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ABBREVIATIONS AND ACRONYMS

BCEAO Banque Centrale des Etats de l'Afrique de l'Ouest
BDF Banque des Donn6es Financieres
CAISTAB Caisse de Stabilisation et Soutien des Prix des Produits Agricoles
CFA Communaute Financiere Africaine
CFAF CFA franc
FDI Foreign Direct Investment
FIAS Foreign Investment and Advisory Service (of IFC)
HRSAL Human Resources Development SECAL
METR Marginal Effective Rate of Taxation
MTF Medium-term Framework
OECD Organization for Economic Development and Cooperation
OIC Office Ivoirien des Chargeurs
OMOCI Public office regulating employment of labor
PASCO Programme d'Ajustement Structurel et de Competitivit6
PASFI Financial Sector Adjustment Program
PE Public Enterprise
QR Quantitative Restrictions
SARL Societe a Responsabilite Limit6e
SECAL Sectoral Adjustment Loan
SME Small- and Medium- Scale Enterprises
TPS Ten Percent Service Tax
UMOA Union Monetaire Ouest-Africaine (West African Monetary Union)
VAT Value Added Tax
WBTC World Bank Transport and Construction Sector Study

CURRENCY EQUIVALENTs

C6te d'Ivoire's currency is the CFA franc (CFAF) which
is pegged to the French franc. Until January 12, 1994 the
parity of the CFAF to the FF was 50 to 1, when it was changed
to 100 to 1.
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Foreword

The present report was initially prepared following missions to CMte d'Ivoire for discussions
with the Government and businessmen on development of the private sector in 1993. It was issued in
draft in early 1994 and circulated widely within CMte d'Ivoire not only to government agencies but
also to private sector operators, representatives of organized labor and employers and donors.

In June 1994, a seminar was held in Abidjan to present the draft report and elicit reactions
and comments from interested parties. Over a hundred representatives of the private sector
participated. This final report reflects the discussions held at that time and the Proceedings of the
seminar are attached as Annex VI. It will be noted that there is broad agreement on the issues,
represented by the seven joint working groups.
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ExEcurIvE SUMMARY

ECONOMIC HISTORY

1. C6te d'Ivoire's economy is predominantly agricultural: the primary sector employs about
eight million of the 12.5 million population. Coffee, cocoa and timber are the main exports and
earners of foreign exchange (para. 1.03 ff). Industrial activity produces about 20 percent of GDP,
which is high by regional standards. It centers on processing of agricultural products but is relatively
diversified. It has relied on high levels of protection and caters largely to the domestic market.
There is little mining but the country has extensive reserves of natural gas.

2. A member of the franc zone, C6te d'Ivoire has always maintained a relatively open and
outward-looking economy, welcoming foreign investment and trade. From Independence in 1960
until the 1980s, it grew at an average of seven percent a year and Government cash surpluses on the
marketing of agricultural crops as high as 17 percent of GDP were produced. These were used to
finance the development of import-substituting industry through various forms of state intervention,
including the progressive extension of state ownership.

3. Dependence on export surpluses for growth, a secondary sector protected from competition,
poor economic planning and the increasing burden of a large, inefficient public sector rendered C6te
d'Ivoire vulnerable to external shocks (para. 1.06 ff.). Its terms of trade fell by 45 percent between
1985 and 1992. The CFA franc appreciated by 36 percent over this same period while the currencies
of C6te d'Ivoire's main competitors depreciated against the US dollar.

4. The resulting economic distress was deepened by the Government's unwillingness to make
needed macro-economic adjustments (para. 1.08 ff.) and major rigidities and price distortions in the
economy added to the difficulties of the private sector. GDP has declined substantially below its 1985
level: the latest official figure is US$750 per capita and Cote d'Ivoire has now been declared an IDA
country.
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THE SECTOR TODAY

5. Although the private sector accounts for about two thirds of value added and an even larger
share of employment, the bulk of this activity is rural and traditional, and the formal or modern
private sector accounts for the livelihood of relatively few people. Deterioration of the economy has
precipitated a crisis: turnover, employment and profitability have all declined and there have been
numerous closures. Until January 1994, overvaluation of the CFA franc and widespread speculation
about devaluation led to a "freezing" of the economy: the banking sector, foreign investment and the
privatization process were particularly affected.

6. The formal private sector is concentrated in Abidjan, the economic and political capital. It is
also concentrated by size. There are around 325 of the largest firms, many operating under
preferential regimes; a much greater number of smaller-scale firms which face barriers to growth and
have strong incentives to "informalize"; and a "missing middle" of dynamic small- and medium- scale
firms. Ownership is dominated by French and other foreign interests: only about 15 percent of
formal private sector assets are Ivorian-owned. A detailed account of recent formal private sector
performance is given in paras. 1.28 ff. and a profile of the sector is given in ANNEX IV.

7. Private sector growth has been severely constrained by macroeconomic imbalances. The
devaluation removes the most conspicuous of these but others remain: distortions in tax and tariff
regimes (para. 2.34 ff. and 2.40 ff.) of which the 'conventions d'etablissement" and other special
conventions (para. 2.29) which grant market shares and tax and other privileges to selected firms, are
the most notable. These create barriers to entry and maintain high costs of production. In addition,
the large, inefficient public sector (para. 2.11 ff.) "crowds out" the private sector through high rates
of taxation, credit absorption and public monopolies. The judicial framework is also outdated,
cumbersome and does not command confidence (para. 2.54 ff.).

8. Three surveys of the views of private entrepreneurs were made between 1989 and the end of
1992. They depict a sector weighed down by constraints. In the two surveys which ranked the
constraints, the overall average scores were higher than in comparable surveys elsewhere in Africa.
Problems related to customs procedures were among the top three constraints in all three studies while
the cost of finance was ranked top of all constraints by December 1992. The costs of raw materials,
equipment, utilities and labor were also ranked relatively high in all the surveys. Access to finance
(as opposed to its cost) was also cited. Competition with the informal sector and bureaucratic trade
regulations were consistently identified but perceived as less severely constraining than production
factor costs. The survey results are discussed in Chapter II and survey methodology is detailed in
ANNEX I.

9. A program of reform aimed at creating an environment conducive to business is supported by
three World Bank-financed operations, the PASCO, PASFI and PAGE (para. 2.63 ff and ANNEX V).
Until recently, the results were mixed and implementation of reform was very slow.

THE DEVALUATION AND THE OUTLOOK

10. Realizing that "internal adjustment" and the attempt to correct for distorted prices by export
subsidies and import tariffs had failed, CMte d'Ivoire and the other countries of the franc zone decided
in January 1994 to modify the parity of the CFA franc from CFAF 50:FF 1 to CFAF 100:FF 1.
This step has the potential to transform the country's economic prospects. Some other vigorous
reform measures have been implemented or tabled: the export subsidy scheme has been elimninated;
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the management of the electricity company has been privatized and the Government has announced
plans which include the privatization of the railways and telecommunications; regional rules for
financial markets have been liberalized with the abolition of the five percent lending spread ceiling.

1l. These measures have raised expectations for C6te d'Ivoire's economic performance
significantly. Not only has the burden of an overvalued currency been removed, the uncertainty
engendered by speculation has also been dispelled while the important advantages of franc zone
membership remain.

12. The Government's economic strategy set out in the 1991 Medium-Term Framework and in
the more recent PFP negotiated in January 1994 following the devaluation projects that for GDP to
grow five percent per annum by the end of the 1990-95 period, the gross investment ratio will have to
increase to around 18-20 percent of GDP. Given the limitations on public spending, most of this
increase would have to come from the private sector -- the projection was of the order of five percent
of GDP equivalent for the public sector and 13 percent for the private. Although similar overall
levels of investment have been achieved in the past, the private sector has never been so
preponderant. This, nonetheless, is the challenge, if C6te d'Ivoire is to return to a path of growth.

STRATEGY AND REcOMMENDATIONS

13. Macroeconomic Reform. The devaluation is a major step towards resolving Cote d'Ivoire's
macroeconomic imbalances but is not in and of itself sufficient to produce renewed growth. Also
needed are policies and actions that maintain macroeconomic stability and stimulate a healthy private
sector response to the devaluation. To further these objectives, the government sought and obtained,
favorable terms for the rescheduling of its external debt at the Paris Club in March 1994. It is also
essential that the government: (a) control and reduce the fiscal deficit by limiting wage increases,
improving tax collection and avoiding arrears; and (b) settle its domestic arrears in order to re-
establish private sector confidence, restore company liquidity and strengthen bank portfolios.

14. Core Measures for Recovery. The web of distortionary restrictions on competition will have
to be removed. The first element of the core program is to release the economic stranglehold of the
special conventions. No new agreements should be made; existing ones should be renegotiated or
phased out. Remaining price and market controls (para. 2.52 ff.) should be lifted. Second, the
granting of fiscal benefits to investors needs to be rationalized. In particular, the Investment Code
could be purged of discretionary elements which help sustain high-cost monopolies, entail
bureaucratic delays and encourage rent-seeking behavior, to establish a system which unifies
investment incentives under simple criteria to be administered ex post, on the basis of actual company
performance (para. 2.48).

15. Reform of the Customs Code and tariffs has started and must be pursued (para. 2.37 ff.), in
particular to even up the dispersion in rates of effective protection, lower tariffs, remove non-tariff
barriers and make the system more transparent. Exemptions from import duties for exporters should
be based on admissions temporaires with a duty drawback system for those not using this system to
be claimed as part of tax returns and offset against tax liabilities. Associated with this, is the
continuing need to strengthen tax and customs administration.

16. Privatization must be accelerated and the process be made more transparent to open all sectors
of the economy to private entry and competition. Realizing this, the Government has begun preparing
its railways and telecommunications PEs for privatization. Taken with the privatization of the



electricity management company, and if followed through successfully, this will place C6te d'lvoire in
the vanguard of African nations drawing the private sector into infrastructure provision. Air and
maritime transport are also obvious early candidates for privatization. The priority for renewing the
privatization program should be the commercial and industrial ventures, for which regulatory
frameworks do not have to be put in place beforehand. Privatization of these is possible, desirable
and could be effected within a short time frame (paras 2.20, 2.21). Building public acceptance, and
encouraging Ivorian ownership and capital market development through the sale of shares and bonds,
is also useful. In treating the privatization of utilities, it is important that an appropriate regulatory
framework be in place as private monopolies can be just as inefficient and high cost as public ones. It
should be noted, however, that in areas such as telecommunications and power, opening up the
sectors to competitive private entry can achieve expanded investment without the need for elaborate
regulation.

17. Long-Term Regulatory Reform. Some reforms are of second priority, either because they
have not been identified as major constraints by entrepreneurs, or because they are not amenable to
rapid solution. C6te d'Ivoire's high interest rates and the reluctance of the banks to lend long-term
have been due, at least in part, to BCEAO's regional policies; though the devaluation has permitted
an easing of base rates. The removal of the five percent lending spread ceiling is a positive move;
continued liberalization of the regional rules for financial markets is desirable.

18. Improvements in the judicial framework are also necessary. Measures are discussed in paras.
2.61 ff. and in ANNEX V. The establishment of arbitration procedures for commercial disputes, the
reform of Company and Contract law, and the strengthening of the judiciary itself are the principal
items on the agenda.

19. Programs of assistance to the small-scale sector are needed but care should be taken to avoid
non-prudential risks; dedicated governmental institutions should not be set up for the small-scale
sector. Assistance should focus on delivery of the business services and help in areas such as project
development, feasibility studies, product development, marketing and management.

20. There are considerable labor market rigidities including regulations relating to wages, hiring,
firing, social security contributions, etc. These contribute to the high labor costs and low
competitiveness of Ivorian products (para. 2.56 ff.) and should be progressively removed.

21. Better market and economic information is needed to stimulate private entrepreneurial activity
as is strengthened investment promotion. A One-Stop Shop would speed up investment processing, if
the investment approval system were reformed.

22. Private Sector Confidence. The Government does not have the full confidence of private
entrepreneurs. Studies have been done on many areas of reform but their recommendations have not
been acted on. The private sector's perception has shifted from one of a Government pursuing an
active reform agenda, to that of a Government stalling on reform, and this needs to be addressed
urgently.
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23. Issues of transparency center both on the obscure nature of government procedures, notably
for privatization, and the related incidence of corruption. The special conventions provide examples
of this situation: some firms are accorded guaranteed market shares and other important concessions
potential entrants remain largely uncertain of the rules that may be applicable to them. Ultimately,
the arbitrary way in which these agreements operate undermines the position of even those firms
which benefit from them.

24. Communication between the Government and the private sector has not been genuinely
representative. It has been dominated by large firms and restricted to selected partners. It will be
vital to open up public debate on the issues involved.

25. The number and scope of the recommendations made here may initially appear daunting.
Many are already on the Government's agenda, however, (para. 3.14), and a start has been made in
key reform areas. The "unfreezing" of the economy in the wake of the devaluation now permits their
rapid implementation. If the confidence of private investors can be regained through open,
transparent, vigorous and rapid reform, then it is realistic to expect that C6te d'Ivoire's economy will
return to the rates of growth which it reached in earlier decades. C6te d'Ivoire's potential, its good
infrastructure base and its relative degree of economic organization reinforce its appeal to investors.
Price realignments following the devaluation will bring some improvement in the ability of domestic
goods to compete with imports and will favor the generation of economic growth from the country's
areas of natural comparative advantage, i.e., from diversified agricultural and agro-processing
exports, where recapture of world market share is a priority. Tourism and mining are other areas of
possible future growth.

BANK GROUP ASSISTANCE

26. IDA is fully supporting C6te d'Ivoire's post-devaluation program (together with
accompanying measures) with further adjustment and investment lending. In the longer term, IDA
could play a central role in helping the Government sustain economic growth; the scope of its
involvement will depend critically on the pace of reform.

27. IFC has a long-standing relationship with C6te d'Ivoire and the Corporation's involvement
can be expected to grow in the short-term as the parity adjustment will permit more equity-based
investments. However, in the medium- to long-term, its future role in C6te d'Ivoire will, like IDA's,
depend crucially on the pace of reform.
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I. COUNTRY AND SECTOR CHARACTERISTICS

A. BACKGROUND AND RECENT ECONOMIC HISTORY

1.01 C6te d'Ivoire covers roughly the same area as Norway or New Mexico and its population of
12.5 million is growing at 3.8 percent per annum, a large part of this increase coming from in-
migration from other parts of West Africa. Coffee, cocoa and timber have traditionally been the
country's main exports and are still its largest earners of foreign exchange but other agricultural
products include bananas, pineapple, corn, yams and tobacco. C6te d'Ivoire has some petroleum and
considerable deposits of natural gas. Industry is relatively developed by regional standards and
centers around processing of lumber, palm oil and other crops. The transport and communications
networks are extensive and C6te d'Ivoire's infrastructure base is one of the most sophisticated in
Africa. The State is involved in almost all sectors of the economy: the public sector accounts for
around one-third of GDP and the public share of formal sector employment is also higher than in
most African countries. This has implications for the way the private sector works in C6te d'Ivoire
and is discussed below (para. 1.33 ff).

1.02 From Independence in 1960 until the first price shocks in the early 1980s, C6te d'Ivoire's
GDP growth averaged seven percent per annum; the country was politically stable and was widely
considered the "success story" of West Africa. With an export-led strategy based on use of natural
resources (coffee, cocoa, timber, the world prices of which burgeoned in the late 1960s and 1970s),
surpluses as high as 17 percent of GDP were generated. These surpluses were used to finance
import-substituting industrialization through various forms of state intervention, including the
progressive extension of state ownership. However, in the 1980s and early 1990s, C6te d'Ivoire's
deteriorating terms of trade and mismanagement of the economy eroded GDP to the point where per
capita income is now below the threshold for IBRD borrowing and the country has become eligible
for IDA assistance (para. 1.07). That C6te d'Ivoire's private sector now finds itself in straitened
circumstances is in part the legacy of this uneven economic history.

1.03 The economy remains predominantly agricultural: the primary sector accounted for about one
third of GDP on average over the period 1986-91 and employed around two thirds of the working
population. The level of industrialization is high by regional standards; by world standards, it is
about average for a country at Cote d'Ivoire's level of prosperity and the secondary sector has
accounted for about 20 percent of GDP over the last five years. Much industrial activity is centered
around agricultural processing, which accounts for around 25 percent of secondary sector value added
and related, but fairly diversified, manufacturing (para. 1.26). In general, though, industrial activity
depends on high levels of protection and caters largely to domestic demand.

1.04 The economy is relatively open: exports averaged 40 percent of GDP in the mid-1980s,
though by 1991 they had fallen to around 30 percent. Coffee and cocoa accounted for more than 40
percent of exports in 1991. Timber has traditionally been the third largest export earner but C6te
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d'lvoire's forest area has shrunk from 16 million hectares at Independence to around 1.0 million
currently and exports of logs and timber products have fallen accordingly. There is little mining
activity outside the hydrocarbon sector. Oil production, once held to have great promise, has fallen
short of expectations and Cote d'Ivoire still imports most of its oil needs. There are, however,
extensive reserves of natural gas.

1.05 With a fixed exchange rate, full convertibility of the CFA franc and theoretically no
restrictions on capital movements, C6te d'Ivoire has been one of the few African economies to
maintain an outward focus (para. 1.37). At Independence, this economy included an extensive range
of developed industrial and commercial enterprises, mostly French-owned. Since then, C6te d'Ivoire
has maintained a positive, if narrow, attitude to foreign investors, eschewing the limitations on
ownership and dividend remittability or even outright expropriation of assets adopted by many
countries of the region. Rapid growth of the primary sector saw domestic demand grow, opening up
new markets for consumer goods.

1.06 Dependence on export surpluses for growth, however, contributed to an attenuated form of
Dutch disease. Increased demand translated into a high level of dependence on imports and high
domestic prices. Although some progress was made in diversifying exports, many private and public
commercial and industrial enterprises, protected from competition by high tariffs, quantitative
restrictions and special conventions', focussed on import-substitution. The distorting effect of this
strategy was compounded by inefficient use of public resources and poor economic planning.
Although public investments prior to 1980 had been partly financed by coffee and cocoa surpluses,
they had also been increasingly financed by external borrowing. The accumulation of such debt
resulted in an unsustainable level of service, a deteriorating fiscal position and a reduction in public
investment.

1.07 The economy was thus not equipped to withstand the decline in real prices of its principal
commodity exports. The first price shock of the early 1980s was followed by a mild, short-lived
recovery in the mid-1980s but since 1985 the decline has been continuous. The terms of trade fell by
45 percent between 1985 and 1992, at a time when the world market prices in US dollars for coffee
and cocoa declined by 80 percent and 68 percent respectively. The negative impact of this was
exacerbated by a 36 percent appreciation of the CFA franc in real effective terms between 1985 and
August 1992, mainly as a result of the decline in the US dollar and the currencies of C6te d'Ivoire's
main competitors. This prompted a period of deep economic distress, deepened by the Government's
unwillingness to make the necessary macroeconomic adjustments. GDP growth was only 1.4 percent
per annum between 1980 and 1987 and GDP per capita fell by almost 20 percent in real terms
between 1986 and 1990. This decline appears to have continued during 1991 and 1992. Up to 1989,
the Government tried to insulate domestic producers from the decline in world prices. As a result,
the Caisse de Stabilization et de Soutien des Prix des Produits Agricoles (Caistab, para. 1.34) posted
losses and the Government deficit grew, reaching 16 percent of GDP in 1989 and declining only
marginally thereafter. It has been financed mostly by the accumulation of internal and external
arrears. By the end of 1992, external debt including arrears was 200 percent of GDP and the banking
system was in crisis.

Conventions d 'etablissement are agreements negotiated between individual firms and the Government at the time
a new investment is made. Other special conventions whereby the firm may be granted an exclusive import
concession or some other preferential arrangement are often, but not always, negotiated at the same time or
subsequently. See also paras. 2.26 and 2.29.
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Table 1: Percentage Change of GDP

National Income 1988 1989 1990 1991 1992

GDP current prices -1.6 -2.7 -9.8 -0.1 -1.7

GDP constant prices -2.0 -1.1 -2.1 0.8 -1.8

GDP Deflator 0.5 -1.7 -7.9 0.7 --

CPI (annual average) 6.9 1.0 -0.7 1.6 1.9

B. THE POLICY RESPONSE

1.08 Following the first commodity price shock in the early 1980s, the Government, with support
from the World Bank and IMF, initiated a program of macroeconomic stabilization and adjustment.
This program comprised: reform of industrial incentives to stimulate competition, reduce protection,
increase efficiency and eliminate anti-export bias in the sector; reform of agricultural incentives; and
rationalization of the public investment program.

1.09 Progress was mixed. The temporary recovery of prices between 1985 and 1987 undermined
the Government's will to control public spending and when prices fell again, many of the earlier
reforms were reversed. Non-tariff barriers were reintroduced for many imports while a new export
subsidy, introduced as a second best measure, often went unpaid. These reversals led to the
suspension of Bank lending between 1987 and 1989.

1.10 In the late 1980s, the Government entered into a series of reschedulings with the London and
Paris Clubs and an agreement was reached with the IMF in mid-1989 on a program of
macroeconomic stabilization. Bank lending resumed with three sectoral adjustments loans (SECALs)
in agriculture, energy and water supply predicated on the implementation, by 1990, of a Medium-
Term Policy Framework (MTF) to remove macroeconomic distortions. The Government did
implement a number of reforms in these specific sectors but they failed to bring about the desired
level of adjustment and further assistance was sought. A new MTF was prepared, supported by three
more SECALs: in the financial sector (PASFI); a competitiveness SECAL (PASCO); and in Human
Resources Development (HRSAL). Progress in implementing reforms under these latter operations is
detailed in Chapter II below but generally the pace has been slow, targets have not been met, the
implementation of key measures has lagged and arrears have continued to accumulate (See also
ANNEX V).

C. PRIVATE SECTOR DESCRIPTION

COMPOSITION

1.11 The private sector can be divided into five broad groups:

(a) foreign-owned formal and large-scale firms (largely French or multinational) in
industry, agro-industry, manufacturing and trading, which have been in C6te d'Ivoire
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for many years, often since before Independence. They are involved in the export of
crude or processed agricultural commodities, but also in import-export and in
production for the domestic market, often under high protective barriers. Examples
are Capral-Nestle, Grand Moulins d'Abidjan (GMA), and Societe Ivoirienne des
Tabacs (SITAB);

(b) a second generation of foreign firms, often non-French, and benefiting from fewer
Government concessions. These are often more competitive, in more dynamic sectors
and their operations may be less formal. Examples can be found among Lebanese
traders and in the small-scale manufacturing sector.

(c) a relatively recent generation of Ivorian-owned firms, often, though not always, small
and sometimes benefitting from special agreements but more often having to struggle
against established competition. PLANTIVOIRE is one example of a fairly limited
number of such firms;

(d) a large and growing number of informal enterprises, usually owned by Ivorian or
other African nationals, facing major constraints in making the transition to the formal
sector; and

(e) an even larger rural informal sector, mixing subsistence farming with small-scale and
often non-monetized trading and service provision and accounting for the bulk of the
economically active labor force.

1.12 On the top of this fivefold division of the private sector are around 140 firms which have
majority public ownership. These are mostly very large and may or may not be commercial 2. The
economic history outlined above has been reflected in the shifting roles of each of these groups and a
growing perception of crisis in almost all.

EMPLOYMENT

1.13 Employment figures are useful in putting the size of the different groups into perspective. In
1992, the non-modem agricultural sector employed about two-thirds of the five million strong labor
force and the informal sector accounted for most of the remainder (22 percent or just over a million
people)3. The number of people unemployed (nearly seven percent of the workforce) is only slightly
lower than the number employed in the modern sector (about 7.7 percent or 385,000 persons). This
latter number has fallen by 13 percent since 1980 while jobs in the informal sector have increased
over 150 percent (Table 1, ANNEX III). During the 1980s public employment in the modern sector
grew steadily -- by 1990 a third of all workers in the modern sector, including public enterprises,
were public employees while private employment in the modern sector fell by 29 percent to 233,000

in 1990 (Table 2, ANNEX III).

2 Soci6td Anonyme (SA) or Societe a Responsabilite Limitee (SARL).

Source: Ministry of Employment and Civil Service and ILO 1992 Yearbook, quoted in Cote d'Ivoire Statistical
Abstract, World Bank, 1993.
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THE FORMAL SECTOR

1.14 The modern private sector can be roughly defined as those 8,000 or so firms that have tax

files. These include all the largest corporations, most small- and medium-scale enterprises and a

surprising number of sole proprietorships. There is thus considerable overlap in terms of size with

the informal sector, which includes many enterprises with several employees, as well as hundreds of

thousands of microentrepreneurs, primarily reliant upon their own labor.

1.15 Systematic data on the private sector are not available but some 2,260 firms supply annual

financial statements to the Financial Data Bank (BDF). Although this coverage is not fully

comprehensive, it does include most of the larger private firms as well as some 60 industrial and

commercial public sector firms. In 1991 data were on file for companies accounting for 131,000

posts, or 56 percent of total modern private sector employment.

1.16 Concentration. The formal private sector is geographically very concentrated -- 70 percent

of the firms with tax files are based in Abidjan, as are 88 percent of those reporting to BDF. It is

also concentrated by size 4 -- on credible, though very approximate, working assumptions I about the

activities of the non-reporting formal private sector, the value added in 1990 by the approximately

8,000 formal sector private enterprises may have been around CFA 900bn, or about a third of GDP. 6

The 322 largest private firms (15 percent of the number of firms in the BDF sample in 1990) would

have accounted for almost 45 percent of this value added. This suggests that the formal sector is

unevenly concentrated in large-scale firms able to survive by virtue of monopoly positions and

smaller-scale firms, which face major barriers to growth and have considerable incentive to

"informalize". It also suggests a "missing middle" of dynamic small- and medium-scale firms.

Interestingly, the absolute number of large firms fell by a third, from 492 (22 percent of total) to 317

(16 percent of total) from 1980 to 1991 and the frequency of small firms increased from 43 percent of

total to 53 percent. The contraction of the formal economy was therefore felt at the top of the scale

as well as by smaller firms with less market power.

4 Ivorian practice defines firms as large, medium, and small scale according to the number of employees, respectively 50
or more, 10 to 50 and fewer than 10. "Microenterprise" as used here will be taken to mean an enterprise providing
employment at about one full-time person equivalent. In 1990 the BDF sample comprised 322 large, 745 medium, and
1,135 small-scale firms. A quarter of the large firms were subsidiaries of multinationals. In addition, there were 29
public sector firms, 27 of them employing over 50 persons.

5 It has been assumed that the approximately 6,000 formal sector firms not reporting to BDF are: i) all private; ii)
medium or small scale in the ratio as in the BDF sample; and iii) all add value proportionately. Total value added
by firms in the 1990 BDF sample was as follows:

Publicly owned CFA 258bn
Large private CFA 402bn
SME private CFA 128bn

TOTAL CFA 788BN

The assumptions above would suggest that the 6,000 non-reporting firms might generate additional value added of
around CFA 400bn.

6 This figure is more or less consistent with the sectoral division of GDP shown in Table 3, allowing for the dominance
of informal production in the agricultural sector, the significant role played by public enterprises, and the fact that non-
traded services (primarily government operations) and import duties and taxes account for a large part of GDP. If
employment in the non-reporting formal sector bore the same relationship to value added as it does in the SME BDF
sample, then it would also be consistent with the overall private sector employment figures discussed above.
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Figure 1

PROFILE OF THE FORMAL SECTOR, 1990
Distribution of Value Added by Category
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THE INFORMAL SECTOR

1.17 No hard and fast line can be drawn between the formal and informal sectors 7 . Registration

status is one criterion often used but many formally-registered enterprises engage in informal

activities, ranging from keeping two sets of books and arranging for the supply of smuggled inputs, to

subcontracting work out to informal sector enterprises. Smaller firms tend to be more informal and

microentrepreneurs, for instance, are not formally registered but the size of firms operating entirely in

the informal sector ranges from those with many employees providing important inputs and services

to urban and rural communities, to shoe-shine boys. Private sector entrepreneurs discern a growing

tendency to informalization. This is said to take three forms: formal sector firms engaging in

informal, unreported activity (keeping two sets of books is reportedly commonplace); firms leaving

the formal sector to pursue informal economic activity; and the creation of new, or expansion of

existing, informal sector firms. It is difficult to adduce a statistical basis for this phenomenon,

however.

7 By definition, the informal sector is hard to study. This section draws on two sources to describe it: a study by
Centre Gama of 1,588 micro-entrepreneurs quoted in World Bank, 1992, Dynamics and Constraints of the Private
Sector in Cote dI'voire, Enrique Rueda-Sabater and Andrew Stone, hereafter, (Rueda-Sabater and Stone); and a 1992
study by World Bank staff of informal enterprises in Abidjan and Harare in the construction and transport sectors
(WBTC).
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1.18 Estimates of the employment generated in the urban and peri-urban microenterprise sector
range from several hundred thousand to one million. Activity is concentrated in secondary sector
activities such as food processing, cosmetics, footwear and clothing, and in tertiary activities such as
transport, mechanical repairs, retailing, food preparation and distribution. The Centre Gama
(footnote 8) found that the breakdown of microenterprises by sector was: Commnerce 29 percent,
Bars/Restaurants 6 percent, Other Services 23 percent, Workshops 20 percent, Food Processing 10
percent and Other Manufacturing 12 percent. In construction, labor costs as a share of total are 20-
30 percent for painting, roofing and flooring; for highly skilled work such as electrical installation
and carpentry, labor accounts for 40-50 percent of total costs. Returns to capital may reach an annual
average of 100 percent in transport and construction. Other studies have found returns to capital, for
example in the informal food sector, to be of the order of 150 percent. If it is (conservatively)
assumed that the value added in these sectors is based on returns to labor alone, then informal
secondary and tertiary activity would account for 2.5 percent and 4.5 percent of GDP respectively.

1.19 Overall, the Centre Gama study found that only 14 percent of microentrepreneurs had a
secondary education while 48 percent said they were illiterate. In the transport and construction
study, 60 percent of owners had some secondary education but less than half were Ivorian nationals.
Roughly a third of enterprises had been established less than a year and only 18 percent had been
established for over five years.

OWNERSHIP AND LABOR FORCE PARTICIPATION

1.20 An historically liberal attitude to immigration has had a fundamental impact C6te d'Ivoire's
economy. About a third of the people living in C6te d'lvoire are not, in fact, Ivorian nationals (para.
1.01)8 and it is estimated that 36 percent of the labor force are foreigners. The extent of expatriate
ownership and the prominence of foreigners in the labor force are striking features. Employment of
foreigners in the traditional and modern sectors (about 30 percent) is only about half what it is in the
informal sector (about 60 percent) 9. This probably reflects difficulties in access to land or adequate
documentation for formal sector employment.

1.21 The figures for the modern sector are supported by BDF work force data: in 1991, 67
percent of all employees were Ivorians, the remaining 33 percent or so foreigners: about 30.5 percent
other African nationals, 2.5 percent expatriates. Although this latter figure shows a much higher
proportion of expatriate workers than in most African countries, it nevertheless represents a sharp
decline from the early 1980s, when expatriates accounted for over four percent of the modern sector
labor force. On average, expatriates are far better paid than Ivorians, who are considerably better
paid than other African nationals, the ratios being approximately 26:3:1 -- thus the expatriate 2.5
percent of the work force accounted for a full 17 percent of the wage bill in 1991. This had fallen
steadily from 21 percent in 1980, but not in the same ratio as had the total number of expatriates.

In this report, "expatriate" will be used to mean not West African; "foreigner" will be used to mean any non-lvorian
(including expatriates). In practice, the occupations and earning power of "expatriates" and those of most residents from
other parts of the region overlap very little.

9 Source: Ministry of Employment and Civil Service figures, quoted in the World Bank's Statistical Abstract, 1993
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1.22 Over the 1980-91 period, foreign ownership accounted for an average of 78 percent of BDF
sample private sector equity. Almost all firms reporting to BDF are 100 percent-owned by a single
national grouping, implying that joint ventures between Ivorians and foreign nationals are still a
rarity. In terms of numbers of firms, in 1991, 25 percent were owned by Ivorians; 47 percent were
French-owned, 8.7 percent were Lebanese owned, 18 percent were held by other non-Africans; 1.3
percent of firms were other-African owned. Ivorian ownership increased from 14.1 percent in 1980
to over 29 percent in 1988 (but has since fallen slightly). Ownership structure does not seem to vary
markedly by size. For firms employing over 50 people, 20 percent are Ivorian owned; the figure is
25-26 percent for medium and small-scale firms. The share of other African nationalities does not
vary significantly from the (low) sample average. These figures must be interpreted with some care;
foreign nationals often are able to define themselves as Ivorians under the Code du Commerce; this
applies particularly to Lebanese entrepreneurs but often to French and other nationalities, as well.

1.23 Apart from a few success stories, few foreign African private entrepreneurs and even fewer
Ivorians have overcome the hindrances to enterprise development. The figures from the BDF sample
indicate that Ivorian private equity holdings increased somewhat over the decade, partly as the result
of a wave of departures by expatriate, particularly French, SME and microenterprise owners and of
divestiture by the State. Ivorian ownership is greatest in fishing, construction, packaging and plastics,
energy, agribusiness, and transport SMEs and microenterprises but even so, a 1988 survey, quoted in
Rueda-Sabater and Stone found that around five-sixths of all SMEs and microenterprises were owned
by expatriates, and around half of these by Lebanese.

D. SECTORAL CHARACTERISTICS

1.24 To the extent that the BDF sample is representative of the sectoral distribution of the formal
private sector, the distribution of value added indicates a concentration in the tertiary sector (65
percent), and little activity in the primary sector (five percent). Changes in the incentives structure,
particularly those related to overseas trade, and the channelling of agricultural surpluses into the
economy have had a fundamental influence on the performance of the different sectors of the Ivorian
economy.

1.25 The primary sector employs 65 percent of the working population and accounts for about a
third of GDP and three-quarters of exports. Coffee and cocoa dominate, engaging about a million
farmers. Other export crops include rubber, palm oil, bananas and pineapples. Subsistence
agriculture is based on food crops, rice and maize and the country is self-sufficient in all but rice.
Between 1965 and 1980, subsistence agriculture grew at 3.8 percent per annum but from 1980 to
1990 value added declined by 1.5 percent per annum, largely because of falling commodity prices.
Formal private sector activity is focused largely around timber extraction. In the last five years the
shares of export cash crops and petroleum extraction in GDP have declined but this has been partly
offset by growing food production which increased the primary sector share in GDP from 28 percent
(1986) to 34 percent (1991).

1.26 The secondary sector centers around light manufacturing and import substitution; there is little
heavy industry. The sector grew rapidly in the early years of Independence and now accounts for 20
percent of GDP. About half of manufacturing output is from processing of agricultural products and
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fish, both for export and for the domestic market. Activities include food canning, processing of
coffee, cocoa, edible oils, tobacco and rubber and the manufacture of textiles and wood products.
Import-substituting activities include production of packaging materials, chemicals, fertilizers, metal
products, mechanical and electrical components and oil refining. In the last five years, the share of
the secondary sector in GDP share has declined somewhat with declining output in the energy (and
petroleum refining) and construction sectors.

1.27 The tertiary sector accounts for slightly under half of GDP. It is dominated by wholesale and
retail activities (64 percent of the sector value added in the BDF sample in 1990). It is also the
largest contributor to urban self-employment and informal activities. Transport, financial and other
services are the principal remaining activities. Sectoral GDP includes the surpluses generated from
coffee and cocoa production; the poor performance of cash crop agriculture caused the sector's share
in GDP to drop from 53 percent in 1986 to 46 percent in 1991.

RECENT FORMAL PRIVATE SECTOR PERFORMANCE

1.28 Cautiously interpreted, the BDF data provide insights into the performance of the private
sector during the last decade.'" Over the period 1980 - 1991 the number of private firms reporting
fell by 15 percent, and value added and employment fell by 27 percent and 41 percent respectively,
all clear demonstrations of the long-term contraction of the formal sector. Profitability fluctuated
enormously (the book value of equity of the entire sample was actually negative for some years) but
the broad pattern was very low (or negative) profitability in the early 1980s, a period of reprieve
around 1985-87, and then a collapse again.

1.29 The burden of tax payments on the private sector is striking, equivalent to an average of 50
percent of value added over the 1980 - 1991 period." There is some variation by size, particularly
over the second half of the decade; the payments of large private firms averaged 47 percent of value
added, whereas those of medium and small firms averaged 55 percent and 60 percent respectively.
These figures include export taxes, though by the end of the decade these had almost disappeared.
They point to the incidence of taxation falling disproportionately on those SME firms which are in the
formal sector; large firms, probably because of special conventions, (paras. 2.26, 2.29) and informal
sector firms, pay less tax. Financial charges corresponded to an average of 17 percent of value added
over the decade. Firms tended to be relatively highly leveraged but relied to a disproportionate extent
on short-term debt, which remained almost constant over the decade. Long term debt expanded
dramatically during the mid-1980s, the period when the book value of private sector equity turned
negative. At its apogee, however, it only broadly equalled short term debt; it has since shrunk back
(following the restructuring of the banking sector, and is outweighed by short term debt by a factor of
three). The current situation demonstrates the lack of term finance common to many African
economies; on the other hand, the expansion of term lending in the mid-1980s led to colossal default
and a major restructuring of the banking sector.

10 Caveats: (i) these data reflect what firms report, not necessarily what is really experienced; (ii) they only involve 25%
or so coverage of the formal sector; (iii) the identity of the firms reporting changes from year to year; and (iv) there
is an upwards bias over time, in that firms who go bankrupt necessarily drop out of the sample

" Comparisons with value added are more appropriate then with any income variable, since the former series is much more
stable; all income series varied widely over the decade
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1.30 Another striking feature of the formal private sector's accounts is the manner in which both
income tax and dividends remained extraordinarily stable over the decade, varying from three to 4.5
percent and from two to 5.5 percent of value added respectively, despite the huge variations in
aggregate declared income. This suggests that income tax is assessed in aggregate almost
independently of enterprise performance and that dividends are declared likewise. Around one third
of dividends were paid overseas. There are indications that larger firms pay proportionately more
dividends.

1.31 The BDF data also cover formal private sector exports, which increased steadily over the
period, eventually doubling in real terms by 1991'2. Though exports to other UMOA countries
predominate, the expansion featured both CFA and non-CFA countries, the latter being particularly
surprising in view of the real exchange rate appreciation. More remarkably, throughout the period
small firms exported a greater share of their production than large firms; in 1991 the respective
shares were 37 percent and 22 percent.

1.32 Finally, the data suggest that labor productivity increased somewhat over the decade, though
it also fluctuated considerably. Real wages and real unit labor costs appear to have fallen somewhat
too, at the aggregate level, which is what would normally be expected in a sustained recession. There
are considerable variations at the sectoral level, however'3 .

E. THE PUBLIC/PRIVATE SECTOR INTERFACE

1.33 The overall level of State involvement in the economy is high, both absolutely and by
comparison with other African countries (Table 5, ANNEX III). This is very important for an
understanding of how the private sector works in Cote d'Ivoire. Although the country has eschewed
the "socialist path to development" taken by many of its neighbors and private sector investment,
especially from overseas, has always been encouraged, in practice the formal economy is enormously
dependent on the public sector, more so even than in Zimbabwe, commonly held to be one of the
most statist African countries. There are some 140 public enterprises (PEs). Utilities such as
electricity supply and the telephone service are State-owned and, until recently, were also managed by
the State. SIR, a PE with significant private participation, has a monopoly of petroleum refining and
PETROCI, of petroleum storage, transport and distribution. State enterprises dominate the palm oil
and rubber sectors. The Hotel Ivoire in Abidjan and The President in Yamoussoukro are state-owned
and there is still considerable State participation in the cotton and textiles sector.

1.34 Government control of marketing has far-reaching effects in the agricultural sector. The
Caistab (para. 1.07) sets producer prices and quotas for coffee and cocoa. In specific cases, there are
close links between the Government and individual actors in the private sector. Non-transparent
agreements concerning investment, production and imports are frequent. This allows large firms to

12 There was considerable sectoral variation, however, and the growth appears to have been the result of new entrants; thus
a "permanent sample' of 143 industrial sector firms which featured in the BDF sample in every year saw a decline in
exports from 39% to 30% of production over the period 1984-90.

'3 In particular, a permanent industry sample showed slightly increasing real wages over the period, though this was offset
by increased worker productivity, which nearly doubled.
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protect their market position and, by excluding smaller entrants, acts as a deterrent to competition.
There has been little dialogue with the private sector on a collective, as opposed to a case-by-case
personal, basis.

1.35 Rough estimates put the public sector share of GDP at 30 to 35 percent during the 1980s,
broadly divided between government provision of non-marketed services, surpluses or deficits
accruing to CSSPA, and direct government participation in commercial activity. The number of PEs
reporting to BDF declined during the 1980s: 76 in 1980, falling to 29 in 1990. These were an even
mix of those which were 100 percent public and those which were majority-owned by the public
sector, though by the end of the decade the latter predominated. Privatization and a decreased
propensity to submit tax returns probably account for the decline in numbers reporting to BDF.

1.36 The share of value added accounted for by these few PEs (1.5 to three percent of the number
of firms reporting to BDF) averaged just under 30 percent of the total value added by the sample and
their share of sample employment was 35 percent. Compared to the private sector, then, they are
giants. Extraordinarily, however, as the numbers reporting fell by more than half between 1980 and
1990, the share of value added actually increased somewhat, from 27 percent to 32 percent, and
employment share only fell marginally. This suggests that PEs were largely sheltered from the
deepening economic crisis and were able to maintain (or even increase) employment and consequently
value added, while the private sector bore the brunt of the recession. There is other evidence of the
PEs having a privileged position: the ratio of PE tax payments to value added is eight percent; the
private sector's, 50 percent. They pay no recorded income tax, and received subsidies averaging 23
percent of value added over the 1980-91 period. They were one-third again more indebted,
proportionately, than the private sector - and half of their debt was long term in 1991, whereas only a
quarter of the private sector's was.

F. FINANCIAL SECTOR OVERVIEW

THE FINANCIAL SECTOR

1.37 C6te d'lvoire is a member of the West African Monetary Union (Union Monetaire Ouest
Africaine, UMOA), as are Benin, Burkina Faso, Mali, Niger, Senegal and Togo. The Central Bank
of the West African States (Banque Centrale des Etats de I'Afrique de l'Ouest, BCEAO) is
headquartered in Dakar, Senegal, and has a national agency in each member country. It issues a
common currency, the CFA franc, for all seven member countries. The currency is pegged to the
French franc at a fixed parity: from 1948 until January 1994 the rate was CFAF 50 to the FF; it is
now CFAF 100. Full convertibility of the CFA franc is guaranteed by UMOA's operations account
with the French Treasury, through which unlimited overdraft facilities are provided to member
countries, although the Central Bank is refusing to purchase bank notes outside the zone.

1.38 C6te d'Ivoire's financial system is fairly extensive: in January 1991, 14 commercial banks
with a total of 165 branches -- 92 outside Abidjan -- were operating throughout the country 14. Four
large retail banks, of which three are affiliated to major French banks (BICICI to the Banque
Nationale de Paris, SCBCI to Societe Generale and SIB to Credit Lyonnais), together account for
about 90 percent of loans, deposits and refinancing from the Central Bank. In addition to the banking

14 BCCI was subsequently closed. A new bank specializing in housing finance was established in April 1993.
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system, in 1991 there were 38 insurance companies operating in C6te d'Ivoire (22 of them as
branches of foreign companies) as well as 10 non-banking financial institutions, the Caisse Autonome
d'Amortissement, which is a public debt agency operating under special statutes, a system of rural
savings and credit cooperatives (CREPS), and the only stock exchange in the CFA zone (see Box 3, p
36).

1.39 The sophistication of this financial system, as measured by its ability to mobilize resources is
relatively high. The ratio of money and quasi-money to GDP in CMte d'Ivoire was 43 percent in
1989 (Table 6, ANNEX III), which compares favorably to that in countries with comparable per capita
income levels. The domestic savings rate has traditionally been quite high - 19.7 percent of GDP in
1986, although by 1991 it had fallen to 15.5 percent. Interestingly, the fall reflects a substantial
switch in source, with Government becoming a net domestic dis-saver during the period 1988-90,
while private sector domestic savings increased. The Abidjan Stock Exchange is still small in relation
to the overall size of the economy but it was recently restructured and is becoming much more
successful even though capitalization is only around four percent of GDP and involves only 23
companies. This compares to capitalization rates of 12 percent and 17 percent in Zimbabwe and
Thailand respectively.

1.40 The financial system has been undermined by two factors. First, since 1987 the economic
crisis has brought growing Government and private arrears, declining deposits and credit facilities
from overseas parent banks and growing illiquidity. This has been exacerbated by the more
fundamental problems of lax banking supervision and political influence on lending policies, involving
loans both to public institutions and to influential individuals. Two housing development banks,
(BNEC and BICT), two industrial development banks, Credit Commercial et Industriel (CCI) and the
Banque Ivoirienne de Developpement Industriel, (BIDI) and three small leasing companies were
liquidated in 1988 and 1989. The agricultural development bank, Banque Nationale de
Developpement Agricole (BNDA), was placed in liquidation in September 1991. Before
restructuring, the commercial banks had heavy arrears on their public and private loans. By mid-
1991, consolidated Government, public enterprise and Caistab arrears to the banking system were
over CFAF 300 billion; this was in addition to non-performing private loans. The insurance sector
was characterized by high operating costs (typically 50 percent of premia collected, compared to an
industry norm of less than 35 percent), premia arrears (56 percent of premia due in 1989), and
fraudulent claims.

G. PRIVATE INVESTMENT

1.41 The impact of CMte d'lvoire's changing circumstances on private sector behavior is most
easily seen in the pattern of investment and financial flows. Private sector fixed investment levels
averaged 12.5 percent of GDP throughout the 1960s, completely overshadowing public investment,
which averaged 7.1 percent of GDP in this period. However, the level of public investment rose
increasingly towards the end of the period and was used not only to build the infrastructure necessary
for growth but also to finance the extension of government activity into many commercial and
industrial operations. Overall, the total investment/GDP ratio exceeded the OECD average and,
particularly by the end of the 70s, approached levels shown by the newly industrializing countries of
South-East Asia.
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Table 2: COMPARATIVE RATIOS OF PRIVATE FIXED INVESTMENT TO GDP

1960-69 1970-79 1980-84 1985-89 1990 1991

World Average 15.6 18.1 15.5 16.3 17.2 16.8

C6te d'Ivoire 11.1 13.9 9.6 4.9 3.9 3.5

Cameroon 0.5 4.1 5.4 8.6 7.2 7.7

Indonesia 4.1 9.5 13.6 14.3 15.8 14.0

Kenya 4.8 10.6 11.7 11.1 10.2 9.2

Korea 10.1 21.4 20.9 22.9 29.4 29.6

Malaysia 10.9 17.1 18.3 15.9 21.1 24.4

Senegal 2.6 6.1 5.7 7.6 10.9 11.0

Singapore 17.4 29.9 31.8 25.9 31.5 34.1

Taiwan 7.6 13.2 12.3 11.9 11.8 12.1

Zimbabwe 4.5 9.1 12.2 7.7 9.1 10.2

1.42 Private investment started to collapse in the early 80s and went from around 13 percent of
GDP in 1980 to 3.5 percent in 1991. Public investment levels were sustained for a little longer but
by 1984 they, too, had started to fall. In 1980 the PEs accounted for an average of 75 percent of
total reported "cumulative investment"" (compared to average value added share of 29 percent),
possibly reflecting the heavy reliance on the public sector to undertake investment in the late 1970s.
The PE sector also accounted for around 65 percent of 1980 investment. By the end of the decade
the PE share of (by now, extremely low) annual investment levels had fallen to around 30 percent.
From the mid-1980s, public expenditure was contained but the associated low level of public
investment was not offset by any increase in private investment; private sector fixed investment
averaged about four or five percent of GDP in the period 1985-92. By contrast, in Malaysia,
Singapore and Korea in 1991, private sector fixed investment alone was running at 25-35 percent of
GDP (Table 2 above and Figure 1 below).

1.43 The broad pattem of falling private sector investment is supported by the BDF figures;
investment of the sample's two thousand or more private firms declined from the equivalent of five
percent of GDP in 1980 to 2.2 percent in 1991. More crucially, the stock of cumulative investment
has also declined over the period, from the equivalent of 14 percent of GDP to 10 percent, a practical
demonstration that the current low levels of investment are insufficient to maintain the integrity of the
capital stock, and actually correspond to net dis-investment.

Is A concept that parallels capital stock, though the reporting definition is not clear.
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FOREIGN FINANCING

1.44 The continuing role played by foreign direct investment (FDI, Table 3) during the 1980s is
testimony that Cote d'Ivoire's political stability and degree of economic organization make it
fundamentally attractive for overseas investors, even in years of crisis. The level of FDI is clearly
directly influenced by changing economic circumstances; its rise and fall is a barometer of the
country's recession and (partial) recovery. Its relative importance must be understood in context,
however. Although FDI averaged around US$50-lOOm annually net in the 80s, it has only ever
accounted for between seven and 19 (averaging 12) percent of total private investment. Almost every
year since 1980 it has been less than profit remittances which have continued despite the private
sector crisis. BDF data indicate total 1990 dividend payments of around US$75m; transfers abroad
were a third of this, even though the sample's total net operating income was negative. Additionally,
comparison of these outflows with debt service payments and estimnated flight capital leaving C6te
d'Ivoire reveals that net flows of long term debt (mostly involuntary rescheduling) were nearly 20
times net FDI in 1990 while the estimated stock of unreported foreign assets held by Ivorians over the
period 1976-1987 increased by around US$3bn. The growth of these unreported holdings is thought
to have accelerated in recent years.'6

Figure 2
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1.45 In summary, C6te d'Ivoire has continued to attract non-negligible flows of foreign direct
investment even though the difficulties have mounted. However, current levels are such that FDI is
almost completely offset by dividend remittances. It represents, moreover, only a small part of total
private investment and is dwarfed by the impact of debt rescheduling and arrears and by flight capital.
Increasing FDI substantially is an essential element of the growth of private investment which is
necessary to stimulate economic recovery.

16 P.H.K. Chang, R.E. Cumby African External Finance in the 1990s edited by I. Husain and J. Underwood,
World Bank 1993, based on balance of payments residuals.
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Table 3: Private Investment, Foreign Direct Investment, Profit Remittances
and Long Term Debt Flows

1980-1991 (US$ millions)

1980 1982 1985 1986 1987 1988 1989 1990 1991

Gross Private Fixed 1320 717 384 482 467 511 418 390 328
Investment

Net Foreign Direct 95 48 29 71 88 52 41 48 46
Investment

Profit Remittances 188 52 54 69 157 141 78 48 46

Net Flow of Long- 1120 1504 729 459 691 584 622 898 546
Term Debt

H. ECONOMIC CHALLENGES FOR THE 1990S

1.46 The Government's economic strategy, as set out in the 1991 MTF and in the PFP for 1994-96
negotiated immediately following the January 1994 devaluation of the CFA franc, projects that for
GDP growth to reach five percent per annum by the end of the 1990-95 period, the gross investment
ratio will have to increase to around 18-20 percent of GDP. Given the limitations on public sector
spending, most of the increase would have to come from the private sector. The projected breakdown
of the increased ratio was of the order of five to six percent of GDP equivalent for the public sector
and 13 to 14 percent for the private. Although CMte d'Ivoire has achieved similar overall levels of
investment in the past, the private sector has never been so preponderant. This, nonetheless, is the
challenge, if CMte d'lvoire is to return to a path of growth.

1.47 The devaluation provides a major stimulus to the country's economic prospects by making its
major exports more competitive on world markets but is not enough by itself to transform the
economy. Unless remedied, the slow pace of reform will continue to translate, via low investment,
into slow or negative GDP growth. Despite their recent upturn, World Bank projections are for 1995
cocoa prices to be lower in real terms than their 1990-92 average; by the year 2000 they will only be
slightly higher. For coffee, 1995 may be 10-20 percent higher than the 1990-92 average and the year
2000, 10-20 percent higher again; but this will still leave the real price of coffee at half its 1985
level. Growth is therefore most unlikely to come from higher coffee or cocoa prices, it will depend
on a private sector recovery. For this reason, the reform process needs to be speeded; the required
elements of this process are discussed below.
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II. CONSTRAINTS TO PRIVATE SECTOR DEVELOPMENT

A. INTRODUCTION

2.01 It is clear that the resolution of C6te d'Ivoire's macroeconomic imbalances will be a necessary
condition for any resumption of private-sector-led economic growth. The devaluation is a major step
towards such a resolution but alone, it is not a sufficient condition for renewed growth. A host of
distortionary and regulatory restrictions on competition will also have to be removed. The following
sections detail: i) the background of the current business environment from the private sector
perspective; ii) the Government's plans for reform; ii) progress made to date in implementing reform,
in particular measures under the Sector Adjustment Loans (SECALs) supported by the World Bank;
and iv) recommendations for further action.

2.02 The discussion draws on three surveys of the views of private sector entrepreneurs. The first
was conducted by Maxwell Stamp Associates (henceforth MSA) in 1989-90, and sampled a total of 51
firms in the textiles, agro-industry, wood and packaging and plastics sectors.'' The second was the
1990 Rueda-Sabater and Stone study to which reference has been made (para. 1.17 and footnote)
which covered 37 firms in the formal and informal sectors in Abidjan and Bouake. The results of
these surveys were updated following a series of interviews with formal sector entrepreneurs in
Abidjan in June and December 1992; these involved a brief questionnaire completed by 18
entrepreneurs. The methodology adopted by the last survey and its results are summarized in ANNEX
1. In each survey, the entrepreneurs were asked to rank the operational constraints they faced.
Summaries of the results are shown in Tables 7 and 8 (MSA) and in figure 3 below.

2.03 All three surveys depict a private sector weighed down by a variety of constraints: high
production factor costs, distorted prices and a burdensome regulatory and competitive framework. In
the two surveys in which constraints were scored according to a scale, the overall average scores
were higher than in comparable surveys elsewhere in Africa. Considerable concern over costs was
expressed in the surveys and underpins the whole of the MSA analysis. Specifically, customs duties
ranked among the top three constraints in all three studies. The cost of finance is important, and
apparently increasingly so, ranking top of all constraints by December 1992. The costs of raw
materials, equipment, utilities and labor were also ranked relatively high in all the surveys. Access to
finance (as opposed to its cost) was also felt to be a constraint but the results suggest that it was not
perceived to be as serious as the effect of Government arrears, concern over which increased over
time in the different surveys. Competition with the informal sector and overly bureaucratic trade
regulations were consistently identified but perceived to have a less severely constraining effect than
production factor costs while the availability of work force skills, labor regulations and infrastructure
were not considered to be major constraints in any of the surveys.

'" Maxwell Stamp Associates, 'Etude de la Competitivite et du Cadre R6glementaire", RCI 1991.
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Figure 3

SURVEY RESULTS: DECEMBER 1992

Constraints to Private Sector Development

High Cost of Bank Finance

Cost of Factors of Production

High level of customs duties

Rapport weth customs authorties

Govt. arrears of taxes, customs duties

Political uncertainty
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Access to factors of production

Infrastructural problems
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B. PRODUCTION FACTORS

INPUT AND INTERMEDIATE PRODUCTS. CosT AND AvAILABiLrrY

2.04 An approximate indication of the importance of the cost of factors of production is given in
Table 10, ANNEX m, which is based on an informal IFC review of the principal standard business
inputs in a range of African countries. These surveys were conducted in 1992, i.e. over a year
before the devaluation of the CFA franc, which can be expected to reduce some of the costs of
production factors over time if appropriate measures inter alia to limit inflation are taken. However,
the findings are still pertinent. Of the six countries surveyed in December 1992, the costs of
industrial electricity, water and telecommunications to major trading partners were found to be highest
in C6te d'Ivoire. C6te d'Ivoire also had the most expensive sea freight to its major trading
destination, and the second most expensive air freight. Many practical illustrations of this were
quoted by entrepreneurs in the interviews. It cost less to freight a good from Bangladesh to Abidjan
than it did from Abidjan to South Africa; it cost more to sea-freight pineapples from Abidjan to
Europe than from South America to Europe; and it cost as much to send a product from Abidjan to
Ghana as it did to send it to Europe. Unit wage rates were at least twice as high as in Nigeria, Ghana
and Madagascar. Entrepreneurs pointed out that the ratio varied by sector: a rubber tapper's labor
cost twice as much as in Nigeria but an industrial worker's ten times as much (and five times as much
as in Ghana.)
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2.05 While the 50 percent devaluation can now be expected to mitigate some of these cost
disadvantages, their magnitude suggests causes other than exchange rate misalignment. The cost of
doing business is not simply a function of the cost of production inputs. Regulations, the institutional
framework and the functioning of the legal system can impose very heavy transaction costs. Delays
in clearing garment samples through customs can alone cause the loss of orders for entire production
runs, for example. Lack of judicial recourse for breach of contract or security for a loan can
fundamentally alter the balance of risk and reward for potential investors. The demands in time and
effort to meet investment requirements (a 1992 FIAS report cited 60 or 70 steps) may increase the
costs of a transaction to the point where it is effectively precluded or rendered futile, especially for
small-scale entrepreneurs. Thus, while reducing factor and input costs is indeed vital, reducing
transaction costs is equally so.

2.06 The impact of this high cost structure and, until January 1994, an appreciating real effective
exchange rate have been particularly felt in export performance. While coffee and cocoa have
suffered primarily from external shocks (low world prices), other traditional exports and non-
traditional exports have been primarily handicapped by a combination of domestic causes (high factor,
production and transaction costs). Box 1 below details the effects of this phenomenon in the case of
pineapples, a traditional export which has been in decline.
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BOX 1: PINEAPPLES - A STRUGGLING EXPORT

Cote d'lvoire has a substantial comparative advantage in pineapple production; yields (ca. 48
t/ha) are second only to Kenya's and considerably higher than competitors like Thailand or Costa
Rica obtain. It is also relatively near to Europe and has preferential access to the EU. But its
share of the canned fruit market has dropped severely in the last decade because these advantages
have been offset by high costs and squeezed margins. Over the period, C6te d'lvoire's average
export prices were third only to the USA's and Australia's at around US$770/ton; Kenyan and
South African prices were US$620 to 650/ton, and even Thailand, much further from Europe
and facing a 24 % tariff, was able to land cans there at a lower price. C6te d'Ivoire's production
went from 48,000 tons in 1981 (earning US$ 30 million in exports) to 240 tons in 1991. The
two leading Ivorian processors have closed down.

Cote d'Ivoire has managed to do better in the fresh pineapple market -- a generally buoyant one
expected to grow 6% per year until the year 2000 -- although even here, its share of EU imports
declined from 93% in 1985 to 72% in 1990.

One of the principal reasons for this was that while the currencies of most producing countries
depreciated by 25% to 50% between 1985 and 1990, the CFAF appreciated. This underlying
cause has been addressed by the devaluation but there are others. Ivorian producers did not
benefit from an effective export subsidy as did their Asian competitors. Until 1986, a state
monopoly, COFRUITEL, controlled pineapple marketing and operated a stabilization fund;
producer prices in Cote d'Ivoire were as high as in Australia or South Africa. This added to
industry costs. Internal transport, insurance and external freight costs account for almost 40
percent of the wholesale price in Europe; packaging costs are also high. Moreover, EU
importers have had quality difficulties. This and the restricted local availability of credit have
led to close ties between European distributors and Ivorian producers, and a dependency on the
former to implement quality control. The fifty percent modification of the CFA franc parity
opens the door for Cote d'Ivoire to recapture lost markets but it is not in itself sufficient.

2.07 While prices and transaction costs are high, the availability of inputs (with the notable
exception of finance) is not a problem in C6te d'Ivoire. In the December 1992 study, access to
factors of production was the second lowest constraint to development. Rueda-Sabater and Stone
reports that entrepreneurs had no difficulties with access to workers or equipment; the only
(moderate) problem was with access to raw materials. This is very unlike the situation, for example,
in Nigeria, where uncertainty about raw material supplies contributes to low capacity utilization in
processing industries, and encourages a high degree of vertical integration in industry, with
correspondingly high unit costs. This relative degree of "organization" is one of C6te d'Ivoire's
remaining strengths.
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2.08 There is no single factor accounting for the level of costs in C6te d'Ivoire. The overvaluation
of the CFA franc was until recently a major cause of the high cost structure. Between 1985 and
1992, the CFA franc appreciated by 30 to 40 percent over the currencies of its trading partners and,
until the recent devaluation, was more or less at the same level as in 1980, a year of record external
current account disequilibria. The movement was particularly marked with respect to C6te d'lvoire's
main competitors.

2.09 With the modification of the nominal exchange rate, not only has the burden of an overvalued
currency been removed, the uncertainty engendered by speculation has also been dispelled. The
banking sector, foreign investment and the privatization process had, in effect, been frozen for a
considerable period not just because relative prices were distorted, but because it was widely expected
that this would soon be corrected. These serious handicaps have been removed while the important
advantages of convertibility which membership in the franc zone provides remain. The freedom to
repatriate dividends and capital is very important to foreign investors. Access to foreign exchange is
also very important. The advantage that CFA countries enjoy in this regard contrasts starkly with
other African economies where the rationing of foreign exchange is a major hurdle to private sector
development; in Zimbabwe, until recently, it was the major hurdle.

2.10 However, C6te d'lvoire enters the post-devaluation era with an industrial sector which has
been shaped by distortion and in which the burden of the public sector, a distortionary incentives
system, an inadequate legal and regulatory framework and the high cost of finance remain serious
obstacles to the competitiveness of the private sector. These are discussed below.

C. THE PUBLIC SECTOR BURDEN

2.11 The public sector in C6te d'lvoire crowds out the private sector in a variety of ways"8:

- funding a large public sector through taxation, borrowing, or the accumulation of arrears
to the private sector;

- direct involvement in, and control of, commercial activities;
* competition for skilled labor; and
* policy on the provision of infrastructure.

2.12 The overall size of Government as measured by the ratio of Government expenditure to GDP
is high, comparable to Kenya's or Malaysia's and bigger than those of Senegal, Madagascar,
Indonesia and Ghana. One worker in public administration has to be supported by the equivalent of
about two workers in the private or commercial public formal tax-paying sectors. This is exacerbated
by the level of public wages, which are over 10 times average per capita income, a ratio at least twice
as high as in any comparator country (Table 11, ANNEX III). Recent efforts by the Government to
trim the civil service and reduce wages have borne little fruit. Correspondingly, the tax to GDP ratio
is high - around 23 percent. Moreover, with growing informalization (para. 1.17), ever higher taxes
are being paid by ever fewer firms.

I Annex 11 discusses the impact of crowding out in depth.
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2.13 The fiscal deficit is also high, averaging 13.5 percent of GDP between 1987 and 1991, which
is significantly higher than in a number of comparator countries, including Zimbabwe (Table 5,
ANNEX III). Government's stock of debt with the Central Bank is limited by UMOA rules; in the
1980s it therefore resorted to external borrowing and the accumulation of domestic arrears. By 1991,
long-term debt was over US$15bn or twice GDP. Arrears were over US$4bn, and the Government's
commercial debt had not been serviced since 1987. Agreements to reschedule public and commercial
debt will be vital to restoring the confidence of external creditors.

2.14 This situation has had two effects on the Ivorian private sector. Investment has been crowded
out by absorption of domestic borrowing by Government and public enterprises. While Government
borrowing has been limited, public enterprise debt accounted for a significant portion of domestic
credit utilization. Perhaps the most serious facet, however, has been the Government's accumulation
of arrears to the domestic banking sector and to commercial and industrial firms. This can take a
number of forms: non-payment for goods and services, non-payment of subsidies or non-
reimbursement of VAT to exporters (para. 2.33 and ff.), or failure to service commercial debt to
domestic banks. In December 1992, almost all firms interviewed (para. 2.35) were owed some form
of Government arrears and arrears in VAT reimbursements and payment of export subsidies were
ranked as moderate-high constraints by the entrepreneurs interviewed. Arrears of direct payments for
goods and services were ranked moderate.

2.15 While CFAF 178bn of banking arrears have been securitized under the PASFI (para. 2.73)
and export subsidy arrears have been paid to some selected firms under a Caisse Francaise de
D6veloppement (CFD) loan (para. 2.33), no solution has been found for the bulk of Government
arrears to the private sector. Though the treatment of bank arrears is an important first step, a
credible means of extending this to other sectors is a matter of priority.

2.16 The Government has also crowded out the private sector by involving itself directly in a wide
range of commercial and industrial activities. C6te d'lvoire's public enterprise sector has proved
inefficient and weak, as have public enterprise sectors around the world. Between 1982 and 1988,
the return on capital of PEs was only two percent while operating losses drained public funds to the
tune of around four percent of GDP. Moreover, PEs absorbed a significant share of available internal
and external credit.

2.17 The above figures are measures of the cost to the economy of such widespread public
ownership but, if anything, they understate the case since they do not capture the impact that
Government intervention in commercial activity has on the primary sector through price and
marketing control. Until 1988-89, a system of administered prices applied to most export crops and
some food crops such as rice. All produce had to be sold through marketing boards, the Caistab and
the Price Equalization Fund for Staple Products (CGPPGC). Producer prices were set below world
market prices and substantial surpluses were posted. The falling price of commodities subsequently
turned these surpluses into large deficits as the Government failed to adjust producer prices. The
pricing system thus de-linked producer prices (and incentives to produce according to comparative
advantage) from world prices; it also de-linked price from quality in effect because Caistab controls
were inadequate and standards declined sharply.

2.18 In 1989, the Government took action to correct agricultural incentives with the assistance of
donors, including under the World Bank Agricultural SECAL. Producer prices of rubber and cocoa
were linked to world prices, the former in 1988, the latter in 1991/92, using a forward sales
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mechanism. Coffee producer prices were reduced, but until the January 1994 devaluation they were
still significantly higher than world prices, as were palm oil prices. Caistab got out of domestic
marketing. Levels of protection were harmonized and reduced and some subsidies eliminated. The
CGPPGC no longer undertook stabilization of the transport costs of rice and cement, limiting itself to
maintaining a three month buffer stock, and rice marketing and pricing were liberalized.

2.19 Nevertheless, substantial distortions arising from Government reluctance to decontrol
agricultural marketing remain, for instance in palm oil, cement and rice prices (para. 2.50 ff.).
Although the cotton price is now supported from a fund constituted solely by producers'
contributions, CIDT (which is 75 percent Government-owned) has a buying monopoly and still
maintains the policy of price equalization between low and high cost producers, with consequent
inefficiencies. A similar price support fund exists for rubber, where state-owned buyers also
dominate. Caistab still markets coffee and cocoa, and pays exporters an average forward price for
their sales, closing producers' options of shopping for a better price on one hand, and minimizing
their quality incentive on the other. The temptation to impose political objectives will continue to
have economic efficiency costs in this area until agricultural marketing is fully liberalized,
competition is encouraged and the State divests itself of monopolies. In certain cases (e.g. wheat)
care will need to be taken not to deregulate a situation in which a private monopoly has no
competition ("royalization").

2.20 Recognizing the need to stop crowding out of the economy by the public sector, the
Government began a privatization program. Around 30, mostly small, firms were privatized between
1987 and 1989. Public holdings in the largest commercial banks have been reduced and are now less
than 20 percent. In a reform of a type very rare in Sub-Saharan Africa, the management of the
electricity company has been privatized and 20 percent of the management company's assets sold on
the Abidjan Stock Exchange (Box 3). Technical audits and studies for future privatization are being
prepared through a Technical Assistance Privatization project supported by the World Bank. These
include plans to privatize the railways and telecommunications. Plans for natural gas field
development promise to allow private power generation, thus privatizing-by-entry. These innovative
plans give strong, positive signals and it is important that they be brought to fruition. In this context,
the experience to date of a medium-term program covering a 80 or so firms with a state-holding of
around CFAF 208bn is cautionary: by end-1992, only four companies had been sold, the principal
difficulty having been that the Government made selling price the sticking point, failing to recognize
that the value of any given public assets is more a function of what an enterprising buyer can do with
them than of their technical book valuation. The Government's guiding principle should be improved
allocation and utilization of assets, not selling price alone.

2.21 Unless privatization is accelerated, the public enterprise sector will continue to be a drain on
Government revenues and a damper on overall economic efficiency. At present, the process is
slowed not only by undue insistence on selling price but by the Government's inefficient, sometimes
questionable, and non-transparent implementation methods. Only one of the privatizations to end-
1993 had been offered to multiple bids, the rest had all been privately negotiated. This fuels
suspicion and undermines public confidence.

2.22 The most pressing need is for an open, competitive tender process whereby the appropriate
price of divested assets is decided by the market. This would also have the advantage of answering
current public criticism of the process. One way to make the program more transparent and efficient
would be to privatize the process itself - establish the rules for privatization sales and award
performance-based contracts for each to private sector institutions such as merchant banks. IFC has
performed this service in many countries. Competitive bidding would minimize fees. Finally, public
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share offerings such as the recent CIE issue are a useful way of addressing domestic ownership
concerns. If the domestic market capacity is thought to be inadequate to absorb the issues,
consideration might be given to interim Privatization Funds, such as have been used in Zambia and
Tanzania.

2.23 It should be noted that the State has the potential to crowd the private sector out of the labor
market through the attraction of alternative employment in the public sector. However, private sector
entrepreneurs do not appear to rate this as a serious constraint: the Rueda-Sabater and Stone survey
found that shortage of qualified workers ranked third lowest as a constraint to private sector
development growth; the December 1992 series of interviews (para. 2.07) found that labor shortages
ranked "low" for large-scale, Abidjan-based firms.

2.24 Finally, State policies in infrastructure can have the effect of crowding the private sector out,
or have the opposite effect. Again, both Rueda-Sabater and Stone and the December 1992 surveys
found that infrastructure was lowest ranking of all constraints on current operations and growth
according to the private entrepreneurs responding. While the current state of infrastructure can be
taken to be satisfactory, the cost of infrastructure services such as power and water is very high. In
the future, as the Government deals with its legacy of debt, imaginative solutions to cost-effective
infrastructure provision will need to be sought, including Build-Operate-Transfer projects (such as the
gas/electricity project currently under preparation), management contracts, and outright privatization.

D. THE INCENTIVE SYSTEM

2.25 The higher cost of doing business in C6te d'lvoire than in other countries also arises from a
web of distortions in taxes, tariff regimes, regulations and controls affecting private sector operations.
Among these are:

(a) special conventions (para. 2.26) which allocate market shares and award discretionary
direct and indirect tax incentives to selected firms;

(b) extensive and cumbersome regulation of wages and employment;

(c) inefficient customs regimes, including complicated trade procedures, and time-
consuming procedures for claiming export subsidies which, in the event, are rarely if
ever paid;

(d) a dysfunctional judicial system, particularly with regard to business affairs; foreign
lenders, for example, have extreme difficulty in finding an unassailable security which
will be upheld in law;

(e) extensive quantitative and tariff-based restrictions on trade, that are unevenly applied
and widely ignored through smuggling; and

(f) a cumbersome and distorting tax regime.

In addition, the system is administered in such a way as to create competitive biases between firms of
different ages, sizes and ownership. The result has been the high concentration of industries and
distribution networks, high monopoly or oligopoly rents and low efficiencies.

_ ~ ~ ~ ~ ~ ~ ~ - -_- - -
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RESTRICTIONS ON COMPETITION

2.26 Selected firms benefit from a variety of special conventions granting a monopoly on the
import of a given a product, allocating market shares among a small number of firms or privileges
related to the purchase of domestic primary products for domestic processing, the rights to sell
domestically, or the rights to produce domestically. The agreements often specify pricing and
margins; tariff and non-tariff barriers to competing imports; export subsidies; the tax regime and,
sometimes even exemptions from specific legal and regulatory provisions. They stifle competition
and almost certainly act as a disincentive to entry by potential competitors. A critical aspect of the
arrangements is that they are unevenly applied: one firm may benefit while another does not for
reasons which are not clear, raising issues of transparency and equity in Government's dealings with
the private sector.

2.27 The specific pricing, trade, and taxation implications of these conventions are considered
below (paras. 2.29 ff.). Generally, their effect is to further limit economic efficiency. Examples
include:

(a) extensive restrictions on shipping (see Box 2 below) resulting in high costs;

(b) restrictions on the import of rice: only CGPPGC can import rice which it on-sells
domestically at more than the world price. Similar arrangements hold for cement and
cotton;

(c) an officially fixed price of bread, based on a reference price for wheat. The sole
importer is the Grands Moulins d'Abidjan (GMA) which imports at the world price
and compensates, or is compensated by, Government for any difference with the
reference price. As a result, incentives to minimize import prices are lacking and
competition is stifled;

(d) PalmIndustrie (para. 2.18) has the sole right to buy fresh palm and sell local palm oil
on the domestic market. This, combined with controls on the import of palm oil,
resulted in the domestic price of palm oil at the end of 1992 being around CFAF
210/kg while the world price was CFAF 80-90/kg; and

(e) quotas being set for individual exporters of coffee, cocoa and wood, the Government
justifying the first two on grounds of restricting production to influence world prices
and the last on environmental grounds.

2.28 Many of the firms operating under conventions have an element, or majority, of public
ownership. Typically, they confer advantages for 10 years (or more) and can be extended by implicit
renewal. These agreements have had a long history, and parallel those in existence elsewhere in the
CFAF Zone. However, in contrast to practice in neighboring countries (Senegal, for example),
systematic information on their nature, extent and duration is not available in Cote d'Ivoire.
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BOX 2: TRANSPORTATION OF BANANAS - THE COST OF LIMITED COMPETITION

In general, shipping in Cote d'Ivoire is subject to tight regulations which severely restrict
competition, add to costs and reduce efficiency.

C6te d'Ivoire is a signatory to the International Maritime Convention, which requires the
shipping of general freight (defined as non-liquid, bulk or refrigerated) to be allocated as follows:
40 percent to domestic shippers, 40 percent to shippers from the each trading (destination)
nation, and 20% to third countries. This is also known as the UNCTAD conference system.

Shipping freight to and from Cote d'Ivoire is managed by the Office Ivoirien des Chargeurs
(OIC), which allocates shares and negotiates rates. Since 1977, the domestic share of certain
categories of traffic has been exclusively reserved for the national shipping company, SITRAM;
this was reinforced by a decree of March 1993 which reserves refrigerated traffic, clinker, oil,
wine and hydrocarbons, among others, for SITRAM exclusively.

Bilateral agreements between C6te d'lvoire and France add to the UNCTAD conference system
by requiring equal division of non-general freight carriage between the two nations, each having
the right to pick up any unused balance of the other's share. In the case of bananas, these
regulations have resulted in a de facto monopoly - SITRAM has no appropriate vessels for
transporting bananas and cedes its rights to DELMAS. A recent study commissioned by the
PASCO Supervisory Committee indicated that the rates charged by SITRAM were, on average,
42 percent higher than could be achieved through competitive bidding. In addition to cost,
efficiency factors are important in the transport of perishable goods, since port delays can lead
to high rates of damaged goods and overthrow customers' sales planning. Shippers have no
recourse in the present monopoly situation.

2.29 The special conventions go to the very heart of how business is conducted in Cote d'Ivoire.
By establishing monopoly and oligopoly power in the economy, they make intermediate and final
product prices higher than they would be in a free market situation and impose economic costs. They
also encourage rent-seeking behavior and the application and approval process is open to corruption.
Furthermore, because they offer generous margins protected by regulation, they encourage the
informalization of competition. For example, the distribution market, which used to be controlled by
old colonial trading houses, now largely depends on small-scale wholesalers, often Lebanese in origin,
who account for two-thirds of activity or more. While this has probably resulted in margins falling,
to the benefit of the consumer, it has also corresponded to declining tax revenue. In addition, such
strong market power can be used in the relatively small, domestic market to discourage competition.
This can either be through lobbying Government to secure licenses or protection, or through the
ability to exercise pressure on retailers in the local market. A new producer of instant coffee, for
example, said that the local market was effectively closed to him because the dominant firm could
withdraw credit if retailers stocked a competing product. In this way, major sectors of the economy,
including the petroleum sector, chemicals, fertilizer and packaging, large areas of modern agriculture
and transport function as monopolies or oligopolies. Private sector views on special conventions
reflect whether the entrepreneur is protected by them, or whether they restrict him from entry into
new areas of activity.
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2.30 As a first step to addressing this problem, a census of the advantages firms enjoyed under the
conventions was included under the PASCO. This was originally due for completion in July 1992 but
had not yet been completed by the end of 1993, as rescheduled. For the economy to benefit from
increased competition, this census must be completed and followed by a swift and publicly transparent
action program to dismantle the conventions and open all sectors of the economy to competition. The
Government should pledge not to enter into new investment agreements, and those that have expired
should not be renewed. Those remaining in force should be renegotiated if possible. While the
Government may be legally constrained from dismantling some agreements, it is important to
remember that the longer they stay in force, the greater the overall costs to the economy. The action
program should emphasize agricultural commodities and marketing, from which the Government
should withdraw as soon as possible. Anti-trust legislation may also be necessary to break the
entrenched power of monopolies.

TRADE INCENTIVES

2.31 Until January 1994, the determining factor in trade policy was the high real effective
exchange rate. The Government tried to adjust relative prices directly, relying on extensive non-tariff
barriers to imports, high rates of tariffs on imports, and an export subsidy. The system failed for
three major reasons; i) uneven tariff rates meant that effective protection rates were highly dispersed
and, as the MSA study concluded, almost always biased against exports; ii) widespread smuggling;
and iii) consistent arrears in the export subsidy.

2.32 In 1989, it was estimated'9 that 37.5 percent of imports by value were subject to quantitative
restrictions. Duties on imports include customs duty (droit de douane), varying between 0-10
percent, fiscal duty (droit fiscal), varying widely and, for some commodities, a special import duty
(droit special d'entree, set at 10 percent).20 The degree of dispersion of nominal protection rates is
wide; those on manufactured goods varied, in 1991, between a minimum of 0 percent and a
maximum of 151 percent.2 ' World Bank studies indicate that this dispersion is much higher than in
Kenya and Zimbabwe, though it appears to be lower than in Senegal. Effective protection can, of
course, vary even more, with taxes on finished products being in some cases, lower than taxes on
inputs, raising the possibility of negative rates of effective protection.

2.33 The devaluation offers CMte d'Ivoire the opportunity to revisit its trade policy, which is still
geared to countering the effects of the former high parity of the CFAF. Exporters are exempt from
import duties and VAT, using either a "temporary admissions" (admission temporaire) procedure, or
a credit system used to refund VAT. Additionally, an export subsidy was introduced in 1986 and for
two years or so was generally paid. Eligibility was limited - a World Bank survey of 141 exporting
firms showed that only 33 were eligible. Following the Government's increased financial difficulties,
however, arrears of subsidy dues accumulated and have continued to grow. Beginning in 1992, a
selected number of companies - particularly affiliates of French firms in the agribusiness sector -
received payment, or partial payment, of arrears due them, following a CFD loan to the Government.

'9 PASCO President's Report, Annex VI

20 An additional statistical tax of 2.5% was due to be abolished in 1992, though in fact this was not implemented.

21 PASCO President's Report, Annex VIII
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The three biggest beneficiaries received one third of the total amount, and their arrears were
effectively paid off. One exporter, interviewed at the end of 1992, epitomized the uncertainty this
created: should his export price take into account a subsidy he felt almost certain he would never see?
Additional difficulties are attendant on the non-payment of VAT credit refunds. The export subsidy
has now, properly, been abandoned: it was rarely paid and therefore potential new exporters were not
encouraged; when paid, it was in a discriminatory manner; but most fundamentally, the change in
relative prices now obviates any need for it.

2.34 This situation is compounded by a customs administration which is anything but transparent.
Customs officials have very wide discretion in, for instance, classifying commodities and thereby the
tariff rate applicable, or setting fees for services such as storage. This power is clearly open to abuse
and since there is little effective recourse for complainants, rent-seeking behavior is reported to be
widespread.

2.35 The consistently high rank that entrepreneurs have attributed to trade restrictions in all recent
surveys of constraints in C6te d'Ivoire reflects this situation. For the 51 firms in the MSA survey,
high import duties were perceived as the most important handicap on competitiveness and source of
unfair competition from the informal sector; international trade procedures and the customs regime for
exports were considered the next most important inefficiency; the non-payment of the export subsidy,
and delays in payment of the VAT credits to exporters were perceived as the third (Figure 3, p.17).
Interestingly, customs fraud and corruption were cited as a low-ranking constraint, in direct contrast
to the more recent December 1992 reactions. In Rueda-Sabater and Stone, taxes, in general, were
seen by entrepreneurs across the spectrum as the greatest obstacle to the expansion of their
businesses, with customs duties and obstacles ranking highest of all for microentrepreneurs in Bouake.
Some large-scale firms employed full-time staff exclusively to deal with these problems. Finally, the
series of interviews in December 1992 confirmed these rankings, with the high level of customs duties
and the rapport with customs officials both ranking "high" in terms of constraints, and Government
arrears of VAT rebates and export subsidy ranking "moderate-high". In interviews, entrepreneurs
have claimed that duties on final products were lower than duties on inputs, though the system is
intended to avoid this. The protection conferred is thus very fragile.

2.36 Moreover, it is not just the level of duties, but their arbitrary nature, which frustrates
entrepreneurs. The CDC, for example, obtained Government's agreement to protect CEIB, a project
to raise, slaughter and market local beef in which it was about to invest, from competition from
imported beef. After the project had been funded, the protection was drastically reduced, following
pressure from an importer wanting to market beef. A venture capital company in an interview, stated
that it shut down its iron galvanizing plant when the protection on galvanized iron was reduced from
15 percent to 1 percent; now it imports the iron already galvanized, and simply shapes it. There are
other examples of the provision of one convention being arbitrarily revoked under the provision of a
subsequent one.

2.37 In an effort to reform the trade incentive regime as part of the World Bank-supported
PASCO, the Government undertook to:

(a) prepare a new customs tariff comprising only two duties, customs and fiscal, with
fewer rates, to harmonize in the 15 to 35 percent range;

(b) review the export subsidy;
(c) remove reference prices, adopt a decree substantially removing QRs and import

licenses and suppress a priori import intention authorizations; and
(d) act to settle export subsidy and VAT credit arrears.
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2.38 Preparatory studies on points (a) and (b) were completed recently. The customs tariff study
recommends reforms broadly congruent with those envisaged under the PASCO. The export subsidy
study recommended continuation of the export subsidy system, but it has nonetheless been dropped.
The protectionary use of reference prices has been dropped as have import licensing and a priori
authorizations, except in the unfortunately significant areas where non-tariff barriers persist. The
rationale for protection of domestic goods to compensate for their high price relative to imports no
longer applies and it would now be appropriate to pursue not just a narrowing of tariff bands but their
general lowering.

2.39 It is vital that real progress be made in implementing the PASCO reforms. The export
subsidy system has been abandoned and a system of exemption from, rather than reimbursement of,
customs duties and VAT, under an expanded system of admissions temporaires has been put in place
to protect exporters from discrimination. Exporters who cannot use this system, should have a duty
drawback alternative, with claims being offset against other tax liabilities of their enterprises. The ad
hoc exemptions associated with special conventions should be phased out.

TAXATION AND INCENTIVES

2.40 Direct tax rates in C6te d'Ivoire are comparable to those in neighboring countries but are still
high by international standards despite some modest abatement in 1991: the company tax rate was
reduced from 40 to 35 percent, the National Insurance Fund contribution of 10 percent of taxable
income was abolished and overall employers' payroll taxes were reduced by five percentage points.
Employers currently pay around five percent on wages and salaries as well as the Vocational Training
Tax (1.2 percent), and the Apprenticeship Tax (0.4 percent). Employee income tax rates are around
10 percent, plus social security (CNPS) contributions. Overall, three principal constraints on private
development are associated with the existing tax system: its anti-export bias (para. 2.42), its openness
to discretionary, non-transparent behavior (para. 2.43), and the arrears problem (para. 2.46).

2.41 In Rueda-Sabater and Stone, respondents ranked taxation as the second obstacle to private
sector growth. Formal sector entrepreneurs tended to rank tax problems higher than did small-scale
and informal entrepreneurs. In the December 1992 interviews, entrepreneurs from the formal, large-
scale sector ranked taxation as a moderate-high constraint. Rapport with the tax administration was
considered to be better than with the customs authorities, though still a moderate constraint.
However, Government arrears under the export subsidy and VAT reimbursement schemes ranked
higher than either of these.

2.42 Distortions and Effective Rates of Taxation. The combination of VAT and import duties
cascades and distorts, encouraging informalization (para. 1.17) and smuggling even though the VAT
system in itself is non-cascading and protection-neutral. There are five rates of VAT, centering
around a standard rate of 25 percent. These are applicable to different categories of goods, and
entrepreneurs complain that they are not specified precisely, leaving considerable scope for
corruption. There are also special excise taxes for some goods, petroleum for example. Certain
exemptions have an anti-export bias. Bananas and pineapples, for example, are zero-rated for VAT
and so exporters are unable to claim back the VAT paid on inputs for these crops. The same applies
to service industries. In other cases, although exporters may be eligible to claim credit on VAT
actually paid, in practice, reimbursement is slow and unsure. This is made the more frustrating
because in May 1990, the Government introduced a five percent presumptive tax (ASDI) in
anticipation of future VAT payments; this was very badly received by entrepreneurs.
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2.43 This dissatisfaction is compounded by other aspects of the tax regime. While investment tax
credits (deduction of 40-60 percent of investment costs from taxable income) and exemptions for new
firms or activities from profit and property taxes for periods of five to seven years are generally
available, other very considerable incentives are granted only in selected cases. The two most
important are the special conventions which are discussed above and the Enterprise prioritaire regime
which allows exemption from profit and patent taxes for seven to 11 years and from import duties for
four to eight years. The bureaucratic procedures associated with these are very lengthy but, much
more importantly, the criteria for eligibility and the selection process are obscure and discretionary.
Apparent contradictions are common: a new agro-industrial venture secured agreement for a special
convention regime recently but at the same time a different firm was told by Government that the
Conventions are no longer being awarded, despite an earlier promise that a certain level of investment
would be rewarded with such an agreement.

2.44 The combined effect of this unequal system and the unevenness of the import tariff system is
to produce wide variations in the marginal effective rate of taxation (METR) different enterprises pay:
in addition to the discretionary advantages discussed above (para. 2.29), the special conventions offer
extended fiscal and tax exemptions and the METR for large firms operating under such a regime can
be as low as three or four percent; for small firms operating without these discretionary incentives,
the METR may be 40 to 50 percent (taking into account the impact of import tariffs, property taxes,
etc.). This is one more factor creating pressure towards informalization, especially in the mid-ranks
of the formal sector. Even though transaction costs are higher for informal operators (bribes, the cost
of concealment, etc.) than for formal, this is more than offset by the fact that their METR is zero.

2.45 Complaints about the informal sector from formal operators are increasing: in the boom days,
the formal private sector could afford to be tolerant. A wide range of consumer goods, petroleum,
food, even cars and trucks entered CMte d'lvoire unrecorded from neighboring Ghana and Togo, but
ultimately sourced from Nigeria, South-East Asia, and Europe. But the economy is now in recession
and competition has become more intense. It is possible that attempts to preserve the shrinking
revenue base by more indirect taxation have had a Lafferian effect; fewer and fewer firms are able,
or willing, to pay and net revenues have actually decreased. The Ivorian economy is already near or
past the point at which increased taxes result in increased evasion.

2.46 Under the PASCO operation, in addition to reforms of the tax incentive structure, the
Government undertook to implement a number of reformns to reduce distortions in the tax regime.
Employers' payroll taxes were scheduled for elimination in FY1993; this has not been done; on the
contrary, a proposal to levy a pre-payment tax on expatriate employment to offset the reduction
already implemented is being considered. The VAT system was scheduled for a comprehensive
overhaul: arrears were to be settled and future accumulation avoided by granting tax exemptions to
exporters using a drawback system administered on the basis of tax returns. Future payments to
exporters were to be accelerated, coverage made more complete and more even between imports and
local products, exporters would be able to reclaim VAT paid on inputs, the number of rates was to be
reduced, and exemptions progressively reduced. These reforms were to be based on a series of
studies, now completed. The studies, however, recommend preservation of many existing VAT
exemptions which are distortionary and discretionary. The VAT arrears problem has not been
resolved. (However, the 10 percent service tax, the TPS, has recently been absorbed into the VAT
framework, in all sectors except for banking.) Finally, the investment incentives system was to be
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evaluated by July 1992 and an action plan to rationalize it adopted by September 1992. In practice, a
review of the Investment Code was produced in April 1993. While this was useful in its scope, the
proposed revisions still involve the award of investment incentives according to various ex ante
criteria, rather than the automatic granting of tax credits ex post. It also recommends a variety of
duty exemptions which are difficult to justify.

2.47 Proposals have also been mooted to set up a One-Stop Investment shop (guichet unique), to
facilitate the processing of investment applications. Until the Investment Code is clarified and the
extensive discretion involved is minimized, a One-Stop Shop is likely to become a One-More-Stop
Shop, since it will lack the power to make decisions. Its establishment should therefore await reform
of the Investment Code; and then its purpose should be directed more towards promotion than to
approval (para. 3.19).

2.48 The PASCO reforms would rationalize the system and remove the biases in it. They should
be implemented as a priority. In particular, the Investment Code should be reformed in keeping with
the following guiding principles:

(a) simplicity and transparency, so that it is clear which investments qualify for
Investment Code benefits;

(b) evenness, so that identical investments receive identical treatment;

(c) automaticity, so that approval of benefits is not discretionary; and

(d) benefits to be administered as part of the tax regime on the basis of annual tax
returns, so that investments are not held up awaiting approval of a package of
benefits.

There is no reason for maintaining a plurality of different investment packages: they should be unified
and the Investment Code in effect be integrated into the fiscal system.

2.49 In the final analysis, there is little scope for further increasing taxation to achieve budgetary
balance. Rather, future reform of the tax system needs to focus explicitly on relative ease of
administration, transparency and closing avenues for tax evasion. The objective should be to cast the
net wider, rather than to increase tax rates.

PRICE CONTROLS

2.50 Until recent moves towards reform, control of prices and margins was pervasive. Domestic
prices were not directly controlled but an array of reference prices for textiles, shoes, some foods and
other products, were used as the basis for customs duties and ensured that import prices after tariffs
were higher than those of domestic producers.

2.51 In the late 1980s, the Government took steps to link some prices in the agricultural sector to
the world price. Producer prices for all-important coffee and cocoa were halved in 1989 with
encouragement from the World Bank. Nevertheless, the producer price that exporters receive is still
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set by Government (for much of 1993 and 1994 the coffee price, in particular, was significantly
higher than the world price warranted) and exporters receive an average forward price for their sales
from Caistab, regardless of whether they have secured a good margin or not. This reduces the
exporters' incentive to maximize the value of forward contracts (para. 2.19).

2.52 The passing of the Competition Law in 1992 was intended to remove most price controls
except in cases of monopoly, market failure, or in periods of exceptional crisis. A Competition
Committee has been established to arbitrate on this but has only recently started to function. There
has been solid progress on price liberalization and the decontrols are published regularly in the
Journal Officiel. However, interviews with entrepreneurs in December 1992 indicated that direct key
controls remain, including on coffee and cocoa at all levels of processing and on rice, sugar, bread,
local jute sacks for the cocoa and coffee industry, raw and processed rubber, petroleum, palm oil and
fresh palm. Price controls distort incentives, provide opportunities for rent-seeking behavior through
endless debates over the classification of produce, encourage or protect the exercise of monopolistic
and oligopolistic power, and respond slowly to changing market signals. It is possible that these are
being retained because of the existence of monopoly power or market failure when the market
distortions are, themselves, partly the result of price controls!

2.53 It is therefore vital that the spirit, rather than the letter, of the Competition Law be adhered to
and that price controls be lifted on all commodities. The release of the second tranche of the PASCO
Credit (US$100 million) is dependent, inter alia, on the suppression of reference prices of a protective
nature, but this is expected to happen shortly. However, it will not address many of the implicit
controls that appear to remain. The current provisions of the Competitiveness Law will not be
sufficiently stringent to prohibit considerable remaining controls. Significant progress remains to
made in this area. Future reform should include the removal of those price controls that persist and
the reexamination of the Competitiveness Law. 0

E. THE LEGAL AND JUDICIAL FRAMEWORK

2.54 The legal system in C6te d'Ivoire is based on the French Constitution and Civil and
Commercial Law, which is a written, not a common law, system. It establishes the independence of
judiciary and a process of judicial review. Ministers and the Executive generally do not exceed their
decree-making powers, issuing decrees within the framework of the law and the system functions
relatively well, particularly in comparison with that in some neighboring countries. However, the
body of law has not kept pace with change: many modern financing instruments are simply not known
to it. Moreover, resolution of disputes is also slow and the outcome uncertain. Judicial decision
making is frequently reported to be subject to improper influence and corruption.

2.55 Rueda-Sabater and Stone ranked "failure of justice" as a moderate constraint overall, though
many entrepreneurs said they were discouraged from seeking legal remedies, for instance for
enforcement of contractual obligations, because the system was slow and the civil legal process open
to corruption. The December 1992 interviews tended to confirm this view although some respondents
did point out that the system functioned better than in some neighboring states. In the case of firings,
the opinion was almost unanimous that the courts would favor the worker, even when procedures for
layoff had been followed by the employer.
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LABOR REGULATIONS

2.56 The high cost of labor in C6te d'Ivoire is partly a feature of the high cost of living, which
increases workers' reservation wages, but is also sustained by rigidities in the labor market. These
include employers taxes and social security contributions for labor, industrial and agricultural
minimum wage legislation, a process of wage determination set by an Interprofessional Collective
Bargaining Agreement, and, until recently, the concentration of all recruitment in a Government
monopoly (OMOCI), restrictions on the period for which temporary workers can be hired, and
restrictions on laying-off. These contribute to a strong segmentation in the labor market and are
reinforced by public sector wage policy: the average public sector wage before benefits was over 10
times per capita national income at the end of the 1980s. Devaluation and the increased price of
imports will reduce real wages significantly but it is not known yet whether alone that will be
sufficient to offset wage distortions in the formal sector; it will certainly be necessary to sustain real
wage cuts, especially in the public sector, and prevent their being eroded by demands for increased
wages.

2.57 The survey data help put this in perspective. While the MSA and Rueda-Sabater and Stone
ranked labor costs medium-high and medium constraints on competitiveness respectively, labor
regulations were ranked low: second lowest of all in Rueda-Sabater and Stone, where it is suggested
that this is partly because the informal sector can sidestep them altogether and the formal sector can
circumvent them by subcontracting to informal sector firms. The December 1992 interviews
confirmed this perspective; only one aspect of labor regulations -- the difficulties of layoffs -- was
given a significant rank (moderate constraint). Feeling ran high, however: the judiciary was criticized
for continually favoring the worker and awarding large claims. Other aspects of labor regulation
were perceived as less problematic: the minimum wage, in particular, was not a major difficulty, a
view supported by Rueda-Sabater and Stone. Perceptions of the employment insurance system, the
other main regulation cited as a difficulty, were diverse with agriculture seeming to be less affected
than manufacturing.

2.58 Reform of the labor market is addressed under the PASCO but implementation of related
measures is seriously behind schedule (para. 2.92). It is important that they be pursued to eliminate
rigidities in the labor market and enhance employment creation. Allowing employers more freedom
to lay off staff, especially inefficient or dishonest individuals, would be the single most important
step. The suppression of OMOCI's hiring monopoly is a positive development but it should be
followed by measures to restrict OMOCI's ambit to recruitment for Government positions.

COMPANY LAW

2.59 Creating a company is hampered by the inflexibility of old French Company Law, still
applicable in C6te d'Ivoire, which recognizes two forms of company; the Societe Anonyme (SA),
with anonymous shareholders, and the Societe a Responsabilite Limitee (SARL). The former involves
compliance with rules regarding oversight, audit and disclosure of financial status, as well as a
minimum capital requirement; the latter has fewer formal requirements. The minimum capital
requirement is low, permitting firms to be undercapitalized but the formal requirements for
registration as a SARL, although less demanding than for an SA, limit the entry of SME
entrepreneurs. Forms such as the Societe Unipersonnelle and limited partnerships are not recognized.
Weak regulation of the accountancy profession undermines the financial control of shareholders.
However, these two areas are under reform. A new law on the accounting profession has recently
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been published. Although it would tend to limit access to the profession to Ivorians, other measures
such as the creation of a disciplinary body should improve the quality of the accounting services
delivered in C6te d'Ivoire. A task force is currently reviewing the company law to allow more
flexibility in allowing different types of companies.

2.60 Business transactions are regulated by the Commercial Code, which includes Company Law,
Contract Law, and the Liquidation and Bankruptcy Laws. Many features of modern business such as
technology transfer, distribution rules, warrants, convertibles, and preferred stock are absent from the
Commercial Code and hence unavailable in practice. The Liquidation and Bankruptcy Laws treat
bankrupts as criminals, entailing, in the case of liquidation, immediate closure of the firm and, in
principle, jail for debtors (though in practice it is not administered that way). There are no provisions
in these laws to permit restructuring. A competition and anti-trust law has been adopted recently but
will not be implemented until the competition committee is effectively established.

2.61 Resolution of Disputes. The resolution of business disputes is protracted, expensive and
sometimes, it is alleged, corrupt. The Rueda-Sabater and Stone study reports that it takes an average
of 4.5 years to resolve a civil dispute. The general shortage of magistrates is particularly marked in
the realm of business law, where judges lack specialized training. The outcome of civil proceedings
is commonly held to be open to influence. Until recently, creditors had to deposit up to five percent
of the sum being claimed from a debtor with the Tax Department. These problems are felt more
acutely by large firms since the smaller do not have sufficient confidence in the judicial system, in
general, to pursue litigation. While there may, therefore, be the legal basis for business security
(depending on the instrument), enforcing it is beset by practical difficulties - banks, in particular, in
interviews, said that collateral was effectively impossible to call. Foreign investors, including IFC,
are particularly sensitive to this. There are currently no real alternatives to judicial review, such as
arbitration. The Chamber of Commerce of Abidjan is sponsoring the creation of an arbitration court
for commercial disputes but this is conditional upon the adoption of an arbitration law by
Government. Careful attention must be given to the design of reformed procedures for resolution of
business disputes. Private arbitration mechanisms can be established relatively easily and quickly.
These are important advantages but they must be weighed against the advantage afforded by a system
of courts of special jurisdiction with judges trained in commercial law and where the arbitrator'
rulings have appropriate legal backing.

PROPERTY RIGHTS

2.62 Other aspects of the legal system work to C6te d'Ivoire's advantage; the registration of
property rights works reasonably well in the city, though less so in the countryside, where land
ownership is often unclear. Commendably, C6te d'Ivoire imposes no limit on ownership by
foreigners.

2.63 The Pace and Scope of the Reform. The Government has declared that it will carry out far-
reaching reforms to create a judicial framework conducive to investment and more responsive to
modern business needs. This program receives support from the World Bank-supported PASCO,
PASFI and PAGE operations.

2.64 A law regulating the accounting profession was recently approved; a law providing for
arbitration and the creation of commercial jurisdictions in the courts was recently sent to Parliament;
the commercial code has been revised; and a new draft of the bankruptcy law has been prepared
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eliminating criminal penalties for non-fraudulent business failures. However, overall progress has
been slow, patchy and seriously short of what is required to create a favorable environment for
private business. The apparent lack of decisiveness on the part of the Government, despite its formal
commitment, is a major factor in this. A detailed description of the reforms associated with Bank-
supported operations in C6te d'Ivoire and the status of progress in implementing them are given in
ANNEX V.

2.65 The range of reforms needed in the legal sector is wide, and many can only be realized in the
long term. It is therefore important to prioritize. Existing survey data indicate that economic
operators overwhelmingly favor revising the labor laws and regulations to promote employment
flexibility and to make the overall framework more "user-friendly". Other high priorities indicated by
entrepreneur responses are: i) reform of company law to permit the creation of single-shareholder
limited liability companies; ii) continued efforts to increase competition and liberalize prices; and
iii) revision of trade regulations and procedures which significantly constrain private business
(import/export, manufacturing).

2.66 There is some evidence of informal dialogue between Government and the private sector but
more systematic inclusion of representatives of business in the legal framework reform process is
needed. Such a structured dialogue could be initiated by establishing an inventory of actions proposed
in the MTF, compiling an up-to-date assessment of achievements to date and priorities for future legal
reform.

F. THE FiNANCIAL SYSTEM

2.67 The cost of finance has been consistently identified as a major development constraint in
reviews of Cote d'Ivoire's private sector. Monetary and credit policy in UMOA member states are
set by BCEAO (para. 1.37), which aligns interest rates with reference to the Banque de France
benchmark rate for periodic tenders. In real terms, during 1993 the key interest rate averaged some
four percentage points higher in C6te d'Ivoire than in France. Despite this, capital flight continued
up to the end of 1993. It is expected, however, that the recent devaluation will stimulate a reversal of
this and that significant amounts of flight capital will be repatriated to the UMOA states.

2.68 Annual credit to the private sector is controlled through refinancing ceilings determined by
BCEAO with reference, critically, to its operations account with the Banque de France, the account
that converts CFAF to FF. The sizeable CFAF current account deficits of the UMOA Group in
recent years and continued capital flight have led to tight or even lowered BCEAO annual credit
ceilings aimed at reducing regional demand (and hence the financing required on BCEAO's operations
account).

2.69 BCEAO has undertaken a series of reforms. In 1989, it removed sectoral ceilings on credit
and preferential interest rates and liberalized deposit rates. In October 1993, bank margins were fully
liberalized, reserve requirements of 1.5 percent against short term deposits and credits were
introduced and an auction interbank money market was launched. Following this reform bank lending
rates therefore ranged from 15 to 19 percent and when a tax on financial services of 10 percent (TPS,
para. 2.46) is added, the cost to the enterprise of borrowing was between 16.5 and 21 percent. With
annual inflation in 1993 of less than two percent, these correspond to real lending rates in CFAF of
around 15 to 19 percent. By contrast, organizations such as IFC, the African Development Bank and
the CDC lend medium-term FF at around 11 to 12 percent (the exchange risk being borne by the
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borrower). CFAF deposit rates are currently around nine percent. In order to deepen financial
markets, a further round of reforms is expected with respect to: i) the availability of term credit;
ii) the development of venture capital firms; iii) the availability of financing for SMEs; iv) the social
security institutions; and v) the postal saving system.

2.70 The high cost of bank finance was ranked the fourth most important brake on competitiveness
by entrepreneurs responding to the MSA study; in Rueda-Sabater and Stone, it ranked as a moderate-
high constraint. Interestingly, the larger and more formal enterprises complained more about the cost
of finance, possibly because for the smaller enterprises restricted access meant that cost figured less
prominently. In December 1992, the high cost of finance was one of the three constraints that
achieved a universally "high" score in the interviews.

2.71 Data for the BDF firms indicate that, in general, businesses in Cote d'Ivoire rely heavily on
internal funds; the level of external financing is certainly nowhere near that in Thailand or Korea.
Medium- and long-term debt figured very little in financing growth or operations, especially after
1987. The main sources of financing were capital consumption and short-term borrowing,
particularly trade credits. Interestingly, large and small firms, both foreign and nationally owned,
exhibit similar financial structures. It is worthy of note that, despite small or negative net margins,
significant dividends were still transferred abroad by both foreign and national firms.

2.72 There are two dimensions to the restrictions to access on finance; the first is the banking
system's lack of liquidity; the second, banking policy. The lack of liquidity of commercial banks was
primarily due to continued tight domestic credit management and has eased following the devaluation.
The commercial banks, especially the four larger ones, were also affected by a substantial decline in
total deposits - a manifestation of increasing capital flight. Government deposits dropped by 50
percent from 1988 to 1990 and private deposits by 16 percent. Because of short-term lines of credit
reduction by foreign parent companies, commercial banks were more and more dependent for their
resources on Central Bank refinancing at penalty rates.

2.73 Reforms aimed at preventing the collapse of the financial system and restoring healthy
financial intermediation were undertaken in 1991. The Government's specific aims were to enhance
resource mobilization and help finance productive investments in support of the country's adjustment
program and growth strategy. The program was supported by bilateral and multilateral donors,
including the World Bank, through the Financial Sector Adjustment Program (PASFI). Five
development banks were liquidated. Measures were taken to recapitalize the four largest banks with
contributions from their foreign shareholders and the Ivorian Government, which reduced its stake in
the four largest institutions to a maximum of 20 percent. The Government's direct arrears to the four
major banks were securitized into a new debt instrument at three percent interest bearing a Central
Bank guarantee of timely payment of principal and interest and 90 percent of which was eligible for
Central Bank refinancing at three percent interest. The balance was to be paid through two equal
installments of CFAF 6.3 billion in 1991 and 1992. Direct arrears to small banks were settled in
cash. The first payment was in December 1991. An agreement was also reached on the
Government's indirect arrears. Bonds totaling CFAF 151 billion were substituted for part of
CAISTAB's debt to exporters for non-payment of coffee and cocoa exports equalization funds. Bank
overdrafts to coffee and cocoa exporters were converted into medium-term loans with Government
securities as collateral. A recovery unit was set up to take over the assets of the five liquidated
banks.
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2.74 The UMOA Council of Ministers have initiated measures to reform banking supervision and
prudential regulation. They include the establishment in 1990 of a supra-national banking commission
(Commission Bancaire) headquartered in Abidjan and the issuing in 1991 of new prudential
regulations regarding risk-weighted capital asset ratios, long-term resource to loans ratios, and the
extent of loans and credits to a single borrower.

2.75 The insurance sector was restructured in 1991 with the liquidation of two Ivorian companies
and the orderly closure of several foreign subsidiaries. New regulations were issued and arrears were
settled, external resources being used to cover those from the public sector. Government arrears were
restructured. Claims settlements now conform to a procedure which reduces the statute of limitations
from 30 to 10 years. A schedule of claim settlements was introduced. Insurance brokering is now
regulated and the insurance industry will be overseen by a regional authority covering the whole franc
zone.

2.76 The Abidjan Stock Exchange has been restructured (Box 3, below). A project is under way
to develop a regional exchange under the leadership of BCEAO with support from the French and the
Bank Group. This should improve the availability of long term and equity financing for Ivorian
companies.

BOX 3: THE ABIDJAN STOCK EXCHANGE

In 1991, after fifteen years of operation, only 23 companies were quoted on the Abidjan Stock
Exchange; market capitalization was only four percent of GDP and transactions only one percent
of capitalized resources. Because of excessive operating costs, lack of extemal supervision, and
restrictive regulations, it was operating at a loss and had to depend on Government subsidies to
keep operating. Reforms to reduce operating costs and improve the Stock Exchange's capacity to
mobilize domestic financing for investment were recently implemented with technical assistance
from the World Bank.

Management was streamlined and, as a result, operating expenses were reduced by nearly 50
percent, eliminating the need for budgetary subsidies. Transaction fees were reduced to attract
investors and a new quotation system ensured that transactions reflected the market value of shares
accurately. These improvements are expected to help the Stock Exchange play a major role in the
Government's privatization program. In December 1992, the sale of the Government's 20 percent
of the electricity management company was successfully carried through the stock market.

2.77 Despite the realignment of the real effective exchange rate which is expected to renew
commercial investors' and parent banks' confidence in the CFAF and resolve the problem of capital
flight, there remains the question of what to do about small and medium-scale enterprises. The
liquidation of the small development banks has made it even more difficult for small-scale industrial
and agricultural enterprises to get credit. The unfreezing of bank margins should help improve access
to credit for SMEs, although the impact of this measure will not be felt immediately.

2.78 The difficulties that small-scale entrepreneurs cite are common throughout Africa and relate to
raising the necessary equity contribution, preparing adequate loan documentation (including feasibility
studies) and providing collateral or security. The gap left by the disappearance of development banks
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must be filled, but in such a way as to avoid the pitfalls of the past. Assistance must be on an
appropriate scale, at reasonable cost and it must address the issue of risk (including risk-sharing via
venture capital or mutual associations). The devaluation, if successful, can be expected to help
restore banking sector liquidity.

G. SKILLS AND TRAINING

2.79 Although skilled labor shortages were not identified as a major immediate problem in any of
the surveys, in the long term education and training are of fundamental importance for relaunching
and sustaining economic growth'. Generally, the education sector in C6te d'Ivoire has suffered
from the economic squeeze of recent years and standards are felt to be deteriorating. As Table 12,
Annex III shows, educational indicators are lower than those in countries with comparable per capita
income (though not significantly worse than averages for sub-Saharan Africa). This is striking, since
expenditure on education accounts for 37-42 percent of total recurrent expenditure or six to seven
percent of GDP.

2.80 These figures imply overall inefficiency of educational expenditures but beyond that there are
other structural problems in the sector: (i) high population growth places increasing demands on
services; (ii) the system is overly selective without providing options or alternatives to early school
leavers; (iii) entry level training and apprenticeship programs are not equal to the high demand from
early school leavers; (iv) wages and salaries account for a disproportionate share of total expenditures
while maintenance and materials are neglected; and (v) "teacher productivity" is generally low.

2.81 The views expressed by private sector entrepreneurs tend to support the above analysis. A
large number of educated Ivorians see the civil service as a highly desirable career; business, science
and technical vocations come in poor seconds. In general, the education syllabus is over-academic
and emphasizes the liberal arts to the detriment of practical skills. There is no overall shortage of
qualified labor but qualified people are often inexperienced and uninterested in the workplace and
specialist technical skills are sometimes in short demand.

2.82 The Government, with support from the Bank Group under the Human Resources SECAL
(para. 1.10), has adopted policy changes to address these problems. They involve: (i) refocusing
expenditure on primary education and vocational training and on the supply of material and
emphasizing the need to improve teacher performance (rather than to increase teachers' already high
salaries); (ii) increased cost recovery; (iii) making vocational training more responsive to demand by
financing it with a tax on employers who, with labor unions and the government, are involved in
management of the funds generated (Fond National de Formation Professional, in place since October
1992); and (iv) improving the management of sectoral expenditure. The Bank is currently
reassessing the direction that education sector reforms might take. One issue can no longer be
avoided: devising means to use available human resources, particularly teachers, more effectively and
efficiently. Education reforms should address the wasteful policy of discarding students who fail to
meet elusive performance standards in the early years (sixth grade and on) without providing viable
schooling alternatives such as technical or vocational training.

22 cf. The East Asian Miracle Study, World Bank 1993.
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H. CONSTRAINTS ON THE INFORMAL SECTOR

2.83 The nature and behavior of the informal sector are often closer than is thought to those of the
small-scale formal sector. Chapter I has already stressed the considerable extent to which small-scale
firms engage in informal activity. A large majority of informal entrepreneurs interviewed in the draft
World Bank Transport and Construction Sector Study (WBTC) had been economically active in
previous guises, many in the formal, waged sector. Entrepreneur incomes compared favorably with
the inter-professional salary scale (exclusive of fringe benefits) in the formal sector, with variations in
wages being more a function of education, training, and experience than of membership of the formal
or informal sectors. Average informal wages exceeded formal sector minimum wages - a finding
corroborated by the Gama Centre study. Indeed, 50 percent of owners in the informal sector had
departed voluntarily from formal sector employment. And while nearly 90 percent of informal sector
workers were willing or still hoping to return to wage employment in the formal economy, this was
true of only 10 percent of entrepreneurs.

2.84 There are also some similarities in the barriers to entry, transaction costs and costs of
administrative harassment facing small-scale firms and informal operators. Often the informal sector
is perceived as being characterized by ease of entry, tax evasion, large contribution of family
workers, and recourse to informal financial markets. The practice is rather different.

2.85 As to ease of entry, Box 4 below shows that, for the transport sector in Abidjan, the informal
sector can suffer from major market restrictions. In construction and other sectors, by contrast, entry
is far more liberal, and stiff competition the norm. Perhaps because of this, informal firms tend to
complain much less about the level of demand than do formal sector firms; they tend to be small
players relative to the market, and the problem is not demand but cut-throat competition.

2.86 Most microentrepreneurs in the Centre Gama study reported paying some taxes and indeed it
has been a Government policy objective to extend taxation in the informal sector. This was
corroborated by the WBTC study (see footnote 7). Those with activities requiring fixed premises
most often paid licensing taxes (patente): Rueda-Sabater and Stone found that 75 percent of
unregistered firms and 85 percent of registered sole proprietorships did so. None of the unregistered
firms paid VAT however and, generally, taxes were less problematic than for registered firms.

2.87 Finance is a problem, however. Banks require financial statements and transaction records
with raw materials suppliers covering three years as well as title to real estate, etc. before they will
make loans. Ninety-five percent of the informal firms covered in the WBTC had never even solicited
a loan, though most had bank accounts. Most are required to settle their accounts on a cash basis.
Interestingly, however, only seven percent had ever borrowed from the informal financial sector.
Informal savings clubs are well developed but they tend to be used principally as a means of financing
social obligations such as weddings and funerals. Indeed, some entrepreneurs resisted taking loans
because these would be taken as indicators of wealth, and stimulate a new round of social demands.
Most capital accumulation is therefore achieved by saving, often during long periods of
apprenticeship; informal entrepreneurs appear to have a high savings propensity. While micro-
enterprises in the construction sector require a relatively small start-up and working capital, a
transport venture might require two-three years saving.
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2.88 Above all, bureaucratic harassment was found to be a major problem for microentrepreneurs
in the WBTC study. As the box shows, rent payments can be demanded by non-government bodies,
as well as by government agents.

BOX 4: Controls in the Urban Infornal Transportation Sector

The informal transportation sector in Abidjan is subject to tight controls, notably the requirement that
operators use a network of urban road terminuses. Entry into the sector involves payment of a levy,
a membership fee and a "droit de route". Clearance for entry is administered by the Transporter's
Union, a cartel of individuals, corporations and cooperatives dominated by the Ivorian Dioula Group.
In return, the Union provides services as a consolidator and administrator. Kinship and apprenticeship
are common mechanisms of skill acquisition and channels of entry. There are therefore very few non-
Ivorian entrepreneurs. Non-metered taxis are the exception to this; since they are not required and do
not need to use the urban road terminuses, they escape the Union's strong monopoly.

As the table below shows, the result of this arrangement is that over a third of informal transporters'
operating costs is accounted for by transactions costs, including informal levies and payments at police
road checkpoints. Another result is relative stability of ownership in the sector: 85 percent of owner
operators had been active more than five years.

Informal Costs as a Percentage of Total

Inputs Transaction Costs

Wages 16.6 Informal Levies 12.8
Fuel 24.9 'Droit de route" 8.7
Repair 11.2 Road Controls 13.1
Spare Parts 9.2
Maintenance 3.5

65.4 34.6 (Total: 100)

Formal loans are rarely used to finance vehicle purchase. The initial investment represents, on average,
two to three years of savings for the operators of informal taxis and light freight vehicles. Acquisition
of larger vehicles or heavy equipment requires the intermediation of creditworthy guarantors (prete-
noms). The transporter pays a premium of more than 20% for this service. In the case of non-
payment, the vehicle is repossessed without indemnization.

2.89 In summary, the informal sector is strongly influenced by many of the same factors as the
formal sector - the economic climate and business uncertainty. Education and training are
strong determinants of earnings in the informal sector as well as the formal sector, and public
investment in them has socially beneficial payoffs. Finance is a major constraint, and social
considerations limit the ability of informal savings clubs to substitute. At the same time, the absence
of security for loans and the inherent riskiness of informal sector activities preclude a greatly
expanded role for formal finance. Support for NGO involvement, the development of small-scale
venture capital companies, and the promotion of mutual savings institutions are all elements of the
solution to the problems of scale and risk.
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2.90 Anti-competitive behavior supported, or at least tolerated, by the authorities imposes
economic competition. The greater tax burden borne by formal sector entrepreneurs is offset in
present circumstances by the costs of increased bureaucratic harassment which informal operators
face. Simplifying the tax system will change the balance and tempt more informal entrepreneurs into
the formal sector. It is extremely important that the Authorities recognize the great value of this
sector to the economy. Policy should be reoriented to encourage it to grow and formalize, rather than
to repress and control it. Technical assistance will also be needed: the types of assistance best suited
to this sector should be carefully considered. What are the real needs? Are they for marketing skills,
better market information, assistance with technical design, accounting and audit support? And what
are the best ways of providing it? Support funding arrangements, such as were made to provide help
to the sector in Senegal are one possibility.

I. PRIVATE SECTOR CONFIDENCE

2.91 At the end of 1992, formal sector entrepreneurs in Cote d'Ivoire were typically looking for
real annual rates of return on their investments of 20 to 30 percent, and even payback periods of three
years. This indicates a high level of uncertainty in the economy which low investment levels and
capital flight have reinforced. It is too soon yet to measure what effect the devaluation of January
1994 will have but even if the expected upswing in investment and reversal of capital flight take
place, it will still be crucial for the Government to demonstrate greater commitment to refomn and
greater transparency in dealing with the private sector as a whole.

2.92 The new economic policy adopted in August 1991 and reasserted in the Finance Law of 1992
moved in this direction but implementation of reforms has been slow, as indicated by the following
summary matrix of the status of major measures agreed under the PASCO.
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PROGRESS WITH PASCO REFORMS

AREA MEASURE PROGRESS

VAT *Settle arrears of refunds Arrears have not been settled. Many
*Action plan to extend VAT to agricultural agricultural exporters still cannot deduct VAT
exports (allowing refunds on inputs) on inputs. Studies have been produced, but
*Revision of VAT system (including still envisage extensive exemptions.
reduction of number of rates and
exemptions

Investment Incentives *Census of Investment Agreements Census not produced. Study on rationalization
*Rationalization - study produced, but still recommending ex ante

- action plan approval, and many import duty exemptions.
Customs Tariff *Preparation of new tariff Broadly satisfactory new tariff adopted.

*Implementation
Export Incentives *Abolition of most export taxes/licenses Most export taxes/licenses abolished. Export

*Pay export subsidy arrears subsidy abolished. Study to revise subsidy
*Revise export subsidy system produced, recommends its retention.
*Apply drawback system Drawback system not yet implemented.

Labor Market *Eliminate employers' contribution Employers' contribution reduced, not yet
'Relax rigidities (OMOCI hiring monopoly, eliminated. Some measures taken to increase
collective layoffs) flexibility. Revision of Labor Code
Revision of Labor Code substantially completed.

Competition *Law on Competition Competition Law passed. Competitiveness
'Establishment of Competitiveness Committee not yet effective. Import
Committee authorizations abolished, but many non-tariff
*Reduce non-tariff barriers barriers persist.
*Abolish import authorization

Legal *Eliminate protective reference prices Appears to have been eliminated (though
reference prices are still used for other ends).

Investment Promotion *One-stop shop One-stop shop created but not yet effective.
*Action Plan to simplify enterprise creation Draft Investment Code under review.
Reform of Investment Code

2.93 Studies have been produced to cover many of the areas of reform but only after long delays
and the Government has not taken action on their recommendations. The impression given to the
private sector has thus shifted from one of a Government pursuing an active reform agenda, to that
of a Government stalling on reform.

2.94 Issues of transparency center on the special conventions, the absence of open, competitive
procedures for privatization, and numerous complaints of corruption. For some firms -the lucky
ones - the guarantee of markets, import concessions, sole production rights, and generous fiscal
packages represent a (short-term) reduction in the uncertainty of doing business. This is more than
offset by the uncertainty engendered for potential entrants, who often have no idea what they are up
against and how the rules might be changed. Ultimately, the discretionary, even arbitrary, way that
these agreements are administered undermines the position of even those firms receiving them.
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2.95 In many countries in Africa, private sector uncertainty has been compounded by poor
communications with government. While there has been some level of communication between the
Government and the private sector in C6te d'Ivoire, it has not been genuinely representative.
Individual, large private firms have always had access to government and the Union of Employers
(UPACI), professional associations and powerful bodies like the Chambre des Affaires Franco-
Ivoirien (CHAFI) have played active roles.

2.96 Opportunities for formal dialogue were strengthened with the creation of the
Competitiveness and Privatization Committees in 1990 on which the Government, the private sector
and the unions are represented. All sides put great effort into the Committees' programs and the
production of key reports. More recently, however, the Competitiveness Committee has been
replaced by the Comite de Suivi du PASCO on which the private sector is not represented. A
Public/Private Sector Liaison Comnmiittee comprising senior government officials and representatives
of the private sector, notably UPACI, and the Chamber of Commerce was constituted in 1990. Its
role is consultative. It has worked on a wide range of issues (fiscal matters, internal debt, security,
the financial sector, administrative procedures, and many others) but its reports have been brief,
possibly reflecting a growing disillusion, and it has not been able to exert significant influence.

2.97 In general, the quality of the dialogue between Government and the private sector has been
poor. First, it has been dominated by large firms with entrenched interests and whose outlook may
not coincide with that of small and medium-scale entrepreneurs and who may not perceive any
advantage to themselves in promoting competitiveness. Second, dialogue has been with selected
partners, ad hoc and non-transparent; rarely has debate been genuinely public. Third, the private
sector perceives the government-financed and staffed Chambers of Commerce as bureaucratic and
ineffectual and tends to distrust them. Finally, where recommendations have emerged, the
Government has failed to respond with action.

2.98 In general, the principle guiding the development of private sector organizations is that they
should be funded by the private sector, and demand driven. It is not appropriate for the
Government to try to manage the formation of private sector associations. Duplication and
proliferation of privately-funded private sector associations is a sign of vigor, not of inefficiency.
Public support of private sector associations is justified; public control is not. A useful model is the
Fondation Secteur Prive (FSP) project in Senegal which provides support for the development of
organizations which meet appropriate criteria on a matching fund basis, much as its predecessor, the
AGETIP project, did for small-scale construction projects. Important criteria include that
procedures be open and transparent, that the organizations be truly representative and that officials
be freely elected.

2.99 The same principles - evenness of representation, openness and transparency - should be
applied by Government to higher levels of private sector input into policy, such as the Comite de
Suivi, which are necessarily joint public/private institutions, and require public resources. Here,
duplication and diffusion of responsibilities should be avoided. Partly in response to this, the
Chambers of Commerce and Industry have been merged, and the legal status of the new CCI was
changed to correspond to that of a publicly owned enterprise (EPN). This has been put under the
control of, and staffed by, the private sector; the manner of funding, and the program of work of
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the institution are currently the subject of study. Both private and public funding are being
considered as options. In terms of management of resources, private sector funding would be most
efficient. In either case, however, structuring the CCI to be representative and ensuring that its
proceedings are transparent should be paramount.

2.100 None of these proposals deals with the fundamental issue of the Government's apparent
reluctance to move swiftly on the reforms being discussed with the private sector. Without a sea-
change in this, the private sector will continue to perceive dialogue with the public sector as sterile.

2.101 Similar principles apply to the provision of private sector support services. Many of these
will, of course, be provided by the same private organizations involved in representing private
sector views to the Government. Many of these have spillover benefits to the economy, and merit
some form of public support (cf. Senegal FSP above), but they are best provided by the private
sector in an atmosphere of competition. Government policy should be guided by the principle of
promoting private sector provision of support services, and should respond to demand. Care should
be taken, therefore, with current proposals to devolve many of the functions of the current Ministry
of Industry to the CCI and or a revamped version of the Abidjan Centre for International
Commerce.23 While devolution of many functions from Government control is to be welcomed,
this devolution should be as complete as possible, to include private sector funding and the
promotion of competition in service provision. In a limited number of areas - eg. standardization -
where duplication should be avoided, regulated private sector management of the agency responsible
is often still the best means of delivery.

2.102 Strengthening support services for the SME and informal sectors should be a priority. The
Government is currently coordinating a review of the small- and medium- scale enterprise sector
with support from major donors and a future project is under discussion to coordinate support
services. Typically, the needs of SMEs focus around project preparation, strengthening
management, and financing. FSP-style support to the variety of institutions and donors attempting
to meet these needs would be appropriate, though it should ensure the continued discipline of the
market.

23 An UPACI/UNIDO-sponsored proposal in 1992 suggested that these might include: standardization export promotion;
applied research and technology development; financial and economic statistics; market information; SME formation;
organization and management; industrial finance and sectoral and other support organizations. In parallel there have
been proposals to change the functioning of the Abidjan Centre for International Commerce (CCIA) into a Center for
National Promotion, with part-public and part-private ownership (SEM status). It is suggested that the aims of the
revamped CNP could include studies of the problems of exporters and export markets; direct assistance with
marketing; provision of technical, financial and regulatory information; support for participation in trade fairs,
exhibitions, etc; welcoming overseas entrepreneurs; training; and the management of Trade Fair Grounds.
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III. STRATEGY AND RECOMMENDATIONS FOR DEVELOPMENT

A. THE SErrING

3.01 Mounting Government indebtedness and arrears, declining domestic demand and the
continued appreciation of the real effective exchange rate starting in 1985 contributed to a sustained
decline of the private sector, manifest in a significant number of closures, declining turnover, falling
profits, low investment levels and a growing trend toward informalization. Few sectors were robust
enough to survive this combination of difficulties. While the immediate causes of the crisis were
macroeconomic and exogenous, they were compounded by distorted prices and a host of anti-
competitive and regulatory features of the domestic business environment. These were not sufficient
to choke off growth when C6te d'Ivoire's economy was fueled by cash crop surpluses in the 1960s
and 1970s, but with the collapse of world commodity prices, the constraints imposed by the
regulatory framework became critical and remain so even in the new environment produced by the
recent devaluation.

3.02 The chance of commodity prices recovering is slim. Current forecasts only show modest
real growth in prices, failing even to approach the levels of the mid-1980s. External "rescue" is
therefore unlikely, and the Government has to look to non-traditional exports to lead the economy's
recovery. This will require not only the establishment of macroeconomic stability, but also
fundamental reform of the environment in which the private sector operates -- if the confidence of
private investors can be regained through open, transparent, vigorous and timely reform, then it is
realistic to hope for a return to the levels of growth which Cote d'Ivoire's reached in earlier
decades.

3.03 Mobilization of the "missing middle" of the Ivorian economy (para. 1.16) will be critical.
Formal sector activity is dominated by public sector enterprises and large foreign-owned
monopolistic or oligopolistic firms with close ties to Government in markets protected by significant
barriers to entry. This has limited efficiency, added to costs, and restricted competition and
entrepreneurship. It has also encouraged informalization: rather than attempt to compete with
established firms formally, small- and medium-scale, primarily national entrepreneurs, have turned
to illegal operations. The costs of doing business in the informal sector, and the associated
difficulties in access to finance, to technological know-how, business and professional support,
means that the true potential of this flexible and dynamic sector of the economy has been choked
off.

3.04 In principle, the Government has recognized this, and has initiated a regulatory reform
program in response. In practice, limited progress has been made with reforms to date.
Government's commitment to reform is perceived to be uneven. As a consequence, the program
has so far failed to capture the confidence of domestic or foreign entrepreneurs, and thus failed to
generate a significant response. Capacity utilization continues to decline, and private sector
investment levels remain lower than in most other countries in Africa. The Government's MTF
projects a recovery in private sector investment levels to around 13 to 14 percent of GDP by 1995.
It currently remains stuck at around four percent. Rather than four to five percent real growth per
annum, continuing declines in per capita income are the inevitable consequence.
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B. GOVERNMENT'S ROLE

MACROECONOMIC REFORM

3.05 Until the recent devaluation, the Government pursued a strategy of "internal adjustment"
aimed at realigning the real effective exchange rate of its overvalued currency. This strategy did not
succeed and now that the parity of the CFAF has been modified, CMte d'Ivoire faces a new situation
which is at once challenging and promising.

3.06 The reestablishment of macroeconomic stability is fundamental to the stimulation of a
private sector response. There are four principal elements to this:

(i) the external debt problem: this will involve debt rescheduling agreements with both the
Paris and London clubs, involving official creditors as well as commercial creditors. Only
in this way will the creditworthiness of Cote d'Ivoire for foreign private investors be
systematically restored. The Government recently concluded an agreement at the Paris
Club;

(ii) an integral part of adjustment is to gain control of the level of Government spending, the
fiscal deficit, and public borrowing, domestically as well as externally, in order to avoid
further crowding out of the private sector. In the current context, addressing the fiscal issue
will involve layoffs and measures to ensure that the reductions in real wages resulting from
the devaluation are not eroded by compensating nominal wage increases. Up to the
devaluation, the Government had made little progress with these issues;

(iii) a credible solution to Government domestic arrears is greatly needed. The arrangements
made for cash payments and steps to securitize banking arrears are a step in the right
direction, and it is vital that Government continue to honor its commitments in this area. It
is urgent that similar arrangements be put in place for arrears owed directly to the private
sector. The central issue is not so much the amount owed to the firms but rather the
importance of reestablishing private sector confidence in the Government. The solution
must be even-handed and transparent. In the longer term, it is also critical that the
Government take action to avoid the accumulation of future arrears; and

(iv) most fundamentally, even if action is taken to remedy the Government's resource position,
the limited size of the domestic market means that increasing non-traditional exports is the
only path to growing out of the debt overhang. The possibilities for achieving this have
been greatly enhanced by the removal of the short-term constraints and long-term distortions
produced by the former overvaluation of the CFA franc. Similarly, because the
Government had to resort to greater domestic deflation to meet credit targets under the
previous overvaluation, a depressing factor has been removed from the domestic market.
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CORE MEASURES FOR RECOVERY

3.07 While macroeconomic adjustment is necessary for the recovery of growth, it will no longer be
sufficient. The Government's competitiveness and regulatory reform program needs to be
significantly accelerated before the private sector will respond. The list of restrictive and
distortionary measures discussed in Chapter II is long. Some of these require long-term institutional
reform; others are less urgent. Nevertheless, there remains a substantial core program of reforms that
need urgent action. Without the critical mass of deregulation that these represent, the response of the
private sector is unlikely to be sufficient to generate positive income growth per capita before the end
of the decade.

3.08 The first element of the core program is to dismantle the strangle-hold that special investment
and licensing agreements have on the economy. The Government should abstain from concluding
new agreements or renewing those that expire. Existing agreements granting monopolies or
oligopolies for imports, production or marketing need to be renegotiated or phased out as a matter of
priority. The Government should discontinue the practice of levying ad hoc tariffs to support
individual investments and liberalize remaining price and marketing controls, including agricultural
commodities such as sugar, wheat, rice, cotton, palm oil, coffee and cocoa.

3.09 Second, the method of granting fiscal benefits for investors needs to be rationalized. In
particular, the Investment Code should be reformed to remove discretionary elements and establish a
system which unifies investment incentives under a simple set of criteria to be administered ex post,
on the basis of actual investments made (para. 2.46).

3.10 Exemptions of import customs duties for exporters should be based on a system of temporary
admissions, with a duty drawback system for those not using this system. Duty drawbacks should be
claimed as part of overall tax returns which can be offset against other tax liabilities.

3.11 The modification of the real effective exchange rate is a fundamental and far-reaching measure
with the potential to bring significant benefits to the exporting sector. However, for its potential
benefits to be fully realized, reform of the Customs Code and tariffs should also be pursued as a
matter of priority. In particular, measures are needed to even up the dispersion in rates of effective
protection, lower tariffs (para. 2.37) and make the system more transparent, less discretionary, and
less open to corruption.

3.12 Reforming public enterprises by setting performance targets, changing management and
strengthening institutions, while holding back form full-scale privatization, has not yielded lasting
benefits. Opening up all sectors of the economy to private entry and competition is fundamental to
the recovery program since it would reduce the fiscal drain of the public enterprises, stimulate
efficiency gains and send an important signal to private investors that the Government is serious about
developing the private sector. It is therefore vital to accelerate the privatization process.

3.13 Realizing this, the Government has begun the process of preparing its railways and
telecommunications PEs for privatization. Taken with the privatization of the electricity management
company, this will place C6te d'Ivoire in the vanguard of African nations drawing the private sector
into infrastructure provision if followed through successfully. The air and maritime transport sectors,
fundamentally important to future export growth, are also obvious early candidates for easing entry
and improving competition and other Government ventures in the commercial and industrial fields
should be early priorities of the privatization program. (see paras. 2.20, 2.21). Building public
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acceptance, and encouraging Ivorian ownership and capital market development through the sale of
bonds, is also useful. Utilities are longer-term candidates for privatization, though it is important that
an appropriate regulatory framework be in place as private monopolies can be just as dangerous as
public ones.

3.14 The Government has long accepted the rationale for all of the above and for the measures
needed for macroeconomic stabilization. However, although these items have been inscribed on the
agenda, no concrete action has been taken. As a result, the perception of the public and the business
community is that Government is not fully committed to the process of reform. Decisive action on
the part of Government is the only way to change this perception and elicit a private sector supply
response.

LONG-TERM REGULATORY REFORM

3.15 There remains an agenda of reforms that are of second order priority, either because they
have not been identified as major constraints by private sector entrepreneurs, or because they are not
amenable to rapid solution. C6te d'Ivoire's high interest rates and the reluctance of the banks to lend
long-term have been due, at least in part, to BCEAO's regional policies. The removal of the five
percent lending spread ceiling is a positive move which can be expected to benefit the private sector.
Continued liberalization of the regional rules for financial markets is desirable for long-term financial
market development. This is something that may require a regional solution; but the need for action
should be recognized.

3.16 Improvements in the judicial process are also necessary, once again requiring major
institutional development in the sector. Measures are discussed in paras. 2.54 ff. and in ANNEX V.
They include the establishment of arbitration procedures for commercial disputes, the reform of
Company and Contract law, and the strengthening of the judicial system itself. Although these
reforms will take time, they are crucial to generating a private sector response.

3.17 Programs of assistance to the small-scale sector are needed (para. 2.90). If the program of
core reforms suggested here is implemented, the process of informalization should be reversed at least
in part but other measures could enhance this. Care should be taken to avoid the setting up of
dedicated institutions for this purpose, with the exception of rural credit institutions. They have not
worked in the past. Neither should the existing financial institutions be encouraged to take more risk
than normal prudential practice recommends. Assistance should focus on delivery of the business
services needed to develop ideas into viable projects. Such services would include help with project
development and feasibility studies, product development, marketing and management.

3.18 Reform of the labor market is not perceived as a priority by the private sector at present.
Nevertheless, there are considerable rigidities which contribute to the high labor costs and low
competitiveness of Ivorian products. In the longer term, the functioning of the labor market would be
improved if the restrictions on firing were reformed (para. 2.58).
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3.19 Better market and economic information would stimulate private entrepreneurial activity as
would:

- implementation of an internationally accepted system of certification; this is particularly
important for the pineapple subsector, for example;

- investment promotion, properly the role not only of commercial attaches overseas, but of the
One-Stop Shop within the country. However, a One-Stop Shop will speed up the processing of
investments only if the current system of investment approval is reformed.

3.20 Cote d'Ivoire has made significant strides towards private participation in provision of
infrastructure services (para. 2.20). Although infrastructure has not been identified as a constraint
during recent surveys, the early privatization of the air and maritime transport sectors would be a
logical continuation of the process. Consideration might also be given to Build-Operate-Transfer
contracts and their derivatives as a means of infrastructure provision when the public investment
budget is constrained. The same is true of the private provision of social services.

PUBLIC AND PRIVATE SECTOR DIALOGUE

3.21 If the measures recommended above are implemented, then a discernible response from the
private sector can be anticipated in two to three years. At present, however, the Government has lost
the confidence of private sector entrepreneurs. To recapture this it has to demonstrate renewed
commitment to the reform process. To date, policy making has suffered from a lack of public debate,
indeed, a lack of public knowledge of what exactly policy is. A vital part of the process of
recapturing private sector confidence is to bring all elements of the private sector into the process of
policy formulation and discussion. The first step is to open up public debate on the issues involved.
This must not be allowed to delay the implementation of reforms, rather it should serve to publicize
and shape them. In the longer term, this process of private sector dialogue with Government needs to
be institutionalized.

C. BANK GROUP AsSIsTANcE

PREVIOUS LENDING

3.22 Until the early 1980s, Bank lending in C6te d'Ivoire was investment-oriented. With the
deterioration in the economic situation, however, this shifted towards structural adjustment. Three
SALs designed to support the restoration of self-sustaining medium-term growth were approved
between 1981 and 1986. They covered reform of the industrial incentives system to reduce
protection, increase efficiency and eliminate anti-export bias; reform of the agricultural incentive
system; rationalization of the public investment program; and improvements in macroeconomic and
debt management.

3.23 Bank lending was interrupted for almost two years between 1987 and 1989 in the absence of
government action to stop the deterioration of the macroeconomic situation. Lending resumed after a
Standby agreement was reached with the IMF and Agriculture and Energy Sectoral Adjustment Loans
(SECALs) were approved in late 1989. These were followed by a Water Supply and Sanitation
SECAL in 1990. Investments in municipal development, forestry, environmental protection in
support of Women in Development were also approved.
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3.24 At the time the three SECALs were agreed, the Government and the Bank also agreed that
policy-based lending would resume when a medium term framework of economic and financial
policies to restore competitiveness, sustainable growth and, ultimately, creditworthiness by 1995 had
been adopted. This occurred in September 1991 and the Financial Sector (PASFI) and
Competitiveness (PASCO) and Human Resources SECALs were approved shortly thereafter. The
second tranches of the PASFI and Human Resources SECALs were disbursed in early 1994 and the
second tranche of the PASCO operation can be expected to be disbursed in April, 1994. With the
drop in its per capita GDP, C6te d'lvoire has shifted from blend terms to purely IDA terms.

FUTURE ROLE

3.25 The Bank is supporting C6te d'Ivoire's courageous decision to adjust the parity of its currency
(together with the accompanying measures) with further adjustment and investment lending. In the
longer term, the Bank could potentially play a continuing, central role in helping C6te d'Ivoire's
economy sustain significant growth. But the scope of future Bank involvement and the size of the
program will depend critically on the pace of reform in individual areas and sectors. Rapid action on
the remaining agenda of reforms under the PASCO operation, for example, could lead to assistance in
addressing other areas, particularly in promoting competition through removal of barriers to entry and
continuing judicial reform. Depending on the Government's commitment to this, the Private Sector
Development Project currently under discussion could then be extended into other areas, providing a
credit line for direct assistance to small- and medium-scale entrepreneurs, for example. Depending on
conditions, this could be provided either by the Bank or by IFC.

3.26 Government commitment to public enterprise reform and acceleration of the privatization
process will also offer the possibility of increased Bank involvement in helping the process; by
contrast, the absence of progress towards increased efficiency and divestiture of state enterprises will
preclude the Bank from effective involvement in many sectors.

3.27 As part of the core program, Economic and Sector Work (ESW) will continue to improve the
understanding of sectoral distortions and obstacles to sustained development. In addition to the
Country Economic Memorandum (CEM) under preparation, sector reports on regional trade, financial
and energy issues, female education, family planning, transit and transport problems, and the present
PSA, will provide the underpinnings for renewed lending. Coverage will include the agricultural
sector, human resources development, poverty reduction, environmental and private sector
development policies. Efforts to streamline the public sectors will be pursued. Privatization and
restructuring of the public enterprise sector remain a high priority in the Bank's dialogue with the
Government. ESW will continue to support the Bank's dialogue with the authorities on the role of
the State and the need to change the regulatory environment to support private sector development.
Efforts to strengthen the health of the financial sector will also be intensified. This ESW and the
discussion of its results with the Governrment are expected to yield the foundation for internalized
macroeconomic and sector policy programs.

IFC's ROLE

3.28 IFC has a long-standing relationship with CMte d'Ivoire, and has been involved in a number
of sectors, notably textiles, food processing and agribusiness both for export and the domestic market.
Its portfolio at the end of FY93 comprised 11 projects for a total value of US$28.3 million. Results
have been mixed. The decline in domestic demand has severely affected companies producing for
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local consumption: Gonfreville (textiles) has had to be restructured and SIALIM (dairy products) may
need restructuring soon. Firms producing for export have, on the whole, performed better. It
should, however, be noted that the resilience of small and medium scale investment performance in
the face of declining domestic conditions has been striking. IFC has recently become involved in an
offshore oil development and gas exploration operation and the Corporation is currently in the process
of appraising the Foxtrot gas project. The Corporation provided assistance in the regionalization of
the Abidjan Stock Exchange (Box 3).

3.29 IFC investment in C6te d'Ivoire can be expected to grow in the shor. term. Until end 1993,
the real effective exchange rate circumscribed the role that IFC could play: the profitability of export-
oriented investments was limited by the relative price of exports. This is no longer so. The parity
adjustment will also permit a shift into more equity-based investments. However, in the medium to
long term, IFC's future role in Cote d'Ivoire will, like IDA's, depend crucially on the pace with
which Government pursues reforms. In the absence of this, the potential opportunities offered by the
recent devaluation will not be realized and IFC's stance would be conditioned by the following
scenario:

(a) export-oriented opportunities would be limited. There would probably continue to be limited
opportunities in the petroleum subsector, and conceivably in tourism and some traditional
exports. However, the increasingly competitive international markets in non-traditional
markets (e.g. bananas, pineapples, rubber) coupled with C6te d'Ivoire's lack of price
competitiveness, would render many investments inviable;

(b) opportunities for investment for production geared towards the domestic market would also be
limited. Continued depression of domestic demand and existing overcapacity would restrict
opportunities throughout; and

(c) capital market opportunities would be limited, in all likelihood, to credit lines or guarantees in
favor of local lenders or investors.

3.30 That, however, is the "low case". If, on the contrary, Government now shows real
commitment to implementing the reform and stabilization measures it has long had on its agenda and
provided that the necessary accompanying measures of monetary and fiscal restraint are taken, a host
of opportunities for IFC participation can be expected to open up over the long term. Sectors which
could be attractive include capital markets, tourism, agri-business and iron, bauxite, nickel,
manganese and gold mining. These latter possibilities, however, would probably be conditional on
implementation of the new Mining Code, currently under review. As to capital markets, IFC will put
a high priority on the extension of lines of credit. Potential recipients might be banks (including
small, soundly managed institutions) and leasing or financing companies. One such investment, in a
small, well-established commnercial bank, is currently being considered. The Corporation will also
provide assistance to the Abidjan Stock Exchange (and BCEAO) to transform it into a regional
exchange for UMOA countries.

3.31 Progress with privatization is also likely to be a benchmark of IFC's involvement in private
sector development in Cote d'Ivoire. IFC is able to assist in two ways:

with direct involvement in individual privatization as a lender or an investor, helping to act as
an honest broker between Government and the client.

with advice on financial restructuring, asset valuation, tender procedures, etc., via the
Corporate Finance Services Department;



-51-

Dialogue has been started on ONT, Hotel Ivoire and SOGB. IFC also has experience with Build-
Operate-Transfer operations in which private sector companies contract with Government to invest in
infrastructure developments which are handed over to public ownership after a period of operation.
Such operations, and a host of cousins (BOO, BOOT, etc.) as well as fully-fledged private entry,
offer the possibility of a continuing program of infrastructural investment in times of tight budgetary
constraint. Possibilities in infrastructure include modernization of the railway line to Burkina Faso,
and telecommunications.

3.32 IFC is able to assist the development of the small- and medium-scale sector through its Africa
Enterprise Fund (AEF) and Africa Project Development Facility (APDF) which respectively finance
capital investments and technical assistance. Five AEF investments have so far been made in Cote
d'lvoire; two more are in the pipeline. The APDF has assisted Ivorian small-scale entrepreneurs to
prepare projects for financing. However, both of these facilities have floors on projects costs which
are too high for much of the informal sector. IFC is currently considering ways in which it might
make these facilities more accessible. This will done in close coordination with IDA.

3.33 The Foreign Investment and Advisory Service (FIAS) has also been involved recently in Cote
d'lvoire, in discussions with the Government over the investment climate, investment promotion and
the Investment Code.
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COTE D'IVOIRE
PRIVATE SECTOR ASSESSMENT

OUESTIONNAIRE METHODOLOGY AND RESULTS

December 1992

1.01 This annex summarizes the results of an informal questionnaire that was implemented to 18
enterprises in Abidjan during a PSA mission in December 1992. All the firms were formal sector
undertakings.

Methodology

1.02 The interviews covered a range of sectors and involved a range of types of activities. Seven of
the firms were solely exporters, eight produced for the domestic market, and three were mixed. Eight
were in agriculture or agro-industry. During the course of interviews that typically were an hour long,
managers were invited to discuss, in general terms, their perceptions of the business environment in Cote
d'Ivoire, and were then presented with a questionnaire, which asked them to rank the major constraints
in terms of the difficulties they caused for operations. All firms, bar one, completed a global question
ranking 18 constraints on a scale of 1 to 5. One firm, however, generously provided two sets of answers
completed by two different staff members. Since one was answering for the industrial group as a whole,
while the other's perspective was of a cocoa-processing subsidiary, these have been included separately.
When time was available, interviewees were asked to elaborate on details - thus "infrastructure" was
broken down into roads, telecommunications, ports, railways, etc...

1.03 The resources available to the team, and the manner in which the questionnaire exercise was
performed, imposed limits. The sample size was too small to be statistically significant. It was biased
in a number of ways - all firms were in the formal sector; most were relatively large; all were based in
Abidjan. The questionnaire was not pre-tested, and limitations emerged. The question asking whether
the rate of exchange/devaluation was a constraint on operations, in particular, was very broad.

1.04 Nevertheless the approach had the advantage that it permitted a series of separate interviews to
be aggregated into a series of overall impressions, which, interpreted with care to allow for the biases
and limitations of sample size, yielded some insights.

1.05 The scoring system, simply aggregated, permitted a minimum average score of 1 and a maximum
average score of 5. A summary of the scores is attached. The results of the "global" question presented
in bar chart form on page 4 of this Annex.

1.06 In the text the following language is used to describe the constraints:
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Score Language

1 -2 low
2 - 2.7 low - moderate

2.7 - 3.3 moderate
3.7 - 4 moderate - high

4 - 5 high

Analysis of questionnaire Replies

Question: In your present situation, how would you rank, on a scale of 1 (no obstacle) to 5
(severe obstacle) following constraints to your operations?

Number Replies Simple Average
Global

Insufficient demand 18 2.7
Access to Bank Finance 18 3.0
High cost of Bank Finance 18 4.4
Access to factors of production 18 1.9
Trade regulation 17 3.1
Dealings with tax authorities 17 2.9
High level of taxes 16 3.2
Dealings with custom authorities 18 3.7
High level of customs duties 17 4.4
Other regulations 14 3.4
Infrastructural problems 18 1.7
Political uncertainty 17 2.3
Inflation/price instability 18 1.9
Foreign currency problems 18 2.8
Foreign exchange rate/devaluation 18 3.2
Cost of Factors of Production 17 4.4
Govt. arrears of taxes, custom duties 15 3.6
Govt. arrears of payments for goods, etc... 14 3.1

Procurement/Sales:
Insufficient demand 10 3.1
Availability of raw materials 11 2.3
Price of raw materials 11 2.8
Obtaining export permits 12 2.4
Reliability of raw material supply 10 2.4
Import tariffs 11 3.7
Access to/high cost of equipment 13 3.7
Export taxes or restrictions 11 2.4
Shortage of skilled labor 12 2.0
Shortage of technicians 12 2.1
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Number Replies Simple Average
Workforce:

Minimum Wage 13 1.8
Restrictions on hiring expatriates 12 2.2
Rules on working conditions 13 2.8
Strikes or other industrial action 13 1.5
Opposition to payment by performance 12 1.7
Restrictions on firing local employees 13 2.9

Layoffs:
Attitude of unions 12 3.0
Government regulations 12 3.1
Cost 13 3.1
Other 4 3.5

Infrastructure:
Access to land or industrial space 13 1.6
Electricity cuts 14 1.9
Voltage fluctuations 14 2.2
Telecommunications problems 14 2.9
Water supply 12 1.6
Waste water disposal 13 1.9
Garbage disposal 14 2.5
Inadequate transport services 14 1.8
Quality of roads 13 1.5
Quality of ports 13 1.5
Quality of railways 10 3.3

Finance:
Need for guarantees 12 2.7
Need for warrants 13 1.9
Need for financial documentation 13 1.8
Interest rate 14 4.4
Need to have account/deposit 12 2.1
No personal contact at the bank 12 1.3
No access to non-bank investment partners 12 2.6
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COTE D'IVOIRE
PRIVATE SECTOR ASSESSMENT

GOVERNMENT CROWDING OUT OF THE PRIVATE SECTOR IN COTE D'IVOIRE

1.01 The Government can crowd out private sector activity in a number of ways, of which the four
principal ones in Cote d'Ivoire, are the need to raise funds through:

* taxation;

* borrowing;

* the accumulation of arrears to the private sector;

* direct involvement in commercial activities;

- competition for skilled labor; and

- policy on provision of infrastructure.

1.02 Firstly, a large public sector, as measured by Government expenditure in relation to GDP,
requires high rates of taxation to fund it, which typically involves significant distortions in pricing and
incentive systems - especially when the susceptibility of economies to tax evasion is taken into account.
Table 12 compares average GOCDI current and capital expenditures, in relation to GDP, for the period
1987 - 1991, with a number of other countries in Africa and elsewhere. The overall size of Government,
by this measure, is comparable with Kenya and Malaysia, and significantly higher than in Senegal,
Madagascar, Indonesia and Ghana. Only Zimbabwe, from the sample, has a relatively larger public
sector to finance.

1.03 To put this in perspective, in 1989 the number of public sector employees in positions which did
not involve marketed output was around 135,000 (source: Public Expenditure Review, 1990). This
compared with formal sector employment of around 300,000. Effectively then, every one worker in
public administration had to be supported by around 1.3 workers in the private or commercial public tax-
paying sector. Table B3 points out that this is made even more extreme by the level of civil service
wages; an average 10.3 times per capita income in 1988, a ratio at least twice as high as any of the
comparator countries.

1.04 Recent Government efforts to trim the size of the civil service have borne little fruit. The civil
service Census of February 1991, intended to eliminate widespread discrepancies in the payroll,
enumerated 118,000 civil servants. The Government intends to reduce this number to 96,000 over the
next few years, through no real progress has been made to date, beyond the laying off of 4,000 daily staff
in 1991. As far as wages are concerned, a cut of 15-20% in 1991 caused widespread protest and was
reversed; and a recent halving of new teachers' salaries is being vigorously challenged.
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1.05 In order to reduce the fiscal deficit, and reverse the Government-centered culture, the size of the
civil service and its relative pay must be reduced over time.

1.06 The weight of the public sector is reflected in relatively high rates of taxation (see text below)
and high tax/GDP ratios - 20.4% of GDP in 1979, increasing slightly to 22.7% in 1991. Moreover,
growing informalization has meant that taxes are being paid by fewer and fewer firms. Though, as
Rueda-Sabater and Stone point out, few enterprises, except those involved in smuggling, pay no taxes
at all, the numbers of enterprises formally registered with the BdF declined from 2,483 to 2,292 between
1982 and 1989, while the amount of taxes they paid actually increased. BdF data for 1990 suggest little
change in either the number of firms or the level of tax payments compared with 1989; which is
remarkable, given the declining level of profitability.

1.07 The alternative to financing Government expenditure by taxation is a fiscal deficit, financed by
printing money or by borrowing, or by accumulation of arrears. In Cote d'Ivoire, the fiscal deficit before
financing averaged 13.5% of GDP between 1987 and 1991, significantly higher than any of the
comparator countries, even Zimbabwe (Table 5). Membership of the UMOA precludes monetizing this
debt, since the monetary policies of the BCEAO are determined by its targets for its operations account
with the French Treasury, which, given the convertibility of the CFAF, in turn reflects the accumulated
balance of payments accounts of member countries; and each member Government's stock of debt with
the Central Banking system is limited to 20% of the previous year's fiscal revenues. The high real
effective rate of the CFA in recent years has led to balance of payments deficits for the member
countries, and slow-growth or even constriction of the money supply each year. In effect, then, monetary
policy is outside the control of individual member states, leaving the Government three options for
financing the deficit; borrowing from the domestic commercial banking or non-banking system,
borrowing from abroad, or accumulating arrears.

1.08 The Government's internal and external stock of debt and arrears are one of the most serious
problems to be overcome in re-establishing macroeconomic stability and private sector confidence. By
1991, RCI had accumulated over US$15bn long-term debt, of which nearly US$4.5bn was owed to
commercial banks. The ratio of total debt to GDP was estimated to have been over 200%, and the debt-
service/exports ratio for the period 1988 to 1992 varied between 54% and 77%. Arrears were estimated
at over US$4bn. There has been no servicing of commercial debt since 1987, after a London Club
rescheduling in 1986. The stock of debt continues to increase, even though no new lending is made, as
arrears of interest are capitalized. The major commercial creditors are the French banks; and,
understandably, they have reduced or suppressed their lines of credit to their Ivoirian subsidiaries.
London and Paris Club debt rescheduling agreements are therefore a sine qua non for macroeconomic
adjustment, and re-establishing external confidence.

1.09 The most serious impact of this in directly crowding out the private sector has been the
accumulation of arrears to the domestic banking sector and to commercial and industrial firms. Arrears
take various forms; delays in payments for goods and services, delays in interest and repayment of
commercial debt, non-payment of export subsidies, non-reimbursement of VAT to exporters, and non-
reimbursement of FNI.
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1.10 Almost all the firms interviewed had outstanding debts against public entities, many for several
years. In some cases these were large in relation to turnover. The irony of the current situation is that,
although firms know that the State is a bad debtor, the situation is deteriorating as private demand
decreases, and they have no choice other than to continue to pursue public markets - supplying capital
goods and services such as public works and building materials to administrations, agencies and public
enterprises, and consumer goods to the army, hospitals and schools. It is also possible that the arrears
problem is exacerbated by the fact that, in the past, public markets paid high rents to their suppliers.

1.11 The importance attached to the question of arrears to the Government is indicated by the relatively
high ranking attributed to the problem by private sector entrepreneurs interviewed in December 1992;
arrears of VAT repayments, and export subsidy. was ranked moderate-high as a constraint, and arrears
of payments of goods and services was ranked moderate. The importance of the latter had probably
diminished over time, as entrepreneurs increasingly gave up supplying public markets for anything other
than cash payment.

1.12 It is clear that an answer to the arrears problem and a system to avoid future arrears is a
prerequisite for a better investment climate. Under the Medium Term Framework, a program is restoring
the financial viability of commercial banks by settling the CFAF 178 bn of public sector arrears through
cash payments (equivalent to 10 percent of Treasury arrears) and through the issuance of Treasury bills,
90 percent of which the BCEAO is prepared to refinance at 3% interest. The Government intends to
introduce a program to settle the arrears to domestic creditors other than the banking sector, though this
is not yet precisely defined. Until now, with the exception of the reimbursement of the export-subsidies
made to a selected number of firms following a GFD loan, the arrears problem is still pending.

1.13 A credible solution must be found to the problem of Government arrears, as a matter of priority.
Attempts to securitize these are a step in the right direction. It is important to note that the real value
of these to the firms they are owed is less important than re-establishing the trustworthiness of
Government. The future accumulation of arrears must be avoided by a variety of measures including the
re-design of taxation and export subsidy benefits. Procedures for public procurement must be reformed
to become more transparent and more public.

1.14 The fourth way in which Government can crowd out the private sector is by involving itself
directly in commercial activity. The BdF data indicates that by 1990, the number of public enterprises
had increased to 140 from 113 in 1977. In 1990 public enterprises added 27% of total value in the
economy, and accounted for 45% of all public investment. Between 1985 and 1990, the share of value
added by the firms formally submitting returns accounted for by public enterprises fluctuated between
32% and 35%. This is high. Their share of equity in the BdF sample was 40% in 1990, down from 47%
in 1985. They accounted for over 70% of Government subsidies received, however, and the return on
the considerable Government investment in public enterprises between 1982 and 1988 was only 2%. The
substantial operating losses of the sector were a drain on public funds (almost 4% of GDP over the same
period).
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1.15 The low returns in the public enterprise sector, the direct drain on public sector finances, and the
share taken of domestic credit are all measures of the cost to the economy of activity being in public
rather than private hands. Formal private sector entry into the sectors is either prohibited directly, or
effectively prevented by combinations of State subsidy and pricing policies. The State also influences
private sector development enormously through the operations of State-owned Agricultural Marketing
Boards.

1.16 In response to this situation the Government has embarked upon a privatization program. Around
30, mostly small, firms were privatized over the 1987-89 period. Following this, a further program was
announced, involving 80 firms over the medium term, with a State holding of about CFAF 208 bn. The
first phase of the program involved 17 firms, originally expected to be privatized before the end of 1992.
This encountered delays, primarily due to the technical difficulties of preparing the firms for divestiture,
and, in certain cases, in establishing a suitable regulatory framework for the activity of firms in key
sectors under private ownership. Only four firms had been sold by end-1992; CEIB (livestock), CEDA
and BINEA (publishing), and a complex of two tourism villages, Assinie and Assouinde. Public
shareholding in the major commercial banks has been brought down to under 20% of their share capital.
The management of the State electricity corporation (CIE) has been put in private hands, and 20 % of the
assets of the parent company have been sold in a public offering on the Abidjan Stock Exchange.
Preparations are underway for the privatization of the three major companies in the rubber sector (SAPH,
SOGB, DHE), and the two main firms in the palm oil sector (Palm Industry and Sicor). A prime sticking
point has been the Government's insistence on receiving high prices for public assets. The privatization
of the telecommunications company (ONT), and the transfer of the management and operation of the
national railways corporation (RAN) to a private group are being considered, as well as the divestiture
of 11 small- to medium-sized ventures. The technical audits and studies are being prepared through a
Technical Assistance Privatization project being supported by the World Bank. To demonstrate the
Government's commitment to the privatization process and to private sector investors, its pace needs to
be accelerated.

1.17 At the same time, there is an interim need to improve the management of the remaining PEs.
The Government has recognized the need to improve the control and monitoring functions of the
administration, and the economic and financing performance of public enterprises that will remain in the
Government's portfolio. It also intends to clarify the rules governing the recruitment of managers, their
responsibility, accountability and supervision and to put in place a system of incentives to public
managers based on objective performance criteria. However, progress towards achieving these aims has
been very slow; and a Bank project has also been able to offer limited assistance, given the lack of
Government commitment. Whether public enterprise reform can ever succeed in the long term is in
serious doubt.

1.18 There are growing public and political concerns about who is benefitting from privatization. To
allay these, the process must be made more public and more transparent. This was not the case in the
early series of privatizations; and of the more recent set, only CEIB was offered to multiple bids. The
committee in charge of the process originally included members of the private sector, but is now staffed
solely by civil servants. Negotiated privatizations with a single buyer fuel suspicions of corruption. One
way of improving the process is to privatize it - let out contracts for privatization to e.g. merchant banks,
with fees that are performance-based.
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1.19 The fifth way in which private sector activity can be crowded out (or in) is through the
Government's impact on the labor market. The preeminent role played by the Government and public
enterprises in formal sector employment, and the attractive terms offered (see paras. 28 and 29) above),
allied with an educational culture which favors public service, mean that few private sector firms are able
to compete. Rueda-Sabater and Stone concluded that, these factors, combined with the inefficient public
use of (admittedly substantial) Government resources devoted to health, education and training, resulted
in direct and indirect crowding out of the private sector.

1.20 The inefficiency of public sector expenditure on human capital can be seen by the fact that C6te
d'Ivoire's health and education indicators are low for a country of its comparative wealth, despite the fact
that over 50% of Government current expenditures are spent on these sectors. For example: GNP per
capita in Cote d'Ivoire is similar to Zimbabwe's (in fact, slightly higher), yet life expectancy is five years
lower, secondary school enrollment as a percentage of the eligible age group is 20% compared to
Zimbabwe's 52%, under-5 mortality is 135 per 1000 compared to Zimbabwe's 70, and the adult illiteracy
rate is 46% compared to Zimbabwe's 33%. C6te d'Ivoire's social indicators are also felt to be
deteriorating.

1.21 It is difficult to judge how important these factors are in crowding out private sector development.
The Rueda-Sabater and Stone survey found that the shortage of qualified workers ranked third lowest as
a constraint to growth; the December 1992 series of interviews found that labor shortages ranked "low"
as a constraint for large-scale, Abidjan-based firms. Certainly the latter, if any, enterprises, are most
likely to be able to offer conditions that compete with the public sector. The ability readily to employ
(albeit expensive) expatriates undoubtedly mitigates any possible skill shortages for the large, formal
sector. In elaboration, some entrepreneurs did cite a shortage of skilled and experienced technicians and
engineers; the system of training was felt to be too academic and theoretical.

1.22 It is likely that the skill shortage is felt most acutely by medium- and small-scale firms, where
terms and conditions cannot compete with the public sector. Indeed, the pattern of educational enrollment
and the pattern of private sector formation both exhibit a "missing middle"; a concentration on tertiary
education (large-scale formal firms), satisfactory performance in primary education (and a thriving
microenterprise and informal sector), but weaknesses at the secondary and technician levels (SMEs).

1.23 The budgetary situation of the Government is clearly going to preclude increasing public resource
flows to the provision of social services in the foreseeable future. In order to address the most critical
area, a redirection of resources is required, to secondary and technical education, away from high cost
universities, urban hospitals, etc. Expanded private sector provision of educational (and health) services,
will help to increase the efficiency of resource use. Finally, more private sector involvement in training
funding and design, should also be pursued; and is being promoted under the Bank's Human Resources
Development Project.

1.24 The final area in which Government can crowd the private sector directly in or out, is in the
provision of infrastructure services. The immediate impression in C6te d'Ivoire, at least viewed from
Abidjan, is that infrastructure poses few problems. Both the Rueda-Sabater and Stone and the December
1992 surveys were consistent on this; infrastructure poses the lowest-ranking constraint to current
operations and growth of those considered by entrepreneurs. In the African context, this is remarkable.
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1.25 Yet there is more to be said on this subject. Rural infrastructure is considerably poorer than
urban infrastructure; domestic telecommunications is a particular problem. More importantly, the cost
of infrastructural services was frequently cited as a constraint to development, and this cost, in turn,
reflects the control of infrastructure provision by the Government, and the efficiency with which it is
managed. The same solutions are necessary - opening up of markets to competition, privatization, under
appropriate regulatory frameworks, if necessary. Even privatization of management can succeed - witness
the improved performance and reduced tariffs of CIE, the operator of the electricity generating and
distribution network, after it was privatized. Alternative ways of involving the private sector in
infrastructure provision are through build-operate-transfer projects and their derivatives. While the need
appears not to be pressing at present, increasing State indebtedness will make it more and more so.
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COTE D'IVOIRE
PRIVATE SECTOR ASSESSMENT

Table 1: Labor Force
(in thousands)

1975 1980 1985 1990 1992

Eco. active population 2,550 3,264 3,812 4,593 4,950

Employment 2,485 3,154 3,630 4,313 4,620

Agricultural Sector 1,900 2,284 2,547 2,964 3,150
Modern Sector 340 440 405 385 380
Informal Sector 245 430 678 964 1,090

Source: Ministry of Employment and Civil Service and ILO 1992 Yearbook

Table 2: Modern Sector Employment
(in thousands)

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

All Sectors 440.2 428.0 426.0 423.9 414.9 405.2 409.9 405.9 404.8 399.9 385.0

Primary 24.4 22.7 24.6 23.6 21.9 17.8 19.8 18.7 20.0 19.8 18.4
Industry 134.7 135.4 143.8 144.8 143.0 145.4 140.7 138.2 139.9 145.8 135.3
Constr. & public works 48.3 33.8 26.7 23.0 13.9 9.0 10.2 12.0 11.4 9.7 9.6
Transportation 48.6 43.3 36.3 37.4 32.9 30.9 34.5 33.0 26.3 22.3 23.6
Commerce 35.2 33.1 32.1 34.8 31.1 27.8 28.7 28.1 29.4 29.0 26.8
Other services 35.2 38.7 36.3 23.8 24.9 26.8 27.1 25.8 26.0 21.0 19.6

Total private 326.4 307.0 299.8 287.4 267.7 257.7 261.0 255.8 253.0 247.6 233.3

Domestic services 40.0 43.0 43.0 42.0 41.0 40.0 39.6 39.9 38.0 37.1 35.7
Public employment 73.8 78.0 83.2 94.5 106.2 107.5 109.3 110.2 113.8 115.2 116.0

Source: See Table 1
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Table 3: Gross Domestic Product by Sector
(Percent of Current GDP)

Prelimn. Prelim.1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
GDP at Market Prices 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Primary Production 28.9 29.9 28.3 27.1 30.1 29.0 28.3 31.1 33.1 33.9 35.4 34.2 33.3 34.1
o/w Agriculture 25.9 26.5 24.1 21.9 25.0 25.2 26.3 29.1 31.3 32.4 33.8 32.8 31.9 32.5Crude Oil 0.3 1.2 2.1 2.9 2.9 2.5 1.1 0.8 0.6 0.2 0.2 0.2 0.2 0.4
Secondary Production 19.7 17.4 19.3 18.7 17.4 17.2 18.8 20.2 19.4 20.3 21.8 19.9 19.7 20.2
Manufacturing 10.8 9.8 10.3 11.2 10.4 10.0 9.4 11.4 11.2 11.3 12.0 12.4 11.9 12.2Energy (incl. petroleum refining) 2.0 2.0 3.9 3.3 4.1 4.6 6.8 6.6 6.1 7.3 8.1 5.9 6.1 6.1Construction and Public Works 6.9 5.6 5.1 4.2 2.9 2.6 2.6 2.2 2.1 1.7 1.8 1.6 1.7 1.8
Tertiary Production 51.3 52.7 52.4 54.2 52.5 53.7 52.9 48.8 47.6 45.8 42.8 45.9 46.9 45.7
Transportation 7.4 7.9 7.1 7.9 7.1 6.6 8.1 7.8 7.4 7.5 7.9 7.7 7.9 7.7Traded Services 25.9 26.2 27.7 28.6 30.2 31.5 28.3 23.2 22.1 19.8 16.8 19.6 20.6 20.1Nontraded Services 10.7 11.4 11.6 11.6 10.6 9.9 10.1 11.4 12.2 12.4 12.6 13.2 13.3 12.9Import Duties and Taxes 7.3 7.2 5.9 6.1 4.6 5.8 6.4 6.4 5.9 6.0 5.5 5.4 5.2 5.1

Source: Ministere de l'Industrie, BCEAO, IMF and Bank Staff
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Table 4: GDP Shares of Industry and
Manufacturing of Selected Countries, 1991

Share of Share of
Industry manufacturing

C6te d'lvoire 20.1 18.7
Ghana 17.5 9.5
Indonesia 41.2 21.3
Kenya 22.4 11.9
Madagascar 14.1 n/a
Malaysia n/a n/a
Senegal 18.9 13.3
Zimbabwe 36.6 25.5

Note: Figures are percentages of GDP at factor cost.

Table 5: The Importance of the State in Selected Countries
(as percentage of GDP)

Approx.
Govt. Current Current Budget Capital Overall Fiscal Govt./PE

Receipts Balance Expenditure Deficit Share of GDPa'

C6te d'Ivoire 24.1 (10.0) (3.5) (13.5) 35%
Ghana 13.8 3.3 (7.9) (4.6)
Indonesia 18.1 6.3 (7.2) (0.9) 38%
Kenya 22.8 (1.2) (6.0) (7.2) 25%
Madagascar 12.9 2.5 (8.2) (5.7) 27%
Malaysia 24.7 0.4 (5.7) (5.3)
Senegal 17.8 0.4 (2.8) (2.4) 13%
Zimbabwe 37.1 (2.0) (8.4) (10.4) 20%

Source: World Bank Country Briefs, Dec. 1992.
BDF data and Public Expenditure Review, 1990.

Note: All figures are averages for 1987-91 unless otherwise stated.

(a): Figures are approximate, taken from draft PSAs, typically for 1988-1990.
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Table 6: Index of Financial Depth in C6te d'Ivoire
and Other Countries

Money and
GNP per quasi-money

Country Capita. 1989 ($US) as % of GDP. 1989

Cote d'lvoire 790 29.7
Botswana 1,600 36.0
Cameroon 1,000 20.2(4
Colombia 1,200 19.3
Dominican Republic 790 27.5
Ghana 390 13.4(')
Kenya 360 35.9(4)
Morocco 880 50.5
Senegal 650 25.5'3
South Africa 2,470 (f) 45.8
Zimbabwe 650 31.8

(1) 1990 (2) 1988 (3) 1986 (4) 1993
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Table 7: Sources of Lack of Competitiveness

Textiles Agro Wood Plastics Total Rank

Public Utilities are more expensive, especially electricity and water 5 3 7 12 27 1

Raw materials are more expensive 7 5 3 9 24 2

Labor costs are high and productivity low 8 2 3 7 20 3

Financial charges are higher and working capital unavailable 2 5 1 9 17 4

Most costs are higher than in competitor, especially in Asia 3 6 6 0 15 5

Maintenance is expensive 0 2 4 7 13 6

International transport is more expensive 0 4 4 2 10 7

Expatriate labor is expensive 1 2 0 2 5 8

Packaging is more expensive 4 4 9

Labor costs are reasonable 0 3 0 0 3 10

Fuel is expensive 1 0 0 0 1 11

Source: Maxwell Stamp Associates, quoted in Industry and Competitiveness Review (draft), 1991
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Table 8: The Impact of the Regulatory Framework on Competitiveness

Textiles Agro Wood Plastics Total Rank

High import duties encourage the informal sector 3 12 2 17 34 1

Taxes on imported inputs handicap competitiveness 4 5 6 6 21 2

International trade procedures in general are 2 5 5 6 18 3
cumbersome

Temporary admission procedures are cumbersome 3 6 3 5 17 4

Nonpayment of the export subsidy has adversely 6 5 3 2 16 5
affected competitiveness

The incentive environment discourages exports and 3 6 3 4 16 5
private enterprise

Onerous labor regulations reduce flexibility and 2 2 2 7 13 6
hiring

Customs fraud and corruption are a burden 3 1 2 5 11 7

Price control procedures are cumbersome 2 3 2 4 11 7

Slow VAT repayment to exporters hinders 3 2 2 4 11 7
competitiveness

A devaluation would improve competitiveness 1 1 1 5 8 8

Source: Maxwell Stamp Associates, quoted in Industry and Competitiveness Review (draft), 1991
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Table 10: Factor Costs in Africa: 1992
($/unit)

Wage Fringe Ind Water Phone Rates To Sea Air Reg
Rate Benefits Elect Rates Major Partner Freight Freight Petrol

Hour % of Wages Kwh m3 min. 20ft. cont. kg. lit.

Cote d'Ivoire 0.90 25.00 0.18 1.15 3.28 2250.00 2.50 1.22
Ghana 0.45 25.00 0.03 0.70 1.61 1500.00 0.85 0.51
Madagascar 0.15 25.00 0.08 0.15 3.49 1100.00 1.45 0.52
Mauritius 1.20 50.00 0.09 0.46 1.66 1890.00 2.20 0.74
Nigeria 0.20 40.00 2.81 2.81 2100.00 3.33 0.03
Senegal 1.02 35.00 0.26 0.93 3.14 1700.00 2.50 1.31

Table 11: Average Wages in the Public Administration with respect
to GDP per capita in selected countries (1988)

(in thousands of CFAF)
Average monthly Annual GDP/capita Ratio (%)
wage (1) equiv. (2) (3) (2)1(3)

C6te d'Ivoire 175 2,100 205 10.3
Cameroon 140 1,680 290 5.8
Ghana 17 204 120 1.7
Guinea 28 336 100 3.4
Indonesia 20 240 105 2.3
Morocco 65 780 180 4.3
Nigeria 50 600 120 3.0

Source: Public Expenditure Review, 1990.

(1) 1990; (2) 1988; (3) 1986
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Table 12: Educational Indicators: 1990

GNP per Adult Enrollment Primary Pupil/
capita literacy Teacher Ratio

Primary Secondarv Tertiary
C6te d'lvoire 750 54 73 20 3 36
Sub-Saharan Africa 340 51 68 17 2 41
Cameroon 960 54 101 26 4 51
Ghana 390 60 75 39 2 29
Indonesia 560 77 117 45 N/A 23
Kenya 370 69 94 23 2 31
Malaysia 2330 78 93 56 7 20
Nigeria 290 51 72 20 3 41
Senegal 710 38 58 16 3 58
Thailand 1580 93 85 32 16 18
Zimbabwe' 650 67 117 50 5 36

Source: World Development Report 1993



-69-

FORMAL PRIVATE SECTOR PROFILE Annex IV
Page I of 22

A. MAIN FINDINGS
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C. VALUE ADDED AND PRODUCTION

D. PROFITABILITY

E. INVESTMENTS AND FINANCING

F. EMPLOYMENT

G. EXPORTS PERFORMANCE

A. MAIN FINDINGS

A review of the formal private sector in C6te d' Ivoire from 1980 to 19911, has highlighted the
main characteristics of the Ivorian private sector: the predominance of foreign private capital (78%
of private capital), the high level of debt compared to equity, the geographic concentration of firms in
Abidjan (88% of all private firms) and the oligopolistic pyramid-shaped structure of the sector which
is distributed as follows. Large foreign firms, accounting for 17% of private firms, play a major role
in terms of value added (on average 73.2% of the value added in the private sector) and employment
(80% of the labor force in the 2283 private sector firms sampled). Medium-sized firms, making up
33% of private firms, reported a 17.5% share of value added and 16% share of employment. At the
other end of the spectrum, small indigenous firms, approximating 50% of private firms, contributed
to 9.3% of the value added and 4% of employment in the private sector. A brief overview of private
sector performance has brought to the fore the following results.

a. Private sector performance has been sluggish in the 1980s with value added share of GDP
falling from 24.5% in 1980 to 18.4% in 1991 .

b. Profitability has been precarious with increased volatility in the second half of the
decade. Return on equity moved from 13.2% in 1980 to -145% in 1984, recovered
briefly in 1985 to 46% and dropped again. Two main factors may have affected the
financial profitability of firms: their financial charges and taxes. Over the period,
financial charges averaged 100% of operating earnings while taxes accounted for 50% of
value added and 12% of sales. The level of fixed costs may be related to the erosion of
private firms' profitability. The paltry and volatile profitability of private firms contrasts
with the stable returns earned by public companies.

c. Annual investments have been scaled down from 5% of GDP in 1980 to 2.2% of GDP in
1991. Net cumulative investments have also decreased from 14% of GDP in 1980 to
10% in 1991, reflecting a decline in capital stock .

d. Exports have grown hesitantly during the period, particularly exports from small
enterprises which accounted for 36% of their sales compared to exports from large firms
which made up 25 % of their sales.

e. Over the period, the 42 (on average) public firms surveyed by the BDF contributed to
65% of net cumulative investments of the modern productive sector (MPS) and 28.7% of
value added of MPS. The 2283 private firms reporting to BDF made up over the same
period 35% of net cumulated investments of MPS and 71.3% of value added of MPS.

Based on the data available from the Financial Data Bank (BDF) - see para 1. 15. Note that these are officially reported figures
only, and must therefore be interpreted with caution.



Annex IV
-70- Page 2 of 22

B. SECTOR CHARACTERISTICS AND OVERALL PERFORMANCE

Average Share of GDPfor 1980-1991

Pubic SeCtor 28%

7% Priveae Sector

SourcA. Banque de Donnies Financires de C&te dI'vozre

Average Share of Employment in the Modern Productive Sector for 1980-1991

Pubic SectoF 38%

62% PIvat Sector

1. Private Sector Profile. During the period 1980-1991, on average 2,283 private firms reported to
the BDF of Cote d'lvoire as did an average of 42 public firms. In this annex, these firms are referred to
as the private sector2 with Ivorian equity holdings amounting to 22% of private capital. Throughout the
decade, private sector contributed on average 72% to GDP of the modern productive sector and absorbed
two-thirds of employment3. It was mainly oriented toward the domestic market with an export share of
sales of 25.3%. Value added and production in real terms (1987 prices) averaged respectively 71.3%
and 80.3% of the value added and production of the modem productive sector (MPS). Annual
investments and net cumulated investments levels averaged respectively 56% and 35% of investments in
the modem productive sector.

2 The number of firms reporting to BDF varies each year. Lack of systematic reporting makes it difficult to draw definitive
conclusions on the evolution of the private sector performance. However, since the annual change in reporting firms is not
significant, available statistics allow to depict a fairly precise picture of private sector.

3The modem productive sector refers to all the firms, private and public reporting to the BDF and commonly called 'the
economy' by the BDF administration. It does not however comprise civil servants.
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2. Structure of the Private Sector. Three main characteristics shaped the structure of the private
sector in Cote d'Ivoire. The predominance of foreign ownership, mainly French and Lebanese, which
made up on average 78% of private capital favored the development of a foreign-affiliated private sector.
Ownership distribution has been structured as follows. 47% of firms are French-owned, 8.7% are
Lebanese-owned and 18% are held by other non-Africans. 1.3% of firms are from African origin and
25% are Ivorian-owned. Ivorian equity participation grew hesitantly during the decade. In 1980, Ivorian
equity holdings were limited to 14.5% of private capital. It rose to 21% in 1983 but decreased to 18%
of private capital the following years. Local equity ownership increased significantly to 24% in 1986. It
kept increasing until 1988 when it reached 29.1 % of private capital. Since the beginning of the 1990s,
local equity ownership has been either stagnating or even slowly decreasing. In 1991, it represented
25 % of private capital.

3. Another noticeable feature of the private sector is its high degree of concentration both at the
regional and sectoral level. 88% of private firms are located in Abidjan. The level of geographic
concentration has been stagnant throughout the decade. On the contrary, sectoral distribution has been
moving over the years with continued decrease in firms involved in primary and secondary activities. On
average, 65.3% of firms have their activities concentrated in the tertiary sector whereas 30% of firms
operate in the secondary sector. Only 5 % of firms are reported in the primary sector.

4. Finally, the pyramid of firms size is very tapered, resulting in the dominance of oligopolistic
firms. Private firms are characterized by a three-tier structure as described in the following paragraph.

a. Large Scale Foreign-affiliated Private Sector. An average of 387 large finns,
accounting for 17% of registered private fimis, dominated the economy by contributing to 73.2% of the
value added of the private sector over the period. Their real value added averaged 470.04 billion CFA in
1987 CFA. They employ 80% of the labor force in the private sector. Most of these firms (86.5%) are
located in Abidjan and serve the domestic market with an export share of sales averaging 25.5%. Taxes
paid averaged 45% of value added. The volatility of their profitability as measured by their return on
equity4 and on permanent capital, is impressive. A striking feature of large firns' profitability is the high
return on assets that these firms generate. This contradictory picture between return on investments and
financial profitability would appear to stem from the debt burden and heavy fixed costs carried by private
firms. This matter will be developed further in section E. The ownership structure of these firns is as
follows: 49% of enterprises are French-owned, 20% are held by Ivorians, 4.8% by Lebanese and 24%
by other non-African nationalities. The equity distribution of other Africans is very small and averaged
2.2% over the period. Dividend distribution represents 151 % of net income and 7.3% of equity.

4 Return on equity is measured as the ratio of net income over shareholders' equity, whereas the return on permanent capital is
the ratio of net income over long-term debt and equity. The return on assets is measured as the ratio of earnings before interest
over total assets.
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Profitability of Large Firms in Percent
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b. Medium Scale Domestically-oriented Private Sector. A larger number of enterprises, a
yearly average of 751, approximating 33% of private enterprises, comprises medium-sized private
enterprises in Cote d'Ivoire. Their share of value added to the private sector averaged 17.5% and
amounted to 112.63 billion CFA. They accounted for 16% of the employment of the private sector.
These firms, of which 87% are located in Abidjan, are entirely dependent on the domestic market with an
export share of sales of 14%. Their ratio of tax to value added was 48.52%. Their profitability is
extremely volatile as indicated in the enclosed chart. This segment of the private sector comprises the
largest proportion of Ivorian-owned enterprises (26%) and of Lebanese-owned enterprises (10%).
Ownership is also diversified with 48% of firms from French origin, 1 % from other African nationalities
and 15% of fimns from other non-African nationalities. Dividend distribution averaged 75.5% of net
income and 6.2% of equity.
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Profitability of Mediwn-sized Firnm in Percent
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c. Export-oriented Small Scale Private Sector. This segment is the largest of the private
sector in terms of economic agents, averaging 1121 firms, or approximately 50% of all private firms.
these small scale family-based enterprises employ less than 10 persons per firm. As a whole, this
segment employs 4% of the labor force in the private sector. Their contribution to the value added of the
whole private sector is small (9%) but the potential for this segment to generate a flexible supply
response is illustrated in their export share of sales which is the highest of the private sector. It averaged
over the period 36% of their sales. Their profitability is precarious - taxes paid averaged 47.5% of the
value added of this category. Distribution of ownership is as follows: 45% of firns are from French
origin, 25% from Ivorian origin, 10% from Lebanese origin and 17% from other non-African
nationalities. Dividends distribution represents 25 % of net income and 2.3 % of equity.
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Profitability ofSmnall Firml in Percent
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5. Overall Performance. Private Sector performance, as a whole, has varied considerably
throughout the decade. In 1980, the sector contributed 70% of the GDP of the BDF samnple. Its share of
GDP fluctuated in the first half of the decade and fell to 66 % in 1985. It recovered subsequently in 1986
with a 74% share of GDP but stagnated through 1987 and 1988. It increased sharply to 79% in 1989
but dropped considerably to 70% in 1991. To understand this uneven performance, the following
paragraphs provide an analysis of the private sector and attempt to identify the key factors underlying
these results. The following section reports the findings of an assessment of the private sector
contribution to value added in the economy. Section D discusses profitability in the sector. Section E
presents investments and financing policies of private firms in the 1980s and discusses implications.
Section F describes evolution of employment in the private sector and the last section illustrates private
sector performance in exports.
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Selected Statistics on Private Sector in Cote dI'voire
1987 Mil on CFA 1987Baie Year

Year Real VA Real SAle Reel Exports VA Shaei of VA Share of VA Sales Exports
_________ _________ ~~~~GDP MPS

80 738975.27 3190561.89 121974.25 24.51% 73.18% 133 119 60
81 764761.59 3282009.18 157358.89 24.53% 71.55% 138 123 77
82 710762.34 3315222.68 169883.20 22.75% 76.27% 128 12 83
83 679925.24 3053171.3 197334.92 22.60% 74.11% 123 114 96
84 597650.46 2783463.19 157461.89 20.33% 71.51% 108 10 77
85 595348.13 3108680.65 170950.19 19.42% 68.79% 107 116 8
86 601494.06 3157918.29 191985.56 18.98% 70.04% 108 118 9
87 554848.16 2676593.35 204525.85 17.80% 68.87% 100 100 100
88 557237.96 2672961.30 246267.71 18.24% 67.32% 100 100 120
89 524457.20 2787229.28 307529.85 17.34% 68.34% 95 10 150
90 511469.40 2435910.96 297631.84 17.31% 68.14% 92 91 146
91 539562.39 2465904.67 297155.30 18.40% 77.97% 97 92 145

Source: Banque de Donnees Financieres de Cote d'lvoire

C. VALUE ADDED AND PRODUCTION

6. Real Value Added. Throughout the decade, performance in value added has been variable and
decreasing. In 1980, real value added was 738.98 billion CFA and represented 73.2% and 24.5% of the
value added share of the modem sector and of global GDP for the entire C8te d'Ivoire economy
respectively. By comparison in 1985, value added was 595.35 billion CFA, making up 68.8% of the
modern sector value added and 19.4% of global GDP. Value added and its share in the modem sector
declined until 1991 when it increased to 539.56 billion CFA, approximating 78% of the GDP of the
MPS. Value added share of global GDP followed the same trend but recovered modestly from 17.3% in
1990 to 18.4% in 1991.

Real Value-Added in theModern Prodjwive Sector and Private Sector in Billions of.1987 CFAF
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7. By comparison, public firms5 succeeded in maintaining and even increasing their share of value
added as a percentage of the modem sector until 1990. Value added of public enterprises accounted for
238.97 billion CFA in 1984 and contributed to 28.6% of the value added of MPS. Value added share
kept increasing to 32% until 1990 when real value added of public enterprises reached 239.7 billion
CFA.

Real Value-Addedfor Total Public Enterprises in BiJlions of1987 CFAF
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5 In view of data limitations, public enterprises' performance is analyzed from 1984 to 1990. 76 Public enterprises reported in 1980
to the BDF. This figure fell drastically in 1984 to 37 but stagnated at this level until the end of the 1980s.
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D. PROFITABILITY

8. Returns. Profitability of the private sector as measured by the return on equity and the return
on permanent capital has been variable and precarious during the 1980s. Return on equity dropped
significantly from 13.2% in 1980 to -38.6% in 1982. It collapsed subsequently in 1984 with a rate of -
145%. A major jump to 46% occurred in 1985 but was soon superseded in 1986 by a rate of -32%.
Volatility remained impressive up to the end of the 1980s. At that time, even though the rate was still
negative, it returned to a more respectable level. Profitability as measured by the return on permanent
capital has also been reported at a depressed level throughout the decade. Return on permanent capital
declined considerably in the first half of the 1980s from 7% in 1980 to -12% in 1984. It varied in the
second half of the decade, first stagnating at 0% from 1985 to 1987, dropping to -5% in 1988 and
recovering in 1989. Recovery then came to a standstill and return on permanent capital further
deteriorated at the beginning of the 90s to -3.5%.

Profitability of Private Firms in Percent
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9. The increased volatility of the returns of private firms in the second half of the 1980s contrasts
sharply with the relative stability of the profitability of public firms, particularly wholly-owned
government enterprises which exhibited positive returns from 1985 to 1990. Underlying factors of the
paltry and volatile profitability of the private sector will be addressed in the following section.
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Profitability of Whoily-Nmcd Government Firm in Percwu
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E. INVESTMENTS AND FINANCING

10. Investments. During the period extending from 1980 to 1991, private firms significantly reduced
their investments. Real current investments amounted to 146 billion CFA in 1980 and represented 35%
of the annual investments of the modem productive sector. Current investment share of sample GDP was
5%. In 1985, private entrepreneurs drastically cut their annual investments by half. The latter were 70
billion CFA, representing a bigger share of 50% of the modem sector investments but a lower share of
2.3% of sarnple GDP. Since then, as illustrated in the above-mentioned chart, annual investments have
been slowly decreasing and in 1991, they were stagnating at 64.33 billion CFA, making up 2.2% of
sample GDP6.

Real Current Invesnmnts in Private Finm B RWins of 1987 CFAF
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6 This investment level is far from the cutoff level of 13-14% private investments share of GDP targeted in the Medium Term
Framework , PSA C6te d' Ivoire, Yellow Cover 1993.
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Real Gross Cumuladed Investments in Private FLrms in Billions of 1987 CFAF
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11. The enclosed charts of net cumulated investments and gross cumulated investments in private
firms provide evidence that the decline in investments represent a real reduction in the capital stock,
specially since 1986. Net cumulated investments share of GDP corroborate this argument. The share
was 10% of GDP in 1991 compared to 14% in 1980. As a share of the modern sector, net cumulated
investments represented 34.5% in 1991 against 24.5% in 1980. This increase resulted from the sharper
decline in investments experienced by public firms. Comparisons of investment levels between private
and public firms show that, even though the dominance of public investments has started to recede, the
contrast with the level of private investments is still sharp. Averaged over the period, the 42 public
firms surveyed by the BDF, contributed to 65% of net cumulated investments in the MPS and 28.7% of
the value added of MPS. The 2,283 private firms reporting to BDF made up over the same period 35%
of net cumulated investments and 71.3% of the value-added of MPS.
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Real Gross Cuawdated Investnwnts in Public Firm in Bilions of 198 7 CFAF
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12. Profitability of Investments. Private investments have been characterized by a paltry and volatile
profitability during the decade. Investments profitability worsened until 1985 when the return on assets
increased to 9.5%. It stagnated at this level until 1987 when it declined to 4.4%. It rose to 13.5% in
1990 but reversed in 1991 to 9.5%. The poor and volatile profitability of investments is an alarming
issue in regard to the attractiveness of the sector for investors: return on equity and return on assets are
critical indicators for potential investors. Levels of profitability currently exhibited by the private sector
in C6te d'Ivoire does not favor the targeting of local and foreign investments. Such levels of profitability
may be partially explained by the capital structure and the financial situation of firms, which are the
focus of the following paragraph.
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(Return on Assets)

20%

13%

5%

0% - --- -

1980 1931 1982 193 3 9,4 1985 1986 1987 1938 1989 1990 1991

-5%

Profitability on investmwnts of Private Fnmn in Percent
(Return on Equity)

60%/o

20%/ 

-20% 1980 1981 1983 1984 1985 1987 1989 1990 1991

-40% -

-60% 

-80% 

-100%-

- 1200/o 

-140%

- 160%

13. Financing of Private Firms. Private firms in CMe d' Ivoire are characterized by a high debt
level compared to equity. Over the period, The debt-equity ratio averaged 21. In 1980, debt represented
5 times equity. By comparison, in 1984, debt accounted for 21 times equity. This situation prevailed
until 1988. In 1989, debt collapsed and the ratio of debt to equity fell to 4. In the 1990s, as equity level
declined, the ratio of debt to equity increased to 6.
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Equity and Total Debt in Billions of CFAF
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14. The above-mentioned chart sketches the capital structure of the private sector and starkly
illustrates the importance of debt financing in private sector development. The weak equity structure of
the private sector is emphasized by the high share, 68 %, of public enterprises in total equity of MPS. In
1980, long-term debt was 253.23 billion CFA compared to 921.51 billion CFA for short-term debt and
257.13 billion CFA for shareholders' equity. By comparison, in 1984 long-term debt and short-term
iebt amounted respectively to 1107.93 billion CFA and 1040.92 billion CFA while equity was 101.57
zillion CFA. In 1985, equity turned negative and long-term and short-term debts increased. Since 1987,
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equity has been rising again and long-term debt returned to more reasonable levels. In 1991, equity was
255.4 billion compared to 345.1 billion of long-term debt. Reliance on short-term debt has kept growing
and in 1991 it amounted to 1081.22 billion CFA. This could reflect a financial system biased towards
short-term finance. The decline in long-term debt since 1985 could stem from several factors: difficulty
in accessing long-term debt, absorption of domestic borrowing by the public sector, and critical financial
situation of the private firms.

15. Financial Situation of Private Firms. The worsening profitability trends in private sector in
Cote d'lvoire appear to be related to the level of fixed costs. Fixed costs averaged 81% of value added
in the private sector. These costs mainly include finance costs and taxes. The enclosed chart compares
the level of financial charges to that of operating earnings. It suggests that these charges might not be
sustainable with the current level of income of these private firms. Financial charges as a share of
operating earnings reached the unprecedented level of 100% over the period. These levels of debt
service may provide an explanation to the huge arrears of the private sector to the banking system and the
eroding profitability of private firms. In the first half of the decade, when the ratio of finance costs to
operating earnings was at its highest, return on equity collapsed. After 1986, when the ratio decreased,
profitability levels improved. The above-mentioned chart contrasts the level of financial charges faced by
private firms with that carried by wholly-owned government enterprises.
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140

120

100

so

60

40

20

0

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
-20

U Financial Charges r- Operating Income before Interest and Tax



-85- Annex IV
Page 17 of 22

Financial Charges and Operating Incomefor Wholy-owned Government Enterprises in Billions of
CFA F
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16. In addition to financial charges, private firms face taxes which seem to represent a burden on
their profitability. Taxes averaged 50% of value added and 12% of sales over the period and illustrate
one of the binding constraints to private sector development. As indicated in the enclosed chart,
regardless of income fluctuations, income tax stagnated during the period. In general, these fixed costs
level may hinder profitability by raising exit barriers, thereby increasing instability in the sector. By
comparison, wholly-owned government enterprises do not share the same characteristics as private firms
with tax averaging 8.6% of their value added and particularly income tax averaging zero.

Income before Tax and Income Tax in the Private Sector in Billions of CFAF
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Income before Tax and Income Tax in WhoUy-owned Governmewu Enterprises in Billions of CFAF
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17. Finally, it looks like the dividend distribution policy of the private firms may have weighed down
on their financial situation. A brief overview of the dividend policy of private firms shows that there has
been continued distribution over the period. Large firms distributed on average 151.3% of net income
whereas medium-sized firms distributed 75.5% of net income and small fums 25%. These levels of
dividends seem to be reasonable compared to the equity level (7.3%, 6.2% and 2.2% for large, medium
and small firms respectively) but exceptionally high compared to net income'. During the period, the
ratio of foreign dividends to dividends avenged 33.3%.

7 sugesting perhap, sisnificat under-reporting of incom.
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Dividends and Nd Income in the PNivate Sector in Billions of CFAF
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F. EMPLOYMENT

18. In the 1980s, private sector employment represented 62% of MPS employment and was
distributed as follows. Ivorian employment was predominant and approximating 67% of the labor force
hired by private firms. Ivorian High Level Staff was estimated at 12% of the labor force. Africans and
expatriates accounted respectively for 29% and 4% of the labor force employed by the private sector. A
noticeable feature of the private sector in Cote d'Ivoire is that it employs the largest proportion of
expatriates in the economy with 97% of MPS expatriates employment - fewer expatriates are hired in
public sector firms reporting to BDF.
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Private sector Share of EmpLoyment in the Modern Productive Sector
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19. Employment in the private sector has been slowly decreasing specially since 1985 as shown in the
chart. Despite this decline in employment, private sector absorbed at the end of the 1980s a bigger share
of MPS employment reflecting the decline in employment of public enterprises. Private sector share of
employment was 65% in 1991 against 62% in 1980.

20. The slow decrease in employment has been coupled with a sustained decrease in real wages. The
following chart reports the findings of an assessment of real unit labor costs and its evolution over time.
It is difficult to explore the evolution of wages overtimeat this aggregate level because there are sharp
differences at the sectoral level.
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Real Labor Costs in the Pnvate Sector in fillions of 1987 CF.4F
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21. Labor productivity of private firms as measured by real value added per employee has varied
considerably as indicated in the chart below. Trend in productivity is difficult to address at this
aggregate level. Further work at the sectoral level should be undertaken to deal with this issue.

Labor Productivity in the Private Sector (Real Value-addid per Employee, in Millions of1987 CFAF)
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G. EXPORTS PERFORMANCE

22. Private firms in C6te d' Ivoire mainly serve the domestic market with an export share of 25.3%.
Exports of private firms averaged 67% of total exports in MPS. Exports were primarily oriented
towards the Franc Zone. The small scale segment of the private sector has been mostly involved in
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export activities with an export share of 36%. The ratio has been increasing from 32% in 1980 to 52%
in 1985. It dropped to 25% in 1987 but recovered to 37% in 1991. By comparison, export share of
sales of large firms were 21 % in 1980 and 22 % in 1991.

23. Throughout the decade, exports of private firns have grown hesitantly. In 1980, real exports
amounted to 121.97 billion CFA and kept rising until 1983 to 197.33 billion. It fell the following year
but recovered in 1985. Since then, real exports have expanded . In the late 1980s, exports' growth came
to a standstill with exports accounting for 297.16 billion CFA.

Private Sector Exports in Billions of 1987 CAF
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COTE D'IVOIRE
PRIVATE SECTOR ASSESSMENT

REFORM OF THE LEGAL AND JUDICIAL FRAMEWORK
UNDER WORLD BANK-ASSISTED PROGRAMS

A. PASFI

Under the PASFI, reforms aimed to facilitate the recovery of bad debts, and ensure the
enforcement of financial contracts, by streamlining the judicial process and eliminating perceived
bottlenecks. The program was designed to: (a) modernize the office of the Clerk of the Court, which
lacked resources and equipment; (b) promote the inclusion of arbitration clauses in financial and
commercial contracts, and revise Law 89-1291 providing compensation schedules and procedures for
victims of traffic accidents to permit the amicable settlement of claims without resort to involved court
proceedings; (c) abolish filing fees of 5% levied on all claims before the courts, which provided a major
disincentive to seeking judicial resolution of economic disputes (while preserving penalties for the filing
of frivolous lawsuits); and (d) amend Law 83-795 regarding simplified debt recovery procedures to
eliminate dilatory actions and extend the scope of "refere" procedures, and Law 72-833 (Civil Code) to
revise specific procedural aspects of the administration of justice within the courts (e.g., increase in the
jurisdictional amounts for first and last resort tribunals, revision of provisional execution procedures,
etc.). Of these reforms, some (e.g., the elimination of filing fees to initiate legal proceedings) were
eliminated. Others, like the introduction of accelerated simplified debt recovery procedures were
submitted to the Parliament's vote. The remaining reforms' implementation continue to be slow for
various reasons, including the Government's apparent lack of decisiveness.

B. PASCO

Under the PASCO, reforms targeted the company law framework to: (a) enable the creation of
single-shareholder limited liability companies; (b) provide a framework for relations between
shareholders, managers and employees, and external factors (e.g., the environment, the state, the public
as a whole, etc.); and (c) modernize the rules relating to the exit of business operators from the economy
(bankruptcy, liquidation, etc.). Reforms also aimed to update and revise the Commercial Code inasmuch
as it pertains to the formation of contracts and regulates/hinders the flow of commercial activity.
Reforms also envisioned the rehabilitation of the commerce register and the reinforcement of reporting
mechanisms to ensure the availability of quality financial information about businesses. Finally, this
project attempted to complement the objectives of the PASFI, by seeking to streamline the functioning
of the court system, simplifying procedures for the obtention of judgements and their enforcement,
creating courts of specialized commercial jurisdiction, and introducing by-law alternatives to conventional
dispute resolution methods (e.g., arbitration, and possibly mediation, and mini-trials). Results under this
project were promising. A draft bankruptcy and liquidation law was prepared, eliminating criminal
penalties for non-fraudulent business failures. A revised Commercial Code is expected by 1993's end.
A law regulating the accounting profession was recently approved. Also, a law enabling arbitration and
the creation of commercial jurisdictions in the courts is to be sent to Parliament before the end of 1993.
Although these reforms were not implemented as part of the PASCO, various transactional taxes may be
eliminated to achieve a higher level of transaction efficiency from the standpoint of the private sector.
For example, certain taxes relating to the incorporation of companies and fusions could be abolished.
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C. PAGE

The PAGE contains a legal component designed to continue reforms under the PASFI and the
PASCO. It seeks to strengthen the efficiency of the Judiciary by: (a) streamlining operations in the
clerk's offices of various trial and appellate jurisdictions; (b) promoting the collection and dissemination
of legal information; and (c) providing training for judges in commercial and financial matters. The
PAGE also sought to modernize the economic legislation, paying greater attention to the commercial
code, labor code, company law, and the law regulating corporate bankruptcy and reorganization, and
computer law and implementation decrees (check if this is a law providing a framework for the protection
of intellectual and industrial property rights). The PAGE also aims to offer to the business community
alternatives to the court system for the settlement of commnercial disputes by supporting the creation of
an arbitration center in the Chamber of Commerce of Abidjan. The ultimate objectives of the legal
reform program are to improve working conditions for the judiciary; (b) reduce delays in court
proceedings; (c) disseminate legal information to relevant users; and (d) provide commercial/legal training
for judges. This project has only recently received Board approval, and consequently, few reforms were
implemented since.
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COTE D'IVOIRE
PRIVATE SECTOR ASSESSMENT

PRIVATE SECTOR DEVELOPMENT SEMINAR: JUNE 30 1994

PROCEEDINGS

The Minister of Commerce and Industry welcomed the participants. He began by
saying that the seminar was very timely and that the Authorities were aware of the central
role the private sector had to play in Cote d'Ivoire's economic recovery: he emphasized the
commitment of the Prime Minister and the Government to the success of the seminar. After
outlining C6te d'Ivoire's recent economic history, the Minister declared that among the
Government's high priorities were: to diversify the nation's exports and advertise them better;
to reduce transport costs, especially maritime transport costs; to restructure and modernize
existing companies; to adapt the fiscal regime to the needs of the economy and to mobilize
additional financing. The Minister said that the promotion of Small- and Medium- Scale
Enterprises (SMEs) and jobs creation were also important for the Government priorities. He
then declared the seminar officially open.

Mr. Kako Ouraga, Director General of the Ministry of Plan then addressed
the seminar, saying that the Government was pursuing a greater role for the private sector in
the nation's economic life and that links between the Government and the private sector had
been steadily increasing. The Director General stated that the results of Cote d'Ivoire's
stabilization efforts had been positive and cited the reduction in the deficit as evidence of this.
He acknowledged, however, that the policy of internal adjustment previously pursued had
reached its limits and that new efforts to stimulate private sector-led growth were needed.

Mr. Robert Calderisi, Resident Representative, AFlWA, then outlined the
objectives of the seminar and made a brief presentation of the report. He said that its findings
underlined the need to simplify economic life and open the way for private initiative. Mr.
Calderisi referred to the difficulties that small entrepreneurs faced in the present environment:
for example, a private transport operator reported that almost 35% of his outgoings were
accounted for by transaction costs, most of them informal levies. Mr Calderisi invited the
private sector panel to offer their comments on the report.
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The panel was composed of MM. Jean Kacou Diagou, Vice-President of the
Conseil National du Patronat Ivoirien (CNPI), Kone Dossongui, Banque Atlantique, et Pierre
Daniel Brechat, Movement des Petites et Moyennes Entreprises (MPME). The Moderator was
M. Jean-Baptiste Fofana, GEPEX.

M. Diagou said the report spoke directly to the urgent issues of the day: how
to restore private sector confidence; how to make the private sector the motor of a sustainable
recovery; how to make regional integration a central element of competitivity (he believed the
report did not sufficiently emphasize this); and how to reconcile heavy external debt
repayments with private sector renewal -- in other words, how could the State meet its debt
obligations without raising taxes?. M. Diagou also considered that the report did not take
sufficient account of the need to reform the Social Security system. On the question of the
role of the State, M. Diagou said that it should be a guarantor and referee; the CNPI had
suggested the creation of a post of Moderator of the Republic -- an Ombudsman for the
business community. At present, he said , there was no structure able to fulfill this vital role.
The full text of M. Diagou's remarks is attached (Attachment III).

M. Kone Dossongui saluted the report, which he found very courageous. He
said he joined fully in the previous speaker's comments and would limit himself to adding two
supplementary points: first, the report failed to describe the specific problems of purely
Ivorian businesses as distinct from foreign-owned firms; and secondly, in his opinion,
liberalization of the economy remained only an expression of intent, it was not a reality since
the regulatory framework did not allow free competition. In conclusion, M. Dossongui said
that C6te d'Ivoire's private sector had the potential to be strong but there were severe
obstacles in its path which had been known for years. He thanked the authors of the report
for at last focussing attention on them.

M. Brechat said he felt obliged to say that, as a small scale entrepreneur --
and he stressed small scale -- he felt that the report was no more than words and that nothing
concrete had been done. But he added that he was glad to see much of the input the private
sector had given faithfully relayed. For some time, M. Brechat said, private businesses had
been closing down in great numbers and although measures had been taken to promote small
business, unpublicized counter-measures had also been taken, for instance an increase in the
imp6t minimum forfaitaire and in salary deductions. SMEs were facing serious cash
problems, he said, and he openly wondered if the CFD Fund was any help at all or simply a
financial manoeuvre by the French Treasury. Liquidity had not opened the door to credit for
SMEs, he said, they were denied access to loans. The SME sector was sliding towards
informal status, he said, and cautioned against the enthusiasm that the informal sector
sometimes seemed to inspire. He said the World Bank had no business dealing with informal
operators except to help them to formalize. He pointed to Zaire as one exemplar of informal
sector predominance where, he said, the results spoke for themselves. M. Brechat said that
what was needed was for the State to create a favorable environment for business, for the
donors to lend and for businessmen to get on with business. This was difficult in present
circumstances: the complexities and abuses potential investors faced in setting up a business
were frequently sufficient to absorb all their resources. As to the Guichet Unique, we hear of
it, he said, but we never see it -- like the Loch Ness Monster. He said that tax relief was an
absolute necessity during the first two or three years of a firm's operation and a dedicated
financial institution, under private, not government, management was also needed to help
SMEs get started.
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He challenged the representatives of the donor community to adapt to the real
needs of the small businessman and try to imagine themselves in his shoes. But he added that
the SMEs were poorly placed to criticize the donors since they, the SMEs, had no organized
approach to their common problems. M. Brechat concluded by emphasizing the urgency of
freeing up private sector initiatives: "We are hostages to the clock", he said, "and have heard
enough of better things to come. We are about to die in excellent health!"

The floor was then opened for questions and comments. Four speakers were
forthcoming.

M. Virmont (CNPI), a distributor, asked where he might find the word
"commercial" in the report. He said the Societe Generale de Surveillance (SGS) was an
abusive racket. The debts to the banks had been securitized but what, he asked, of debts to
commercial suppliers? He said these were expected to keep on supplying the Government and
were compromised if they did not but the Government would not pay its bills.

M. Irie Bi Ba (Order of Accountants) said that to attain the officially projected
rate of five percent economic growth, implying an investment to GNP ratio of at least 15
percent, was a quasi-impossibility. He stressed the urgency, to his mind, of putting relations
between the State and the private sector on a better footing. Using a domestic analogy, he
appealed for the donor community to play the role of a "marriage counsellor". Mr. Bi Ba
suggested that a further working group, in addition to those already planned, be constituted to
deal with Emergency Programs for Economic Survival.

M. Spaak (DCGTx) said that the SME sector needed financial restructuring on
highly concessional terms as a matter of urgency and asked if there was any likelihood of this
happening.

M. Omar Diarra, member of the Chamber of Deputies spoke at length. He
pointed out two errors of terminology in the report. In response to the previous comments,
he said it was important to see if the SMEs in question were in fact efficient; perhaps internal
economies could be made, he said. M. Diarra also said he believed that the beneficial effects
of the devaluation would become evident in the coming months. In the meantime, he
advocated consumption subsidies on basic necessities to protect the lowest income groups.

At this point, the session was adjoumed for lunch, the Moderator remarking
that a common theme of the comments from the floor seemed to be that the pace and rhythm
of reform were critical factors.

The afternoon session was given over to the constitution of seven working
groups:

* Fiscal Issues;
* Internal and External Competition;
* Financial and Monetary Aspects;
* Institutional Capacity;
* the Judicial Framework;
* the Internal Debt; and
* Medium- and Long-Term Perspectives.
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Each group discussed options for the posts of President and Rapporteur and
outlined a work program for the coming months. The proceedings of each group were briefly
presented to a reconvened plenary in the late afternoon.

Mr. Calderisi then thanked the organizers of the seminar on behalf of the
participants and in the name of the World Bank and the session adjoumed.

Focus Group

On July 1, a focus group consisting of M. Soro, Director, MIC and Chairman
of the Coordinating Committee, of Elke Kreuzweiser, Demba Ba (AF1IE) and Martin O'Hara
(AFlCO) met at the Resident Mission to review (Attachment IV) progress. It was agreed that
the Government's official comments would be forwarded to the Bank as soon as they were
prepared. It was also agreed that MM. Soro and BA would consult with the working groups
to finalize their work programs and formalize their selections of Presidents and Rapporteurs.
These will be circulated separately with the Government's comments on the seminar.

The focus group considered the question of technical consultancies and
assistance for the working groups. It was thought probable that most, if not all, the groups
would require this kind of assistance and it was agreed:

i. that consultancies would be commissioned by the Coordination Committee;
and

ii. that the functions of President and Rapporteur would remain distinct from any
consultancy appointments and be performed voluntarily in all cases.

It was also agreed that the Coordinating Committee would begin now to
identify what consultancies were required, to select the consultants and prepare their temis of
reference. It was agreed that the Coordinating Committee will clearly need logistic,
equipment and staff support over the next six months to fulfill its mandate. Bank staff
undertook to request financing of these needs from the Japanese PHRD grant already secured
to finance the consultancies and draw up an appropriate budget.


