see figure
5.4), and interest payments on the public debt (negligible before 1978) rose to I
percent of GDP in 1979 and 1.5 percent in 1980.

This growing indebtedness is readily apparent from the change in the balance
of payments (figure 5.2) in this period. By 1975 the current account deficit was al-
ready up to 31 percent of total merchandise exports, although the huge investment
expenses of the next two years were more or less offset by an improvement in the
external terms of trade, which brought the deficit to only 10 percent of exports. A
strong push in investment in 1978 then pushed the deficit up again, to 32 percent
of exports. Public investment expenditures were then reduced in real terms in

Figure 5.4. Ratio of Current Account/GDP

percent

2

0

-2-3LnV n
-4
-5
-6
-7
-8
-9

-10
-11
-12
-13
-14
-15
-16
-17
-18

66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85
year

Source: Appendixes A and E.



66 Growth and Crisis in C6te d'lvoire

1979 and 1980, but the extemal terms of trade also deteriorated. Furthermore, cap-
ital income payments abroad (that is, interest on extemal debt and dividends on
foreign capital) increased from 8 percent of exports in 1974 to 15 percent in 1979-
80, and worker remittances out of CBte d'lvoire as well as other services transac-
tions rose steadily. As a consequence, the current account deficit jumped to 50 per-
cent of exports in 1979 and 60 percent in 1980.

Serious problems did not show up in C6te d'lvoire's capital account until
1980. Long-term nonmonetary borrowing (that is, net borrowing appearing in the
nonmonetary, long-term capital account of the balance of payments) overfinanced
the current account deficits in 1977 and 1978, with a corresponding accumulation
of reserves. In 1979, however, part of the deficit was financed through capital
flows in the form of extemal borrowing by commercial banks to cover domestic
lending operations. By 1980 the foreign assets held by the central bank had been
depleted. and Cote d'lvoire's operations account in the French Treasury was in
deficit for the first time since 1960.

Another sign of imbalance was rising inflation (figure 5.5). Between 1974 and
1980 the average inflation rate was about 16 percent, compared with 5.7 percent
between 1965 and 1974. Some of this inflation was the result of price increases in
imports from the industrial countries, but the real effective exchange rate (REER)
fell significantly after the mid-1970s, which meant that domestic inflation was
greater than inflation abroad (see appendix J). From 1974 to 1979 the REER fell
by about 4 percent a year. It increased in 1980, but by then it was 13 percent below

Figure 5.5. Inflation (CPI)
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the 1974 level. In 1975 and 1976 the inflation rate (CPI) was about 12 percent a
year. It then jumped to 27.4 percent in 1977 before falling to an average 14.7 per-
cent in 1978-80. Because of the inflation, the purchasing power of wage-earners
in the modem sector declined by approximately 20 percent during this period.

Monetarv Policy

Monetary policy was loose during the 1974-80 period. From 1974 to 1978, the
monetary authorities failed to control credit expansion by the commercial banks,
and the growth rate of money (M2) reached a high of 27 percent. From 1975 to
1979, the BCEAO kept nominal interest rates low, with the result that both private
and public enterprises were able to borrow with few restrictions.

It must be stressed, however, that the most important cause of the financial
imbalances-that is, the huge public investment program and the corresponding
public deficit-was not initially tied in with domestic bank credits. The first im-
portant loan to the government by the banking sector, for CFAF 30 billion, was not
made until 1979. But in 1980 the government's gross debt to the central bank rose
to CFAF 78 billion.

Crisis and Stabilization, 1981-84

The adverse events of the late 1970s led to unwelcome changes in the ensuing
years. In 1980 foreign exchange reserves virtually dried up, and the current ac-
count deficit amounted to more than 60 percent of the value of exports. In 1981
the government launched a stabilization program conceived and financed by the
International Monetary Fund and the World Bank. This was the first time that C6te
d'lvoire had asked the IMF for assistance.

As a first step the government was required to cut public expenditures, partic-
ularly public investment. Although public investment had declined in real terms
between 1978 and 1981, the authorities reduced it further in 1982. By 1984, real
investment expenditures had fallen below their 1974 level. Even in nominal terms
the reduction was drastic. The total outlay of the public investment budget (BSIE)
was about CFAF 105 billion in 1985, compared with 239 billion in 1984 and 313
billion in 1980.

Serious efforts were also made to restore government savings, which had
dropped from 21.9 percent of GDP in 1977 to 5.2 percent in 1980. One important
instrument here was a freeze on all nominal salaries (including promotions) in
government and state enterprises that began in 1981. At the same time, steps were
taken to increase government revenues-the tax on petroleum products, the rate
of the VAT, and the tax on services (TPS) all went up in 1982 (see chapter 6).
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Monetary Policy

Another component of the stabilization program was a tighter monetary policy, as
proposed by the IMF, and ceilings on domestic credits. Domestic assets held by
the monetary system then increased an average 5 percent a year between 1980 and
1985. They had increased at the rate of 25 percent a year during the 1975-80 pe-
riod. But it is difficult to know whether this change was due to the tightening of
credit ceilings or was the natural result of the slowdown in economic activity.

In addition to trying to reduce the fiscal deficit the govemment borrowed large
amounts from the BCEAO (figure 5.6), which increased its obligation to the mon-
etary system from CFAF 61 billion in 1981 to 239 billion in 1984. Because of the
government's demand for funds, bank credit to the private sector rose only about
4 percent a year between 1980 and 1985. Since the annual nominal growth rate of
GDP was about 8 percent during the period, the govemment's crowding out of the
private sector reached significant proportions.

Meanwhile, WAMU increased its preferential rediscount rate from 5.5 per-
cent in 1979 to a peak of 10 percent in 1982. Consequently, the lowest rate for
debtors jumped from 6.5 percent to 9 percent, and the highest rate rose from 13
percent in 1979 to 17.5 percent in 1982. Real interest rates on loans were negative
throughout most of the 1975-80 period, but in 1981 the rate tumed positive. To
mobilize savings, the banking authorities increased the rates on deposits and did
not reduce them when the nominal interest rate declined in France. (see figure 4.1).

Figure 5.6. Net Credit to the Government from the Monetary System
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With the tightening of monetary policy and a growing number of defaults by
private debtors, banking met with a liquidity crisis in 1983. As a result, major
banks were forced to close their branches in the countryside in order to reduce op-
erating costs.

Macroeconomic Perfor-mance

The 1981 stabilization program, with its emphasis on reducing absorption and the
fiscal deficit, brought about a sharp recession. From 1980 to 1984, the average an-
nual rate of growth of real GDP was -3.2 percent. The drop in real GDP was par-
ticularly significant in 1982 (-3.8 percent) and 1984 (-7.1 percent).

Most sectors of the economy experienced a downward shift in activity. Agri-
culture stagnated in 1980-82 and its real value added (at factor cost) dropped by
almost II percent in 1983-84, partly as a result of a drought. The decline in man-
ufacturing reached 25 percent between 1981 and 1983 and was only partly offset
by a small recovery in 1984. Services stagnated at their 1980 level. The hardest hit
was construction, because of the cutback in public investment. Value added in
construction (at constant 1984 prices) slid from CFAF 200 billion in 1979 to CFAF
108 billion in 1983 and to 52 billion in 1984.

Real private investment also fell after 1981. In 1982 private investment was
16.5 percent below its record 1981 level. It fell 50 percent in 1983 and another 50
percent in 1984.

In the wake of the economic decline. employment in the modem sector fell
by about I I percent from 1980 to 1982. This reduction was due not only to the
drop in economic activity, however, but also to the attempts to raise the productiv-
ity of public enterprises after the decline of the second half of the 1970s. That
trend was reversed after 1980, and real value added per worker (measured at 1984
prices), which had fallen from CFAF 2.5 million in 1974 to CFAF 2.3 million in
1979, increased to CFAF 3.2 million in 1984.

The economic problems of the early 1980s were compounded by the exist-
ence of legal limits on how much the government could borrow from the
BCEAO.4 Since it had reached that limit, the government began "borrowing"
from private firms and public enterprises by delaying payment to these organiza-
tions. It is estimated that this unpaid debt amounted to CFAF 250 billion by the
end of 1983, or about 10 percent of GDP. As a consequence, few firms in the mod-
ern sector escaped financial difficulties. Indeed, the percentage of firms considered
poor-quality debtors by the banking system reached 64 percent in 1983.

Reducing the Financial Imbalances and Inflation

The government's stabilization efforts, combined with changes in the world econ-
omy, brought about a slow improvement in C6te d'lvoire's financial situation. Af-
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ter reaching a peak of 40 percent of exports in 1980, the current account deficit
declined gradually to 13 percent in 1983, thanks to several factors.

For one thing, the external terms of trade, which had been on a continuous
downslope since 1977, began tuming around in 1984. Up to then the deteriorating
terms of trade and the strong overvaluation of the U.S. dollar against the French
franc and the CFA franc had prevented C6te d'lvoire from improving its trade bal-
ance to any extent, despite a 30 percent reduction in the volume of imports be-
tween 1980 and 1983. But in 1984 the combination of reduced imports, a sharp
increase in the volume of exports, and a significant improvemment in the terms of
trade caused the trade surplus to rise. By 1984, C6te d'lvoire's trade surplus was
three times its 1983 level.

At the same time, the ratio of CMte d'lvoire's public long-term debt to GDP
had jumped from around 40 percent in 1980 to more than 85 percent in 1984, (fig-
ure 5.7), that is from US$4.7 billion to US$6.8 billion. Capital inflows proved in-
sufficient to cover the current account deficit, and IMF credits were needed to
finance about 30 percent of the deficit between 1981 and 1983.

Thus the government's financial situation improved little during this period.
Although the net total deficit of C6te d'lvoire's public enterprises was less in
1980-82 than in 1977-79, it still equaled more than 2 percent of GDP. The net def-
icit of the entire public sector therefore amounted to 9.1 percent of GDP in 1982,
despite the large reduction in public investment.

Figure 5.7. Public DebtUGDP Ratio
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The reduction in public savings during the period was the result of both a
downward shift in coffee and cocoa prices and an increase in domestic producer
prices. The Price Stabilization Fund's receipts, which amounted to 11 percent of
GDP during the 1976-79 period, amounted only to 3.5 percent of GDP in 1980-
82. Simultaneously, payments of interest on the public debt rose sharply, from the
equivalent of 1 percent of GDP in 1979 to 4.2 percent in 1982.

One positive result of the economic slowdown in the early 1980s was a reduc-
tion in inflation. The annual rate of inflation in 1980 was about 15 percent. It then
dropped to 8 percent in 1981-82, 5 percent in 1983-84, and to an estimated 1.9
percent in 1985. In this sense, the tightening of monetary policy, the reduction of
public expenses. and the freeze on wages were successful. The real effective ex-
change rate began to rise in 1980. and by 1984 had retumed to its 1970 level.

Modest Recovery Followed by Collapse, 1985-88

In 1985 both the public sector budget and the current account showed a surplus,
and the GDP growth rate became positive for the first time since 1981. These fa-
vorable changes can be traced to a positive trend in the terms of trade, which in-
creased by approximately 40 percent between 1984 and 1986. Nonetheless, the
volume of investment declined in 1985, and, according to the available data, the
recovery of that year was short-lived. The current account retumed to a deficit po-
sition in 1986 and stayed there through 1988. The public sector budget worsened
again, and in 1987 and 1988 govemment savings were negative.

The main reason for the most recent recession was the unexpected collapse of
cocoa prices in the world market. Because of the resulting drop in effective de-
mand, GDP registered negative growth in 1987 and 1988, and total private con-
sumption declined in 1988 for the first time since independence.

Real income in 1988 was at best, at the level of 1978. After eight years of sta-
bilization efforts, Cote d'lvoire had not achieved any significant progress. It had
become a very fragile economy largely at the mercy of prices in a few internation-
al markets.



Chapter Six

The Crisis of the 1980s

This chapter is devoted to an in-depth analysis of C6te d'lvoire's economic
problems in the 1980s. It opens with an assessment of the extent of the crisis, as
indicated by the change in macroeconomic indicators over the 1980s in compar-
ison with the 1965-79 period, and an explanation of the development plan for
1976-80, which was one of the prime causes of the country's problems. Al-
though it seemed plausible at the time it was prepared, the plan was much too
ambitious and could not have been successfully implemented without a contin-
uation of the trade boom of the earlier years. That boom, along with the planned
increase in public expenditures, had endogenous effects on the private sector
that-contrary to expectations-put a tight squeeze on private savings and in-
vestment. This, in turn, triggered a foreign payments crisis when the terms of
trade began to drop in 1980.

The discussion then moves on to C6te d'lvoire's management of the crisis.
The authorities were quick to recognize the seriousness of the foreign payments
problem-particularly when the country's position deteriorated despite still fa-
vorable general conditions in international credit markets-and they turned to
the IMF for assistance at the end of 1980. A stabilization program was set in
motion in 1981. Unfortunately, the next few years brought a barrage of exoge-
nous shocks. Coffee and cocoa prices kept falling, oil exports were delayed,
foreign interest rates rose, and a severe drought in 1983 cut agricultural output.
By then, it was clear that the investments undertaken in the late 1970s had pro-
duced no substantial gain in output and that the economy had serious structural
imbalances. Thus, the authorities had to contend with not only a recession be-
ginning in 1981 which brought GDP down more than 10 percent by 1984, but
also a growing foreign debt. A new adjustment program therefore had to be
implemented.

The chapter closes with an evaluation of the management of C6te d'lvoire's
economy over the short run.

72
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Extent of the Crisis

Compared with extrapolations of trends in macroeconomic statistics during the
1970s (see figure 6.1), C6te d'lvoire's GDP showed a decline of 30 percent in
1984. This shortfall remained approximately constant in 1985 and 1986, since
GDP growth during those two years was only slightly below the 6.3 percent rate
of the 1970s, but in 1987 and 1988, the gap increased another eight to ten percent-
age points. In sum, the slippage between 1980 and 1988 was equivalent to a loss
of six to seven years of normal growth.

This estimate of the extent of the crisis, of course, relies on arbitrary assump-
tions about probable GDP growth if the crisis had not occurred. If we had used
data on GDP growth during the 1965-79 period instead of the 1970s, the compar-
ison would have shown a 35 percent loss by 1984 and a loss of almost 50 percent
by 1988. Clearly, the forces of deceleration were already present by the beginning
of the 1970s.I

Actual changes in GDP, as opposed to deviations from trend, were equally
worrisome. Total GDP fell by 10.7 percent between 1980 and 1984 and rose by no
more than two percentage points between 1985 and 1988. If it is assumed that the
population grew at an annual rate of 3 percent, the drop in GDP per capita proba-

Figure 6.1. Deviation of GDP from 1970-79 Trend (agriculture and GDP)
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bly exceeded 20 percent from 1980 to 1984 and was probably close to 25 percent
for the period 1980X87.2

Figure 6.1 shows that the recession's effects varied greatly, depending on the
sector examined. Agriculture, for exarnple, was little affected in general. Output
levels hit record highs between 1980 and 1982, followed by a sharp drop in 1983,
owing to a severe drought. The figure for 1986, however, corresponds roughly to
a continuation of the rising 1970s trend line.

As for construction, it moved downward from the precrisis trend of almost 85
percent, and by 1987 GDP in that sector was at the level observed more than twen-
ty years before. Manufacturing and transport proved less sensitive; their cumula-
tive loss of output in 1984 was about 30 percent in comparison with the trend line
of the 1970s (see figure 6.2).

The expenditure most severely affected was investment, which moved down-
ward (see figure 6.3) from its 1978 peak (as a proportion of GDP expenditures) of
almost 75 percent. But this comparison is not especially helpful, since overspend-
ing on investment was one of the major causes of the crisis: a sharp decrease from
the exceptional 1978 peak-when C6te d'lvoire overinvested-reflects to some
extent a return to a more normal situation rather than the true impact of the crisis.

Figure 6.2. Deviation of GDP from 1970-79 Trend
(nongricultural sectors)
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Figure 6.3. Deviation of Expenditures from the 1970-79 GDP Trend
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Private consumption expenditures did not fall in the same proportion as GDP,
owing to a natural rigidity in consumption behavior.3 The loss was substantial.
however, amounting to about 25 percent in seven years. By comparison, public
consumption expenditures fell by only 10 percent between 1980 and 1987. (This
figure ignores the rising trend in public consumption as a share of GDP that had
been observed since the mid- 1960s. If compared with that trend, rather than with
the trend of the 1970s, the loss would have been much larger.)

With the exception of 1983 and 1987, which were hit by periods of adverse
weather, exports grew at approximately the same pace as they did during the
1970s. Exports were not affected, either directly or indirectly, by a drop in internal
demand, and the franc zone arrangements helped C6te d'lvoire avoid the spillover
effects that balance of payment crises have often caused in other countries (on sev-
eral occasions in neighboring Ghana, for example, a foreign exchange shortage
put considerable stress on all activities. including exports).

Beginning in 1981. Cote d'lvoire's stabilization policy sharply reduced im-
ports, with a favorable impact on the trade balance, but this result was partly offset
by other events, notably by a worsening of the terms of trade, a poor harvest in
1983, and a subsequent deep cut in exports. These events explain why the current
account did not improve significantly during the first years of the crisis, despite
the drop in economic activity. The situation improved noticeably in 1985-86 be-
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cause of a reversal in the terms of trade, but it grew worse again in 1987-88 (al-
though no precise figures are available yet), when export prices fell. With the
adverse changes in foreign rates of interest and a shortening of the maturity struc-
ture of the public debt, C6te d'lvoire's outstanding long-term debt continued to in-
crease despite the recession, and it did not stabilize in relation to GDP until after
1984. By then it amounted to a little more than 100 percent of GDP.

The employment situation in C6te d'lvoire also deteriorated rapidly during
the first half of the 1980s. The absolute level of employment in the modem sector
dropped 20 to 30 percent (depending on the data used) between 1980 and 1985. If
measured as a deviation from precrisis trends, the loss was almost double those
figures. But it would be wrong to measure it in this way, since the expansion of
employment was one of the factors that led to the crisis.

Despite this huge drop in labor demand (and perhaps explaining it), real wag-
es fell by only a moderate amount during the 1980s. True, the real minimum wage
(SMIG) dropped by 25 percent between 1980 and 1987, but the average real wage
apparently increased slightly during the same period (see table 4.2). Levy and
Newman (1989) claim that this apparent phenomenon is really a statistical illu-
sion, the explanation of which sheds some interesting light on the crisis. They as-
sert that the recession caused a drastic restructuring of employment in the modem
sector. Between 1979 and 1984, approximately two out of every three firms went
out of business and were replaced by new, smaller firms. Meanwhile, those re-
maining in business cut employment by approximately 20 percent, but primarily
at the bottom of the salary scale. This had the effect of raising the average wage.

The available evidence also suggests that seniority raises slowed down during
the recession. Thus, although the average real wage in the modem sector might
have increased during the crisis, real wages at the individual level or for a given
skill or seniority levels might have declined. This flexibility in real wages was
probably limited, however, and was likely the same order of magnitude as that ob-
served in the SMIG.

Because of a distortion in domestic relative prices, real wages in the modem
sector behaved quite differently, depending on whether they are examined from
the point of view of wage-eamers or of employers. As shown in figure 6.4, the
price of food products in relation to nonagricultural products increased by 25 per-
cent between 1980 and 1984. Thus although wage-eamers experienced a drop in
their real purchasing power (as measured by the cost-of-living index, in which
food products have a heavy weight), the "real product wage" paid by employers
increased substantially (see table 6.1).

Unfortunately there is no accurate way of determining what happened in C6te
d'lvoire's informal urban sector during the 1980s. Under strict complementarity
with the formal sector, real earnings would have fallen at the same pace as output.
On that basis, real earnings per capita would have dropped by 20 to 30 percent dur-
ing the period, depending on the assumption made about population growth. Ac-
cording to some observers, immigration in Abidjan slowed down during the
1980s, which would suggest that the drop in income per capita in the urban infor-
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Figure 6.4. Evolution of Prices and Real Wages, 1965-87
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mal sector was at the low end of the preceding interval. At the same time, income
in the urban informal sector may have expanded when the formal sector went into
recession, in which case that sector would have cushioned the negative social im-
pact of the crisis. Since there are no comparable data on the urban informal sector
at two points of time, this possibility cannot be checked rigorously, although ca-
sual observation suggests increasing competition between the formal and informal
sectors, with production in the informal sector increasing in a number of what used
to be formal activities, such as car repair.

It is also difficult to determine the movement of real incomes in agriculture
during the 1980s. Although agricultural output did not change much, producer
prices for the main export crops fell by 45 percent in relation to the GDP deflator.
Since the prices of food crops in relation to the prices of nonagricultural products
increased substantially and home-consumption accounted for a large share of ag-
ricultural products, the rural sector was, on the whole, probably less affected by
the recession than the rest of the economy. Again, this depends on the pattern of
internal and external migration flows, of which very little is known.

Among its other social costs, the crisis caused a reduction in education.
health, and housing services traditionally supplied by the government or public
enterprises. Since most of these costs might be considered investments rather than
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Table 6.1. Growth of Gross Domestic Product by Major Economic Sector
(CFA francs)

1975 1980 Annual
average growth

Sector Total Percent Total Percent rate 1976-80

Primary 285.2 37.0 382.2 32.7 6.0

Fooodcrops 116.4 15.1 162.6 13.9 6.9

Cashcrops for
exporta 168.8 21.9 219.6 18.8 5.4

Secondary 184.5 23.9 322.3 27.5 11.8

Building and
public works 54.9 7.1 85.8 7.3 9.3

Energy and
water 30.2 3.9 44.0 3.8 7.8

Industrial
products for
home market 69.0 9.0 129.0 11.0 13.3

Industrial
products for
export 30.4 3.9 63.5 5.4 15.9

Tertiary sector 301.3 39.1 466.6 39.8 9.1

All GDP 771.0 100.0 1,171.1 100.0 8.7

a. Including export taxes and levies on the Caisse de stabilisation et de soutien des prix des produc-
tions agricoles (Agricultural Price Stabilization and Support Fund).

Source: 1976-80 Development Plan.

current consumption, they are taken up in chapter 7, which deals with the long-run
implications of the crisis.

Causes of the Crisis

Cote d'lvoire's recession was triggered by an acute balance of payments crisis that
required IMF intervention in the form of the typical IMF stabilization program.
The balance of payments crisis, in turn, was the result of inefficient investment by
the public sector, coupled with a downturn in the terms of trade. The decision to
launch an ambitious program of public investment was made quite some time be-
fore the 1977 boom in export commodity prices, but the trade boom encouraged
greater public expenditures than had been originally scheduled for the period be-
tween 1977 and 1980. Furthermore, the return on many of the investment projects
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proved to be less than anticipated. In addition, the private nonagricultural sector
failed to meet the savings, investment, and output targets proposed in the 1976-
80 plan. To better understand the roots of the crisis, it is helpful to examine the
original 1976-80 plan, the modifications made in it over time, and the conse-
quences of those revisions in conjunction with changes in the terms-of-trade.

The 1976-80 Investment Plan

Between October 1973 and June 1974, the Cote d'lvoire Ministry of Planning pre-
pared a report entitled C6te d'Ivoire 2000 in consultation with more than 150
members of the cabinet and high-level members of the administration. This report
was said to be the first large-scale discussion primarily among Ivorians themselves
about the country's economic future. Only two foreign experts were consulted
during the group's deliberations.4

The main themes of Cote d'lvoire 2000 were that the country needed to mod-
ernize, privatize, and "lvorianize" the economy. The report expressed great con-
cern about the social imbalances created by fast growth during the 1960s,
particularly between the southern forest zone, which had experienced extensive
development, and the still-backward northern savannah.

The country's development plan of 1976-80 sprang from this report. Author-
ities had considerable difficulty designing the plan, however, in part because of
changes in export prices. Initially, the public sector investment was expected to be
CFAF 1,350 billion (at 1975 prices) under the plan (Den Tuinder 1978). The
World Bank eventually concluded that the sustainable amount of public sector in-
vestment for the period was closer to CFAF 800 billion, assuming an annual
growth rate of 7 percent.5 The final version of the plan settled on a figure of CFAF
1,020 billion, which was below the initial projection but well above the World
Bank's recommendation.

The plan's projections assumed that Cote d'lvoire's economy would achieve
an average annual growth rate of 8.7 percent, which exceeded both the World
Bank's projected historical growth rate and the actual rate of 8.3 percent for the
1965-73 period.

The projected 8.7 percent rate, it was felt, could not be sustained without ac-
celerated industrial development, especially of manufactured exports. According-
ly, the maximum growth rate of the primary sector would have to be 6 percent a
year, meaning industrial expansion would have to be substantially higher than 8
percent (see table 6.1). It was estimated that a total of CFAF 1,591 billion (at 1975
prices) in public and private investment would be needed to achieve these growth
rates (see table 6.2).

The discrepancy between the CFAF 826 billion of public investment and the
CFAF 1,020 billion of public sector investment mentioned earlier corresponds to
government financing of private investment and is thus included in the private in-
vestment figure in table 6.2. In other words, part of the private investment expen-
ditures of CFAF 765 billion were to be financed by the public sector via the Loi-
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Table 6.2. Public and Private Investment, 1976-80
(billions of CFA francs at 1975 prices)

Sector Amount Percent of total

Public 826 51.9

Government 389 24.5

Public enterprises 425 26.6

Other public authorities 1 2 0.8

Pirvate 765 48.1

Firmsa 649 40.8

Households 116 7.3

Total 1,591 100.0

a. Including investment of 14 billion francs by financial institutions.
Source: Plan Quinquennal de Developpement, 1976-80.

Programme (see chapter 2). The total public sector investment included 826 bil-
lion for public investment and 194 billion for publicly financed private investment
(see also table 6.3, under government's investment in economic activity).

The total financial requirement of the government (that is, the own or external
savings needed to finance public investment, support private business, and service
gross debt) was CFAF 911 billion for the 1976-80 period (in current CFA francs).
About 60 percent was to be financed by government savings, and another third by
the CSSPPA. These figures indicate a desire to keep the growth of government
debt service under control-that is, starting at the level of 7.5 percent of current
revenues in 1975, it would not be allowed to go beyond 12 percent in 1980.

FPublic enterprises were to be financed in part by their own resources (25 per-
cent), along with government support (35 percent) and borrowing (40 percent).
Total borrowing by the public sector was expected to grow almost 21 percent a
year (in nominal terms), and external borrowing 16.7 percent. The financing struc-
ture as a whole was based on the assumption that more than half of the total public
investment would come from borrowing, and 20 percent from the domestic capital
market.

In view of the expected rapid increase in public external borrowing, the pro-
jected balance of payments exhibited a net increase in government foreign bor-
rowing of CFAF 267 billion during the 1976-80 period; the external borrowing of
public enterprises was projected to be CFAF 312 billion.

The plan envisioned foreign support for private Ivorian firms, which were ex-
pected to put up 41 percent of the total amount of domestic investment. According
to the 1976-80 plan, private investment expenditure needed foreign support of
CFAF 366 billion during the plan period. All of these financial projections ap-
peared quite sustainable at the time.
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Table 6.3. Breakdown of Public Sector Investment as Defined in the Loi-
Programme
(billion CFA francs at 1975 prices)

Public
Sector Government enterprises Total Percent

Agriculture 75.04 140.7 216.1 21.2

Animal husbandry 20.04 6.1 26.1 2.5

Fishing 5.7 10.7 16.4 1.6

Forestry 15.0 1.2 114.5 11.2

Industry 72.5 42.0 3.0 0.3

Artisanal sector 3.0 - 5.9 0.6

Trade 2.9 3.0 2.1 0.2

Tourism 2.1 - - -

Economic activity 196.6 203.7 400.3 39.2

Scientific research 5.5 - 5.5 0.5

Energy 9.3 140.0 149.3 14.7

Transport and
telecommunications 149.4 77.8 227.2 22.3

General development
support 164.2 217.8 382.0 37.5

Population - - -

Health 20.6 20.6 2.0

Solidarity 2.6 2.6 0.3

Environment and
living conditions 78.0 10.0 88.0 8.6

Culture 3.0 - 3.0 0.3

Infornation 19.0 - 19.0 1.9

Life styles and living
conditions 123.2 10.0 133.2 13.1

Education 48.3 - 48.3 4.7

Employment 2.2 - 2.2 0.2

Ivorianisation 4.0 - 4.0 0.4

Human advancement 54.5 - 54.5 5.3

Administration 20.0 - 20.0 2.0

Regional
development 30.0 - 30.0 2.9

Total 588.5 431.5 1, 020.0 100.0

Source: Plan Quinquennal de Developpement, 1976-80, 1981-85, and 1986-90.
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The Plan's Sectoral Orientation

Cote d'lvoire's commitment to greater privatization implied that future industrial
growth would come mainly in the private sector rather than in public enterprises.
The share of public investments in productive activities was scheduled to be less
than 40 percent, with the largest share directed to the SODESUCRE project (see
table 6.3, where the cane production for the project is included under agriculture
and its sugar refining under industry).

An analysis of specific investment projects shows that economic profitability
was not necessarily a criterion for funding, particularly for projects devoted to de-
veloping the northern savannah and building costly infrastructures, which played
an important role in the plan. These investments were expected to become produc-
tive in the medium and long run, but they appear to have weakened the plan's sus-
tainability because of their low productivity in the short and medium run. A case
in point is the so-called "ponts du Nord" operation, under which a number of
bridges were constructed to prepare for the development of the northern road net-
work. but the roads themselves, which were a vital component of the project, had
to be built later on. Another example is the SODESUCRE project. In 1980 the cost
of sugar production in SODESUCRE factories was generally 40 to 130 percent
higher than the cost of production in neighboring Burkina Faso.

Because of its numerous problems, agriculture received considerable attention
in the 1976-80 plan. Among the issues the plan addressed were the country's ex-
cessive specialization in a limited number of export crops, as a result of which ex-
port receipts fluctuated greatly, forest resources were being destroyed, and farming
techniques and methods, especially in the northern savannah, favored low produc-
tivity. The authorities were also concerned with the dependence on food imports,
which was due to the concentration of exports crops in the forested zone and lack
of agricultural development in the savannah regions. Another concern was the dis-
parity in income between the forest zone and the savannah (see chapter 5).

The plan proposed a set of major agricultural projects to address these prob-
lems, the most important of which was the SODESUCRE sugarcane program. Ex-
cluding processing plants, the sugarcane program was allotted CFAF 80 billion, or
37 percent of the investment in agriculture under the plan. The plan's projections
for this project implied a capital/output ratio of up to 5.8.

Another 10 percent of the total planned public investment in agriculture was
to be devoted to improving cotton production in the savannah. Here, the projected
capital/output ratio for 1985 was 2.4. Other projects in the plan were intended to
modernize the production of cocoa, coffee, rubber, coconut and oil palm through
technical assistance to farmers and the development of modern plantations
(SODEPALM was one such project).

The plan's main objectives for manufacturing were to speed up the creation
of export-oriented enterprises in the private sector and to make industrial products
competitive with imports. The assumption was that private firms, with the help of
some public financing (CFAF 115 billion of public sector investment, at 1975 pric-
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es), would be able to carry out this development. These objectives represented an
effort to follow up on the first stage of import-substitution (the production of sim-
ple consumer goods for the domestic market), which had been carried out prima-
rily by state-owned enterprises. Needless to say, the plan also provided funds for
SODESUCRE's new processing plants.

Most of the planned investment in infrastructure was earmarked for the cre-
ation of energy facilities and for transportation. Energy was to receive almost
CFAF 150 billion. half of which was to be used to construct two large dams de-
signed to triple the country's hydroelectric power. The total projected expendi-
tures for transport amounted to CFAF 276 billion. Transport projects included the
construction of the Northern Highway, a four-track road covering 70 kilometers
from Abidjan to Azaguie (the project was completed in 1980). the ponts du Nord
project, the extension of the railways network, and the development of the Societe
Ivoirienne de Transport Maritime, the Ivorian Maritime Transport Company,
(SITRAM) fleet.

Optimistic Expectations

In summary, the goals outlined in the 1976-80 plan relied heavily on the expected
response of the private modern sector to improvements in the public infrastruc-
ture. But most of the public development involved projects that would not be
directly productive in the short run, such as hydroelectric dams or bridges built in
the northern area.

It is also important to note that final decisions on the 1976-80 plan were made
at the beginning of 1977, by which time the international prices of coffee and co-
coa were on the rise. The plan thus gives some indication of Ivorian expectations
concerning future international prices and the use to be made of the larger income
generated by the boom. Clearly, the authorities were fairly optimistic, since they
would not have implemented the plan's costly projects otherwise. As it turned out,
the aggregate investment objective for 1976-80 was met because the public sec-
tor's financial contribution was much larger than originally projected.

This optimism was encouraged by the president himself, who saw the in-
crease in the world price of Cote d'lvoire's chief commodity exports in the mid-
1970s as a signal of a durable improvement in the terms of trade. Houphouet-Boi-
gny had long been a successful cocoa planter before becoming president, and he
apparently believed that the 1977 price of cocoa could be sustained indefinitely,
especially if C6te d'lvoire, the world's largest cocoa producer, adopted suitable
market policies. He seemed unmoved by the behavior of price trends, which sug-
gested that 1977 would be a peak year and that over the long run prices would flat-
ten out. Perhaps the president was also under the sway of the growing belief in
international circles at the time that the increases in the world price of raw prod-
ucts exported by developing countries signaled the dawn of a "new international
economic order." According to the president, the surplus income from the rising
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prices of cocoa, coffee, and other commodities was going to bring CUte d'Ivoire
to the economic level of a country like Portugal within the next decade.

The strategy advocated to reach that goal was strongly reminiscent of the "de-
velopment pole" theory. By providing the necessary infrastructure in transport, en-
ergy, and communications in key regions, and by stimulating the development
process with a few large projects (such as the sugar project), the plan would have
dynamic spillover effects on private (foreign) investment.

It is also possible that expectations about future export prices were not as
great as they might have seemed in determining investment strategy. In other
words, it is likely that the windfall gain from the rise in commodity prices would
have been spent much as it actually was even if the boom was only expected to be
temporary. Additional financing would have been obtained from foreign sources,
an alternative that was in fact considered during discussions of the plan and that
certainly looked attractive at the time. Capital was plentiful, and real interest rates
on the international capital markets were extremely low.

Actual Inv'estmnent under the 1976-80 Plan

At first glance, the aggregate investment and external borrowing figures reported
in table 6.4 might suggest that the objectives of the plan were met. It is true that

Table 6.4. Planned and Actual Investment Expenditures, 1976-O
(billions CFA francs at /975 prices)

Sector Planned Realized

Total investment 1,591.0 1,670.0
Public 826.0 1,135.0
Private 765.0 535.0

Public financing of investment 1,020.0 1,433.0
External borrowing 534.0 555.0

Public 327.0 438.0
Private 207.0 117.0

Debt service to export ratio in 19 80 a (percent) 7.5 25.0

Annual growth rates 1976-80 (percent)
GDP 8.7 7.7
Agriculture 6.0 4.7
Manufacturing 14.1 11.0
Manufacturing exports 15.9 7.4
Cash crop exports 5.4 3.6
Total exports 7.3 4.2
Building and public works 9.3 11.1
Services 9.1 8.3

a. 1980.
Source: Plan Quinquennal de Developpement, 1981-85.
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total investments over the five years amounted to CFAF 1,670 billion at 1975 pric-
es-that is, 5 percent more than the planned expenditures of 1,591 billion.

In fact, however, the actual outcome differed from the planned fiscal objec-
tives in a number of respects. To begin with, the net foreign asset position of Cote
d'lvoire at the end of the period was slightly more negative than is suggested by
the debt figure. Cote d'lvoire's deficit in its operations account at the French Trea-
sury amounted to CFAF 130 billion in 1980.6 And although the public sector ex-
ceeded its investment target by approximately 40 percent, private sector
investment fell far short of its smaller target. Exports, which were supposed to
grow 7.3 percent every year, only made it to 4.2 percent. Manufacturing exports
in 1980, were more than 30 percent below the plan target.

Why did the plan fail despite the fact that its total investment goals were met?
There are three answers to that question. First, the boom in the terms of trade that
occurred in 1977 and the consistently high level of C6te d'lvoire's terms of trade
in 1978 and 1979 strengthened the illusion that the rise in commodity export pric-
es was permanent and hid financial imbalances from view. Second, the investment
program failed to bring about the expected gains in tradable output. Although
planned investments were not expected to be very productive in the short and me-
dium run, they proved to be less productive than planned. And third, private sav-
ings went down by a substantial amount, and private investment was much lower
than expected. This poor performance on the part of private investment is respon-
sible for the deceptive performances of the tradable sector-particularly in manu-
facturing-because private firms, instead of the public sector, were expected to be
the principal investors in these activities.

The optimistic climate created by the boom in coffee and cocoa prices be-
comes quite clear when the surplus income it generated is evaluated along with the
financing problems that the plan would have faced in the absence of such favor-
able terms of trade. Suppose, for instance, that the purchasing power of exports
had remained at their average previous level. A simple simulation shows that, oth-
er things being equal, the cumulated changes in the current account would have
been as reported in table 6.5. Capitalizing those additional deficits at the effective
average rate of interest on its foreign debt, C6te d'lvoire would have accumulated
an additional debt of approximately 40 percent of GDP by the end of 1978. In
those circumstances, the initial objectives of the 1976-80 plan would undoubtedly
have been drastically reduced. Of course, if the export expectations in the plan had
been met, export revenues would have been growing at a faster pace than in the
preceding simulation. With the same assumption as before about the terms of trade
and the planned 7.3 percent annual growth rate for the volume of exports from
1976 on. the additional cumulated borrowing would have amounted to more than
15 percent of GDP in 1978. but it would have then fallen to less than 8 percent by
1980, and no repayment problem would have occurred later on.

Appendix table C.4 shows that savings by private firms and households in re-
lation to GDP reached a historical low in 1977-80. At the same time, net transfers
abroad (mostly remittances by African and European expatriates in Cote d'lvoire)
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Table 6.5. Simulated Effects of Terms of Trade and the Volume of Exports on
the Current Account and Borowing from Abroad, 1976-80
(billions of /975 CFA francs)

Constant terms of trade and Constant terms of trade and
actual erportsb plan objectivesfor exports'

Total debt at Ratio of Ratio of
year end Additional additional to Additional additional to

Year (actual) debt exports (%) debt exports (%)

1976 167.5 23.8 6.0 23.8 6.0

1977 432.0 229.8 59.1 171.1 38.2

1978 601.8 408.8 94.2 273.2 54.1

1979 745.3 550.3 114.9 264.6 43.0

1980 971.6 636.7 104.9 177.9 23.7

a. Actual.
b. Pre-1975 average level.
c. The volume of exports is assumed to increase at an annual rate of 7.3 percent.
Note: The additional debt results from capitalizing the additional deficit of the current account using

the 'effective" foreign rate of interest, that is, actual interest payments over actual amount of the debt.
Source: Authors' computations.

increased sharply. Without the boom in commodity prices, which lasted until
1979, the government would probably have been unable to invest as much as it did
during the period.

But it should also be noted that this achievement involved considerable im-
provisation in both financing and spending schemes. Most, if not all, of the in-
crease in public savings over the period came from the operations of the Price
Stabilization Fund, whose expenditures are controlled by the president. Since
these expenditures are consolidated with other public expenditures in the govern-
ment's annual budget, there is no way to tell precisely how CSSPPA's receipts
were used. But there is little doubt that much of this revenue was used to finance
projects more for the sake of "prestige" than to enhance productive activities.
These prestige projects included the construction of a new capital at Yamoussou-
kro-more than 50 percent of which was financed by the CSSPPA, according to
some observers.

At the aggregate level, the ICOR ratio (gross investment in relation to change
in GDP) reached 4.1 for the 1976-80 period, compared with 2.9 in 1965-70 and
3.4 in 1970-75. The plan itself assumed an ICOR close to 3.7 At a disaggregate
level, the low average marginal productivity of new capital during the plan is ex-
plained by the public sector's unexpectedly large share of total investment, and by
the tilt of public investment toward the public infrastructure.

Table 6.6 shows that tendency. Overspending is especially noticeable in trans-
port, energy, and housing, and also appears in education, agriculture, trade and
tourism, and "other expenditures." By contrast, investment in manufacturing was
far below what had been planned for the period. Investment in manufacturing was
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Table 6.6. Planned and Actual Investment Financed by Public Sector, 1976-80
(billions of 1975 CFA francs)

Sector Planned Percent Actual Percent

Agriculture 348.5 34.1 418.5 29.2

Manufacturing 59.5 5.8 16.1 1.1

Trade-tourism 11.0 1.0 30.2 2.1

Transport-telecom 220.5 21.6 311.2 21.7

Energy 149.5 14.7 241.5 16.9

Housing-sanitation 96.5 9.5 160.0 11.2

Health 19.0 1.9 18.9 1.3

Education 48.5 4.8 122.6 8.6

Other 67.0 6.6 113.6 7.9

Total 1,020.0 100.0 1432.6 100.0

Source: Plan Quinquennal de Developpement, 1981-85.

supposed to be based primarily on private initiative (with the help of public financ-
ing). Instead, public companies and the government were the major investors.
Thus this distortion in the actual (as compared with planned) sectoral distribution
of investment simply reflects the uncontrolled growth of public investment and the
poor performance of private sector investment.

As already emphasized. this massive overspending reflects the lack of control
over public expenditures during the period under analysis, the government's opti-
mistic expectations, and its inefficient management of public funds. The discre-
tionary use of CSSPPA receipts by the president has already been mentioned as
well as some notorious overbilling cases (see the example of SODESUCRE in
chapter 1). To those must be added the large amounts of uncontrolled expenditures
by decentralized public agencies and state enterprises financed by foreign borrow-
ing. True, most of the unplanned expenditures went through some kind of formal
approval procedure, usually at the presidential level. Houphouet-Boigny has been
quoted by some observers as saying that he approved payment of numerous bills
on the assumption that they had been carefully analyzed beforehand by his staff or
by the Ministry of Finance. But given the complex structure of public budgeting
and spending in C6te d'lvoire and its total lack of transparency at that time (no
consolidated account for the public sector was available before 1983), no one in
Cote d'lvoire could have had a clear overall view of annual public expenditures.

Public and Private Savings during the Plan Period

The 1976-80 plan projected that approximately CFAF 360 billion (in 1975 prices)
would be saved by the private sector and almost 700 billion by the public sector
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during the plan period. The public sector fell short of that goal by CFAF 80 billion
(notwithstanding the increase in export revenues), and private savings by 80 bil-
lion as well.

Current public expenditures (see figure 6.3) were very large during the second
half of the 1970s, especially in 1978, when they rose 20 percent (in real terms).
This happened despite the slowdown projected by the plan for that year (to remain
consistent with the public savings objective).

The savings target for the public sector, in other words, was clearly too ambi-
tious. At the same time, expected private savings were overestimated. Both public
and private savings performed poorly despite the boom in export prices, which in-
creased the government's income by approximately CFAF 330 billion (in 1975
prices) during the plan period, an increase not fully absorbed by an increase in cur-
rent expenditures.

In particular, the available data show that private savings (as a percentage of
GDP) fell by more than 50 percent between the first and second half of the 1970s,
from 11 percent to 5 percent (see figure 6.5). Indeed, if private savings had been
double what they actually were, the foreign payment crisis that struck Cote
d'lvoire in 1980 would have been postponed for some time, if not avoided altogeth-
er. Assuming that public savings would have remained the same, foreign borrowing

Figure 6.5. Evolution of Private Savings 1968-87
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over the whole 1976-80 period would have been reduced by approximately CFAF
300 billion (at 1975 prices), the operations account with the French Treasury
would not have been in deficit, and the outstanding external debt would have been
approximately 30 percent smaller than it actually was at the end of 1980. This drop
in private savings, of 6 percent of GDP, was entirely unforeseen. It occurred in part
because of larger flows of remittances to their home countries by foreign workers
living in Cote d'lvoire and an increasing disequilibrium between agriculture and
the rest of the economy, which caused a substantial rise in food prices.

The share of workers' remittances in GDP between 1966 and 1980 is shown
in figure 6.6. A clear increase occurred in the mid-1970s, as average remittances
rose by two percentage points between 1970-75 and 1976-80. If it is assumed that
the propensity of households to consume is constant, this explains one-third of the
drop in national household savings (that is, true savings net of remittances
abroad), equal to 2 percent of GDP.

The reasons for the increase in remittances are not clear. It is tempting, for in-
stance, to relate this increase to the acceleration in immigration that was a conse-
quence of strong labor markets in an overheated economy. Assuming some
proportionality between remittances and the number of foreign workers, however,
leads to the implausible hypothesis that the total number of foreign workers in-
creased by approximately 50 percent during the last half of the 1970s. It may be
that the remittance figures represent other types of transfers as well, including il-
legal ones. Some have even suggested that the remittances may include part of the

Figure 6.6. GDP Share of Worker Remittances Abroad
percentage of GDP
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income generated in the overbilling of public projects, but this idea is difficult to
check (Durufle 1988).8

A second reason for the drop in private savings was the increasing imbalance
between food production and the demand for food. This imbalance developed un-
der the pressure of rising aggregate demand when the boom in export prices raised
worker income. The relative decline in the attention given to agriculture by the
plan did little to correct the imbalance. Apart from the sugar project, the plan put
no effort into increasing domestic food production. Between 1976 and 1980, the
terms of trade for domestic agriculture improved by more than 50 percent; this
proportion is approximately the same when cash export crops are excluded from
the agricultural price index (see appendix table J.3).

The distortion in relative domestic prices actually began in 1974, partly as a
consequence of rising world prices for primary commodities (the world price of
rice, for example, doubled) and partly because of a poor domestic harvest. To a
large extent, however, the observed 20 percent increase in food prices was also a
sign that the era of unlimited expansion of agricultural output was over. Between
1965 and 1973 agricultural output in C6te d'lvoire increased at the yearly rate of
7.4 percent for export crops and 3.3 percent for food crops. From 1973 to 1979
these rates fell to 3.4 and 2.4 percent, respectively. Meanwhile, growth in nonag-
ricultural GDP averaged more than 8 percent a year.

The elasticity of food demand among C6te d'lvoire's urban households has
always been small and the "apparent saving propensity" of traditional farm house-
holds almost negligible.9 Hence, any increase in food prices would have had a
negative impact on savings. Moreover, the earnings of nonagricultural firms were
extremely sensitive to change in the prices of food in relation to the prices of their
own products because wages are usually indexed to food prices. The correlation
between household savings and the minimum urban wage deflated by food prices
is rather good, at least until the 1981 recession (see figures 6.6 and 6.7). Although
significant, the negative correlation between firms' savings and their "real product
wage"(that is, labor costs deflated by output prices) is less pronounced.

The policies of public enterprises were a third negative factor affecting sav-
ings at the end of the 1970s (their savings, as part of the corporate savings, appears
under "private savings" in table 6.7). Many of these enterprises began operating
at the end of 1976 or the beginning of 1977 and apparently had low levels of effi-
ciency and profits. A contrario evidence of this is provided by the jump in corpo-
rate savings in 1981 despite stagnating GDP and increases in real product wages:
this was precisely the time when public enterprises started to cut their payrolls.

A final factor in the drop in domestic savings was an increase in the payment
of interest on loans from abroad, particularly loans to state-owned Ivorian compa-
nies. This cost increased from 17 percent of value added at factor cost in 1974 to
28 percent in 1980 (table 6.8). Assuming no changes in direct and indirect taxes
(or in subsidies), this means that approximately 10 percent of the savings potential
in C6te d'lvoire's incorporated sector (almost 3 percent of GDP) vanished during
the last half of the 1970s.
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Figure 6.7. Import-Share and Relative Price of Food 1967-83
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The 1980 Foreign Payments Crisis

The combination of reduced private savings, rising consumption, and full employ-
ment led the government and both private and public enterprises to borrow heavily
abroad, a process facilitated by Cote d'Ivoire's membership in the franc zone. But

Table 6.7. Planned and Realized Investments and Savings, 1976-80
(billions of 1975 CFA francs)

Foreign
Sector Savings Investment borrowing
Planned

Public 693 826 327
Private 364 765 207
Total 1,057 1,591 534

Realized
Public 616 1,135 438
Private 290 535 244
Total 906 1670 764a

a. Includes the deficit of the Operations Account with the French Treasury for 82 billion (1975 CFA
francs).

Source: Plan Quinquennal de Developpement, 1981-85.
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Table 6.8. Cost Structure of the Incorporated Sector, 1974-82
(percent)

Labor-cost in Interests and Gross savings
Year value-added dividends in value-added in value-added

1974 56.0 17.4 19.2

1975 57.3 19.8 15.3

1976 64.3 20.7 6.5

1977 66.1 25.9 3.2

1978 58.8 25.1 11.9

1979 63.0 26.6 6.2

1980 64.4 27.9 3.0

1981 54.5 27.6 15.5

1982 57.2 30.1 9.5

Source: Authors' computation from BDF-Centrale des Bilans data.

by the end of 1980, Cote d'lvoire was locked into a weak position. During the pre-
vious two years its net reserves had dropped from CFAF 72 billion to -188.7 bil-
lion. The deficit of the current account was three times that amount. Total debt was
the equivalent of more than 60 percent of GDP, and the debt maturity structure im-
plied a debt-service ratio equal to 27 percent of exports. Moreover, the budget def-
icit of the govemment had risen to 7 percent of GDP.

The relative contributions of increased public investment and reduced sav-
ings to the crisis can be inferred from table 6.7. Although CFAF 800 billion was
initially proposed as public investment, the actual figure topped CFAF 1,100 bil-
lion. That excess corresponds roughly to the drop in private savings during the pe-
riod. Thus, Cote d'lvoire would have had no balance of payments problems if it
had not embarked on excessive public expenditure, although the country's foreign
debt would have risen slightly because private investment would have then been
larger. In other words, excessive and inefficient spending could have been the only
cause of the crisis. However, the second factor in the crisis, the drop in private sav-
ings. was not the consequence of the fiscal expansion of the mid- 1970s alone. As
already explained, part of it may be linked to long-run structural imbalances.

Prospects abroad were gloomy. C6te d'lvoire's terms of trade had fallen 12
percent during 1980, and a further drop of 9 percent was expected in 1981. It had
also become apparent by that time that the return on investments under the 1976-
80 plan would be slim in the short run. Many projects had not been completed,
most of them were oriented to long-run growth, and their costs had proven to be
much higher than anticipated. In sum, it would be difficult to attain the country's
development goals through the public enterprise strategy of the plan.10
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The Stabilization Program

Once the seriousness of the country's economic problems became clear, the gov-
emment of C6te d'lvoire opened negotiations with the IMF and the World Bank
on the design of an economic stabilization program. After visits by IMF and World
Bank missions late in 1980, the govemment signed an Extended Fund Facility ar-
rangement with the IMF in March 1981 (DTS 485 million). This was followed by
an agreement with the World Bank in December 1981 on a structural adjustment
loan ($150 million).

The Extended Fund Facility agreement was to cover the years 1981 to 1983
and had four goals: first, to increase govemment revenues; second, to reduce pub-
lic sector expenditures; third, to monitor the public debt more closely; and fourth,
to maintain a more restrictive policy on monetary growth.

Government Revenues

With IMF help C6te d'lvoire carried out an elaborate survey of its tax system. This
survey showed that C6te d'lvoire had suffered large losses of revenues over the
years because of special exemptions written into the tax laws-for example, ex-
emption of tax on profits and of indirect taxes such as custom duties and the value
added tax granted to firns benefiting from "priority agreements" (there were 54
such firms in 1980) or from the "new firm regime."

Some short-run improvements in tax revenues were achieved by augmenting
certain excise taxes and raising the rate of the VAT. The govemment raised the tax
on the consumer price of gasoline by 10 percent. This increased receipts by CFAF 9
billion, or 0.4 percent of GDP. Further increases in indirect taxation occurred in 1982
as the rates of the VAT and of excise, automobile, and payroll taxes were raised.
These 1982 increases raised revenues by the equivalent of 0.7 percent of GDP.

Public Sector Expenditures

The deficit recorded by C6te d'lvoire's public sector (govemment and public en-
terprises) in 1980 was equal to 12.8 percent of GDP.' I The govemment committed
itself to cutting this deficit in half, largely by reducing the expenditures of the cen-
tral government and of public enterprises. Since the monitoring of government ex-
penditures-especially the expenditures of public enterprises-had weakened
during the late 1970s boom, an attempt was made to drastically reorganize public
companies. First, as a consequence of a restructuring of the public sector decided
in June 1980, ten of the thirty-two state enterprises were dismantled, four were
privatized, and eleven (in particular, all firms involved in agricultural assistance)
were placed under more direct government control and supervision as public
agencies (Etablissements Publics) rather than decentralized entities. Only seven
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public companies were left unchanged: Air Ivoire, the oil extraction company, the
mining development company, CSSPPA, SITRAM (the shipping company),
SODESUCRE and PALMINDUSTRIE (palm plantations and transformation).
Second. management audits of fifteen public companies and other government
agencies were performed between 1982 and 1984. This led to reorganization plans
for several key public entities, a few of which (for example PALMINDUSTRIE)
were successfully implemented.

The authorities also created a committee to coordinate public finance deci-
sions. Since many operations used to be undertaken outside the budget, it had been
difficult to monitor public expenses. This was to be remedied by the activity of the
new committee. Control over expenditures was improved through the creation of
a public sector consolidated account in which all public expenditures were tracked
on a consistent basis. Such an accounting framework was essential to the monitor-
ing of public expenditure decisions, particularly the many expenditure decisions
made outside the central government budget (for example, CSSPPA-financed in-
vestment and public companies investment financed by foreign borrowing outside
the direct control of the Autonomous Amortization Fund, the CAA, until 1985).

Public expenditures for investment had already been reduced in 1979 and
1980 in real terms by CFAF 70 and 80 billion (at 1984 prices), but the cuts in 1981
and thereafter were more substantial (CFAF 150 billion at 1984 prices). According
to calculations made in this study (see table 2.5) public investment was reduced
by almost 30 percent in real terms in 1981 and by 12 percent in 1982. According
to figures reported by the IMF (1986), which are not fully consistent with ours, to-
tal investment expenditures of the consolidated public sector from 1981 to 1983
declined by 15 percent in nominal terms, or 32 percent in real terms.

The government also reduced its subsidizing of consumer costs for public
utilities in the early 1980s. Steep increases were ordered in the consumer prices
charged by public transport companies-10 percent in railways, 25 percent in
SOTRA (Abidjan public transportation company), 15 percent in Air Ivoire and
public utilities, 7.5 percent in electricity production and distribution, and 14 per-
cent in water distribution. The consumer price of rice, which had been heavily
subsidized, was also raised by 10 percent.

As another way of reducing current expenditures the government promoted
fewer government employees and in 1982 placed a freeze on the nominal salaries
of civil servants. The number of civil servants was not reduced, however, since
such a measure would have been difficult to implement because the administrative
staff is so poorly managed that there are no precise figures on the size of the civil
service itself.12 Reductions were also made in expenditures by the Ivorian educa-
tional system. The experiment designed to improve education through television
was halted and the generous scholarships given to students in high schools and
universities were reduced. The expected savings in education costs in 1982
amounted to more than CFAF 5 billion, or about 0.3 percent of GDP.
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Public Debt

Under its 1981 agreement with the IMF C6te d'lvoire was not to seek short-term
external loans (with a maturity of less than five years) and was to exercise strict
control on medium- and long-term external debt. Arrears in the payment of public
sector borrowings had grown during the late 1970s, and these arrears continued to
grow in 1981 and 1982.

Monetary Policy

In 1981, WAMU monetary authorities began making stronger efforts to control the
creation of money. Two instruments were available: tighter control of rediscount-
ing by the BCEAO and credit rationing.

In order to reduce the balance of payments deficit. the authorities set annual
limits on the increase in the net amount of domestic assets held by the banking sys-
tem (net domestic assets were defined as the total amount of domestic credit less
the medium and long-term external liabilities of banks and the bank deposits of
public enterprises). The limit for 1981 was set at 30 percent-that is, less than the
40 percent average annual growth rate in the late 1970s. The actual growth rate of
credit in 1981 was 25 percent and the money and quasi-money growth rate was
held to 7.7 percent compared with 16.5 percent in 1979 and 9.1 percent in 1980.

The limit on credit growth in 1982 and 1983 was set at 18 percent. Actual
growth in 1982 (a mere 7 percent) was well below the limit. But the results in 1983
were not as good. Since the government financed its 1983 deficit mainly through
the domestic banking system, its borrowings nearly doubled. While the private
sector's demand for credit grew by "only" 13 percent, total credit demand rose by
23 percent.

It is not clear whether the slowdown in the growth of monetary aggregates in
the early 1980s was due to better monetary control or to the restrictive fiscal pol-
icies that contributed to a severe drop in the private demand for credit. In any case,
the effectiveness of monetary policy seems doubtful when appraised in terms of
the evolution of the balance of payments deficit. Deceleration in the growth of the
money supply was not sufficient to prevent further deterioration in the balance of
payments between 1981 and 1983.

Part of the deterioration, it is true, was related to changes in interest rates inside
and outside C6te d'lvoire and related to private monetary and nonmonetary capital
flows. Because of C6te d'lvoire's economic problems and extraordinary increases
in international interest rates the BCEAO raised domestic interest rates in order to
reduce capital outflows. The standard rate on loans increased from 13 percent in
1979 to 17.5 percent in 1982-the interest rate on loans in the French money mar-
ket rose from 9 to 15 percent over the same period (see appendix table H.9).
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Consequences of the Stabilization Program

The initial results of the stabilization program were disappointing. Although real
GDP increased slightly in 1981, it then fell 3.9 percent in 1982 and 4.3 percent in
1983. Meanwhile, the public sector and balance of payments deficits remained very
large. Public spending (as a percentage of GDP) was cut an average 5 percent in
1981-83 as compared with 1980 (see table 6.9); a drop in exogenous demand was
partly counterbalanced in 1981 and 1982 by public investment in oil production at
newly discovered reserves. The hope was that C6te d'lvoire would quickly become
an oil exporter and overcome its trade balance constraints. The volume of tradition-
al exports rose substantially during these two years but with no major multiplier ef-
fect, since the real (administered) producer prices of coffee and cocoa declined.
Moreover, part of the increase in exports was only due to inventory depletion.

The stabilization program did have an impressive effect on private consump-
tion which fell more than 5 percent from 1980 to the 1984. Private consumption
was exogenously affected by restrictive wage policies, layoffs at public enterpris-
es (approximately 15,000jobs were suppressed between 1981 and 1982, that is ap-
proximately 5 percent of total modem employment in 1980), and the increase in
indirect taxation. In addition, private consumption was endogenously affected
(through the usual multiplier effect) by the drop in GDP. The multiplier is not very
large in Cote d'lvoire, however.

Table 6.9. Change in Some Macroeconomic Aggregate in Relation to 1980
(percent of 1980 GDP)

Components of demand 1981 1982 1983 1984

Exogenous

Public consumption -0.9 -1.4 -1.7 -3.0

Public investment -4.4 -3.2 -4.9 -8.1

Oil investment +3.1 +4.2 +1.1 +0.6

Exports +5.3 +4.8 +0.0 +3.8

Total +3.1 +4.4 -5.5 -6.7

Endogenous

Private consumption -5.1 -6.8 -5.8 -5.2

Private investment -1.8 -7.7 -6.0 -9.1

Changes in inventories -0.3 -0.4 -1.9 -3.3

Imports -5.3 -7.8 -12.4 -13.5

GDP +1.2 -2.7 -6.8 -17.3

Trade deficit -10.5 -12.6 -12.5 -10.6

Source: Authors' computations.
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Given the exogenous drop in both public and private demand in 1983 and the
effects of a drought that year it may seem surprising that GDP did not fall more
than it did. As mentioned earlier, the explanation lies in the low value of the mul-
tiplier in C6te d'lvoire and in the fact that a large part of the drop in exogenous
demand reflected a decline in investment expenditures which are heavily weighted
toward imports. Accordingly, the fall in the volume of imports was much more
pronounced than the drop in GDP: in 1983 it amounted to 12 percent of 1980 GDP
(or 6 percent of 1983 GDP).

Public Sector Deficit

According to IMF data, the deficit of the consolidated public sector account was
11.6 percent of GDP in 1981, 14.5 percent in 1982, and 11.5 percent in 1983,
(the projected figure for this final year was 6.2 percent). These figures mask
strong differences between the government's deficit and the deficits of state-
owned enterprises. Because of the stabilization program the central govern-
ment's budget deficit fell from 13.2 percent of GDP in 1980 to 4.2 percent in
1983.

Since the performance criterion in the stabilization program was based pri-
marily on the central government's account, the absence of significant improve-
ment in the financial situation of the entire public sector went unnoticed-at
least by the IMF and the World Bank staff-until 1983. The operating surplus
of public enterprises, which never exceeded I percent of GDP, was much lower
than the fast-growing interest payment on their debt. According to the IMF the
total deficit of public enterprises during the 1981-83 period increased by an
amount equal to approximately 7 percent of GDP. The resources needed to cover
payments on these debts were not available in either the domestic or external
market. On the whole, the total public sector deficit was still above II percent
of GDP by 1983.

There were four reasons why this depressing state of affairs was unexpect-
ed. First, the ratio of tax receipts to GDP decreased from 23 percent in 1980 to
22.2 percent in 1983, despite increases in certain tax rates, because the govern-
ment was having difficulty in collecting taxes. particularly in the private sector.
Second, coffee and cocoa world prices grew worse and worse, while the surplus
of the Price Stabilization Fund kept falling. The decline in 1981 and in 1982 was
equivalent to approximately 2.5 percent of GDP.13 Third, C6te d'Ivoire's exter-
nal debt increased rapidly because world interest rates moved higher and much
of the country's external debt had come in the form of loans at a floating interest
rate. As a consequence, interest payments went from 6 percent of current export
revenues in 1980 to 21.1 percent in 1983. Fourth, government expectations
about the additional income to be earned by Cote d'lvoire from oil production
proved to be over optimistic. Oil production in 1982 and 1983 fell 30 percent
short of planned levels.
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Balance of Payments

C6te d'lvoire's balance of payments in the early 1980s was in no more favorable
a position than its other macroeconomic indicators. The current account deficit
was equal to 17.4 percent of GDP, and although it fell to 13.4 percent in 1983,
it was far from the initial goal of 8.4 percent. The shrinkage moved slowly de-
spite a significant improvement in the trade balance (goods and nonfactor ser-
vices measured in constant prices). The deficit was reduced by 10.5 percent in
1981 and by about 12.5 percent thereafter (see table 6.9). As already mentioned,
both exports and imports contributed to this improvement. Assuming (as before)
that C6te d'Ivoire's propensity to import was 60 percent on investment and 40
percent on final products, there was a predicted reduction (at constant prices) of
4.4 percent in imported goods in 1981 (against an actual figure of 5.3 percent),
7.5 percent in 1982 (against 7.8 percent), and 10.2 percent in 1983 (against 12.8
percent). The somewhat larger discrepancy for 1983 was probably related to
the drought of that year which reduced not only agricultural output but also that
of manufacturing which relies on hydroelectric plants for its power. Hence, few-
er imported goods were needed to keep C6te d'lvoire's manufactured export in-
dustries in operation.

Given the favorable trends in exports (except for 1983), the trade balance
would have improved significantly if the terms of trade had remained constant.
But because they deteriorated, the trade balance deficit of 6.7 percent of GDP
in 1980 moved no further than near-equilibrium in 1982 and shifted to a surplus
of only 1 .1 percent in 1983. Had the terms of trade remained constant, the trade
balance would have shown a surplus of 7.5 percent in 1982 and 1983. In other
words, approximately 60 percent of the potential gain arising from the favor-
able trend in the volume of trade was offset by the adverse trend in the terms of
trade.

Two other factors contributed to unfavorable shifts in the balance of pay-
ments between 1981 and 1983. Not only did money become tighter, but money
demand declined significantly because of the recession. Furthermore, increases
in C6te d'lvoire's interest rates in April 1982 and April 1983 may not have been
sufficient to improve arbitrage conditions between the local and the French
money market. Thus, there may have been an outflow of monetary capital from
C6te d'lvoire. Unfortunately, the data needed to show this outcome are not
available.

The deficit in the balance of payments amounted to 5 percent of GDP, on av-
erage, for the three years 1981-84. Most of this deficit was the consequence of ex-
ogenous factors-the continuous worsening in the terms of trade, the 1983
drought, the increase in foreign interest rates, and appreciation of the U.S. dollar-
and not of domestic policy. Without those exogenous shocks C6te d'lvoire would
in all likelihood have achieved a sizable surplus in its trade balance and its foreign
public debt could have been serviced without problems.
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The 1983 Crisis

During the summer of 1983 an IMF mission discovered that Cote d'Ivoire's finan-
cial situation had deteriorated during the previous two years. Although consider-
able effort had been made to reduce the central government deficit by cutting
expenditures and raising taxes the central government was far behind in paying its
debts as were the country's public enterprises. To some extent this situation had
been hidden, since deficits were passed on from the central government to public
enterprises. It was estimated that arrears in the consolidated public sector in 1983
amounted to CFAF 300 billion, or about 11 percent of GDP. C6te d'lvoire, like its
domestic banks, was near bankruptcy. As more and more debtors announced they
were unable to repay the banks the country found itself facing a liquidity crisis.
Bank failures were only avoided with the help of the IMF.

The situation calmed down temporarily when debt reschedulings were nego-
tiated with the Paris Club in May 1984 and the London Club in July 1984. Simul-
taneously, negotiations began with noninsured export credit suppliers (the so-
called Abidjan Club) who did not belong to the Paris and London Clubs. As a re-
sult of these negotiations the debt-service ratio dropped from 33.7 percent of ex-
ports in 1983 to 24 percent in 1984. To prevent a recurrence of the repayment
difficulties created by the previously uncontrolled foreign borrowings of C6te
d'lvoire's public enterprises, all public debt operations were centralized by the
CAA.

To restore equilibrium in the public sector and external accounts the Ivorian
authorities revised their adjustment program and obtained standby agreements
with the IMF for 1984 (DTS 82.75 million), 1985 (DTS 66.2 million), and 1986-
88 (DTS 100 million). This last standby agreement was interrupted in February
1988 because Cote d'lvoire was unable to meet IMF conditionality and only DTS
24 million of this loan was actually disbursed. In addition, the World Bank agreed
to several structural adjustment loans.

This new adjustment program was more severe than the first. Increases in sev-
eral taxes provided new receipts of approximately I percent of GDP. The new tax
rates included an increase in the export taxes on coffee, cocoa, and timber. Public
investment was reduced to only 8 percent of GDP, compared with 13.5 percent for
the 1981-83 period. Total public expenditures as a percentage of GDP declined
from about 40 percent in 1982-83 to 35 percent in 1984 and about 32 percent in
1985. This reduction took place despite an increase in current expenditures in
1984 caused by larger debt-service payments (see table 6.10).

The reduction in public expenditures included a further cut in subsidies to
public enterprises. Prices in the energy and transport sectors were increased by 25
percent, and subsidies to rice consumers were eliminated (implying a 23 percent
price increase). Two SODESUCRE plants were closed and the salaries of civil ser-
vants were kept frozen. Employee salaries at forty-eight parastatal companies
were reduced and aligned with civil servant wages in February 1985, a decision
originally made in 1981 that had not been fully implemented.
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Table 6.10. Macroeconomic Policy Indicators, 1980-86
(percent of GDP)

Indicator 1980 1981 1982 1983 1984 1985 1986

Government
expendituresa 38.0 34.0 32.9 31.5 25.2 23.6 25.3

Current expenditures 19.3 19.1 18.4 13.0 17.9 18.2 19.3

Capital expenditures 18.7 14.9 14.5 18.5 7.3 5.4 6.0

Interest payments 3.3 4.8 7.4 8.7 9.9 8.9 7.4

Budget deficitb -12.6 -13.9 -13.3 -10.9 -3.7 -2.8 -2.5

Trade balance 3.9 8.0 8.0 8.6 22.3 2.92 -

Current account
deficit -17.9 -13.5 -13.5 -13.6 1.2 3.2 -

Velocity of
circulationC 3.8 3.9 3.9 4.2 4.0 3.5 -

a. Excluding interest payments.
b. Including interest payments.
c. Money and quasi-money
Source: Durufl] (1988) and BCEAO.

A condition of the World Bank loans was that C6te d'lvoire would move to
increase incentives for nontraditional exports, introduce a uniform system of tar-
iffs, and abolish quantitative restrictions on imports. To some extent these mea-
sures were also meant to be a substitute for exchange rate depreciation, which was
formally difficult to implement because of Cote d'lvoire's membership in the
franc zone. Effective protection rates on imports were set at a more or less uniform
rate of 40 percent; an export subsidy of the same proportions was to be granted on
nontraditional (mostly manufactured) exports.

Trends up to 1988

Although the available data on the Ivorian economy during the 1980s are far from
complete, some general trends are clear. From 1984 to the beginning of 1986 the
new stabilization policy was successful, largely because the world price of cocoa
and coffee increased (about 20 percent from 1981-83 to 1984-86, in U.S. dollars).
The Price Stabilization Fund surplus jumped from CFAF 125 billion in 1983 to
300 billion (that is, about 10 percent of GDP) in 1984 and 1985. For the 1985-86
crop the government chose to share part of this boom through a 33 percent in-
crease in producer prices for cocoa and coffee. Naturally enough CSSPPA's re-
ceipts dropped by some 30 percent.

Another favorable factor was an increase in receipts from Cote d'lvoire's
fledgling petroleum industry. Value added in this sector rose by 70 percent and
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crude oil accounted for 2 percent of total exports in 1984. The consolidated deficit
of the public sector was only 2.8 percent of GDP in 1984 (as compared with more
than 10 percent at the beginning of the 1980s) and this deficit became a surplus in
1985. Meanwhile, the trade surplus tripled between 1983 and 1984, and then in-
creased by 20 percent in 1985, reaching 20 percent of GDP. The value of merchan-
dise exports that year was twice as much as the amount paid for imports.

This improvement in C6te d'lvoire's position proved to be short-lived, how-
ever, because it was due primarily to coffee and cocoa price increases. The world
price of coffee and cocoa declined again in 1987 (37 percent for coffee and 9 per-
cent for cocoa), and by April 1987 C6te d'lvoire was forced to declare that it could
no longer service its external debt. In December a debt-relief agreement involving
more than 500 million dollars in debt was signed with the Paris Club. Another re-
scheduling agreement, for a total amount of 2.2 billion dollars, was signed with
commercial bankers in April 1988. Cote d'lvoire's current account was in deficit
from 1986 on and the deficit reached close to 10 percent of GDP in 1988.

World prices, particularly for cocoa. continued to decline after 1987. By 1989
coffee and cocoa international prices had dropped more than 40 percent in com-
parison with their 1986 levels. The 1987-89 decline in world cocoa prices was, to
a large extent, engineered in C6te d'lvoire. Prices, in real terms, rose 25 percent
between 1983 and 1986, while domestic production (which had increased by 60
percent between 1978 and 1984) rose another 35 percent between 1984 and 1988.
Since Cote d'lvoire was the world's largest cocoa producer the massive increase
in the volume of cocoa exports was bound to push down world prices. The impact
was felt in 1987 and 1988 despite a costly attempt in the latter year to stop the fall
through inventory building. This policy eventually succeeded in slowing the drop
in world prices and thus benefited all exporters but C6te d'lvoire, which was left
with huge cocoa inventories. The world cocoa market retumed to normal by the
end of 1988 but Cote d'lvoire still had an excess in reserves that approximately
corresponded to the previous increase in Ivorian production.

Domestic producer prices for coffee and cocoa then had to be reduced, both
because of the trend in world markets and because the Price Stabilization Fund
surplus had dwindled to virtually nothing. In fact, the CSSPPA ran a deficit in
1988. Meanwhile, the drop in export earnings led to further financial difficulties
for the public sector as a whole. The central government went into deficit in 1986
and by 1988 its total deficit amounted to CFAF 300 billion, or about the same
amount as the loss in CSSPPA revenues.

Macroeconomic indicators illustrate how C6te d'lvoire arrived at this public
and external financial position. After several years of negative growth GDP grew
by 3 percent in 1985 while the inflation rate fell below 2 percent (against 6 percent
a year from 1981 to 1984). Growth continued in 1986 (at 4 percent), but inflation
increased to 6.6 percent. However, GDP growth was negative again in 1987 (about
-2.2 percent) while inflation declined to 5 percent. The prime factor in the infla-
tion of 1987-88 was food prices which swelled 10 percent in both 1986 and 1987.
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It must be recognized that Cote d'lvoire had completed few structural chang-
es by 1988. Theoretically speaking, quantitative restrictions on imports had been
eliminated, tariff duties had been made uniform, and subsidies had been put into
place for the production of nontraditional exports. But none of these measures had
proven effective. Because of the constraints on liquidity the government paid the
scheduled quarterly export subsidy only twice in 1987 and 1988. Meanwhile, the
move to replace quantitative import restrictions with a more or less uniform tariff
and to raise tariff rates was met with widespread tax evasion. A 30 percent in-
crease in tariffs in August 1987 reportedly brought in no additional revenues. At
the same time domestic clothing manufacturers complained about the free entry
of competitive imports from Southeast Asia.

Even though some improvement was noticeable in a few sectors-the textile
fabrics industry, for example, recovered the market share it had lost at the begin-
ning of the 1980s-the trade picture as a whole was gloomy. Manufactures as a
share of total exports barely changed in 1987 and 1988 despite the drop in primary
exports. The drop in imports was mostly due to the fall in the investment rate rather
than to a significant substitution of imports. More fundamentally, the level of man-
ufacturing activity in Cote d'lvoire declined continuously between 1984 and 1988.

Summary

The crisis that hit Cote d'Ivoire at the beginning of the 1980s had its roots in sev-
eral problems: massive overspending in relatively inefficient public investments
based in part on erroneous expectations arising from a boom in traditional export
prices in the mid-1970s; the structural imbalance between agriculture and the rest
of the economy, which implied the end of a development process that had focused
on extensive agricultural exports; and inefficient management of the public sector
and, in particular, a lack of control over proliferating public enterprises.

The authorities were quick to recognize the seriousness of the situation and to
take the necessary steps to overcome it. The stabilization program of 1980-81 was
intended to reduce public expenditures and increase tax receipts. Indeed, fiscal
policy is the main macroeconomic tool in C8te d'lvoire since, as a member of the
WAMU and of the franc zone, it is unable to formulate an independent exchange
rate policy and is restricted in the scope of its monetary policy. Inasmuch as public
spending was clearly the principal cause of the crisis, however, the adjustment
program would likely have been the same if more policy instruments had been
available. Note, however, that the monetary tightening included in the stabiliza-
tion program proved to be somewhat effective. Also, the automatic ceiling that
WAMU rules imposed on money financing of the budget deficit certainly prevent-
ed major monetary disorders.

The implications of the constraints imposed on macroeconomic policy in
Cote d'lvoire by its membership in the franc zone are examined more closely in



The Crisis of the 1980s 103

chapter 7. The conclusion that can be drawn from the discussion in this chapter is
that the fiscal contraction included in the adjustment program could have been
successful in reestablishing the equilibrium of the budget and of the extemal bal-
ance if no additional exogenous shocks had struck the lvorian economy. Because
of these shocks, and also because of a wrong initial evaluation of the true size of
the foreign debt, a new financial crisis broke out at the end of 1983, which led to
a further contraction of fiscal policy and a rescheduling of the debt.

Both the internal and external situation improved significantly in 1985 and
1986, mostly because of a favorable shift in the terms of trade. Nevertheless, the
crisis of the early 1980s. along with the country's deeper structural problems, have
greatly weakened the economy. Because of the burden of the foreign debt any
small drop in export prices is now sufficient to put the economy in peril as has
been the case since 1987. Despite all the sacrifices already made and despite the
obvious commitment of policymakers to achieving a durable adjustment, pros-
pects are not good. It has now become clear that the problem is not a short-run one,
as the authorities claimed at the beginning of the 1980s, but involves the entire
structure of the economy.

The structural imbalance between agriculture and the rest of the economy, the
concentration of exports in a few major agricultural commodities had been recog-
nized as potential constraints on growth in the 1970s. Sensible changes in incen-
tives could perhaps have enabled C6te d'lvoire to gradually overcome them at the
time. The massive public investment program launched in the 1970s has been fair-
ly ineffective in reaching that goal, moreover, together with adverse exogenous
shocks that reinforced their negative macroeconomic effects, they are responsible
for the huge foreign debt that Cote d'lvoire is now facing.

Drastic structural changes are now needed to overcome the initial constraints
plus those coming from the servicing of the debt. The difficulty is that they must
be carried out in an economy where the external constraint puts a strong pressure
on growth. It is certainly easier to reallocate resources in a growing economy than
in a stagnating one and the recent reform in trade incentives would probably have
been more effective if instituted ten or twelve years ago. Thus the task for CMte
d'lvoire now, beyond adjusting internal and external financial balances in the short
run, is to identify the long-run consequences of the crisis and the policy instru-
ments required to overcome them, which may include major structural reforms.
These are the issues examined in the final part of this study.



Chapter Seven

Long-Run Consequences of the Crisis
and the Scope for Adjustment

Since independence, C6te d'lvoire has experienced only one economic crisis (it
was actually a series of crises and weak recoveries), but this upheaval occurred so
recently that it is not yet possible to assess the relationship between crisis manage-
ment there and long-term growth. Instead, this chapter focuses on the country's
long-run potential for growth and the way it may have been affected by the prob-
lems that emerged during the 1980s.

The first part of the chapter is devoted to structural changes that reflect long-
run trends rather than crisis management. The impact of recurrent crisis on future
growth is then analyzed within the framework of a simple growth accounting
model. As this exercise makes clear, the structure of the Ivorian economy will
have to be modified considerably in order to reestablish positive growth rates.
C6te d'lvoire will almost certainly be unable to renew its past growth performance
without an annual export growth rate of at least 4 percent. Otherwise, some kind
of debt-relief program will be required to prevent GDP per capita from falling in
the future. C6te d'lvoire's current situation can be traced to the government's fail-
ure to recognize that the development strategy pursued in the 1960s and early
1970s was no longer valid.

The discussion then turns to the scope of structural adjustment that may be
needed and its benefits. Since C8te d'lvoire's comparative advantage sill appears
to lie in agriculture. economic growth may be easier to achieve by intensifying
production techniques there than by focusing more heavily on manufacturing,
which is unlikely to attract customers beyond the regional markets of West Africa.
Even so, the gains that can be expected from agriculture seem uncertain.

Future growth will also depend on C6te d'lvoire's ability to cope with fluctu-
ations in the terms of trade and other external shocks. which will in turn depend
on the macroeconomic policy instruments used. The possibilities here are exam-
ined in the light of the traditional instruments: the exchange rate and monetary
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policy. Attention is also given to other critical issues linked to the exchange rate
regime, notably, the setting of domestic prices for traditional exports and the use
of import tariffs and export subsidies in the absence of an independent exchange
rate policy.

The decisionmaking process behind public spending remains a large policy
issue in Cote d'lvoire. If the country stays in the franc zone, public spending will
be the only avenue through which it will be able to pursue macroeconomic policy.
Therefore possible improvements in this area of macroeconomic management are
also discussed.

Structural Changes during the 1980s

One of the few factors to have a strong impact on GDP in Cote d'lvoire during
the 1980s was the deterioration in services. This decline was precipitated by a
fall in public spending, which reduced the government's share of GDP, and by a
general fall in the effective demand for services as a result of the crisis. In other
words, the changes in the sectoral composition of GDP (table 7.1) were prima-
rily due to a recession rather than to a reallocation of resources. Because the
contraction in effective demand originated in the public sector, agriculture and
manufacturing were less vulnerable to a crisis than were other parts of the
economy.

The most noticeable change in expenditures was the sharp increase in the
share of private consumption. Such a change is not unusual during recessions, but
it was more pronounced here because of the exogenous drop in public investment
that contributed to the recession. The drop in the savings rate was, as a whole,
quite impressive, as was the fact that the decline continued despite a drop in the
remittances of foreign workers in C6te d'lvoire.

The parallel decline in the share of investments, which was only 12 percent
in 1987, meant a virtual end to growth in a country whose population increases at
an annual rate of more than 3.5 percent. Because of this fall in investment, imports
as a share of GDP also declined. It was this fall rather than the rise in tariffs that
reduced the share of foreign goods in domestic markets.

All in all, whatever significant structural change occurred in the economy
during the 1980s, it was the result of the recurrent crises and the voluntary reduc-
tion in absorption. But the deepening of Cote d'lvoire's problems masked any
long-run structural changes that might have occurred. The obviously new structur-
al factor was the constraint on borrowing abroad, a constraint that may persist for
some time. It is also obvious that Cote d'lvoire will be unable to stimulate growth
without major reforms, especially in connection with the distribution of income,
since only a substantial increase in domestic savings will enable the country to
overcome the shortage of funds from abroad.
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Table 7.1. Structural Evolution of the Economy, 1980-88
(percent)

Beginning
Component of the 1980s 1986 1988a

GNP per capita (U.S. dollars) 950 730

Origin of GDP

Agriculture 26 36 34

Manufacturing 12 16 9

Other industries I1 8 9

Services 51 40 48

Expenditures on GDP

Private consumption 58 62 63

Public consumption 18 15 18

Investment 24 12 12

Exports 39 40 29

Imports 39 29 26

Gross domestic savings 24 22 18

Structure of trade
Composition of exports

Fuel, minerals, metals 8 6 10

Other primary commodities 82 85 65

Manufacturing industry 10 10 24

Composition of imports

Food 20 15 21

Fuels 22 7 15

Equipment goods 22 34

Other manufactured products 34 41 61

Public sector

Total expenditure of central
government 32.1 31.2 n.a

Total current revenue of
central government 26.7 28.2 n.a

Taxes on foreign trade 10.0 7.5 n.a

a. Provisory figures.
Source: Table 1.1, World Bank (1988). World Bank (1986a), and authors' estimates based on Min-

istrv of Finance (Direction de la Prevision) provisional figures.
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Prospects for Growth: A Simple Aggregate Model of the Foreign Constraint

The growth potential of C6te d'lvoire in the presence of a foreign debt amounting
to more than 100 percent of GDP can be evaluated by means of a simple aggregate
model focusing on the foreign payment constraint. The model can then be used to
summarize the economic trends that took place during the recent crisis and to sim-
ulate the effect of changes in the main macroeconomic parameters of the Ivorian
economy. In this analysis, the results of these simulations are also used to analyze
possible effects of structural adjustment programs.

The decision to concentrate the model on the foreign payment constraint does
not mean that there is no other obstacle to long-run growth in C6te d'lvoire. Hu-
man capital, natural resources (land, in particular), or entrepreneurship might all
be more binding constraints on growth than foreign exchange in the long run. This
is also true of domestic savings, although this variable is partly taken into account
in the model described in the following paragraphs. The reason for emphasizing
net foreign payments is that, whatever dynamic model is selected, this will be the
dominant constraint on growth, and in fact on current economic activity, for the
next ten to fifteen years to come unless there is a substantial permanent improve-
ment in the terms of trade (which seems unlikely) or a substantial debt write-off.
In theory, other factors should not be ignored and some assumptions should be
made concerning the accumulation of human capital and investments in oil extrac-
tion or public infrastructure. Given the prominence of the foreign payment con-
straint, however, this kind of investment expenditure can be subsumed in the
general investment or public expenditure variable, on the assumption that those
strategic components never act as bottlenecks in the recovery of the economy on
the foreign payment front. From that point of view, the following modeling exer-
cise is more oriented toward the medium than the long run.1

An Aggregate Model of Growth under an External Constraint

The analysis starts with a simple static representation of the way the foreign pay-
ment constraint affects the level of economic activity. It is based on a standard
fixed-price framework in which total output is limited either by effective demand,
installed equipment, or imports of intermediate products. Given the fixity of the
exchange rate and the price rigidity in most of the economy, the fixed-price as-
sumption fits C6te d'lvoire rather well, both in the short and in the medium run.

THE BASIC STRUCTURE OF THE MODEL. The usual aggregate balance equation is

(7.1) Q+M(Q)=C(Q)+G+I+E

where Q stands for output; M for imports; C and G for private and public con-
sumption, respectively; I for investment; and E for exports. Both imports and pri-
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vate consumption are increasing functions of GDP, while other variables, except
output, are taken to be exogenous. Equation (7.1) can be rewritten as

(7.2) F+mQ-pE=G+I-[Q+(p-l)E-F-cQ]

where p is the foreign price of exports, as opposed to the domestic producer price
set to unity, F stands for factor payments abroad, including debt service, and the
propensities to import and to consume are assumed to be constant.2 The difference
between foreign and domestic export prices will account for the decisive role of
the Price Stabilization Fund's savings.

Macroeconomic equilibrium under the preceding form means that the current
account deficit must equal the excess of investment and government expenditures
over national savings (themselves the sum of private and CSSPPA savings) net of
factor payments abroad. The constraint that Cote d'lvoire faces at present is that
the current account is essentially exogenous because of limitations in foreign bor-
rowing. If k denotes the maximum amount of foreign borrowing, or aid, that the
country can obtain, then

(7.3) F+mQ-pE<k

If k is too small, the foreign constraint (7.3) is binding and determines the lev-
el of output. For that level to coincide with the domestic equilibrium as given by
(7.1), the exogenous expenditures I or G must be adjusted. On the contrary, if (7.3)
is not binding, the level of GDP is determined by the equilibrium condition (7.1),
that is, by exogenous expenditures, as long as they are consistent with existing
productive capacities, Q. In that case, the actual amount of foreign borrowing is
given by

(7.4) K = F + mQ -pE <K

A SIMPLIFIED REPRESENTATION OF THE RECENT MACROECONOMIC TRENDS IN COTE

D'IVOIRE. This aggregate framework leads to a simple representation of the mac-
roeconomic trends in C6te d'Ivoire over the past ten or fifteen years. In figure 7. 1,
the economy is initially at Ao (it has full employment, and is unconstrained by for-
eign borrowing). That equilibrium is given by the intersection of the upward-slop-
ing current account deficit schedule (BB), which corresponds to the left-hand side
of (7.2), and the downward-sloping national saving deficit schedule (SS), which
corresponds to the right-hand side of (7.2). Exogenous expenditures along SOSo
are those consistent with full-employment equilibrium at Q0.

Under the investment program of the 1970s, the SS schedule shifted upward.
However, a concomitant increase in the terms of trade limited that upward shift
and contributed to a downward shift of the BB schedule. The resulting equilibrium
position is at Al, slightly above the full-employment output level func lQ I }. The
corresponding excess demand on the domestic market caused inflationary pres-
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Figure 7.1. Foreign Constrained GDP
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sures, as well as a rise in imports above the normal level represented by the BB
schedule.3 At A1, investment expenditures have grown by more than the gain in
export revenues, so that borrowing from abroad is substantially larger than it was
initially.

The drop in the terms of trade in 1980 and the increase in debt service drove
the BB schedule upward to B2 B2 . At the same time, the first stabilization program
included a reduction in public expenditures that prevented an upward shift in the
SS schedule, despite the exogenous drop in national savings due to the fall in
CSSPPA receipts and the increase in factor payments abroad.4 The SS line may
even have declined to S2S2. As a result, the equilibrium switched to A2 , with a
slight fall in GDP, an increase in current account deficit, and, accordingly, an in-
crease in the amount of foreign borrowing.

The last act is represented by A3. Given the financial position of C6te d'lvoire
after 1983, foreign savings became binding at level func k3. Since debt service is
heavier than before and the terms of trade have not recovered, the BB schedule is
higher, and the GDP level consistent with the external constraint is Q3. Domestic
equilibrium can only be achieved if the extremely low level of exogenous expen-
ditures correspond to the schedule S3 S3. The improvement in the terms of trade
observed between 1984 and 1986 has shifted A3 to the right, but the deterioration
after 1986 brought it back to its original position.
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An improvement in the short-run economic situation and in prospects for
growth may come from a lifting of the external constraint through reduced factor
payments or increased foreign borrowing, a durable improvement in the terms of
trade, an increase in the volume of exports, and an increase in domestic savings (for
instance through a reduction in the producer price of exports). In figure 7. 1, the first
three events would shift the BB schedule downward, thereby allowing GDP to ex-
pand and investment expenditures to increase. The last measure would have no ef-
fect on GDP in the short run, but the same SS schedule would then be consistent
with a higher level of investments. In what follows, the order of magnitude of the
preceding effects is measured in a more realistic version of the model.

THE COMPLETE DYNAMIC MODEL. We now define the current account deficit (CA)
as

(7.5) CA = p*(mjI + mcC + mQ) + rD +fQ - pE

where p* is the price of imports, r the rate of interest on foreign debt (D), andf the
ratio of current transfers to GDP. Because they are very different, different mar-
ginal propensities are introduced to import from investment expenditures (mi1),
consumption (mC), and intermediate products (m). Finally, Q in the above equa-
tion is GDP at factor costs. At market prices, it would include the Price Stabiliza-
tion Fund quasi tax, E(p - po), where po is the producer price of exports.

Absent rationing and government intervention, total investment is assumed to
be given by the following expression:

(7.6) 1 = Q(g + °) (Q/Q)l+ t /C

where Q is full-capacity GDP, g the expected long-run rate of growth, k the depre-
ciation rate of capital, and c the capital/output ratio. This formulation accounts for
the dependence of private investment on the utilization rate of existing capacity,
the coefficient I + a being the corresponding elasticity of the ratio of investment
to GDP.

If the current account deficit CA in (7.5) should be constrained by the reduced
availability of foreign savings, it is assumed that rationing of foreign funds takes
place in the public component of total investment, as given by (7.6), and, indirect-
ly affects all components of domestic demand through a fall in economic activity
caused by a contraction in public current expenditures, G. If R is rationing in pub-
lic investment, the level of GDP, Q*(R- k) that satisfies the current account con-
straint is given by

(7.7) ml(I-R)+mcC+mQ* +rD+fQ* =-pE=K

where both I and C are functions of Q through (3) and the simple consumption
function
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(7.8) C = CQ.

The level of current public expenditures consistent with that level Q* of GDP
is given by the usual investment/saving identity

(7.9) G*=Q*+(p-pO)E-C-(I-R)+(M-pE)

where M is the total of imports appearing in equation 7.7.5
It now remains to specify how much of the adjustment is made through direct

rationing of investment, R, and how much through current public expenditures. This
"arbitrage" is assumed to be made with reference to a desired time path for public in-
vestment, func Ip, and current expenditures, G, according to the following equation:

(7.10) R/lp = (I - G/G)

where L is taken to be constant and substantially lower than unity so that there will
always be more variability in investment than in current expenditures.

Dynamically, the model is closed by the following equations:

AQ=(l- R)AC
AD = CA

Alp = g - lp
AG = gC
AE = eE

where e is the exogenous growth rate of exports. In theory, it would also be nec-
essary to specify the behavior of the economy when the foreign constraint is not
binding and there is excess demand at full-capacity GDP, something that might oc-
cur if the exogenous growth rate of exports, e, was above the expected long-run
growth rate, g.6 Since this is hardly likely in the medium run, it is omitted in the
simulations that follow.

The preceding model bears some obvious resemblance to the well-known
two-gap model, in which investment is constrained either by domestic savings or
by the availability of foreign exchange. In an economy like Cote d'lvoire's, how-
ever, the two-gap model does not apply strictly. Since Cote d'lvoire belongs to the
franc zone, there cannot be a true foreign exchange shortage for private agents. An
implicit limit on the deficit of the operations account and direct pressure by
France, however, present the Ivorian govemment with a constraint that has exactly
the same effects as a rationing of foreign exchange. It is that constraint that limits
public expenditures and money creation.7

Implementation of the Model

Despite its simplicity, the preceding model captures the obstacles likely to impede
Cote d'lvoire's economic growth over the next ten to fifteen years.
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Table 7.2. Parameters and Exogenous Growth Rates for the Model Base-Run

Parameters

Private propensity to savea: s = 0.35

Long-run expected growth rate: g = 0.06

Depreciation rate: k = 0.03

Capital-output ratio: c = 2.0

Import-share investment expenditures: mI = 0.75

Import-share private consumption expenditures: mc = 0.15

Intermediate import technical coefficient: m = 0.15

Elasticity of investment expendituresb: a = 2.5

Public investment-consumption elasticity: J3 = 0.2

Ratio of (nondebt-related) current transfers to GDP: f = 0.06

Prices

All prices are set to one, except the export producer price set to 0.87. The foreign
real rate of interest is set to 5 percent.

Exogenous variables

All variables are initialized at their 1984 values. Full capacity GDP is assumed
to be 12 percent above actual GDP.

Growth rates

Exports: 4 percent

Population: 3.5 percent

Desired public consumption and investment expenditures (G, Ip): 3.5 percent.

a. Out of GDP net of CSSPPA's receipts
Source: Author compilation.

Table 7.2 shows the values selected for the parameters of the model and the
growth rates assumed for the exogenous variables in the base-run simulation,
which takes 1984 as a starting point.

The average propensity to save, s = I - c, was estimated econometrically for
the 1965-84 period.8 This parameter is not the national propensity to save, be-
cause consumption in equation 7.8 refers to the private sector only. The coefficient
s is not household aggregate propensity to save, either, since it is defined as a pro-
portion of GDP (net of Price Stabilization Fund receipts) instead of as a proportion
of households' disposable income. Even so, C6te d'lvoire's savings potential is
high. After subtracting the government's current expenditures and adding
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CSSPPA receipts (6 percent of GDP in 1984), domestic savings amount to approx-
imately 24.5 percent of GDP. This figure, however, must be modified by current
transfers abroad not related to foreign debt (which on average amounted to 6 per-
cent of GDP over the past twenty years) and debt service. Available national sav-
ings then amount to only 9 percent of GDP.

The expected exogenous long-run growth rate, g, is set at 6 percent, a figure
slightly below the rate observed before the late 1970s. As just mentioned, this ex-
pected growth rate determines long-run investment behavior in equation 7.6. In
the short run, actual investment will mostly reflect changes in the foreign con-
straint and in the utilization rate of existing capacities. The latter elasticity, a, has
been obtained by calibrating the model for the base year.9 The resulting figure im-
plies that a drop of one percentage point in the utilization rate reduces investment
expenditures by 3.6 percent. Hence, a 90 percent utilization rate implies that in-
vestment expenditures are 70 percent of what they would be at full capacity, im-
plying a 3.3 percent increase in the capital stock instead of a 6 percent rise.

The capital/output ratio is a crucial parameter in all growth models. The one
used here has been estimated through a regression of GDP on cumulated investment
on the 1965-75 period.10 Over a longer period that included the late 1970s boom,
the estimate of c would be considerably larger, because of the inefficiency of the
huge investments undertaken during the second half of the 1970s and the stagnation
of GDP during the 1980s. It is very likely, however, that a capital/output ratio equal
to 2 substantially underestimates the capital requirement for future growth in Cote
d'Ivoire, either because the nonagricultural sector will grow or because fast growth
in agriculture will require a capital deepening, at least in the south.

The import coefficients were estimated econometrically for the period 1965-
84, since the dramatic changes in investment share of GDP made it possible to
identify ml without difficulty. The difference between m and m could not be iden-
tified as easily.' 1 The figures in table 7.2 are based on an aggregate estimate for
both types of imports (equipment goods and other products) and on the structure
of imports by type of goods.

The arbitrage elasticity B between public investment and consumption is fully
exogenous. The assumption that public investments vary five times faster than cur-
rent expenditures in times of adjustment is not unreasonable, since this figure rough-
ly corresponds to what was observed in Cote d'lvoire in the first part of the 1980s.

The exogenous growth rate of exports is obviously crucial. The 4 percent rate
selected for the base run may seem a little optimistic without substantial changes
in the structure of C6te d'Ivoire's exports, since traditional exports (coffee and co-
coa) will hardly increase faster than economic growth in industrial countries, for
which a 3 percent figure seems reasonable.12 The same is true of those manufac-
tured exports that are simply modifications of primary agricultural commodities
and that represent a substantial share of actual manufactured exports. In any case,
it seems certain that the fast export growth that characterized Cote d'lvoire's "mir-
acle" during the 1960s and early 1970s will not return. Traditional exports are now
constrained by the decreasing availability of land, and the prospects for timber and
wood products exports are poor. A return to fast export growth can only come
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from growth in nontraditional exports, but it is not clear that C6te d'lvoire can re-
orient its trade strategy. This question is discussed below.

As can be seen in table 7.3, if exports grew at the rate of 4 percent a year (at
constant terms of trade), GDP could grow 4.2 percent over the next fifteen years.
This prediction is not surprising. Since the major impediment to growth will be a
shortage of foreign funding, Cote d'lvoire's GDP will only grow to the extent that
its exports grow, or slightly faster if there is a regular increase in the utilization
rate of capacity. The 12 percent slack in the initial year of the simulation makes it
possible to save on the investment that would otherwise be needed to ensure that
full-capacity GDP would grow at the same rate as exports (that is, 4 percent).

Reflecting a steady increase in investment, the growth of productive capacity
accelerates from 3 percent to 4.2 percent during the simulation period. This in-
crease is itself the consequence of a drop in the debt-to-export (or debt-to-GDP)
ratio. The foreign constraint allows imports of intermediate and investment goods
to grow faster than export receipts: the current account equilibrium is achieved
each year because there is a trade balance surplus (which finances interest pay-
ments), and an aid inflow proportional to GDP.

Table 7.3. Base-Run Simulation of Growth Prospects for Cote d'lvoire, 1984-98

GDP Capacity
per utilization Debtl Investmentl Exportsl Importsl

Year GDP capita rate GDP GDP GDP GDP

1984 100.1 100.1 89.4 109.9 12.1 45.0 33.5

1985 104.2 100.7 90.5 105.6 12.3 44.9 33.6

1986 108.4 101.2 91.4 101.4 12.5 44.9 33.8

1987 112.9 101.8 92.2 97.5 12.7 44.8 34.0

1988 117.5 102.4 92.9 93.6 12.9 44.8 34.1

1989 121.8 103.0 93.5 89.9 13.1 44.7 34.2

1990 127.4 103.7 94.0 86.3 13.3 44.7 34.4

1991 132.7 104.3 94.4 82.9 13.4 44.6 34.5

1992 138.3 105.0 94.7 79.6 13.5 44.5 34.6

1993 144.0 105.7 94.9 76.4 13.6 44.5 34.6

1994 150.1 106.4 95.1 73.3 13.7 44.4 34.7

1995 156.4 107.1 95.2 70.4 13.8 44.3 34.8

1996 162.9 107.8 95.3 67.5 13.9 44.2 34.8

1997 169.8 108.6 95.4 64.8 13.9 44.1 34.9

1998 176.9 109.3 95.4 62.2 14.0 44.0 34.9

Source: Authors' computations.
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Although an annual export growth rate of 4 percent may be an optimistic fore-
cast, it would result in rather poor growth performance, since GDP per capita
would increase by only 10 percent over the fifteen-year period of the simulation.
This figure, however, does not include any autonomous gains in productivity. As
long as the foreign constraint is binding, technical progress will not result in sig-
nificant gains in GDP, unless there is a reduction in import propensities. If that
does not happen, productive capacity will still grow faster eventually, but the con-
straint on the current account will prevent the economy from taking full advantage
of that expansion. As long as exports are mainly traditional raw materials, produc-
tivity gains may have only a marginal effect on the export growth rate. to which
the GDP growth rate is bound through the external equilibrium constraint.

The estimate of future GDP growth here may be pessimistic because it is
based on the assumption that no new net foreign borrowing will be possible in the
next fifteen years. Note, however, that (given the various assumptions of the mod-
el) the debt/GDP ratio would still be 62 percent after fifteen years, and debt would
be one-and-a-half times export receipts. If the "normal" level of indebtedness at
which C6te d'lvoire could start borrowing again from abroad is set at approxi-
mately 100 percent of exports, it would be another eight or nine years before the
foreign constraint would be overcome. The foreign debt would decline more
swiftly if the model incorporated some degree of debt repayment, but growth
would be held back even more. The conclusion seems to be that, given its debt and
its economic structure, C6te d'lvoire will have to endure a long period of extreme-
ly slow growth.

Alternative Adjustment and Growth Strategies

Alternative parameter values could be used to assess adjustment and growth strat-
egies in C6te d'lvoire. These new values will not, however, alter the conclusion
that the economy is likely to stagnate in the absence of a permanent improvement
in the terms of trade or some other weakening of the foreign constraint (for exam-
ple. more aid inflows or debt relief). They also show that the crisis in C6te d'lvoire
was not happenstance. Even with a lower foreign debt, C6te d'Ivoire's economic
future would still depend on its ability to increase its nontraditional exports.

Consider, first, the effect of an increase in the growth rate of traditional ex-
ports while all other parameters of the model remain constant (values in table 7.2).
Table 7.4 shows the results of simulations in which the growth rate is assumed to
be 5 and 6 percent a year instead of 4. Not surprisingly, the impact on GDP growth
is impressive. Each percentage point of export growth generates approximately
one additional percentage point of GDP growth. In the case of a 6 percent growth
rate in exports, moreover, the foreign constraint eases toward the end of the sim-
ulation period. Since 6 percent is rather implausible, the foreign constraint looms
as the major constraint on Cote d'Ivoire's growth. And since no permanent im-
provement in the terms of trade can be expected. policy must be directed toward
relieving that constraint.



116 Growth and Crisis in C6te divoire

Table 7.4. Growth Path of Cote d'lvoire Under Alternative Scenarios with
Foreign Constraint
(deviationsfrom base-run)

Investmentl Exportsl Importsl
Year GDP DebtlGDP GDP GDP GDP

Simulation 1: 5 percent growth rate in exports

1988 3.0 -2.7 0.8 0.4 0.6

1993 7.2 -5.1 1.4 0.7 1.1

1998 11.8 -6.6 1.8 1.0 1.3

Simulation 2: 6 percent growth rate in exports

1988 5.9 -5.3 1.5 0.8 1.1

1993 11.1 -7.9 1.9 2.6 2.7

1998 17.8 -16.7 2.0 4.9 2.2

Simulation 3: 3 percent growth rate in exports

1988 -2.9 -2.8 -0.7 -0.4 -0.6

1993 -6.7 -5.5 -1.4 -0.8 -1.0

1998 -10.6 -7.3 -1.8 -1.0 -1.4

Simulation 4: 4 percent growth rate in exports and 1.2 percent increase in the
capital output ratio

1988 -0.4 0.3 0.2 0.1 0.2

1993 -1.0 0.8 0.6 0.5 0.5

1998 -2.1 1.3 1.2 1.0 0.9

Simulation 5: 5 percent growth rate in exports and 2.4 percent increase in the
capital-output ratio

1988 2.2 -1.9 1.2 0.8 0.9

1993 4.4 -3.2 3.0 1.9 2.2

1998 6.1 -3.6 4.8 3.4 3.7

Simulation 6: 1.4 percent decline in the share of import in consumption
over 5 years

1988 2.3 -3.2 0.5 -1.0 -0.9

1993 3.3 -2.5 0.4 -1.4 -1.3

1998 3.6 -2.2 0.3 -1.5 -1.5
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Exportsl Importsl
Year GDP DebtrGDP GDP GDP

Simulation 7: 1.4 percent decline in the share of import in consumption over 5
years and I percent decline in the ratio of intermediate imports over GDP over
15 years

1988 4.1 -3.7 0.8 -1.7 -1.6

1993 7.3 -5.3 1.0 -3.0 -2.8

1998 10.0 -5.7 1.0 -4.1 -3.8

Simulation 8: Debt-relief with half of the debt extinguished during the first year

1984 2.3 -56.2 2.3 -1.0 1.8

1988 2.6 -48.0 1.7 -1.1 1.3

1993 3.4 -39.2 1.1 -1.1 0.8

1998 3.8 -31.9 0.7 -1.0 0.6

Simulation 9: Debt-relief with half of the debt extinguished during the first year
but debt maintained at 100 percent of exports

1984 2.3 -56.2 2.3 -1.0 1.8

1988 2.6 -48.0 1.7 -1.1 1.4

1993 4.1 -35.3 2.2 -1.8 1.7

1998 6.0 -21.4 1.4 -1.6 1.1

Simulation 10: Adverse terms of trade shock-10 percent decline in exports in
year 5 with proportional drop in producer prices

1988 -4.0 -3.8 -4.0 1.8 -3.0

1998 -0.2 +1 0.1 0.1 0.1

Simulation I 1: Adverse terms of trade shock-1O percent drop in export prices
in year 5 with proportional drop in producer prices

1988 -2.9 -2.8 -5.1 1.3 -3.4

1998 -0.3 0.1 0.1 0.1 0.1

Export Diversification

As already stated, permanent growth of traditional exports at a yearly rate in ex-
cess of 4 percent would be extremely unlikely. Also, since commodity prices dur-
ing the 1980s remained extremely volatile, not even a 4 percent growth rate in
export volume would guarantee a growth path close to the base-run simulation.
The recent trend in world cocoa prices, for example, has clearly been moving
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downward, despite C6te d'lvoire's attempt to keep prices higher by selling less
and putting more into the stockpile. Export diversification might therefore pro-
duce both an increase in the growth of foreign exchange receipts and less vulner-
ability to adverse fluctuations in the prices of traditional exports. Indeed,
policymakers in CMte d'lvoire have long recognized the need for such a strategy.
It is also important to recognize that the gains from restructuring and an accelera-
tion of exports might be limited, since such a strategy could hardly be pursued
without a significant drop in capital productivity.

The previous simulations of export growth relied on a capital-output coeffi-
cient equal to 2, an estimate based on the 1965-76 period. That it could remain
that low in the future seems unlikely as has alredy been explained. Simulations 4
and 5 in table 7.4 describe the path the economy would take under the assumption
that the annual increase in the capital/output ratio consistent with a yearly increase
of 4 percent in exports would be 1.2 percent, and that a 5 percent annual growth
rate would raise the capital/output ratio to 2.4. These figures, in turn, are based on
the assumption that traditional exports would grow at 3 percent a year. Given the
initial situation (approximately 25 percent of exports originating in the manufac-
turing sector), a 4 percent overall growth rate would require roughly a 7 percent
increase in nontraditional exports, whereas a 5 percent rate could only be achieved
if nontraditional exports grew at an annual rate of 11.2 percent-a very ambitious
objective. The consequent increase in the capital/output ratio is then obtained by
assuming that this ratio in the modem manufacturing sector exceeds the ratio in
the traditional sector by 1.5 (that is, it is equal to 3.5 instead of 2), an assumption
consistent with the available evidence.13

The consequence of this capital-deepening process would be a negligible re-
duction in the rate of growth of GDP in the case of 4 percent export growth but a
substantial reduction in the case of 5 percent growth. In the latter case, the loss in
GDP over the fifteen-year period would be 6 percent, in comparison with the case
in which the capital/output ratio is constant. This limited loss would occur with a
significant increase in the GDP share of investment (almost five percentage points
at the end of the period) and a significant drop in govemment expenditures as a
share of GDP. Simulations not reported here show that as a whole, the loss of GDP
over the simulation period would be approximately twice as large if ratios of invest-
ment and government expenditure over GDP had to be maintained constant. The
increase in the capital/output ratio required to achieve an export growth rate of 5
percent might reduce annual GDP growth by half a percentage point if the GDP
share of investment was left free to increase at the expense of public consumption.
In the opposite case, where the GDP share of investment would be kept constant,
practically all the gains of an acceleration in export growth would be lost.

The preceding argument relies on the assumption made about the difference
in capital/output ratio between traditional export and potential manufacturing ex-
port producers. The figure used-that is, a capital/output ratio of 3.5 instead of 2
in the manufacturing sector-may well be overestimated because it is based on
partial information about the few modem plantations that report to the BDF's Cen-
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trale des Bilans, on one hand, and the entire nonoil manufacturing sector, on the
other. It is conceivable that vigorous development of manufacturing exports
would occur in sectors less capital-intensive than average. Even so, the scenario
for a 5 percent growth in exports would require 11 percent annual growth in non-
traditional manufacturing exports. As explained in the next section, such a scenar-
io seems too optimistic.

Prospects for Further Import Substitution

As already mentioned, further import substitution in the manufacturing sector
would require an inefficient increase in average capital intensity. There may be im-
port-saving opportunities in crude and refined oil products, however, and, to a
lesser extent, in agricultural products.

Ostensibly, the recent development of the crude oil industry in C6te d'lvoire
will reduce the country's imports. But the quality of Cote d'Ivoire's crude oil is
not high by international standards, and its competitiveness under current world
prices is open to doubt. Moreover, Cote d'lvoire's refining capabilities appear to
be inappropriate for its own crude oil-because its plants were built to handle
crude from other origins. So the move toward self-sufficiency may be slow and
even unprofitable. At present, 25 percent of C6te d'Ivoire's imports consist of oil
products, 70 percent of which are reexported, some after additional processing.
Under an optimistic scenario, oil imports would be cut in half over the next fifteen
years while oil exports would increase at their implicit rate in the base run.

The substitution of food crops for imports through greater production appears
more likely in C6te d'lvoire's northern region, where most food crop production
occurs, than in the south. Producers there may be able to regain the share they had
in domestic markets prior to the boom in imports if a suitable trade policy is es-
tablished. If agricultural imports continued to account for 3.5 percent of GDP, this
would reduce the propensity to import by approximately 1.8 percentage points.

Simulations 6 and 7 in table 7.4 are based on the preceding assumptions. In
simulation 6, the propensity to import as a share of consumption expenditures (mJ)
declines from 15 to 10 percent during the first five years as a result of import sub-
stitution in agriculture; in simulation 7, the intermediate import coefficient, m, is
assumed to decline continuously from 20 percent to 17 percent as a consequence
of a relative decline in net imports of oil products.

But a reduction in the foreign share of C6te d'lvoire's agricultural markets to
its preboom period would have only limited effects. Although GDP would in-
crease by more than 2 percent during the first five years, this rate of growth would
then slow down. Over the last five years of the experiment, cumulative growth
would be only 0.3 percent above the base run.

This slowdown in GDP growth does not show up in simulation 7, mainly be-
cause the drop in the intermediate import coefficient due to the assumed increase
in domestic oil production is spread over the entire simulation period. Not surpris-
ingly, the overall effect of that drop in imports is quite substantial, and comparable
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to a I percent growth in exports. The increase in GDP growth would become neg-
ligible, however, as soon as the oil import coefficient stopped falling. Thus a lim-
ited import-substitution program would not be enough to free the economy from
the constraints caused by low levels of foreign funding of investment.

Potential Effects of Debt Relief

The simulation of a debt-relief program points in the same direction. Simulation
8 assumes that C6te d'lvoire is freed of half of its current debt. This has an imme-
diate short-run effect of a 2.3 percent increase in GDP, since it allows a higher uti-
lization rate of productive capacity. But there is little subsequent gain, despite a
permanent drop in the debt/GDP ratio and a consequent increase in investment as
a share of GDP.

This simulation of debt relief shows no dramatic result primarily because it
assumes exports will grow at the rate of 4 percent a year. Simulation 3, which as-
sumes a 3 percent growth rate, shows that GDP would not grow as fast as popula-
tion, and GDP per capita would then fall by roughly 3 percent. A debt-relief
program amounting to 25 or 30 percent of existing debt would then be a way of
avoiding such a negative trend.

A debt-relief program would have stronger effects if repayment of the debt
(and not only interest) were taken into account. But the only issue here is the in-
tertemporal distribution of the debt burden. Repayment of debt-which by 1985-
86 was approximately 6 percent of the debt-lowers the initial level of GDP and
capacity utilization. By reducing interest payments, however, the foreign con-
straint is alleviated in the medium run. The short-run effects of debt relief in that
framework would be much higher than in the preceding simulation, although
long-run effects prove to be of a similar order of magnitude.

Another important consequence of a debt-relief program might be the rees-
tablishment of Cote d'lvoire's creditworthiness. This would allow the country to
rely in part on foreign savings again. Simulation 9 shows that the benefits of such
a program would be substantial. The ceiling of the debt-to-export ratio is set at 100
percent. Given the initial amount of the debt, Cote d'lvoire would start borrowing
again in the sixth year of the simulation period. From then on, the additional for-
eign saving made available by foreign creditors would be responsible for an in-
crease of 1.5 percent in GDP. Additional cumulative growth over the next ten
years would be equal to 3.5 percent.

Vulnerability to Short-Run Shock

The shortage of foreign funding also has a harmful effect on the ability of C6te
d'lvoire to cope with export and import price shocks. Simulations 10 and 11 de-
scribe the effects of a 10 percent drop in export prices in the fifth year of the sim-
ulation period under two different assumptions about changes in export producer
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prices. In simulation 10, producer prices are indexed to foreign prices and fall by
the same proportion; in simulation 11 they are kept constant so that the Price Sta-
bilization Fund bears the full cost of the drop in the terms of trade.

The presumed inability to borrow from abroad produces a marked decrease in
economic activity during the year following the shock. A 10 percent drop in export
prices produces a fall in GDP equal to 4.0 percent when producer prices fall in the
same proportion as foreign prices, and 3.0 percent when they are kept constant. The
difference then is that private consumption is not directly affected by the shock. On
the assumptions made here, this adjustment would have bearing on investment and
(to a lesser extent) govemment expenditures. In the most extreme case (that is, sim-
ulation 10), the former falls by 5.1 percent of GDP and the latter by 3 percent. Dy-
namically, the loss is offset by an increase in the utilization rate of productive
capacities in subsequent years, but this increase is itself a direct consequence of the
temporary drop in investment due to the shock. In the last year of the experiment
(that is, ten years after the shock), the loss in full-capacity GDP is less than I percent.

These simulations have a clear relation to the actual decline in the world price of
cocoa in 1987-88. The immediate effect then was a sharp drop in GDP. In theory,
short-run contractions in earnings of foreign exchange can be offset by drawing on the
operations account. Practically, however, under the WAMU rule the government's
debt to the BCEAO cannot exceed 20 percent of its tax revenues during the previous
year (this constraint has been binding since 1983).14 Since drawing on the operations
account can only be done through the Central Bank, the only response to a drop in ex-
port revenues is a reduction in public expenditures, as in the present model.

General Appraisal of the Effects of Crisis

One important conclusion to be drawn from the simulations in table 7.4 is that
Cote d'lvoire's severe foreign constraint may not be as directly linked to the poor
management of the mid-1970s boom in export prices as might at first appear. It
may instead be the consequence of a shrinking export potential, which was hidden
for some years by a temporary improvement in the terms of trade.

The simulations show that the prospects for future growth in C6te d'lvoire
would not necessarily be much better if all the investments made during the years
of boom (which are, directly or indirectly, responsible for the debt) had led to larg-
er productive capacity. For this to be the case, those investments should have in-
creased Cote d'lvoire's export potential. but that was not the goal (except for the
sugar project). Using the model developed in this section, it is easy to show that
C6te d'lvoire's exports in 1987 were about 25 percent below the amount that
would have been needed to ease the foreign constraint. In other words, exports be-
tween 1974 and 1984 should have grown at an average annual rate of 4.6 percent
instead of the observed 2.8 percent.

The structural adjustments outlined in the 1976-80 plan have still to be made.
An annual export growth rate of less than 4 percent will not permit C6te d'lvoire
to substantially increase real income per capita or to service its debt. A debt-relief
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program would certainly help to raise the standard of living, but without progress
in exports, it would only have a temporary effect.

The debt inherited from the crisis may still have a very large short-run cost in
the presence of adverse fluctuations in the terms of trade, as was the case in 1987-
88. Given the impossibility of relying on foreign aid or foreign borrowing, not
much can be done with domestic macroeconomic policy instruments to offset the
short-run costs of such a worsening of the terms of trade. The only recommenda-
tion that might be made in those circumstances would be to absorb the fluctuation
in export prices as much as possible through the Price Stabilization Fund, some-
thing that has not been properly done in the past, partly because the decisionmak-
ing process underlying public spending is somewhat disorganized.

Commercial Policy

Early in the 1980s, the government recognized that it was imperative to correct the
long-run foreign payment deficit and adopted a host of measures to this end at the
recommendation of the IMF and the World Bank. The prospects for export diver-
sification and import substitution are of particular interest here. Although recent
World Bank reports on CBte d'lvoire implicitly or explicitly favor the creation of
stronger export incentives, the country's comparative advantage in the medium
run does not appear to lie in manufacturing in general, but in agricultural enter-
prises and the processing of agricultural products.

Recent Orientations of Commercial Policy

The crisis years produced a drastic change in the commercial policy of Cote
d'lvoire. Under a structural adjustment policy based on World Bank advice, new
legislation was enacted in September 1985 that modified the tariff structure to es-
tablish a uniform effective protection rate of 40 percent in the manufacturing sec-
tor, created a subsidy for manufacturing exports equivalent to the 40 percent
effective protection rate enjoyed by industries which sell on the domestic market,
and substituted a temporary surtax on imports in place of quantitative restrictions.

Although the new rate of protection for manufactured goods was slightly high-
er than the average rate at the start of the 1980s, it also had the virtue of being uni-
form across sectors and destinations. Moreover, the new commercial policy was
thought to mimic a depreciation of the real exchange rate (RER). This was consis-
tent with the country's general macroeconomic objectives. At least two of the as-
sumptions on which it was based are debatable, however. The first of these was that
export policy over the medium run should focus on manufacturing rather than on
agricultural productions. The second was that CBte d'lvoire had many opportuni-
ties for producing and selling manufactured exports throughout West Africa.
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It is widely held that C6te d'lvoire has already completed a first step toward
industrialization, as indicated by the fact that the share of industrial products in total
exports is now equal to 25 to 30 percent (30 percent in 1985). That such a result
was achieved despite the disincentives brought about by the tariff structure in effect
up to 1985 is taken to be a sign that Cote d'lvoire has the capacity to develop in-
dustrial exports further. It is also commonly held that the potential for exports in the
regional markets is almost exhausted, and that the next step should be to develop
exports toward industrial countries, particularly to the European Community.

Desirability of More Industrial Exports

In the long run, the goals of greater industrialization and less dependence on com-
modity exports would seem to be highly desirable for a country like C6te d'lvoire.
Here, however, the focus is on medium-run strategy. Since C6te d'lvoire clearly
needs greater export earnings, the question is whether the manufacturing sector is
the best possible source of export growth in the 1990s.

Since industrial products already appear to make up a significant share of total
exports, the argument is often heard that the industrial sector has become strong
enough to expand its exports to a much higher level. The raw data are misleading,
however, in that many of the current manufacturing exports are simply semipro-
cessed agricultural exports or reexported industrial imports. For instance, only 15
percent of the CFAF 129 billion of exports of the food manufacturing sector in
1985 represented value added in manufacturing. Figures for 1985 from BDF's Cen-
trale des Bilans indicate that the rest consisted of agricultural inputs. Furthermore,
less than 25 percent of the CFAF 400 billion shown in the same year in the Centrale
des Bilans as total industrial exports represented value added in manufacturing.

Although this percentage is not unusual for developing countries, it is partic-
ularly striking here because of the importance of semifinished exported products
based on local crops. In short, external trade statistics overstate the extent of in-
dustrial specialization.

In some cases, the true contribution of the manufacturing sector to foreign ex-
change receipts is also masked by the high content of imported raw materials or
spare parts. The direct import content of exports is about 23 percent for the man-
ufacturing sector as a whole, but in 1985 this share was as high as 51 percent for
simple metal works and 48 percent for petroleum products. l5 Rough calculations
show that of manufacturing's 23 percent share of total exports (including nonfac-
tor services), less than 10 percent truly originated in the manufacturing sector.

Comparativ-e Advantages of Agriculture and Manufacturing

On the surface, the notion that C6te d'lvoire is chiefly an exporter of primary
goods rather than an emerging manufacturing exporter seems to be supported by
the observation that the country is poorly endowed in capital and skilled labor but
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well endowed in natural resources and unskilled labor. From a less static perspec-
tive. the relative capital/labor intensity of sectoral production provides a means of
identifying C8te d'lvoire's potential comparative advantages. Two questions need
to be examined at this point: Does Cote d'lvoire have a comparative advantage in
some sectors in manufacturing products as opposed to primary goods? and What
are manufacturing's specific advantages, and are they consistent with the present
export structure?

If it is assumed that Ivorian economy can no longer depend on traditional ag-
riculture for extensive growth, modern farming procedures could be used to great-
ly increase agricultural yields and enable farmers to diversify out of cocoa and
coffee. It should be noted that the capital/labor ratio on modern agricultural plan-
tations in C6te d'lvoire is well below the ratio observed in the manufacturing sec-
tors. According to statistics for 1985 from Centrale des Bilans, these ratios,
computed as total physical assets (including land) over total employment were as
follows (in millions of CFA francs per capita): banana plantations. 0.2; pineapple
plantations, 0.4; other modern plantations, 0.6; manufacturing (excluding petro-
leum industry). 3.5: and the petroleum industry. 121.7.

The difference between capital/labor ratios in modern agriculture and in man-
ufacturing (excluding highly capital-intensive oil refining) provides clear evi-
dence that the country's comparative advantage remains in agriculture and will not
disappear over the medium run. To be sure, the gap in the capital/labor ratio be-
tween the most capital-intensive agricultural activities and the least capital-inten-
sive manufacturing sector (thread and bags, wood processing) was CFAF 0.6 to
1.5 million per worker in 1984. The best way to develop exports without putting
pressure on the balance of payments in the medium run (through investment ex-
penditure) therefore seems to be to modernize agriculture, which is still almost
completely traditional. This would be less expensive in terms of domestic and im-
ported resources than most of the industrial activities that exist or could be set up
in C6te d'lvoire. Moreover, favorable indirect effects might spill over into manu-
facturing, particularly food processing and canning.

Comparative Advantages of Manufacturing Activ ities

At the same time, the future of C6te d'lvoire's manufacturing industries cannot be
ignored, of course, since their economic importance is bound to increase. The
chief consequence of C6te d'lvoire's crisis in the 1980s was that it made capital
scarcer. That, in turn, made it harder to obtain imported equipment used in indus-
trial activities. The following analysis is therefore based primarily on capital-in-
tensity ratios in Cote d'lvoire's industries.

A simple statistical analysis shows a negative correlation between an indus-
try's share of exports and its capital/labor ratio.16 In, other words, the present in-
dustrial structure appears consistent with a comparative advantage analysis. The
correlation is not perfect (the correlation coefficient is -0.6), however, and there
are exceptions to the rule. Some highly capital-intensive sectors also captured a
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large share of industrial exports. Such industries as food processing, saw-milling,
and rubber production had the advantage of a steady supply of raw materials and
low transport costs of these inputs to the factories. Other industries provided few
or no manufactured exports, despite relatively low capital/labor ratios. This was
particularly true of the textile industry and simple engineering industries (con-
struction and repair of simple machinery, other than electrical).17 Commercial
policy prior to 1985 was somewhat biased against exports, and the 1985 change
in policy should have positive effects by providing incentives for new industrial
exports.

Extent of Potential Growth in Manufacturing Exports

From the analysis of comparative advantage based on capital/labor ratios in man-
ufacturing, it appears that five industries have some potential for expanding ex-
ports: wood processing, food processing and canning, textile production, the
production of chemicals, and engineering.

The prospects in food and wood exports seem rather poor, however. Coffee
and cocoa processing cannot be pushed too far without making C6te d'lvoire even
more vulnerable to fluctuations in international prices. Any attempt to increase the
processing of other agricultural products would rapidly be constrained by supply
shortages, since CBte d'lvoire has not made much progress in agricultural diver-
sification. Any expansion of wood processing would be limited by the steady re-
duction in the size of C6te d'lvoire's forested regions.

An all-out effort to increase textile exports would be more promising, perhaps.
The main problem in the textile sector is that it was highly protected until 1985. As
a result, this sector never became competitive on international markets, and its lack
of competitiveness forced Ivorian firms to remain wedded to the domestic market.

The effects of C6te d'lvoire's post-1985 commercial policy on the textile in-
dustry were not yet clear in 1987. On one hand, there was no danger of foreign
competition in C6te d'lvoire's domestic textile markets because of the high rate of
effective protection. On the other hand, the export subsidy was not an incentive in
the sense of making foreign markets more attractive than domestic markets. With
no internal pressure to reform the industry's structure and product lines, which
tend to be designed for the internal market, the extent to which textile exports will
grow in the future is hard to predict.

Export opportunities in the chemical industry are probably limited to a short
list of products (such as paints, cosmetics, plastic goods) and will depend on the
availability of inputs and economies of scale.

Export opportunities in the simple machinery industry have been almost un-
explored. In fact, this sector imports many spare parts that are assembled in Cote
d'lvoire; as a consequence, it has a high import content (about 50 percent of pro-
duction), which reduces potential gains in terms of net foreign exchange receipts.
An expansion here may also require skilled labor, which is scarce in Cote d'lvoire.
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Export Growth Estimates

Using a computable general equilibrium model, Michel and Noel (I 984b) arrived
at a tentative estimate of the outcomes of the post-1985 commercial policy. As is
customary. most of the model's parameters were arbitrarily set at values consid-
ered reasonable by the authors. Here, however, a sensitivity analysis of the param-
eters of the model is provided to indicate the range of possible error.

In their base experiment, Michel and Noel harmonized tariffs leading to a uni-
form effective protection rate in all manufacturing sectors and introduced an ex-
port subsidy at a rate equal to the effective protection rate. The propensity to
export in a manufacturing sector-the ratio of export (E) to output (X)-is sup-
posed to be a function of the ratio of export prices (P) to domestic prices (PD).

Michel and Noel (I 984b, 34) calibrate the model around a central estimate for
price elasticity equal to 0.5. Such an elasticity characterizes well the properties of
the model. Basically, the parameters are such that a 40 percent export subsidy
(compensating for the 40 percent uniform effective protection rate) induces a 20
percent increase (other things remaining equal) in the share of exports by driving
the price ratio P/PD from 0.71 (I over 1.40) up to I.

Actually, the simulations were more complex, since they combined the export
subsidy with an increase in the average tariff or with a depreciation of the RER.
An increase in the average import tariff influences domestic prices, and a change
in domestic prices modifies the propensity to export. The experiment with higher
tariff levels caused total exports to increase by 3.6 percent. That implies an in-
crease of 11.4 percent in manufactured exports.

The hypothetical price elasticity of industrial exports did not seem very real-
istic for several sectors. It produced the results shown in table 7.5.

In other words, the reallocation of resources caused by a change in trade in-
centives would raise textile exports by 12.1 percent, chemical exports by 11.8 per-
cent, and so on. These reallocations would not occur overnight. On the assumption
that equilibrium would be reestablished in five years, for instance, the above esti-
mates correspond to cumulative export growth over a five-year period. Afterward,
growth in those activities would be more or less in line with that in the rest of the

Table 7.5. Price Elasticity of Industrial Exports

Sector Millions of U.S dollars Percentage increase

Food processing + 10.9 3.1

Textiles + 16.9 12.1

Chemicals + 5.9 11.8

Construction materials + 19.1 14.6

Engineering 4.7 -0.7

Source: Authors' computations.
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economy. Hence, post- 1985 trade policy seems insufficient to promote enough ex-
port growth because of its inability to relieve the external equilibrium constraint.

In the short or medium run, however, the figures above are open to doubt. Un-
til 1985, for example, the textile industry was highly protected, either through tar-
iffs or quantitative restrictions. Although the industry's competitiveness might be
helped by the export subsidy, major adjustments in the way it operates would be
needed before C6te d'lvoire's textiles could penetrate foreign markets. To put it
another way, part of the export growth potential identified by the model is proba-
bly limited to the long run.

The huge increase in exports of construction materials also seems overesti-
mated. Several of these products have high transport costs, and their tradability
may therefore not be as high as assumed, since the best prospective markets are
not in West Africa but in Europe and in more distant points in Africa. Moreover,
the construction materials industry has not been identified as one in which C6te
d'lvoire enjoys a comparative advantage in terms of capital intensity.

Sensitivity analysis indicated that Michel and Noel's experiment greatly de-
pended on the choice of parameters. The 11.4 percent increase in industrial ex-
ports assumed in the base experiment corresponds to a middle value in a wide
interval, ranging from 5.7 percent to 20.7 percent. This range is much too broad
to use as a basis for policy orientation. In any case, it seems hazardous to base
trade strategy on optimistic expectations about the consequences of reform in
trade policy.

Potential Import Substitution

Cote d'lvoire's import-substitution opportunities in agriculture are quite different
from those in manufacturing. Since post-1985 commercial policy maintains a sub-
stantial degree of protection, it may lead to some import substitution. This, how-
ever, would be a consequence rather than a cause of growth and capital
accumulation. All of the easy substitutions have already been achieved, and thus
further increases in import substitution would be costly.

Sharp increases in the prices of food crops in relation to export crops during
the 1980s indicated a strong demand for food. Imported food accounted for 15 to
20 percent of total imports in the early 1980s and was nearly twice the figure for
the early 1970s.

The need to import more and more food because of population growth will
also be a drag on the economy in the near future. Although trends in the relative
prices of food crops induced a 4 percent annual increase in food crop production
between 1980 and 1985, that high rate of growth cannot be maintained in the long
run without changes in production techniques. As already mentioned, Ivorian
farming is still quite traditional.

The food crop most suitable for import substitution is paddy. Up until 1977,
the SODERIZ project had beneficial results in that the growth of output increased
and production techniques began showing signs of modernization. The project
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then collapsed, however, in large part because the prices being paid to rice produc-
ers were not sustainable. Rice production dropped to a new low in 1984, and im-
ports of rice rose to 5 percent of total imports in 1984. Thus, modernization of
paddy production would probably have important effects on the balance of
payments.

Agriculture will continue to be an important part of the Ivorian economy, and
the capital costs associated with agricultural modernization would be well below
the cost of building more competitive industrial sectors.

Monetary and Exchange Rate Policy in the Light of the Crisis

At the end of the period under consideration, the RER of the CFA franc was prob-
ably greatly overvalued. A concerted policy effort was needed to correct this sit-
uation, along with structural measures to enhance the competitiveness of the
Ivorian economy.

Currency Convertibility

The convertibility of the CFA franc means that the Banque de France will pur-
chase any quantity of these francs for French francs at a fixed exchange rate of 50
to I until January 1994 and of 100 to I thereafter. Thus, within limits, C6te
d'lvoire or any other member of the franc zone can have a balance of payments
deficit with France without facing a shortage of foreign exchange.

The convertibility guaranteed by France could not be sustained if some limits
were not set on the monetary balance of member countries. These limits are flex-
ible. When a member country has a deficit in its operations account at the BCEAO,
it must pay interest on this deficit; moreover, the interest rate rises as the deficit
does. The country thus has an incentive to reduce its deficit.

Large deficits are accepted, provided that they are likely to be short-term
problems. In 1981, for example, Cote d'lvoire's deficit on its operations account
amounted to 7 percent of GDP. At their discretion, French monetary authorities
can prohibit any increase in the deficit, if it is considered unsustainable in the long
run, as happened with Cote d'lvoire after 1983.

In theory, a government in the franc zone cannot borrow more than 20 percent
of its previous year's tax revenues from the BCEAO. But recent experience in
C6te d'lvoire has shown that this limit may be set at a higher (largely discretion-
ary) level, depending on bilateral political relations with France.
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Capital Mobility and Dependence on Monetary Policy

In view of the convertibility of the CFA franc with the French franc inside the
franc zone, it would be hard to set up controls on capital. This is the environment
postulated in the well-known Mundell-Fleming model: a fixed exchange rate and
perfect capital mobility. It is well established in the literature that in such a situa-
tion a country cannot have its own interest rate, since arbitrage would move mon-
ey from abroad as soon as the local interest rate is greater than foreign rates, or
vice versa.

The absence of capital controls, however, is not the same as complete capital
mobility. That depends also on the degree of substitutability between Ivorian and
French assets (and liabilities) in portfolios. At least two factors can reduce capital
mobility.

The first is the distortion on the local opportunity cost of capital created by an
indirect tax on services (TPS). Private agents pay the TPS, which is set at 25 per-
cent, on the total interest bill due to local banks. This introduces a wedge between
the local and French capital markets and thus reduces the incentive to seek gains
by borrowing locally and reinvesting in the French capital market if local interest
rates are below French rates. Therefore, the local interest rate allows profitable ar-
bitrage with the French interest rate if and only if the difference between the rates
exceeds 25 percent.

In the opposite case-that is, when local interest rates exceed French rates-
the substitutability of French and Ivorian assets is limited, at least among the
French holders of portfolios. There is, in the eyes of most French investors, a clear
risk premium attached to financial dealings in C6te d'lvoire, and this risk premium
was certainly increased in recent years. Clear evidence of the risk premium at-
tached to investment in Cote d'lvoire is provided by the secondary market price
of the Ivorian commercial debt, which was equal to 23 cents on the dollar at the
end of 1988 (and dropped below 10 cents on the dollar thereafter).

Some capital mobility between C6te d'lvoire and France does exist at the
banking level, however. The major banks in C6te d'lvoire are affiliates of French
commercial banks, which must periodically decide whether it is more profitable
to increase lending in the Ivorian market or to use more resources for lending in
the French market. Thus, above a certain level of creditor rates offered to domestic
agents, the marginal opportunity cost of resources to Ivorian banks is the French
money market rate. When the French money market rate (plus some commercial
margin) is below the maximum debtor rate fixed by the BCEAO, it is profitable
for agents to borrow in France and increase domestic lending. In the opposite case,
their parent company would do better to reduce capital flows to C6te d'lvoire.

Econometric Evidence on Capital Mobilit,

These stylized facts have been tested using yearly data from the monetary account
of the balance of payment, that is, net flows of capital of deposit money banks ap-
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pearing in C6te d'lvoire's balance of payments account (see appendix table E.7).
These data were used to compute a series of cumulative net monetary flows, MF,
from 1966 to 1985. These net liabilities are explained by the difference between
the local maximum debtor rate and the French money market rate (DR). In order
to take into account the increasing size of the economy (and of inflation), capital
flows are related to current GDP. The following (autoregressive) equation was ob-
tained for the 1967-83 (t statistics in brackets):

(7.12) MFIGDP = -0.005 + 0.73 MF(-I)/GDP(-I) + 0.0056 DR
(0.7) (3.7) (2.5)

where R2 = 0.55 and DW = 2.1.

This equation certainly does not fully explain the net monetary capital flows,
but it is not intended to do so. Many other factors, such as local credit rationing
set by the BCEAO may have influenced their behavior. The liquidity of local
banks may also have an effect on monetary capital, since the banks utilize French
money market resources only when they cannot find cheaper resources at home.
Interestingly, a dummy variable equal to unity in 1979 and subsequently (D 79)-
which was the period in which C6te d'lvoire's banks encountered great difficul-
ties-turns out to be significant, as shown by the following equation:18

(7.13) MF/GDP = -0.002 + 0.045 D 79 + 0.0031 DR
(0.5) (8.0) (2.4)

where R2 = 0.84 and DW = 2.4.

In both equations, interest rate differences exert a strong effect on monetary
capital flows. All things being equal, in the short run an increase in the difference
between the local and foreign interest rates of one percentage point draws mone-
tary flows equivalent to 0.3 to 0.6 percent of GDP-that is, CFAF 8 to 17 billion
in 1984. The current account deficit at that time was about CFAF 60 billion. Ac-
cording to the first equation, the long-run effect could amount to 2 percent of GDP.

These results suggest the limits of Cote d'lvoire's (and WAMU's) interest rate
policy. In the long run, the BCEAO must keep debtor rates in line with French
money market rates. A low domestic debtor rate is not sustainable because of the
heavy pressure that it would put on the balance of payments deficit.

Another example of capital mobility can be seen in worker remittances. This
huge outflow (close to 5 percent of GDP in some years) is theoretically not a capital
flow but the counterpart of foreign participation in the labor force. But convertibility
and free capital movements would seem to make it rather difficult to distinguish true
remittances from flows due to arbitrage by Ivorian citizens or expatriates.

Evidence on the effect of financial arbitrage on worker remittance flows (WR)
is given by the statistical relationship between these flows, and the difference be-
tween domestic rates on saving accounts and those same rates in France. This vari-
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Table 7.4. Growth Path of Cote d'lvoire Under Alternative Scenarios with
Foreign Constraint

a
(deviationsfrom base-run)

Exportsl Importsl
Year GDP DebtlGDP GDP GDP

Simulation 1: 5 percent growth rate in exports

1988 3.0 -2.7 0.8 0.4 0.6

1993 7.2 -5.1 1.4 0.7 1.1

1998 11.8 -6.6 1.8 1.0 1.3

Simulation 2: 6 percent growth rate in exports

1988 5.9 -5.3 1.5 0.8 1.1

1993 11.1 -7.9 1.9 2.6 2.7

1998 17.8 -16.7 2.0 4.9 2.2

Simulation 3: 3 percent growth rate in exports

1988 -2.9 -2.8 -0.7 -0.4 -0.6

1993 -6.7 -5.5 -1.4 -0.8 -1.0

1998 -10.6 -7.3 -1.8 -1.0 -1.4

Simulation 4: 4 percent growth rate in exports and 1.2 percent increase in the
capital output ratio

1988 -0.4 0.3 0.2 0.1 0.2

1993 -1.0 0.8 0.6 0.5 0.5

1998 -2.1 1.3 1.2 1.0 0.9

Simulation 5: 5 percent growth rate in exports and 2.4 percent increase in the
capital-output ratio

1988 2.2 -1.9 1.2 0.8 0.9

1993 4.4 -3.2 3.0 1.9 2.2

1998 6.1 -3.6 4.8 3.4 3.7

Simulation 6: 1.4 percent decline in the share of import in consumption
over 5 years

1988 2.3 -3.2 0.5 -1.0 -0.9

1993 3.3 -2.5 0.4 -1.4 -1.3

1998 3.6 -2.2 0.3 -1.5 -1.5

Simulation 7: 1.4 percent decline in the share of import in consumption over 5
years and I percent decline in the ratio of intermediate imports over GDP over
15 years

1988 4.1 -3.7 0.8 -1.7 -1.6

1993 7.3 -5.3 1.0 -3.0 -2.8

(table continues on next page)
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Table 7.4. (continued)
Exportsl Importsl

Year GDP DebtlGDP GDP GDP

1998 10.0 -5.7 1.0 -4.1 -3.8

Simulation 8: Debt-relief with half of the debt extinguished during the first year

1984 2.3 -56.2 2.3 -1.0 1.8

1988 2.6 -48.0 1.7 -1.1 1.3

1993 3.4 -39.2 1.1 -1.1 0.8

1998 3.8 -31.9 0.7 -1.0 0.6

Simulation 9: Debt-relief with half of the debt extinguished during the first year
but debt maintained at 100 percent of exports

1984 2.3 -56.2 2.3 -1.0 1.8

1988 2.6 -48.0 1.7 -1.1 1.4

1993 4.1 -35.3 2.2 -1.8 1.7

1998 6.0 -21.4 1.4 -1.6 1.1

Simulation 10: Adverse terms of trade shock-10 percent decline in exports in
year 5 with proportional drop in producer prices

1988 -4.0 -3.8 -4.0 1.8 -3.0

1998 -0.2 +1 0.1 0.1 0.1

Simulation 11: Adverse terms of trade shock-1O percent drop in export prices
in year 5 with proportional drop in producer prices

1988 -2.9 -2.8 -5.1 1.3 -3.4

1998 -0.3 0.1 0.1 0.1 0.1

Source: Authors'computations.

able (CR) is significant with a one-year lag in the following autoregressive
equation:

(7.14)WR/GDP= -0.01 + 0.72 WR (-I)/GDP(-I) + 0.006 CR(-I)
(2.3) (8.0) (5.3)

where R2 = 0.88 and DW = 2.5.
On one hand, this suggests a long-run outflow unaffected by changes in inter-

est rates (and therefore actual remittances) that amount to 3.6 percent of GDP-
that is, 0.0 1/(1 - 0.72). On the other hand, it suggests an outflow of capital reflect-
ing only arbitrage between financial markets; this accounts for a little more than I
percent of GDP. In the long run, then, domestic interest rates must be kept in line
with foreign rates if the goal is to minimize outflows of remittances.
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The Fixed Exchange Rate

One undesirable characteristic of a fixed foreign exchange rate is that it makes ad-
justment of the economy more difficult during a balance of payments crisis. Ad-
justing the exchange rate is often an important component of an IMF stabilization
plan (see, for example, Khan and Knight 1985). In C6te d'lvoire, where the loss
of economic competitiveness and balance of payments equilibria are as much due
to overspending as to the appreciation of the RER, depreciating the rate will re-
quire a combination of fiscal, monetary, and structural policies. To assess the re-
spective roles of these policy instruments it is necessary to estimate the degree of
overvaluation of the RER.

Overvaluation of the Real Exchange Rate

Overvaluation may take the form of either a deviation from purchasing power par-
ity (PPP) or a deficit in the current account. These two outcomes are not indepen-
dent of each other. An upward deviation from purchasing power parity implies a
loss in competitiveness in either domestic or international markets, which then
leads to a balance of payment deficit. But a balance of payments deficit may also
be observed in conjunction with purchasing power parity. This is exactly what we
observe in the case of C6te d'lvoire. where there is no tendency to overvaluation
in terms of PPP, but where there is a heavy balance of payments deficit.

The overvaluation of the RER in C6te d'lvoire can be assessed by starting
with the simple assumption that the equilibrium exchange rate would equilibrate
the current account. Since C6te d'lvoire has a small economy, exogenous external
prices are assumed. As a consequence, the RER will affect the current account bal-
ance through substitution of domestic and imported products on the demand side,
and of domestic and exported goods on the supply side.

In such a simple framework, it appears that the purchasing power parity rule
is a misleading method of assessing the equilibrium exchange rate; in particular,
terms of trade shocks will affect the trade balance in a manner which is not taken
into account by the PPP theory. Devarajan, Lewis, and Robinson (1991) provide
a simple elegant exposition of the underlying model.

With this model, it is easy to compute the variation of the equilibrium RER,
assuming an invariant sustainable net transfer of resources from abroad. It is clear,
in that context. that the terms of trade deterioration observed from 1978 to 1987
had an impact on the equilibrium RER. The evidence appears in the last column
of table 7.6. which displays the changes in equilibrium and actual domestic prices
(deflated by foreign prices).'9

Thanks in particular to the depreciation of the RER, import prices have de-
clined in comparison with the foreign price index. In effect, the first years of the
balance of payments crisis in C6te d'Ivoire (1981 to 1985) were characterized by
a continuous depreciation of the RER against (non-French) foreign currencies,
particularly the U.S. dollar. As shown in appendix table J.4, the real effective ex-
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Table 7.6 Overvaluation of the RER, 1970-87

Variation 1970-87 1970-78 1978-87

Export price -12 +75 -50

Import price -12 +29 -32

Equilibrium domestic pricea -12 +96 -58

Actual domestic priceb +3 +17 -12

Ivorian GDP price -2 +38 -30

a. Computed assuming that the elasticity of substitution is equal to 0.5 in consumption and 0.6 in
production (these are the parameters used by Devarajan, Lewis, and Robinson (1991) for Cameroon).

b. Computed from GDP and export prices, assuming an average contribution of 46 percent of ex-
ports to GDP.

Note: All prices are National Account prices, deflated by a foreign price index.
Source: Author's calculation from National Accounts data.

change rate went up by about 40 percent from 1977 to 1984 owing to the upsurge
in the value of the U.S. dollar. Thus, despite the fixed exchange rate with France,
real depreciation took place.

However, the fall in export prices has been much larger, and this has led to a
58 percent reduction in the equilibrium domestic price in relation to foreign prices.
As a consequence, during that decade, the RER exhibits a sharp overvaluation, ap-
proximately 50 percent from 1978 to 1987.

It now becomes clear that the terms of trade deterioration experienced by Cote
d'Ivoire during the past decade could not be easily managed in a fixed exchange rate
regime. The sharp decline in domestic prices in relation to foreign prices that would
have been required to secure the external equilibrium did not occur, even though the
GDP and domestic prices declined in comparison with foreign prices.

The question is whether the 1978 RER was an equilibrium rate. Because 1978
was near the peak of the terms of trade cycle, such an assumption appears to be
unrealistic. It is useful then to take a longer-run view of this issue. This changes
the picture significantly, even though the main conclusion concerning the overval-
uation of the RER, remains valid.

T'he first column of table 7.6 replicates the previous calculations for the period
1970-87. The year 1970 seems to be a good starting point for the analysis, since it is
a middle point in the terms of trade cycle (see figure 5.2), and corresponds to an equi-
librium of the current account. From 1970 to 1987 the overvaluation of the RER, as
measured by the discrepancy between the actual and the equilibrium growth rates of
domestic prices, is only 15 percent, that is, less than I percent per year on average.

As a matter of fact, the 1970-87 period must be divided into two separate
stages for this analysis. During the first stage (1970-78), an improvement in the
terms of trade led to a sharp appreciation of the equilibrium RER; according to our
computations, the equilibrium domestic prices, deflated by foreign prices, should
have increased by about 100 percent. Obviously, they did not increase that much;
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but instead of improving, the balance of payments deteriorated slightly during that
period. The economy behaved as if the sustainable transfer of resources from
abroad had increased greatly, so that the current account was equilibrated through
an expanding absorption rather than through a real appreciation of the RER. In
other words, there was a tendency toward an undervaluation, which was hidden.
or compensated, by booming domestic expenditures.

Later, of course. when the terms of trade started falling it appeared that this
growth of absorption was not sustainable. But reducing expenditure was a difficult
and painful process. As explained in chapter 6 the slight improvement in the bal-
ance of payments observed after 1984 was obtained, apart from the temporary im-
provement of the terms of trade in 1984-85, through a significant contraction of
absorption and economic activity. Nevertheless, this was insufficient. The econo-
my should have adjusted both through a reduction and a reallocation of expendi-
tures. In that sense, the downturn in the terms of trade in the 1980s led to a real
overvaluation of the RER, but it was much less serious than suggested by the cal-
culations made for the 1978-87 decade.

The unknown element in this story is what actually happened where the sus-
tainable net transfer of resources is concerned. As a benchmark it may be assumed
that the Ivorian economy was able to sustain the same transfer of resources, in rel-
ative numbers, in 1987 as in 1970. In that case, the overvaluation in 1987 was
about 15 percent (if the RER was at its equilibrium level in 1970). If, however, less
transfer of resources was sustainable in 1987 than in 1970 because of the debt cri-
sis the extent of the overvaluation might be much higher.

The preceding considerations pertain to only the long-run equilibrium ex-
change rate. In order to assess the possible effects of a depreciation of the RER, it
is also important to consider the channels through which it could affect the balance
of payments in the short run and the medium run.

Possible Effects of a Depreciation in the Short and Medium Run

The standard analysis of the effects of a depreciation in a small economy is appli-
cable to Cote d'lvoire, except that this country's economic structure and organi-
zation call for a few modifications that lead to a reduced short-term effect on the
balance of payments. During the period under consideration, for example, the pro-
ducer prices of export crops are not determined by the conversion of prices in U.S.
dollars into CFA francs. Instead, producer prices are set exogenously in CFA
francs by the president or the CSSPPA. And there is no strong historical correla-
tion between producer prices (Px) and export prices (PXx). The best equations
connecting both prices (deflated by the consumer price index) are

(7.15) Log (PCOCOA/CPI) = 0.94 + 0.28 Log (PXCOCOA (- I )/CPI (- I))
(2.5)

+ 0.29 Log (PCOCOA (-1)/CPI (-I))
(1.3)
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where R2 = 0.45 and DW = 1.8; and

(7.16) Log (PCOFFEE/CPI) = 0.71 + 0.22 Log (PXCOFFEE (-I )/CPI (-1))

(2.6)
+ 0.49 Log (PCOFFEE (- l)/CPI (- I))
(2.1)

where R2 = 0.44 and DW = 1.8.

In both equations export prices influence producer prices with a one-year lag;
but the corresponding elasticity is very low. Only 20 to 30 percent of the change
in the international price is passed on to producers in the short run. The long-run
elasticity is higher (0.71 for cocoa and 0.43 for coffee) but is still less than I. Be-
cause the price-setting mechanism for export crops in C6te d'lvoire did not trans-
mit world market prices to producers automatically, the benefits of a depreciation
of the RER would only be obtained if producer prices were increased in line with
the export prices calculated at the new RER. Without this transmittal mechanism
the hoped-for benefits of such a change on export supply would be minimal. Pro-
ducer reactions to price changes do exist, but are neither rapid nor large (see chap-
ter 3). On the whole, on the traditional export side there would be little to expect
from a depreciation, even if it was partly reflected in higher producer prices.

Assume now that C6te d'lvoire behaves like a monopolist in the cocoa mar-
ket. Does this change the effects of a depreciation? The answer is no. In the short
run, the endogenous determination of prices does not depend on marginal produc-
tion costs and is therefore independent of exchange rates.

On the nontraditional export side, as noted earlier, the prospects for a rise in
the proportion of industrial exports were not too favorable in the medium run.
Moreover, most of C6te d'lvoire's industrial exports go to neighboring countries
that are also members of WAMU.20 Clearly, C6te d'lvoire would not increase its
market shares in these countries through a unilateral depreciation unless it also quit
WAMU. But that would clearly be an inefficient "beggar-my-neighbor" policy.

One possibly favorable effect of a real depreciation, however, would be a
drop in the real wage-product. Because of the high protection enjoyed by domestic
industry, and a generous and effective minimum wage policy, wages in C6te
d'lvoire are high by international standards, despite a long freeze on all wages in
the modern sector. The figures in table 7.7 give clear evidence of that disadvan-
tage. Converted into U.S. dollars labor costs in C6te d'lvoire are more than twice
what they are in Mauritius or the Philippines. Even when the SMIG is used instead
of the average wage in the manufacturing sector the comparison is still very unfa-
vorable for C6te d'lvoire.

Needless to say, comparisons of the kind reported in table 7.7 are subject to nu-
merous criticisms. Yet the differences shown in that table probably remain large even
if a more precise comparison were undertaken. Hence, a depreciation of the CFA
franc might improve the international competitiveness of the Ivorian manufacturing
sector.
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Table 7.7. Comparison of Monthly Wages in the Manufacturing Sector, 1986
or 1987
(U.S. dollars per montli)

African Countries Wage Other Countries Wage

C6te d'lvoirea 164 Peru 80

Kenya 141 Philippinesa 58

Mauritius 69 Sri Lanka 36

Malawi 47

a. Unskilled workers only.
Source: Authors' computations based on International Labor Yearbook statistics.

Theoretically speaking, such a depreciation would also reduce Cote d'lvoire's
imports since it implies an increase in the relative price of foreign goods. That, in
turn, normally causes a shift in demand from tradable to nontradable goods. With-
out further analysis the scope of this substitution is unknown. It is certainly larger
in the medium to long run than in the short run. The experience of other countries,
however, would lead one to suspect that there is ample scope in the long run for
such substitution to take place.

Depreciation of the RER would not have much favorable impact on informal
domestic activities-except in agriculture, perhaps. Although traditional food-
stuffs are usually considered to be domestic goods (see, for example, Guillaumont
and Jeannenrey 1988), some (such as rice) do compete with imported products. A
depreciation could increase the supply of local foodstuffs to the urban market and
then reduce imports. Such a movement would be based on the substitution of food-
stuffs to exported commodities in the agricultural production mix of producers,
which would be facilitated by the weak effect of a depreciation on the local price
of exported commodities.

The preceding arguments were cast by and large within a short-term frame-
work. It is clear that the advantages of a depreciation of the RER might restructure
the economy in ways that would solve C8te d'lvoire's balance of payments prob-
lems. Lasting restoration of the country's competitiveness will also require a pru-
dent fiscal and monetary policy and the implementation of structural measures to
permit economic agents the necessary freedom to react to the new relative prices
and to reduce production costs. In addition, a substantial capital inflow may be
needed for some time to come.

Monetary Adjustment Mechanisms

If depreciation were not accompanied by a restrictive monetary policy, domestic
prices would gradually catch up with import prices. This would offset the initial
effects of depreciation on competitiveness, unless there were enough price rigidi-
ties in the tradable sector. Hence, the relative weakness of monetary control also



138 Growth and Crisis in C6te d'lvoire

casts doubt on the potential effectiveness of depreciation on real price changes.
Likewise, the striking parallelism of Ivorian and French price levels in the long
run (see table J.4 in the appendix) is certainly not accidental.

As a matter of fact, franc zone mechanisms would also help to restore the
equilibrium of the balance of payments if monetary control were strict enough. In
normal times, convertibility and the operations account eliminate the short-run
difficulties common in other countries. There is a medium-run constraint, howev-
er, because the French Treasury will not accept a continuously increasing deficit
in the operations account. When that deficit becomes too large, C6te d'lvoire's au-
thorities are asked to restrict monetary growth. Although such a policy may not
affect the level of domestic activity because capital movements prevent a modifi-
cation of the interest rate, it may be effective in reducing the general price level,
thus generating de facto a real depreciation of the currency.

But the monetary adjustment mechanism in Cote d'lvoire is weak. There is
no mandatory reserve ratio for commercial banks, and the money supply is con-
trolled through a credit rationing system that is not strictly enforced. Moreover,
nominal price rigidity obviously is a barrier to adjustments in the RER through
changes in domestic prices. Some improvement of the existing domestic monetary
policy instruments is certainly desirable in this respect.

Advantages of a Fixed Exchange Rate for C6te d'lvoire

A fixed exchange rate has certain advantages that would vanish if C6te d'lvoire
were to adopt an exchange rate policy of its own. Among these is the stability pro-
vided by the franc zone. Exchange rate stability, in particular, has a positive effect
on the level of foreign direct investment. It also encourages an open economy.
Among the other advantages of the common currency area is that the shared lan-
guage, culture, and institutions of C6te d'lvoire and France enhance factor mobil-
ity, and perhaps capital mobility. In comparing the economic performance of West
African members and nonmembers of the franc zone, Devarajan and de Melo
(1987) found that long-run growth was faster in the CFA countries between 1960
and 1982. Moreover, the ability of these countries to adjust to adverse external
shocks was better than among nonmembers despite the fixed exchange rate sys-
tem. Similar conclusions have been reported in other studies as well (see Guillau-
mont, Guillaumont, and Plane 1988).

Thanks to the operations account mechanism Cote d'lvoire has been able to
avoid short-run shortages of foreign exchange. This feature is important since it
has been widely observed that foreign exchange shortages in the short term can
lead to a cumulative balance of payments deficit through a reduction in export ca-
pacity.21 The recent empirical evidence therefore reinforces the theoretical rea-
soning that is called on to prove the existence of significant gains from franc zone
membership, which should lead the Ivorian authorities to restore the competitive-
ness of their economy within this institutional framework. An active exchange
rate policy might therefore be costly for C6te d'lvoire. Thus the real issue for its
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policymakers is how to arrive at an adequate depreciation of the real exchange rate
without losing the benefits of the monetary stability provided by the institutions of
the franc zone.

Other Policy Issues Linked to the Exchange Rate System

In the discussion of the likely effects of a depreciation of the RER, the policy of
fixed agricultural prices has played an important role in CMte d'lvoire: when pro-
ducer prices of export crops are fixed by the government (in local currency), a de-
preciation cannot have any direct effect on export supply. It could be argued that
producer price policy is itself an inefficient system, which should be disposed of.
By eliminating uncertainty, however, the stability of producer prices may itself be
a good incentive for peasants and it may therefore have favorable effects on the
openness of the economy. Thus the gains in flexibility may not be reason enough
to throw out the present institutional system of agricultural pricing.

Yet, the price stabilization policies of CMte d'lvoire have led to sudden chang-
es in public sector resources. When world market prices rose, public sector reve-
nue rose, and there was easier access to foreign credit. This led to sharp increases
in expenditures which greatly contributed to put pressure on the balance of pay-
ments. When these prices fell resources were not available to assure farmers that
prices would remain stable and it was difficult to reduce the high spending levels
that the country had become used to. Hence, in the longer run it would appear that
if C6te d'lvoire had adhered to a more liberal producer price system the over-
spending might have been considerably less and the increase in foreign indebted-
ness would have been more moderate. Alternatively, the extraordinary public
revenues could have been put in reserve (see the next section). Therefore it may
be that the crisis of the 1980s would have been avoided in part if the producer price
policy had been different.

Another institutional feature that needs to be mentioned is the export subsi-
dies scheme introduced after 1986. The combination of an export subsidy and im-
port tariffs is viewed as a way of proxying a depreciation without changing the
currency parity. Indeed, this system gives the right incentives to substitute tradable
goods for domestic goods in production and domestic goods for imports in con-
sumption. Its benefits must not be overestimated, however. Tariff and subsidy
rates cannot be changed frequently when the real effective exchange rate is subject
to wide variations. Consequently, such a policy is not a substitute for a truly flex-
ible exchange rate. It may only help to correct some adverse effects of a structur-
ally overvalued foreign exchange rate. Such a policy also seems to be a beggar-
my-neighbor policy since export subsidies apply in part to exports (of manufac-
tures) to other members of the WAMU, or at least to neighboring countries. If
pushed too far it would induce neighbors to take protective measures. The final
outcome would then be negative for CMte d'lvoire as well as for its neighbors. The
small size of the corresponding markets certainly add to this danger.
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Fiscal Policy and the Public Sector

Given the limited efficiency of monetary policy and the fixed character of the ex-
change rate, fiscal policy is obviously the main macroeconomic tool available to
CMte d'lvoire. Indeed, as earlier chapters have shown, the crisis the country went
through in the 1980s stemmed in large part from public overspending, and thus
public expenditure must be contracted if the problem is to be cured. This policy
instrument must therefore be managed with the utmost care. The recent experience
of C6te d'lvoire points out several lessons. For one thing it is vital to make public
spending decisions more coherent and transparent than has been the case in the
past. For another, the objectives and the functioning of the Price Stabilization
Fund clearly need to be reformed.

The Need for Greater Transparency in Public Spending,
Tax Collection, and Public Enterprises

The primary cause of the crisis that struck C6te d'lvoire at the beginning of the
1980s, as just mentioned, was endogenous public overspending, as opposed to the
exogenous drop in external terms of trade. This overspending can be attributed to
two factors. On one hand, planned public expenditures during the second half of
the 1970s were too large and certainly exceeded the absorption capacity of C6te
d'lvoire. On the other hand, realized public expenditures proved much larger than
had originally been planned. As noted in chapter 6, the first cause resulted from a
faulty evaluation of the economic situation. It can only be hoped that a better mac-
roeconomic framework will be used in the future. From the point of view of this
chapter, the second explanatory factor is more interesting since it points to a struc-
tural weakness in the Ivorian policymaking system that must be remedied as soon
as possible.

The lack of transparency in public spending has various causes. Among them
are the complexity of the general organization of tax collection, including ear-
marking practices, and of public expenditures budgeting (see chapter 2). Even
though it might be organized more efficiently, this institutional setting, as such,
has not been the cause of the problem. The poor organization of public spending
in the 1970s was primarily due to the fact that a substantial amount was spent out-
side that setting, either through public enterprises or through the receipts of the
CSSPPA that escape the normal budgeting procedures.

Public enterprises certainly offer a great deal of hope for the long-run growth
of C6te d'lvoire although they also raise some concerns. Given the limited devel-
opment of local private capitalism at present, they will necessarily be an important
part of domestic development in the next ten to twenty years. At the same time,
public ownership, full or partial, introduces obvious biases in the incentive struc-
ture of these companies and severely reduces their efficiency. As C6te d'lvoire
discovered during the 1970s, the lack of control over public enterprises can lead
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to operating deficits, inefficient investment projects, excessive borrowing from
abroad, and corruption. Moreover, the decentralization of decisions in these com-
panies made it impossible to appraise the actual situation of the public sector as a
whole-recall that the 1983 foreign payment crisis arose in part because the actual
amount of foreign loans contracted by public enterprises had been overlooked.

Some steps have been taken to limit the freedom of public enterprises in their
investment program and in foreign borrowing, and to reduce the number of such en-
terprises, either through privatization or simply by dismantling some of them. But
their share both in the total capital stock and in modem employment remains high.
By 1985, only 57 percent of total assets in the modem sector was owned by C8te
d'lvoire, of which, 47 percent belonged to the public sector. Likewise, 40 percent of
modem employment-outside the central and local govemments-was concentrat-
ed in the fifty firms fully or primarily controlled by the state. It is not clear what mea-
sures should be taken to further improve the performance of public enterprises. For
those that are explicitly oriented toward the domestic and foreign markets-such as
SODESUCRE, EECI, and Air-Afrique--evaluation rules should be as close as pos-
sible to those used in private firms. The state should simply act like a majority share-
holder, requesting a satisfactory profit performance from the managers. At the same
time, distinct evaluation rules should be designed for those numerous public agen-
cies-most of them being former public companies-whose function is simply to
provide some development assistance to the traditional sectors of the economy
(MOTORAGRI, SODEFEL, SODEFOR, and the like).22

From a public finance point of view, significant progress has recently been
made by incorporating public enterprises in a consolidated account of the entire
public sector. This certainly should improve the transparency of public spending
after the fact. Beforehand, public finance can be coordinated on a short-run basis,
although this unified approach should really apply to the budgeting procedure as
a whole. Receipts of CSSPPA that escape normal budgeting procedures would
play a vital role here.

Role of the CSSPPA

For various reasons, during the 1975-80 cycle the CSSPPA did not fulfill the task
it was designed to perform-namely, act as a stabilization fund. As discussed in
chapter 6, most of the CSSPPA's huge receipts at the time of the coffee-cocoa
boom in the 1970s may have been spent because it was believed that world prices
were then at their "normal" level. Also, the spending of those receipts probably
reflected the govemment's disorganized approach to such decisions, which were
not bound by any formal procedures. Things might have been different if there had
been some rule to force the CSSPPA to put in reserve-that is out of the reach of
the govemment-some predetermined percentage of the increase in its receipts.
Fewer expenditures would have been approved then, or more foreign loans would
have been sought, and the accumulated reserves could have been used when the
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terms of trade started deteriorating in order to reduce the pressure on the balance
of payments.

In view of the present level of the outstanding debt and the constraint on for-
eign exchange. the CSSPPA is still finding it difficult to act as a stabilizer of export
receipts. When export prices rose again in 1984-85, the CSSPPA's receipts dou-
bled in relation to 1983, reaching some 9 percent of GDP. All the surplus was then
passed on to the Debt Amortization Fund, which used it for interest payments on
external loans and amortization. In the absence of this increase in CSSPPA re-
ceipts, Cote d'lvoire was, at that time, presumably unable to meet its obligations
to foreign creditors. This is precisely what occurred in 1987-88, when the terms
of trade deteriorated again and C6te d'lvoire went into arrears on its external debt.
The present pressure of the debt has thus impaired the ability of the CSSPPA to
stabilize domestic prices in the face of world price fluctuations, and by the same
token, foreign exchange reserves. Unfortunately, it did not carry out this task in
the booming years of the 1970s, either. If the foreign payment constraint is pro-
gressively released in the future, it will certainly be of the utmost importance for
future growth to ensure that the institutional setting allows the CSSPPA to act as
a stabilizer.

From a domestic point of view the main objective of the CSSPPA is to regu-
late internal prices to protect producers from large fluctuations in the international
markets. As noted in the preceding chapters, up to 1989 this was achieved in CMte
d'lvoire not so much by smoothing the trend in producer prices in comparison
with fluctuations in international prices, as by fixing producer prices at a some-
what arbitrary level below foreign prices. In that way the CSSPPA was truly "reg-
ulating" internal producer prices, isolating them from foreign fluctuations. But at
the same time it behaved like a tax collector, taking from producers the difference
between foreign coffee and cocoa prices and (lower) producer prices.

De facto, the producer price policy of the CSSPPA is a major macroeconomic
policy instrument in CMte d'lvoire. An increase in producer prices is equivalent to
a reduction in tax receipts by the public sector, or, in other words, an expansionary
tax policy. With higher prices the demand of export producers rises with the usual
multiplier effects. Such a policy may also be inflationary if there is enough com-
petition between export and food crops at the production level. In such a case, the
increase in export producer prices will transmit to food products to the extent that
domestic food products are protected from import competition--and then, possi-
bly, to urban wages. Something of that sort occurred during the boom years.

Needless to say, such a fixed-price policy may be dangerous in the face of a
sudden pronounced drop in export prices. The fall in world cocoa prices that oc-
curred in 1987-88-not independently of CMte d'lvoire's export policy-was
such that world prices went below internal producer prices, putting the CSSPPA
in a difficult position, whereas the purchasing power of producers was maintained,
if not increased, because of a larger volume of production-at a time when a gen-
eral contraction of the economy was called for because of the foreign payment
constraint. In particular, the reduction in the price of cocoa (from CFAF 400 per
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kilogram to CFAF 200 per kilogram) decided in 1989 was necessary to restore the
CSSPPA's financial position.

The macroeconomic impact of CSSPPA's producer price policy seems to have
been overlooked. Some flexibility in those prices should make it easier to regulate
the economy. At the same time, this flexibility might reduce the incentive to pro-
duce for the export market somewhat because of the uncertainty existing in it.
There is a tradeoff here that must be carefully evaluated. In view of the importance
of traditional export crops, their price fluctuation on world markets, and the pres-
sure of the foreign exchange constraint, the stability of C6te d'lvoire's growth per-
formance in the medium and the long run will greatly depend on the policy that is
followed regarding the corresponding producer prices.



Chapter Eight

Conclusion

The preceding analysis of the prospects for long-run growth and structural reform
in C6te d'lvoire certainly brings home the heavy pressure exerted by the foreign
payment constraint. Indeed, as emphasized throughout this book, that constraint
and the inability of the country to cope with it account for the slowdown in C6te
d'Ivoire's development during the 1980s. In all likelihood, GDP growth in C8te
d'lvoire for the next ten to fifteen years will be determined in large part by the be-
havior of the trade balance and the balance of payments.

As indicated in chapter 6, this made the depreciation of the real exchange rate
the most pressing macroeconomic issue for Cote d'lvoire in the immediate future.
That such a depreciation was necessary cannot be doubted: whatever the reference
year, simple calculations have shown that Cote d'lvoire's real effective exchange
rate was overvalued, at least by 15 percent, but more likely by 30 to 50 percent. A
rapid realignment of the real exchange rate of that magnitude does not conflict
with the idea of Cote d'lvoire remaining in the West African Monetary Union.

From that point of view, it is quite likely that the economy would have fared
much better had a successful depreciation taken place as soon as the mid-1980s.
Not only would some resource reallocation have taken place that would have
eased the balance of payments adjustment, but it might also have restored interna-
tional confidence and allowed C6te d'lvoire to regain the full advantage of its
membership in the franc zone and the WAMU. Instead, the chosen strategy of no
depreciation imposed hardships on the economy, via permanent severe rationing
on international capital markets. This increased its vulnerability to all external
shocks and undermined its growth potential through drastic cuts in public invest-
ments. Also, the chosen policy helps explain why institutional framework of the
franc zone, which seemed so favorable to Cote d'lvoire's development in the
1960s and 1970s, became unoperational in the second half of the 1980s.

Of course, implementing a real effective exchange rate depreciation is not
equivalent to advising a switch to a fully flexible exchange rate system. As pointed
out in chapter 6. such an exchange rate regime would be difficult to manage be-
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cause of the excessive rigidity of the economy in the short run. This rigidity must
be reduced through structural reforms of the kind discussed earlier. Even if there
were less rigidity in the short run, it would still be advantageous for Cote d'lvoire
to stay in the WAMU and the franc zone. For one thing, these ties enable it to avoid
short-run shortages of foreign exchange by drawing on the operations account
with the French Treasury. In the long run, another advantage is the relative secu-
rity provided by capital mobility and the fixed character of the foreign exchange
rate to foreign investors. Foreign investment has been a major factor of growth in
the past and it will remain so in the years to come. If the export incentives recently
granted in the manufacturing sector are to have any effect, it will most likely be
through foreign capital. This long-run advantage of the monetary links with
France certainly outweighs the short-run limitations that it may impose on macro-
economic policy.

The central concern of macroeconomic policymakers in Cote d'lvoire at
present is how to realign the real effective exchange rate and restore the competi-
tiveness of the economy. Under the most reasonable assumption that can be made
while keeping C6te d'lvoire in the franc zone, structural changes will have to be
pursued vigorously to reach these objectives. The analysis of the preceding chap-
ters has shown that Ivorians could profitably undertake much institutional reform
in the area of fiscal management and in other areas in which production costs
could be lowered. In particular, sustained long-run growth requires greater trans-
parency at all decision levels in the public sector and greater efficiency in public
enterprises. which make up a large part of the country's economy. Although
progress has recently been made on both fronts, a number of structural problems
remain pertaining to the role of the Price Stabilization Fund, as well as the incen-
tives and methods of investment decisionmaking in public enterprises. Given the
limited size of domestic private entrepreneurship, long-run growth in Cote
d'lvoire will of necessity keep relying both on foreign and on public firms. Before
the economy can adjust to new growth conditions, it will be essential to improve
the efficiency of the public firms, in particular.
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Appendix A

GDP

Data

1965-84

Ivorian national accounts do not provide direct estimates of GDP and sectoral val-
ue added at constant prices. Since 1975, however, they have included sectoral es-
timates at previous-year prices. This provides a basis for computing prices indices
of sectoral value. The available data cover value added at market prices and in-
clude the CSSPPA stabilization receipts in the service sector. The other principal
source is the 1986 World Bank report on C6te d'lvoire. It provides sectoral data
on GDP at constant factor costs from 1965 to 1984. When these sources are com-
pared with a common sectoral breakdown for 1975 to 1982, both appear to have
shortcomings.

For instance, the data on the construction sector in C6te d'lvoire's national ac-
counts (CINA) for 1982 are clearly wrong-they indicate a 12 percent decrease in
value added that implies a real growth of 1 1.6 percent. Such a rate is not consistent
with empirical evidence on the evolution of the crisis in CMte d'lvoire. By com-
parison, World Bank national accounts estimates (WBNA) indicate a real drop of
32.6 percent for the value added in the same sector in 1982.

Apart from this observation, data on sectoral deflators CINA and WBNA cor-
relate quite well. The coefficients of correlation for 1975-82 are as follows: agri-
culture. 0.997: manufacture and mining, 0.995: utilities, 0.968; transformation,
0.968: other services. 0.995.

The problem is that those data catnot always be expected to correlate that
well, at least for other services, since CINA include CSSPPA receipts, whereas
WBNA exclude them (at factor cost). WBNA data show large variations for real
services, which correlate with export receipts. This seems impossible at factor
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costs because of the different way in which local and international prices of export
crops have evolved.

We thus assumed that WBNA's estimates of market price for real GDP were
as a whole acceptable, but we modified real GDP at factor costs. The gap between
both sets of estimates was used to correct value added at factor cost in services.
Indirect taxes on production and on import duties at constant prices, which repre-
sent the difference between real GDP at market prices and factor costs, were ob-
tained by indexing CSSPPA receipts and import duties on real exports, and VAT
and TPS on GDP at market prices (excluding CSSPPA and import duties).

1985-87

From 1985 on, the only available source of sectoral information is unpublished
provisional national accounts. These accounts provide considerable details, at
both current and preceding-year prices. All estimates are made at market prices.

We computed a sectoral growth index and updated our sectoral value added
series (at factor costs) with the help of this growth index. We then assumed that
from 1985 to 1987 the ratio of total GDP at market prices over total GDP at factor
costs had been constant. This postulate seems quite reasonable historically. Simi-
larly, we computed a growth index for the main components of GDP by end use
(final consumption, investments, exports) and for imports, and we updated histor-
ical series with the help of this growth index. Changes in inventories at constant
prices were computed so that it balances the resource-use equilibrium. According-
ly, this means that the figures provided for changes in inventories are far from ac-
curate. Nevertheless, we verify that they are of the same sign as the current prices
figures.

Real Sectoral Growth

The corresponding real growth rates for the periods 1965-73, 1973-79, 1979-86,
and 1984-87 are shown in table A. l. From 1965 to 1979 real GDP growth was
about 7 percent. Then it became negative or slightly positive. This change reflects
the crisis after the 1976-78 boom, as well as a slowing down in resource-based
activities (except mining): forestry, export crops, and food crops. During the crisis
years, construction and public utilities were the sectors most seriously affected.
The drop in construction is a direct consequence of a huge decrease in investments
from 1980 on. In 1984, the level of investments was the same as in the early 1970s
(see table A.3.).
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Table A.1 Average Growth Rates, Selected Years, 1965-87

Sector 1965-73 1973-79 1979-84 1984-87

GDP (at factor cost) 8.3 7.0 -0.7 1.7

Export crops 7.4 3.4 0.2 7.4

Food crops 3.3 2.4 -1.1 0.8

Forestry 8.6 4.0 -4.7 8.0

Oil products 8.7 0.7 43.4 -22.1

Manufacturing 10.3 6.6 -0.1 -9.9

Utilities 12.9 14.1 -12.1 6.5

Construction 14.0 17.1 -24.6 -13.2

Transports 6.8 4.6 -2.7 -2.0

Other services 17.2 11.1 1.6 6.7

Agriculture 4.8 2.4 -0.8 2.5

Industry 11.8 11.3 -4.0 -10.3

Services 13.1 9.5 0.7 5.2

GDP (at market prices) 8.3 6.7 -0.8 1.7

Final consumption 8.6 9.1 -1.2 4.8

Investment 7.5 16.3 -17.0 -2.6

Export 7.6 2.6 3.0 1.1

Import 7.7 12.2 -7.5 6.8

Source: CINA and WBNA data.
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Table A.2 Decomposition of GDP at Factor Cost, 1965-87
(constant prices)

Oil and Public
Year Agriculture Forestry petroleum Manufacturing utilities Building

1965 464.9 20.7 6.4 53.5 8.9 36.0

1966 475.3 22.5 5.7 72.0 10.6 40.5

1967 460.3 35.6 4.6 89.0 12.6 45.1

1968 543.6 34.3 3.5 80.4 15.8 50.1

1969 534.1 45.9 3.8 83.0 18.7 49.4

1970 570.4 34.6 2.9 102.3 19.7 80.0

1971 615.5 35.9 7.2 115.8 23.3 102.1

1972 612.4 42.6 12.9 133.1 23.6 96.2

1973 649.3 46.1 10.7 131.4 23.5 90.5

1974 581.1 40.7 8.1 146.4 21.6 75.1

1975 643.9 36.1 10.5 149.5 25.2 102.3

1976 692.2 28.9 6.7 183.7 23.5 118.3

1977 657.2 32.5 13.7 172.0 29.3 150.4

1978 722.3 33.1 9.8 184.4 36.5 204.5

1979 720.7 37.6 9.2 200.0 59.0 201.8

1980 825.3 31.0 21.7 251.7 65.2 172.9

1981 853.2 20.9 43.0 273.1 71.6 174.7

1982 823.2 39.1 68.7 236.0 55.9 117.7

1983 741.6 25.5 119.4 203.5 61.9 108.2

1984 741.0 26.9 62.8 232.2 27.4 51.7

1985 830.7 24.6 54.7 231.5 44.7 46.1

1986 838.6 10.6 58.7 213.6 42.8 40.0

1987 803.2 14.0 29.4 171.7 34.5 34.9
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Table A.2 (continued)

Total GDP Total GDP
Other at factor Indirect tax at market

Year Transport services costs prices prices

1965 97.9 91.6 779.8 279.6 1,059.4

1966 106.5 122.2 855.3 298.3 1,153.6

1967 89.8 158.6 895.9 313.3 1,209.2

1968 94.9 195.5 1,018.1 377.1 1,395.2

1969 106.8 275.6 1,117.4 385.0 1,502.4

1970 107.2 291.8 1,208.9 423.4 1,632.3

1971 136.1 304.6 1,340.6 449.2 1,789.8

1972 151.7 337.8 1,410.4 485.5 1,895.9

1973 165.0 367.1 1,483.5 508.9 1,992.4

1974 142.3 504.2 1,519.3 535.0 2,054.3

1975 139.7 588.8 1,696.2 529.0 2,225.2

1976 148.7 666.3 1,868.3 613.4 2,481.7

1977 151.7 723.4 1,930.2 644.6 2,574.8

1978 177.7 753.1 2,121.4 700.7 2,822.1

1979 211.8 737.9 2,177.9 699.9 2,877.8

1980 230.5 856.3 2,454.5 755.8 3,210.3

1981 207.9 828.7 2,473.1 775.0 3,248.1

1982 196.3 841.7 2,378.4 745.1 3,123.5

1983 204.9 855.3 2,320.2 670.8 2,991.0

1984 190.1 823.8 2,155.9 713.4 2,869.3

1985 183.4 826.6 2,242.2 739.9 2,982.1

1986 192.4 913.5 2,310.3 762.4 3,072.7

1987 175.2 996.6 2,259.4 745.6 3,005.0

Source: CINA and WBNA data.
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Table A.3 Decomposition of GDP, 196547
(constant prices by end use)

Total GDP Changes
at market Final in

Year prices consumption Investment inventories Exports Imports

1965 1,059.4 713.7 236.1 7.3 492.0 389.8

1966 1,153.6 763.1 235.9 30.0 527.1 402.5

1967 1,209.2 830.5 242.9 8.7 552.6 425.6

1968 1,395.2 901.6 250.0 7.8 706.8 471.0

1969 1,502.4 994.2 270.7 39.4 691.8 493.6

1970 1,632.3 1,090.8 339.6 35.9 744.7 578.8

1971 1,789.8 1,218.7 355.8 17.9 788.1 590.8

1972 1,895.9 1,260.6 343.5 15.1 882.3 605.7

1973 1,992.4 1,411.0 418.4 32.2 864.0 733.1

1974 2,054.3 1,404.3 382.6 58.8 991.5 783.0

1975 2,225.2 1,580.9 443.8 10.1 952.0 761.6

1976 2,481.7 1,802.1 548.4 24.8 1,063.7 957.2

1977 2,574.8 1,977.5 784.4 39.6 979.4 1,206.1

1978 2,822.1 2,210.2 955.9 3.1 1,035.7 1,382.8

1979 2,877.8 2,265.8 863.2 28.6 1,059.3 1,339.1

1980 3,210.3 2,486.7 882.9 65.7 1,188.7 1,413.6

1981 3,248.1 2,296.1 782.4 57.1 1,357.4 1,244.9

1982 3,123.5 2,221.1 670.2 52.5 1,342.4 1,162.6

1983 2,991.0 2,244.7 567.8 3.5 1,189.1 1,014.0

1984 2,869.3 2,224.7 352.6 -38.3 1,311.8 981.5

1985 2,982.1 2,290.3 335.9 37.9 1,348.0 1,030.0

1986 3,072.7 2,500.7 350.6 -34.6 1,281.1 1,025.1

1987 3,005.0 2,532.2 318.6 3.2 1,383.3 1,232.3

Source: CINA and WBNA data.
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Employment and Cost Structure
of Sectors

Data on employment and value added components are available only for the mod-
em sector of the economy, that is, all "incorporated" production units. As pointed
out in the text (table 1.5), those firms account for approximately 50 percent of
GDP outside the agricultural and the government sector. The main statistical
source for that sector is the BDF, which has been collecting annual reports and of-
ficial accounts of incorporated firms since 1974, but this collection is exhaustive
for only the past few years, however, and hence there are inconsistencies in series
derived from the BDF. At the aggregate level, these problems have been resolved
by national accountants, and the annual data reported for the incorporated sector
as such are fairly accurate. A precise breakdown by economic activities is avail-
able for 1982. For other years, only BDF data are available.

Table B. I gives an idea of the evolution of the modem sector as a whole since
1974, which is the period covered by the present study. The main features of that
period are readily apparent in table B. 1. Growth proceeded rapidly at the begin-
ning of the period, that is, between 1974 and 1978. but since employment grew
faster while productivity fell, the share of labor in value added increased substan-
tially. The latter two phenomena may have been a result of the fast development
of public enterprises.

From 1979 on, the growth of the modem sector decelerated sharply, except
for the 1981 burst, the origin of which is unclear. At the same time, employment
suffered a sharp decline. Again, this might have been due to the constraints im-
posed on public enterprises. As a result, productivity increased, whereas the share
of wages in value added returned to its original level. Thus, contrary to what is
generally observed in recessions, productivity moved countercyclically and the la-
bor share cyclically over the recent period.

No clear trend emerges from the data on labor costs. On one hand, there might
be some upward trend in the figures reported in table B. I, but it is certainly very
slow. On the other hand, year-to-year fluctuations are quite significant.
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Note that there may be some ambiguity in the employment series taken from
the Ministere du Travail (Ministry of Labor). Since they come from wage-tax re-
ports, they include not only the incorporated sector, which in 1982 accounted for
only 70 percent of reported wage employment. Using the aggregate employment
series from the BDF (table B.3) somewhat accentuates the ups and downs in labor
productivity.

Table B.2 provides the same information as table B.1, but on a cross-sectoral
basis for 1982. Significant intersectoral differences show up in labor productivity.
Note, in particular, that productivity is lowest in the manufacturing sector-al-
though it should be kept in mind that this analysis is primarily concerned with the
incorporated sector. In fact, it is likely that incorporated firms account for a larger
share of output and employment in a sector like manufacturing than in construc-
tion or commerce. Thus the ranking of sectors by level of labor productivity need
not conform to what is usually found with comprehensive employment data. No-
tice also that the low figure for productivity in the food sector may reflect specific
problems in the sugar company in 1982.

If labor shares are taken to represent labor intensity, the ranking of sectors in
table B.2 corresponds to what could be expected, except for the surprisingly low
share of wages in the commerce sector, which nevertheless accounts for more than
30 percent of value added.

As already mentioned, the data from BDF do not seem fully consistent over
time. This is unfortunate since it is the only source for sectoral time series. Table
B.3 reports employment series from BDF. Clearly, the disaggregation of compa-
nies into public and private seems to be largely inconsistent over time. The break-
down by economic activities appears to be better. The main point to note here is
that the fast increase in employment during the second half of the 1970s seems to
have taken place mostly in the manufacturing sector and construction. But the
contraction of employment in manufacturing is insignificant after 1980, whereas
in all other sectors it has been quite severe.

Those figures must be treated with caution, however, particularly since it is
quite possible that their coverage has been changing over time. On the other hand,
they are not inconsistent with what is known of the evolution of output by eco-
nomic activities.
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Table B.1 Output, Employment, and Wages in the Modern Sector, 1974-84
(millions of 1984 CFA francs)

Labor share
Real value Real value in value Real labor

addeda Employment added per added cost per
Year (1974=100) (thousands) workerb (percent) worker

1974 100 183.6 2.53 56.0 1.42

1975 113.1 212.7 2.47 57.2 1.41

1976 124.3 243.7 2.37 64.2 1.52

1977 130.7 268.7 2.26 66.1 1.49

1978 150.5 287.7 2.43 58.9 1.43

1979 146.9 296.7 2.30 63.0 1.45

1980 154.8 307.2 2.34 64.4 1.51

1981 176.7 285.0 2.88 54.5 1.57

1982 152.6 274.9 2.58 57.2 1.45

1983 173.3 257.7 3.12 57.0 1.75

1984 165.7 243.2 3.16 58.0 1.83

Note: The govemment is excluded.
a. Using the nonagricultural GDP deflator, at factor cost.
b. At factor cost.
Source: National accounts and Ministere du Travail.
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Table B.2 Employment, Productivity, and Wages by Modern Sector, 1982
(total = 100)

Value added Laborshare in
Sector Employment Value added per worker value added

Timber 1.4 0.6 43 83.4

Fishing 0.4 0.6 150 65.9

Mining 0.3 4.1 1,366 15.0

Manufacturing 45.4 26.6 59

Food products 21.0 8.2 39 72.5

Textiles, leather,
and shoes 7.8 6.6 85 45.0

Wood products 4.0 1.7 43 74.2

Chemicals and
rubber 6.5 2.7 42 61.8

Oil products 0.5 1.7 340 35.0

Construction
materials 0.5 0.6 120 49.2

Steel 0.04 0.16 400 28.3

Transport
equipment 1.4 1.1 79 63.7

Othermachinery 2.6 3.0 115 51.8

Miscellaneous 1.1 0.8 73 74.7

Utilities 2.6 5.3 204 40.0

Construction 9.5 7.7 81 76.9

Housing 0.4 0.3 75 45.6

Other services 10.4 9.8 94 68.3

Commerce 28.1 31.3 III 27.2

Total 100.0 100.0 100 50.6

Source: Comptes de la Nation. Comptes intermediaires des SQS (1982).
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Table B.3 Employment in Modern Sector, 1975-85
(percent)

Sector 1975 /976 1977 /978 1979 1980 1981 /982 /983 /984 1985

Wood
industry 18.2 21.6 23.3 21.6 18.0 17.1 13.8 9.9 10.0 10.0 9.1

Manufacturing 61.9 79.3 85.4 80.9 94.0 99.5 95.2 91.2 89.2 88.4 87.2

Construction 23.7 31.7 46.1 54.7 47.7 35.2 23.5 16.7 13.5 8.4 5.3

Commerce 20.9 23.3 25.8 26.0 29.8 27.5 23.5 20.7 19.9 17.8 15.9

Transport and
other
services 30.4 35.3 39.0 40.8 46.6 49.2 44.7 34.6 33.7 30.6 27.8

Total 161.9 198.3 232.3 238.9 243.3 237.3 215.0 183.4 177.7 162.2 152.7

Public
companies 29.1 39.1 55.3 46.6 52.0 50.0 48.5 35.9 29.5 28.0 28.7

Semipublic
companies 31.9 35.7 11.2 12.1 37.7 38.5 34.2 34.3 34.1 32.8 33.1

Private
companies 124.0 145.9 171.0 180.1 153.6 148.8 132.4 113.5 109.6 101.4 90.9

Source: Centrale des Bilans, various years.
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Table B.4 Labor Share in Value Added in Modern Sector, 1974-83
(percent)

Sector 1975 1976 1977 1978 1979 1980 1981 1982 1983

Wood industry - - 72.3 90.7 - 63.5 - 76.7 68.9

Manufacturing 48.0 57.3 57.2 53.4 - 60.0 - 63.0 56.2

Construction - - 55.6 58.7 - 69.2 - 82.1 92.4

Commerce 55.8 48.0 49.2 55.3 - 56.5 - 59.1 62.7

Transport and
other services 75.0 74.1 73.2 71.3 - 76.5 - 85.0 90.0

Total 60.6 60.8 58.6 59.6 - 64.8 - 65.1 60.3

Public
companies 93.9 113.7 73.6 73.7 - 71.4 - 80.5 65.4

Semipublic
companies 46.1 46.3 56.3 57.1 - 54.3 - 55.6 48.9

Private
companies 62.2 59.3 56.5 59.1 - 66.1 - 64.5 63.3

Note: Labor share corresponds to total labor cost; value added is expressed at factor cost.
Source: BDF data.
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Investment

Investment data have been discussed at length in the text, particularly the problem
of their sectoral origin. Some further problems are discussed here.

Table C.] reports the evolution of total investment expenditures at constant
prices and as a share of GDP. There is nothing too surprising in this series. Of
course, the most noticeable change is the fast increase in 1977-78-which
amounts to almost a doubling of investment expenditures-and then a sharp drop
after 1983. Notice, however, that investments actually started to increase in rela-
tion to GDP much before the export price boom in 1976.

The last column in table C. I shows that, indeed, the public sector was in large
part responsible for the 1977 investment boom, but certainly not for all of it. The
private sector also contributed to it. Notice, too, that despite a serious drop in the
share of the public sector after 1979, the volume of investment did not fall at a cor-
responding pace. The reason is to be found in the huge investment expenditures
undertaken in the oil sector at that time.

There is no consistent time series on the composition of investments by type
of goods. To the extent that the output of the construction sector may be almost
entirely considered investment goods, the ratio between GDP in construction and
the volume of investment gives some indication of the evolution of the composi-
tion of investments over time. Indeed, table C. I suggests substantial changes in
that series. The share of construction goods was at its highest at the beginning of
the 1970s, but no important change followed the 1977-79 investment boom.

Data on the composition of investments may also be obtained from the Cen-
trale des Bilans. Table C.2 shows that for the modem sector as a whole, there have
been substantial fluctuations in that composition since 1975.

Table C.3. also derived from the Centrale des Bilans data, gives an indication
of both labor and capital productivity. Capital stock estimates are obtained by de-
flating the total value of net physical assets by the investment deflator in national
accounts. Of course, the difference between such an estimate and a true capital
stock figure lies in the differences between "economic" depreciation rates and
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"amortization rates" in the tax system. The resulting capital/worker and output-
capital ratios seem consistent.

As a result of the 1977-78 investment boom, the capital-labor ratio almost
doubled over the study period. The productive effects of those investments failed
to materialize, however, and the output-capital ratio fell substantially, whereas la-
bor productivity showed only moderate gains.

Of course, those ratios may be quite irrelevant for the most recent years, since
the economy entered a period of stagnation after 1979. From that point of view,
the situation looked slightly better for the manufacturing sector, at least when the
sugar industry's problems in 1982 are taken into account. Outside manufacturing,
the case of oil extraction is also of interest. In that sector, huge exploration and de-
velopment investments-amounting to CFAF 300 billion between 1978 and
1982-have not yet yielded their expected returns. Value added in that sector was
less than CFAF 30 billion in 1982. The performance of the modern sector as a
whole improved considerably in 1985.
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Table C.1 Investment Expenditures, 1965-86

Index of the
share of

construction
in total Share of public

Volume of Investmentasa investmentC sector in total
Year investmenta share of GDPb (1965 = 100) investment

1965 236.1 21.3 100.0 -

1966 235.9 19.6 112.5 -

1967 240.9 19.2 122.7 -

1968 250.0 17.3 131.4 -

1969 270.7 17.3 119.7 -

1970 339.6 20.7 154.4 -

1971 355.8 21.0 170.2 -

1972 343.5 20.2 164.7 -

1973 418.4 21.8 131.3 -

1974 382.6 19.4 124.3 58.3

1975 443.8 22.0 138.7 69.1

1976 548.4 22.2 138.2 67.2

1977 784.4 25.8 126.6 71.9

1978 955.9 29.7 127.0 70.7

1979 863.2 27.1 140.5 69.8

1980 882.9 24.2 131.7 59.4

1981 782.4 24.4 106.7 47.8

1982 670.2 21.7 108.5 50.9

1983 567.8 19.9 110.9 53.0

1984 352.6 13.0 102.5 58.9

1985 335.9 11.4 106.7 -

1986 350.6 11.9 103.0

1987 - 11.2 -

a. In billions of CFA francs at 1984 prices.
b. At current prices.
c. Ratio of GDP in construction to volume of investments.
Source: Centrale des Bilans
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Table C.2 Investment Expenditures in Modern Sector by Type of Good,
Selected Years, 1975-85
(percent)

Sector 1975 1977 1980 1982 1983 1985

Land 0.8 0.9 1.4 1.3 0.4 4.2

Buildingsa 59.4 60.8 47.6 65.2 74.5 54.4

Machinery 16.3 15.0 16.4 0.6 11.9 16.4

Transport equipment 13.5 17.3 14.9 6.0 7.5 17.6

Furniture and office
equipment 10.0 5.9 19.8 16.9 6.1 8.3

Total 100.0 100.0 100.0 100.0 100.0 100.0

Share of modern
sector in total
investment
expenditures 49.2 53.9 59.3 55.4 48.7 40.0

a. Includes investment goods still in elaboration. that is, mostly construction work.
Source: Centrale des Bilans.
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Table C.3 Investment, Capital Stock, Value Added, and Employment in the
Modern Sector, Selected Years, 1975-85
(billions of CFA francs at 1984 prices)

Sector 1975 1977 1980 1982 1983 1985

All firms

Investment 218.5 422.6 523.8 371.6 276.5 138.4

Net productive assets 810.5 1,247.0 2,130.4 1,948.8 1,698.0 1,406.4

Employment
(thousands of
persons) 162.3 232.3 233.3 197.0 177.7 164.4

Value added at
factors cost 466.5 716.2 819.4 676.5 663.3 686.2

Net assets per workera 4.99 5.37 9.13 9.89 9.55 8.55

Value added per
workera 2.87 3.08 3.51 3.43 3.73 4.17

Value added/net assets
(percent) 57.6 57.4 38.5 34.7 39.1 48.8

Manufacturing sector

Investment 63.9 185.9 256.6 127.1 108.0 87.3

Net productive assets 290.6 515.9 1,097.8 1,014.1 - 763.6

Employment 57.8 85.1 95.5 93.6 93.3 92.2

Value added at
factorcost 115.6 163.3 264.3 248.4 308.3 332.2

Net assets per workera 5.02 6.06 11.49 10.83 - 8.28

Value added per
workera 2.00 1.92 2.77 2.66 3.30 3.60

Value added/net assets
(percent) 39.8 31.7 24.1 24.6 - 43.5

Note: The deflator is the nonagricultural GDP deflator for value added when all firms are considered.
a. Millions of CFA francs at 1984 prices.
Source: Centrale des Bilans.



Table C.4. Savings and Investment Financing, 1968-87
(percentage of GDP)

Net current
transfers 

Share ofand factor National Savings foreignDomestic payments Capital Foreign savings inYear savingsa abroad Total Firms Households Government formation Investment savings investment
1968 25.0 6.7 18.3 5.5 5.3 7.5 17.1 16.7 -1.2 -7.4
1969 27.5 6.3 21.2 7.9 4.2 8.5 19.1 16.9 -2.1 -12.4
1970 25.0 3.7 21.3 7.2 5.1 8.4 22.0 20.2 0.7 3.5
1971 22.5 4.6 17.9 7.3 4.8 4.7 21.8 21.0 3.9 18.7
1972 22.6 4.9 17.7 6.4 4.9 5.3 20.6 20.0 2.9 14.6
1973 23.0 3.0 19.1 6.0 4.5 7.9 22.9 21.5 3.8 17.6
1974 24.8 3.5 21.2 5.4 5.0 10.4 22.0 19.4 8.0 3.9
1975 21.2 7.0 14.1 4.4 4.6 4.5 22.4 22.0 8.3 37.8
1976 27.2 7.4 19.9 1.7 4.2 13.8 23.0 22.2 3.1 14.1
1977 32.1 6.7 25.3 7.0 2.0 21.9 27.3 25.8 2.0 7.7
1978 27.6 7.9 19.7 3.2 4.0 12.0 29.8 29.7 10.1 33.9
1979 23.2 8.7 14.5 1.6 4.2 7.8 27.9 27.1 13.4 49.6
1980 18.8 9.5 9.3 .8 2.4 5.4 26.5 24.3 17.2 70.7
1981 17.4 11.0 6.4 4.8 5.0 5.0 25.9 24.4 19.6 80.3

(table continues on next page)



Table C.4 (continued)

Net current
transfers Share of

and factor National Savings foreign
Domestic payments Capital Foreign savings in

Year savingsa abroad Total Firms Households Government formation Investment savings investment

1982 18.8 12.9 6.0 2.7 2.1 .6 23.2 21.7 17.2 79.5

1983 19.0 13.9 5.1 2.1 6.0 1.9 1X.4 19.9 13.3 66.8

1984 23.0 15.5 7.5 1.5 1.7 3.5 11.6 13.0 4.1 31.5

1985 24.5 14.4 10.5 1.8 2.3 5.5 11.9 11.4 1.3 11.4

1986 18.8 10.8 8.0 4.0 3.5 3.1 11.1 11.9 3.9 32.8

1987 15.4 7.9 7.5 5.2 1.7 2.0 11.2 11.2 3.7 33.0

a. Domestic savings defined before factor payments abroad, foreign workers' remittances, and other current transfers.
Source: National accounts.



Appendix D

Foreign Trade

Data Problems

A recurring difficulty in Ivorian series is the general lack of aggregate deflators.
Foreign trade is no exception. Aggregate price series for both imports and exports
are available in the central bank over 1971-86, with 1970 as base year. These are
the main series that we have used. To analyze the specific terms of trade for vari-
ous products, however, we also computed the export price series for the main
products, and we used a 1984 weighted average of those series to deflate the total
value of exports over the whole 1965-86 period (the "five products" price index
in tables D. I to D.4). For imports, the BCEAO series was completed from the
1976 World Bank estimates, with 1973 as a base year. The resulting series might
not be too inconsistent since both subseries are based on import weights before the
oil boom.

A quick glance at tables D.l and D.2 shows quite a different picture of foreign
trade from that indicated in the 1986 World Bank report on CMte d'lvoire (World
Bank 1986). Apparently, deflators in that report were estimated on the basis of
prices in world markets expressed in constant U.S. dollars, and then corrected by
the exchange rate between the dollar and the CFA franc. Presumably because of
bilateral price agreements between Cote d'lvoire and the European Economic
Community, this procedure does not give an accurate idea of the evolution of for-
eign trade.

Growth of Foreign Trade and the Evolution of the Terms of Trade

On the export side, the changes are quite distinct from one subperiod to another.
When our own deflator is used (see table D. l), the volume of exports grows at a
fast pace-4.5 percent a year-until 1972. Then growth stops, and exports even
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fall a little. At the beginning of the 1980s, growth resumes. When 1986 WBNA
deflators are used, the pattem is different: extremely fast growth (9.9 percent!) un-
til 1972, stagnation from 1972 to 1979, and a slow recovery in the 1980s. To judge
by the rate of growth of the main exported products in table D.3, however, the
growth rate for the first subperiod seems greatly overestimated in the latter series.

It may be that in 1986 WBNA data missed the substantial improvement in the
terrns of trade that took place in 1969-70, because of a sudden increase in the price
of the three main export products: coffee, cocoa, and timber (see table D.2). The
two other external shocks on the terms of trade are correctly accounted for by all
series. These are the 20 percent appreciation that took place in 1973-74, despite
the boom in imported crude oil, and, above all, the 1977-80 boom in coffee and
cocoa.

External shocks on the Ivorian economy over the study period where there-
fore quite important. Two cycles in the terms of trade are readily apparent in figure
4.1: a medium-size one (with 30 percent swing) between 1967 and 1973. and a
large one (with an 80 percent swing) between 1976 and 1984.

The second cycle had a large impact on the entire economy. especially on im-
ports. According to all series, imports grew at an annual rate of 7 percent or more
between 1965 and 1979. Thus, the 1971-72 drop in the terms of trade had only a
small effect on imports. as a matter of fact, they began to stagnate after the 45 per-
cent increase between 1967 and 1970. With the downturn of the second cycle,
however, imports fell by more than 30 percent. In 1986, despite the recovery in
export prices and a slight increase in the volume of exports, imports were more or
less at the same level as they had been 10 or 12 years earlier.

Change in the Structure of Exports and Imports

The aggregate trend in exports hides important structural changes. Coffee, which
accounted for almost 40 percent of the total value of exports by 1965, now ranks
second, far below cocoa. Likewise, the share of timber, which was more than 25
percent in 1965, fell below 7 percent in 1986. Interestingly, this substantial rela-
tive drop in the two products that were the most important in 1965 was almost en-
tirely compensated, on the one hand by a vigorous increase in the importance of
cocoa, and, on the other hand, by the expansion of oil-refined products. Thus, the
weight of these four basic commodities-coffee. cocoa, timber, and oil prod-
ucts-in total exports has remained approximately the same over the past twenty
years. All in all, the share of nontraditional exports has not increased by more than
7 percentage points over the whole period.

Without further data, however, it is difficult to determine the precise structure
of imports. The available data are reported in table D.4. Two items have increased
in importance since 1965: crude oil (as a result of the successive oil price increas-
es) and food products. The change in food products is very recent and might be
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only a transitory phenomenon, due in part to the recent failure of the price support
policy in favor of the domestic production of cereals. The domestic output of rice
dropped by 20 percent in 1982 after the bankruptcy of SODERIZ, the public en-
terprise in charge of rice marketing. The approximate constancy of the share of
capital equipment over recent years is noteworthy, however, since it shows that the
huge drop in imports has been more or less proportionally distributed among man-
ufactured goods and raw materials.
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Table D.1 Merchandise Exports and Imports at Constant Prices, 1965-86

Exports Imports

Year WBNA BCEAO WBNA BCEA

1965 404.7 - 335.1 376.1

1966 440.8 - 350.8 391.2

1967 458.9 - 367.2 398.6

1968 573.2 - 401.1 435.0

1969 628.7 - 444.8 484.6

1970 674.6 - 533.2 570.8

1971 711.2 532.2 527.6 566.3

1972 788.3 622.0 512.6 548.1

1973 826.4 660.8 622.5 714.8

1974 855.7 786.4 634.7 764.5

1975 790.7 759.6 602.2 720.5

1976 898.2 879.2 738.4 812.2

1977 789.9 748.6 925.8 1,050.9

1978 833.5 856.7 1,296.5 1,214.5

1979 842.2 814.1 1,083.4 966.9

1980 1,060.5 914.1 1,032.5 1,138.1

1981 1,092.4 1,050.9 911.2 942.4

1982 1,069.4 1,076.9 883.9 870.4

1983 1,007.3 1,007.3 779.0 778.9

1984 1,184.3 1,184.3 658.6 658.6

1985 - 1,189.4 - 777.5

1986 - 1,237.1 - 871.2

Average annual growth rate

1965-71 4.5 8.9 7.9 7.1

1972-79 -1.1 0.0 7.6 7.2

1982-84 3.4 1.4 -10.6 -12.8

Source: WBNA and BCEAO data.
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Table D.2 Evolution of the Terms of Trade, 1965-86

Total exports

Five Oil
Year products WBNA BCEAO Coffee Cocoa Timber products

1965 82.9 97.1 - 93.8 68.8 135.1 -

1966 91.6 97.2 - 108.6 81.2 127.7 -

1967 99.3 97.2 - 108.4 98.6 128.0 -

1968 104.0 96.8 - 101.9 113.3 124.6 -

1969 127.3 96.91 - 102.2 154.2 140.2 -

1970 112.8 95.5 - 126.1 119.5 131.5 -

1971 92.7 84.8 121.6 114.8 86.7 134.0 45.7

1972 84.4 79.3 107.5 91.4 77.0 137.7 57.2

1973 105.1 91.3 131.1 91.4 99.9 204.1 59.5

1974 106.3 93.2 122.1 77.9 113.1 157.6 79.6

1975 91.2 80.3 100.0 70.8 94.8 123.2 84.4

1976 105.6 103.6 116.4 103.0 108.1 139.4 74.0

1977 160.9 144.4 172.9 198.8 172.7 138.4 88.9

1978 145.2 156.1 142.3 131.2 173.6 131.1 83.2

1979 138.8 116.1 134.6 128.8 157.8 134.8 93.3

1980 122.7 102.3 130.8 119.2 120.5 157.5 107.9

1981 86.7 88.0 94.6 77.7 74.4 127.1 108.7

1982 76.2 86.0 84.1 69.5 68.6 102.4 91.9

1983 81.1 87.5 87.5 81.6 71.2 100.9 97.0

1984 100.0 100.0 100.0 100.0 100.0 100.0 100.0

1985 111.3 - 117.7 118.8 108.2 115.0 107.6

1986 - - 120.6 127.6 107.0 138.1 -

Source: WBNA and BCEAO data.
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Table D.3 Structure and Growth of Exports, 1965-84
(percent)

1965a 1972a 19791 1986a

Per- Per- 1 965- 72 b Per- Per-

centage centage annual rate centage centage
CommoditY share Share of growth share 1973-79 share 1980 -86 b

Coffeea 38.3 27.3 1.0 32.4 0.9 20.1 1.9

Cocoaa 17.4 19.6 3.9 27.3 2.9 39.4 5.7

Other
primary
food
products 6.9 9.9 5.6 9.2

Rubber 0.4 0.6 19.4 0.8 3.6 1.2 14.0

Cotton 0.3 1.9 1.9 -.4 2 0.8b

Timber 26.7 26.7 5.1 14.8 -1.8 6.6 -13.4

Oil

products 2.1 70.5 4.5 6.6 8.1 14.2

Other

products 9.9 11.9 12.7 13.0

TotaIC 100 100 9.9 100 0.0 100 1.4d

Totale 4.5 -1.1 4.5

a. Including processed or semiprocessed commodities.
d. 1982-86.
e. Using WBNA estimated deflator until 1984.
f. 1980-84.
g. Using the BEAco deflator.
SourCe: WBNA and BEAcO data.
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Table D.4 Structure of Merchandise Imports, Selected Years, 1965-86
(percentage)

Commodity 1965 1972 1979 1984 1986

Food products 17.8 18.1 13.4 23.5 17.8

Cereals - 3.5 3.8 7.5 5.9

Milk products - 2.3 2.4 3.1 3.4

Beverage and tobacco - 2.8 1.8 2.1 2.4

Oil products 5.5 6.4 14.6 17.7 15.7

Capital equipment 25.7 29.2 27.9 23.4 22.6

Other products 51.0 46.3 44.1 35.4 34.6

Sourcc: WBNA and BEACO data.



Appendix E

Balance of Payments

Data

The data on balance of payments (BOP) come from two sources that are not en-
tirely consistent. One is the official BOP published by the BCEAO, with a meth-
odology based on the IMF Balance of Payments Manual. The other is the 1986
World Bank report on Cote d'Ivoire, which is based on information from the Min-
istry of Finance and the IMF.

The second source should be better, since it is directly comparable with na-
tional account data appearing in the (World Bank 1986) report. However, it exhib-
its several inconsistencies when compared with BCEAO data, and it suffers from
several other shortcomings: data on trade in nonfactor services are not disaggre-
gated and are not available before 1974; the series for service imports since 1974
is inconsistent (note that it doubled in 1980); net errors and omissions are aggre-
gated with monetary capital and are as high as CFAF 50 billion in 1977 and 1979
and CFAF 100 billion in 1983; and the government's foreign financing data appear
inconsistent in the light of the historical evidence-net borrowing is as high as
CFAF 150 billion in 1977, whereas the government account shows a large surplus.

Our own analysis is therefore based on BCEAO data from 1966 to 1985,
which have a homogeneous framework.

Current Account

The current account has been continuously in deficit since 1966. Four stages may
be identified, however:
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* 1966-70 A small deficit, averaging CFAF 5.8 billion.
* 1971-77 First step in the deficit increase, with a peak in 1975,

averaging CFAF 43.9 billion.
* 1978-80 After the boom in export receipts in 1976-77 and the

launching of large public investment programs, the deficit
surged from CFAF 43.2 billion in 1977 to CFAF 385.7 billion
in 1980.

* 1981-83 Stabilization period, with the deficit being stabilized around
CFAF 365 billion.

* 1984-85 Temporary disappearance of the deficit.

Until 1977, the current account deficit, though persistent, did not affect C6te
d'Ivoire's extemal solvency, since exports were still growing vigorously, much
above international interest rates. With two peaks corresponding to terms of trade
improvements (1974, 1976-77), nominal exports grew at the rate of 16.8 percent
from 1966 to 1977. Since then, however, the export growth rate has dropped to 5.4
percent, after a peak in 1982 and then in 1985-86, as a result of transitory terms-
of-trade improvements.

The current account deficit persisted continuously despite a permanent sur-
plus in the trade (f.o.b.-f.o.b.) account. This current account deficit is explained by
three major components, which are of comparable magnitude: nonfactor services,
worker remittances, and capital incomes.

Up to 1979, the nonfactor services grew at a steady nominal rate of 26.5 per-
cent. Since then, it has remained almost constant, at about CFAF 200 billion. This
impressive growth of nonfactor service payments has several components, the
main ones being freight and insurance and other services (such as royalties and
management fees).

Worker remittances demonstrate CMte d'lvoire's heavy reliance on foreign
workers, both African and European. Changes in these remittances are consistent
with the general economic trends, which showed accelerated growth up to 1980,
and a slowdown since then.

The capital income payments are both direct investment incomes and interest
payments. Direct investment incomes, for which data are available only until
1981, were the main component of capital incomes until the 1970s, a time where
the Ivorian debt was still moderate. Since then, the surge in the debt has induced
large flows of interest payments, which now account for the main capital income
payment. This evolution of the capital income structure has been reinforced by the
slowdown in private sector profits in recent years, which has led to a stagnation of
direct investment income payments.

The growth of the capital income deficit is quite consistent with the growth of
the debt-and of interest rates-during the period. The rate was 3.9 percent in
1966-70, 21.6 percent in 1970-77, 23.5 percent in 1977-83, and 21.5 percent in
1983-85. A regression explaining the variation in capital income payments as a
function of the financial deficits of the current and the previous year also gives
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some empirical evidence of this link: the implicit interest rate obtained with this
method is 3 percent for the 1967-75 period, 8 percent for 1976-81, and 7 percent
for 1982-85.1

Capital Account

Until 1976, most of the current account deficits were financed through long-term
nonmonetary capital flows. In 1977-78 these borrowings overfinanced the current
account deficit, with a corresponding accumulation in public reserves. Since the
beginning of the financial crisis, part of the deficit has been financed through mon-
etary capital flows (1979) and through reserve depletion and an increase in reserve
liabilities (the operation account with the French Treasury), and since 1981, IMF
credit. These trends are well illustrated by data on cumulative deficit financing
since 1966. These data also give some indication of the short-term capital outflows
linked to interest rate arbitrage with the French capital market. These outflows
were not as large, since they rose to CFA francs 11.7 billion in 1977. The net short-
term capital flow was even positive from 1980 to 1982, probably because of some
short-term export credits.

As for long-term capital flows, which represent the main component of for-
eign financing, some structural changes are evident. From 1966 to 1973, the cu-
mulative government and private (including direct borrowing by public firms)
capital flows were of similar magnitude, the latter being mainly direct investment
until 1972. From 1973 to 1977, private capital flows were larger than public bor-
rowing (145 billion against 103 billion for 1974-77) and became more and more
financially oriented in contrast to direct investment. This period marked the begin-
ning of heavy investment and borrowing by public firms.

From 1978 onward, the government was the major external borrower, with
cumulative long-term financing of CFAF 975 billion between 1978 and 1983, as
opposed to 295 billion for firms in the private and public sector. In 1985 the net
long-term capital flow was cut in half, owing to the current account improvement,
and there was a net outflow with respect to private capital movements.
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Table E.1 Trade Balance f.o.b.-f.o.b., 1966-85

Year Trade balance Exrportsf.o.b. Imports fo.b.

1966 11.7 80.2 -68.5

1967 10.0 83.3 -73.3

1968 34.3 110.0 -75.7

1969 37.3 123.9 -86.6

1970 34.0 138.0 -104.0

1971 26.6 137.3 -110.7

1972 34.3 150.2 -115.9

1973 35.8 191.9 -156.1

1974 86.2 301.3 -215.1

1975 48.7 265.5 -216.8

1976 137.4 414.6 -277.2

1977 200.4 592.5 -392.1

1978 129.3 590.3 -461.0

1979 104.1 579.1 -475.0

1980 84.3 636.5 -552.2

1981 99.8 661.7 -561.9

1982 183.2 771.3 -588.1

1983 164.2 787.4 -623.2

1984 496.9 1146.8 -649.9

1985 607.0 1240.4 -633.4

Source: WBNA and BCEAO data.
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Table E.2 Current Account Balance, 1966-85

Current Trade Capital Workers' Other Public
Year account balance income remittance transactions transfers

1966 -6.6 11.7 -8.4 -10.3 -4.4 4.8

1967 -10.8 10.0 -8.9 -10.4 -5.1 3.6

1968 -0.9 34.3 -9.0 -12.0 -18.0 3.8

1969 0.0 37.3 -9.7 -13.0 -19.9 5.3

1970 -10.5 34.0 -9.8 -15.4 -27.9 8.6

1971 -29.3 26.6 -14.0 -18.5 -32.6 9.2

1972 -29.7 34.3 -14.4 -22.5 -35.4 8.3

1973 -48.8 35.8 -23.4 -27.5 -44.5 10.8

1974 -14.6 86.2 -23.9 -33.5 -53.2 9.8

1975 -82.3 48.7 -29.3 -39.4 -70.0 7.7

1976 -59.4 137.4 -37.9 -69.2 -94.4 4.7

1977 -43.2 200.4 -47.6 -84.7 -119.9 8.6

1978 -189.7 129.3 -70.4 -103.4 -152.4 7.2

1979 -293.3 104.1 -82.6 -121.8 -191.5 -1.5

1980 -385.7 84.3 -104.6 -151.2 -214.1 -0.1

1981 -383.0 99.8 -141.9 -134.4 -208.8 2.3

1982 -333.8 183.2 -168.7 -128.6 -227.0 7.3

1983 -355.6 164.2 -199.5 -121.8 -205.7 7.2

1984 -23.7 496.9 -214.9 -127.2 -187.0 8.5

1985 30.3 607.0 -306.4 -125.3 -152.9 7.9

Source: WBNA and BCEAO data.
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Table E.3 Decomposition of Other Transactions, 1966-85

Govern-
Non- Freight ment

monetary and Other trans- Other Privatea
Year gold insurance transport Travel actions services transfers

1966 -0.1 2.0 3.3 -5.9 -0.1 -5.2 1.6

1967 -0.2 2.1 3.8 -5.9 -0.2 -6.2 1.5

1968 -0.1 -7.0 -3.6 -7.2 2.1 -3.9 1.7

1969 -0.1 -6.9 -4.8 -7.5 2.0 -4.6 2.0

1970 -0.2 -6.5 -6.3 -9.4 0.8 -7.6 1.3

1971 -0.2 -5.8 -6.9 -10.0 0.4 -11.9 1.8

1972 -0.2 -5.3 -7.7 -12.5 0.0 -11.4 1.7

1973 -0.1 -7.2 -9.7 -12.6 -0.1 -16.1 1.3

1974 0.0 -13.5 -11.3 -15.0 -0.4 -14.4 1.4

1975 -0.1 -14.2 -12.0 -16.4 -2.4 -26.2 1.3

1976 -0.2 -31.0 -9.7 -18.9 -7.9 -29.4 2.7

1977 -0.2 -37.6 -3.4 -22.4 -9.5 -49.2 2.4

1978 -0.4 -42.8 -5.8 -24.4 -15.1 -65.8 1.9

1979 0.0 44.7 -2.4 -29.8 -20.7 -96.4 2.5

1980 0.0 -74.5 -3.1 -33.8 -11.4 -93.4 2.1

1981 0.0 -86.5 -11.6 -32.8 2.2 -82.0 1.9

1982 0.0 -76.6 7.0 -31.8 -10.4 -117.6 2.4

1983 0.0 -81.2 14.4 -26.7 -8.2 -106.7 2.7

1984 0.0 -62.1 1.0 -32.8 0.3 -97.1 3.7

1985 0.0 -53.8 -0.6 -31.6 -0.5 -70.2 3.8

a. Excluding worker remittances.
Source: WBNA and BCEAo data.
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Table E.4 Decomposition of Capital Income, 1966-85

Year Capital income Direct investment income Othercapitalincome

1966 -8.4 -7.0 -1.4

1967 -8.9 -7.3 -1.6

1968 -9.0 -7.5 -1.5

1969 -9.7 -8.0 -1.7

1970 -9.8 -8.4 -1.4

1971 -14.0 -11.5 -2.5

1972 -14.4 -10.5 -3.9

1973 -23.4 -17.3 -6.1

1974 -23.9 -17.0 -6.9

1975 -29.3 -20.9 -8.4

1976 -37.9 -21.6 -16.3

1977 -47.6 -27.6 -20.0

1978 -70.4 -37.9 -32.5

1979 -82.6 -30.2 -52.4

1980 -104.6 -35.6 -69.0

1981 -141.9 -33.6 -108.3

1982 -168.7 - -

1983 -199.5 - -

1984 -214.9 - -

1985 -306.4 - -

Source: WBNA and BCEAO data.
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Table E.5 Nonmonetary Capital Account, 1966-85

Nonmonetary Long-term Short-term Net errors and
Year capital private private Governmenta omissions

1966 3.7 0.4 2.7 0.6 6.0

1967 3.1 3.0 0.1 0.0 1.4

1968 6.7 4.0 -2.0 4.7 2.8

1969 8.9 3.2 -1.0 6.7 0.3

1970 19.6 8.1 0.7 10.8 -0.6

1971 22.3 5.9 -0.2 16.6 2.5

1972 9.2 11.9 -3.8 1.1 0.1

1973 44.9 32.3 -3.7 16.3 1.6

1974 40.6 28.1 0.4 12.1 -5.0

1975 44.1 37.6 -4.8 11.3 3.1

1976 65.1 28.6 7.5 29.0 2.3

1977 93.9 51.1 -7.6 50.4 -6.0

1978 207.8 67.4 7.8 132.6 1.9

1979 162.1 48.4 -5.6 119.3 -8.1

1980 222.8 50.8 16.1 155.9 -9.6

1981 254.9 57.6 9.8 187.5 9.0

1982 299.4 11.0 16.3 272.1 -3.6

1983 139.5 60.3 -28.5 107.7 9.9

1984 183.3 34.1 -4.0 153.2 -9.8

1985 90.8 -6.5 1.5 95.8 -9.7

a. Including local government, but excluding nonmanaged public borrowing.
SourcCe. WBNA and BCEAO data.



Balance of Payments 183

Table E.6 Decomposition of Long-Term Private Capital, 1966-85

Year Long-term private Direct Others

1966 0.4 -0.4 0.8

1967 3.0 1.6 1.4

1968 4.0 3.0 1.0

1969 3.2 3.3 -0.1

1970 8.1 8.5 -0.4

1971 5.9 4.4 1.5

1972 11.9 4.7 7.2

1973 32.3 11.3 21.0

1974 28.1 7.9 20.2

1975 37.6 17.4 20.2

1976 28.6 8.9 19.7

1977 51.1 0.6 50.5

1978 67.4 13.3 54.1

1979 48.4 15.9 32.5

1980 50.8 18.3 32.5

1981 57.6 8.9 48.7

1982 11.0 - -

1983 60.3 - -

1984 34.1 - -

1985 -6.5 - -

Source. WBNA and BCEAO data.
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Table E.7 Monetary Capital and Reserves Account, 1966-85

Monetary capital Reserves

Year Total Banks Central hank SDR Liabilities Assets

1966 -0.5 -0.3 -0.2 0.0 0.0 -2.6

1967 2.9 2.9 0.0 0.0 0.0 3.4

1968 1.6 0.6 1.0 0.0 0.0 -10.2

1969 -2.9 -2.1 -0.8 0.0 0.0 -6.3

1970 1.9 1.2 0.7 0.9 0.0 -11.3

1971 -1.9 -1.1 -0.8 1.5 0.0 4.9

1972 2.4 2.3 0.1 1.5 0.0 16.5

1973 2.3 0.9 1.4 0.0 0.0 0.0

1974 -29.8 -29.0 -0.8 0.0 3.1 5.7

1975 43.7 42.0 1.7 -0.3 0.0 -8.3

1976 -12.2 -13.7 1.5 0.0 0.0 4.2

1977 -17.6 -19.6 2.0 0.0 -2.4 -24.7

1978 28.2 24.3 3.9 0.0 2.1 -50.3

1979 73.4 73.6 -0.2 2.1 0.0 63.8

1980 37.1 42.0 -5.0 2.0 107.7 25.7

1981 -19.9 -19.9 0.0 3.7 133.5 1.8

1982 4.0 4.0 0.0 1.1 31.2 1.7

1983 39.6 39.6 0.0 2.0 171.8 -7.2

1984 -100.8 -100.8 0.0 1.4 -55.8 5.4

1985 17.0 17.0 0.0 1.3 -130.5 0.8

Source: WBNA and BCEAO data.
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Table E.8 Cumulative Deficit Financing since 1966

Cumulative Long- Short-
current term non- term non- Net

account monetary monetary errorsand Monetary
Year deficit deficit deficit omissions capital Reserves

1966 6.6 1.0 2.7 6.0 -0.5 -2.6

1967 17.4 4.0 2.8 7.4 2.4 0.8

1968 18.3 12.7 0.8 10.2 4.0 -9.4

1969 18.3 22.6 -0.2 10.5 1.1 -15.7

1970 28.8 41.5 0.5 9.9 3.0 -27.0

1971 58.1 64.0 0.3 12.4 1.1 -22.1

1972 87.8 77.0 -3.5 12.5 3.5 -5.6

1973 136.6 125.6 -7.2 14.1 5.8 -5.6

1974 151.2 165.8 -6.8 9.1 -24.0 3.2

1975 233.5 214.7 -11.6 12.2 19.7 -5.1

1976 292.9 272.3 -4.1 14.5 7.5 -0.9

1977 336.1 373.8 -11.7 8.5 -10.1 -28.0

1978 525.8 573.8 -3.9 10.4 18.1 -76.2

1979 819.1 741.5 -9.5 2.3 91.5 -12.4

1980 1,204.8 948.2 6.6 -7.3 128.6 121.0

1981 1587.8 1,193.3 16.4 1.7 108.7 256.3

1982 1,921.6 1,476.4 32.7 -1.9 112.7 289.2

1983 2,277.2 1,644.4 4.2 8.0 152.3 453.8

1984 2,300.9 1,831.7 0.2 -1.8 51.5 403.4

1985 2,270.6 1,921.0 1.7 -11.5 68.5 273.7

Source: WBNA and BCEAO data.
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Table E.9 Decomposition of Cumulative Nonmonetary Financing, 1966-85

Year Long-term nonmonetary Priv-ate Government

1966 1.0 0.4 0.6

1967 4.0 3.4 0.6

1968 12.7 7.4 5.3

1969 22.6 10.6 12.0

1970 41.5 18.7 22.8

1971 64.0 24.6 39.4

1972 77.0 36.5 40.5

1973 125.6 68.8 56.8

1974 165.8 96.9 68.9

1975 214.7 134.5 80.2

1976 272.3 163.1 109.2

1977 373.8 214.2 159.6

1978 573.8 281.6 292.2

1979 741.5 330.0 411.5

1980 948.2 380.8 567.4

1981 1,193.3 438.4 754.9

1982 1,476.4 449.4 1,027.0

1983 1,644.4 509.7 1,134.7

1984 1,831.7 543.8 1,287.9

1985 1,921.0 537.3 1,383.7

Source: WBNA and BCEAO data.
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External Debt

Data on public and publicly guaranteed debt are published by the CAA. Those
data indicate that the public and guaranteed external debt in C6te d'lvoire amount-
ed to CFAF 2,649 billion at the end of 1985. Public debt, defined by the CAA as
"managed debt," accounts for three-quarters of these liabilities.

A comparison of these data and figures on the cumulated balance of payments
(Table F. l) did not reveal any significant inconsistencies, despite some capital out-
flows and the effect on stock valuations of the large foreign exchange rate varia-
tions during the period.

Historical data on the public and guaranteed debt from 1972 to 1985 also in-
dicate changes that are quite consistent with balance of payments data. In 1972,
the debt was only CFAF 88.1 billion. It grew at a constant pace until 1975 (195.9
billion), and then exploded between 1975 and 1985, with an increase of about
CFAF 2,500 billion.

Most of the managed debt consists of government borrowing. Some part of it,
however, is actually capital borrowed by the government on behalf of public en-
terprises (58 billion in 1985), or liabilities of public enterprises passed on to the
government when, as in the case of SODESUCRE, the former proved unable to
repay (179 billion in 1985).

Three-quarters of the publicly guaranteed debt is owed by national enterprises
and one-quarter by multinational companies, such as Air Afrique. Ivorian borrowers
are public firms (20 percent), private firms (47 percent), and banks (10 percent).

187



188 Growth and Crisis in Cote d'tvoire

Table F.1 Balance of Payments and External Debt, 1966-85
(billions of CFA francs)

Cumulated balance of payments CAA external debt
(1966-85) (end 1985)

Government 1,383.7

Reserve liabilities 260.7

Total public debt 1644.4 Managed debt 2,005.1

LT private borrowing (430.0) Nonmanaged public debt 464.1a

Commercial bank borrowing 64.0

Total "private" debt (494.0)

a. This figure is based on some rough guesses for direct investments from 1982 to 1985.
Source. CAA data
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Table F.2 External Public and Guaranteed Debt, 1972-86
(billions of CFA francs)

Suppliers
International (export

Year Total institutions Governments Banks credits)

1972 88.1 - - - -

1973 127.9 - - - -

1974 163.1 - - - -

1975 195.9 - - - -

1976 267.5 - - - -

1977 435.0 - - - -

1978 601.8 - - - -

1979 745.3 - - - -

1980 971.6 178.4 126.6 558.3 108.3

1981 1,369.0 317.0 143.6 790.1 118.2

1982 1,815.3 428.2 171.6 1,112.7 102.8

1983 2,185.8 619.9 211.4 1,250.1 104.4

1984 2,488.0 721.1 481.5 1,194.8 90.7

1985 2,371.8 689.8 411.5 1,182.0 88.5

1986 2,305.4 715.8 467.5 1,042.3 79.7

Source: BCEAO.
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Table F.3 External Debt, Selected Years, 1980-85
(disbursed, enda of year. billionis of CFA francs)

Debt 1980 1981 1982 1983 1984 1985

External public debt 621.3 984.7 1,384.4 1,690.6 2,008.9 2,005.1

Internal public debt 19.7 68.8 78.3 95.5 119.7 180.0

Total public debt 641.0 1,054.5 1,462.7 1,786.1 2,128.6 2,185.1

Definitive 399.5 805.4 1,178.0 1,450.5 1,825.8 1,947.7

Consolidated 110.4 114.5 108.9 106.9 87.5 58.0

Floating 131.0 134.6 175.7 228.7 215.3 179.4

External guaranteed
public debt 352.6 384.3 430.8 495.2 526.0 464.1

Public sector 163.0 148.3 137.3 136.6 115.8 94.6

Private sector 101.9 133.0 153.4 184.6 201.3 217.2

Banks 20.4 27.9 37.2 44.8 48.0 47.2

Multinational
companies 66.3 75.0 102.9 129.3 161.0 105.1

External public and
guaranteed debt 971.6 3.0 1,815.3 2,185.8 2,654.6 2,649.2

Source: CAA data.
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Government and Public Sector Account

The problems in consolidating public accounts have already been discussed in the
text. Tables G.1 to G.3 present the same data as table 2.5. but are expressed as a
percentage of GDP. Wherever possible, series have also been completed for the
period before 1974.

The first point to note about government receipts is that the average tax rate
for the whole economy increased slightly during the second half of the 1960s. Af-
ter 1972, the rate remained more or less constant, around a mean value of 21 per-
cent. but then it decreased sharply in 1983-84 as economic activity declined. The
structure of taxes did not change appreciably over that period.

As noted in the text, variations occurred mainly in the receipts of the public
sector is the income of the stabilization fund (CSSPPA) and were linked to fluctu-
ations in foreign prices. These variations amounted to about 5 to 8 percentage
points of GDP from one year to the next. Notice also that fluctuations of limited
size were already being felt before the crisis years.

The contribution of public enterprises to public sector income is negligible
over most of the post- 1974 period. Nevertheless, in 1974 and 1982 their net oper-
ating surplus amounted to +1.7 and -1.7 percenl of GDP. respectively. There is
also some sign of a worsening trend in their performance since 1974: however, the
figures reported in table G. I pertain to their net surplus and thus ignore allowances
for capital depreciation. The deterioration in public enterprise operations becomes
clearer when the latter are included. Partial calculations show that their gross op-
erating surplus was approximately 6 percent of GDP in 1974 and 3.4 percent in
1979. Between 1980 and 1982 it averaged 0.7 percent of GDP.

On the expenditure side of the public accounts, the share of government ex-
penditures in GDP was relatively constant. After 1974, it fluctuated between 16
and 18 percent. The lower share for 1977 is easily explained by the nominal in-
crease in GDP resulting from the boom in export prices. In any case, it is quite
clear in table G.2 that the main reason for the upward trend in total current gov-
emnment expenditures since 1974 is the increase in the service of the public debt.
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Since 1977, expenditures on that account rose from I percent to 8 percent of GDP.
As a result, govemment savings practically vanished in 1981. In view of the de-
clining performance of public enterprises, this is probably what also occurred to
the public sector as a whole.

The effect of the boom in export prices on public investments can be seen in
table G.3. Although pre-1974 figures are less reliable, the share of public invest-
ments in GDP averaged 12 percent a year until the mid-1970s. A noticeable in-
crease took place in 1975-76, and between 1977 and 1979. Investment
expenditures returned to their original level after 1980, but the increase in govern-
ment current expenditures at that time (linked to the poor performance of public
enterprises) caused the net deficit of the public sector that had developed at the end
of the investment boom to become a persistent phenomenon. By 1982, the debt-
deficit spiral was in full action, with a net deficit of the public sector representing
9 percent of GDP and net foreign borrowing some 11 percent. In the case of the
latter, it actually started at the time of the export price boom in 1977 and in the
presence of a net surplus in the public sector. As explained in the text, the reason
for this is to be found in the management of CSSPPA income. Note finally, that the
drop in the deficit figure after 1983 is due to a drastic fall in investment (and cur-
rent) expenditures as well as in arrears on the payment of the interest on the for-
eign debt.
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Table G.1 Public Sector Receipts as a Share of GDP, 1968-85
(percent)

Public
companies

Taxes Other net
government operating Total

Year Total Import Others revenues CSPPA surplus revenues

1968 18.9 6.2 12.7 2.9 2.4 - 24.2

1969 19.5 5.9 13.6 3.3 3.4 - 26.2

1970 21.1 6.9 14.2 2.8 4.2 - 28.1

1971 21.3 6.7 14.6 3.9 1.4 - 26.6

1972 22.5 6.9 15.6 3.0 0.2 - 25.7

1973 22.8 7.1 15.7 4.3 1.8 - 28.9

1974 20.0 7.0 13.0 4.0 6.7 1.7 32.5

1975 20.4 6.9 13.5 3.8 2.2 0.5 26.9

1976 21.5 7.9 13.6 3.2 9.7 -0.2 34.2

1977 20.8 7.6 13.2 1.8 16.5 -0.4 38.7

1978 20.8 7.1 13.7 2.2 10.4 0.4 33.8

1979 20.9 6.6 14.3 2.5 7.4 0.8 31.6

1980 21.4 7.3 14.1 2.3 2.9 -0.5 26.1

1981 22.1 7.2 14.9 2.3 1.3 -0.4 25.3

1982 21.2 5.9 15.3 3.6 2.6 -0.2 24.2

1983 19.6 6.7 12.9 2.3 3.7 -0.3 25.3

1984 17.3 6.0 11.3 2.5 8.8 -1.7 26.9

1985 18.3 7.0 11.3 3.3 8.8 -0.7 29.7

1986 - - - - 4.7 - -

1987 - - - -1.4

Source. National accounts and BDF for public companies.
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Table G.2 Current Expenditures and Saving in the Public Sector, 1968-87
(percentage of GDP)

Government expenditures

Subsidies
Goods to Net
and productive Interest Government savings of

Year Total services sectors payments savingsa public sector

1968 16.6 13.2 1.9 0.4 7.6 -

1969 17.7 14.4 1.2 0.5 8.5 -

1970 19.3 15.4 2.2 0.6 8.8 -

1971 20.8 16.8 2.2 0.8 5.8 -

1972 20.3 16.4 1.9 0.8 5.4 -

1973 20.0 16.3 2.0 0.8 8.9 -

1974 19.3 16.1 1.6 0.7 11.5 13.2

1975 21.3 17.2 1.6 0.9 5.1 5.6

1976 20.3 16.2 1.6 1.0 14.1 13.9

1977 17.2 13.6 2.0 1.0 21.9 21.5

1978 21.4 16.2 2.8 1.4 12.0 12.4

1979 23.0 18.1 2.0 2.1 7.8 8.6

1980 21.2 16.9 1.6 2.6 5.4 4.9

1981 25.2 17.6 2.8 3.6 0.5 0.1

1982 23.8 17.4 3.0 5.4 0.6 0.4

1983 3.7 16.9 2.6 6.3 1.9 1.6

1984 25.1 15.2 2.3 7.2 3.5 1.8

1985 24.9 13.9 2.5 7.8 5.5 4.8

1986 - 15.2 1.4 6.4 3.1 -

1987 - 16.4 0.6 3.9 0.2

a. Including the CSPPA.
Source: National accounts and BDF for public companies.
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Table G.3 Investment, Deficit, and Foreign Borrowing by the Public Sector,
1968-85
(percentage of GDP)

Public investment expenditures

Public Net public Netforeign
Year Total Government enterprises sector deficita borrowing

1968 - 5.5 - - -

1969 - 6.3 - - -

1970 - 7.1 - - -

1971 - 7.7 - - -

1972 - 6.0 - - -

1973 - 6.6 - - -

1974 11.4 4.7 6.7 -1.8 2.0

1975 15.2 7.5 7.7 9.6 2.8

1976 14.9 8.4 6.5 1.0 4.9

1977 18.6 9.3 9.3 2.9 9.6

1978 21.0 8.9 12.1 8.6 9.0

1979 18.9 7.3 11.6 10.3 6.9

1980 13.7 6.5 7.2 8.8 7.9

1981 11.5 3.9 7.6 11.4 6.6

1982 11.1 8.3 2.8 10.7 11.2

1983 9.4 6.1 3.3 7.8 1.3

1984 7.6 4.4 3.2 5.8 5.0

1985 7.6 5.2 2.4 2.8 2.8

a. A negative sign indicates a surplus.
Source: National accounts and BDF for public companies.
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Money, Banking, and the Financial Sector

Monetary data are regularly published by the BCEAO. The figures used here cor-
respond to end-of-December figures. The only noticeable difficulty in the analysis
arose in the change in monetary definitions in October 1979. Consequently, the
1965-78 and 1978-87 figures are not always directly comparable.

Central Bank Balance Sheet

In 1965, foreign assets and commercial banks liabilities were the only two com-
ponents of central bank assets and were of equal size. Since then, foreign assets
have almost disappeared, and government financing has become a major compo-
nent, which is now comparable with bank financing.

Foreign assets hovered around CFAF 20 billion from 1965 to 1976. After a
sharp increase in 1977-78, as a result of the coffee and cocoa boom, these reserves
quickly decreased in 1980. They have remained low since then.

Commercial bank financing grew steadily until 1983, at an average growth
rate of 22 percent. From 1983 to 1985, this rate was a negative 8.7 percent a year,
probably as a consequence of a tightened monetary policy. From 1985 to 1986, it
was positive.

Government financing was insignificant before 1978, but subsequently grew
rapidly, reaching CFAF 316.4 billion in 1983. In recent years, it has stayed at this
high level (289.6 billion in 1987). However, these figures contain both direct fi-
nancing by the BCEAO (Treasury debt owed to the BCEAO) and the counterpart
of IMF credits to the government, which are drawn by the central bank on behalf
of the Treasury. At the end of 1987 these IMF credits included in government fi-
nancing amounted to 167.1 billion, thus leaving only 50 billion for direct financing
by the central bank.
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In 1965, the only significant liability of the central bank was currency. This
remained the case until 1979, when foreign liabilities started to increase quickly.
The growth in currency liabilities accelerated from 1965 to 1979. It grew at the
rate of 11.6 percent in 1965-73 and 20 percent in 1973-79. During the crisis pe-
riod, from 1979 on, it grew at a less rapid pace of -6.1 percent.

Foreign liabilities (other than SDR) were small until 1979. In 1980, they
reached 122.9 billion, owing to the depletion of the operation account with the
French Treasury, which has shown a large deficit. From 1980 to 1985 foreign lia-
bilities increased by 226.6 billion, mostly through IMF credits. They then de-
creased. with the reimbursement of a part of the IMF credits.

Money Multiplier

The money multiplier has varied noticeably, as discussed in the text. Figures be-
fore and after 1979 are not comparable because of the change in monetary defini-
tions. Knowing the multiplier at the end of 1979 based on a past definition, it was
possible to compute a corrected homogeneous series corresponding to the new
definition. In this series, the multiplier expands from about 1.7 in 1965-67 to 2.3
in 1987. This growth was uneven, however, with the multiplier exhibiting two
sharp peaks in 1977 and 1982. At least until 1980, the peaks in the evolution of
the multiplier are correlated with periods of high inflation (1969, 1974, and 1977).
This reinforces the notion that liquidity growth was driven by demand rather than
supply for that period. In 1977, the excess liquidity of the monetary system, which
was due to a large increase in time deposits (probably from the CSSPPA), also
played a significant role. As a matter of fact, the growth in M2 in 1977 is apparent
primarily in time deposits, which increased by CFAF 50 billion from 1976 to
1977. In 1969 and 1982, the share of time deposits in M2 also experienced a sig-
nificant increase. In recent years (1985 to 1987), M2 has not grown any more, and
a slight increase in time deposits has compensated for a drop in Ml.

Structurally. the different components of M2 show a strong downward trend
in their share of currency and demand deposits and an upward trend in time depos-
its. The drop in the currency share was evident from 1965 to 1977. Demand de-
posits increased somewhat over this period but decreased later on. These trends
are clearly reflected in the growth of the different components of M2 (excluding
the effect of the 1977/78 change in definition).

Monetary Survey

The consolidated balance sheet of the monetary sector published by the BCEAO
gives a useful picture of the activity of the banking sector as a whole. These data
exhibit a strong change in the structure of the asset counterparts of M2. Two trends
are particularly noticeable: the change in the government's position, from creditor
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to debtor to the banking sector, and the depletion of net external assets of commer-
cial banks as well as of the central bank.

Until 1980, the government was a net creditor of the banking sector, through
Treasury deposits. Since then, it has become a heavy borrower. In recent years,
more than 16 percent of the banking sector's domestic credit has been granted to
the government.

The net external assets in the banking sector were linked to the growing debt,
since part of the central bank's liabilities were IMF credits drawn on behalf of the
government. At the same time, there was a depletion of domestic assets in com-
mercial banks as well as in the central bank. The foreign financing of the banking
sector, which has been continuous since 1975, has been possible because of the
institutional agreements in the Franc zone and because of the connection of Ivor-
ian banks have had with the French banking sector. At present, more than 30 per-
cent of the banking sector's external liabilities are owed by commercial banks.

Interest Rates

All interest rates are regulated by the central bank. From 1965 to 1985, they
changed only five times-in 1973, 1975. 1980, 1982, and 1983. The changes in
the main debtor and creditor interest rates are indicated in table H.2.

Interest rates are freely determined only in the case of the "highest-term de-
posit' rate, which has been a minimum rather than a fixed rate since 1975, and the
creditor rates on public deposits, which are freely determined by agreement be-
tween banks and public agencies.

In comparison with the interest rate in the French monetary market, C6te
d'lvoire's rates have remained low, as is evident from computed ex-post real in-
terest rates. The lowest deposit rate up to 1982, as well as the highest deposit rate
and the minimum (rediscounted) debtor rate from 1973 to 1981, was almost con-
tinuously negative. During the high inflation period from 1974 to 1980, almost all
interest rates were strongly negative. During this period, the highest deposit rates
varied from -5 percent to -11 percent. The maximum debtor rate was positive in
1975 and 1976, but dropped to -14 percent in 1977.

Since 1981 (for debtor rates) and 1982 (for creditor rates), the real interest
rate has become positive, as a result of falling inflation rates, combined with a
switch toward much higher nominal monetary rates.
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Table H.1 Changes in Components of M2, Selected Years, 1965-87
(billions of CFA francs)

Monev 1965-73 1973-78 1979-85 1985-87

Currency outside banks 11.3 20.5 7.0 -0.3

Demand deposits 15.6 30.8 5.1 -3.0

Time deposits 19.1 32.7 14.0 3.3

Total = M2 14.5 27.9 8.2 0.1

Source: BCEAO data.
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Table H.2 Interest Rate Changes, Selected Years, 1975-88
(percent)

Minimum Maviimum Lowest term Highest term
Period debtor rate debtor rate deposit rate deposit rate

1965-
January 1973 4.5 8.0 0.0 3.0

January 1973-
July 1975 6.5 11.0 2.5 6.5

July 1975-
April 1980 9.0 15.5 3.25 8.5

April 1980-
April 1982 11.0 17.5 5.25 10.5

April 1982-
April 1983 9.0 15.5 7.25 9.5

April 1983-
September 1986 9.0 15.5 6.25 9.5

September 1986-
December 1988 7.0 13.5 4.25 7.5

Source: BCEAO data.
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Table H.3 Central Bank Assets, 1965-87

Foreignt Financial Total
Year assets Government Banks companies Otheter net assets

1965 14.9 0.0 12.0 0.0 -0.1 26.8

1966 15.0 1.2 13.3 0.0 0.0 29.5

1967 17.1 1.8 12.7 0.0 0.0 31.6

1968 19.3 0.3 15.7 0.0 0.3 35.6

1969 19.8 0.0 19.6 0.0 0.0 39.4

1970 29.1 0.0 22.9 0.0 0.9 52.9

1971 22.9 1.5 29.2 0.0 -0.1 53.5

1972 22.3 4.8 35.0 0.0 -1.5 60.6

1973 20.4 0.1 51.5 0.0 1.4 73.4

1974 14.6 3.0 91.1 0.0 0.0 108.7

1975 23.1 1.8 90.4 0.0 -0.2 115.1

1976 19.0 9.3 103.0 2.9 -0.1 134.1

1977 43.5 3.9 152.3 4.4 -1.8 202.3

1978 93.6 6.0 173.5 5.6 1.6 280.3

1979 30.0 36.0 197.7 6.4 -0.1 270.0

1980 4.3 91.9 266.2 5.7 -0.9 367.2

1981 2.4 166.0 366.8 5.5 -0.3 540.4

1982 0.7 245.3 405.7 6.4 -2.4 655.7

1983 8.0 316.4 466.9 7.8 -0.6 798.5

1984 2.6 335.5 433.3 8.6 24.5 804.5

1985 1.8 327.4 392.2 9.9 50.2 781.5

1986 6.4 327.6 412.9 11.1 4.0 762.0

1987 2.4 289.6 498.8 11.7 2.2 804.7

Source: BCEAO data.
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Table H.4 Central Bank Liabilities, 1965-87

Banks Treasury Other Foreign
Year Currency deposits deposits deposits liabilities SDR

1965 24.5 0.6 1.4 0.0 0.3 0.0

1966 27.6 1.6 0.2 0.0 0.1 0.0

1967 29.5 1.9 0.1 0.0 0.1 0.0

1968 32.3 1.9 0.3 0.0 1.1 0.0

1969 35.9 2.0 1.3 0.0 0.2 0.0

1970 42.6 2.8 4.8 0.0 1.8 0.9

1971 49.2 1.4 0.4 0.0 0.1 2.4

1972 54.0 1.7 0.6 0.0 0.3 4.0

1973 60.9 3.4 3.4 0.0 1.7 4.0

1974 82.8 5.2 12.9 0.0 3.9 3.9

1975 95.1 4.6 6.2 0.0 5.5 3.7

1976 114.6 6.4 1.9 0.0 7.4 3.8

1977 147.4 7.4 32.8 0.1 10.5 4.1

1978 174.8 46.4 40.3 0.2 12.6 6.0

1979 207.1 23.4 21.0 0.0 12.3 6.2

1980 225.3 7.7 3.1 0.0 122.9 8.2

1981 244.9 10.9 2.3 0.0 270.4 11.9

1982 232.9 7.1 86.6 0.1 316.0 13.0

1983 247.6 10.5 37.1 0.1 488.1 15.1

1984 296.8 13.0 18.9 0.2 459.1 16.5

1985 322.1 67.8 24.2 0.1 349.5 17.8

1986 331.0 76.1 26.0 0.3 313.1 15.5

1987 316.8 97.1 32.2 0.1 343.8 14.7

Source: BCEAO data.



Money. Banking, and the Financial Sector 203

Table H.5 Government Financing by BCEAO, 1965-87

Counterparts

Year Total Treasury debt Trustfund IMF credit

1965 0.0 0.0 0.0 0.0

1966 1.2 1.2 0.0 0.0

1967 1.8 1.8 0.0 0.0

1968 0.3 0.3 0.0 0.0

1969 0.0 0.0 0.0 0.0

1970 0.0 0.0 0.0 0.0

1971 1.5 1.5 0.0 0.0

1972 4.8 4.8 0.0 0.0

1973 0.1 0.1 0.0 0.0

1974 3.0 3.0 0.0 0.0

1975 1.8 0.7 0.0 1.1

1976 9.3 5.4 0.0 3.9

1977 3.9 0.0 0.0 3.9

1978 6.0 0.0 6.0 0.0

1979 36.0 30.0 6.0 0.0

1980 91.9 78.0 13.9 0.0

1981 166.0 65.5 13.9 86.6

1982 245.3 81.9 13.9 149.5

1983 316.4 67.3 13.9 235.2

1984 335.5 59.5 12.7 263.3

1985 327.4 50.0 10.8 266.6

1986 327.6 119.5 8.0 200.1

1987 289.6 122.5 5.3 161.8

Source: BCEAO data.
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Table H.6 Base Money and Multiplier, 1965-87

Currency
Base outside Demand Time Corrected a

Year money banks deposits MI deposits M2 multiplier

1965 25.1 22.9 19.5 42.3 6.6 48.9 1.7

1966 29.2 26.4 20.1 46.4 7.5 53.9 1.7

1967 31.4 27.6 20.9 48.5 9.7 58.2 1.7

1968 34.2 30.6 28.5 59.1 13.4 72.5 1.9

1969 37.9 34.0 35.8 69.8 22.2 92.0 2.2

1970 45.4 39.8 43.8 83.6 23.2 106.8 2.1

1971 50.6 46.9 45.2 92.1 25.5 117.6 2.1

1972 55.7 51.5 51.6 103.1 19.7 122.8 2.0

1973 64.3 57.0 60.9 117.9 30.0 147.9 2.1

1974 88.0 77.5 85.3 162.8 60.4 223.2 2.3

1975 99.7 89.6 90.3 179.9 64.7 244.6 2.2

1976 121.0 106.7 153.4 260.1 89.7 349.8 2.6

1977 154.9 137.3 245.8 383.1 141.4 524.5 3.0

1978 221.4 164.5 251.0 415.5 166.1 581.6 2.4

1979 230.5 193.7 240.1 433.8 132.4 566.2 2.5

1980 233.0 210.9 227.8 438.7 143.1 581.8 2.5

1981 255.8 229.8 234.6 464.4 175.3 639.7 2.5

1982 240.1 219.1 241.2 460.3 200.0 660.4 2.8

1983 258.2 232.0 256.0 488.0 203.9 691.9 2.7

1984 310.0 278.7 299.5 578.2 251.5 829.7 2.7

1985 390.0 307.0 313.1 620.1 319.3 939.4 2.4

1986 407.4 318.7 318.8 637.4 327.3 964.7 2.4

1987 414.0 305.0 295.0 600.0 341.3 941.2 2.3

a. Figures have been corrected from 1965 to 1979 to bring them in line with current definitions.
Source: BCEAO data.



Money, Banking, and thle Financial Sector 205

Table H.7 Monetary Survey, 1965-87

Net external assets Domestic credit Other

Central Govern Private Total lia-
Year Total bank Banks Total -menta sector assets M2 bilitiesa

1965 15.7 14.7 1.0 35.4 -9.3 44.7 51.1 48.9 2.2

1966 19.1 14.9 4.2 38.2 -10.0 48.2 57.3 53.9 3.4

1967 14.5 12.0 2.5 48.0 -6.8 54.8 62.5 58.2 4.3

1968 22.4 18.2 4.2 55.2 -10.3 65.5 77.6 72.5 5.1

1969 28.1 19.6 8.5 70.3 -8.8 79.1 98.4 92.0 6.4

1970 38.6 26.4 12.2 76.3 -16.4 92.7 114.9 106.8 8.1

1971 32.3 20.4 11.9 95.2 -16.2 111.4 127.5 117.6 9.9

1972 9.9 18.0 -8.1 122.7 -10.2 132.9 132.6 122.8 9.8

1973 6.1 14.7 -8.6 150.2 -25.2 175.4 156.3 147.9 8.4

1974 17.7 6.8 10.9 205.7 -38.0 243.7 223.4 223.2 0.2

1975 -11.5 13.9 -25.4 267.2 -25.3 292.5 255.7 244.6 11.1

1976 -18.0 7.8 -25.8 370.3 -21.6 391.9 352.3 349.8 2.5

1977 17.4 32.8 -15.4 529.5 -76.0 605.5 546.9 524.5 22.4

1978 24.3 75.0 -50.7 588.8 -107.5 696.3 613.1 581.6 31.5

1979 -69.0 11.5 -80.5 677.8 -114.0 791.8 608.8 566.2 42.6

1980 -243.6 -126.8 -116.8 835.0 -54.7 889.7 591.4 581.8 9.6

1981 -389.8 -279.9 -109.9 1,027.9 61.5 966.4 638.1 639.7 -1.6

1982 -432.6 -328.2 -104.4 1,098.2 77.0 1,021.2 665.6 660.4 5.2

1983 -630.7 -494.9 -135.8 1,312.0 210.7 1,101.3 681.3 691.9 10.6

1984 -521.6 -473.1 -48.4 1,322.0 239.2 1,082.8 800.4 829.7 -29.3

1985 -446.3 -365.6 -80.7 1,320.5 221.8 1,098.7 874.2 939.4 -65.2

1986 -432.4 -318.3 -114.0 1,361.6 245.7 1,115.9 929.2 964.7 -35.5

1987 -494.6 -338.8 -155.8 1.391.0 180.4 1,210.6 896.3 941.2 -44.9

a. Net.
Source: BCEAO data.
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Table H.8 Term Structure of Bank Credits to the Private Sector, 1965-87

Medium and
Year Total Cropfinancing Other short term long term

1965 44.7 - - -

1966 48.2 - - -

1967 54.8 - - -

1968 65.5 - - -

1969 79.1 - - -

1970 92.7 - - -

1971 111.4 - - -

1972 132.9 - - -

1973 175.4 - - -

1974 243.7 50.7 128.6 64.5

1975 292.5 52.3 160.7 79.5

1976 391.9 69.9 221.0 101.0

1977 605.5 98.2 360.1 147.2

1978 696.3 83.7 416.6 196.0

1979 791.8 91.0 436.2 264.5

1980 889.7 126.1 434.8 328.8

1981 966.4 187.2 425.0 354.3

1982 1,021.2 172.5 491.7 357.1

1983 1,101.3 163.6 581.0 356.7

1984 1,082.8 160.7 591.5 330.6

1985 1,098.7 179.3 587.0 332.4

1986 1,115.9 182.8 601.5 331.6

1987 1,210.6 231.0 677.0 302.5

Source: BCEAO data.
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Table H.9 Debtor Interest Rates, 1965-87
(per-c ent)

Preferential Normal Moneymarket Minimum Maximum
Year rediscount rediscount Minimum Maximum debtor debtor

1965 3.50 - - - 4.50 8.00

1966 3.50 - - - 4.50 8.00

1967 3.50 - - - 4.50 8.00

1968 3.50 - - - 4.50 8.00

1969 3.50 - - - 4.50 8.00

1970 3.50 - - - 4.50 8.00

1971 3.50 - - - 4.50 8.00

1972 3.50 - - - 4.50 8.00

1973a 5.50 - - - 6.50 11.00

1974 5.50 - - - 6.50 11.00

197 5 b 5.50 8.00 7.00 7.00 6.50 13.00

1976 5.50 8.00 6.50 7.25 6.50 13.00

1977 5.50 8.00 7.00 7.25 6.50 13.00

1978 5.50 8.00 7.00 7.25 6.50 13.00

1979 5.50 8.00 6.13 9.75 6.50 13.00

1980C 8.00 10.50 9.75 10.75 9.00 15.50

1981 8.00 10.50 9.75 14.75 9.00 15.50

19 82 d 10.00 12.50 13.50 15.25 11.00 17.50

1983e 8.00 10.50 11.00 12.00 9.00 15.50

1984 8.00 10.50 - - 9.00 15.50

1985 8.00 10.50 - - 9.00 15.50

1986 8.00 10.50 - - 9.00 15.50

1987' 6.00 8.50 - - 7.00 13.50

1988 6.00 8.50 - - 7.00 13.50

198 9g 7.50 9.50 - - 8.50 14.50

Note: Rediscount and debtor rates applicable.
a. From January 29, 1973.
b. From July 1,1975.
c. From April 14. 1980.
d. From April 7,1982.
e. From April 5, 1983.
f. From September 22. 1986.
g. From December, 1988.
Source: BCEAO data.
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Table H.10 Creditor Interest Rates, 1965-87
(per cent)

Term deposit rate Memo items

Saving French money
Year Lowest Highest account market Inflation (CPI)

1965 0.00 3.00 3.25 4.20 2.72

1966 0.00 3.00 3.25 4.78 4.20

1967 0.00 3.00 3.25 4.80 2.21

1968 0.00 3.00 3.25 6.20 5.43

1969 0.00 3.00 3.25 8.98 4.33

1970 0.00 3.00 3.25 8.68 8.61

1971 0.00 3.00 3.25 5.85 -0.80

1972 0.00 3.00 3.25 4.96 0.37

1973 a 2.50 6.50 4.75 8.91 10.71

1974 2.50 6.50 4.75 12.91 17.67

1975 a 3.25 6.50 5.50 7.92 11.51

1976 3.25 6.50 5.50 8.56 12.10

1977 3.25 6.50 5.50 9.07 27.35

1978 3.25 6.50 5.50 7.98 13.02

1979 3.25 6.50 5.50 9.04 16.74

1980 a 5.25 8.50 7.50 11.84 14.51

1981 5.25 8.50 7.50 15.30 8.80

1982a 7.25 10.50 9.50 14.87 7.39

1983 a 6.25 9.50 8.50 12.54 5.87

1984 6.25 9.50 8.50 11.74 4.29

1985 6.25 9.50 8.50 9.90 1.87

1986 6.25 9.50 8.50 7.70 6.60

1987 a 4.25 7.50 6.50 8.00 5.30

1988 4.25 7.50 6.50 7.50 -

1989 a 5.00 9.00 7.00 -

a. Creditor rate applicable from same dates as debtor rates in table G.9.
Note: The highest deposit rate has been a minimum one since January 29. 1973. It pertains to depos-

its up to July 1975 with a term greater than two years and in an amount exceeding CFAF 5 million.
Since then the term has been greater than one year and the deposit greater than CFAF 2 millions. The
lowest deposit rate is a fixed one. It pertains to deposits of up to six months and amounting to less than
CFAF 0.2 million.

Source: BCEAO, Banque de France, and table H.3.
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Table H.11 Real Interest Rates, 1965-87
(percent)

Maximum Term deposit rate Saving

Year Minimum debtor debtor Lowest Highest account

1965 1.78 5.28 -2.72 0.28 0.53

1966 0.30 3.80 -4.20 -1.20 -0.95

1967 2.29 5.79 -2.21 0.79 1.04

1968 -0.93 2.57 -5.43 -2.43 -2.18

1969 0.17 3.67 -4.33 -1.33 -1.08

1970 -4.11 -0.61 -8.61 -5.61 -5.36

1971 5.30 8.80 0.80 3.80 4.05

1972 4.13 7.63 -0.37 2.63 2.88

1973 -4.21 0.29 -8.21 -4.21 -5.96

1974 -11.17 -6.67 -15.17 -11.17 -12.92

1975 -5.01 1.49 -8.26 -5.01 -6.01

1976 -5.60 0.90 -8.85 -5.60 -6.60

1977 -20.85 -14.35 -24.10 -20.85 -21.85

1978 -6.52 -0.02 -9.77 -6.52 -7.52

1979 -10.24 -3.74 -13.49 -10.24 -11.24

1980 -5.51 0.99 -9.26 -6.01 -7.01

1981 0.20 6.70 -3.55 -0.30 -1.30

1982 3.61 10.11 -0.14 3.11 2.11

1983 3.13 9.63 0.38 3.63 2.63

1984 4.71 11.21 1.96 5.21 4.21

1985 7.13 13.63 4.38 7.63 6.63

1986 2.40 8.90 -0.35 2.90 1.90

1987 1.70 8.20 -1.05 2.20 1.20

Source: BCEAO data.



Appendix I

Inflation

A consumer price index has been computed regularly since 1960, but its base has
not changed since then-at least for official publications-and therefore its rele-
vance is questionable. A comparison with the national accounts deflator for pri-
vate consumption shows relatively large differences in some years. In particular,
the consumer price index overestimates inflation for the years 1975 to 1980 when
compared with the national accounts deflator. But it underestimates inflation in re-
cent years and in 1977. As a consequence, long-run inflation proves greater with
the CPI than with the national accounts deflator.

However, the two indices exhibit similar profiles up to 1984, inflation being at its
highest in the late 1980s, during and just after the economic boom. Later, it slows down.

In recent years, there has been a considerable discrepancy between the CPI
and the national accounts deflator, which exhibits almost no inflation. In contrast,
CPI inflation is more than 4.5 percent a year between 1984 and 1987.

Two main sources were used to examine inflation: one is the series published
by the BCEAO, which is based on 1970 weights. As explained in appendix E, we
changed import price data in order to take into account the variation in the weight of
oil imports after the first oil shock. The second source is the implicit deflator of trade
in goods and services in national accounts. In the long run, the BCEAO data exhibit
a somewhat higher inflation in external trade prices than the national accounts.

For export prices, the main difference between the two series shows up in
1965-70: BCEAO figures indicate a significant price increase, because of the in-
crease in coffee and cocoa prices, which is completely absent in national accounts
figures although there is significant indirect evidence-most noticeably in the
government budget-of an improvement in the terms of trade. Since there is no
way of checking the accuracy of World Bank estimates, which are the only avail-
able data on that period (note that price information in national accounts is avail-
able only after 1974), it is the procedure used by the World Bank that seems at
fault here. The discrepancy between the two indexes of import prices is more per-
sistent and probably depends on the choice of the base year. In recent years, both
indicators show a fall in external trade prices (denominated in CFA francs).
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Table I.1 Inflation, 1965-87
(percent)

Period CPI National accounts deflator

1965-73 4.0 3.0

1973-79 15.2 12.6

1979-84 7.6 9.5

1965-80 9.8 8.7

1984-87 4.7 0.6

Source: BCEAO data and World Bank data.
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Table 1.2 Export and Import Prices, 1965-86

Export price Import price

National National
Period BCEAO accounts BCEAO accounts

1965-73 6.7 2.4 5.7 4.2

1973-79 10.5 10.6 12.9 11.2

1979-84 6.3 8.8 14.9 12.3

1965-84 11.1 10.3 11.0 10.0

1984-86 3.6 2.3 -10.3 6.3

Source: BCEAO data and World Bank data.
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Table 1.3 Inflation Index, 1965-87

Consumer prices Export pric es Import prices

National National National
Year CPI accounts BCEAO accounts BCEAO accounts

1965 19.5 22.2 11.8 16.9 14.2 17.4

1966 20.4 22.9 13.5 17.4 14.7 17.9

1967 20.8 23.0 15.1 17.5 15.2 18.0

1968 21.9 24.1 16.6 18.3 15.9 18.9

1969 22.9 24.8 20.8 18.8 16.3 19.4

1970 24.9 25.6 19.5 19.3 17.3 20.2

1971 24.6 26.0 18.1 17.8 19.6 21.0

1972 24.7 26.8 17.6 17.7 20.9 22.3

1973 27.4 28.6 23.2 23.1 22.0 25.3

1974 32.2 36.4 32.3 34.1 30.4 36.6

1975 35.9 40.1 30.6 32.2 33.5 40.1

1976 40.3 43.3 40.5 43.7 38.4 42.2

1977 51.3 51.7 65.8 67.0 40.9 46.4

1978 58.0 56.7 62.5 62.9 43.0 48.3

1979 67.7 63.6 67.8 63.5 48.8 54.7

1980 77.5 67.7 68.1 62.6 55.5 61.2

1981 84.3 74.4 60.1 63.1 69.3 71.7

1982 90.6 83.4 62.9 69.9 82.6 81.3

1983 95.9 92.8 73.3 79.1 90.4 90.4

1984 100.0 100.0 100.0 100.0 100.0 100.0

1985 101.9 97.5 110.8 105.3 99.4 101.8

1986 108.6 98.6 93.0 95.4 81.4 88.1

1987 114.4 101.6 72.3 75.1

Source: BCEAO data and World Baik data.
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Relative Prices

External Terms of Trade

Cote d'lvoire's terms of trade are computed from BCEAO export and import price
indexes. They do not show any significant trend in the long run, but exhibit large
annual variations. The main variations relate to agricultural export prices. Four
peaks occurred over the study period: in 1969, 1973-74, 1977, and 1985. There
was also a significant improvement in 1984, because of coffee. Clearly, the main
peak occurred in 1977, with a 70 percent improvement from 1975 to 1977. The
peak of 1977 contributed greatly to the genesis of the present financial crisis, since
it led to an expansionary policy never experienced before. Nothing comparable
has been observed at other peaks.

Traded and Nontraded Prices

The price of traded as against nontraded goods is computed from data in the na-
tional accounts. The corresponding series exhibits a strong trend in favor of traded
goods from 1965 to 1977. Another similar trend appears in recent years.

Real Effective Exchange Rate

There are no readily available data on the real effective exchange rate (REER).
The nominal exchange rate is fixed with respect to the French franc, and external
trade with France accounts for about 33 percent of total trade. Therefore, the indi-
cator we defined for effective foreign prices is a mix of the French GDP deflator
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and of the OECD GDP deflator, translated into French francs. The REER is this
foreign price divided by the Ivorian GDP deflator.

The REER rose from 1965 to 1972, declined from 1972 to 1977, and then in-
creased until 1985. Thus there is no strong deviation from purchasing power parity
in the long run. Deviations in the short run are due both to variations in the French
franc exchange rate and to trend in inflation.

Real Wages

Information on wages is by and large inaccurate or unreliable in C6te d'lvoire. In
the modem sector, the only reliable information pertains to the minimum guaran-
teed wage (SMIG). This variable is not a good indicator of the trends in wages,
however, since it seems that most wage-earners are paid salaries exceed the
SMIG.

Some direct information about effective wages appears in the Centrale des Bi-
lans. According to these data, mean wages are much higher than the SMIG. Un-
fortunately, the data cover only the period from 1974 to 1985, and their sectoral
decomposition is far from reliable.

Both the real SMIG and the real mean wage in the modem sector began de-
creasing in 1974, but at a relatively slow pace. Thus by 1982 the loss in wage-earn-
ers' purchasing power was about 2.7 to 2.9 percent per year. From 1982 to 1986,
however, the real SMIG again lost about 5 percent a year.

Terms of Trade of Agriculture versus Industry

We computed relative prices from national accounts data. We also computed a true
crop price index by weighting individual market prices for cassava, yam, plantain,
and paddy and an export crop price index by weighting coffee and cocoa producer
prices. The results are not too different from the World Bank national accounts de-
flator: the 1967-83 growth rates of the agricultural price index computed by the
World Bank and of our index (combining food and export crops) are 12.2 and 11.9
percent, respectively. However, our index exhibits much less regular movement,
perhaps because of its more restricted coverage.

The agriculture/industry terms of trade improved substantially between 1965
and 1980, grew worse from 1980 to 1982, and then returned to their 1980 level. In
recent years, they have been on a steep decline. Food and nonfood prices behave
quite similarly in the long run.
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Table J.1 Relative Price of Traded and Nontraded Goods, Selected Years,
1965-87
(percentage qf growth)

Period Tradedinontraded price

1965-73 3.2

1973-79 4.6

1979-84 -1.2

1984-87 15.1

1965-87 2.7

Source: BCEAO data.
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Table J.2 Growth of Relative Prices, Selected Years, 1965-87
(percent)

Period Agriculture Foodlnonfood

1965-73 2.0 1.6

1973-79 7.9 2.2

1979-84 0.0 -3.6

1984-87 -11.8 -0.4

Source: BCEAO data.



Table J.3 Relative Prices, 1965-87

Foodinonfood Average real
External terms Traded/non- Real effective Agricultural! agricultural Real wage wage in the

Year of trade traded pr-ices exchange rate industrial prices prices (SMIG) modern sectora

1965 82.9 62.5 76.8 52.3 42.6 102.4 -

1966 91.6 69.2 77.6 52.8 46.0 98.3 -

1967 99.3 69.7 79.2 54.7 41.3 96.2 -

1968 104.0 66.3 79.4 55.0 42.5 95.5 -

1969 127.3 78.2 82.9 56.4 42.0 96.2 -

1970 112.9 80.7 86.6 56.4 42.5 110.7 -

1971 92.7 75.7 93.1 58.0 41.1 111.6 -

1972 84.3 78.2 95.1 59.6 40.4 111.2 -

1973 105.1 83.7 86.3 62.5 39.7 110.9 -

1974 106.3 83.0 77.9 62.1 46.5 118.3 121.8

1975 91.2 88.4 79.0 68.8 50.2 120.8 112.2

1976 105.6 92.1 74.4 67.9 53.0 134.6 117.1

1977 160.8 111.4 61.7 83.8 68.4 105.7 103.0

1978 145.2 102.5 62.8 88.2 71.4 116.9 104.6

1979 138.8 103.8 63.1 96.5 79.0 110.2 98.4

1980 122.7 101.6 67.9 103.0 75.0 105.9 94.6

(table continues on next page)



Table J.3 (continued)

Food/nonfood Average real
External terms Traded/non- Real effective Agriculturall agricultural Real wage wage in the

Year of trade traded prices exchange rate industrial prices prices (SMIG) modern sectora
1981 86.7 98.1 83.4 97.0 80.3 97.3 97.3
1982 76.2 91.4 91.8 91.0 89.4 100.0 100.0
1983 81.1 96.7 97.1 98.9 101.5 94.5 103.6
1984 100.0 100.0 100.0 100.0 100.0 90.6 103.1
1985 111.5 97.0 106.1 83.5 74.0 88.9 101.8
1986 114.3 110.6 93.6 81.6 82.7 83.4 -
1987 - 158.1 88.8 68.1 95.1 79.2 -

a. 1982 R(X).
Source: Centrale des Bilans and Direction de la Statistique.
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Table J.4 Sources for the Real Effective Exchange Rate, 1965-87

OECD
French OECD GDP U.S. dollarl GDP price Ivorian
GDP price (U.S. Frenchfranc (French Foreign GDP

Year price dollars) exchange rate francs) price price

1965 21.9 50.0 4.9 13.6 16.3 21.3

1966 22.5 51.9 4.9 14.2 16.9 21.8

1967 23.3 53.4 4.9 14.6 17.4 22.0

1968 24.2 54.6 4.9 15.0 18.1 22.7

1969 25.8 56.9 5.2 16.4 19.5 23.6

1970 27.3 60.0 5.5 18.4 21.4 24.6

1971 28.9 64.2 5.5 19.7 22.7 24.4

1972 30.7 70.7 5.0 19.8 23.4 24.6

1973 33.0 80.5 4.4 19.9 24.2 28.1

1974 36.7 88.8 4.8 23.7 28.0 36.0

1975 41.6 100.0 4.3 23.7 29.6 37.5

1976 45.7 103.0 4.8 27.4 33.4 44.9

1977 49.9 112.0 4.9 30.6 36.9 59.8

1978 54.6 129.2 4.5 32.4 39.7 63.2

1979 60.3 144.1 4.3 34.0 42.7 67.6

1980 67.6 157.1 4.2 36.9 47.0 69.2

1981 75.6 171.6 5.4 51.9 59.7 71.5

1982 85.2 184.7 6.6 67.4 73.3 79.8

1983 93.3 195.3 7.6 82.7 86.2 88.7

1984 100.0 206.0 8.7 100.0 100.0 100.0

1985 105.9 216.3 9.0 108.0 107.3 101.1

1986 111.1 227.3 6.9 87.5 95.3 101.8

1987 114.4 238.5 6.0 79.5 91.0 102.4

Source: OECD, INSEE, CINA. and World Bank national accounts.
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Table J.5 Export and Industrial Crop Prices, 1965-87

Export crop
Year Cocoa Coffee price index Cotton

1967 70.0 90.0 22.3 33.5

1968 70.0 90.0 22.3 33.5

1969 70.0 90.0 22.3 33.5

1970 80.0 95.0 24.6 33.5

1971 85.0 105.0 26.6 35.0

1972 85.0 105.0 26.6 40.0

1973 85.0 105.0 26.6 40.0

1974 110.0 120.0 32.6 45.0

1975 175.0 150.0 47.1 70.0

1976 175.0 150.0 47.1 70.0

1977 180.0 180.0 51.4 80.0

1978 250.0 250.0 71.4 80.0

1979 250.0 250.0 71.4 80.0

1980 300.0 300.0 85.7 80.0

1981 300.0 300.0 85.7 80.0

1982 300.0 300.0 85.7 80.0

1983 300.0 300.0 85.7 80.0

1984 350.0 350.0 100.0 100.0

1985 375.0 380.0 107.7 115.0

1986 400.0 400.0 114.3 115.0

1987 400.0 400.0 114.3 115.0

1988 400.0 400.0 114.3 115.0

Source: BCEAO data.
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Table J.6 Food Price Index, 1967-85

Year Cassava Yam Plantain Paddy Food price index

1967 17.0 26.0 14.0 18.0 16.1

1968 18.0 25.0 15.0 18.0 16.0

1969 27.0 30.0 15.0 18.0 19.5

1970 34.0 36.0 22.0 18.0 24.0

1971 33.0 35.0 23.0 20.0 23.8

1972 27.0 33.0 20.0 22.0 21.6

1973 34.0 37.0 23.0 25.0 25.1

1974 34.0 52.0 24.0 28.0 30.9

1975 51.0 50.0 34.0 65.0 37.4

1976 48.0 56.0 36.0 65.0 39.4

1977 110.0 95.0 67.0 65.0 69.7

1978 93.0 102.0 61.0 65.0 68.3

1979 97.0 128.0 94.0 65.0 83.6

1980 150.0 132.0 74.0 65.0 91.6

1981 141.0 132.0 92.0 65.0 92.8

1982 119.0 122.0 96.0 50.0 84.7

1983 199.0 180.0 160.0 60.0 131.0

Source: BCEAO data.
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Table J.7 Comparison of Agricultural Price Indexes and National Account
Agricultural GDP Deflators, 1967-85

Export crops Food crops Total agr iculture

Year (NA) (PI) (NA) (PI) (NA) (PI)

1967 28.2 22.3 12.7 16.1 17.0 20.3

1968 29.2 22.3 13.4 16.0 18.1 20.2

1969 29.6 22.3 13.7 19.5 18.5 22.2

1970 31.1 24.6 14.1 24.0 19.8 26.0

1971 31.2 26.6 13.6 23.8 19.4 26.8

1972 31.3 26.6 13.5 21.6 19.6 25.6

1973 33.3 26.6 16.1 25.1 21.5 27.6

1974 40.8 32.6 21.6 30.9 27.4 33.9

1975 47.7 47.1 25.0 37.4 33.1 44.8

1976 49.9 47.1 28.9 39.4 35.6 45.9

1977 63.7 51.4 47.1 69.7 51.9 65.6

1978 73.1 71.4 54.0 68.3 59.7 74.6

1979 75.5 71.4 61.3 83.6 66.5 83.5

1980 82.5 85.7 64.4 91.6 70.8 95.1

1981 82.5 85.7 67.0 92.8 73.4 95.8

1982 82.8 85.7 74.0 84.7 77.6 91.1

1983 88.3 85.7 90.0 131.0 89.3 118.0

1984 100.0 100.0 100.0 - 100.0 -

1985 108.7 107.7 180.4 - 92.4 -

1986 111.0 114.3 91.7 - 99.7 -

1987 114.5 114.3 109.0 - 110.9 -

Source: BCEAO data.





Notes

Chapter 1

1. This section relies in large part on World Bank (1976), Zartman and Delgado (1984), Duprey
(1962), and Amondji (1984).

2. French prices have been multiplied by approximately seven.
3. Note that the Rassemblement Democratique Africain developed within the Afrique Occidentale

Francaise, which was the colonial federation Cote d'lvoire belonged to and which was clearly
dominated by Senegal.

4. Note, however, that the independence movement headed by Houphouet-Boigny, who was work-
ing in close agreement with the old colonial powers, was strongly opposed by some within the
country who would have favored a more radical separation. See Amondji (1984).

5. It was not typical by intemational standards, but typical of the French colonial countries of
Africa.

6. Of course, those figures are greatly influenced by fluctuations in the terms of trade. In 1984, for
instance, the share of cocoa was more than 30 percent, whereas this was the case for coffee in the
1970s. See appendix table B.2.

7. The preceding figures actually postdate 1980, since they are drawn from the 1985 household sur-
vey. It is unlikely, however, that they changed very much in five years.

8. The preceding estimates are from Bresson (1980), but the Gini index given by Jain (1975) for
1959, which is 0.46, is consistent with Bresson's view that inequality rose significantly during
the 1960s. Little is known about how the distribution of income may have changed over the
1970s and how unequal it was in 1980. The most recent estimate is given in Glewwe (1987).

9. The other members of the WAMU are Benin, Burkina Faso, Niger, Senegal, Togo, and Mali.

Chapter 2

I . For example, various taxes are divided in predetermined proportions among various budgets. See
Cote d'lvoire (1984).

2. It is only after the fact that CSSPPA revenues and the expenditures out of them are included in
the various budgets.

3. See table 2.2 later in the chapter.
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4. The first attempt at building such an account was made by the IMF in 1985. It covered 1983. No
account is yet available for other years, however.

5. These taxes exclude CSSPPA's surplus on export marketing. The consolidation of all public re-
ceipts and the determination of CSSPPA's surplus is discussed below.

6. This figure is obtained by multiplying the value of imports by the difference between the official
VAT rate (23.5 percent) and the effective 10 percent rate.

7. This is true only if the VAT covers the entire economy, which might not be too far from reality
in the nonagricultural sector.

8. The grace period is generally five years, unless otherwise granted by the presidency.
9. This estimate, as well as that for the tax loss originating in imports, are from the IMF (1981).
10. The 'mercuriales" created during the colonial period are arbitrary prices used to compute the

base on which the export tax is levied. Its original aim was to avoid fraudulent declarations.
11. A detailed account of the way the CSSPPA operates is given in chapter 3.
12. At the end of the 1970s there were thirty firms in the first group and fifty in the second.
13. The situation has changed since then because of the recent privatization or bankruptcy of several

public enterprises.
14. This is the case, for example. for SATMACI, MOTORAGRI, SODEPALM.
15. These declarations are quoted by Toure (1986), from the newspaper Frarernite Marin.
16. Until 1983 no attempt had been made to build a consolidated account of the public sector Since

then progress have been made at the behest of the IMF. Available accounts are still imperfect,
however. Because of the lack of information on public enterprises after 1985, the consolidation
cannot be extended beyond that year

Chapter 3

1. In a 1985 household survey, it was estimated that between 40 and 60 percent of farmers were
growing either coffee or cocoa (Cote d'lvoire 1985a).

2. This really applies to medium and large plantations. Small plantations usually rely solely on fam-
ilv labor. Statistics drawn from wage taxes show that approximately 90 percent of wage-workers
in incorporated agricultural plantations were non-lvorian African workers in 1984 (see Cote
d'lvoire 1985b).

3. Recall from table 1.3 that cash crops amount to only 20 percent of agricultural production.
4. The rather low level of margins allowed to exporters also explains why export companies do not

appear to engage in rent-seeking activity (through briberies and so on) to increase their quotas.
5. It must be stressed, however, that the way in which export agreements for coffee and cocoa are

granted is rather arbitrary, so that it is not certain whether this penalty system actually works. In
1988 the govemment policy of cocoa retention at the export level, combined with a high producer
price, upset the whole system because exporters were unable to work under profitable conditions.
See chapter 7.

6. There is some inforrmal evidence that no account was taken of the natural replenishment rate of
that natural resource and therefore that logging proceeded at a faster rate than would have been
efficient. Clearing in the 1970s works out to a rate of about 3 to 4 percent a year. See BCEAO
(1973).

7. See also table 1.3 for home consumption figures.
8. The Caisse de Perequation is an official agency, and like the CSSPPA for export crops, it is re-

sponsible for stabilizing the price of some foodstuffs. Its particular task is to regulate the price of
imported rice.

9. In keeping with Lomd conventions, Ivorian products are exempted from tariffs in the markets of
the European Economic Community, and EEC products benefit from lower tariffs in Cote
d'lvoire.
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10. The CPI was used as a deflator. Since this index includes both food and nonfood products, the
price variable. P, in the preceding equation picks up possible substitution between coffee and oth-
er cash crops, excluding cocoa (see below), as well as substitution between marketed and non-
marketed activities.

11. The year 1984 was excluded owing to a strong exogenous fall in production, and data for the fol-
lowing years were unavailable. The Almon polynomial is degree 5 with zero constraint at both
ends.

12. Afterward, those operations were placed under small publicly subsidized companies, organized
on a cooperative basis.

13. The years 1983-84 and those that follow are excluded for the same reason as for coffee. The or-
der of Almon polynomials is 6.

Chapter 4

I . Undertaken in collaboration with and according to the usual format of the Living Standard Meas-
urement Survey (LSMS) project at the World Bank. Unfortunately, no comparable survey avail-
able to indicate what the labor market was like before the crisis-that is at the end of the 1970s
or beginning of the 1980s. It is assumed here that the structure of the labor market had not dras-
tically changed during the first years of the crisis. In other words, the analysis that follows is as-
sumed to relate to the inherent structure of the labor market in Cote d'lvoire rather than to the
sole effects of the crisis on that market.

2. Employment data in the 1985 household survey generally refer to the week preceding the inter-
view and do not provide precise information on permanent or seasonal wage-employment in rural
areas.

3. In fact, the SMIG applies only to urban areas. The minimum wage in rural areas is the SMAG,
but given the very limited extent of wage-employment it plays a lesser role.

4. Notice that layoff costs are also incurred when layoffs are not the result of an official agreement.
5. A similar regression analysis may be found in van der Gaag and Vijverberg (1987).
6. Recall also that their number has been drastically reduced in the recent move toward Ivorization.
7. Recall that more than 80 percent of wage-workers in incorporated agricultural firms are non-lvo-

rian Africans.
8. Employment data for foreign workers are available in the BDF, but figures are (approximately)

consistent intertemporally only since 1976.
9. A presentation of the institutional organization of the Franc zone is given in Guillaumont and

Guillaumont (1984). Actually the franc zone includes the West African Monetary Union as well
as the Central African Monetary Union. Differences between those two institutions are minor
ones. See also Bhatia (1985).

10. Or the BCEAO did not exert its control.
11. This period begins before the 1974 reform, but it can be assumed that the objectives of the central

bank have not been significantly altered by this reform. Estimates for the 1975-85 period show
even less efficiency in monetary control.

Chapter 5

I . The 1974-80 average annual growth rate of GDP was 0.5 percent below that for 1965-74.
2. Recall also that there is evidence of a substantial increase in inequality among personal incomes

during the 1960s. See chapter 1.
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3. These figures are reported by BDF in Centrale des Bilans.
4. That is, the govemment cannot borrow from the central bank more than 20 percent of its receipts

during the preceding year (see chapter 4).

Chapter 6

I . The growth trend was 8.3 percent a year between 1965 and 1973. It fell to 6.7 percent over 1973-
79 (see appendix table A. l).

2. Such a figure assumes that immigration practically stopped in 1980. Although the series on work-
ers' remittances abroad shows some deceleration after 1981, this assumption is probably an ex-
treme one.

3. Private consumption was also affected by a large increase in the relative price of food products,
as explained in the following paragraphs.

4. This excludes French advisers in the various ministries and at the presidency.
5. This "sustainable" figure was computed with a share of investment in GDP equal to 25 percent,

and a share of public investment in total investment equal to 65 percent. See Den Tuinder (1978),
p. 187.

6. This was the first time since independence that C6te d'lvoire's operations account was experi-
encing a deficit.

7. This is the ratio of the 1975-80 increase in GDP over cumulated 1975-79 total investment ex-
penditures, based on an assumption of uniform distribution of planned investments over time.

8. Note also that a third explanation could be capital movements hidden in the remittance item of
the balance of payment; however, the trends in the interest rate differential with France during
that period did not noticeably favor such outflows.

9. A regression of private consumption (C) on the agricultural, A, and nonagricultural, NA, compo-
nent of GDP-the latter net of CSSPPA receipts-yields the following results:

C = 26 + 0.87 A + 0.67 NA
(5.9) (4.2).

10. This food price increase could also be linked to the 150 percent price increase granted to cocoa
and coffee producers. Note, however, that estimated substitution effects between export and food
crops in the agricultural sector are not very important.

11. On those points and as an image of the mood prevailing at the time, see the introductory statement
by F. Houphouet-Boigny to the 1981-85 plan.

12. This figure depends on the definition that is adopted. See chapter 2 and the appendix.
13. In the "Annuaire des Statistiques du Travail," for instance, only estimated rounded figures are

given for civil servant employment.
14. As a matter of fact, the terms of trade grew much worse over that period than expected in 1980,

at the time the Stabilization Plan was designed. No attempt was made in 1980-82 to pass on the
drop in intemational prices to producers, although nominal prices had more than doubled at the
time of the boom (see appendix table L.3). It is true, nevertheless, that real producer prices de-
creased over that period by approximately 30 percent in relation to the GDP deflator

15. A regression of the volume of imports M on that of investment (I) and GDP yields
kM = 0.595 kI + 0.385 k(GDP - I) for the estimation period 1965-84.



Notes 229

Chapter 7

i . A more comprehensive applied dynamic general equilibrium model of C6te dIvoire has been de-
veloped by Schneider, Lambert, and Suwa (1991). As in the present case, however, its medium-
run properties under the fixed exchange rate closure are almost exclusively determined by foreign
payment exogenous variables.

2. The amortization part of the debt service is ignored.
3. That resorption of the disequilibrium through imports is not formalized here. Note also that the

increase in the import share of GDP observed during that period is due to the larger import con-
tent of investment in comparison with other expenditures, a factor that will be taken into account
in the extended version of the model below.

4. This itself was a result of previous foreign borrowing. and, in 1982, of the increase in world in-
terest rates.

5. This identity is expressed at market prices, and makes explicit the savings available through the
Price Stabilization Fund, (p-po)E.

6. The altemative is to adjust that expected rate g, thus coming back to a standard supply-led growth
model.

7. Note also that the two-gap literature is rather imprecise about the short-run macroeconomic
mechanisms that are at work in case of disequilibrium in the foreign exchange market. This is
true even in recent works such as the studies by Gunning ( 1983) or Gersovitz (1982).

8. The following equation was estimated:
C = 25.8 + 0.87 AGR + 0.57 NAGR

(5.9) (4.3)
where R2 = 0.99 and DW = 1.96. C is private consumption, AGR is the agricultural GDP. and
NAGR the nonagricultural GDP.

9. In (7.5), knowing g, k, c. func Q and I for the base year yields a direct estimate on a.
10. The following econometric specification was used:

Qt = c d F( l-o)' + c K, (I -k)'
where Q, and 1, are GDP and investment in year t, respectively; Ko is the initial capital stock,
which is estimated; and k the exogenous depreciation rate. An exogenous 3 percent value for that
rate may be found to be too small. It reflects the fact that a large part of past investments consisted
of construction work. The estimate of the capital-output ratio in the above specification shows
little sensitivity to the depreciation rate.

11. The equation that has been estimated is
M/Q = m + ng0l/Q) + m,.(C/Q).

But, given the limited variations of C/Q over time, only the term m + m,(C/Q) may be precisely
identified.

12. Note, moreover, that the income elasticity of beverage consumption is below unity and thus even
that figure is optimistic, unless Cote d'lvoire could raise its market share. For cocoa, however,
the Ivorian market share is already quite high.

13. This figure corresponds to the difference in the median capital-output ratio in plantations report-
ing to the Centrale des Bilans-that is, essentially modern plantations-and in firms belonging
to the non-oil manufacturing sector in the same source.

14. The `20 percent rule" has only been loosely enforced. The outstanding credit of the BCEAO to
the Ivorian govemment was considerably higher than 20 percent of tax receipts in the mid- 1980s.
However, this does not preclude the possibility that some ceiling has been imposed on deficit fi-
nancing in Cote d'Ivoire. and consequently on the deficit of the operations account, by both
WAMU and France. Unfortunately, there is no way to determine this ceiling.

15. The computations are based on Cenirale des Bilans (1985). It was assumed that the import con-
tent of exports was equal to the import content of the total output for each sector.
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16. This correlation is computed on the subset of manufacturing industries for which exports account
for 5 percent or more of their total sales in the Centrale des Bilans. This subset contained seven-
teen industries in 1985 (excluding the oil refinery).

17. Some of these industries have a propensity to export less than 5 percent, and including them in
the sample greatly reduces the significance of the correlation noted above.

18. The autoregressive term has been eliminated because it was not significant. It is interesting to
note that the "portfolio approach," which links assets to interest rates, is here clearly preferred to
the "flow approach." This result casts doubts on the apparent relevance of the flow approach im-
plicit in the previous equation through the large and significant autoregressive term.

19. Definitions and series appear in appendixes K and L. The formula used for computing the growth
rate of the equilibrium exchange rate is:

cd = [(_ l)c
m

+ (I+j)ce]/(a(+j)

where cr and j are the elasticity of substitution in consumption and production and cd. cm. and c'
are the growth rates of equilibrium domestic prices. export prices, and import prices, respectively.

20. There is no geographic breakdown of Ivorian exports by type of product. If primary exports to
WAMU countries are assumed to be negligible, the share of these countries in total manufactur-
ing exports may be estimated to lie between 33 and 60 percent, depending on whether manufac-
tured food products are assumed to be directed exclusively toward developed countries or
uniformly toward all Cbte d'lvoire's partners.

21. See the analysis of Khan and Knight (1988), which is relevant when exports depend on imported
inputs. That analysis may also be completed for countries specializing in traditional agriculture,
the exports of which do not depend on any input. See also Berthelemy and Morrisson ( 1989).

22. According to some theoretical works, however, pure stabilization is not an optimal policy. See,
for example, Newbery and Stiglitz (1981).

Appendix E

I . Measured as the current account deficit less direct investment. The regression is of the form:

k (capital income) = a, deficit + a2 deficit (- I)

where aI + a2 can be roughly interpreted as an implicit marginal interest rate.
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