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Through the Plan Sénégal Émergent, the President of the Republic of Senegal, His Excellency Macky Sall, has communicated his clear vision for leading our country along the road to emergence.
The plan explicitly identifies a critical mass of landmark reforms that will lay the basis for emergence through strong and sustainable growth, the benefits of which will flow to all social segments of the country, including the most vulnerable population groups.
Based on the recognition that the effectiveness of the development plans that have been adopted since independence has always been undermined by implementation challenges, the government has taken every useful step to ensure that the plan will be fully put into effect in line with the presidential vision.
From this perspective, I have encouraged the personnel of my ministry to work with the IMF to explore the possibilities for adopting new partnership formulas. Thus, I have consented, without hesitation, to efforts to organize innovative capacity-building activities, with the participation of experts from countries that have evolved in circumstances similar to those of Senegal, and have successfully met the challenge of emergence. The workshop that resulted in the drafting of this book on emergence was an integral part of these pilot activities that we have had the pleasure of carrying out with staff of the IMF.
Beyond the participation of our colleagues from peer countries, the most interesting feature of this exercise lies, in my opinion, in the involvement of representatives of the private sector, civil society, and the academic world. In addition to reflecting the government’s spirit of inclusiveness, it illustrates our awareness that the challenge of emergence cannot be met without the contribution of these stakeholders who play such an important role in the economy, the governance, and the intellectual life of Senegal. I want to express my profound gratitude to those partners for their important contributions to the thinking distilled in this book.
I also want to thank the European Union for the generous support it has provided in our pursuit of this undertaking. That support is an additional illustration of what is already a fertile partnership and one that will, I am convinced, continue to gain strength day by day.
With respect to the IMF, I want to express my strong appreciation for the steadfast support it has given our government in its efforts to set Senegal on the road to emergence. I have no doubt that our partnership will be strengthened yet further by the novel collaborative approach that we have jointly adopted.
Amadou Ba
Minister of Economy, Finance and Planning of Senegal
Senegal has made significant progress in preserving macroeconomic stability in the past few decades. Notwithstanding this progress, however, until recently growth has been modest, limiting improvement in living standards. The Plan Sénégal Émergent is a welcome and ambitious response by the government of Senegal to improve growth outcomes and make Senegal an upper-middle-income emerging market economy by 2035. Part of the strategy will require breaking with the past and opening economic space for small and medium-sized enterprises and foreign direct investment to achieve higher rates of equitably shared growth. As these new policies are being designed and implemented, due consideration will need to be given to how to navigate the political economy of reform to move Senegal to the higher-growth path.
In keeping with the well-known Senegalese tradition of storytelling, this book aims to bring together a broad range of perspectives from international experience to help inform implementation of this new strategy. The origins of this book arose from a December 2014 brainstorming session between Senegalese officials, peers from Cabo Verde, Mauritius, and Seychelles, and World Bank and IMF experts, facilitated by the IMF. The focus was on “how to” get things done rather than on “what to do,” thereby helping the government of Senegal make progress on specific areas such as improving the investment planning cycle and monitoring fiscal risks linked to projects financed under public-private partnerships.
This book, Race to the Next Income Frontier: How Senegal and Other Low-Income Countries Can Reach the Finish Line, addresses the pointed issue of how to overcome the political economy constraints on reforms. From the perspective of Senegalese participants from academia, civil society, and government; retired and active World Bank experts; experts and practitioners from peer countries including Mauritius, Morocco, and Seychelles; and experts from the IMF, the book reviews reforms needed for a low-income country to move to upper-middle-income emerging market economy status.
The book draws on policy lessons from successful countries that have managed to overcome some of the political economy constraints and successfully reached upper-middle-income emerging market economy status. The areas covered by this book include (1) creating a sound, balanced, and efficient fiscal framework through new revenue-raising measures, expenditure rationalization, and more efficient public investment; (2) promoting an inclusive and deeper financial sector; (3) relieving constraints on doing business and promoting private investment, including foreign direct investment; and (4) achieving high, sustained, and inclusive growth. As many low-income countries in sub-Saharan Africa face similar challenges in their aspiration to move to middle-income status, this book has a broader application for the region.
Finally, this book represents an excellent collaborative effort with country officials in Senegal, experts from peers including Cabo Verde, Mauritius, Morocco, and Seychelles, and experts from the IMF and the World Bank. We are particularly grateful to His Excellency Mr. Amadou Ba, Minister of Economy, Finance and Planning of Senegal, for his support and encouragement. The participation of the IMF is part of our continued efforts to support member countries in achieving their socioeconomic development and macroeconomic objectives. We would like to extend our thanks to all those who have made this book a reality. We at the IMF have benefited greatly from learning from the experiences of others and hope that by sharing this more widely it will help others on their path to higher and sustainable living standards.
Abebe Aemro Selassie
Director, African Department
International Monetary Fund
The authors would like to thank the country authorities of Mauritius, Morocco, Seychelles, and Senegal, and colleagues from the World Bank, International Monetary Fund, London School of Economics, European Commission, European Center for Development Policy Management, International Growth Center, and Centre d’Etudes et de Recherches sur le Development International for their helpful comments on an earlier draft of this publication and for their input. Inter alia we would like to thank Anand Rajaram, Karim El Aynaoui, Bertrand Belle, Rajesh Acharuz, Vishnu Bassant, Andrew Berg, Amadou Sy, Prakash Loungani, Michael Sarris, and Bruce Byers for their constructive comments. Our gratitude also goes to Abebe Aemro Selassie, Roger Nord, and the other senior reviewers in the IMF’s African Department for their support for this publication and their guidance and wise counsel. This publication would not have been possible without financial support from the European Union, the excellent research assistance of Yanmin Ye, Hilary Devine, and Edna Mensah; and the editorial support of Philip English, Tom O’Bryan, and Nyasha Weinberg. All remaining errors or omissions are, of course, our own.
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Salifou Issoufou and Ali Mansoor
Senegal has experienced a relatively long period of macroeconomic and political stability, but its per capita GDP growth has been low (Figure 1.1). In response to this unsatisfactory growth performance, a new development strategy, the Plan Sénégal Émergent (Government of Senegal 2014), was adopted in early 2014. The plan is based on three pillars: (1) higher and sustainable growth and structural transformation with the aim of making Senegal a regional economic hub through better infrastructure and private investment in key sectors (including agriculture, agro-business, mining, and tourism); (2) human development, with a focus on certain social sectors and an expansion of the social safety net; and (3) better governance, peace, and security. The three pillars are expected to be the foundation on which Senegal can achieve higher growth on a sustained and inclusive path, ultimately to attain the status of an upper-middle-income, emerging market economy by 2035.1
Figure 1.1. Real Growth in GDP per Capita, Senegal, 1987–2015
(Percent)
Sources: Senegalese authorities; and IMF staff estimates.
Senegal has experienced four growth periods over the past 30 years, including the current expansion.2 Economic performance was poor before the 1994 devaluation of the Communauté Financière Africaine (CFA) franc. The country then recorded a period of higher growth in 1995–2007, with per capita growth averaging about 1.7 percent. This average, however, masks yearly variations that reflected volatility in agricultural output, with growth nearing 4 percent in some years and dropping to negative values in others. In response to a series of exogenous shocks starting in 2007 (including global food and fuel price shocks, the global financial and economic crisis, an electricity sector crisis, and drought in the Sahel), per capita growth decreased to an average of 0.3 percent in 2008–13. The recent growth uptick, averaging 2.2 percent in per capita terms, contains the most rapid growth of the four growth periods, and if sustained it could be a turning point for Senegal. Such sustained growth will in fact be necessary if Senegal is to handle the demographic challenges it is facing, with a population growing at 3 percent per year, and if it is to benefit from the demographic transition that will expand the labor force.
To put Senegal’s growth performance in context, it is worth contrasting it with that of the fastest-growing countries. Table 1.1 lists the average gross national incomes of the fastest-growing comparator countries, by country group, based on data from the following country groups: sub-Saharan Africa, low-income countries, and lower-middle- and upper-middle-income countries. Low- and middle-income countries were selected based on their 1987 World Bank classification. Average real GDP per capita (in 2010 US dollars) over the 1987–2015 period was used to rank countries, excluding resource-rich ones.
TABLE 1.1 Gross National Income per Capita of the Fastest-Growing Comparator Countries, by Country Income Group, 1987, 1995, and 2015
(US dollars)
Source: World Bank, World Development Indicators.
Senegal’s annual per capita growth of only 0.6 percent for the period 1987 to 2015 was significantly lower than that of all the fast-growing countries over the same time period (Figure 1.2). In its previous high-growth episodes, Senegal’s per capita growth averaged 1.8 percent. In its current high-growth episode, it has reached the lower bounds of the top 10 among sub-Saharan African countries at 2.2 percent (equaling Tanzania in the 10th position). This differs from past experience, when growth fell short of the authorities’ targets under successive poverty reduction strategies. If the Plan Sénégal Émergent growth targets were achieved and maintained over the next 20 years, this would place Senegal in the same league as the fastest-growing sub-Saharan African economies of the last two decades, such as Cabo Verde, Mauritius, Mozambique, Rwanda, and Uganda (see Annex 2.1).
Figure 1.2. Average Real GDP Growth in GDP per Capita, Low- and Middle-Income Countries, Sub-Saharan Africa, and Senegal, 1987–2015
(Percent)
Sources: Senegalese authorities; World Bank, World Development Indicators; and IMF staff estimates.
Note: The low-income countries in the figure are Bangladesh, Bhutan, China, Ethiopia, India, Lao P.D.R., Mali, Mozambique, Sri Lanka, and Uganda; the middle-income countries are Cabo Verde, the Dominican Republic, Malaysia, Mauritius, and Seychelles; and sub-Saharan Africa comprises Cabo Verde, Mauritius, Seychelles, Tanzania, and Uganda.
Growth in Senegal has been driven mainly by public investment and remittance-fueled private consumption. Remittances grew by an average of more than 20 percent per year between 1995 and 2007 and have become a major source of financing for Senegal’s economy.3 Public investment also grew substantially, particularly during the 1995–2007 growth period, averaging 12 percent, while private investment registered only 6 percent average growth.
The performance of investments and exports in Senegal during this period, relative to that of the fastest-growing countries (Figure 1.3), helps explain why Senegal has had low per capita GDP growth for 30 years.4 Since our focus is on transformational growth, we have used a more ambitious yardstick than in other studies of growth episodes. In this book, a growth episode is defined as a period of growth in real GDP per capita of 3.5 percent or more for five or more consecutive years for the period 1987–2015. Table 1.2 lists the growth episodes by country for that period. Senegal’s investment (both public and private, including foreign direct investment) and exports, measured as a percentage of GDP, were both much lower than comparators’ averages.
Figure 1.3. Investments and Exports during Growth Episodes Relative to Comparator Country Average, Senegal
(Percent of comparators’ average)
Sources: Senegalese authorities; World Bank, World Development Indicators; and IMF staff estimates.
TABLE 1.2 Growth Episodes in Senegal and Eight Comparator Countries
Sources: World Bank, World Development Indicators; and IMF staff estimates.
Against this background, the chapters in this book examine how Senegal can achieve per capita growth rates of 4 to 5 percent per year over a 20-year period to become an upper-middle-income and emerging market economy. A common theme in the chapters is the need to implement key structural reforms by learning from countries that have successfully graduated from low-income status while navigating political economy constraints. The book touches on revenue mobilization; expenditure rationalization; financial stability and inclusion; and structural reforms to improve the business environment and attract private investment, including foreign direct investment, for globally competitive production and a reduction in poverty.
Beyond the confines of Senegal, the discussions in this book may offer lessons to low-income countries aspiring to reach their next income frontier. Many low-income countries in sub-Saharan Africa face similar challenges in their aspiration to move to upper-middle-income status; this book has broader application to the sub-Saharan Africa region as it attempts to provide policymakers with possible reforms to be completed to reach that objective.
The four chapters that make up Part I portray the macroeconomic environment in Senegal and explore what it means to be an upper-middle-income emerging market economy. These four chapters review Senegal’s industrial framework, look at whether and how Plan Sénégal Émergent growth targets can be achieved, discuss the concepts of upper middle income and emerging market, and review dimensions of inclusive growth. Their main conclusion is that Senegal’s goal of becoming an upper-middle-income emerging market economy by 2035 is attainable, provided that there is strong macroeconomic policy implementation as well as deep and front-loaded macro-structural reforms in key areas.
In Chapter 2, Ali Mansoor and Salifou Issoufou review the international experience in attaining and sustaining high growth for extended periods. They argue that a new approach to special economic zones along the lines taken by China and Mauritius may offer a way to create a space where new wealth can be created without having to tackle head-on the problems of rent seeking in the rest of the economy. A new special economic zone policy would rapidly put in place the institutional and regulatory framework required to unlock private investment, including foreign direct investment, and open economic space to small and medium-sized enterprises for a high, sustained, and inclusive growth. The authors warn that trying to achieve the Plan Sénégal Émergent objectives based mainly on expanded public investment is unlikely to succeed, because sustaining high growth also requires continued private investment, including foreign direct investment. As indicated by Senegal’s own experience and consistent with international experience, investment booms in themselves do not unlock sustainable growth.
Success requires enacting reforms that break with the past to open economic space for new, globally competitive wealth creation. In turn, supporting this new economic activity will require a combination of efficient investment in public infrastructure and human capital with structural reforms.
In Chapter 3, Mor Talla Kane chronicles the evolution of Senegal’s industrial policy from its independence to the inception of the Plan Sénégal Émergent. With the growth of its services sector, Senegal skipped the industrialization phase, evolving from a predominantly agrarian economy to a predominantly tertiary economy. Kane argues that Senegal’s industries are burdened by considerable constraints derived from high production factor costs and competition from imports by the informal sector. To forge a modern industrial sector in Senegal that capitalizes on the region’s opportunities, Kane proposes involving the private sector at every stage and improving human capital, in line with the Plan Sénégal Émergent.
Alexei Kireyev argues in Chapter 4 that Senegal’s aspirations to become an emerging market economy in 20 years can be fulfilled subject to strong policy implementation and macro-critical reforms focused on unlocking growth in key sectors. A fundamental upgrading of the business environment, Kireyev argues, is the single most important factor for accelerating growth. Senegal and other low-income countries aspiring to become emerging market economies can improve their business environment by learning from the experience of other countries that had similar initial conditions and have already reached upper-middle-income status. Possible mechanisms for experience sharing include peer learning efforts, regional capacity building, and direct support in policy design and implementation by peers.
In Chapter 5, Kireyev examines Senegal’s growth performance from the perspective of its poverty-reducing and distributional characteristics and discusses policies that might help make growth more inclusive. The main finding is that poverty has fallen in the last two decades but progress has slowed in recent years. Although available indicators sometimes give conflicting signals on distributional shifts, people in the middle of the income distribution have received the most benefit, mainly in urban areas. Further progress in poverty reduction and inclusiveness will require sustained high growth and an exploration of growth opportunities in sectors with high earnings potential for the poor. Better-targeted social policies and more attention to the regional distribution of spending would also help reduce poverty and improve inclusiveness.
To crowd in private investment and sustain long-term growth, the Plan Sénégal Émergent calls for a shift away from public consumption to boost investment in human capital (especially in education, health, and social protection) and public infrastructure (particularly electricity, highways, water systems, sewers, ports, and airports). In addition to expenditure rationalization and improvement of the public financial management system, revenue mobilization is also needed to finance Senegal’s development efficiently without hampering fiscal and debt sustainability. The five chapters in Part II examine revenue mobilization, public expenditure efficiency and rationalization, and debt sustainability.
In Chapter 6, Patrick Petit and João Tovar Jalles examine the need for a significant revenue mobilization effort in Senegal with a focus on what Senegal can learn from countries that have successfully reached upper-middle-income status. They argue that Senegal can learn from countries such as Argentina, Korea, Morocco, South Africa, Turkey, and Uruguay, all countries that have successfully increased the mobilization of direct taxes (corporate and personal income taxes, social contributions) through significant reforms in tax administration and in base broadening. These comparator countries have managed to better control a wider tax base, with measures that have included increasing the number of taxpayers, which in turn implies a greater formalization of the economy. Petit and Jalles show that such changes tend to go hand in hand with higher-quality spending (notably on health and education, which fall within the more general Plan Sénégal Émergent–inclusive objectives) that benefit wide segments of the population and thus help legitimize the revenue mobilization effort.
Chapters 7 and 8 both look at public spending. In Chapter 7, Serigne Moustapha Sène reviews in detail the evolution of the composition of public expenditure in Senegal. He concludes that although Senegal spends as much as the countries it aspires to emulate, the impacts remain mixed. Regarding progress on poverty, life expectancy, productivity, and such quantitative needs of the economy as infrastructure and human resources, Sène finds that current expenditures lag in effectiveness behind those made in other aspiring countries, even though on average Senegal spends as much as those countries do. An improvement in the technical efficiency and in the allocation of government spending is therefore essential. Sène proposes government spending reforms aimed at complementing the innovations that are underway, in particular within the context of economic, fiscal, and financial reforms. These reforms fall under the umbrella of reducing waste in spending through improved efficiency and include (1) ensuring that wage increases are tied to performance, (2) widely publicizing the conclusions of the 2014 government-commissioned study on remuneration in the civil service to create strong consensus on the need to rationalize the wage bill, and (3) continuing the use of the precautionary reserve envelope. The precautionary reserve envelope was introduced in 2015 and requires that yearly additional current spending be tied to reforms and that additional capital spending be used only for projects that have been subjected to proper cost-benefit analysis.
Chapter 8 looks closely at what Senegal needs to make public expenditure more growth friendly. João Tovar Jalles and Carlos Mulas-Granados conclude that Senegal needs to bring the wage bill under control and eliminate redundant spending on goods and services while improving operations and maintenance spending. Jalles and Mulas-Granados’ view is that investment in human capital in education and health needs to grow more in quality than in quantity, while investment in physical capital requires a careful selection and evaluation of projects to make sure Senegal gets a high economic and social return from every infrastructure project it undertakes in the years to come. They believe that the fiscal strategy associated with the Plan Sénégal Émergent could be given a greater chance of success if current budget institutions are strengthened. This could be accomplished by moving to robust medium-term budget frameworks, making greater use of expenditure reviews, and having stronger intergovernmental fiscal coordination.
Senegal’s development needs require efficient management systems for public investment to help ensure a higher growth impact from public investment spending and fiscal and debt sustainability. Consistent with the logic of Collier (2007), Chapter 9 emphasizes improved management of public investment in Senegal in connection with the Plan Sénégal Émergent. Salifou Issoufou, Mouhamadou Bamba Diop, and Rajesh Anandsing Acharuz show that on paper, Senegal’s public investment management system appears adequate. In practice, however, that system does not follow international best-practice standards. To reach the goal of becoming an emerging market economy by 2035, Senegal’s public investment management system needs to be improved at every stage, from ex ante to ex post evaluations. Issoufou, Diop, and Acharuz’s belief that Senegal’s public investment management system could be improved draws from the experiences of countries such as Mauritius. A first step would be to strengthen the coordinating role of the central planning body and bring together the different government structures responsible for public investment planning and programming to help eliminate or minimize the risks of bypassing the system. Another important step would be to provide enough financial and human resources to government structures in charge of conducting systematic ex ante assessments of public investment projects. Other areas recommended for improvement include better coordination between the national strategy and sectoral policy, a reactivation of the project selection function while systematizing midterm reviews of public investment projects, and making ex post assessments of programs and projects mandatory.
In the presence of revenue shortfalls, when ambitious development plans such as the Plan Sénégal Émergent are financed, public borrowing is inevitable. If used to finance productive investment, borrowing has been shown to have a positive impact on growth, consistent with the neoclassical growth theory. As Senegal and many low-income countries embark on debt-financed development and in light of rising ratios of public debt to GDP in the wake of the completion of the Heavily Indebted Poor Countries and Multilateral Debt Relief Initiatives, care needs to be taken to ensure that public debt does not spiral out of control.
In Chapter 10, Birahim Bouna Niang reviews the structure of Senegal’s public debt and indebtedness since early 2000 and provides policy recommendations that would help ensure public debt sustainability. Niang warns that financing significant infrastructure projects relying on commercial external borrowing would put further pressure on debt sustainability, raising debt service in the medium term. The rapid accumulation of debt observed during the past 10 years, attributable primarily to the persistence and relatively high level of the primary budget deficit, would suggest the adoption of new fiscal rules and a broadening of the fiscal space through improved fiscal performance. To ensure the sustainability of public debt while allowing for a countercyclical fiscal policy, Niang proposes a few fiscal rules. These include (1) replacing the basic budget balance, which does not take into account all resources and all public spending, with a cap on the overall budget balance as a percentage of GDP;5 (2) adopting a British-type golden rule, stating that borrowing should be undertaken for investment purposes only, to serve as a safeguard for the appropriate use of public debt; and (3) capping the share of debt service in budget resources, as is done in Argentina, where the ceiling is set at 15 percent (Berganza 2012), to avoid a situation in which debt repayment crowds out investments (infrastructure, education, health) in the future.
The financial system in Senegal, while growing rapidly, is typical of that in low-income countries, being concentrated in and dominated by the banking sector, with commercial banks representing about 90 percent of the financial system. A large number of microfinance institutions supply limited financial services targeting lower-income households. Insurance companies account for most of the remainder of the domestic financial system. The regional securities and equity market is a marginal source of funding, except for funding obtained by the government. The interbank market remains underdeveloped. Pockets of vulnerability exist in banking operations, including the operations of public banks.
As a member of the West African Economic and Monetary Union (WAEMU), Senegal follows a number of key macroeconomic and financial policies designed and implemented at the union level, while responsibility for others rests with national authorities. The role of national authorities within the WAEMU system is particularly important for growing the financial system, though these authorities play a smaller role in guarding financial stability. The two chapters in Part III look at ways to make Senegal’s financial system more stable, deeper, and more inclusive in the context of WAEMU.
Chapter 11 provides a general overview of the financial stability arrangements facing Senegal and other low-income countries and highlights some issues for further consideration. Patrick Imam examines the characteristics of the financial stability framework in WAEMU, contrasting the role of Senegal’s authorities with that of the regional supervisor. He then provides an overview of the financial stability risks in Senegal before proposing ways to analyze systemic risk, policies to mitigate systemic risk, and how to improve the crisis management system.
In Chapter 12, Bamba Ka examines financial inclusion in Senegal as a catalyst for emergence. He first notes that the status of financial inclusion in Senegal has improved during recent years, in terms of the various initiatives the government has undertaken at the domestic and subregional levels. Accordingly, a greater proportion of the adult population now has access to basic financial services, through credit institutions, microfinance institutions, or electronic money issuers. Ka argues, however, that because Senegal still lags behind its peers, programs tailored to the different segments of the population must be developed. The author proposes policy recommendations aimed at awareness raising, consumer protection, and financial education, to ensure that the territory is adequately covered and to develop the microinsurance sector in rural areas.
A large body of empirical research finds that structural reforms can lead to better resource allocation and greater productive capacity. At the cross-country, industry, and firm levels, economic institutions that promote competition, facilitate entry and exit, and encourage entrepreneurship and innovation have been found by various authors to increase productivity growth.6 The chapters in Part IV examine various facets of structural reform in Senegal and, by drawing from other countries’ experiences, propose ways to successfully implement reforms needed for countries like Senegal to achieve robust and sustained growth and to foster convergence to higher income levels.
Chapter 13 examines the structural reforms associated with emergence in countries that have successfully navigated the journey and draws lessons for Senegal. Because Senegal has a history of sluggish reform implementation, Aliou Faye, Bertrand Belle, and Nyasha Weinberg argue that Senegal must, among other efforts, focus on structural reforms that change incentive structures, that is, moving away from patronage and rent seeking toward greater risk taking to create new wealth. It must also enhance the quality of its institutions to deliver economic governance consistent with this shift and improve the business environment. Faye, Belle, and Weinberg believe that a system that allows a minimum of discretion and has clear and transparent rules that are easy to comply with and in which ex post verification replaces prior authorization would provide space for small and medium-sized enterprises to emerge from the informal sector, grow, and attract foreign direct investment.
Governance is taken up in Chapter 14. Daouda Sembene reviews the evolution of governance and institutional characteristics in selected groups of countries, with a special focus on sub-Saharan Africa. Drawing from the lessons learned by these countries, he then analyzes ways to help ensure that governance reforms can succeed in Senegal. Sembene believes that for Senegal’s emergence to become a reality, there needs to be improvement in the credibility of policies and accountability of government officials, an increase in transparency, and better predictability in decision making. Achieving all of this will, in turn, require coalition building to advance reforms with domestic and external stakeholders, particularly those with potentially opposing interests.
Senegal’s business environment is analyzed in Chapter 15. Mamadou Lamine Ba and Tom O’Bryan review the determinants of attractiveness to investors, outline the policies and reforms already undertaken by the government of Senegal to support the private sector, and draw lessons from the country’s experiences with those reforms. The authors argue for drawing on and making use of tools and methods tested in countries such as Morocco and Mauritius, which over the past 10 years have managed to at least double their per capita income and joined the ranks of emerging market economies. The authors believe it will be necessary for the various stakeholders to build and consolidate coalitions that will enable Senegal’s economy to prosper and remain competitive over the medium and long terms by upholding the principles of free enterprise and of widely recognized economic and democratic governance.
Chapter 16 explores policies regarding the informal economy. Informal firms have been found consistently to have lower productivity than formal firms, although the largest productivity gaps are found among small informal firms. Ahmadou Aly Mbaye and Nancy Benjamin find that the prevalence and behavior of informal firms is strongly influenced by the investment climate and discuss options that exist for reforms in labor regulations, infrastructure, and energy costs that could bring down the cost of doing business. They argue that improvements in the judiciary, in tax systems, and in public expenditures have the potential to increase the incentives for these firms to modernize their practices and raise productivity. Mbaye and Benjamin conclude by cautioning that large informal firms are unlikely to increase their public contributions without a public-private accord that ensures that other firms like themselves will observe such an agreement, as well as assurance that the government will deliver better public services, a better business climate, and better use of public resources in exchange for higher tax payments from the informal sector. Furthermore, even though small informal firms have little to offer in public funds, programs to improve worker training and entrepreneurship skills can improve their business practices and the climate for competition among small and medium-sized enterprises.
The industrial fabric of a country is crucial to its development. Large enterprises in Senegal include the sugar, vegetable oil, and wheat-flour bread industries. In Chapter 17, Ahmadou Aly Mbaye, Stephen S. Golub, and Philip English analyze the performance and pricing in these industries, assess current policies, and make recommendations for policy reforms. The reforms they recommend are aimed at serving the general interest of Senegalese society, as outlined in the government’s Plan Sénégal Émergent. The sugar, edible oil, and flour sectors in Senegal are fraught with controversy, with the government facing difficult choices and pressures from competing interest groups, each driven by its own rent seeking. The government faces intractable trade-offs between conflicting objectives, namely maintaining employment in these industries, keeping the prices of these basic consumer items low to help the poor and head off social unrest, limiting incentives to smuggle cheaper products from neighboring countries, and obtaining fiscal revenues to finance public goods. The authors believe that the battles over rents in these industries are a sideshow to the deeper issues of reducing poverty and raising incomes. They argue that to raise incomes, labor-intensive economic growth is required. Growth in turn depends on developing a competitive economy that can export goods and services that other countries’ consumers want to buy. Rather than protecting import-competing industries, Mbaye, Golub, and English suggest that Senegalese policy should focus on export competitiveness. Industries with export potential include edible groundnuts, fisheries, tourism, horticulture, mining, telecommunications, and possibly light manufacturing.
Part IV, and indeed the book itself, ends with a study of social inclusion and protection in Senegal, essential components of any sound development policies and programs. Oumar Bassirou Diop examines social protection in Chapter 18 and recommends a set of policies that can help Senegal achieve greater social justice and equity in connection with its development effort. Diop finds that the social protection system in Senegal is excessively narrow and that it is experiencing serious performance problems, with limited capacity to meet various social protection and risk management requirements. Diop argues that complementary policies and programs to reduce poverty and vulnerability and promote social cohesion should encompass strategies for education, health, nutrition, population, water purification and supply, and food security and specifically should seek to develop irrigation, inclusive finance, women’s autonomy, environmental protection, climate change management, disaster management, and social protection.
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Ali Mansoor and Salifou Issoufou
The Plan Sénégal Émergent calls for Senegal to be an emerging market economy by 2035 and aims to make the country a logistics and industrial hub for the region. This vision is shared by an increasing number of low-income countries and is inspired by the success of a growing cohort of economies, including several in Africa. It is also being pushed, as a result of democracy, by the aspirations of the people, who are increasingly frustrated at being left behind.
The goal is for Senegal, after 60 years of independence, finally to move forward economically and in so doing reduce poverty and create jobs and economic opportunity for its entire population. Senegal has been punching above its weight in international affairs as a key ally of the West and as a purveyor of good principles and values—humanism, tolerance, and cultural sophistication—and more recently as a beacon of democracy. However, the position of high regard in which it is now held by many may suffer if Senegal continues to fall behind economically, especially in relation to other African economies.
The Plan Sénégal Émergent is a reaction to these various requirements and aims to make Senegal a key player in the region through better infrastructure, greater human development, and better governance. The plan aims to develop key sectors, such as agriculture, agribusiness, mining, and tourism. To achieve these goals, Senegal would need to accelerate its per capita growth rate from its average of about 0.5 percent over the last 30 years to a rate in the range of 4 to 5 percent.1 Success is within grasp, but it will require that the Senegalese elite make strategic decisions to move away from rent seeking and rent sharing to the creation of new wealth based on globally competitive activity.
This chapter warns that an attempt to achieve the Plan Sénégal Émergent objectives based mainly on expanded public investment is unlikely to succeed, because sustaining high growth also requires continued private investment, including foreign direct investment. From a purely rent-seeking point of view, however, achieving the Plan Sénégal Émergent objectives by expanding public investment may be the most attractive option.2 This reality—that investment booms in themselves do not unlock sustainable growth—is indicated not only by Senegal’s own experience but by consistent international experience, as presented in this chapter. Success requires making reforms, breaking with the past to open economic space for new globally competitive wealth creation. In turn, supporting such new economic activity will require a combination of efficient investment in public infrastructure, investment in human capital, and structural reforms.
The structure of the chapter is as follows. The first section reviews the international experience in attaining and sustaining high growth for extended periods. Concrete proposals in this regard are presented in the remaining sections. These proposals are centered on the view that a new approach to special economic zones along the lines that China and Mauritius have followed may offer a way to open space for new wealth creation without having to tackle head-on the problems of rent seeking in the rest of the economy. A new special economic zone policy would rapidly put in place the institutional and regulatory framework required to unlock private investment, including foreign direct investment, and would open economic space to small and medium-sized enterprises for high, sustained, and inclusive growth. The chapter concludes with a proposal for contingency planning to avoid the derailing of Plan Sénégal Émergent targets when risks manifest themselves.
It is clear that in a first-best world, the reforms that hold back inclusive growth would be adopted to apply across the whole economy. However, as the necessary policies are unlikely to be adopted, the novelty of this work is to suggest the creation of a special economic zone as a more politically feasible option. In turn, this raises the question whether this will actually work, a highly relevant question because special zones or regimes, whether they concern physical spaces or policy regimes, have a history that is largely one of failures.
The first point to note is that while there have been many failures, there have also been successes, as documented by Farole and Akinci (2011). In some cases, the successes have been so spectacular that their special-regime aspect may have been overlooked, as in the cases of China, Dubai, Ireland, Korea, Mauritius, and Singapore. As The Economist pointed out in April 2015:
First, offering nothing but fiscal incentives may help get a zone off the ground, but it does not make for a lasting project. The most successful zones are entwined with the domestic economy: South Korea, for example, has been good at fostering links with local suppliers. Zones need to be connected to global markets. Improving infrastructure for this purpose has a bigger impact on the success of zones than tax breaks do. This often requires public spending to upgrade roads, railways and ports to handle the extra freight. Lack of such investment has been the downfall of many an SEZ [special economic zone] in Africa. Lots of the continent’s new zones will fail for lack of a reliable power supply or because they are too far from a port.3
Each of the six countries noted earlier had a different set of initial conditions that are likely not replicable in today’s Senegal. However, what these countries showed is that focusing on exporting and being globally competitive allows policies and institutions to evolve in ways that can produce results in very varied circumstances. In this context, it may be worth contrasting the reasons for success in China and Mauritius.
China is in many ways a unique case in its combination of political economy, discipline, and work ethic. Mauritius, by contrast, enjoyed fortunate timing, coincidentally deciding to open up just as investors in clothing manufacture were keen to leave Hong Kong SAR and local businessmen with large financial surpluses from selling sugar at preferential prices to the European Union were keen to attract foreign partners, for whom the special economic zone was mainly a flag signifying that the country was open for business.
The key point is that in a world of global networks, there is at least some foreign direct investment for which the binding constraint on locating in a country is the quality of the logistics, the institutions, and the enabling policy. Senegal has been unable to attract foreign investors because of resistance to policy and institutional change on the part of rent seekers, who have mobilized to keep the economic status quo—an issue discussed elsewhere in this book (see Chapters 13 and 17).
Indeed, as pointed out by Farole and Akinci (2011, 1), “despite many zones having failed to meet their objectives... many others are contributing significantly to growth in foreign direct investment (FDI), exports, and employment, as well as playing a catalytic role in integration into global trade and structural transformation, including industrialization and upgrading.” They also note that, in addition, the survey results show clearly that the investment climate inside the zone—specifically, infrastructure and trade facilitation—is linked to program outcomes.
Therefore, the governance arrangement for building and operating a special economic zone is clearly the critical issue. Success will largely rest on the willingness of Senegalese authorities and public opinion to allow outsiders from, among other places, China, France, Mauritius, and the United States to play key roles in governing the zone and its logistical links to the rest of the world. It may well be that the resistance of those who enjoy the status quo in Senegal today would be so strong that it would not be possible to carve out such a space for small and medium-sized enterprises and foreign direct investment where a liberal economic regime would prevail. If so, there may be no politically feasible strategies that would allow Senegal to rapidly move up the world income ladder.
It is the belief of all the authors of this book, however, that this is not the case. Indeed, the political economy argument is that a deal could be negotiated wherein rentiers preserve their gains by agreeing to the creation of a space for new activity by small and medium-sized enterprises and foreign direct investment based on liberal economic rules. By not pressing for reform to roll back existing rents,4 it may be possible for the rentiers of Senegal to accept a carve out, much as has been the experience of the successful countries listed earlier.
Recent experience, particularly since 1987, suggests that high per capita growth has been achieved by a number of countries (see Annex 2.1).5 However, countries that have embarked on important investment programs have had mixed fortunes.6 Those that complemented investment in human capital and infrastructure with ambitious structural reforms have unlocked foreign direct investment and private sector activity that propelled them forward. Those that just ramped up public spending without accompanying reforms merely accrued debt; many such countries, including Senegal, still remain low-income countries.
The analysis compares two sets of countries.7 The first set consists of 24 of the fastest-growing low-income, middle-income, and sub-Saharan African countries. The second set consists of 40 high-debt countries and was derived by applying criteria on growth in debt position as well as the evolution of debt-to-GDP ratios between 1990 and 2013.8 During this period, the fastest-growing countries averaged higher than 4.5 percent growth in GDP per capita, leading to income levels that by 2015 were approximately four times their initial level. In contrast, the high-debt countries accumulated debt during the period and grew at a rate of only 1.75 percent, a rate that would allow them to double their living standards only every 40 years.
The successful countries sustained growth by relying on foreign-direct-investment-driven exports and on an expansion of private investment both as a share of GDP and as share of total investment. In contrast, those that accumulated debt did not seem to do so (Figure 2.1). Over this period, on average, exports increased by almost 4 percentage points of GDP in the high-growth countries. High-debt countries, which include Senegal, instead saw a dip in exports of 0.5 percent of GDP. The changes in foreign direct investment, as a percentage of GDP, followed a similar pattern: foreign direct investment increased by more than 4 percent of GDP in the high-growth countries between 1990 and 2013. In contrast, the high-debt countries saw virtually no increase in foreign direct investment.9 Hausmann, Pritchett, and Rodrik (2005) find that in the high-growth countries, the growth acceleration driven by economic reforms tended to be sustained.10
Figure 2.1. Change over High-Growth Episodes in Exports, Foreign Direct Investment, and Private Investment, High-Growth and High-Debt Countries versus Senegal
(Percent of GDP)
Source: World Bank, World Development Indicators.
Note: For a list and definition of the 24 high-growth countries and the 40 high-debt countries used in this analysis, see Annex 2.1.
Senegal’s own growth rate declined during the episode of debt accumulation, consistent with the typical experience of high-debt countries as a whole. This is partly explained by the failure of public spending to crowd-in private investment. In fact, the high-debt countries registered a decrease in private investment (as a percentage of GDP). In contrast, the sustained growth in high-growth countries seems to be underpinned by crowding-in private investment, which rose in percentage of GDP.
BOX 2.1 Unlocking Growth with Public Investment
The regressions in Table 2.1.1 consider cross-country empirical evidence regarding the factors that have contributed to growth. The dependent variable is growth in GDP per capita. All three regressions include fixed effects to address any country-specific potential causes of growth not captured by the other variables. Across all three regression specifications, we see that public investment has no significant differential effect from the total level of investment in the economy. Additional regressions, not shown in the table, find that private and public investment have a similar magnitude and significance for growth.
TABLE 2.1.1 Growth Regressions: Public Investment Complementarities
Source: Authors’ calculations.
*p <.10; **p <.05; ***p <.01.
Instead, this analysis focuses on the interaction between public investment and other potential causes of growth. Considering the second and third columns of the table, the regressions show that there are strong complementarities between public investment and increasing levels of private investment and trade. This suggests that the effect of public investment on growth is amplified when accompanied by more trade and private investment. Sustained growth therefore can be achieved when countries complement public investment with structural reforms that encourage an increase in private investment and trade.
To provide a sense of what these coefficients mean for Senegal, increasing public investment by 5 percent of GDP, if accompanied by an increase in private investment by 5 percent of GDP, would lead to an increase in the GDP per capita growth rate of nearly 1 percent. This same increase in GDP per capita growth could also be achieved by making the same increase in public investment accompanied by increasing trade by 15 percent of GDP. If Senegal were to achieve the same level of private investment as the high-growth comparator countries (19.4 percent of GDP), as compared with Senegal’s current rate of 16.7 percent of GDP, while still increasing public investment by 5 percent of GDP, this would lead to an estimated 0.75 percent increase in the growth rate of GDP per capita.
Senegal could achieve even greater growth by reaching the same level of trade as the high-growth comparators—86.1 percent of GDP as compared with Senegal’s current 64.9 percent of GDP—such that the 5 percent increase in public investment complemented by the increase in trade would lead to an estimated increase of 1.2 percent in GDP per capita growth. Public investment in infrastructure such as roads and ports, which facilitate trade and encourage private investment to reach levels seen in the high-growth countries, could increase the growth rate of GDP per capita by nearly 2 percent. This would render emerging market status attainable for Senegal.
Hausmann, Pritchett, and Rodrik (2005) also confirm that episodes of sustained growth and growth acceleration usually coincide with a sharp uptick in private investment and trade. However, macroeconomic volatility and external shocks are negatively associated with the duration of growth episodes, while increasing sophistication in export products tends to prolong growth.11
The data presented in Box 2.1 support these findings. Senegal could increase its GDP per capita growth rate by up to 2 percentage points by promoting trade and private investment to complement the public investment in human capital and infrastructure supporting these activities. If it were to do so, it would be taking a highly significant step in achieving the growth rates envisaged by the Plan Sénégal Émergent to achieve emerging market status within 20 years.
In addition, Beck, Demirgüç-Kunt, and Levine (2005, 224) find that “a prosperous small and medium-sized enterprise sector is a characteristic of flourishing economies.”12 In the high-growth countries, the small and medium-sized enterprise sector accounted for over 64 percent of total employment on average over the period 1990–2000. In Senegal, by contrast, this sector contributed approximately 56 percent of all jobs (Beck, Demirgüç-Kunt, and Levine 2005).
This analysis is encouraging: it highlights the fact that, with the right package of policies, there can be a rapid positive response, as was seen in Mauritius. After the government’s implementation of a raft of reforms in Mauritius in 2006, within a year or so annual company registration more than doubled from just over 2,000 to almost 5,000. At the same time, in what had become a more open system, there was also more Schumpeterian creative destruction. The annual closure rate for companies rose to 2,700 a year in the second period, compared with less than 500 a year in the first period. In part, this large amount of churn also reflected the global financial crisis. From 2007 to 2010, the annual closure rate was only 50 percent higher: an average of 650 businesses closed each year.
Further analysis reveals interesting social developments that were occurring in Senegal. Figure 2.2 suggests that, relative to the high-growth countries, Senegal spent a comparable percentage of GDP on public expenditures for education and health. However, in Senegal this spending did not translate into a similar increase in its Human Development Index score. Senegal’s score was comparable to that of the high-growth low-income countries in 1990 and even slightly ahead of the sub-Saharan African countries, but it fell behind both over the period. This suggests that spending was much more efficient in the high-growth countries and highlights the importance of investment in these sectors.
Figure 2.2. Public Spending on Education and Health, High-Growth Countries and Senegal
(Percent of GDP)
Source: World Bank, World Development Indicators.
Note: For a list and definition of the 24 high-growth countries, see Annex 2.1.
In conclusion, to achieve the goals set in its Plan Sénégal Émergent, Senegal would need to devise and implement a critical mass of reforms to encourage private investment, including foreign direct investment; open up space for small and medium-sized enterprises; and encourage and expand exports.
In determining how to move Senegal in this direction, it may be useful to consider the experience of Mauritius. Mauritius is one of the high-growth comparator countries and also one of the peer countries with which Senegal is building a partnership. Indeed, Mauritius achieved growth objectives similar to those of the Plan Sénégal Émergent, maintaining average purchasing-power-parity per capita GDP growth of 4 percent over 28 years (from 1987 to 2015). It did so by promoting exports, opening space to small and medium-sized enterprises, and leveraging trade agreements (see Mansoor 2016). Despite the country’s limited natural resource endowments and high vulnerability to external shocks, the Mauritian story offers an example of how carefully orchestrated reforms, underpinned by the right institutional setup, can support successful structural transformation.
In its postindependence era, Mauritius has relied on preferential arrangements in the sugar industry and on preferences set by the Multi-Fiber Arrangement to promote exports of sugar and textiles. Between 1980 and 2000, GDP per capita more than tripled to reach $3,800 in 2000. Exports increased more than tenfold to reach 60 percent of GDP in 2010. To become an upper-middle-income economy, Mauritius expanded progressively from relying mainly on the primary sector (sugar), to adding secondary sector activity (textiles), to expanding the tertiary sector (tourism and financial services).
Senegal’s growth strategy could greatly benefit from an integrated and coordinated export strategy. This strategy could leverage both the African Growth and Opportunity Act to export to the United States and the Economic Partnership Agreement to expand exports to the European Union.13 The Plan Sénégal Émergent envisages such leveraging together with a boost in exports to Senegal’s neighboring countries in West Africa. Currently, however, less than 1 percent of public financing in Senegal goes directly to an export strategy.14
The Mauritius experience suggests that a well-calibrated, aggressive trade policy, leveraging trade agreements, could yield great results in Senegal. More specifically, existing exports could be boosted through better coordination of assistance to export-oriented industries to support their exploration of markets and to provide market intelligence, better access to appropriate financing, and facilitation of improvement in quality and other standards. For example, despite preferred access to the US market through the African Growth and Opportunity Act, US imports from Senegal have remained marginal since 2000 (Figure 2.3). This failure to expand exports further highlights the need to improve the competitiveness of Senegal’s economy through the reforms suggested in this book.
Figure 2.3. Bilateral Goods Trade between the United States and Senegal, 2000–12
(US$ millions)
Source: IMF staff estimates and projections.
Mauritius also used special economic zones effectively. Its export processing zone, which was more a concept than a physical zone, addressed the need to create a liberal and open trading platform in an economy that was highly regulated. By creating a regime outside the system in which entrenched interests were, by definition, not present, it became possible to apply liberal policies on labor, regulations, and taxes. Importantly, although there were episodes in which tax holidays were granted, the export processing zone worked well when there was a tax system with low rates (15 percent)15 and there were arrangements to facilitate and simplify compliance. China has adopted a similar system, including short-term tax holidays to cover the initial start-up period but with low tax rates prevailing for most of the period of active production.16
For Senegal to achieve Plan Sénégal Émergent growth rates, it will have to double the growth rates recorded in the past two decades. This can happen only if there is a new economic model based on a structural break with the past. From 1995 to 2013 economic expansion in the country was modest and volatile. GDP growth averaged 4 percent (1 percent per capita) with a 1.7 percent standard deviation. Senegal therefore has been a victim not only of low growth, but also of economic uncertainty.
Its growth fluctuations have partly been caused by uneven agricultural production, exogenous shocks, and—most important—an insufficiently diversified economy. Low growth has reflected major bottlenecks in the supply side of the economy; the dominance of rent generation and rent sharing is an obstacle to wealth creation based on globally competitive activity. This is seen, for example, in the fact that the largest employer outside government is the sugar company, Compagnie Sucrière Sénégalaise, which employs 6,000 workers, where the value addition is small and comes at a high cost to consumers and the economy from the opportunity cost of sustaining inefficient production (see Chapter 17). Bureaucratic infighting, which may sometimes also relate to rents, will also need to be addressed if Senegal is to develop the clear regulatory framework required to achieve a high and balanced growth path.
Senegal faces important supply constraints that hamper growth and development. Increased infrastructure spending, especially in transportation and power generation, will be crucial to address these constraints and unlock growth. Such investment is particularly important if Senegal is to be a hub for regional and international trade. The country will also need significant private investment, particularly foreign direct investment, to complement investment in public infrastructure and in human capital (education, health, and social safety nets).
The Plan Sénégal Émergent foresees a virtuous circle of growth by unlocking these supply constraints. However, it is not specific about how this can be set in motion. In Senegal, embarking on the journey envisaged by the Plan Sénégal Émergent will require providing incentives and space for unlocking new wealth creation. In turn, this will require reforming the regulatory framework to put in place institutions and policies friendly to those outside the elite and to Senegal’s international partners.
In addition to unlocking inclusive growth through more and better-paying formal-sector jobs and opportunities for small and medium-sized enterprises to emerge and grow (see Chapter 16), the proposal for a new approach to special economic zones can also help achieve the Plan Sénégal Émergent’s social objectives. These include rural electrification and access to clean water, education, health care, and social safety nets. These social objectives will be facilitated by the combination of increased tax revenue to pay for them from the new activities and the increased purchasing power the population will gain from better jobs and economic opportunities arising not only in the special economic zones but from linkages to the rest of the economy.
Unleashing Senegal’s growth potential requires taking action in six areas:
Taking strong action on supply constraints, such as the regulatory framework, and cultivation of a business climate friendly to foreign direct investment and to small and medium-sized enterprises.
Investing in human capital and infrastructure.
Reducing inequality of opportunities by expanding private employment in the formal sector and providing broader access to education and health services.
Counteracting gender disparities.
Developing a new social contract between elites and the rest of the population that fairly shares the benefits of new activity.
Planning for adverse shocks to ensure adequate fiscal space to sustain the Plan Sénégal Émergent investment plan.
The first five of these action areas can be implemented through a properly conceived approach to special economic zones. The last area requires continuing the reforms in public financial management that the Ministry of Finance has initiated.
Ideally, rent seeking should end in Senegal, and the energy spent on generating and sharing rents should be redirected to new wealth creation. At a minimum, Senegal could continue to live with the sharing out among the privileged elite of existing rents, but only if space is also created for small and medium-sized enterprises to grow and for foreign direct investment to be aimed at globally competitive production using Senegal as a platform. In a new zone with no lobbies or rents to worry about, it should be possible to adopt liberal economic policies rapidly, as was done in the special economic zones in China and the Mauritius export processing zone.17 This would lead to the virtuous circle that many of the high-growth countries have unlocked. Improved growth performance would raise revenue and, subsequently, increase fiscal space for investment spending without putting unsustainable pressure on the deficit or public debt.
Efforts to improve the overall business climate are important and should continue. However, if improvements in the climate only continue at the current pace, in a decade’s time Senegal’s overall business climate would still rank in the bottom half among all countries. Given the entrenched interests that make more rapid progress in moving to a business-friendly regulatory framework unlikely, an alternative strategy may be needed. The best bet, as in China and Mauritius (which faced similar political economy issues), may be for Senegal to use special economic zones.
Some caution may be required in adopting this approach, however. Farole and Akinci (2011, 4) warn that “special economic zones have had a mixed record of success. Anecdotal evidence turns up many examples of investments in zone infrastructure resulting in ‘white elephants’ or zones that largely have resulted in an industry taking advantage of tax breaks without producing substantial employment or export earnings.” Senegal’s own experience in this regard has been one of failed special economic zone policy, with firms moving from one failed special economic zone to the next one with no new investment (Baissac 2001).
In part, early failures reflected overly restricting the zones to manufacturing, making it difficult to organize ancillary services. However, in Senegal the most important barrier to success may be that the special economic zones set up there to date have been used as yet another source of rents, because they have overemphasized tax benefits at the expense of fixing the business climate and logistics framework.18
It is also noteworthy that attempts to imitate the Chinese approach have failed in India. In the case of India, Aggarwal (2006) notes that critics have seen special economic zones more as vehicles for real estate development than as venues for promoting exports. Although he argues that these zones in India have had a catalytic effect on new sectors such as jewelry and perhaps information technology, Aggarwal also concludes that their economic contribution has remained miniscule at the national level. This has been due, he argues, to their failure to attract investment and promote economic activities—an experience similar to that of Senegal. On a more positive note, Wei Ge (1999) points out that in China, special economic zones served as a policy means to facilitate trade and financial liberalization, enhance resource utilization, and promote economic growth and structural changes.
The objective in Senegal would similarly be to use special economic zones as a vehicle to put in place rapidly a business climate that would be in the top 10 in the world. This would enable Senegal to attract investors, whether domestic small and medium-sized enterprises to be brought in from the informal sector, start-ups, or foreign direct investment aiming at globally competitive production for the world market.19 (In this context, Annex 2.2 provides additional analysis that justifies the relevance of action to open opportunities for formalization so that informal enterprises can grow and contribute to the creation of new wealth and jobs.)
Indeed, it may be useful to refer to the analysis of Baissac (2010), who describes the impact of such reforms in Mauritius. The export processing zone has played an immense role in the secular transformation of the island, attracting foreign direct investment, generating massive technology transfers, integrating Mauritius into global commodity chains, and leading the way toward the creation of a series of growth poles (the Freeport, the International Banking Center, the Integrated Resort Scheme, the Cybercity, the new special economic zone, etc.) whose combined effect has been enormous. Also of fundamental importance has been the zone’s contribution to political stability, through the provision of employment and the creation of a virtuous circle of growth and development. Overall, the Mauritius export processing zone has acted as an important contributor to transforming the island into Africa’s premier country in many comparative rankings (Baissac 2010).
For the proposed special economic zone model to be effective and different from the current special economic zone regime on offer in Senegal, the government will need to shift its notion of special economic zone away from the current emphasis on tax giveaways and instead promote good economic governance. An important part of this better governance will be more proactive involvement of stakeholders. In particular, workers and investors in the zone and in nearby local communities all need to have a voice.
One way to think of this approach is as “one country, two systems.” Such a shift should be encouraged; the law that created the special economic zone already endows its governing authority with the mandate to make laws and regulations in all areas except those in the domains of the ministries of interior, finance, and foreign affairs. As such, the first priority would be to appoint a governing board that could make decisions and implement and modify the regulatory framework. This governing board should be in place within the first month of the special economic zone’s launch.
In the case of the special economic zone to be jointly operated with the government of Mauritius, this governing board could be made up of representatives from Agence nationale chargée de la promotion de l’investissement et des grands travaux (APIX), Fonds souverain d’investissements strategiques (FONSIS), the Ministry of Finance, and the agency responsible for industrial platforms (Agence d’aménagement et de promotion des sites industriels, or APROSI), representatives appointed by the government of Mauritius (which could include someone from the Joint Economic Council, representing private sector interests), representatives from the Senegalese investors who set up in the zone (including for small and medium-sized enterprises and for larger firms), representatives from foreign investors (including for the investor selected to develop the zone), representatives of the workers who will actually be working in the zone (both blue collar and white collar), and one representative of nearby local communities. The board could appoint a small management team to put in place and update the regulatory framework, to find and oversee the investor who will develop the zone, for human resources and administration, and for mobilizing investors to invest in the zone and provide it with the appropriate services (including small and medium-sized enterprises and start-ups). At the outset, the board could adopt all the laws of Senegal as they currently stand, but subsequently modify them based on consultation with and recommendations from investors, workers, and their representatives on the board. Similarly, the zone could at the outset adopt the Mauritius tax regime and further modify it as required. The board’s mandate would be to modify the rules and regulations so that, within six months, the special economic zone has one of the top 10 business climates in the world.
The approach outlined would allow operations to begin rapidly, keep the focus on creating a good business climate, and end the long discussions regarding what approach to take.
To emulate Mauritius and other comparators, Senegal would also need to address key supply constraints that also limit its growth potential. As discussed at greater length in Kireyev and Mansoor 2015, a short-term growth rebound is unlikely to result from a demand effect related to increased public spending: fiscal multipliers tend to be small for developing countries—and sometimes even negative. The multipliers are low because demand-driven stimuli are hampered by supply constraints. This is likely to be the case in Senegal, where electricity, transportation, and human capital available to the formal private sector all require policy attention. Moreover, the large informal sector and low levels of foreign direct investment are the result of a poor business climate, clearly signaled by Senegal’s low rankings in the World Bank’s Doing Business Index.
International experience suggests that growth can be unlocked by relaxing supply constraints. However, this may take longer than expected, because a critical mass of reforms needs to be in place before growth can be unleashed. A particularly clear illustration of this concerns electricity. Even if other bottlenecks are addressed, when electricity supply remains limited and unreliable, businesses may not invest in additional capacity, and production will therefore fail to respond to the other reforms. While it is easier to understand the challenge with a tangible issue such as electricity, the same dynamic applies with more abstract issues, such as those related to the regulatory framework. Because the reforms to the regulatory framework are extensive, it will take time for them to be enacted. This suggests that one ought to be both more ambitious about the scope of reforms and more patient in revising the speed at which Senegal could reach a growth rate of 7–8 percent. What is clear is that a “big push,” with front-loaded public investment, cannot lead to rapid gains in growth unless sufficient supply constraints are addressed to crowd-in private investment.
It may be useful to clarify that the high-growth economies did, in general, boost their public investment, and clearly Senegal will also need to do so (as envisaged by the Plan Sénégal Émergent) in order to unlock sustainable and inclusive growth. However, the issue is not so much the necessity of public investment but, as discussed earlier, the necessity of reforms. For such a boom to have positive and lasting effect instead of mainly producing debt, it needs to be accompanied by reforms that unlock foreign direct investment and give space to small and medium-sized enterprises for globally competitive production. Such major reforms to improve the regulatory framework and business climate for foreign direct investment and small and medium-sized enterprises might not happen quickly, given the influential lobbies favoring the status quo. Moreover, as has been seen with Senegal’s program to expand electricity production, in undertaking new investment projects it takes time to increase effective productive capacity.
Our review of high-growth countries suggests that for Senegal, while gains in growth may be more gradual, they could indeed be significant over the medium term as reforms tackle the supply constraints. Successful countries maintain growth for long periods rather than having very high growth spurts that fizzle out. In our sample of 25 high-growth countries, GDP per capita growth increased by more than 3½ percent and doubled living standards within 20 years. Furthermore, the potential gains in Senegal could, in the long term, be even more significant than envisaged in the Plan Sénégal Émergent if the growth spurt is not a sprint but a marathon. With the right reforms, an improved business climate, and sound fiscal policy, Senegal could attract the private investment, particularly foreign investment, required to achieve its growth potential.
Plan Sénégal Émergent policies aimed at promoting inclusive growth will be critical to sustaining higher growth. A critical challenge faced by many emerging markets and developing economies is in their capacity to sustain growth over time.20 Typically, sub-Saharan African countries’ periods of growth in GDP per capita, on average, last approximately 11 to 13 years, which is 10 to 11 years shorter than the growth spells enjoyed by advanced and fast-growing emerging market economies (see Berg, Ostry, and Zettelmeyer 2012). In addition, sub-Saharan African countries’ growth periods have tended to end with prolonged stages of negative growth (between –3 and –7 percent). The end result has been overall weaker growth performance, even though most of these countries did experience periods of high growth.
As mentioned earlier, Senegal’s growth performance is relatively poor compared to that of the average sub-Saharan African country. First, continued periods of growth of GDP per capita have lasted only about eight years in Senegal (compared with the sub-Saharan Africa average of a dozen or so years); second, the average growth rate itself has been lower than the average for sub-Saharan Africa.
Berg, Ostry, and Zettelmeyer (2012) provide a useful framework for comparing Senegal with the high-growth economies. Many of these countries had a similar level of income per capita in the early 1990s, but have moved ahead over the past quarter century and achieved growth similar to that aspired to in the Plan Sénégal Émergent. Berg and his coauthors find four critical factors that appear to explain why countries enjoy prolonged periods of positive growth: income equality, trade openness, political institutions (that is, the degree of democratic space), and foreign direct investment (Figure 2.4). Three main stylized facts emerge.
Figure 2.4. Factors in Prolonged Periods of Positive Growth and Senegal’s Growth Performance
Sources: Berg, Ostry, and Zettelmeyer 2008; and authors’ calculations.
Note: For each variable, the height of the bar shows the percentage increase in spell duration resulting from an increase in the variable for the 50th to the 60th percentile, with the other variable at the 50th percentile (except in the case of autocracy, which is not a continuous variable). For autocracy, the figure shows the effects of a move from a rating of 1 (50th percentile) to 0 (73rd percentile).
FDI = foreign direct investment.
First, Senegal received relatively high levels of foreign direct investment during its growth episodes compared with other high-debt cases. Simultaneously, Senegal’s foreign direct investment was less than half that of the high-growth comparators, which suggests scope for catch-up if the right policies are in place. This underscores the importance of Senegal focusing on reforms to attract foreign investors. In addition to creating a special economic zone business climate among the top 10 in the world, it will be important to have continued improvements in the overall business climate. In this regard, Senegal would do well to follow in the footsteps of Rwanda, which rapidly improved its business climate, and Mauritius, which strove to be in the top tier in Africa. Peer learning in this area has been supported by the World Bank and could be usefully explored.
Second, over the past decade, Senegal has made two significant changes to its institutions that bode well for achieving Plan Sénégal Émergent growth objectives. First, it has become more integrated into the global economy, with more open international trade and improved diversification.21 Second, Senegal has proved that its democracy functions well, an example being the peaceful and democratic transition of political leadership during the most recent presidential elections in 2012. Thus, Senegal has the basic prerequisites for prolonged periods of high growth as envisaged by the Plan Sénégal Émergent. Indeed, based on empirical results, with these two institutional improvements, Senegal could have achieved a prolonged period of growth of about 24 years instead of the 8 years that it recorded.22 This is exactly what is needed for the Plan Sénégal Émergent.
Third, Senegal may be less vulnerable to worsening inequality due to sustained growth, since Senegal is not far from the high-growth comparators in terms of income inequality (Figure 2.4). Indeed, comparing Gini coefficients between Senegal and comparator countries suggests that Senegal’s distribution of income was only about 1 percent less equal than that of the comparators in 2013. However, in many growing economies, there may be an increase in income inequality as the growth process takes off, unless attention is paid to ensuring that growth is inclusive.
When implementing the Plan Sénégal Émergent, the Senegalese authorities should therefore focus on effective measures to reduce inequality of opportunity. In particular, the most effective policies for lasting improvement in opportunities involve more private formal-sector employment.23 Assuming a supportive regulatory framework, this in turn rests on investment in human capital—through broader access to education and health services and effective social safety nets. In contrast, direct subsidies—especially when they target producers (for example, the electricity sector)—are less likely to reduce inequalities: they do not represent an effective means by which to target the low-income population. They also represent an opportunity cost of forgone spending on health, education, and social safety nets.
Planning for contingencies will be critical to avoid derailing Plan Sénégal Émergent targets when risks manifest themselves. An obvious risk relates to Plan Sénégal Émergent implementation falling behind if reforms prove difficult to enact. To mitigate this risk, it would be useful for the team monitoring the plan to track and monitor the implementation of reforms. One potential strategy for gathering data would be to request that each ministry or agency identify the two to three key reforms it needs to implement for the Plan Sénégal Émergent to succeed. This could be built into the monitoring system, set up with assistance from the World Bank. The main reform for any given year would then be linked to the reserve envelope in the budget. Additional funding in the budget would be released contingent on the agreed-upon reform being implemented.
In addition, Senegal is also exposed to spillover risks—that is, risks pertaining to the global economy and largely beyond the control of the Senegalese authorities. Planning for these risks is critical, given that their impact on growth could potentially derail Plan Sénégal Émergent targets. The manifestation of these risks could increase tension in fiscal balances by reducing the fiscal space available for investment in human capital and public infrastructure. Mitigating them will require planning and prioritization in order not to jeopardize the investment spending (both human and physical) critical to the Plan Sénégal Émergent. Such planning could be based on (1) streamlining public expenditure and (2) maintaining prudent fiscal and debt policies to allow Senegal to preserve its access to financing in the event of an adverse shock.
Dealing with these risks will require building on the debt anchor that has been established. The debt anchor provides credibility to the fiscal deficit and debt objectives, but a mechanism is required to rapidly curtail low-priority spending if circumstances so dictate. In coordination with the appropriate line ministries, a unit in the Ministry of Finance could identify those low-priority items that could be cut as part of the next budget if fiscal space were needed to attain Plan Sénégal Émergent objectives while curtailing budget deficits. This contingency plan could be updated annually as part of the budget exercise. Such actions also have merit in the sense that they could reduce the cost of access to capital markets, further increasing fiscal space for investment in human capital and public infrastructure.
The 24 high-growth countries are composed of the 10 fastest-growing countries (measured in terms of GDP per capita) in each of three categories: middle-income countries, low-income countries, and sub-Saharan African countries; there is some overlap between the groups.
The list of 40 high-debt-episode countries is derived by applying the following filter:
A country that experienced a growth in debt position of 2 percent a year consecutively for at least five years in trend, with no more than two years of deviation from trend consecutively within the five-year period.
The country’s debt position exceeded 40 percent of GDP at some point between 1990 and 2013.
The variables reported in Annex Table 2.1.1 for high-debt countries, including Senegal, are computed as three-year averages before the start of debt episodes and through the end of the debt episode.
ANNEX TABLE 2.1.1 Average Real GDP Per Capita Growth in High-Income and High-Debt Countries, 1987–2015
Sources: World Bank, World Development Indicators; and IMF staff calculations.
ANNEX TABLE 2.1.2 Forty Countries with High-Debt Episodes since 1990
Sources: World Bank, World Development Indicators; and IMF staff calculations.
Note: Italics indicate countries that have benefited from the Heavily Indebted Poor Countries (HIPC) Initiative.
This annex aims to describe the developments regarding the size of the informal economy between 1991 and 2015 in a set of 51 low-income countries and emerging market economies.24 Empirical evidence suggests that (1) the size of the informal economy decreased in most countries; however, it declined more in high-growth countries than in high-debt ones; (2) in some highly indebted countries, informality actually increased during the period under study; and (3) high levels of informality appear to be correlated with lack of government effectiveness, regulatory quality, and rule of law, as well as poor control of corruption, particularly in highly indebted countries.
The characterization of the informal economy has been debated in both policy and academic circles. There is no unique definition of the informal economy in the literature, and terms such as shadow economy, black economy, and unreported economy have been used to define it.25
Measuring informality is important, given that workers in informal conditions have little or no social protection or employment benefits, and these conditions undermine inclusiveness in the labor market and consequently economic growth. According to the World Bank’s Pensions Database, more than 50 percent of the labor force in transition countries does not contribute to any pension scheme, and this ratio escalates to 90 percent of the labor force in sub-Saharan African countries.26 Most of the informal activity goes underground to avoid the burden of administrative regulation and taxation, thus harming public finances. It is striking, however, that the informal economy plays a much bigger role in high-debt countries relative to high-growth countries.
The size of the informal economy has been decreasing, on average, in most countries (Annex Figure 2.2.1).27 However, there are marked differences when comparing high-growth countries with high-debt ones. First, the size of the informal economy was greater in high-debt countries than in high-growth ones from 1991 to 2014, on average. Second, the size of the informal economy has decreased more rapidly in high-growth countries than in high-debt ones, by 12.1 percentage points of GDP in the former compared to 10.1 percentage points of GDP in the latter.28 Third, in some low-income highly indebted countries, informality actually increased during the period under study. The literature suggests many factors underpinning the size of the shadow economy.
Annex Figure 2.2.1. Change in the Size of the Informal Economy between 1991 and 2014
(Percent of official GDP)
Source: IMF staff calculations.
Existing research finds a causal relationship between the quality of institutions and the size of the informal economy. Building on this literature (see, for example, Schneider 2012 and Abdih and Medina 2013), a nonparametric Spearman correlation analysis is used to relate the size of the informal economy with four measures of institutional quality: (1) governance effectiveness, (2) regulatory quality, (3) rule of law, and (4) control of corruption.
Spearman’s rank correlation results (Annex Table 2.2.1) suggest that there is a negative, and statistically significant, correlation between the quality of institutions and the size of the informal economy when using the full sample. However, when analyzing the high-debt vis-à-vis the high-growth group independently against the four institutional quality measures, the statistical significance persists only for the high-debt group.
ANNEX TABLE 2.2.1 Spearman Rank Correlations for High-Debt and High-Growth Countries
Source: Authors’ estimations.
**p >.05; ***p <.01.
The quality of public institutions seems to be a key factor for the development of the informal sector. As argued in the literature, the efficient and discretionary application of tax systems and regulations by government may play a crucial role in the decision of conducting undeclared work. Policies aimed at eliminating the corruption of bureaucracy and government officials and at establishing a good rule of law by securing property rights and contract enforceability seem to increase the benefits of being formal.
Other policies have also been found to reduce the extent of informality, such as those aimed at improving the regulatory framework for business, labor market institutions, reducing tax burden (where excessive), and providing informal workers with access to skill upgrading. The last area is of extreme importance, because any inclusive growth agenda should provide all vulnerable groups in the society with access to skills upgrading.
1 Abdih, Y., andL. Medina. 2013. “Measuring the Informal Economy in the Caucasus and Central Asia.” IMF Working Paper 13/137, International Monetary Fund, Washington, DC.
2 Aggarwal, A. 2006. “Special Economic Zones—Revisiting the Policy Debate.” Economic and Political Weekly (November 4).
3 Baissac, C. 2001. “Senegal’s Special Economic Zones Program: Historical Performance, Contribution to Reform, and Prospects.” Unpublished, World Bank, Washington, DC.
4 Baissac, C. 2010. “Planned Obsolescence: Export Processing Zones and Structural Reform in Mauritius.” Unpublished, World Bank, Washington, DC.
5 Beck, T.,A. Demirgüç-Kunt, andR. Levine. 2005. “SMEs, Growth, and Poverty: Cross-Country Evidence.” Journal of Economic Growth 10 : 199–229.
6 Berg, A.,J. Ostry, andJ. Zettelmeyer. 2008. “What Makes Growth Sustained?” IMF Working Paper 08/59, International Monetary Fund, Washington, DC.
7 Berg, A.,J. Ostry, andJ. Zettelmeyer. 2012. “What Makes Growth Sustained?” Journal of Development Economics 98 : 149–66.
8 Cangul, M.,A. Jonelis, andL. Medina. 2017. “The Informal Economy in Sub-Saharan Africa: Size and Determinants.” IMF Working Paper 17/156, International Monetary Fund, Washington, DC.
9 Farole, T., andG. Akinci. 2011. Special Economic Zones, Progress, Emerging Challenges, and Future Directions. Washington, DC: World Bank.
10 Feige, E. L. 2005. “A Re-Examination of the ‘Underground Economy’ in the United States; A Comment on Tanzi.” Macroeconomics0501021, EconWPA. Originally published in IMF Staff Papers 33 (4): 768–81 (1986).
11 Ge, W. 1999. “Special Economic Zones and the Opening of the Chinese Economy: Some Lessons for Economic Liberalization.” World Development 27 (7): 1267–85.
12 Hausmann, R.,L. Pritchett, andD. Rodrik. 2005. “Growth Accelerations.” Journal of Economic Growth 10 : 303–29.
13 Kireyev, A., andA. Mansoor. 2015. “Making Senegal a Hub for West Africa.” African Department Paper, International Monetary Fund, Washington, DC.
14 Mansoor, A. 2016. “Political Economy of Reform.” Chapter 6 in Africa on the Move: Unlocking the Potential of Small Middle-Income States, edited by L. Leigh andA. Mansoor. Washington, DC: International Monetary Fund.
15 Schneider, F. 2012. “The Shadow Economy and Work in the Shadow: What Do We (Not) Know?” Discussion Paper 6423, Institute for the Study of Labor (IZA), Bonn, Germany.
16 Warner, A. 2014. “The Next Big Thing for Africa—Public Investment as an Engine of Growth.” IMF Working Paper 14/148, International Monetary Fund, Washington, DC.
Mor Talla Kane
There is no single best emerging market model. In the course of its development, each country follows its own path based on its human, economic, and natural resources and drawing on its capital as a civilization. However, whatever path it takes, every emerging market has put industry at the heart of its economy’s structural transformation. The dynamic approach therefore is often indistinguishable from that of the performance of the manufacturing sector.
It is unanimously acknowledged that the industrial sector has the power to affect labor productivity; raise the level of training; improve the quality of both human capital and productive capital; stimulate the productive exploitation of natural resources; increase exchanges between and within sectors; enhance and disseminate scientific, technical, and technological potential; and so on. Generally speaking, industry is the engine driving the economy of those countries today that are experiencing the greatest growth and creating the largest number of jobs.
In Senegal, therefore, industry could make a substantial contribution to increased productivity, increased agricultural sector output, and better economic use of the country’s resources, hence the interest in giving it a pivotal role to play in the implementation of the Plan Sénégal Émergent.
Apart from the New Industrial Policy initiated in 1986, with its somewhat mixed results, Senegal has not managed to prepare and conduct a real industrialization policy. There have admittedly been a number of initiatives, including the Industrial Redeployment Policy, but even this last example was a policy lacking in visibility as a result of the state’s inability to drive the process. That failure was underscored in the diagnostic undertaken for the Plan Sénégal Émergent, one of whose aims is to make Senegal a regional hub for logistics and industry.
Economic output in Senegal is distributed as follows: agriculture accounts for 18 percent of GDP, industry 24 percent, and the services sector 58 percent. The industrial sector consists mainly of agro-industry and electricity generation. The bulk of the country’s industrial enterprises are concentrated in the industrial zone in Dakar. The sector’s major challenges are still the small size of its industrial units, high factor costs, underutilization of production capacity, and limited, costly access to financing for the private sector comprising Senegalese citizens. In addition, the country has been unable to successfully pursue decentralization, a policy that would allow it to exploit the enormous potential in the regions and mitigate the stifling concentration of enterprises in and around Dakar.
In 2015, Senegal’s industrial fabric comprised some 1,270 enterprises, distributed as follows: 45 percent in the food industry, 12 percent in the chemicals industry, 4 percent in energy, 3 percent in extractive industries, and 36 percent in manufacturing. The industrial park (all sectors included) is dominated (92.5 percent) by small and medium-sized enterprises. There are only 80 large enterprises. Over 2009–13, the food industries accounted for more than 36 percent of the industrial park, compared with 13.6 percent for agriculture, livestock, and fisheries-related enterprises; 10.4 percent for mechanical engineering enterprises; 9.4 percent for paper and cardboard enterprises; and 8.6 percent for chemical industry enterprises.
As shown in Figure 3.1, Senegal’s economic fabric is dominated by small-scale enterprises (45.8 percent) and medium-scale enterprises (39.4 percent), with just 10 percent of the country’s firms being large enterprises (Agence Nationale de la Statistique et de la Démographie [ANSD] 2015).1 There is a vulnerability in the economy’s being so dominated by small and medium-sized enterprises, and it reflects the relatively fragile state of Senegal’s industrial fabric, as confirmed by the diagnostic study under the Plan Sénégal Émergent. That study reveals that the industrial base is substantially fragmented, with production units of relatively small size and a limited number of large players in a structuring capacity. Moreover, financing for these small and medium-sized enterprises is still a serious challenge, owing to a lack of diversified, innovative financial instruments and mechanisms, such as leasing, venture capital, and low-cost or social funding (fonds de solidarité) to support private investment growth. Currently, small and medium-sized enterprises account for only 16 percent of Senegalese banks’ portfolios (ANSD 2015).
Figure 3.1. Distribution of Distressed Enterprises by Size
Source: Private Sector Support Directorate, Senegal.
There is certainly nothing unusual about this situation, when we consider another characteristic of Senegal’s industrial sector: its excessive indebtedness due to the fact that its low profits limit the possibilities of financing through its own funds. According to Senegal’s National Agency of Statistics and Demography, the indebtedness ratio, measured as the ratio of total debt to total liabilities, averages 78.3 percent for the sector as a whole. The end result is that industrial firms are mostly financed through borrowing, a state of affairs that is particularly critical among small and medium-sized enterprises.
An analysis of the structure of the debt of small and medium-sized enterprises reveals that it is mostly short term, meaning most of the borrowing is undertaken to finance operating costs rather than investment. Financing thus remains one of industry’s chief concerns. As is true in many low-income countries, the small and medium-sized enterprises’ difficulties have to do with working balances and cash flow, access to lines of credit, financing for investment, the exorbitant cost of credit, exacerbation of the level of indebtedness, high production factor (such as energy) costs, and unfair competition from the informal sector (CCIAD 2016).
The high cost of energy in Senegal is one of the main constraints for industries and enterprises of all kinds and sizes, and this factor is closely related to the country’s competitiveness. Clear progress has been made in energy distribution in recent years, with a substantial reduction in power outages that had plagued industrial production for some time. However, there is scope for further efforts at lowering the cost of energy, which can represent up to 60 percent of the cost of products in the more electricity-intensive industries.
In summary, Senegal has a small and fragile industrial sector, characterized by the near total absence of very large enterprises, insufficient borrowing capacity (which is particularly alarming in the case of small and medium-sized enterprises), and substantial concentration on a small number of exportable products. Despite all of these challenges, Senegal has a base on which it can build an industrial policy, a mechanism for improving its business environment, sizable agricultural resources and mineral reserves, a geo-strategically advantageous position, a young and relatively well-educated population, a rehabilitated macroeconomic framework with increasing economic growth rates, an expanding transportation and telecommunication infrastructure network, and membership in a relatively dynamic economic region.
After it gained its independence, Senegal continued to rely on the incipient industrialization model of the colonial period, which was based on making the most of its agricultural, fishing, mining, and other output. Unlike the other countries in West Africa, it had an industrial base with enterprises geared to satisfying regional market demand. On its own initiative, the state quickly acquired an industrial base focusing on a few sectors in agro-industry, chemicals and petrochemicals, seaside tourism, and financial institutions.
In the agro-industrial sector, several enterprises devoted themselves to developing agricultural produce, fishing, and canning (LESIEUR, the Electrical and Industrial Company of Baol [SEIB], and AFRICAMER) and to livestock, leather, and hides (BATA), to name only the largest ones. Among the success stories, the textile sector became one of the best integrated in sub-Saharan Africa, with two units (the Cotton Industry of Francophone Africa [ICOTAF] and SOTIBA-SIMPAFRIC). In the chemical and petrochemical sector, the country had enterprises at an international scale, such as Industries Chimiques (ICS) in chemicals, a refinery (SAR), and a cement manufacturing enterprise (SOCOCIM), with SAR and SOCOCIM each supplying several countries in the region in their respective areas.
Finally, Senegal was quick to develop its tourism industry, establishing large global groups to exploit its coastlines and position Dakar as an international center for congresses and conferences. To finance its development and the industrial sector, the government built strong institutions, such as Banque Nationale de Développement du Sénégal (BNDS), SOFISEDIT (tourism), Union Sénégalaise des Banques, Banque SénégaloKoweitienne, Banque Commerciale du Sénégal, SONEPI (small and medium-sized enterprises), and so on.2
In the absence of a dynamic private sector, the state was the chief initiator and facilitator of that tourism-related industrial hub, which it protected from international competition. The tariff barriers erected against the entry of products from third-party countries thus enabled Senegal’s nascent industrial enterprises to survive for several decades. However, the limitations of that policy quickly became apparent when Senegal, whose economy relies heavily on agriculture, was confronted with its first series of droughts (in 1970, 1972, and 1973) and then with the oil crisis, which depleted the state funds that until then had been used to support incipient industries. The country was subjected to a series of structural adjustment plans, which were destined to put an end to both government subsidies and import substitution policy. The government was required to divest itself of almost all of its industrial sector portfolio, most of which was dismantled in the wake of the shift toward more liberal economic policy. Accordingly, much of Senegal’s industrial base was privatized, restructured, or liquidated.
With Senegal’s adoption of the New Industrial Policy in February 1986, tariffs were dismantled, and all other forms of protection for the country’s industrial sector were eliminated. Manufacturing was exposed to international competition and was forced to engage in efforts to export products with higher value added.
The New Industrial Policy was guided by the following principles: less protection through tariffs, elimination of nontariff protective barriers, a more competitive Senegalese industrial sector, promotion of high-value-added products, and a rapid revival of manufacturing. In the end, at the behest of development partners, the government abandoned sectoral approaches to development, and industrial development in particular, in favor of an across-the-board improvement of the business environment. This shift in strategy precipitated the closing down of entire segments of the productive system, which were ill-prepared for such a brutal weaning. Between 1993 and 1998, the New Industrial Policy is thought to have brought about the loss of 5,000 jobs in the country and the closure of 14 percent of Senegal’s industrial enterprises.
It should be pointed out that, contrary to the initial New Industrial Policy plan of action, only the policy’s tariff-dismantling measures were actually implemented, which in the end reduced the policy to a simple fiscal reform. Nevertheless, despite its disastrous consequences for the country’s industrial framework, which were mainly due to its faulty implementation, the New Industrial Policy document turned out to be Senegal’s best-written industrial policy paper. It made possible an analysis of the entire productive system with a depth that would not be found in any subsequent studies.
After a long pause, followed by a diagnostic assessment of industrial policy between 1986 and 2001, in 2002 the Senegalese government adopted the Industrial Redeployment Policy and then, in 2004, the Plan of Action that went with it. The Industrial Redeployment Policy can be broken down into three levels:
Spatially, it sought a rebalancing of the country’s industrial establishments.
By sector, it pursued a reorganization of the productive system and its reorientation toward new growth sectors.
Professionally, it promoted the managerial capacity building needed to promote competitive, high-productivity enterprises.
The goal was to endow Senegal with a tightly knit, modern, dynamic, and competitive industrial sector, delivering high-value-added industrial products thanks to access to technologically advanced activities, and so on. That was to guarantee the country’s industrial take-off, optimizing the industrial sector’s performance indicators and its weighting in the national economy from a stagnant 16 percent of GDP in 2004 to at least 20 percent of GDP by 2020. To achieve that goal, the Industrial Redeployment Policy was supposed to focus on “upgrading the industrial sector” and “endogenous industrial development.”
Unfortunately, like the New Industrial Policy, the Industrial Redeployment Policy was never accompanied by the supporting measures envisaged in its Plan of Action, which prevented it from achieving its goals of reviving a sector that in fact had markedly declined. In contrast to the objectives proclaimed in the policy, since it was implemented, the Industrial Redeployment Policy has underperformed: industrial processing of natural resources remains low; there has been a leveling off or even a decline in the workforce for several years; and there are but paltry results to show for industrial decentralization. Dakar alone continues to account for almost 90 percent of all industrial enterprises in Senegal, 70 percent of value added in its industrial sector, 75 percent of permanent industrial jobs in the country, and more than 75 percent of wages paid in the sector.
The Industrial Redeployment Policy has been unconvincing for a private sector that seems worryingly indifferent to it, whether because the private sector was insufficiently involved in the policy’s development, or because the policy was poorly communicated, or because the private sector’s priorities lie elsewhere.
Finally, the country’s industrialization has come up against a failure to grasp the dynamics of sectoral change, the obstacles that sectors face, and the sectors’ potential. At times there has been a failure to discern the weighty trends shaping industry worldwide, which determine the directions it can take. In short, there has been an inability to anticipate, and a lack of forward-looking thinking.
Unlike the New Industrial Policy and the Industrial Redeployment Policy, the Plan Sénégal Émergent is not an exclusively industrial policy. It serves as a national benchmark for economic and social policy that, when it refers to industrialization, takes into account lessons learned from the previous policies, and it discusses the outlook for the future.
The plan seeks to increase industrial value added, that is to say, the industrial sector’s contribution to growth, by substantially improving and diversifying exports, enhancing the business environment, and expanding access to production factors (energy, credit for small and medium-sized enterprises, and so on). It aims to turn Senegal into a regional logistical and industrial hub and to develop three integrated industrial platforms, mainly in the agro-food, textiles, and construction materials sectors.
Several interesting initiatives have been pursued to render the country more attractive to investors. Be it with regard to industrial platform projects, new-generation interconnected infrastructure, or the decentralization of processing activities, the Plan Sénégal Émergent opens up new industrialization prospects for Senegal by improving the physical ecosystem in which industries evolve. Thus, learning from the failures of the regional industrial free zone and industrial development corporations (which, with the exception of Dakar, have been disappointing), the establishment of special economic zones and industrial parks prioritizes improvement of the industrial environment thanks to a steady supply of integrated services. Surveys have been conducted among numerous industrialists who, in recent years, have opted to relocate to other countries like Côte d’Ivoire and Ghana or else have just carried out extension projects there. Their responses document the shortage of sites in Senegal with the right facilities and the greater openness of public administrations in those other countries.
Like the industrial parks, the special economic zone project was supposed to be a response to those concerns. The same concerns had also prompted the Diamniadio logistical platform project, initiated in connection with the first Millennium Challenge Account (MCA) compact but never carried out.
By combining a new generation of infrastructure projects with the opening up of production zones, thanks to the construction of a well-designed and diversified transportation network throughout the national territory, the Plan Sénégal Émergent is aiming for both effective industrialization and spatial balance. Naturally, the industrial platform projects, the new-generation interconnected infrastructure, and the decentralization of processing activities will need to be supplemented with tax and commercial incentives to attract investors to the plan’s 10 specialized and labor-intensive poles in the textiles, agri-food, household products, electronics, services, aeronautical, and other sectors.
Finally, the Plan Sénégal Émergent is to be commended for anchoring industry in agriculture. That should ensure significant bandwagon effects for the overall regional economy. By according this incubator role to agricultural poles that are competitive and integrated into value chains with high-value-added potential in the production regions, the plan has the ambition of making agriculture the engine of industrialization.
However, for its industrial policy to succeed, the country has to overcome its greatest weakness, which is the difficulty it has in charting a course and sticking to it. After the plan has been formulated, the required efforts must be made to go the full course and complete the reforms, even those most difficult to achieve.
With the explosive growth of its services sector, Senegal appears to have embarked on a unique course in its development process, going from a predominantly agrarian to a tertiary economy, skipping the industrialization phase (IMF 2017). The country’s economy is now characterized by the parallel existence of a formal sector and a large informal sector that includes major importers. In addition to facing high factor costs, low productivity, difficult and costly access to credit, and so on, Senegalese industry has to contend with unfair competition from massive imports of (often Asian) products that circumvent trade regulations. A number of studies, including the Plan Sénégal Émergent diagnostic, have focused on fraud and import competition, which are among the main factors impeding the development of local industry. In 2014, the National Federation of Industries of Senegal expressed concern over this problem, in a memorandum submitted to the Senegalese authorities, in connection with sectors such as the footwear industry, electrical equipment, school supplies, and vegetable oils, to mention only a few. According to recent estimates, turnover in these industries reportedly declined by 35 to 60 percent over the period 2009–14 as a result of anticompetitive practices, including fraud, smuggling, and dumping.
The scope of fraud may be illustrated by two sectors: vegetable oil and textiles. In the case of vegetable oil, a 2015 study on oilseed oils sponsored by the National Confederation of Employers of Senegal (CNES) found serious anomalies in determining the customs values declared for imports from Indonesia, Malaysia, and Turkey, among other places (CNES 2015). It was also found, in the examination of customs statistics, that certain importers have made large-scale use of tariff positions that no longer exist in any of the versions of the current harmonized customs nomenclature system, in order to undervalue their charges. Imported cooking oil, priced at as little as half of the levels on the world market, has almost totally destroyed the entire oilseed industry, which is now down to one enterprise, as compared with six a few years ago (CNES 2015).
Senegal’s textile industry is the second case illustrating the scope of fraud, and its plight is typical of sectors that, despite great potential, have paid a heavy price for total, uncontrolled liberalization. The textile sector had been perfectly integrated during the 1970s, with producers ranging from fiber production to apparel, but it was destroyed by massive imports, particularly second-hand clothing and the pirating of flagship products such as Wax, which in the past were exported to the United States and Europe. Moreover, customs statistics derived from the National Agency of Statistics and Demography’s Enquête sénégalaise auprès des ménages [Household Survey] (ESAM) revealed that annual fraud involving Wax represents 28.8 percent of total annual consumption and corresponds to approximately CFAF 35.3 billion per year (Mbaye 2005).
In many sectors, the decline in industry is largely attributable to the scissors effect between fraud and high production costs. We must also add to these considerations the tax burden. This is substantially borne by the formal sector, which contributes more than 95 percent of the country’s tax revenue, as against 3 percent from the informal sector (Mbaye 2005).
However, we also observe interesting migration patterns in which players in the informal wholesale import sector migrate to industry. During the past few years, the informal sector has provided many of the new captains of industry, who have succeeded in migrating after spending several years developing their skills in wholesale trade. Many of those recent converts to industry have been quite successful in sectors that can be relatively complex or capital intensive.
Intense domestic competition in the informal wholesale sector has encouraged some traders to invest in industrial sectors in which they control the product marketing chain. Accordingly, the informal sector plays a twofold role, both exercising “predation and renewal” of industry and serving as an incubator for future entrepreneurs. In addition, if the informal sector can provide a cohort of industrial operators, as we are seeing happen more and more frequently, it becomes important to examine this sector more seriously than in the past. This will be valuable for gaining an understanding of the informal sector’s internal dynamics against the backdrop of the structural transformation of the Senegalese economy, within which the sector plays a dominant role.
To summarize, industry is subject to two major constraints: high production factor costs and unfair competition from the informal sector (such as fraud, underinvoicing, and dumping). Without going so far as to adopt the same protectionist policy that has made it possible for today’s emerging market economies to prepare their industries for international competition, domestic industries must be protected from the devastating practices of the informal wholesale import sector. In practice, the community protection measures provided for that purpose are generally ineffective, either because they are circumvented or because they are not a deterrent. Some industrial operators believe that the main reason for the closure of enterprises and divestiture is this lack of protection against unfair practices, which encourages massive, uncontrolled imports of competing products.
The Plan Sénégal Émergent outlines a clear vision and precise goals for the industrial sector. However, to overcome one of the government’s weaknesses in connection with the operational problems the New Industrial Policy and Industrial Redeployment Policy have encountered, it is essential for the government to chart a course and to stay on that course. It would be desirable to maintain an inclusive approach, in which the private sector is involved at every stage, in order to build the consensus required for the industrialization policy to succeed.
Accordingly, for the Plan Sénégal Émergent to succeed, (1) public administration needs to be mobilized, (2) consensus has to be consolidated, (3) a support mechanism needs to be reconstructed and streamlined, (4) the education system needs to be reinvented, (5) subregional opportunities need to be seized, and (6) strategic steering mechanisms and a long-term industrialization project need to be pursued.
For its industrialization policy to succeed, Senegal needs a stronger administration resolutely committed to a dynamic virtuous circle of renewal and development. The administration must be capable of pushing in-depth reforms through to completion in an ongoing and structural process. The country has the good fortune to possess a strong, high-quality public administration; this public administration now needs to be sensitized, motivated, and engaged in making sure that the Plan Sénégal Émergent’s vision for industry materializes.
In emerging markets, the private sector has been able to benefit from an encouraging environment spurred on by the agility, good governance, and commitment of civil servants at all levels of administration. This has been key to successful public policies. Malaysia is a particularly interesting case because of the special role the government and its administration have played. Under the leadership and vision of Mahathir Ibn Mohamed and his Wawasan 2020 [Vision 2020] program, the country was transformed over the period 1981–2003 from one based on a primary sector economy to a production area for high-tech and telecommunications products. In Korea, the expansion of strong, competitive industries based on chaebols, conglomerates of Japanese-inspired enterprises, owes much to the voluntarist policy similar to the Japanese model of Park Chung-hee (Amsden 1989). The same state voluntarism is found in Taiwan Province of China and Singapore (Schein 1996). The concept of the “developmental state” has often been used to characterize this type of public policymaking and implementation under substantial impetus from the state (Evans 1995).
Accordingly, while departing from time to time from liberal precepts, the state in Southeast Asia was the most effective agent of industrialization policy in countries that would go on to become emerging market economies. It was the driving force of development in all sectors of the iron and steel industry, infrastructure, ship construction, electronics, and banking. Moreover, one of its priorities was to push to build a critical mass of national champions capable of standing up to international competition (Kateb 2011) and to help them in their strategy of international expansion.
Ultimately, the success of emerging markets cannot be explained without reference to the special role traditionally played by the state, particularly in Asia and to a lesser degree in Latin America (Kohlia 2007). In the countries in these regions, a genuine revolution in the mentality of a formerly omnipotent public administration has made it possible to create a dynamics of development led by an enterprising private sector aided and abetted by government services that are now more receptive to the business world. Thanks to that, their firms have been able to transcend the domestic market by raising their competitiveness and productivity, producing an increasingly sophisticated range of products to capture demand from global consumers. Their emergence has unfolded with the support of administrations that opted to pursue a proactive approach, a clear vision, and strong ambitions to forge a robust and powerful industrial sector.
Senegal has a tradition of dialogue within the administration that goes back many years. Consultation processes take place at different levels, beginning with the sector ministries, where technical issues are concerned, and with the prime minister or head of state for cross-cutting and general issues. These processes have made it possible to involve the private sector in the development of certain tax or customs reforms, to mention only the most common instances. By contrast, this dialogue has been insufficient when it comes to sharing strategic guidelines. Although strategic guidelines are the purview of the state, better dialogue regarding them could help to forge a strong consensus around a shared vision.
Alongside this technical consensus building, Senegal’s Presidential Investment Council has, since 2002, become the framework for a public-private dialogue initiating and proposing reforms for improving the country’s business environment. The council’s multidisciplinary and multistakeholder working groups have been at the origin of the measures that have helped improve Senegal’s Doing Business rating. Through the facilitation of a quality dialogue between civil servants and the business model, consensus has emerged on many issues, making it easier for the administration to accept reforms.
Despite occasional resistance and delays by the administration, the business environment has greatly improved since 2002. Senegal has been ranked among the top 10 reformers in the world with respect to business regulations, after making considerable progress with facilities for establishing and starting up enterprises, investor protection, cross-border trade, enforcement of contracts, property transfers, and so on. Nevertheless, efforts to improve the business environment need to go beyond the Doing Business indicators. Indeed, some of the most substantial constraints confronting Senegalese industries have to do with production factors, labor regulations, and credit, which are not taken into account.3 Consequently, while a good Doing Business rating is an indicator that the business environment has improved, the improvement remains only a relative one.
Accordingly, although the state’s efforts to accelerate the reforms of the business environment have made it possible for the country to place well in the Doing Business rankings, they have not been rewarded with inflows of foreign direct investment, which, after all, are one of the best indicators of attractiveness. With foreign direct investment representing approximately 2.2 percent of GDP, it is difficult for Senegal to catch up with the key beneficiaries in the low-income countries, in which foreign direct investment accounts for an average of 4.4 percent of GDP.4
In connection with implementation of the Plan Sénégal Émergent, the consensus-building framework must be used to share policy guidelines with the private sector, which still often feels left out. Industrial operators must be subject to ongoing, targeted consultation in order to gain their support. This might be done through a formal framework for consultation between industrial operators and the other administrations involved, with the line ministry playing a central role. The absence of such a framework for dialogue creates a sense of frustration and causes industrial operators to turn to the Ministry of Finance to find spot solutions to their problems on an individual basis. Such a fragmented, isolated approach to addressing needs of the moment tends to justify the criticism that the overall management of the industrial sector lacks leadership, transparency, and consistency. Symptomatic of this situation is the fact that for several decades now, no Council of Ministers has addressed industry, even though at least two meetings per year have been held to address agriculture or livestock production.
Nevertheless, the industry’s management problems are not solely attributable to the state. The private sector has also been characterized by an insufficient capacity to organize and to put forward proposals, in particular as a result of the plethora of professional associations, which prevent it from posing as a credible interlocutor, speaking with one voice. Obviously, that shortcoming impairs the quality of public-private dialogue and manifests itself in the form of difficulties in dealing with industrial issues. Unlike in the case of other interest groups, such as the informal sector, the fragmentation of those associations reduces their capacity to negotiate.
Frequently cited constraints on Senegal’s industrialization include weak productive capacity and skill sets, lack of entrepreneurial spirit, a shortage of electricity or other forms of energy, the high cost of production factors, infrastructure bottlenecks, and weak institutional support mechanisms. Of all those constraints, the last is one of the most worrying and deserves special attention. Indeed, in the construction phase of the emergence process, the state’s involvement as a strategist is manifested in a set of thorough, effective, rationally organized, and coherent support mechanisms. As it is, the current private sector support mechanism has flaws that make it incompatible with the emergence of an international-class business environment, owing to the dispersal of a series of bodies bereft of the resources they need to do their jobs.
Economic agents in Senegal complain that the support system is incomplete, with overlapping missions and activities, little ability to meet targets and reach certain areas of the country, and a notable lack of synergy and coordination. In short, the support mechanism suffers from both efficiency and governance constraints. In recent years, an effort was made to rationalize the system, but the exercise unfortunately did not go far enough to give the country a genuinely efficient private sector (CPI 2011).
To support the private sector, properly run public services need to be geared principally toward a few essential functions, namely promoting investment; monitoring the needs of small and medium-sized industries; promoting exports; providing support for training, guarantees, and financing; upgrading; standardization; and, lastly, research and development. Each of these functions should be performed by a robust unit, endowed with adequate resources. Finally, the institutional mechanism should be supplemented by the establishment at the highest level of a strategic framework for public-private coordination and monitoring, responsible for ensuring the consistency of state actions in respect of those functions, guaranteeing synergy among the various units involved, and optimizing the resources and financing methods designed to support the private sector.
To support the dynamics of a structurally transformed economy, Senegal would benefit from reinventing its educational system so that it becomes capable of constantly adapting to changes in the labor world and to developments in the international environment. The country is endowed with a young population and needs to adopt the approach of a nation keen to garner its demographic dividends by emphasizing relevant education and training. For that to happen, it needs to free itself from an educational setup in which, every year, cohorts of students are directed toward universities for courses many of which have no bearing on either current labor market needs or the competitiveness requirements of the country’s economy. The current educational system needs to be coordinated with sectoral strategies to accord pride of place to business needs. The vocational training system needs to be reappraised, with reforms that dispel the “university myth.”
By making the most of the demographic window of opportunity, a state-of-the-art and forward-looking educational system could enable the country to build a competitive economy by turning that opportunity into a “demographic dividend.” The government’s decision to multiply and decentralize vocational training institutes and its decision to support the scientific disciplines are both steps in the right direction, along with disseminating training and know-how in the regions in support of local initiatives and upgrading the country’s overall level of technical know-how. Similarly, joint efforts with the private sector should continue, with a view to developing a better foundation for alternating work and training opportunities and enhancing apprentices’ employability. Chief executive officers should encourage school-company exchanges in order to strengthen efforts to tailor training to the job market.
Finally, while youth are being trained for today’s professions, thought also needs to be given to tomorrow’s. This anticipatory approach is vital if the country wishes to seize the opportunities the future holds and not find itself hemmed in by sectors at risk of falling into decline. Clearly, industrial operators have a great responsibility to upgrade and constantly make adjustments within the enterprises to avoid stagnation and deepening of the competitive divide separating them from the “globalization winners.” Addressing the challenge of ensuring quality education tailored to the demands of the twenty-first century by mastering the present and anticipating the future has thus become an everyday requirement. For that reason, it is necessary to stress the need for the ongoing training of human resources in the companies they work for and for more extensive use of new technologies to enhance productivity gains at every link in the value chain.
Clearly, the state has an important role to play here, namely, promoting better use of information technology in small- and medium-scale industry, as the administration has been doing with impressive results with the help of the Agency for Computerization of the State. In this connection, the country would benefit from adopting a full-fledged policy of maximizing the use of information technology both within the administration and in the private sector.
In summary, the development of local industry needs to be accompanied by a general education policy but also, and above all, by vocational training. Raising a population’s level of education has always been a decisive pillar in the emergence process, and support for vocational training is one of the keys to ensuring success in industry. Finally, thinking about the jobs of the future is another important area, if Senegal is to stay on top of changing international product ranges. Government initiatives involving increased numbers of vocational training institutes, particularly in the regions, using new pedagogical approaches, are a step in the right direction and deserve to be continued and strengthened.
Senegal’s industrial sector is facing new challenges and opportunities with the expansion of the West African Community market (the Economic Community of West African States, or ECOWAS) and the forthcoming entry into force of the European Union–West Africa economic partnership agreements. With the implementation of a customs union now expanded to include 15 countries, the idea is to make locally produced products more competitive, increase intracommunity trade (integration through production), and expand and deepen the regional market, which has a population of 308 million and a GDP of US$564.86 billion.
Products produced in the region licensed under the ECOWAS Trade Liberalization Scheme benefit from both the lifting of customs duties and tariff protection of up to 35 percent for products from third countries imported into the West African Community market. Product classification in ECOWAS is based on one principal criterion, namely, the degree of processing, and one secondary criterion, namely, the economic and social importance of the product. Thus, under the principal criterion, the less processed a product is, the lower its classification and the lower the tax levied on it.
Accordingly, consumer staples are taxed at 0 percent; raw materials and machinery for industry at 5 percent; semifinished and intermediate products at 10 percent in the form of a customs duty; and final consumption products at 20 percent in the form of a customs duty. Finally, there is a category of heavily taxed (35 percent) products that are “specific goods for economic development”; this is designed to protect local branches of production. The merchandise classified under this category must meet criteria relating to product vulnerability, economic diversification, economic integration, promotion of a particular sector, or large production potential.
Although under the principal criterion, as noted, the less processed a product is, the lower the tax levied on it, manufacturers still think that the nominal tax differential is relatively small. In their opinion, it is not sufficiently protective of local production relative to similar, much more competitive imported products. In addition, practices regarded as unfair competition, such as dumping, under-invoicing, and fraud, are regularly denounced by professionals and considered to account for most of the difficulties the national industrial sector is facing.
Customs services, which have been aware of the manipulation of the values of imported products, have for many years used price correction mechanisms after derogations from the World Trade Organization. At times, declared prices of some imported finished products are lower than the world price of their raw materials. In such conditions, there is no possibility for the local industry to be competitive. Thus, an additional protection mechanism has been adopted to combat the risks of unfair competition by dumping, underinvoicing, or massive imports that could threaten a sector.
This additional protection mechanism essentially consists of two instruments: the Import Adjustment Tax, which permits member states to adjust gradually to the common external tariff, and the Supplementary Protection Tax, which protects local products against price and volume variations on the international market. The ECOWAS authorities have thus sought to alter the level of protection of domestic branches of industry radically while at the same ensuring the conditions needed for local resources to be developed by industrial enterprises established in the region. However, the administrative hassles on the Dakar Bamako corridor, the main axis of circulation of Senegalese products, slow down the fluidity of trade and increase the cost of transporting products from Senegal.
To reduce the industrial gap with countries such as Côte d’Ivoire, Ghana, and Nigeria, Senegal would benefit from the presence of more dynamic, innovative small and medium-sized enterprises, more champions at the regional and even international scale, and more leaders in their sectors. In fact, the West Africa region is a testing ground for restoring industrial ambition by consolidating a “first-class attitude” at all levels and in all sectors of the economy.
Finally, the greatest challenge Senegalese industry will have to face in the future is the dismantling of customs duties, which is being contemplated in the Economic Partnership Agreements between the West African region and the European Union. The trade component of those agreements puts an end to the trade privileges derived from the Lomé Convention and would expose enterprises in ECOWAS to strong competition from much more competitive European enterprises. Industrialists take a very dim view of these proposed agreements, which they consider poorly put together and a threat to industries already in distress as a result of massive imports from Asia. Added to that, it turns out that the Upgrade Program funds envisaged by the Economic Partnership Agreements to help local manufacturers become more competitive are both insufficient and unlikely to be raised in time to strengthen the competitiveness of local industries before the entry into force of the agreements. In the private sector’s view, entire swathes of local industry have little chance of surviving a prolonged openness to competition from more competitive European enterprises and, above all, in the absence of a comprehensive upgrading of both Senegal’s firms and the business ecosystem they work in.
Finally, in the current international context, new constraints render the process of emergence more restrictive for Senegal than the pathway followed by those new industrial powers that have now benefited from globalization, including Brazil, China, India, and the former Eastern bloc nations. First, there are World Trade Organization rules that oppose protectionist practices; then there are commitments against polluting forms of energy, which are nevertheless the cheapest forms and have allowed numerous countries to industrialize; then there is the impact of lowering customs duties; and finally there is greater economic liberalization. All of these recent changes in international trade have profoundly changed the rules of the game and made the emergence of new middle-income economies much more difficult than in the past. After all, the increased standard of living in emerging market economies, higher wage expectations, and new opportunities to be discovered in the international value chains all provide countries that are candidates for emergence with some opportunities for industrialization.
Economies that have achieved their structural transition toward emergence are those that have benefited from a clear vision of the path to take. They have always had strong leadership and a resolute will to undertake sometimes difficult reforms. Another of the pillars emerging markets have in common has undoubtedly been political and social stability. Senegal has been fortunate to benefit from a peaceful democracy supported with active, comprehensive dialogue among enterprises. The national social stability and economic emergence pact signed on April 15, 2014, by all of the social partners is an important milestone for managing long-lasting social peace within enterprises (that is, the absence of conflict between business leaders and workers) and to create an environment conducive to growth. Consequently, it should not be difficult to forge for the long haul an industrial policy built around points of consensus capable of transcending political regimes.
It will be crucial both to share a strategic vision widely with all key actors (the administration, the private sector, and workers) and to apply that strategy with clarity and rigor, knowing full well that only structural reforms guarantee long-term growth. A vision and policy for industrial development cannot be developed by turning toward sectors in decline.
Rather, such a vision should show us new areas of industrial development for the future winners in globalization. The integration of worldwide value chains means that countries whose emergence strategies are focused on exports must be competitive in the products of tomorrow. Regardless of the size of its industry, a country must aim to be competitive with products that will drive tomorrow’s world growth. Accordingly, this presumes a voluntarist policy based on quality training to support the required industrial change and diversification, the placement of increasingly sophisticated products on the market, research and development, and a forward-looking approach to global value chains.
The processing of local resources should not be seen as the only option for industrialization, contrary to what seems to be implied by Senegal’s first options in the sectors selected in the Plan Sénégal Émergent. Being ambitious means daring to take the leap, even without local natural resources, toward the areas in which tomorrow’s growth gains will be made. Textiles represent a typical case of a sector that is undergoing significant change, with its own new growth sectors. The global textile sector is now shifting toward “intelligent” products at twice the rate of textile apparel applications, in addition to representing more than half of worldwide textile production (Mbaye 2005). Any globalized industry, such as the automotive or aeronautics industries to mention just two, provides good opportunities, and Senegal already has experience in information technology subcontracting. Last, biotechnologies are an area within the country’s reach, provided that it adopts a voluntarist approach.
To the extent that there is an evolving plan, it must embrace the dynamics of ongoing innovation in industry. This means that Senegal must be kept constantly informed about products that might drive world demand tomorrow. How might the trends in this demand be described? What is Senegal’s potential to produce these products? What incentives can be put into place?
Next, the country must intensify its efforts to attract world leaders and to benefit from the knock-on effects in research as well as in subcontracting. It is often these world leaders that are in the best position to provide comprehensive assistance in structuring the country’s productive system, to promote a spirit of research and innovation, and to stimulate exports. In addition to its small-scale enterprises, Senegal needs strong large-scale enterprises capable of ensuring that the national economy is resilient, capable of standing up to external competition, and with partnerships with small units that are better established at the national level.
Senegal is at a crossroads and must undergo certain necessary reforms if it still seeks to pursue an industrial, even regional, purpose. Otherwise, if the country does not apply those reforms, or postpones them indefinitely, it risks losing its way on the path to emergence.
If it chooses the path to emergence, Senegal must become resolutely committed to a virtuous dynamic of renewal and industrial development. This means seizing the opportunities with which it is now presented through an ongoing, structural process of reforms capable of giving it a role to play in the ECOWAS community context before moving on to the international level. Moreover, the country’s industrial policy must find its place in major national consultations, under the leadership of the head of state, to provide greater visibility and clearly affirm the options of Senegal’s highest authorities.
The Directorate of Industry, which is responsible for implementing the government’s policy in that sector, should be allocated more substantial resources. Its relative discretion and the current low visibility of its initiatives contrast sharply with the ambitions of the Plan Sénégal Émergent, supporting the assertions that the country has no strong ambition for industry. For its industrial plan to be a success, it must be restructured and better equipped with resources and materials. It is equally important to ensure that the increasing interest in the country’s mining sector does not marginalize its industrial sector.
Finally, at the institutional level it is becoming an urgent matter to have a framework for consultation to ensure ongoing strategic vigilance, to promote a public-private dialogue, and to provide impetus for and maintain the dynamics of emergence for the sector. The absence of such a framework to date has prevented the establishment of a consistent vision shared by all players.
Industry must once again become a national priority in Senegal, in the same way as agriculture, in which part of the growth potential stems from the country’s capacity to transform production in such a way that it becomes integrated into global agro-industrial value chains. To that end, Senegal must decide on its priorities: either to become open to massive imports or to industrialize.
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Alexei Klreyev
Senegal’s new development strategy aims to bring the country into emerging market status as an explicit priority. The Plan Sénégal Émergent, adopted in early 2014, includes a number of critical public and private investments and ambitious reforms, all aimed at raising annual growth to between 7 and 8 percent in the medium term and making growth more inclusive by sharing the dividends widely among the population.
The Plan Sénégal Émergent rests on three pillars: (1) higher sustainable growth and structural transformation, with the ambition of making Senegal a regional hub for a number of activities through better infrastructure and private investment in key sectors (e.g., agriculture, agro-business, mining, and tourism); (2) human development, with a focus on a few social sectors and expanding the social safety net; and (3) better governance, peace, and security (Government of Senegal 2014).
The plan envisages making Senegal an emerging market economy by 2035. Although the plan does not specify the exact quantitative parameters of an emerging market economy, by any definition to achieve this goal, Senegal would need to accelerate its annual growth in the short term and sustain that higher growth over the medium term. The rate of growth needed to quadruple Senegal’s GDP per capita, raising it from its current level of about US$1,000 to above US$4,000, is 7 percent.1 These numerical metrics are used in this chapter for a quantitative evaluation of the macro-structural reforms needed to make Senegal a middle-income country within a 20-year horizon.
Senegal already enjoys some features of an emerging market economy. For example, like most emerging market economies, it has had access to international financial markets, through international issuance of sovereign bonds in 2009, 2011, and 2014. The country is classified as a “mature stabilizer” by the IMF, because it conducts sound macroeconomic policies supported by the IMF’s Policy Support Instrument. Senegal is classified as a lower-middle-income country by the World Bank, based on its per capita gross domestic income as calculated by the Atlas method. Many investors view Senegal as a stable democracy with reasonable macroeconomic policies and, therefore, as an investment opportunity in which they can foresee diversifying their portfolios and getting higher-than-average returns.
The purpose of this chapter is to identify those areas of macro-structural reform that may be critical for Senegal and other low-income countries to enact in order to achieve emerging middle-income status. To this end, the chapter revisits the definition of an emerging market economy, reviews the experience of a number of countries that have already become emerging market economies and could serve as comparators for Senegal, estimates the growth rate needed to achieve the desired level of steady-state GDP per capita consistent with middle-income emerging market economy status by 2035, and performs policy simulations on structural reform needed to increase the potential growth rate.
There is no generally accepted list of emerging market economies, because there is no internationally agreed-upon definition or set of criteria. The terms used may be similar—emerging market economies as international institutions and national development agencies call them and emerging markets as investment banks and credit agencies call them. But the underlying criteria for classifying countries this way vary broadly. Bloomberg, for example, classifies all countries that are not developed as emerging markets and includes more than 100 countries on its emerging market list.
Different investment banks have their own coverage, mainly for the purpose of investment indices. Among sub-Saharan African countries, Kenya, Mauritius, and Nigeria are typically included in almost all emerging market indices. The criteria these banks use to select countries include recent growth dynamics and perspectives, financial market development, general institutional conditions and evolution, natural resource richness, and political conditions and perspectives. The full list of sub-Saharan countries that show up on emerging markets lists includes Angola, Ghana, Kenya, Mauritius, Mozambique, Nigeria, Senegal, Tanzania, Uganda, Zambia, and Zimbabwe. Although some of these countries are not included in some investment bank indices, over the past five years there has been sufficient outside investor interest in all of them to warrant their consideration as countries in or close to emerging market economy status.
The Fitch rating agency explicitly classifies some countries as emerging markets and releases its list, though it does not publish a formal definition of an emerging market economy. In Fitch’s case, the universe of emerging markets comprises about 70 countries worldwide. This reflects the fact that the universe is inevitably somewhat dynamic (or at least evolutionary), and it is difficult to be explicitly prescriptive in setting criteria to determine when economies migrate through various stages of development. Fitch argues that the concept of emerging markets is something of an artificial construct created by the financial media, even though it uses the category in its published research. At the same time, Fitch considers certain key qualitative and quantitative factors when determining whether to include individual countries within the broad definition of emerging markets. These include the level of GDP per capita, the quality and transparency of institutions, and other governance indicators, such as the level of corruption and of voice and accountability.
Morgan Stanley has a more detailed description of an emerging market, which it uses primarily to measure combined performance in an index. The Morgan Stanley Capital International (MSCI) Emerging Market Index, which is designed to measure equity performance, is a float-adjusted market capitalization index that consists of indices covering more than 2,600 securities in individual emerging market economies. The index is regularly revised, and at the end of 2015 it consisted of 23 economies, including only one sub-Saharan African country (South Africa). The MSCI Market Classification Framework is based on these criteria: economic development, size and liquidity, and market accessibility. To be classified in a given investment universe, a country must meet all the criteria described in Box 4.1. (Morgan Stanley also has a broader category of frontier markets, which includes 25 economies, of which only three are in sub-Saharan Africa: Kenya, Mauritius, and Nigeria.)
A subset of emerging markets is often described as frontier markets, a category used by the IMF (2011). Frontier markets have small financial sectors or low annual turnover and liquidity, but nonetheless demonstrate relative openness and accessibility to foreign investors. They are generally in the early stages of financial market development. In most cases, the existence of market restrictions makes them unsuitable for inclusion in the larger emerging market indices, such as the MSCI Emerging Market Index. The main attraction of frontier equity markets for investors is that they may offer high, long-term returns and low correlations with other markets. At the same time, short- and medium-term securities typically have higher yields in frontier markets than they do in more developed emerging market economies. With a few exceptions, because of low liquidity and turnover, the main investors in frontier markets are typically dedicated funds and hedge (or “boutique”) funds.
Typically, frontier market economies have issued an international sovereign bond and are featured in investment bank reports. They are large enough in terms of liquidity and turnover to be featured in the MSCI Emerging Market Index. There may be differences in interpretation as to exactly which of the sub-Saharan African countries are frontier markets, but there is no debate about this concerning Ghana, Kenya, Mauritius, Nigeria, Tanzania, Uganda, and Zambia, with most market participants also including Angola, Rwanda, and Senegal.
BOX 4.1 Morgan Stanley Capital International’s Criteria of Market Accessibility
Openness to foreign ownership is defined by the existence of qualifying conditions for international investors and a level playing field for all international investors, including sufficient foreign ownership limit level (or the proportion of the market being accessible to nondomestic investors), the proportion of shares still available for nondomestic investors, the existence of a foreign board where nondomestic investors can trade with one another, equal economic and voting rights and availability of information in English, and equal rights for minority shareholders.
Ease of capital inflows/outflows is defined by the level of restrictions on inflows and outflows of foreign capital to and from the local stock market (excluding foreign currency exchange restrictions) and the existence of a developed onshore and offshore foreign exchange market with sufficient liberalization.
Efficiency of the operational framework is defined by market entry (existence/level of complexity of registration requirements for international investors, such as tax IDs, and ease/complexity of setting up local accounts), market organization and regulations, and a competitive landscape; information flow, timely disclosure of complete stock market information, and the robustness and enforcement of accounting standards; the market infrastructure, the absence of prefunding requirements/practices and the possibility of using overdrafts, the availability of real omnibus structures, and the level of competition among custodian banks; and the existence of an efficient mechanism that prevents brokers from having unlimited access to investors’ accounts and guarantees the safekeeping of assets.
Stability of institutional framework is defined by basic institutional principles, such as the rule of law and its enforcement, the stability of the “free-market” economic system, and a track record of government intervention with regard to foreign investors.
Source: www.msci.com.
The Plan Sénégal Émergent includes explicit benchmarks for emerging markets that will be used to assess Senegal’s own progress toward emerging market status. The plan includes three overlapping reference groups deemed to be relevant for Senegal:
Emerging market economies: Algeria, Angola, Botswana, Brazil, Bulgaria, Chile, China, Colombia, Costa Rica, the Dominican Republic, Gabon, Jordan, Malaysia, Mauritius, Mexico, South Africa, Thailand, Tunisia, and Turkey.
Middle-income countries: China, Côte d’Ivoire, Egypt, India, Indonesia, Jordan, Korea, Malaysia, Morocco, the Philippines, Sri Lanka, Syria, Thailand, Tunisia, and Vietnam.
Upper-middle-income countries: Brazil, China, Colombia, Costa Rica, Egypt, El Salvador, Guatemala, Malaysia, Morocco, Paraguay, Republic of Korea, Sri Lanka, Syria, Thailand, and Tunisia. (Government of Senegal 2014).
For the purposes of this chapter, the comparators for Senegal have been selected based on several criteria. For the period 1990–2014, all countries were ranked by the highest cumulative GDP per capita growth rate in purchasing power parity terms. The periods of the highest average growth rates were established, and the cumulative levels of debt accumulated by 2014 were also calculated.
Filtering consisted of several steps. First, all countries that had financed their growth with unsustainable debt accumulation were eliminated, since Senegal should not aim to finance its growth at the expense of unsustainable debt accumulation. Second, from the remaining list, all countries whose cumulative growth between 1990 and 2014 was less than three-fold were also removed, as this is the minimum growth rate needed for Senegal to reach middle-income status in 20 years. Third, to control for unequal starting conditions, all countries whose GDP per capita was below US$500 in 1990 and all those in which it was above US$2,000 were suppressed. Finally, to control for economic scale, China and India were also dropped from the list. As a result, only four countries made the comparator list: Cabo Verde, Cambodia, Lao P.D.R., and Vietnam.
Four more middle-income economies have been arbitrarily added to the comparator list: Mauritius, Morocco, Seychelles, and Tunisia. None of these four countries would have qualified for the list based on the above criteria, since in each case at least one criterion was not met. Rather, the selection of these last four was driven mainly by their historically tight economic links with Senegal, their peer-learning potential, and their common language (French). These comparators can be considered a group, where Senegal may wish to emulate the reforms that were the most instrumental for meeting some of the criteria for an emerging market economy (Table 4.1).
TABLE 4.1 Growth Rates and GDP, High-Growth Episodes, Comparator Countries
Source: IMF, World Economic Outlook database.
Growth in a country’s GDP per capita can be viewed as a transition from its current to the steady-state level. Barro and Sala-i-Martin (1995) show that the time path of per capita GDP can be presented this way:
Following Sachs and Warner (1997), per capita GDP will be initially y0 and will reach the steady state ySS in the long term, as long as parameter β < 0. Growth will initially be faster but will decelerate gradually over time as it approaches the steady state. The larger the gap between the current level of GDP per capita and its steady-state level (ySS – y0), the faster will be the growth rate of the country. This model insight points to an empirically observed trend: that on average, low-income countries tend to grow faster than high-income countries, because the former start from a very low base.
Growth can be driven by multiple factors. In the most generic form, average growth can be explained by multiple parameters:
in which the dependent variable is the average real GDP per capita growth in country i, X on the equation’s right-hand side is a vector of country-specific variables that explain growth, and εi is a country-specific random error. The explanatory variables usually include capital, labor, taxes, the size of government, social capital, and many other variables that may be important for growth in a particular country. In a Solow-like model setup, the variables also include the level of GDP at the start of the estimation period. The average GDP growth is usually taken over a sufficiently long period of time, that is, five years, ten years, or more, and a regression of the real GDP growth on multiple independent variables is estimated over a cross-section of countries with available data.
Using equation (4.2), average growth was estimated for a panel that included 109 countries for which data were available for 1990–2012, using several variables found that may potentially explain the average per capita growth rate. Among them were population, World Bank Doing Business rank, real export growth, economic complexity, economic diversification, investment ratio, percentage of the population aged 15 and over with some secondary education, average years of schooling, adjusted net saving, under-five mortality rate, life expectancy at birth, log GDP per person in 1990, average annual growth in GDP per capita, percentage of GDP in natural resources, natural resource value added per person, costs of exports, and status of the nonmarket economy.
From this wide range, only a few variables are found to have the potential to explain the average growth rate. These are the initial level of per capita income in 1990, the environment for doing business as captured by the Doing Business rank, the investment ratio (total public and private investment in percent of GDP), and real export growth; the constant captures all other factors affecting growth (Table 4.2). The estimated parameters are statistically significant and have the expected sign. The coefficient on the initial condition has the expected negative sign, since higher initial GDP is associated with lower growth. Improvements in the business environment lead to a better rank, and reduced mortality leads to higher labor force and output. Therefore, the coefficients on both variables also have the expected negative sign. Both higher investment and higher export production and demand usually lead to higher growth, so the coefficients are positive, as expected.
TABLE 4.2 Average Growth Factors, 1990–2012
Source: IMF staff estimates.
Note: P = probability; t = Student t statistics.
This simple framework allows some important policy inferences. First, it allows one to estimate potential per capita growth rate conditional on the initial level of income and policy variables. Second, it can be used to project the growth rate needed to achieve the desired level of the steady-state GDP per capita, again conditional on initial income and policy variables. Finally, it permits one to perform policy simulations to identify the structural reforms that may increase the potential growth rate.
Comparators have outperformed Senegal on most policy variables important for long-term growth. During the period 1990–2012, which is the time frame for the econometric assessment of the determinants of long-term growth, Senegal lagged behind all comparator countries. On the overall investment rate, it was behind all countries other than Cambodia. Senegal was treading behind on real export growth as well, and in the 2016 Doing Business ranking it was ranked lower than all its comparators (Table 4.3).
TABLE 4.3 Policy Performance, Senegal and Comparator Countries
Source: IMF staff estimates.
Note: n.a. = not available.
What is the potential per capita GDP of Senegal conditional on the initial level of its income? Senegal’s initial level of GDP per capita in the 1990s was on the order of US$630. Under the assumption of unchanged policies—that is, the Doing Business rank remaining at 153, the investment ratio remaining at 19.5 percent, and the annual real export growth at 2.2 percent—the Solow-like model previously described suggests that Senegal’s average annual per capita growth rate would not exceed 0.4 percent. This growth would allow the country to achieve a per capita GDP steady-state level of about US$1,470 over the very long term.2 However, it is not at all sufficient for making Senegal a middle-income emerging market economy, as most such economies already have an average per capita income exceeding US$4,000.
Therefore, unchanged policies are not an option if the aspiration of becoming an emerging market economy is to be fulfilled. Reforms are indispensable.
What annual growth rate is needed to advance the Senegalese economy to emerging market middle-income status within the next 20 years? The Solow model suggests that to reach the long-term steady state of US$4,000 per capita from its current level of US$980, and assuming everything else including the exchange rates remains unchanged, Senegal needs to follow a concave growth trajectory (Figure 4.1). The growth rate should be very high during the early period and may decline gradually the closer Senegal approaches the steady state. In 2016–25, the growth rate should be on average 7.5 percent a year, gradually descending to 6.5 percent on average for 2026–35.
What policy reforms are needed to achieve the growth rate that would make Senegal a middle-income economy by 2035? In the Solow-like model used in this simulation, the steady state is a function only of policy variables, whereas the growth rate is a function of both the initial condition and the policy variables. The 1990 level of per capita GDP in Senegal is relatively low, suggesting that a high growth rate should be reasonably expected as the country converges to its desirable steady-state level. To reach this growth rate, the authorities should focus on macro-structural policies, which most affect growth in Senegal. Based on the average growth factors identified in Table 4.4, there are three broad policy areas that affect growth in any country, including Senegal: its business environment, its investment, and its exports. Although the mortality rate is also found to be important, it is more an indicator of growth outcomes than a precondition for growth.
TABLE 4.4 Productivity Gains from Macro-Structural Reforms
Source: IMF 2015.
Note: In the columns under “Productivity Gains by Country Group,” comparisons are across reforms within each country group. Darker shades imply greater gains from reforms. In the columns under “Productivity Growth Gain after Breaks” the color scale shows the range of the average total factor productivity growth difference (in percentage points) between five years before and five years after breaks. The darker blue indicates a growth gain of 2 percentage points or more, the lighter blue a growth gain between 1 and 2 percentage points, and the white a growth gain of less than 1 percentage point.
What would be the level of Senegal’s potential GDP if the authorities implemented policies to reach levels for the three policy variables comparable to those reached in the comparator countries? The experience of comparators suggests that the Senegalese authorities have several policy options for increasing growth to reach US$4,000 per capita by 2035 (Table 4.5).3 If Senegal improves its Doing Business ranking to the level that Mauritius held in 2016 (that is, rising from 153 to 32), this in itself would be almost sufficient to make Senegal a middle-income economy.
TABLE 4.5 Per Capita GDP Associated with Various Policy Options, Senegal and Comparator Countries
Source: IMF staff estimates.
Note: n.a. = not available.
However, if Senegal reached the current ranks on Doing Business of other comparator countries, that alone would bring it, at most, halfway to the desired level of per capita income in 2035. Similarly, other policies are not sufficient if implemented individually. For example, if Senegal increased its investment ratio to the level of Morocco (the highest among all comparator countries), by raising it from 19.5 to 29 percent of GDP, the level of GDP per capita it would reach would only slightly exceed US$1,500. If the Senegalese authorities improved export potential and reached the export growth rate of Vietnam (with that rate rising from 2.2 to 15.8 percent real export growth), the country could count only on achieving real GDP per capita of slightly below US$1,900.
Therefore, what is needed is a combination of policies simultaneously affecting all key drivers of growth. For example, achieving the Doing Business rank of Mauritius, in combination with that country’s investment rate, would allow Senegal to reach almost US$5,100 per capita. Other plausible policy combinations include reaching the Doing Business level of Mauritius along with its export growth rate, which would lead to a GDP per capita in Senegal of almost US$4,200. A combination of the Doing Business rank of Vietnam and Vietnam’s export growth rate would also put Senegal relatively close to the needed per capita income. In sum, if Senegal could achieve a Doing Business rank equal to that of Vietnam, Morocco, or Mauritius in combination with the investment ratio and export growth rates of those countries, this would put Senegal solidly in the group of middle-income countries. Note that an emphasis on investment and exports alone, without tackling the business environment constraints, would not help much. Therefore, it is clear that in the case of Senegal, emphasis should be on macro-structural reforms that would allow the business climate to improve.
Differences in productivity have become the key determinant of cross-country variations in GDP per capita in developing countries. While capital accumulation and labor resources are still important for growth, a number of studies have found that total factor productivity has become a major unexplained factor of growth (Hall and Jones 1999; Duval and de la Maisonneuve 2010). Low total factor productivity is a clear impediment for Senegal’s growth as well (Kireyev and Mpatswe 2013).
A growth-accounting exercise suggests that growth in Senegal has been mostly explained by factor accumulation, while total factor productivity was actually declining before the mid-1990s and has been again since 2006, growing only modestly during the country’s decade of robust growth (1995–2005). The decline in total factor productivity in 2011–16 coincides with the deterioration of Senegal’s Doing Business and governance indicators, which in turn could have affected the productivity of both public and private investment.
International experience also suggests that productivity can be improved by targeted macro-structural reforms. Empirical analysis finds a broadly positive relationship between structural reforms and productivity, implying that structural reforms matter for growth. Importantly, the potential payoff from different types of structural reforms varies across income groups (IMF 2015). These results also suggest that the benefits of reform for growth tend to become more pronounced when they are tailored to the level of economic development of a specific country. For instance, reforms to the legal system and property rights show a positive association with productivity growth in low-income countries and emerging markets but not in advanced economies. In contrast, labor reforms, such as those related to hiring and firing and collective bargaining, are found to improve growth in advanced economies.
Macro-structural reforms in several areas can spearhead higher growth in Senegal. Based on international experience, low-income developing countries like Senegal most likely can get substantial gains in their growth performance if they focus reform efforts on a few key macro-structural areas. Among them are public infrastructure, agriculture, legal system and property rights, trade liberalization, and the financial system, including banking and capital market reforms (Table 4.4, first three columns).
On the other hand, productivity growth can also be achieved through large-scale reforms. International experience shows that with a few exceptions, deep reform episodes are typically associated with a significant pickup in postreform productivity growth rates (Table 4.4, last three columns). The reforms that have driven growth across low-income countries have been broadly in the same areas, such as agriculture, legal systems and property rights, and capital market development. Remarkably, infrastructure development is not the area in which large-scale reform can bring faster growth; to the contrary, privatization is an important reform area for increasing growth. Some asymmetry between the areas of potentially high productivity gains and large-scale reforms suggests that the pace and the magnitude of reforms could have implications for potential growth, although not all large-scale reforms can reasonably be expected to have large impacts on productivity.
The differences in the postreform pickup in productivity growth underscore the need to calibrate the pace of reform. For some reforms, more gradual implementation may be likely to yield more benefits, whereas rushed large-scale spending could yield little or no benefit or even have negative consequences. In the case of infrastructure, for example, in developing countries large public investments financed by natural resource booms can even undermine investment efficiency. Other reforms, though, may show a positive relationship with productivity growth when implemented through a “big bang” approach, rather than in a more gradual manner.
When several reform episodes occur sequentially, larger productivity payoffs can be expected. In practice, reforms in different areas are often undertaken simultaneously or in waves. On average, a substantial uptick in five-year average productivity growth rates can be expected after waves of reform. Among low-income countries, such upticks have historically exceeded 5 percentage points. The magnitude of these productivity growth differentials suggests that different reforms can have complementary effects on growth. For example, financial sector reforms have most often taken place in waves, reflecting the central role that the financial sector plays in efficiently allocating resources. Legal and trade sector reforms also usually take place in waves, since episodes of capital market reforms are often accompanied by strengthening the broader legal system and property rights.
Senegal has been gradually improving its business environment, the critical driver of its growth, and has been evolving toward becoming an emerging market economy. Between 2014 and 2016, it moved from 171st to 161st and then 153rd place out of 189 ranked countries on the Doing Business index (Table 4.6). In particular, Senegal has made starting a business easier by reducing the minimum capital requirement and has made acquiring construction permits less time consuming by reducing the processing time required.
Senegal also has made transferring property easier by replacing the requirement for authorization from the tax authority with a notification requirement and by creating a single step for the property transfer at the land registry. In addition, the country has improved its credit information system by introducing regulations developed by the West African Economic and Monetary Union governing the licensing and operation of credit bureaus. Moreover, the government has strengthened minority investor protections by introducing greater requirements for disclosure of related-party transactions to the board of directors. Finally, it has made paying taxes easier for companies by abolishing the vehicle tax and making it possible to download the declaration forms for value-added tax online.
Nevertheless, progress toward upgrading Senegal’s business environment should be accelerated to assist the country in achieving emerging market economy status by 2035. Critical for growth are those areas in which Senegal underperforms even relative to its own average rank. Macro-structural reforms should also be stepped up in the electrical power sector, since Senegal still ranks 170th in the world in the Doing Business subranking in terms of access to reliable power; in this area improvements are needed in both reliability of supply and reduction in electricity costs. The taxation system is another obvious macro-critical area in which Senegal needs reforms to achieve a decisive breakthrough, including by simplifying procedures and optimizing the tax rates. Finally, protecting investors and registering property are important areas for targeted macro-critical reforms to help unlock the country’s high growth potential.
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Alexei Kireyev
Ever since its independence, Senegal’s growth has been uneven. Two clear phases can be identified: before the 1994 devaluation and after. In the first period, Senegal’s real GDP per capita declined on average by about 0.8 percent a year and recorded large gyrations. This phase was highly unstable, with drastic drops in per capita income associated with periodic droughts, financial crises, oil shocks, and a worldwide recession. These declines were partly offset by temporary growth related to increases in international demand for key export commodities, such as groundnuts and phosphates.
After the 1994 devaluation, growth in per capita GDP became less volatile and was on average almost 2 percent a year. The devaluation increased the competitiveness of Senegalese exports by cutting domestic costs, and it marked a turnaround in per capita GDP, which has sustained an upward trend for much of the past two decades. Even with the onset of the international financial crisis in 2008, Senegal’s growth has remained positive in absolute terms, although its GDP per capita growth has been below trend (Figure 5.1). This more recent period will be the focus of the rest of this chapter.
Figure 5.1. Evolution of Real GDP Per Capita, Senegal, 1963–94 and 1995–2012
Source: IMF, World Economic Outlook database.
The overall poverty level is relatively lower in Senegal than in most other sub-Saharan African countries. Based on the revised international poverty line, which usually differs somewhat from the national poverty line, Senegal is in the top quarter of sub-Saharan African countries for which data are available (Figure 5.2). At the US$1.25 a day poverty line (in 2005 prices), Senegal in 2011 was comparable to Ethiopia and Ghana but behind other countries in the region, such as Gabon, Cameroon, and Côte d’Ivoire.1
Figure 5.2. Poverty Head Count Rate at International Poverty Line, Selected Sub-Saharan African Countries
Source: World Bank, World Development Indicators.
The 2011 household survey in Senegal indicates that poverty remains high, although it has declined in the most recent two decades. More than six million people were living on a household income below the national poverty line in 2011. During the period 1994–2001, GDP growth in Senegal was about 5 percent a year, and the poverty rate fell significantly, from 68 percent in 1994/95 to 55 percent in 2001/02. During 2002–05, average GDP growth was 4.7 percent, allowing the poverty rate to decline further to about 48.5 percent. However, since 2005/06, repeated shocks have contributed to reducing per capita income growth to little more than the rate of population growth. The 2011 household survey suggests that over the preceding five years (2006–11), poverty incidence had declined by only 1.8 percentage points to 46.7 percent.
This chapter uses both national and international estimates of poverty and inequality in Senegal. The distributional and poverty-related data are drawn from nationally representative household surveys published by the National Statistical and Demographic Agency of Senegal.2 However, for international comparisons, the chapter uses the data published by the World Bank, including through PovCalNet,3 an interactive, online computational tool that allows one to calculate poverty measures across countries using comparable data. In PovCalNet, all poverty rates are based on the international poverty line of US$1.25 a day at 2005 purchasing power parity, which is different from the poverty line used in Senegal and therefore not directly comparable with the national poverty rate. Moreover, because PovCalNet uses grouped data for each income group, there might be differences from the national data in measurements of the Gini index, poverty head count ratios, consumption by decile of population, and other poverty indicators.4
Growth is usually defined as pro-poor if it reduces poverty. Several metrics are used to measure the change in poverty: the change in the share of population living below the poverty line; the change in monthly per capita consumption, income, or expenditure; and the change in the poverty gap. The poverty line is the minimum level of income deemed adequate for meeting basic consumption needs in a given country, and it therefore differs from country to country. For international comparisons, two poverty lines are usually used: daily income of US$1.25 and daily income of US$2, both at 2005 purchasing power parity. The poverty gap is the mean distance from the poverty line (counting the nonpoor as having zero shortfall), expressed as a percentage of the poverty line. This second measure reflects the depth of poverty and its incidence.
Senegal’s recent prolonged episode of growth has led to a significant reduction in poverty. Based on several household surveys,5 poverty in Senegal—defined as the share of people below the national poverty line—declined from 55.2 percent in 2001 to 46.7 percent in 2011 (Table 5.1). The poverty gap declined from 17.3 to 14.5 percent; other metrics also point to a continued trend in the reduction in poverty, although the pace of improvement declined during the second half of the decade and may not be statistically significant between 2006 and 2011.
Progress achieved in poverty reduction has been more pronounced in Senegal than in some regional peers. In 1994–2005, the share of population living on less than US$1.25 a day declined by about 20 percentage points, and for people living on less than US$2 a day by about 19 percentage points (Figure 5.3). By the latter metric, which may be more appropriate for Senegal given its per capita income, poverty dropped faster in Senegal than in other West African Economic and Monetary Union (WAEMU) countries (15 percentage points) during approximately the same period. The dynamics of poverty reduction in the region have been significantly affected by increases in poverty in Guinea-Bissau and Côte d’Ivoire during political crises in those countries.
Figure 5.3. Change in Poverty Rate, Senegal and Selected Countries
Source: World Bank, PovCalNet, 2013 (http://iresearch.worldbank.org/PovCalNet).
Note: All rates measured in 2005 purchasing power parity prices. Years in parentheses indicate the latest year with available data. Change measured is change between the latest year and 1994 for Senegal, Burkina Faso, and Mali; 1985 for Côte d’Ivoire; 1991 for Guinea-Bissau; and 1992 for Niger.
The level of poverty also differs significantly among different regions of Senegal. In 2011, for example, the poverty incidence in the poorest regions (Kolda, Fatick, Ziguinchor) was 67–73 percent, whereas it was only 26 percent in Dakar.
This outcome reflects both higher growth and a higher sensitivity to growth of poverty reduction in Senegal. Unlike that in a number of countries in WAEMU, particularly those affected by internal conflicts or crises (such as Guinea-Bissau and Côte d’Ivoire in the 2000s), real per capita GDP growth in Senegal was always positive in 1995–2011, and in some years it was quite significant (Figure 5.4, panel 1). In addition, the elasticity of poverty reduction to per capita income growth has been significant in Senegal in regional comparisons. In 2001–11, this elasticity was about –1.3 in Senegal, above that of some other fast-growing WAEMU countries (such as Burkina Faso) (Figure 5.4, panel 2).
Figure 5.4. Factors Contributing to Pro-poor Growth
Sources: IMF, World Economic Outlook; World Bank, World Development Indicators; and IMF staff estimates.
Note: WAEMU = West African Economic and Monetary Union.
Although growth seems to have been a major factor behind the reduction of poverty, this conclusion should be treated with caution. First, an increase in real GDP per capita does not necessarily imply a reduction of poverty; conclusions about the causes of poverty reduction require supplementary information on the distribution of this additional income among different population groups. If the initial distribution of income is highly unequal, the impact of growth on poverty may not be significant. In an extreme case, if all benefits of higher growth were captured by the wealthiest part of the population, the impact on poverty reduction would be negative. Second, the elasticity of poverty reduction to growth in per capita income depends on the shape of income or consumption distribution and on the position of the poverty line with respect to this distribution. Normally, the closer the poverty line is to the median of the distribution, the higher will be the elasticity of the poverty rate to real per capita growth.
Finally, more regular household surveys that all employ similar methodology are needed to assess the evolution of growth inclusiveness through time. This impact assessment would be better served by the use of more advanced econometric techniques, which are difficult in the absence of high-frequency poverty data sets.
Growth is usually considered inclusive if its benefits are widely shared across the population. Although there is no commonly accepted definition of inclusive growth, it usually refers to the goal of fostering high growth while providing productive employment and equal opportunities, so that all segments of society can share in the growth and employment, while redressing inequalities in outcomes, particularly those experienced by the poor (see IMF 2013 for an overview).
For analytical purposes, growth is usually considered inclusive if it is high, sustained over time, and broad based across sectors; creates productive employment opportunities; and includes a large part of a country’s labor force. Additional dimensions of inclusive growth include gender, regional diversification, and empowerment of the poor, including through inclusive institutions. This chapter focuses only on the distributional characteristics of growth, so in this chapter growth is considered inclusive if it helps improve equality.
Several statistical metrics allow one to evaluate different aspects of inclusiveness following this narrow definition. The squared poverty gap6 assesses inequality, since it captures differences in the severity of poverty among the poor. The Watts index7 is a distribution-sensitive poverty measure because it reflects the fact that an increase in income of a poor household reduces poverty more than a comparable increase in income of a rich household. The Gini coefficient shows the deviation of income per decile from the perfect equality line. The mean log deviation index8 is more sensitive to changes at the lower end of the income distribution. The decile ratio is the ratio of the average consumption of income of the richest 10 percent of the population divided by the average income of the poorest 10 percent.
Finally, in dynamic terms the increase of income in the bottom deciles can be compared to the average income increase or the income increase in the highest deciles of the population. If the income of the bottom decile in the distribution tends to rise proportionately to or faster than the average income, growth is considered inclusive. Although the squared poverty gap and the Watts index take into account the distributional characteristics of growth indirectly, all other methods measure equality directly.
The quality of any analysis of growth inclusiveness depends on both data availability and data quality. Such analyses require at least two household surveys based on a comparable methodology as well as data on income and consumption by households, which are difficult to collect in Senegal because most of the population is employed in the informal sector (Foster and others 2013). The data may include outliers at both tails of the distribution. Although the outliers have been routinely corrected in Senegal’s household surveys, they may lead to negative growth rates of the incidence curve for both tails of the distribution in some years (see subsequent discussion). Also, some parameters, such as the size of households and other sociodemographic variables (household head, education level, marital status, employment sector, place of residence, regional distribution, etc.), can vary from survey to survey, affecting poverty measures. Finally, the timing and the definitions of key variables, including the coverage of rural and urban areas, should be the same in different surveys to achieve consistent poverty estimates.
Different statistical measures suggest that, although poverty in Senegal has declined, overall inequality remains broadly unchanged. In 1994–2011, the squared poverty gap shrank by more than half, suggesting that poverty among the poorest people became less severe (Table 5.2). The Watts index also dropped substantially, suggesting a relatively faster improvement in the situation of people with the lowest incomes. At the same time, both the Gini coefficient and the mean log deviation index declined a bit in 1994–2005 and increased again in 2005–11, suggesting no major changes in the overall level of inequality.
A simple decile ratio also suggests that the level of inequality remained broadly unchanged. The ratio of consumption in the top decile of the population relative to that in the bottom decile did not change much between 1994 and 2011. It stood at 12.9 in 1994, declined to about 11.8 in both 2001 and 2005, but then increased again to 12.5 in 2011, suggesting that the richest consume on average 12 to 13 times more than the poorest. In total, the richest two deciles of the population consume about half of all goods and services in the country, roughly the same amount as the seven bottom deciles of the population combined (Figure 5.5). This suggests a substantial level of income disparity and inequality, although it is lower than the average for sub-Saharan Africa.
Figure 5.5. Consumption Share by Income Deciles, Senegal, Selected Years
(Percent)
Source: World Bank, PovCalNet, 2013.
Growth in the level of consumption in 2006–11 was positive but low, and it was almost equal among different deciles of the population (Figure 5.6). No significant changes occurred in inequality during this period, because the growth in consumption of the bottom deciles was only slightly higher than that of the top deciles. In contrast, during 2001–05 the poorest fifth of the population experienced a decline in consumption, while all the middle deciles registered significant growth in consumption, although the increase in the consumption level of the richest groups was nonsignificant.
Figure 5.6. Consumption Growth by Welfare Groups, Senegal, 2001–05 and 2006–11
(Percent)
Sources: ANSD 2001, 2007, 2012a.
A dynamic measure of the inclusiveness of growth can be derived from growth incidence curves. The estimation of growth incidence curves involves a methodology that helps identify the extent to which each decile of households benefits from growth (Ravallion and Chen 2003). In growth incidence curves, the vertical axis reports the growth rate of consumption expenditure, and the horizontal axis reports consumption expenditure percentiles (Foster and others 2013).
Growth incidence curves assess how consumption at each percentile changes over time. The part of the curve above zero signifies the deciles that benefit from growth, and the part below zero signifies the deciles that lose because of growth. The part of the curve that is above its own mean signifies the deciles of the population that benefit from growth relatively more than the average household does. The part of the curve below the mean, but still above zero, signifies the deciles that also benefit from growth but less than the average household.
A negatively sloping growth incidence curve suggests that income or spending among the poorer deciles of the population is growing faster than income or spending among the richer deciles. Because in this case the poorer groups of the population are catching up with the richer, a negatively sloping growth incidence curve can be viewed as an indication of inclusive growth. Improvements in the degree of inclusiveness of growth would be signaled by changes in the slope of the growth incidence from positive to negative, and progress in poverty reduction would lead to the mean of the growth incidence curve and the curve itself moving up (see Annex 5.1 for a suggested formal treatment).
Although growth incidence curves give somewhat conflicting signals on distributional shifts in Senegal, they seem to confirm that growth benefited most people in the middle of the income distribution. Between 2001 and 2005, consumption increased on average, because the mean of the growth incidence curve is above zero, driven by the middle of the distribution (from the third to the eighth deciles) (Figure 5.7). The growth incidence curve is positively sloped, suggesting some increase in inequality during this period. Between 2005 and 2011, the mean of the growth incidence curve is above zero, but the curve is broadly flat, suggesting no clear trend in changes in inequality.
Figure 5.7. Growth Incidence Curve for Total Population, Senegal, 2001, 2005, 2011
Sources: World Bank, Enquête Sénégalaise Auprès des Ménages (ESAM) 2001, Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2005, and Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2011 databases, processed using ADePT 5.1 platform for automated economic analysis, household-level data.
Note: The data may include outliers at both tails of the distribution.
The average for the entire period 2001–11 shows a clear increase in mean consumption, confirming the decline in poverty, as the middle class improves its relative position. However, the growth incidence curve over the full period has a slightly positive slope, which may point to some worsening of inclusiveness. This trend might not be statistically significant, indicating no substantial distributional changes during this period other than the improvement in the relative position of the middle class. However, this overall result also masks significant differences in growth inclusiveness between urban and rural areas.
In urban areas, people in the middle of the distribution seem to have benefited the most from growth. Between 2001 and 2005, the growth incidence curve for urban areas is substantially above the mean for the whole distribution other than the top decile, but it slopes downward a little, suggesting somewhat reduced disparity between the rich and the poor (Figure 5.8). For 2005–11, however, the incidence curve hovers around zero and is upward sloping, pointing to some worsening of inclusiveness. For 2001–11 overall, again there is no clear trend, although consumption for the middle decile is very strong. Although the incidence curve is above zero, it looks broadly flat, pointing to unchanged inclusiveness.
Figure 5.8. Growth Incidence Curves for Urban Areas, Senegal, 2001, 2005, and 2011
Sources: World Bank, Enquête Sénégalaise Auprès des Ménages (ESAM) 2001, Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2005, Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2011 databases, processed using ADePT 5.1 platform for automated economic analysis, household-level data.
In rural areas, growth may have been less inclusive; here the improvement of the middle class is not very pronounced. Between 2001 and 2005, a clear trend of growing inequality is seen in rural areas, because the incidence curve is positively sloped and actually below zero for the first two deciles of the population (Figure 5.9). Again, in 2005–11 there is no clear trend, either in terms of inclusiveness (the incidence curve is broadly flat) or in terms of poverty reduction (the mean is about zero). Overall, in 2001–11 the incidence curve is positively sloped for the lower deciles but broadly flat in the middle, and the growth rate in the lower deciles is substantially lower than that in the median and highest deciles. This may point to an increasing gap between the poor and the rich in some rural areas.
Figure 5.9. Growth Incidence Curves for Rural Areas, Senegal, 2001, 2005, and 2011
Sources: World Bank, Enquête Sénégalaise Auprès des Ménages (ESAM) 2001, Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2005, Enquête Suivi de la Pauvreté au Sénégal (ESPS) 2011 databases processed using ADePT 5.1 platform for automated economic analysis, household-level data.
How inclusive growth is in rural areas has an important impact on the degree of inclusiveness in Senegal’s growth as a whole. The difference between the median and mean growth rates of household spending is smaller in rural areas than it is in urban areas. This may suggest that the overall change in the distribution of households’ consumption is heavily influenced by the changes in the distribution in rural areas and that it is skewed to the right, because most households are relatively poorer than the mean household in the country. By contrast, in urban areas the impact of changes in the consumption growth rates of relatively rich households on the overall inclusiveness of growth is less significant, because the distribution in urban areas is skewed to the left—most households are relatively richer than the mean household in the country.
Although available indicators sometimes give conflicting signals on distributional shifts, this statistical analysis of the distributional characteristics of growth suggests the following:
Poverty in Senegal has fallen in the last two decades, although poverty reduction has slowed in recent years.
Although available indicators sometimes give conflicting signals on distributional shifts, growth seems to have benefited most people in the middle of the income distribution.
The middle class has benefited from growth, mainly in urban areas, while both the poorest and the richest have lost ground.
Growth has been less inclusive in rural areas than in urban areas.
Public policies may be considered supportive of inclusive growth if they help to promote growth and to reduce poverty and inequality. Possible indicators that policies are supportive include (1) the overall level of social spending, because cross-country experience suggests that countries with relatively higher spending on human capital, health care, pensions, and other aspects of the social safety net tend to have more inclusive growth; (2) measures specifically targeted at raising the incomes of people in the bottom deciles of the income distribution relative to the average income; (3) development of social safety nets for the population in general and programs aimed at its poorest segments (social protection floor); and (4) the design of the tax system.
The aggregate level of health and education spending in Senegal is comparable to that in WAEMU countries generally, but the composition is different. Spending on education and health care has been higher in Senegal than for the WAEMU on average (Figure 5.10). Spending on education and health care should contribute to inclusiveness of growth, especially in urban areas, where the concentration of schools is high.
Figure 5.10. Social Expenditure
(Percent of GDP)
Sources: IMF, World Economic Outlook database; and IMF staff estimates.
Public expenditures, including in the social sectors, are concentrated in Dakar, the capital. The World Bank estimates that this capital region, where only about a quarter of the population of Senegal lives, absorbs more than half of all public resources. Other regions have less access to public resources, including in such critical areas as health care and education, which may also contribute to inequality (see Figure 5.11, panels 1 and 2, which are based on World Bank analysis).
Figure 5.11. Regional Distribution of Public Health and Public Education Expenditure, Senegal, 2009
Source: World Bank, Public Expenditure Review, 2012.
Senegal has used ad hoc and untargeted measures to address the impact of shocks in the recent past. During the 2007–08 food and fuel crisis, for example, the authorities took several measures to limit price increases in food and fuel oil. They temporarily reduced the value-added tax and introduced excise tax exemptions and subsidies for butane for all consumers. The fiscal cost of these measures amounted to about 4½ percent of GDP during the two-year period, with about a third of this loss stemming from losses in revenue. Senegal’s 2008 poverty and social impact analysis (IMF 2012) revealed that ad hoc measures were in general poorly targeted, because almost 55 percent of the benefits accrued to households in the top 40 percent of the welfare distribution.
In February 2011, the government froze retail prices for six key food items to help the poor and temporarily limited price increases for petroleum products at the pump by reducing the value-added tax base. Some of these measures were reversed later in the year. In early 2012 and early 2013, the authorities temporarily introduced implicit subsidies for petroleum products through a mechanism of price stabilization, but later phased them out.
The scope and coverage of the existing social safety nets in Senegal is limited, and most interventions are small and temporary. The safety net programs have three main benefits: offering general support for daily existence, providing nutritional support, and improving access to basic services. These programs are carried out through monetary transfers (cash grants and loans), food aid, and fee waivers for health services and are spread across several entities, each consisting of several projects (Box 5.1).
According to the World Bank’s (2013) social safety net assessment, formal social security coverage reaches 13 percent of the population. This includes 6 percent covered by formal pensions, 3 percent receiving social security benefits, and 3 percent having health insurance. Annual transfers under the safety net programs averaged about CFAF 17 billion a year in 2010–12, about 0.27 percent of GDP. Safety net funding remains largely dependent on donor financing, with the budget itself providing not more than one-fourth of the total.
Recently, two new projects have been announced. The government plans to implement a pilot project, Family Safety Grants (Bourses de sécurité familiale—BSF), to provide annual financial assistance to the poorest families. Also, the government intends to introduce universal health coverage (Couverture maladie universelle—CMU), which would provide basic medical care, particularly to the most vulnerable.
Obviously, a more comprehensive social safety net is needed. This could be funded by broadening the tax base and increasing some taxes, along with reallocating existing spending. The experience of other countries in the region suggests that a minimum social safety net could be provided at low cost. For example, in Burkina Faso a basic social safety net, including a minimum medical insurance coverage and government support for the poorest families, could be set up at a cost of about 1.5 percent of GDP (IMF 2012). For Senegal, this level of spending is within reach and would be worthwhile, since well-targeted social safety nets can help reduce inequality and poverty.
BOX 5.1 Social Programs in Senegal
The Food Security Commissariat (Commissariat de la securité alimentaire—CSA) provides food aid assistance to vulnerable populations either in response to catastrophes or through rice distribution.
The National Solidarity Fund (Fonds de solidarité nationale—FSN) is responsible for providing immediate responses to emergency situations, including financial, medical, and material support.
The Community-Based Re-adaptation Program (Programme de réadaptation à base communautaire—PRBC) provides social, economic, and cultural integration for disabled persons through financial support and income-generating activities.
The Old Age Support Program (Projet d’appui à la promotion des aînés—PAPA) addresses the vulnerable elderly (over age 60) through capacity strengthening, grants, and subsidized loans for the elderly.
The National School Lunch Program (Programme d’alimentation scolaire) provides school lunches funded by the national budget.
The School Lunch Program (Cantines scolaires) supports the national school lunch program by providing primary school lunches in vulnerable rural areas.
Educational Support for Vulnerable Children (Bourses d’étude pour les orphelins et autres enfants vulnérables—OEV) provides schooling or professional training to vulnerable children through a program of the National HIV-AIDS Council.
The Sesame Plan (Plan Sesame) waives health service fees for all persons over age 60.
The Poverty Reduction Program (Programme d’appui à la mise en œuvre de la Stratégie de Réduction de la Pauvreté—PRP) supports grants for income-generating activities for vulnerable groups, primarily women, the disabled, and HIV-affected people.
A pilot Cash Transfers for Child Nutrition Program (Nutrition ciblée sur l’enfant et transferts sociaux—NETS) entails cash grants to mothers of vulnerable children under age five to mitigate the negative impacts of food price increases.
The WFP Vouchers for Food Pilot Program (WFP Bons d’Achat—WFP CV) addresses food insecurity among vulnerable households driven by high food prices.
Source: World Bank 2013.
Sustained overall economic growth is a precondition for further poverty reduction. A number of studies confirm that sustained growth is a key factor in enhancing inclusiveness. Kraay (2004) shows that in developing countries, the growth of average income explains 70 percent of the variation in poverty reduction over the short term. Berg and Ostry (2011) argue that longer growth spells are robustly associated with more equality in the income distribution. Lopez and Servén (2006) suggest that for a given inequality level, the poorer the country, the more important is the growth component in explaining poverty reduction. Affandi and Peiris (2012) show that growth is generally pro-poor, with growth leading to significant declines in poverty across economies and time periods. Specifically, a 1 percent increase in real per capita income leads to about a 2 percent decline in the poverty head count ratio. Moreover, Senegal’s experience is consistent with this cross-country evidence. Therefore, at its core any successful pro-poor growth strategy should include measures to achieve sustained and rapid economic growth.
Special attention should be given to the distributional dimension of growth. An increase in inequality may offset and even exceed the beneficial impact on poverty reduction of the same increase in income (Affandi and Peiris 2012). According to recent estimates, about two-thirds of poverty reduction within a country comes from growth, and greater equality contributes the other third. In the most unequal countries, a 1 percent increase in incomes produces a mere 0.6 percent reduction in poverty, whereas in the most equal countries the same increase in income yields a 4.3 percent reduction in poverty (Ravallion 2013).
Because the inclusiveness of growth is associated with a number of macroeconomic outcomes and policies, it is important to analyze growth and inclusiveness simultaneously. Increased inequality may dampen growth, but at the same time, poorly designed measures to increase inclusiveness could undermine growth. For instance, increasing farm productivity and broadening rural job opportunities are both important for addressing rural poverty. In the long term, attention to inclusiveness can bring significant benefits for growth.
Well-designed public policies are also important for promoting inclusiveness. The recommendations of the 2008 poverty and social impact analysis for Senegal remain broadly valid. Poorer households could be protected against food and fuel price increases in the short term at a lower budgetary cost and more effectively by redirecting resources to better-targeted measures: poor populations can be targeted through measures such as school lunches and public works programs and better-targeted tariffs for small quantities of electricity to protect some of the urban poor. Over the medium term, a well-targeted and conditional cash transfer system is the best option for assistance to the poorest.
Strong growth in agriculture is probably the single most important factor in improving inclusiveness of growth. The strong performance of agriculture in 2008–10 helps explain the improvement in consumption levels of the poor during this period in spite of low overall GDP growth.
Structural policies promoting employment and productivity increases, in particular in agriculture, could also help increase inclusiveness.9 According to the World Bank (2010), several policies have been successful in increasing the agricultural earnings of the poor in other low-income countries. These policies could be applicable in Senegal. They include improving market access and lowering transaction costs, strengthening property rights for land, creating an incentive framework that benefits all farmers, expanding the technology available to smallholder producers, and helping poorer and smaller producers handle risk. To expand nonagricultural and urban employment opportunities for poor households, other sub-Saharan African countries have taken steps to improve the investment climate; expand access to secondary and girls’ education; design labor market regulations to create attractive employment opportunities; and increase access to infrastructure, especially roads and electricity.
Inclusive institutions have also been found important for growth inclusiveness. Acemoglu and Robinson (2012) argue that rich countries are rich by virtue of having inclusive institutions, that is, economic and political institutions that include the large majority of the population in the political and economic community. An initial set of inclusive economic institutions would include secure property rights, rule of law, public services, and freedom to contract. The role of the state would be to impose law and order, enforce contracts, and prevent theft and fraud. When the state fails to provide such a set of institutions, growth becomes extractive.
Coherent labor market policies are also needed for increasing inclusiveness. The challenges of growth, job creation, and inclusion are closely linked, because creating productive employment opportunities throughout the economy is an important way to generate inclusive growth (IMF 2013). In Senegal, the creation of employment opportunities and increasing productivity in rural areas, especially in agriculture, would prompt higher consumption growth among poorer households. In Cameroon and Uganda, for example, stronger per capita consumption growth observed at the poorest levels seems to be related to high agricultural employment growth (IMF 2011). By contrast, rural agricultural employment has fallen in Mozambique and Zambia, where the poorest have experienced weaker or negative per capita consumption growth.
Social protection has been too narrowly limited in the past to formal systems. Senegal needs to focus on social inclusion as well as economic inclusion. All citizens need to have access to basic social services: water, sanitation, electricity, education, health, and the social safety net. Human capital needs to be built up through a variety of channels, including the development of local markets in addition to stronger social protection, which provides good incentives without negatively affecting the labor supply.10
Deepening the financial sector would also increase inclusiveness, specifically through policies that give the poor better access to financial services. A number of studies have found that financial development generally increases the incomes of the poorest households (Claessens 2005), whereas unequal access to financial markets can reduce incomes by impeding investment in human and physical capital. These barriers are widespread in Senegal, where most people lack access to the formal financial system. At the same time, microfinance and other rural finance, as well as the expansion of credit information sharing, could significantly expand credit availability. Some promising initiatives in this area are underway in Senegal.11
The authorities need to improve financial literacy as well as the availability of services, including electronic money. In Senegal, the establishment of electronic money has been abused by some providers, and regulatory authorities need to guard against this to protect savers. More progress is also needed concerning the geographic coverage of financial services, in particular in the north and the east. Finally, there is also a need to develop microinsurance products and to educate the public about them, to emphasize the importance of protection against shocks.
Inclusive growth should simultaneously reduce poverty and inequality. Growth reduces poverty if the mean income of the poor rises. Growth reduces inequality if it helps straighten the Lorenz curve, which plots the percentage of total income earned by various portions of the population when the population is ordered by size of income. More formally, starting from Ravallion and Chen 2003, the growth incidence curve, which traces out variability of consumption or expenditure growth by the percentile of the population, can be defined as
in which is the rate of change of the Lorenz curve,12 p is the deciles of the population, and γt, is the growth rate of its mean. From the equation it follows that
gt(p) = γt, if : growth at each decile of the incidence curve will be equal to the average growth of the distribution at each decile of population, if the slope of the Lorenz curve does not change over time.
gt(p) > γt, if : growth at each decile of the incidence curve will be higher than the average growth of the distribution at each decile of population, if the slope of the Lorenz curve increases.
gt(p) < γt, if : growth at each decile of the incidence curve will be lower than the average growth of the distribution at each decile of population, if the slope of the Lorenz curve decreases.
The slope of the incidence curve is positive if .
The slope of the incidence curve is negative if .
Therefore, based on the incidence curve, pro-poor and inclusive growth can be derived as follows. Assuming for simplicity of illustration that the incidence curve is linear (Annex Figure 5.1.1), (1) pro-poor growth shifts the mean expenditure (or consumption) of the poor up; the slope of the incidence curve is irrelevant and may be positive, suggesting that growth is not inclusive; (2) pro-poor inclusive growth shifts the mean expenditure up while the incidence curve is negatively sloped; (3) accelerations of pro-poor growth just shift the median income further up, while the slope of the incidence curve may remain positive, suggesting the growth remains noninclusive; and (4) an increase in the inclusiveness of growth suggests that the incidence curve becomes negatively sloped (g), the slope increases (g′) and/or the whole curve shifts to g″ as inequality declines, and .
From an operational perspective, to assess inclusiveness of growth, a country should take a number of actions: (1) establish the slope of the incidence curve based on the information of at least two sequential household surveys; (2) if the slope is positive, suggesting that growth has not been inclusive, identify measures that could increase income and spending of the lowest deciles, while increasing the mean growth rate, that is, not at the expense of higher deciles; (3) if the slope of the incidence curve is negative, suggesting that growth has been inclusive, identify measures to increase the slope by making growth of consumption of lower deciles even faster, without hampering any other deciles; and (4) alternatively or in addition, find a measure to reduce inequality in the Lorenz curve coefficient in the next period that would shift the entire incidence curve up.
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Patrick Petit and João Tovar Jalles
Mobilizing revenue is a complex undertaking in any country, but especially so in developing countries, which need to improve the efficiency and equity of their tax systems significantly at the same time. A first challenge has been to reduce reliance on import duties and shift the tax burden to the domestic economy, partly to reduce the price-distorting effects of trade taxes and partly to comply with World Trade Organization agreements. Such a shift has been a key factor in the rise of the value-added tax (VAT) (Keen and Simone 2004; Keen and Mansour 2009), which by and large has been a success.
A second challenge has been to reduce both corporate income tax (CIT) and personal income tax (PIT) rates to reduce related distortions. However, if such a change is to be revenue-enhancing, it requires a more-than-compensating expansion of the tax base. In the presence of generally weak tax administrations in most developing countries (see Stotsky and WoldeMariam 1997), this last task has been an uphill battle. With that policy context in mind, this chapter assesses Senegal’s past performance and future challenges for efficiently mobilizing revenue and outlines key areas for additional tax reforms.
Senegal stands at an important juncture: with per capita income at US$2,311 in 20141 and growing at roughly 3 percent per year since 2000, the country could reach middle-income/emerging status if it could increase this growth rate to 5 percent and keep it at that level for 15 to 20 years. With population growth at 3 percent per year, this would require GDP growth at an average annual rate of 8 percent (measured at purchasing power parity). Such annual GDP growth rate has been achieved by other emerging markets in the recent past (Figure 6.1). Specifically, from 2000 to 2014, Morocco’s GDP per capita grew on average by 5.5 percent, Uruguay’s by 5.4 percent, Turkey’s by 4.8 percent, and Argentina’s by 4.5 percent. Even better, Korea’s per capita income grew from US$2,184 to US$35,277 between 1980 and 2014 (roughly equivalent to 8.5 percent growth per year on average), lifting the country from low- to high-income status in just over a generation.
Figure 6.1. Per Capita Income in Comparator Countries, 1980–2014
(US dollars at purchasing power parity)
Source: IMF, World Economic Outlook.
Financing such growth requires massive investments, especially public investments in human and physical capital, and therefore requires a sharp increase in government revenue (or debt). Senegal’s performance on this count has been disappointing (Figure 6.2) and suggests limited domestic means to finance growth. What can Senegal learn from countries that successfully managed to raise more domestic revenue to finance growth and reach emerging status? This chapter reviews the evolution of revenue efforts in six emerging markets that managed to raise their revenue-to-GDP ratio regularly and sustainably. These countries were selected based on the following criteria, which highlight Senegal’s objectives and intrinsic characteristics:
Figure 6.2. Tax and Nontax Revenue in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
They experienced regular and relatively smooth increases in revenue (that is, excluding grants) across the 20-percent-of-GDP threshold over the 1980–2014 study period.
They transitioned from being low-income countries to at least middle-income countries during this period.
They have no significant oil revenue.2
They are not island nations or city-states (which have particular revenue collection dynamics).
They are neither postcommunist transition countries nor European Union countries.
They are not very small countries that might be highly dependent on a large neighboring country (unlike, for example, Lesotho or Swaziland).
They are not very large countries, which generally have their own peculiar dynamics (for example, Brazil, China, Indonesia).
A few countries meet these criteria: Argentina, Korea, Morocco, South Africa, Turkey, and Uruguay.3 All have their own idiosyncrasies. Yet as the subsequent analysis shows, these countries together have enough in common with Senegal to enable some useful lessons to be drawn regarding how it might sustainably raise revenue above 20 percent of GDP and reach emerging market status.
The remainder of the chapter is organized as follows. In the next section we review the composition of revenue for all six countries and Senegal and highlight key differences. Following that, we discuss key tax reforms in comparable countries in recent times. The last section provides additional analyses and suggests policy priorities for Senegal’s revenue effort.
From 1980 to 2014, both tax and nontax revenue were lower in Senegal than in comparable countries, and the gap widened significantly (Figures 6.2, 6.3, and 6.4). Tax revenue had been similar to that in some comparable countries until the early 1990s, but grew slowly afterward, while in other countries it followed a clear upward trend. The shock of the Franc Communauté Financière Africaine (FCFA) devaluation was followed by a more positive evolution, but this stalled in the wake of the recent global financial crisis. Nontax revenue collapsed in early 1994 and never recovered, leaving a significant gap with (for example) Morocco and South Africa (which benefited from mining revenue).4
Figure 6.3. Tax Revenue in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Figure 6.4. Nontax Revenue in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
The fall in international trade taxes was more than offset by the rise in indirect taxation (mainly VAT). All countries except Argentina saw the burden of trade taxes decrease, but the fall was most abrupt in Senegal (roughly 4 percent of GDP; see Figure 6.5), although the end level was also among the highest. The increase in domestic sales taxes reached 6 percent of GDP over the same period, so it appears that the transition toward domestic taxation cannot be blamed for Senegal’s overall poor performance. This transition, however, appears to have brutally stopped with the introduction of the West Africa Economic and Monetary Union’s common external tariff in 2000, while other countries, notably Morocco, continued to evolve toward greater reliance on domestic revenue. As a result, Senegal now still relies significantly more on international trade taxes and less on sales taxes.5
Figure 6.5. Revenue from International Trade in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Given Senegal’s relatively high statutory rates, the performance of its income tax is weak and thus probably signals poor control of its tax base. The burden of the PIT in Senegal is similar to that experienced in the comparator countries other than South Africa (Figure 6.6). However, statutory PIT rates in Senegal range from 20 to 40 percent, somewhat higher than those for the comparators (Table 6.1). This signals either a smaller tax base or lack of control over the existing base, but in any case there is a relatively higher burden on a smaller number of taxpayers, and thus there are more distortions. A worse picture emerges for the CIT, which presents a much lower tax burden despite (again) its relatively higher rates (Figure 6.7 and Table 6.1).
Figure 6.6. Revenue from Personal Income Tax in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
TABLE 6.1 Statutory Personal and Corporate Income Tax Rates, Senegal Comparable Countries
(Percent)
Source: IMF, Fiscal Affairs Department, Tax Policy Division database.
Figure 6.7. Revenue from Corporate Income Tax in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Social contributions have been a major source of revenue for comparable countries, but not for Senegal (Figure 6.8). Since the early 1990s, almost all countries examined here have shown strong upward trends in social contributions, adding up to 6 percent of GDP in total revenue. In Senegal, although some statutory rates can be relatively high,6 the narrow base severely limits the revenue potential of wage taxes, since wages there are typically limited to the public service and large formal businesses (which employ at best a few hundred thousand employees). Only South Africa among comparable countries appears to have lower social contributions, but these have to be juxtaposed against a much more important PIT than in other countries; this is directly related to the financing of health care through general tax revenue instead of social contributions in that country.7
Figure 6.8. Revenue from Social Contributions in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Property taxes are underused in Senegal. Despite its overall limited potential,8 such taxation is applied in all comparable countries, which have higher property tax revenue than Senegal. In most cases, this base has become more important over the study period (Figure 6.9). Real estate is a very efficient and often equitable form of taxation (Norregaard 2013), but it is also very complex given its relatively limited potential. It requires a cadastre or some form of cadastral records—something difficult and expensive to set up and maintain. It also requires many competent staff distributed over most of the territory and especially over urban areas, as well as up-to-date, comprehensive, reliable, and transparent records of notaries and construction permits.9 Maintaining this mass of information and human resources often requires a decentralized system of government, and the spread of property taxation is therefore generally linked to a decentralization process. None of these elements is very developed in Senegal, despite recent initiatives toward decentralization.
The main culprits for Senegal’s poor overall revenue performance therefore appear to be income-related taxes (PIT, CIT, social contributions) and, to a lesser extent, property taxes. The small tax base and/or the lack of control of the base also appear to play an important role.
Figure 6.9. Revenue from Property Taxes in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Improved performance in comparable countries has depended on a host of factors, including growth, openness to trade, and economic structure, but it has also hinged on implementation of the key tax reforms that Senegal now ponders. In this section, we review the main elements and thrust of tax reforms enacted in these countries over the study period in order to supplement the data presented in the previous section.
South Africa’s tax reforms were conceived during the transition out of apartheid (1990–93) and were successfully implemented afterward, separate from any external pressure (see Steenekamp and Döckel 1993; Tanzi 2004; Siebrits and Calitz 2007; Manuel 2002; and Davis Tax Committee 2014). They took place in a delicate social environment and as part of a broader strategy to promote macroeconomic stability, growth, employment, and redistribution (that is, greater social benefits for more people), hence their direct relevance to other sub-Saharan countries.
A first wave of reforms was implemented over the period 1994–99. It greatly simplified the PIT (rates, brackets, credits) in order to avoid fraud and improve equity. It reduced CIT rates by broadening the base and increased a VAT that had been introduced in 1991 (with an initial rate of 10 percent) to 14 percent in 1994. Most importantly, it completely reformed the tax administration by setting up a separate South African Revenue Service (SARS) outside of the public service in 1997. SARS’ staff quality and management underwent significant improvements, its material resources were increased, and its capacity to handle audit and control was significantly expanded. A notable success of SARS has been to increase the number of registered taxpayers significantly.
After 2000, a second wave of reforms was passed, aimed at significantly broadening the base. A capital gains tax was introduced to backstop the income tax in 2001, and the whole tax system was switched to be residence-based in the same year, which means that the worldwide income of South African residents became taxable (hence additional backstops for income taxation). The PIT was further simplified to better capture fringe benefits and other forms of compensation, which were mostly prevalent in the private sector, and in turn this allowed rates to decrease. Many tax incentives,10 such as accelerated depreciation, were also eliminated or converted to standard practices.
Strong growth and increasing statutory tax rates in Morocco up until the late 1970s led to a rapid expansion of the public sector. The economic crisis of the early 1980s, however, left significant revenue needs, which were first met by external financing until the country became heavily indebted by the mid-1980s (Sewell and Thirsk 1997). A significant adjustment program was thus undertaken until the early 1990s. Morocco had built a complex import-substitution tax system in the early years following independence, and given the rate increases of the 1970s this meant that the tax system needed to solve the classic problem of high rates on a narrow base, as well as move away from relying on a large number of taxes and rates and numerous exemptions.
Major reforms were made in 1986. These included introduction of a VAT, replacement of the schedular PIT system with a more comprehensive tax on all personal income, replacement of the relatively narrow profit tax with a more conventional CIT (impôt sur les sociétés), and reductions in many rates (other reductions followed). In addition, the lower rates and wider definitions of income inevitably led to a need to strengthen the tax administration, notably by greater use of withholding and minimum taxes (with tax credits where necessary).
The base of a modern tax system had been planted by these early reforms and largely contributed to a slow but steady increase in PIT revenue and, to some extent, in CIT revenue (see Figures 6.6 and 6.7). However, the various tax instruments remained complex—for example, there were multiple VAT rates—so the initial returns were disappointing. In addition, the tax incentives system remained more or less intact. The drive to reform had stalled by the mid-1990s, so tax revenue more or less stagnated until a second wave of reforms took effect in the early to mid-2000s (see Figure 6.3).
This second wave of reforms reduced tax incentives, simplified the main tax instruments, and leveraged greater control over the income tax base to raise social contributions. Notably, in 2006 the authorities published path-breaking estimations of tax expenditures,11 which significantly raised awareness of the inefficiencies in the tax system and helped increase CIT revenue (Figure 6.7). Increased social contributions allowed a major reform and expansion of the health coverage from 2005 (see Figure 6.8 and Ruger and Kress 2007). Measures to tackle tax administration were a major component of the second wave of reforms. Main efforts in this area included increasing resources, making institutional reforms (such as large taxpayer units, deconcentration), computerizing processes, and, especially, improving procedures and controls based on a tighter identification of taxpayers and self-assessment (see Abed and others 2001 and Mansour, Jousten, and Kidd 2009).
Post–World War II tax policy in Turkey, up until the early 1980s, was shaped by an erratic macroeconomic context of high and fluctuating inflation, deficits mitigated by foreign aid, and heavy state intervention (Bulutoglu and Thirsk 1997). The result was a complex and unstable tax landscape cluttered by the accumulation of short-term expedients and a proliferation of taxes and incentives to mitigate the overall results in selected sectors. In fact, many of the policy changes since have aimed at streamlining the system in successive waves (albeit with mixed results) and at providing more stable revenue to stabilize the macrofiscal context (OECD, n.d.). In the process, three key successes stand out: (1) the implementation of the VAT and the gradual consolidation of indirect taxes, (2) the rise of wage taxes to fund ever-wider coverage of the health care system, and (3) a significant strengthening of tax administration.
The first wave of reforms replaced eight sales taxes with the VAT in January 1985. The impact of the VAT was much greater in Turkey than in other countries, since it did not replace already-low international trade taxes. By the early 2000s, indirect taxes had therefore increased revenue by 10 percent of GDP compared to 1985 (Figure 6.10) and heavily tilted the tax mix toward indirect taxes. Indeed, Turkey’s low use of capital taxes (CIT, capital income) and its moderate and stable use of PIT remain peculiar in the Organisation for Economic Co-operation and Development (OECD). However, the combination of stable PIT levels over the period, a large salary-based public sector, and an ever-stronger tax administration have made it possible to use social contributions to finance the health care system since the mid-1990s (Atun 2015; Kisa and Younis 2006), a system that is currently achieving universal coverage. Tax administration reforms started by revamping audit and litigation procedures in the early 1980s and were followed by increasing resources and training and by making significant investments in information systems (and ensuing information sharing).
Figure 6.10. Revenue from Sales Taxes in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
More recent reforms have had less of an impact on revenue and have mainly aimed at simplifying what remains a complex tax system. A medium-term tax reform strategy was put in place based on a review carried out jointly with the World Bank in 2002. The reform strategy had three main elements: (1) the rationalization of 16 excise taxes by replacing several taxes with one tax (Special Consumption Tax),12 (2) the rationalization of personal and corporate income taxes,13 and (3) the reorganization of the tax administration.14
Argentina15 has had a long history of macroeconomic instability and related fiscal deficits as well as a long history of political splintering and conflict. This context has exerted a strong influence on tax policy (Tanzi 2000), which has been unconventional on many counts (Fenochietto 2009). For example, policy has depended heavily on indirect taxation, the use of unusual taxes such as taxes on exports (Figure 6.5) and on financial transactions, cascading provincial sales taxes, and generally unstable tax policy. All of this hardly makes Argentina an example to follow. Surprisingly, however, its overall revenue performance has increased significantly, and some lessons can therefore be drawn, notably regarding base broadening.
First, several changes contributed to doubling the share of indirect taxes in GDP between 1990 and 2012 (Figure 6.10): the gradual expansion of what had been originally (in 1974) an income-based narrow-base VAT into a standard credit-invoice consumption-based VAT, sharp increases in rates, and repeated expansion of the base (Cetrangolo and Sabaini 2010).16 A similar movement has been at work regarding the CIT, the rate of which is high (see Table 6.1) but the base of which nevertheless is broader than in many comparable countries, with proper transfer pricing and thin capitalization rules, for example.
Second, high human capital and revenue needs have generally translated into a decent, albeit imperfect, revenue administration. Contributing to the expansion of the tax base have been the introduction of computerization, a focus on large taxpayers, institutional reforms (notably through federal/provincial/municipal governments), proper audit and control procedures, the wide use of withholding, and successful experiments with the hard-to-tax through the Monotributo (a tax paid by the self-employed) (Cetrangolo and Sabaini 2010; Morisset and Izqierdo 1993).
Third, and related to the above, good control of the wage tax base has allowed the imposition of significant social contributions (Figure 6.8), whose fluctuations have largely been caused by policy changes. Interestingly, PIT revenue has grown only marginally (although regularly), precisely because it is based solely on wage income, given the quasi-complete exclusion of nonlabor income from the PIT and generous deductions.17 In fact, one could argue that an important reason why Argentina’s tax policy has been so unstable and has thus resorted so much to unconventional instruments is the weakness of its PIT.
A striking feature of Korea is that despite its high-income-country status (Figure 6.1), its tax levels remain comparable to those of middle-income countries. This is a direct consequence of four factors: (1) Korea’s growth-oriented strategy, which avoids taxing savings and capital and instead uses various incentives to spur growth (Choi 1997); (2) a peculiar economic structure that yields a stark dichotomy between a large capital-intensive formal sector of giant firms18 and a vast, hard-to-tax informal/self-employed sector (Jun 2009; Fenochietto and Jeon 2015); (3) the overwhelming importance of earmarks (Bird and Jun 2005),19 social contributions, and indirect taxes; and (4) a relatively weak tax administration.
As odd as it sounds, Korea’s situation is therefore similar to that of many low-income countries, except that its economy is bigger, with an exceptional group of capital-intensive firms that allows authorities to tap more into CIT and wages (social contributions), but much less into PIT because of deductions and capital exclusions. Another peculiar aspect of Korea is the importance of real estate taxes, which are overwhelmingly transactions based (as opposed to value based), used as a means to counter speculation.
In this respect, it is far from clear that Korea can be emulated, for if it were not for the existence of a large capital-intensive sector, the country could be left with a lower per capita income and less tax revenue. In other words, Korea’s tax levels and structure are the result of a successful but rather risky development strategy, one that has failed in many other countries.20 There have been relatively few bold tax reforms in Korea. Rather, most changes have been pursued through a series of incremental adjustments within the growth-oriented strategy, often by adjusting the CIT and related incentives and by offering relatively weak social programs funded through social contributions.
Only after the 1997 Asian crisis were modest changes introduced. The budgets of 2001, 2002, 2005, and 2006, for example, eliminated various exemptions and deductions for both individuals and corporations to expand the tax base and improve equity for the middle class. However, the additional fiscal space was often used to decrease taxes on businesses. Corporate tax rates, for example, were lowered in 2003, and incentives to promote inbound foreign investments were adopted in 2004.21 A similar hands-on approach toward businesses was also adopted in the wake of the recent financial crisis. Corporations creating jobs were given tax incentives in 2010, while nonessential tax exemptions and reductions were lifted to improve the fiscal situation.
Uruguay’s tax performance improved very modestly and gradually throughout the study period, mainly because of increasing income taxes and social contributions revenue from the early 1990s and a noticeable (although temporary) increase in indirect taxes just after the turn of the millennium. In fact, it remains difficult to identify clear policy breaks before 2007. Until then, the country used a large number of taxes, schedular income taxes, and various incentives, and it did not have a particularly strong record in terms of tax administration, despite high human development indicators.
Recent changes, however, have aimed to improve equity, increase revenue further, and reduce the procyclicality of fiscal policy. The 2007 tax reform thus implemented a Scandinavian-inspired dual tax system22 to increase the weight of the PIT (Tejera 2008). The 2007 reform also concerned indirect taxation: VAT rates were lowered, while the tax base was widened. To promote tax simplification, many taxes were abolished or replaced with new ones, creating a more comprehensive tax system. Significant changes were also introduced in the field of tax administration, in particular in terms of technological and infrastructural improvements.
The major changes in the 2007 reform, however, concerned the attitude toward noncompliance. Large companies with significant fiscal liabilities were prosecuted, thus signaling a change of attitude from the authorities and an enhanced perception of the legal risks of avoidance and consequent punishments (Romano 2008). Simultaneously, the government launched a campaign of fiscal education aimed at creating a new standard of fiscal morality in society, especially targeted toward the younger generation (Romano 2008).
The diversity of tax reform experiences among these comparator countries is obvious from the brief descriptions above. No “silver bullet” strategy emerges from them that one might emulate. Rather, self-reinforcing elements stand out in many of the countries:
The introduction of a VAT, with or without the mitigating impact of reduced international trade taxes.
Increasing reliance on income taxes (PIT and/or CIT, and/or social contributions), often as a means to finance additional social programs.
Significant improvements in tax administration to strengthen control of the tax base, weed out tax evasion and avoidance, and increase the number of taxpayers.
Base broadening through the elimination of tax exemptions and various other tax policy and tax administration measures, in conjunction with lower rates.
In addition, in many cases the legitimacy of the effort to increase the overall tax burden stemmed from a need to eliminate severe macroeconomic imbalances (Argentina, Morocco, Turkey, Uruguay) or benefited from strong political support to improve the social and economic conditions of the country (Korea, South Africa). The rising tax effort, in other words, was justified by some national-level goals. The role of real estate taxes is less clear, except in Korea, where a significant goal was to contain price increases. It therefore appears, in retrospect, that although real estate taxes might have played a role in revenue mobilization, they have not been part of an explicit or overall revenue mobilization or tax reform strategy.
Senegal has already implemented some of these measures, but it still has much to accomplish. The country has already completed a transition to domestic taxes (including a VAT) and has simplified its PIT system, although additional adjustments are necessary to better include all wage earners and capital income. However, income taxation (CIT, PIT, and social contribution) needs to be significantly improved if Senegal is to follow the path of emergence, and at least some of the tax potential of real estate will need to be tapped. Based on the experience of comparable countries, this will be no easy task, since at least five main obstacles stand in the way: (1) heavy structural factors, (2) weak administration, (3) strong pressures against broadening the base, (4) poor-quality public spending, and (5) a centralized tax system and administrative apparatus.
Indeed, weak control of the income and real property tax bases is typically linked to the level of informality in a country’s economy. The bulk of indirect taxes are perceived at a few key physical locations or among a select group of taxpayers: at ports, airports, and generally a few customs offices for international trade taxes and the VAT on imports, and among large taxpayers for domestic VAT and excises. In contrast, the PIT base is much more diffuse, depending on millions of individuals and various types of revenue, and the same goes for real estate taxation.23 Gathering and processing information is therefore key to direct taxation, and it demands significant human capital, both in the tax administration and among taxpayers.
Yet while investment in physical capital in Senegal has been in line with that in comparable countries (Figures 6.11 and 6.12), the country’s human capital and other related structural factors are much weaker (Table 6.2) and actually stand where many comparator countries were in 1980 (Morocco, for example). Senegal’s education level (literacy and school enrollment) is significantly below that of the comparators examined here, and health indicators are worse only in South Africa. A larger rural population also points to low levels of formalization and a smaller tax base. The impact of low human capital and low formalization is further reflected in the very low domestic credit in Senegal, which (like direct taxation) requires standard and reliable accounting procedures (see Figure 6.13 and Gordon and Li 2009), as well as in the low efficiency of its institutions.24
Figure 6.11. Public Investment in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
Figure 6.12. Private Investment in Comparator Countries, 1980–2014
(Percent of GDP)
Sources: International Centre for Tax and Development (ICTD); and IMF staff calculations.
TABLE 6.2 Indicators of Human Capital in Senegal and Comparator Countries, 1980 versus 2013
Source: World Bank, World Development Indicators.
Note: Adult literacy rate is the percentage of people ages 15 and above who can both read and write with understanding a short, simple statement about their everyday life. Gross enrollment ratio is the ratio of total enrollment, regardless of age, to the population of the age group that officially corresponds to the level of education shown. Secondary education completes the provision of basic education that began at the primary level and aims at laying the foundations for lifelong learning and human development by offering more subject- or skill-oriented instruction using more specialized teachers. Enrollment rates are capped at 100 percent. n.a. = not available.
Figure 6.13. Domestic Credit Provided by the Financial Sector in Comparator Countries, 1980–2014
(Percent of GDP)
Source: World Bank, Global Financial Development Database.
Strengthening administration through improved administrative design, greater autonomy of tax agencies, additional human and physical resources (notably information technology), better research and control protocols and procedures, more information sharing, better training, and better alignment of staff members’ incentives to promote base broadening and overall revenue are all necessary steps, but they are also very difficult steps that will demand a profound change of culture in the country’s revenue administration. All have proven very difficult to implement over the past few years.
In addition, while significant efforts have been made to expand the tax base by eliminating some tax exemptions, much more needs to be done, notably by improving the taxation of capital income (including with capital gains taxes, thin capitalization rules, transfer-pricing guidelines, and other backstopping provisions) and avoiding additional investment incentives as part of the Plan Sénégal Émergent. Extending the tax base through greater administrative controls probably represents a much greater and more immediate challenge, especially in the context of low human capital. Widening the base through policy and administrative means will also reinforce the overall equity of the tax system and therefore improve the willingness to pay.
Improving the quality of spending will represent another significant challenge. Indeed, the quality and impact of public spending is an important determinant of the willingness to pay taxes. For example, the rise of social contributions (in terms of overall revenue, not statutory rate), both in the comparator countries and in the wider world, is intimately linked with higher health care spending (Figures 6.14 and 6.15), something that has not happened in Senegal. Although the link between health care and social contributions is probably complex and idiosyncratic, it is easy to conjecture that access to health care (and other high-impact expenditures) and control of the PIT base are self-reinforcing, as access to health care is probably the most obvious and immediate benefit of paying taxes as part of a wider move toward formalization. Whether through health care or other high-impact programs, the Senegalese authorities will need to show the population that taxes are a direct investment in high-quality public services.
Figure 6.14. Social Security Contributions and Health Spending across Countries
(Percent of GDP)
Sources: IMF, Government Financial Statistics; and World Bank, World Development Indicators.
Figure 6.15. Health Spending and Informality across Countries
Sources: Schneider, Buehn, and Montenegro 2010; and World Bank, World Development Indicators.
Finally, even if a revenue mobilization strategy cannot rely strongly on real estate taxation, the dismal performance of property taxes in Senegal calls for deep reforms that would better align the incentives to collect these taxes with the political benefit of the public spending that they finance. In this respect, bold steps toward decentralization are necessary, although the structural constraints evoked above will slow that process down.
Based on the experience of comparable countries, increasing human capital and improving the quality of public spending are crucial for revenue mobilization in Senegal, and indeed for growth in general, but this probably cannot be accomplished in the short term. This leaves Senegal with only a few clear options for improving revenue performance in the short and medium terms: (1) significantly improve tax administration; (2) expand the tax base through administrative and policy means; (3) continue to improve the tax policy framework to tighten income taxation (through the CIT and PIT, notably capital-related income); and (4) start decentralizing in order, ultimately, to increase revenue from property taxation.
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Serigne Moustapha Sène
During the period 1960–2010, Senegal’s potential growth rate in real GDP was approximately 3 percent (Sène and Thiaw 2011). This rate, adjusted to reflect demographic growth, was insufficient to generate substantial improvements in per capita income. International experience has shown that the countries that have succeeded in emergence have all raised their per capita GDP growth rates to at least 5 percent. In Senegal, the best growth periods have lasted no longer than eight years, but longer-lasting high growth periods would have been required to achieve higher-income status. While the situation has since improved, the country’s growth potential still has not been tapped. Unless Senegal changes course, it will remain in a cycle of insufficient growth and high levels of poverty.
Senegal does not have its own monetary policy, so the budget is the government’s main instrument for steering economic activity and dampening negative shocks, most of which are real. Budget policy is of crucial importance in Senegal, considering that the state accounts for a substantial share of domestic demand. Between 1995 and 2014, public consumption represented 13.9 percent of GDP and public investment accounted for 5.6 percent of GDP. In the medium term, the level of current expenditure should increase, particularly to benefit local governments and social sectors, in which the staffing should reflect population growth.
Taxpayers themselves have a variety of expectations of the budget. In the short and medium terms, they will expect the government to allocate its resources to meet a number of requirements, from the survival of poor, vulnerable households to support for the local private sector and the middle classes, not to mention construction of infrastructure, preparation of human resources, and the undertaking of structural budget reforms. To meet these purposes, budget allocations and the quality of public expenditure must be improved in coordination with the strategic pillars of Senegal’s emergence plan, Plan Sénégal Émergent.
Accordingly, public expenditure will influence activity in the short and medium terms. Even so, budget consolidation consistent with the new budget deficit criterion of 3 percent (in connection with subregional convergence) will not have a neutral effect on business activity. A decline in public expenditure could lead to a reduction in domestic demand. In light of the substantial fiscal discipline in Senegal and in the West African Economic and Monetary Union (WAEMU) countries in general (Moreno-Dodson and Bayraktar 2015), the purpose of this chapter will be to identify a more effective allocation of—and mechanisms to rationalize—current expenditure to enhance technical efficiency in operations.
The first part of this chapter addresses trends in and the structure of public expenditure. This is followed by a review of current expenditures, identifying wages, debt service, maintenance outlays, other purchases of goods,1 the social sectors, and other sectors. The second part of the chapter reviews technical inefficiency, particularly in the preparation and execution phases. The last part proposes reforms to improve resource allocation and strengthen technical efficacy.
In emerging markets, public expenditure is generally substantial. The economic impact of public procurement is clear, reflecting the state’s intentions, regardless of the mechanisms involved, to expand the domestic productive apparatus. The extent of impact differs, though, reflecting a number of elements, including the state’s share in domestic demand, the efficacy of public expenditure, and the capacity of domestic enterprises to meet demand from the state.
In the wake of the pioneering work by Tanzi and Schuknecht (1997, 2000), many empirical applications have attempted to link public expenditure with a standard aggregate variable such as growth or the standard of living. Figure 7.1 illustrates the linkages between public expenditure and gains in economic growth in Senegal and in aspiring lower-middle-income countries between 1994 and 2013. The selection of a lengthy period of time makes it possible to correct the repercussions of any lags in public expenditure effects.2
Figure 7.1. Public Expenditure and Real GDP Growth, Senegal and Comparator Countries
Source: World Bank, World Development Indicators.
Note: Senegal’s position is shown in red.
As Figure 7.1 shows, Senegal registered a sustained increase in public expenditure without any substantial effects on economic growth.3 Aware of these problems, in connection with the Policy Support Instrument supported by the International Monetary Fund (IMF), especially since 2007, the government undertook reforms to rationalize expenditure. A freeze in real terms was applied to expenditures on goods and services.
From a social standpoint, public expenditure affects households’ standard of living through its direct impact on social services to households and through knock-on effects on wealth and job creation. Poverty or life expectancy4 can be used to gauge this social impact of public expenditure (Figure 7.2). Nevertheless, life expectancy from birth in Senegal is well below the levels in most aspiring countries, while its levels of public expenditure are average.
Figure 7.2. Public Expenditure and Life Expectancy, Senegal and Comparator Countries
Source: World Bank, World Development Indicators.
Note: Senegal’s position is shown in red.
Public expenditure in the social sectors has not produced the expected results. In terms of meeting the needs of the beneficiaries of public education and health services, Senegal’s scores are quite average as compared with those of its African peers (Figures 7.3 and 7.4).5 Shortcomings are especially notable in access to medicine and school textbooks, even though service fees are high.
Figure 7.3. Current Expenditure and Public Investment, Senegal and Comparator Countries
(Percent of total expenditure)
Source: IMF, Government Finance Statistics.
Note: Senegal’s position is shown in red.
Figure 7.4. Public Expenditure in the Social Sectors, Senegal and Comparator Countries
(Percent of GDP)
Source: World Bank, World Development Indicators.
Note: Senegal’s position is shown in red.
Current expenditure occupies a substantial share of public resources in Senegal, as illustrated in Figure 7.3, which covers the period 1994–2013. This situation can be explained by a number of factors, the first of which is clearly the insufficiency of the state’s own resources. The insufficient base for tax assessment and its correlated high rates of tax pressure, a source of tax evasion, have limited the public outlays required to cover minimum levels of government operation, public services, and debt service.
The authorities hope to strengthen the quality and quantity of human resources to ensure that the structural transformation of the economy is successful and to promote development. The state’s efforts to date have not truly produced the expected results, either in the quality of the system’s outputs or in the quantitative requirements of the economy. The diagnostics conducted under the Plan Sénégal Émergent have in fact brought to light a need for more than 196,000 skilled jobs during the first 10 years of the plan’s implementation, including 94,000 jobs for technical training.
Senegal has allocated substantial budget resources to its education sector, in addition to considerable off-budget support from development partners. Substantial public investments have been made in schools, training, and higher education. Figure 7.5 compares the education expenditure per person for different education cycles, both in Senegal and in reference countries.
Figure 7.5. Public Expenditure Per Cycle and Income Per Inhabitant, 2015
Sources: Author’s estimations (Senegal data per secondary school student); and World Bank, World Development Indicators.
Note: The latest reported value for expenditure per secondary school student in Senegal was 29.0 for 2010.
In principle, education expenditure should be rebalanced and shifted in favor of basic education, where current expenditure levels are insufficient. We can also expect conditional transfers to benefit poor households to improve the level of basic education while limiting wastage of resources allocated to this cycle. However, the substantial returns on public expenditure at this basic level should not mean that higher education should be overlooked, not only for the sake of fairness, but to meet the economy’s requirements for skilled workers. In addition to these primary considerations, a detailed analysis of education allocations by cycle has brought to light substantial disparities. For example, personnel expenditure represents nearly four-fifths of the budget for higher education, as against less than 10 percent for administrative and pedagogic management.
Fewer public resources are devoted to the health sector. The level of public health expenditure as a percentage of GDP is far below the levels registered in aspiring countries. Both the level of health infrastructure and the number of health professionals are a far cry from the levels in reference countries, and within Senegal there are also substantial territorial disparities. In addition, the majority of health financing is not socialized. Households in Senegal cover a relatively substantial proportion of their own health care costs, which limits their access to care. There is also scope for improvement in the supply chain for basic medicines.
The inefficient allocation of resources is also reflected in the quality of the infrastructure (Figure 7.6). Yet emerging market status is unachievable in the absence of proper infrastructure. These stylized facts describing public expenditure call for an analysis of the allocation of expenditure by type and heading to identify the causes of inefficiency in public expenditure allocation.
Figure 7.6. Quality of Infrastructure and Access to Electricity, Senegal and Comparator Countries
Source: World Bank, World Development Indicators.
Note: Senegal’s position is shown in red. Quality of infrastructure on the horizontal axis is a rating ranging from 1 (very low) to 5 (very high).
The structure of current expenditure in the medium and long terms reflects the relative importance the government assigns to the different sectors. The concept of duration is very important, since the shocks affecting the economy and society during a given period can lead to a reallocation of expenditure to dampen the effects of shocks on the productive sectors or households. Figure 7.7 compares the structure of the major current expenditure items in Senegal and in middle-income countries.
Figure 7.7. Structure of Current Expenditure, 1994–2003 and 2004–13
(Percent of total expenditure)
Source: IMF, Government Finance Statistics.
During the past 20 years, the wage bill has declined, as a percentage of wealth created within the economy, from 6.5 percent of GDP to 6.3 percent. The government has in fact taken steps to freeze wage supplements and has intensified its control of overtime. With technical assistance from the IMF in connection with the Policy Support Instrument, selective freezes on recruitment in nonpriority areas (security and front-line staff in education and health) are on course. However, the wage bill is still substantial in light of budget resources. As a result of this constraint, it is impossible to create fiscal space to support important projects and assistance for the most vulnerable households. Premiums are paid to staff, particularly in the health sector, regardless of the level of performance during the period considered. These lump-sum payments are designed to compensate for wages that the workers’ unions consider to be insufficient. One can expect this system to lead to complacency among certain staff and to affect the quality of service.
Administrative costs are excessive in the health sector (13 percent in 2011). This affects the other expenditure categories. Accordingly, it affects funds allocated to continuing education in the health sector, in which technology is rapidly changing and for which the allocation would seem to be insufficient, and the size of the wage bill leaves little scope for investment. At all levels of the health pyramid, from hospitals providing state-of-the-art services to drop-in clinics where care is dispensed through second- and third-tier institutions, the medical system leaves much to be desired. It is difficult for local units of government, to which the central government has transferred health infrastructure management, to recruit qualified staff and medical specialists. Equipment maintenance in the health system also requires urgent attention.
Limits on increases in remuneration and staffing levels are not short-term policies. Social dialogue, as intended and practiced by the national committee, and incentives such as early retirement, provide no guarantees of immediate success, particularly in connection with their substantial budget cost to the state. The wage bill must be derived from a medium-term framework that links wage increases and bonuses to variables such as social service requirements, support to the productive sectors, and budget resources. A multiyear review would be advantageous.
Moreover, there is volatility in the share of operating and maintenance expenditure. Maintenance and supply expenditure entails annual outlays recorded in the annual budget associated with activities related to the delivery of public service and infrastructure maintenance. In principle, a high ratio is indicative of the importance the government attaches to maintaining productive capital, although a decline in this level is not necessarily indicative of a rationalization of expenditure. During the preparation of the initial draft budget for 2015, any expenditure deriving strictly from current operations was removed from the capital budget, or vice versa. Errors in classification might have led to an overestimation of the share of maintenance and operating expenditure in the overall budget. Moreover, the same expenditure impact exercise will be used in the coming years.
Targeting issues have been long-standing concerns in social protection. Water and electricity subsidies are relatively high in Senegal, although access rates remain low. Two major factors are at work: First, the share of subsidies in total expenditure is not high in Senegal, where patterns are similar to those found in emerging markets during the past 20 years. However, the trends are not linear. We observe a substantial variation in subsidies in Senegal as against reference countries (Table 7.1).
TABLE 7.1 Subsidies and the Standard of Living
Source: World Bank.
Note: Social coverage (couverture sociale, in French) refers to social security or social protection. It is a form of comprehensive social welfare. Social coverage for middle-income countries is for those countries with available statistics.
For example, the energy crisis near the end of 2010 placed substantial pressure on public finance. Moreover, Senegal is a net importer of petroleum products. Its energy subsidies are intended primarily for the purchase of fuel, particularly when there are sharp rises in world prices, to offset the public electricity company’s operating losses and to limit the impact on energy prices (primarily those for thermal energy). To limit the effects of the surge in world prices on the productive sector and to prevent risks of social unrest, the state granted substantial subsidies to the energy sector, which represented 1.8 percent of GDP during 2007 and 2012.
Similarly, food subsidies have been quite volatile, ranging from zero in 2006, to CFAF 21 billion in 2007, to CFAF 46 billion in 2008, and back to zero in 2009. Subsidies in agriculture are frequently granted to the rural sector for the purchase of food products to cover preharvest food shortages. The state also grants subsidies to modernize agricultural equipment, with a view to reducing sale prices to producers. However, analysis shows that rural productivity has not improved in structural terms. One cannot rule out suspected misappropriations of these subsidies, in light of the insufficient productivity gains observed in rural areas.
In light of the patterns illustrated in Figures 7.8 and 7.9, one cannot reject the assertion that subsidies are countercyclical. In fact, the decline in food production and the surge in the price per barrel of petroleum—two of the three largest shocks that have generally affected the Senegalese economy—along with food shocks at the world level, led to a resurgence in direct subsidies. In addition to direct subsidies to the energy sector, the state substantially increased food support, particularly for the benefit of rural areas. Water and electricity subsidies, which maintain consumer prices and improve household welfare, represented an average of nearly 7 percent of fiscal revenue between 2004 and 2011, with peaks of 22 percent in 2006 and 11 percent in 2008 and 2011. Energy subsidies exceeded current and capital expenditure on health during these years.
Figure 7.8. Changes in Food Production and Subsidies and Transfers, 1995–2013
(Percent)
Source: Senegalese authorities (Ministry of Economy, Finance and Planning).
Figure 7.9. Changes in Petroleum Prices and Subsidies and Transfers, 1995–2013
(Percent)
Source: Senegalese authorities (Ministry of Economy, Finance and Planning).
However, if one considers alternative uses, the conclusions are less clear. The opportunity cost of subsidies is in fact high in Senegal, in light of the lack of a resource deficit in social sectors such as health and education, which also register a deficit in the supply of services. Of course, while subsidies help relieve social tensions and contain increases in production costs when world prices for energy and food products fluctuate, they alter public expenditure forecasts and crowd out other key social expenditure for households.
In any case, targeting efforts should be strengthened, particularly those focused on rural populations. Through rationalization, Senegal should be able to improve access rates, including through lower costs, with subsidy levels comparable to those of other countries in the same group, that is, lower-middle-income countries. With a gradual approach, Senegal could benefit from first following the example of these countries before shifting its aim for the long term toward the example of higher-middle-income countries.
While most of the preceding stylized facts bring to light the problems of allocating public expenditures in Senegal, it would be ill advised to infer solutions involving a reallocation of budget appropriations. In fact, beyond the functional distribution of expenditures, the process of using expenditures should truly be designed to affect outcomes.
Upon examining the settlement laws, it becomes clear that the authorities have made substantial progress in forecasting expenditures.6 During the past five years, discrepancies between the initial budget and final expenditure outturn have been minimal. It would seem that budget discipline on the expenditure side is under control.
Table 7.2 highlights the reliability of the forecasts of the major current expenditure lines, with the exception of transfers, that have some connection with the economic cycle. However, the accuracy of the budget leaves scope for improvement, even though there are only minor discrepancies between the budget entries and the effectively executed expenditure in the major current expenditure items. This derives in part from the supplementary budget laws, which are designed to adjust the initial budget orientations during the fiscal year and to correct any gaps in preparation. However, efforts must go beyond the interpretation of statistics.
TABLE 7.2 Discrepancies between Initial Budget Expenditure and Authorized Expenditure
(Percent)
Source: National authorities.
In fact, adjustments during the fiscal year—that is, the reallocation of expenditure items initially recorded on one line to another line—are substantial, as was emphasized in the 2011 Public Expenditure and Financial Accountability (PEFA) report on financial performance, budget discipline, and transparency (Achour, Fischer, and Lecallo 2011). The Organic Law on Budget Laws7 provides mechanisms to adapt and redirect expenditures within the same chapter or article. While the overall envelopes for each major expenditure category remain substantially intact, changes made in the type of expenditure can have a substantial impact on the real economy. Such changes are as harmful as those made during execution.
In addition to problems connected with classification,8 two other changes affect the efficiency of the expenditure envelopes: amendments to the composition of the expenditures of ministerial departments and reassessments of initial credits in connection with the supplementary budget laws.
Moreover, the infra-annual profile is worthy of analysis. Expenditure execution during the latter half of the year, or at any point that is not early enough during the year (as is often the case), leads to an immediate reduction in the impact on real activity during the year in progress. From a long-term standpoint, the problem of mismatching impacts is partially canceled out, although expenditures identified for one year can also be canceled out as a result of other factors, which can derive from the economic cycle and the macroeconomic framework during a specific period. The impacts of such mismatches, however, can also be less substantial than expected.
Budget management quality in Senegal has not improved during the past decade (Table 7.3). Despite many innovations, particularly in connection with the Program on Coordination of Budget and Financial Reforms (PCRBF), improvements are still pending. Neither public expenditure accounting nor tax collection, with the objectives of poverty reduction, has improved during the period.
TABLE 7.3 Quality of Budget Institutions
(1–6 scale)
Source: Country Policy and Institutional Assessment.
Note: Higher values indicate higher-quality institutions.
The distortions observed in taxation9 have not been corrected to reflect the allocation of expenditure. Problems in targeting subsidies and in allocating resources to the social sectors, as discussed in the first part of this chapter, clearly call for reforms to make public expenditure more efficient, particularly since public expenditure adjustments with respect to budget revenue are modest.10
The current context for undertaking such reforms in Senegal is not one of austerity. In connection with the political economy of reforms, one must know how to reconcile often-conflicting interests in a context in which restoring growth and improving the macroeconomic framework have led to further surpluses.
Budget discipline is essential from the standpoint of economic actors. Whether the financial markets, investors, households, or development partners are involved, diligent execution of the expenditure initially recorded in the budget reflects a clear budget policy stance. This is tantamount to budget accuracy, which goes hand in hand with credibility, that is, the perception among economic actors that the government has the capacity and the willingness to conduct successful budget policy as it has defined.
According to the principle of budget accuracy, the government must clearly communicate the budget options available for the forthcoming three to five years to the unions, primarily in education and health, the two major sources of jobs in the public sector. Containment of the wage bill might follow the example of Brazil, where the parliamentary representatives authorize the personnel expenditure limits for a three-year period. Similarly, a number of disparities are observed in the education sector. Many of the teachers who have been recruited have not in fact been teaching. Short-term measures must be executed immediately to redeploy staff on unnecessary detachments.
Table 7.2 illustrates the substantial gap between the initial budget projections and expenditures, as recorded in the budget category “Transfers and Subsidies.” Of course, such transfers are quite sensitive to the economic cycle, although the beneficiary public institutions must have internal mechanisms such as insurance policies to dampen any shocks that may occur. Moreover, private economic actors must sustain additional costs to dampen the shocks. These two factors are addressed in the next two subsections. Budget transparency was obstructed by the widespread use of decrees providing budget advances around 2010. The substantial progress observed during recent years must therefore be maintained.
For some time, the centralization of authorization functions has been preventing the sectoral ministries from proposing agendas for expenditure that reflect their specific requirements. The ministries are in a better position to know and understand the rate at which the resources recorded in their budgets are used. Inefficiencies stemming from the centralization and coordination of the processing of order requests have been potential sources of delays harming the quality of public expenditure. A correction of this anomaly, expected to take effect in connection with the new WAEMU directives scheduled for 2019, should make expenditure more effective. Senegal itself has greatly modernized its expenditure management and public accounting tools.
The multiyear economic and budget programming paper (DPBEP) deriving from the Organic Law on Budget Laws is subject to budget orientation discussions before Parliament. The purpose of this exercise is to promote budget transparency by giving the government the opportunity to present to the national representatives its economic and social policy choices over a three-year time frame. Because modern fiscal management can be difficult to contain within the limited framework of a single budget exercise, the budget law must be supplemented with strategic papers describing a longer time frame.
The adoption of this medium-term sectoral expenditure framework represents substantial progress, as it makes the ministries’ expenditures for the coming years more visible. After all, the ministries must all underpin their budgets with sector policy papers to ensure that their program budget approaches are successful. This will be a requirement beginning 2019 under the WAEMU directives. More rigorous supervision mechanisms must also be adopted under the directives, to avoid substantial changes in the initially adopted execution. In South Africa, the government has made great efforts to define a rule thwarting the temptation to spend more in connection with cyclical revenue increases. That measure was applied through a medium-term expenditure framework.
In general, higher education programs and courses must be more effectively aligned with the requirements of the economy. The supply of technical and professional training, including continuing education, has yet to be expanded and must be rescaled. Positive discrimination is required in favor of the Ministry of Professional Education to direct the public supply of higher education toward the scientific, technical, and professional sectors that are still in the minority. Expenditure efforts must also be extended to the intermediate levels.
Much is at stake in the effort to increase access to learning, which has been broadly improved in recent years, but priority must now be given to quality and efficacy in education. In this connection, the accomplishments of the current program for quality improvement, equity, and transparency, which has focused on the lower levels of schooling, are to be replicated for other levels to provide the economy with the human resources compatible with its aspirations for emergence. Widespread use of stipends and aid in the first and second levels of higher education has led to substantial distortions and must be reviewed to reflect the country’s human resource requirements under the Plan Sénégal Émergent.
Moreover, it is an urgent matter to improve medium-term forecasting of staffing and the wage bill by accelerating the computerization of procedures, including administrative instruments, to drastically reduce the lag between the date recruitment instruments become effective and when they are reflected in the wage bill. Wage adjustments, not necessarily at annual intervals, can be established at a level below the inflation rate to enable the state to cut back slightly on real household income. For that purpose, base or indicator-based wages must be reviewed to better reflect the skills of the staff members, their grades, and their positions. It is also clear that further bonuses for staff working outside the capital and major urban areas would make it possible to reduce territorial disparities in areas that are not competitive enough.
Efforts to reschedule the external debt, undertaken a number of years ago, are encouraging. This policy helps reduce the debt service constraints on public finance as a result of closely spaced and substantial maturities. While the average maturity for debt arranged with the financial markets was subject to substantial relief, service on domestic debt in connection with treasury notes and bonds and other bank borrowing (which totaled CFAF 400 billion in the draft initial budget law for 2015) affects the budget. Domestic debt maturities must also be extended.
The precautionary reserve as an incentive measure for reforms is commendable. After all, some sectors are easier to reform than others. This is true for the health and education sectors, in which the political cost of the transition is tremendous. Other ministries might be more successful in implementing structural reforms, leading to a commensurate increase in their chances of benefiting from the reserve. Accordingly, it would be preferable to limit competitive access to the reserve to those ministries for which reforms have been clearly identified for execution in the short term.
Management of the parastatal sector is assigned to a dedicated entity based within the treasury. Widespread use of performance agreements should lead to an improved use of the public resources allocated to these institutions.
Budget execution in most institutions (80 percent in 2014) has not been fully satisfactory. The state’s formal or implicit guarantees in favor of these government agencies are also a major source of concern. Nonbank debt (supplier, tax, and social debts) in these agencies alone exceeded CFAF 58 billion (according to the public treasury) as of March 31, 2015. A welcome measure to tamp down this problem would be more widespread use of performance agreements that set expectations for the medium term with parastatal institutions. This is a mechanism that would link the approval of resources to multiyear objectives and improvements in the legal framework governing agencies’ budget execution. The government should not simply wait until the end of the period to determine how completely objectives have been achieved and then select appropriate measures. Performance agreements should be flexible enough to enable corrective measures to be applied during the fiscal year.
Rationalization would also require the state to avoid delays in paying counterparts for debts owed to parastatal institutions and affecting the supply of care. This is especially true for the massive debt to public hospitals and for benefits provided primarily to the aged. The main reasons are that projected counterpart payments have largely been exceeded and the state has not rigorously controlled requests for reimbursement from the hospitals. A simple arrangement for the control of reimbursement statements would make it possible to reduce the burden on public expenditure. In this connection, the initiative by authorities to establish a parastatal sector observatory to improve the reliability and accessibility of financial information is a praiseworthy effort.
Even with those improvements, some government institutions will need to undergo financial restructuring, according to the supranational rules of the Organization for the Harmonization of Business Law in Africa. When agencies must be eliminated, the budget cost for the process can be so great that the decisions are perpetually postponed. According to international experience, depending on the political cost, the state can adopt an elimination and restructuring agenda with financial support from development partners. Some exceptional resources have also been used as severance pay. During the transition phase preceding such reorganization, capital transfer payments to institutions pending elimination have been discontinued.
There is also a component of public expenditure linked to Senegal’s holdings in enterprises, most of which are large, operating in sectors considered to be strategic. The state’s interventions, outside of capital subscriptions, are generally in the form of emergency financial support and waivers of duties or taxes on both operations and profits, as well as capital transfers. The budget cost for all of this is substantial when one adds cross-debts. For more effective management of the state’s holdings as provided under the Plan Sénégal Émergent, the Senegal Sovereign Fund for Strategic Investments was established, among other purposes, to manage the state’s holdings in essentially new activities. The state intends to accompany high-growth-potential activities until maturity. In the medium term, better synergy is expected between management of the parastatal sector and the operating area of this sovereign fund.
Negative shocks have placed substantial pressure on public expenditure. Market failures and the lack of appropriate adjustment mechanisms through monetary policy have accentuated the pressure on the budget as a buffer mechanism. Adjustment to shocks through taxation is a limited option, because the tax assessment base is narrow and the resulting level of domestic resources is low. As a result of all of these considerations, Senegal makes substantial use of public expenditure to reduce the impacts of shocks on the economy and on households.
The government clearly must try to improve transparency in the markets for mass consumer goods, so that market mechanisms themselves can serve to dampen many of the shocks. The fight against current speculative11 practices by some traders could be systematized; such frequent practices could amplify the imported shock when world prices increase. By strengthening the intelligence system in this area, the government would need only marginal intervention to reduce the impacts of shocks, primarily on the most vulnerable households. Moreover, the building of public security stocks, designed for use in flooding the market if products should be withheld by traders, should contribute to the cross-subsidy. This direct government intervention is expected to decline as local production increases, particularly for rice, sugar, oil, and milk. Of course, the opportunity cost of purchasing and establishing the stocks must be considered.
In a country with a high prevalence of poverty combined with a substantial risk that many households will become poor in the event of shocks, public expenditure should clearly serve as a shield for vulnerable households. After all, prolonged government intervention, or direct or indirect payments to households that are not commensurate with their income, may have contrary effects, prolonging assistance and crowding out expenses, even for social services and infrastructure. Regular updating of a database on beneficiaries of public assistance, particularly money transfers, and periodic assessment of results in terms of the welfare of inactive persons and training for active persons, notwithstanding the technical considerations, are necessary. More generally, it is in Senegal’s interest to learn from its own experience so that it can adopt a true national policy for targeting social safety nets.
Moreover, public expenditure should be adjusted when a fiscal stabilization mechanism is insufficient to reduce the impacts of shocks on the productive sector and households. In this case, the purpose is to reduce expenditure. Issoufou and others (2014) find, among other things, that reduced public consumption of nontradable goods would lead to a decline in private investment and in real GDP, while a decline in public consumption of tradable goods would lead to an increase in private investment and real GDP. Senegal cannot afford to ignore this simulation exercise, which analyzes the effects of expenditure adjustments in case of major, real shocks or persistent declines in budget revenue, with a view to ensuring the structural transformation of the economy and protection of household welfare. This à la carte adjustment would avoid budget cuts that can be disastrous for certain business sectors.
External resources, in the form of development aid or loans, must be put to more effective use to enhance the effects on growth and poverty reduction. The new approach adopted by the authorities to allocate funds from financial markets to investments leads to a reduction in the elasticity of current expenditure in connection with external funds, all other things being equal. Financing agreements signed since the beginning of the Plan Sénégal Émergent reflect the strategic priorities of the emergence strategy and are compatible with the macroeconomic framework. Oversizing is not currently a real problem, and the risks of economic overheating are minimal. Accordingly, the focus is on management of external resources. At this point, the analysis is sectoral.
The execution rates for public expenditure financed with external resources are generally not high. This became evident in the annual review conducted with various donors.12 The operational framework of interventions by donors should clearly be adjusted. The authorities should work with the donors, most of which have their own specific areas of intervention, to examine ways to simplify and accelerate disbursements.
It is a difficult matter in some sectors to observe the budget resources made available to them. This is clear in the budget execution statement produced each week by the staff of the Ministry of Finance. These sectors will undoubtedly have the same problems in absorbing external resources, not including budget support. The training of administrators, disbursement officers, and accountants in the ministerial departments must be strengthened so that the different activities for projects will be more effectively controlled and directed.
The role of the modern state in emergence goes beyond taxation and budget allocations and extends further to control and regulation. After all, a more effective allocation of expenditure and technical efficiency enable the budget to better contribute to the economic and social development objectives in an economy such as Senegal, which does not have its own monetary policy.
Senegal is committed to pursuing the rationalization of public consumption expenditure to promote capital expenditure on human resources and infrastructure. The logic of ongoing improvement is encouraging and is preferable to the pursuit of high-level optimization. In fact, internal resource constraints leave no choice other than to find the means to rationalize expenditure to achieve growth objectives and thus accelerate progress toward emergence.
At the beginning of the 2000s, the composition of public expenditure by type and by intersectoral distribution generally reflected the priorities announced in the government’s policy papers, particularly in connection with poverty reduction strategy. Up until that time, implementation of the Plan Sénégal Émergent was part of this framework of perfect control of the overall allocation, as shown in the five-year action plan for priority projects and activities. The results in the area of economic growth and social welfare were disappointing, and the inefficacy of expenditure was attributable to intrasectoral allocations as well as to inefficient expenditure execution. The operational recommendations made in this chapter have aimed, among other things, to help improve the distribution and execution of expenditure.
Wastage of budgetary resources could be reduced through improved efficiency. The conclusions of the study on remuneration in the civil service13 should be more widely publicized in order to create a strong consensus on the need to rationalize the wage bill. Wage increases should be more closely tied to performance, and greater efforts should be made to identify and promote the most deserving workers.
The precautionary reserve should be extended beyond capital expenditure, without prejudice to the operation of the sectoral ministries that are recording structural delays in the execution of the reforms. Further domestic resources must be mobilized for that purpose.
Finally, despite the substantial share of education and health services expenditures in the public budget, the balance of the costs financed by households is too high. Recent initiatives aimed at the pooling of resources are encouraging and should be replicated, especially to cover more households in rural and suburban areas.
Efforts to reinforce infrastructure investments should be strengthened to create a position as a subregional hub for industry and services as described in the Plan Sénégal Émergent. Expenditure on development of dedicated areas is a prerequisite for attracting investors in tourism, health, and industry. The use of public-private partnership agreements should be explored further to reduce debt service pressure on public finance. Demand for public services can be expected to increase with per capita income. Moreover, the national civic services should be used more effectively to fight unemployment and to provide basic services to households, particularly in rural areas.
Last, rationalization of public expenditure will make it possible to generate further budget margins to finance the Plan Sénégal Émergent. Accordingly, the increase in public funds to finance important projects and the knock-on effects on private investment must be accompanied with more effective investments. As a result, there is a need for reform in the process of selecting and executing investments as well.
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João Tovar Jalles and Carlos Mulas-Granados
Growing at about 3 percent per year since 2000 and with per capita income at US$2,311 in 2014, Senegal is at a crucial moment to unlock its growth potential further. While it is already among the fastest-growing low-income countries, Senegal needs to grow at a rate of 5 percent per year during the next two decades if it is to become an emerging market economy. This challenge may be difficult, but the experience of other countries that have successfully made the transition suggests it is feasible. For example, between 2000 and 2014, per capita GDP grew at an annual rate of 5.5 percent in Morocco, 5.4 percent in Uruguay, 4.8 percent in Turkey, 4.5 percent in Argentina, and almost 8.5 percent in Korea, a country that managed to transform itself into a high-income economy in just over a generation.
With the overarching objective of transforming Senegal into an emerging market by 2035, in 2014 the government approved the Plan Sénégal Émergent, which rests on three pillars: (1) higher and sustainable growth through structural transformation, (2) human development and social protection, and (3) improved governance, peace, and security. Because financing development requires appropriate fiscal policies, the Plan Sénégal Émergent relies on a new composition of public finances through a strategy that envisages raising additional revenues and rebalancing spending from current expenditures to capital investment. This fiscal strategy contrasts with the experience of Senegal throughout the past decade, which has been characterized by weak revenue performance (see Chapter 6) and substantial increases in public consumption (particularly the wage bill) but has not been accompanied by parallel improvements in economic growth.
This chapter analyzes the composition of public expenditures in Senegal between 2004 and 2014 and highlights some areas for improvement. In particular, it recommends specific measures to reduce the government wage bill and current expenditures on goods and services, in order to improve the quality of spending on education and health. The chapter also reflects on the need to embed the new fiscal strategy into a medium-term budget framework and finishes with a series of recommendations to improve the effectiveness of public investment.
The linkages between public expenditure and growth have been widely studied.1 With few exceptions, studies looking at the economic decomposition of budgetary items usually find evidence that government consumption is negatively correlated with economic growth (Landau 1983; Grier and Tullock 1989; Lee 1995; Barro 1997; Romero-Avila and Strauch 2008; Afonso and Furceri 2010).2 Afonso and Jalles (2016) show that the detrimental effect of the size of a country’s government on its economic activity is stronger the lower its institutional quality, while the positive effect of institutional quality on output increases with smaller government sizes.
In Senegal, growth in spending has outpaced growth in revenue (between 2004 and 2014, government spending increased from 23 to 29 percent of GDP), and fiscal deficits were rising until 2011 (Figure 8.1). Such expenditure growth has been mostly driven by investment spending and the wage bill (Figure 8.2).
Figure 8.1. Annual Budget Balance, Expenditure, and Revenues in Senegal, 2000–14
(Percent of GDP)
Sources: Country authorities; and IMF staff calculations.
Figure 8.2. Total Annual Expenditure by Major Component in Senegal, 2000–14
(Percent of total expenditure)
Sources: Country authorities; and IMF staff calculations.
Total government spending in Senegal has been relatively high, averaging 26.8 percent of GDP over 2004–14 (Figure 8.3). Despite these relatively high spending levels, average GDP growth has been lackluster and well below the averages for both West African Economic and Monetary Union (WAEMU) member countries and emerging market economies.3 Countries in WAEMU such as Burkina Faso, Benin, Mali, and Niger and, more generally, emerging market economies such as India, Mauritania, Mozambique, Panama, and Vietnam have attained average growth rates higher than Senegal’s while maintaining similar (or lower) levels of public expenditure as a share of GDP (Figure 8.4).
Figure 8.3. Total Public Expenditures, Senegal and Emerging Market Economies, 2014
(Percent of GDP)
Sources: Country authorities; and IMF staff calculations.
Note: EMEs = emerging market economies; WAEMU = West African Economic and Monetary Union.
Figure 8.4. Relationship between Total Public Expenditure and Growth in GDP per Capita, Senegal and Selected Emerging Market Economies, 2004–14
Sources: Country authorities; and IMF staff calculations.
Note: WAEMU = West African Economic and Monetary Union.
The Senegalese authorities are fully aware that high relative levels of public spending in the past have not been accompanied by high rates of economic growth. This is why the Plan Sénégal Émergent calls for an ambitious medium-term fiscal consolidation plan and, in this context, the government aims to reduce the headline fiscal deficit from 4.9 percent of GDP in 2014 to the WAEMU target of 3 percent of GDP by 2019. The main objective of this revised fiscal strategy is to pursue an expenditure-based fiscal adjustment based on a better composition of spending to create fiscal space for critical investment projects that can boost economic growth.
Unleashing the country’s growth potential, in the spirit of the Plan Sénégal Émergent, will require achieving budgetary savings, and three key spending areas in which such savings may be likely are the wage bill, nonpriority goods, and services. While efforts to rationalize spending and improve its efficiency are underway, more needs to be done.
The central government wage bill continues to be high by international comparisons, and it threatens medium-term fiscal sustainability. As a share of domestic revenue, the wage bill stood at about 40 percent in 2014, well above the averages for both emerging market economies and WAEMU countries (Figure 8.5).4 Most countries with similar GDPs per capita have a much smaller share of the wage bill component (Figure 8.6). Against the backdrop of recurrent revenue shortfalls and the warranted caution regarding medium-term revenue prospects (see Chapter 6), the large consolidated wage bill remains a source of concern.
Figure 8.5. Wage Bill as a Share of Domestic Revenue, Senegal and Comparator Country Averages, 2014
(Percent of domestic revenue)
Sources: Country authorities; and IMF staff calculations.
Note: WAEMU = West African Economic and Monetary Union
Figure 8.6. Public Wage Bill as Share of Revenue and GDP per Capita, Senegal and Selected Emerging Market Economies, 2014
Sources: Country authorities; and IMF staff calculations.
In addition, the high wage bill has crowded out nonwage outlays, thus impinging on the efficiency of public services’ delivery. Overall, personnel costs were almost 60 percent of current spending, excluding interest, in 2014. However, efficiency in the provision of government services depends not only on the labor input, but also on the optimal mix of other inputs.
The main drivers for such continued increases in the wage bill have been high levels of public employment and compensation. Although the central government’s workforce size (at 1.1 percent of the population) is not high relative to that of comparator countries, the growth of the public workforce in the past few years has outpaced that of the population (increasing by 4 percent compared to 3 percent, respectively). Similarly, average total compensation grew at about 4.5 percent on average between 2002 and 2014, mostly driven by increases in wage supplements (Figure 8.7).
Figure 8.7. Growth Rate of Wage Bill Components, Senegal, 2002–14
(Index, 2012 = 100)
Sources: Country authorities; and IMF staff calculations.
On public employment, the lack of centralized control over recruitment undermines the management of the wage bill.5 While efforts to improve the payroll management system continue (including a hiring freeze), a publicized medium-term overall strategy is needed with time-bound intermediate actions that have the agreement of social partners. Wage supplements and other forms of compensation accounted for almost half the total nominal compensation in 2014.6 The heavy reliance on wage supplements in the compensation system raises three issues: lack of transparency, lack of control (that is, duplicative benefits), and lack of targeting, which in turn generates inequities. The relatively low (in international terms) compression rate of 3.2 in 2014 suggests that low-skilled workers are overpaid. Ultimately, the wage-setting mechanism continues to be employed outside the budget preparation process, thus compromising fiscal sustainability as well as an efficient spending composition.
In the face of this, in the short term the government should consider a cut in the level of wage benefits, supplements, and allowances and review their legal basis and the underlying criteria for eligibility to eliminate undue and illegal payments.7 Tackling the high wage bill also involves containing the growth in the base wage by adjusting it at a rate less than inflation. Moreover, it is important to tighten eligibility for and control of overtime by (1) reinstating the control of the Ministry of Finance to prevent abuses, (2) strictly limiting the use of overtime to the priority sectors (education, health, and defense), (3) suspending the premium on the hourly wage, and (4) substituting leave time for monetary compensation.
In the medium term, international experiences suggest that countries that were able to reduce the size of the wage bill in a sustained way relied more on structural measures and extensive social dialogue. In this context, better control of the size of the public workforce through effective gatekeeping and reforming central government compensation are key to promoting an efficient and competitive public sector with equal pay.8 Furthermore, both a careful sequencing of reforms of the country’s ownership and broad-based consultation are critical for success.
Contrary to the growth in the wage bill, spending on goods and services (3 percent of GDP in 2014) has been trending downward in recent years (Figure 8.8). Moreover, while investment and capital stock in Senegal have been increasing, spending on operations and maintenance—those recurrent outlays that are necessary to sustain programs at the intended level—has remained relatively flat (Figure 8.9).9 The problem is that higher growth depends heavily on efficient use of the existing capital stock, so poorly maintained and unreliable infrastructure and service delivery hamper economic activity.
Figure 8.8. Spending on Goods and Services and on Operations and Maintenance, Senegal, 2011–14
(Percent of GDP)
Sources: Country authorities; and IMF staff calculations.
Figure 8.9. Average Growth Rates of Capital Stock, Public Investment, and Operations and Maintenance, Senegal, 2011–14
(Percent)
Sources: Country authorities; and IMF staff calculations.
Unfortunately, inadequate operations and maintenance spending appears to have contributed to the weak growth impact of high public spending in Senegal. The inadequate provision for operations and maintenance expenditure can be explained by the shortage of funds owing to limited resources and excessive levels of expenditure on other components (such as the wage bill). Also, operations and maintenance expenditures often have a low priority in government budgets, since they are politically less appealing and less visible than new investment projects.
In the face of this, the government needs to formulate an operations and maintenance strategy to overcome the existing poor planning and budgeting. First, goods and services have been driven by subitems (such as telephone, fuel, and other expenses) that could be rationalized with no measurable impact on the output in favor of those items that are essential operations and maintenance spending (such as road maintenance). Second, savings achieved in the rationalization of the wage bill could be partly reallocated to operations and maintenance. Doing these things would improve the relative mix of wages and operations and maintenance for efficient and better public service delivery.
Finally, while reducing inefficient current expenditures is difficult, the major challenge that Senegalese authorities face is to improve the quality of public investment in both human and physical capital. The following two sections deal with these in turn.
The relationship between human capital, including education and health, and economic growth is well established (Baum and Lin 1993; Afonso and Alegre 2011; Afonso and Jalles 2014). This is why the Plan Sénégal Émergent stresses the critical role of education in enabling high-quality human capital to alleviate poverty and boost productivity and growth in the labor-intensive sectors.
Senegal has a strong record in education spending, which has increased in recent years. It has risen from about 6.8 percent of GDP in 2011 to about 8.0 percent in 2014, reflecting the government’s priority of enhancing human capital and making it a standout in international comparisons among emerging market economies (Figure 8.10). The government’s spending on tertiary and vocational education has begun to make up a larger proportion of the total education budget (Figure 8.11). This shift reflects the unprecedented increase in university students since 2010, which was the direct consequence of the introduction of universal primary schooling in the early 1990s.
Figure 8.10. Average Government Education Spending, Senegal and Selected Emerging Market Economies, 2008–13
(Percent of GDP)
Sources: Country authorities; and World Bank, World Development Indicators.
Figure 8.11. Public Expenditure on Education, by Level, Senegal, 2011–14
(Percent of total education spending)
Source: Country authorities.
Today, the education sector is the main driver of total government spending in Senegal. This sector claimed about 26 percent of total government spending in 2014, while health spending accounted for a relatively smaller share of about 8 percent (Figure 8.12). The expansion of education usually requires an intensive policy of public employment involving new teachers and administrative staff linked to the schooling of new student cohorts. This partly explains why the education sector represents the largest share of public employment in Senegal; with about 93,000 employees it represents 60 percent of total public employment (Figure 8.13) and accounts for 56 percent of the public wage bill.
Figure 8.12. Share of Total Public Expenditure by Economic Sector, Senegal, 2010–14
(Percent)
Sources: Country authorities; and IMF staff calculations.
Figure 8.13. Distribution of Government Employment by Sector, Senegal, 2011–14
(Percent of total government wage bill)
Sources: Country authorities; and IMF staff calculations.
The other factor contributing to education’s prominent role in total public employment is unrelated to either the increase in students or the pursuit of universal schooling. Instead, it has to do with an overly generous system of recruitment. Under the corps émergents recruitment program, significant increases in staffing have occurred in the education sector.10 Every year, approximately 4,000 to 5,000 contracted teachers and other pedagogical support staff, initially recruited as corps émergents, are integrated into the civil service after completing a minimum two-year on-the-job training program and earning a pedagogical certificate. This happens automatically, with no further evaluation of long-term needs, generating a tremendous upward pressure in education spending that may become unsustainable. This is why the government needs to adopt a comprehensive strategy to deal with the problem of corps émergents by discontinuing the automatic conversion into the public service, streamlining the process of conversion to shorten the time between eligibility and effective payments of benefits, and designing and publicizing a binding plan to gradually absorb the existing stock of contracted workers.
Higher public education spending has not translated into commensurate outcomes, thus pointing to underlying inefficiencies. Senegal’s education outcomes have fallen short of the achievements of other countries with similar levels of spending in terms of enrollment rates at all levels of education, years of total schooling, and dropout rates (Figures 8.14 and 8.15). Moreover, the unbalanced distribution of resources between the tertiary and lower levels of education raises equity issues. Since primary and secondary education are likely to benefit the poor more than others, especially in rural areas, the progressivity of public education spending might have declined. The government should implement a reform of the education sector that tackles its low completion rates and high dropout rates. Based on cross-country experiences, the authorities could explore ways to introduce performance-based pay for teachers, linking their benefits in part to students’ performance, and it could consider well-targeted conditional cash transfer programs to improve school enrollment in primary and secondary education for the poorest.
Figure 8.14. Gross Secondary School Enrollment, Senegal and Selected Emerging Market Economies, 2008 versus 2011 (or Latest Year Available)
(Percent of gross enrollment)
Sources: Barro and Lee 2010 data set, updated; and World Bank, World Development Indicators.
Note: If there is late enrollment, early enrollment, or repetition, the total enrollment can exceed the population of the age group that officially corresponds to the level of education—leading to ratios greater than 100 percent.
Figure 8.15. Average Years of Total Schooling, Ages 15 and Older, Senegal and Selected Emerging Market Economies, 2010
Sources: Barro and Lee 2010 data set, updated; and World Bank, World Development Indicators.
Although investment in education has increased recently, the high wage bill continues to crowd out nonwage outlays, thereby impinging on the efficient delivery of education services. At the primary school level, the World Bank (2012a) reports that high personnel costs leave only 9 percent of the budget for other outlays, such as pedagogical materials, well below the internationally recommended 20 percent share. Likewise, at the university level very little is left to operational expenses (Figure 8.16). Given the resulting limited fiscal space for capital expenditure, critical education infrastructure has been consistently postponed. Improving the expenditure composition mix to free resources for operations and maintenance and other investment in the education sector is critical both to achieve better education outcomes and to address inequality issues.
Figure 8.16. Composition of Spending on Universities, Selected West African Countries, 2012
(Percent)
Source: Authors’ calculations using data from World Bank, World Development Indicators.
Human capital formation is a matter of both high-quality education and strong health status. In the field of health services, Senegal has recently improved, but here too it faces important challenges.
After a significant increase in 2012, public health spending has stabilized.11 At 2 percent of GDP, health spending is low relative to that in comparator countries (Figure 8.17). The government intends to boost public health expenditure, notably with the rollout of the national universal health care program. This new initiative aims to increase coverage of the population by the end of 2017 from the current 20 percent to reach 75 percent. This is an important effort since there is no public health insurance in Senegal, with the exception of a few specific programs that provide free drugs for targeted diseases (such as HIV) and free health care to vulnerable groups such as children, women, and senior citizens. While the government estimates an annual cost for this program of about US$67 million (0.4 percent of 2015 GDP), it has become clear that there is a need for greater efficiency in health spending to ensure fiscal sustainability.
Figure 8.17. Public Health Expenditure in Senegal and Selected Emerging Market Economies, 2013
(Percent of GDP)
Source: Authors’ calculations using data from World Bank, World Development Indicators.
Despite notable improvements in absolute terms, Senegal’s health outcomes have underperformed relative to those in emerging market economies with comparable public health spending levels (Figure 8.18). This suggests some inefficiency in health expenditure. In particular, the high wage bill has crowded out nonwage outlays, thus impinging on the efficient delivery of health spending.12 Like the education sector, the health sector is also burdened by relatively high personnel costs relative to other vital inputs. A study (using data envelopment analysis) of Senegalese hospitals found that a 27 percent cut in labor input would have no measurable negative impact on hospitals’ health care output (World Bank 2012b). Moreover, in hospitals, the lack of appropriate accountability mechanisms has led to the creation of numerous bonuses for staff, financed from own-source revenue (Lemiere, Turbat, and Puret 2012).
Figure 8.18. Infant Mortality, Senegal and Selected Emerging Market Economies, 2013 versus 2008
(Per thousand births)
Source: Authors’ calculations using data from World Bank, World Development Indicators.
The Ministry of Finance and the Ministry of Health could play a larger oversight role to prevent spending excesses and compensate for the lack of budgetary authority over hospitals. In practice, this would involve aligning recruitments with available fiscal space, starting with support staff, and subjecting budgetary resources to clearly defined and monitorable performance indicators. Stricter control over the use of own-source revenue, notably by containing the share devoted to wage supplements and allowances, is also warranted. More generally, developing an effective system to monitor expenditures at the hospital level might provide incentives for the delivery of cost-effective health care services.
This last section analyzes public investment in physical capital, given that this is the main instrument that the Plan Sénégal Émergent wants to use to transform Senegal into an emerging market economy.13 Theories of investment and economic growth date back to John Maynard Keynes (1936/1973), who first called attention to the existence of an independent investment function in the economy. Most empirical studies have found a positive, significant, and robust relationship between higher investment ratios and stronger economic growth. For example, Levine and Renelt (1992), Sala-i-Martin (1997), and De Haan and Sturm (2000) all find that the ratio of total investment to GDP is among the few variables most robustly correlated with growth for a diverse group of countries.14
In the context of developing economies, it is important to distinguish between private and public investment, because the empirical evidence offers mixed results.15 On the one hand, public investment may crowd out private expenditures on capital goods as individuals seek to reestablish an optimal intertemporal allocation of resources.16 Pritchett (1996) suggests the so-called “white-elephant” hypothesis, according to which public investment in developing countries is often used for unproductive and inappropriate projects. On the other hand, public capital—particularly infrastructure capital such as that for highways, water systems, sewers, and airports—is likely to bear a complementary relationship to private capital in the private investment function.17 Thus, higher public investment may raise the marginal productivity of private capital and thereby crowd in private investment, positively affecting output growth in net terms (Afonso and St. Aubyn 2009).
Senegalese authorities have been more identified with the second set of arguments mentioned, according to which public investment can be a powerful instrument to boost economic growth. This is why public investment in Senegal has increased substantially in the last decade. As a share of GDP, public investment doubled during the period 2000–14, reaching about 11 percent of GDP in 2014 (Figures 8.19 and 8.20). Most of the investment took place in urbanism and sanitation, in transport infrastructures, and in the social sectors (education and health).
Figure 8.19. Public Investment in Senegal by Funding Source, 2000–14
(Percent of GDP)
Sources: Country authorities; and IMF staff calculations.
Figure 8.20. Public Investment in Senegal and Selected Comparator Countries, 2000 versus 2014
(Percent of GDP)
Sources: Country authorities; and IMF staff calculations.
Note: EMEs = emerging market economies (frontier markets); LICs = low-income countries; WAEMU = West African Economic and Monetary Union.
While the investment effort has been increasingly financed through domestic resources, its composition has varied with the source of financing. Between 2008 and 2012, domestically financed public investment was largely devoted to projects related to habitat and urbanism. On the other hand, the externally financed investment projects gave priority to education and health sectors, leaving an insignificant amount for office equipment needed for the projects.
Cross-country comparisons point to serious deficiencies in Senegal’s public management system. Based on 2010 data from the Public Investment Management Index (PIMI), Senegal has one of the lowest scores among West African and other comparator countries (Dabla-Norris and others 2011). Notably, Senegal had a score of zero on project evaluation (Figure 8.21). Not surprisingly, the improvement in the stock of public capital was not commensurate with the increase in public investment between 2000 and 2014. Indeed, the accumulation of public capital stock was half of what it should have been, given the increase in public investment.18
Figure 8.21. Public Investment Efficiency, Senegal and Selected Comparator Countries
(Overall PIMI Score, 0–4 scale)
Source: Public Investment Management Index (PIMI) (Dabla-Norris and others 2011).
Note: LIC = low-income country; WAEMU = West African Economic and Monetary Union.
This calls for an urgent reform of the public investment management system. Several measures could help generate better value for public money on investment projects. In the short term, the linkages between the Plan Sénégal Émergent, the macroeconomic framework, and the sectoral strategies of the ministries should be strengthened. In addition, the method employed to calculate the execution rate of investment should be revised and strict limits introduced to reduce unexpected changes in the composition of public investment. Most importantly, a proper appraisal mechanism is needed to enhance project selection, including systematic application of cost-benefit analyses for large projects. Finally, projects need to be better classified and integrated into a new comprehensive database, in order to enhance the monitoring of new investment.
Senegal has set for itself a great goal: becoming an emerging market economy in the next two decades. In order for it to do so, the government has designed a comprehensive action plan, which relies heavily on a renewed fiscal strategy. The purpose of this strategy is to reduce the existing budget deficit, while increasing (good-quality) public investment to boost economic growth. For this renewed strategy to succeed, the only viable option is to reform the structure of public spending completely. This is a daunting task that will require decisive action by the government and the participation of other key political stakeholders (such as unions, social partners, and other parties in parliament).
Senegal needs to put the wage bill under control and eliminate redundant spending on goods and services while improving operations and maintenance spending. Investment in human capital in education and health needs to grow more in quality than in quantity, while investment in physical capital requires a careful selection and evaluation of projects to make sure Senegal gets a high economic and social return from every infrastructure project it undertakes in the years to come.
Finally, the probability of success for this new fiscal strategy, associated with the Plan Sénégal Émergent, could be raised by strengthening current budget institutions. In this respect, Senegal needs to move to robust medium-term budget frameworks, greater use of expenditure reviews, and stronger intergovernmental fiscal coordination.
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There is a broad consensus in economics that public investment has a positive impact on economic growth and social welfare.1 Through the creation of physical capital, public investment makes it possible to deliver services essential to the mobility of persons, goods, and services. It also helps create economic opportunities, which constitute one of the driving forces behind economic growth. The relationship between public investment and economic growth has been a subject of long-standing interest among economists and decision makers. This relationship is even more important in developing countries, where governments still play a very important role in determining the level of economic activity.
Nevertheless, while studies have shown positive linkages between increased public investment and economic growth, they also indicate limitations and some negative implications. For example, the impact on growth can be limited. Warner (2014) shows that on average there is only a weak and short-lived association between public investment spending boom and growth. Other studies show that countries with ineffective infrastructure pay a growth penalty in the form of insufficient returns on their infrastructure investments (Hulten 1996), an inefficiency in public investment found in low-growth countries. Indeed, failures in the public investment management system in developing countries have historically led to low returns on public investment (Dabla-Norris and others 2012). These low returns are often attributed to poor project selection and implementation stemming from insufficient technical expertise.
While the level of efficiency of public investment may matter for the growth dividend of public spending, capital scarcity is a second key element driving the rate of returns on public investment. Berg and others (2012) show that the level of efficiency and the stock of public capital are inversely related and, moreover, that they offset each other in that the growth dividend of public investment does not depend on the level of investment efficiency. The basic intuition guiding the assumption that the effect of public investments on growth in high-efficiency countries is the same as that in low-efficiency countries is that the latter have a lower public capital stock and, therefore, a high marginal return to public investment.
However, as made clear by Berg and others (2012), this argument does not mean that the efficiency of public investment is unimportant. On the contrary, improvements in efficiency can have significant repercussions for growth. For example, by increasing the level of efficiency, the positive effects of public investments on growth can be enhanced, particularly if the improved efficiency involves structural reforms in the management of public investments pursuant to Collier’s (2010) “invest in investment.” Such reforms encompass several factors, which include, but are not limited to, the country’s capacity to conduct effective, independent project assessments; the selection of projects and appropriate mechanisms for their implementation; surveillance and monitoring; and ex post assessments of public investment projects. A reform approach that encompasses all of these elements would make it possible to limit the risks of compromising economic growth and budget and debt sustainability.
Consistent with the logic of Collier (2010), this chapter emphasizes improving the management of public investment in Senegal in connection with the country’s development plan, the Plan Sénégal Émergent, through which it aims to become an upper-middle-income emerging market economy. The chapter is divided into three main parts. The first part discusses the stylized facts needed to gain a better understanding of Senegal’s position relative to its peers in investment and growth. Next, based on Rajaram and others 2014, the chapter examines the existing public investment management system in Senegal to highlight both the theory and what is being done in practice so that the required reforms can be more effectively identified. The third and final part describes the reforms needed to improve public investment management, based on the experience of countries where such reforms have been successfully implemented. Key lessons are presented in the conclusion.
In Senegal, public investment represents a substantial share of total expenditure, accounting for more than 10 percent since 2014. Senegal’s Plan Sénégal Émergent, whose stated aim is to achieve high levels of growth (7 to 8 percent) while containing the country’s budget deficit, requires substantial investments in several economic sectors. Because resources are limited, public investments must be ranked in order of priority and carried out in a way that reflects their impact on public welfare. While political considerations will inevitably play a role, the trade-offs between these investment projects must be informed by economically relevant calculations, leading to an assessment of economic returns and the selection of optimal projects.
During the period 2000–12, Senegal recorded an average ratio of public investment to GDP of about 9.5 percent, with a real GDP growth rate of 3.9 percent. The country’s growth rate, however, is still relatively low in comparison with that of certain countries, particularly middle-income countries, that registered lower investment rates while achieving economic growth of more than 4 percent.
This disappointing performance of investment in Senegal is confirmed in comparisons with the average for the West African Economic and Monetary Union (WAEMU) and with emerging market economies. During the period 2000–11, Senegal registered the highest investment rate in WAEMU. However, in terms of growth, Burkina Faso and Mali were found to have the highest rates in the union (5.8 percent and 5.5 percent, respectively) as against Senegal’s growth rate of 3.9 percent. Moreover, during the period 1993–2003, Senegal reported a steady increase in its investment rate (Figures 9.1 and 9.2). By contrast, emerging market economies such as Brazil, Colombia, South Africa, and Thailand registered decreasing public investment rates but faster growth in per capita GDP during the same period.
Figure 9.1. Index of Public Investment as a Percentage of GDP, 1993–2013
(Percent of GDP; 1993 = 100)
Sources: IMF, World Economic Outlook, and IMF staff estimates.
Figure 9.2. Index of Real GDP Per Capita as a Percentage of GDP, 1993–2013
(Percent of GDP; 1993 = 100)
Sources: IMF, World Economic Outlook, and IMF staff estimates.
Recent literature has focused on determining whether public or private investment has greater effects on growth. Although the results are not conclusive, they converge toward a certain degree of complementarity between the two. This argument is based on the fact that a certain level of public investment is required to attract private investment. Accordingly, for investment to have a significant positive influence on growth, private investment must be combined with public investment.
In Senegal, the private investment rate averaged about 16 percent of GDP over 2000–12. The ratio of public and private investment to GDP was thus about 25 percent. We observe, however, that other countries generated substantially more growth with less public and private investment than Senegal, again suggesting Senegal’s low investment productivity. Efficiency is therefore fundamental to guaranteeing that public investment will have a positive economic and social impact. According to recent studies by the International Monetary Fund (2015) and Gupta and others (2014), enhanced management can make public investment more effective and increase its productivity.
A closer look at Senegal’s investment efficiency, as presented by Dabla-Norris and others (2012), reveals that Senegal is ranked 62nd out of a sample of 71 countries in terms of public investment management (Figures 9.3 and 9.4). Compared with other sub-Saharan Africa countries, Senegal is behind Botswana, Mali, Rwanda, and South Africa, among many others, in terms of project feasibility studies, project selection and implementation, and ex post assessment. Senegal turns out to be even more severely behind when one compares its level of public investment management with that in emerging market economies outside sub-Saharan Africa, such as Brazil, Colombia, Thailand, and Tunisia.
Figure 9.3. Public Investment Management Index Scores, Senegal and Four African Comparator Countries
(0–4 scale)
Source: Dabla-Norris and others 2012.
Figure 9.4. Public Investment Management Index Scores, Senegal and Four Non-African Emerging Markets
(0–4 scale)
Source: Dabla-Norris and others 2012.
The costs due to malfunctions in the public investment management system in Senegal are tremendous. According to information on projects initiated between 2007 and 2011, project cost slippage varied from 37 percent in 2007 to 47 percent in 2011. The costs were higher in 2007 and 2011, which were election years, reflecting the negative repercussions of poor public investment management (Figure 9.5). A specific example that illustrates this slippage is the construction of the Blaise Diagne International Airport, described in detail in Box 9.1. The work, which began in 2007, was scheduled to be completed in 2010 with an initial budget of CFAF 229 billion. After price increases and constant financing revisions, the work was finalized on December 6, 2017, and the airport was inaugurated the following day. The airport was estimated to have cost CFAF 407 billion, equivalent to an estimated overrun of nearly 80 percent of the initial amount.
Figure 9.5. Cost Overruns in Senegal, 2007–11
(Percent of initial total public investment cost)
Sources: Senegalese authorities; and IMF staff estimates.
BOX 9.1 The Blaise Diagne International Airport Project: Fundamental Factors and Governance
According to the authorities, completion of the Blaise Diagne International Airport (AIBD) aims to provide Senegal with infrastructure commensurate with its economic ambitions, to open up the city of Dakar, and to promote more effective territorial development. It is also an expression of the real willingness to make Senegal a preferential stopover point in Africa for international air traffic.
For that purpose, Senegal’s geographic position, equidistant from western Europe, North America, South America, and all of southern Africa, gives it a substantial comparative advantage in international trade flows and makes it a natural hub. Operation of AIBD therefore should constitute a golden opportunity for tourism development policy, which aims to make Senegal a destination of choice. Moreover, AIBD will make it easier for tourists to travel to Senegal’s tourist areas, such as the resorts of Saly Portudal, Mbodiène, Pointe Sarène, and Joal Fadiouth, where works are being directed by the Société d’Aménagement de la Petite Côte (SAPCO). The fishing and horticulture farming sectors add to the potential of this area and could also benefit from a modern airport. The major conference center built in Diamniadio, approximately 10 kilometers from Diass, where the AIBD is located, offers further potential to create a dynamic economic center if accompanied by the development of the airport.
The authorities established a fee for the development of airport infrastructures with a tax of €60 for all travelers entering and leaving Senegal. On this basis, BNP Paribas and BMCE Bank provided the first bridge loans and structured the financing for the project. The financing also involves a pool of banks led by the African Development Bank (€70 million) and the Islamic Development Bank (€70 million). The other participants are the French development authorities (€70 million), the Investment Climate Facility for Africa (€30 million), the West African Development Bank (€26 million), and the Industrial Development Corporation of South Africa (€50 million) for the conventional tranche and the Saudi Fund (€70 million) and the Organization of Petroleum Exporting Countries Fund (€20 million) for the Islamic tranche.
The work, undertaken in 2007, was expected to be completed in 2010 with an initial budget of CFAF 229 billion. In addition to constant financing revisions and price increases, the work was not completed by the end of 2016, as initially expected, as further problems arose. It should be noted that the revised cost of construction was estimated at CFAF 380 billion in 2014 and could increase to CFAF 400 billion or more. In August 2015, the senior management of AIBD estimated that the project would cost CFAF 407 billion to complete. At that time, the authorities considered the work 85 percent completed.
From the Senegalese standpoint, a succession of different reports has brought to light problems with the implementing agency, complex project planning, and financial engineering. As a result of these factors, the country has been exposed to delays, negligence, and poor financial supervision, resulting in misunderstandings and potentially leading to disputes. Further delays have resulted from the July 2015 request for a fifth contract amendment, in the amount of CFAF 64 billion, by Bin Laden Group of Saudi Arabia, in order to complete the construction of the airport. The government of Senegal seemed poised to reject the rider, considering the justifications provided by the construction company to be unfounded.
Aside from the clear lack of technical capacities on the Senegalese side, there were administrative inefficiencies in disbursements and in making technical decisions that have proven to harm expenditure control and to cause lags.
The review process of the project’s governance resulted in the arrival of the Turkish group Summa-Limak at the end of 2016, following the suspension of work by Saudi Bin Laden. Since Bin Laden had a dispute with the government of Senegal, the work experienced a slowdown before the restart, which focused on the need to finalize the construction of the airport. The AIBD airport was delivered as expected on December 6, 2017. The official inauguration took place on December 7, 2017, under the chairmanship of the President of the Republic, Macky Sall.
This box was prepared by Abdoulaye Ly.
BOX 9.2 The Implications of Absorptive Capacity Constraints: Empirical Evidence
Public investment in Senegal increased from 5.9 percent of GDP in 2005 to 7.1 percent in 2014, as part of a general trend across most developing countries (IMF 2014). Public investment scaling-up is often aimed at infrastructure financing, and it is motivated on the grounds of expected growth dividends. However, the empirical evidence on the impact of public investment on economic growth is mixed, and investment booms do not seem to be associated with growth acceleration (Warner 2014). The presence of absorptive capacity constraints could be one of the reasons behind the weak association between public investment accelerations and growth. In fact, when the pace of investment goes beyond a certain threshold, many developing countries do not have the capacity—in terms of skills, institutions, and management—to reap the benefit of any additional public investment. The selection and implementation of several investment projects at that point would require a varied set of technical and managerial resources that cannot be expanded in the short term.
The evidence in regard to absorptive capacity constraints in developing countries is quite limited, because the availability of data on project costs and outcomes is itself limited. In a seminal paper, Isham and Kaufmann (1999) show that once the ratio of public investment to GDP becomes too high (above 10 percent), the increase in public investment is associated with a declining productivity of investment projects. More recently, Presbitero (2016), using a large data set of investment projects financed by the World Bank since the 1970s in 100 developing countries, has tested whether public investment scaling-up is associated with project outcomes. That analysis shows that investment and infrastructure projects undertaken in periods when public investment accelerates compared to its historical patterns are less likely to be successful, indicating the presence of absorptive capacity constraints.
The experience of Colombia, Mali, and Senegal over the period 1980–2009 suggests that increases in public investment are indeed associated with lower success rates of investment projects. Figure 9.2.1 plots the average public-investment-to-GDP ratio for each decade and the corresponding average share of successful World Bank-financed investment projects. A few stylized facts, consistent with the aggregate evidence discussed above, emerge. First, the recent increase in public investment in Senegal has been associated with a decline in the project success rate. Second, the rate of public investment to GDP in Mali has been consistently higher than that in Senegal, but Mali’s project success rate has been lower. Colombia, by contrast, has been able to sustain both a higher investment rate and a relatively high project success rate, which is consistent with having a more efficient public investment management capacity, as highlighted by the Public Investment Management Index (see Figures 9.3 and 9.4). Finally, even Colombia shows clear evidence of a negative relationship between project success rate and public investment, consistent with the presence of absorptive capacity constraints.
Figure 9.2.1. Investment Scaling Up and Project Outcomes, Senegal, Mali, and Colombia, 1980–2009
Sources: World Bank Independent Evaluation Group (IEG) Project Performance Ratings data set; and IMF staff estimates.
Note: Bars represent levels of public investment (left scale), and circles represent the percentage of successful projects (right scale), for each country.
The evidence discussed here is consistent with the presence of supply bottlenecks and poor project selection in periods of sharp investment accelerations. It also points out the importance of sound policies and institutions for the selection and management of public investment projects. Finally, it speaks to the importance of carefully assessing the design and the financing of public investment plans and to the necessity of gradually scaling up public investment in the presence of absorptive capacity constraints (see Berg and others 2012 and Richmond, Yackovlev, and Yang 2015 for model applications).
This box was prepared by Andrea F. Presbitero.
One of the major challenges all policymakers face is to ensure that financial resources are put to effective use in support of development that is both sustainable and equitable. A key factor that can make this possible is having a sound, effective public investment management system. Rajaram and others (2014) conclude that every effective public investment system has eight essential features, which we refer to as the “eight commandments” of public investment management:
Begin by setting out a clear strategic orientation. In guiding investment and project development, an expanded strategic orientation is needed. Such a strategic orientation underpins and guides the government’s decisions consistently with national priorities. It may derive from a national plan or from another long-term strategy paper that establishes the economic development priorities.
Conduct a feasibility study to evaluate each project rigorously. The objective of the study is to answer the essential question whether a project should be considered, once it has first been established that it is compatible with the government’s priorities. It has two stages: a prefeasibility study, to identify relevant alternatives, and then a full feasibility study, to determine early on whether a proposed project is feasible. The full feasibility study expands on the prefeasibility study in order to compile all of the relevant data, to fine-tune the expected results of the projects, to conduct a thorough analysis of the solution selected to achieve the project objectives, and to undertake a number of different thorough assessments, including environmental and social impact analyses.
Ensure that projects undergo an independent examination. This is always a sound practice, as it makes it possible, for example, to avoid projects that are excessively optimistic, underestimating the real costs or overestimating the advantages.
Link project assessment and selection with the budget cycle. This is true even if the project assessment cycle differs from the budget calendar. The budget framework and annual budget must establish limits so that feasible, sustainable investment programs can be undertaken.
Have realistic contracting plans, as well as guidelines and institutional capacities for project management and surveillance. Ideally, a government should establish a total cost budget management system for the project covering several years to anticipate the budget requirements throughout the project execution period.
Embed enough flexibility in the budgeting to make needed adjustments possible. The review of project financing that is generally part of the annual budgeting process should be somewhat flexible so that changes may be made in the disbursement profile. This approach would make it possible to take into account any cost slippage resulting from delays in project implementation.
Have a process to certify operational readiness. When the project has been completed, there should be a process to ensure that the resulting facility is ready to operate and that the services can be delivered. This requires an effective mechanism to transfer responsibility for operational management and maintenance of the assets created.
Carry out a basic examination and assessment at completion. This consists of examinations by a ministerial office or agency after the project is completed, with the purpose of determining whether the budget limits and deadlines were observed and whether the finished product was delivered as expected. As a supplement to this basic review, a supervisory institution should periodically conduct compliance inspections on a sample of investment projects.
On paper, public investment management in Senegal appears to be adequate. The approach provided in connection with Senegal’s national planning system is to find the best allocation of public resources with the choice of projects having high levels of economic returns, rigorous selection of economic and social infrastructure projects that are directly productive, and rehabilitation and maintenance of existing assets. This approach is also designed to ensure the transition to a flexible and dynamic system, aiming to improve the policy management framework, gradually transfer the planning function to the sectoral ministries, promote better management of project life cycles, rationalize public expenditure, and establish a procedure so that optimal public investment choices can be made.
Senegal’s de jure public investment management system includes the following stages:
Identification and formulation: This phase, which involves the technical ministries, makes use of economic, social, and financial information to help identify and formulate projects.
Feasibility study: This assessment is undertaken to verify both that projects are consistent with the objectives of the economic and social development strategy (plan) and that they are feasible. Projects identified and formulated by the technical ministries are submitted to the planning services for cross-assessment.
Selection, programming, and search for financing: The ministry responsible for finance classifies proposed projects and programs that have met the above feasibility study criteria. Final project selections must be made based on the proposed projects’ level of priority.
Physical and financial monitoring of projects and programs: A project/program execution bulletin is prepared on an annual basis, using quarterly and annual reports produced by the technical ministries and complementary and follow-up studies.
Final evaluation of projects/programs: Final evaluations are carried out by the planning services to assess the degree to which the objectives have been met and to identify any lessons and good practices learned.
Ex post assessment of projects and programs: This evaluation is conducted by the planning services for projects and programs in the three-year public investment program. It is undertaken a number of years after execution to estimate the real impact of investments and to measure any discrepancies between the results and effective performance.
The second stage, conducting an ex ante assessment of all proposed projects and programs, is carried out before any projects are included in the country’s three-year public investment program. This assessment makes it possible to ensure that projects and programs (1) contribute to achieving the national and sector objectives, (2) generate financial and economic returns, and (3) meet the preestablished admissibility criteria (relevance, coherence, efficiency, efficacy, fairness, and sustainability).
In practice, Senegal’s public investment management has departed from the path identified under the reform of 1987 on which the new national planning system was based. This departure underlies the modest impact of public investments on economic growth and the development indicators. In general, the 2000s were not excessively “generous” to public investment management, with the multiplicity of medium-term planning papers and confusion between the players in the system. Management was found to have gaps in coordination between the national strategy and the sector policy papers, feasibility studies, cost estimates, execution lags, supervision of contracting procedures, and uncertainties as to the ongoing selection of projects and programs.
The feasibility studies were systematically abandoned in favor of project sheets including only basic descriptive information and cost summaries. A total absence of assessments in the budget timetable and cycle led to major cost overruns, failures to observe project execution deadlines, and insufficient correlations with economic growth, that is, problems of budget credibility. (See also Chapter 7, which covers the rationalization and composition of public consumption.)
The criteria that should be given priority for project or program eligibility are not clearly defined or universally known. The selection committee established for that purpose is not operational. The insufficient gross fixed capital formation content of public investments derives, among other things, from a total absence of assessment criteria based on development options (sectoral allocation problem) for projects and programs and the substantial share of operating expenditure in the consolidated capital budget (recurrent costs of projects and programs). These problems are essentially linked to the insufficient capacities of the technical ministries, the lack of linkages between investment programming and public investment planning, breakdowns in the selection function, and the absence of ex post assessment to determine how public policy has affected living conditions.
We can state with certainty that public investment management in Senegal does not follow the “eight commandments” recommended by Rajaram and others (2014) to enable even a low-capacity country to establish the basic disciplines for the selection and management of economic and social development projects.
Prior to 2006, before major reforms were implemented, public investments in Mauritius faced a number of systemic issues ranging from cost overruns to project execution delays, inadequate preparation, and even the absence of a portfolio of pending projects. The following reforms were implemented to resolve these problems and improve the design and management of public investment.
Project Plan Committee. Established in 2009, the Project Plan Committee is chaired by the Minister of Public Infrastructure and is assisted by authorities from other ministries in reviewing and selecting major projects having a present value of more than MUR 25 million (about US$736,000). The committee makes recommendations for the inclusion of projects in the country’s Public Sector Investment Program, which is responsible for creating a portfolio of credible projects ready for execution. The selection criteria focus on the priority status of the project, its returns, and whether the costs associated with the project are reasonable.
The framework for public investment management was further reviewed in 2017, and a new process is provided in a Capital Project Process Manual (CPPM) that links project appraisal, funding, and implementation and guides public bodies on each step of the public investment cycle. Depending on certain thresholds, ministries are required to seek the cabinet’s approval prior to proceeding with project preparation and implementation.
For the purpose of ensuring value for money on capital projects, a Public Investment Management Unit has been set up in the Ministry of Finance to appraise proposals for capital projects, monitor large projects, and update the Public Sector Investment Program.
A Build Operate Transfer Projects Act was also introduced in 2016. It provides a legal framework for the execution of projects under Build Operate Transfer agreements. To initiate the Build Operate Transfer project process, public bodies have to identify potential Build Operate Transfer projects satisfying, among other things, a combination of criteria prior to submitting the project to the Build Operate Transfer Projects Unit for registration.
Public Sector Investment Program. This is a five-year rolling program of public sector investment projects approved to receive budget appropriations, assistance from public institutions, and loans and grants from technical and financial partners and foreign direct investment. The program also provides for a project preparation unit. This relieves political pressure on the Minister of Finance to adopt projects while they are still in their conceptual phases; in fact, projects should be fully developed for appropriations to be released.
Contract awards and limits applicable to contracting. The contracting system was partly decentralized to improve the contractual and project execution phases. To reduce lags in contract awards, the decentralization work was expanded in a clearly defined framework. Accordingly, the contracting limits granted to the spending ministries and departments were increased from MUR 5 million (US$150,000) to MUR 50 million (US$1.5 million).
Procurement Policy Office. The Procurement Policy Office was established to provide a mechanism for supervising and following up on the results and progress registered in the contracting system and to guide and promote its development and improvement on an ongoing basis.
Central Procurement Board. All contracts exceeding MUR 50 million (US$1.5 million) are managed by this board. When contracts are concluded, the spending ministries are responsible for monitoring their implementation.
Independent Review Panel. Bidders that believe they have sustained damages may file a complaint with the Independent Review Panel, which has 30 days to issue a binding decision.
Preferential margin. All bidders based in Mauritius employing local labor for at least 80 percent of the total person-days deployed to execute a public works contract may receive a preferential benefit of 15 percent.
Contracting deadlines. To accelerate contracts to implement projects, the law provides a maximum deadline for contract awards. The Procurement Policy Office checks closely to ensure that this rule is being observed.
Construction Industry Development Board. This board was established as a regulatory authority to lead and guide activities designed for the development of a competitive, modern construction sector. One of its main activities is registering and training entrepreneurs and consultants. This approach makes it possible to ensure that performance of construction enterprises is appropriately monitored.
National Schedule of Rates. This schedule provides the reference prices for construction materials applicable to players in the construction sector.
Project implementation units in key ministries. The ministries most involved in infrastructure, such as education and health, have each been provided with experts who staff project implementation units; the objective of these units is to oversee project implementation and monitoring.
Project managers. Public bodies may appoint project managers for large public sector projects. Project managers are hired, in addition to the consulting firms recruited by the spending ministries, to supervise the contractors involved in the projects.
Fixed consultant fees. The objective of establishing fixed fees for consultants was to put an end to incentives that tolerated or even encouraged cost overruns. Fees were initially established as a percentage of the total project cost. They are now fixed and equivalent to a lump sum or set percentage of the initial value of the project (and not linked to the total amount actually spent).
Public-private partnerships. The implementation of public-private partnerships has been slow in Mauritius. This contracting method is different from others and often requires lengthy project preparation periods. In fact, when the contracts have been executed, they often extend over several political cycles, leading to difficulties in the decision-making process. Although Mauritius adopted the relevant regulations for the implementation of public-private partnerships, the ministries do not have sufficient internal capacities to manage this type of project, even when consultants are recruited to help in preparation and execution, as has been the case in the past.
Recent research has shown that public investments can be a catalyst for economic growth if they are truly effective and high quality (Issoufou and others 2014; Buffie and others 2012). Close linkages between economic growth and public investments depend, according to Gupta and others (2014), on effective management of public investment. For low-income countries such as Senegal, improving the capacity to select public investment projects and programs and to implement them effectively is essential in order to substantially improve the efficiency of the investments and thereby their impact on economic growth and development. The following nonexhaustive list of reforms is offered to help improve Senegal’s public investment management system.
Improve the quality of public investment expenditure by continuing to reclassify systematically operating expenditure recorded in the consolidated capital budget. In fact, the inefficiency of public investment in Senegal also derives from confusion between capital expenditure and recurrent costs in connection with the operation of projects and programs.
Accelerate institutional reforms to improve the quality of public investments (Grigolli and Mills 2013). In Senegal, these reform efforts should involve strengthening the coordination role of the central planning body by enabling it to ensure that realistic public investments are selected. This body could also more effectively lead and monitor the coherence of the system. In addition, bringing together the state structures responsible for public investment planning and programming could help minimize the risks of bypassing the system and lead to a more effective allocation of resources among sectors.
Ensure that the agencies have the resources required to conduct systematic feasibility studies of public investment projects to help improve public investment management. In Korea, the government in 1999 established a dedicated structure (the Public and Private Infrastructure Investment Management Center) to conduct feasibility studies for all projects exceeding a certain level (Rajaram and others 2014). As emphasized in the preceding section, Mauritius implemented a similar framework in 2009. Such a framework could be adapted in Senegal to improve public investment management.
Ensure better coordination between the national strategy and sectoral policy. The results-based management introduced under the new harmonized public finance framework supports close involvement of the sectors in attaining development objectives. This approach strengthens transparency and accountability. A sectoral definition of development objectives also makes it possible to consolidate the planning, programming, and budgeting sequence. The principle of multiyear budgeting ensures that public expenditure is accurate and transparent and that its management is based on performance. It is a major challenge to optimize the composition of public investment, so the government must develop capacities for its sectoral allocation (World Bank 2005). To that end, it must establish a methodology for the allocation of resources to sectors that support economic growth.
Improve capacity in public investment management. A better institutional framework for public investment planning should aim to strengthen the culture of assessment by building the capacities of the ministries to define the sectoral strategies, prepare projects and programs, and conduct appraisal analysis. Chile, an example cited in relation to developing countries, sustainably strengthened its government’s capacities in the area of project evaluation so that it now has an effective national public investment system. In this connection, the use of guides in Senegal for the preparation, selection, and assessment of projects is highly recommended. At the line ministry level, a new approach must be established for the research and planning units of the technical ministries by clearly specifying the content of their missions and by providing high-quality, motivated human resources (a multidisciplinary team that draws skills from the national private sector or the diaspora to create banks of projects that have been evaluated by the ministries) (see Chapter 13).
Rehabilitate the selection function and systematize midterm reviews. Harmonization and facilitation of the process of evaluating public projects or programs in Senegal requires rehabilitation of the function of selecting investment projects and programs and observance of the process used to validate the life cycle of program projects. Systematization of midterm reviews makes it possible to apply any adjustments that may be necessary. For that purpose, an effective monitoring and assessment system, to ensure reporting and adequate collection of project information, must be in place. Therefore, the creation of an independent project review and selection unit similar to the Project Plan Committee and the Independent Review Panel in Mauritius should promote a neutral approach.
Improve project and program supervision and monitoring to ensure success in achieving project objectives. Effective supervision of project and program execution and monitoring/evaluation are essential factors in achieving objectives and minimizing risks of collusion and corruption. This approach requires the availability and execution of working plans, controls over contracting procedures, timetables, and execution periods. The execution rates for projects can in fact be improved if authorities continue their efforts to implement information systems so that any problems can be identified in a timely manner. Senegal could also benefit from the creation of project implementation units in key ministries, similar to those deployed in Mauritius.
Make final and ex post assessments of programs and projects mandatory. Practically speaking, all projects exceeding a certain cost threshold must be systematically subject to such an exercise. Making a guide available to all ministries will provide an identical template and make it possible to agree on the evaluation criteria.
In moving toward emergence, Senegal is at a crossroads in terms of the efficiency of its public investment. It benefits from a historic opportunity through the Plan Sénégal Émergent. Reforms in the area of public investment management constitute a guarantee for the success of this economic and social development strategy.
The diagnostics of the public investment management system in Senegal show it to be at a relatively low level as compared with other sub-Saharan African countries and with emerging market economies outside the African continent. It is highly recommended for the government to strengthen the culture of ex ante evaluation by bringing together the units responsible for the planning and programming of investments, to avoid circumvention effects, to conduct systematic feasibility studies and other ex ante evaluations, and to improve monitoring of the implementation of public investment projects significantly.
Across-the-board improvement in capacity is crucial to reversing the current trend in public investment management. In addition, the continuation of any reform efforts must include effective implementation of multiyear budgeting to ensure budget unity, accuracy, transparency, and accountability.
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Birahim Bouna Niang
Taxes and debt are mechanisms for financing public expenditure when the state cannot resort to monetary creation. In the context of developing countries characterized by a narrow tax base and undeveloped domestic capital markets, budget deficits are essentially financed with external debt. More generally, there are several arguments that support the use of debt for a developing country (Gill and Pinto 2005). Debt facilitates production of public assets (infrastructure and public services), the establishment of tax systems, and the implementation of countercyclical policies that limit production volatility. The relationship between debt and growth is widely documented in the literature (Eberhardt and Presbitero 2015; Panizza and Presbitero 2013; Patillo, Poirson, and Ricci 2011, 2004).
However, when debt exceeds a critical level, it becomes a burden (debt overhang) and exerts negative pressure on investment and growth. Rather than becoming indebted in order to grow, overindebted countries must forgo growth in order to repay their debts (Ominami 1986). Furthermore, in the case of developing countries, a debt crisis can occur even without high levels of indebtedness, as a result of debt intolerance (Reinhart and Rogoff 2010). Accordingly, debt sustainability analysis is a crucial issue, as it provides information on the conditions under which a country can advantageously have recourse to debt and avoid falling into the trap of overindebtedness.
Like many developing countries, Senegal faced a severe external debt crisis, which led the authorities to sign 13 debt rescheduling arrangements with the Paris Club creditors between 1981 and 2000 (Niang 2003). In the aftermath of that crisis, initiatives taken by the international community during the 2000s, especially the Heavily Indebted Poor Countries (HIPC) Initiative and Multilateral Debt Relief Initiative (MDRI), enabled Senegal to benefit from more than CFAF 100 billion in debt forgiveness. While the country’s debt profile has improved as compared with the situation that prevailed until the mid-2000s, it is important to assess the current situation in regard to public debt in a context in which the authorities are implementing an ambitious economic and social development program known as the Plan Sénégal Émergent, much of which is being financed through external debt.
In this chapter, we present the changes in the structure of Senegalese public debt and indebtedness conditions, then analyze the country’s public debt sustain-ability, and finally discuss implications for debt, growth, and fiscal rules.
Senegal’s public debt has been increasing since 2006, after the HIPC and MDRI debt relief initiatives. As a share of GDP, its debt increased from 20.9 percent in 2006 to 45.3 percent in 2013 and then further increased to 59.3 percent in 2016, a level higher than in 2003, before the country reached the HIPC completion point (see Figure 10.1).1 Commercial debt, that is, bank loans and eurobonds, started to be acquired in 2009 and by 2015 had reached 7.3 percent of GDP.
Figure 10.1. Public Debt as a Share of GDP, Senegal
(Percent)
Sources: Senegalese authorities; and IMF staff estimates.
Changes in Senegal’s external debt structure are shown in Table 10.1. Senegal’s external debt is predominantly multilateral and bilateral. Public external debt represented 98 percent of total external debt in 1996, declining to 80 percent in 2014. By contrast, private external debt increased regularly to reach approximately one-fifth of total external debt in 2014. Senegal’s external debt strategy assigns an increasingly important role to the search for financing on the international capital markets.
Most of the recent increase in public debt has been driven by domestic borrowing. Domestic debt almost doubled between 2011 and 2016, while the share of concessional borrowing declined. This compositional shift implies an increase in the average cost of borrowing, since Treasury bills were issued at about 5 percent in 2015 and carried interest rates higher than 6 percent, which was higher than the average interest rate on foreign borrowing from 2010 to 2015. In addition, the government has been borrowing in domestic currencies from other lenders, such as the West African Development Bank, at rates as high as 8.5 percent. Domestic debt peaked at 29 percent of total debt, and during the 2010–14 period it averaged 25 percent of total debt.
TABLE 10.1 Evolution of the External Debt Structure
(Percent)
Sources: Ministry of Economy, Finances, and Planning; and author’s estimates.
Two trends emerge in terms of changes in Senegal’s total public debt: an increase in external trade debt and an increase in the share of domestic debt arranged under market conditions. The new public debt profile has implications for indebtedness conditions. These conditions can be assessed by examining the interest rate, the trends of which are shown in Table 10.2.2 With the dominant weight of concessional debt, the interest rate on external debt did not reach substantial levels and varied between 1.4 and 2.3 percent during the period 2002–14. Interest rates on domestic debt arranged under market conditions varied between 2.1 and 9.6 percent and averaged 5.6 percent.
Moreover, interest rate fluctuations on domestic debt were more pronounced than those for external debt, with standard deviations equal to 2.5 and 0.5, respectively. However, over the period 2010–14, the average interest rate on debt was higher, at 2.7 percent, 7.7 percent, and 4.0 percent for external debt, domestic debt, and total public debt, respectively.
TABLE 10.2 Evolution of the Apparent Interest Rate on Public Debt
(Percent)
Sources: Ministry of Economy, Finances, and Planning; and author’s estimates.
Debt sustainability can be analyzed using different approaches (Cassimon, Moreno-Dodson, and Wodon 2008; Ley 2010; Presbitero and Arnone 2006). In this chapter we use the budget and solvency approaches.
In the budget sustainability approach, the state is an economic actor with the special feature of having an unlimited life expectancy. Accordingly, it cannot justify not repaying all of its debt. Public debt sustainability is assured if the economy grows sufficiently to avoid a debt explosion and if the debt-to-GDP ratio is stabilized (Ley 2010; Cassimon, Moreno-Dodson, and Wodon 2008).
The conditions for debt sustainability have been established in a number of empirical works based on a state’s budget constraints. If we consider the budget deficit to be financed exclusively with public debt, as is the case in countries belonging to the West African Economic and Monetary Union (WAEMU), we can use the following equation (Ley 2010):
in which d is the debt-to-GDP ratio, r is the real interest rate on the debt, g is the real GDP growth rate, and b is the primary budget balance (as a percentage of GDP).
However, if domestic debt accounts for a significant proportion of total debt and is arranged under different conditions than external debt, the condition of sustainability should be established by distinguishing the interest rate on external debt from the interest rate on domestic debt. In this case, equation (10.1) should be rewritten as follows (Presbitero and Arnone 2006):
in which dt is total debt as a percentage of GDP, dp is the primary budget balance as a percentage of GDP, α is the share of external debt in total debt, g is the real GDP growth rate, rI is the interest rate on domestic debt, rE is the interest rate on external debt, and z is the real exchange rate.
The interest rate on total debt is therefore a weighted average of the interest rate on external debt and the interest rate on domestic debt. The primary balance compatible with the stabilization of total debt corresponds to
Moreover, according to the World Bank (2004), equation (10.2) can be broken down as follows:
in which af represents other factors.
Equation (10.4) indicates that debt trends can be broken down into four factors: (1) primary budget balance, (2) GDP growth, (3) interest rate on domestic debt, and (4) interest rate on external debt and exchange rate. The other factors are calculated as residuals, that is, as the difference between the change in the overall indebtedness rate and the total contribution of the four components, and measure the effects of the debt restructuring and other liability items net of revenue from privatization, grants, and measurement errors.
There was a downward trend in total public and external debt between the mid-1990s and the mid-2000s (Figure 10.2) when Senegal benefited from debt relief programs. The total indebtedness rate reached its minimum level (approximately 21 percent) in 2006. Beginning in 2007, we observe a rapid change in external and domestic indebtedness. Accordingly, the domestic, external, and total indebtedness rates were multiplied by 4.26, 2.23, and 2.54, respectively, between 2006 and 2014. Accordingly, the overall indebtedness rate increased at an annual average rate of 12.4 percent during the period. In other words, between 2006 and 2014, indebtedness doubled every six years. If this trend continues, Senegal’s indebtedness rate will reach approximately 84 percent in 2018 and 107 percent in 2020.
Figure 10.2. Indebtedness Rates, Senegal, 1996–2014
(Percent)
Sources: Senegal, Ministry of Economy, Finance, and Planning; and author’s calculations.
Trends in the primary budget balance seem to play a decisive role in the dynamics of Senegal’s public debt. In fact, Figure 10.3 indicates clearly that the observed primary deficit was systematically higher than the deficit that would have allowed the indebtedness rate to stabilize. Moreover, trends in the debt components (Figure 10.4) reveal that growth helped reduce the indebtedness rate, while interest rates (on domestic and foreign debt) and the exchange rate contributed positively to the increase in indebtedness, even though the growth, interest rate, and exchange rate effects were relatively limited. By contrast, the primary budget deficit is the component that contributed most to the increase in debt.
Figure 10.3. Trends in the Observed Primary Balance and the Balance Compatible with a Stable Debt-to-GDP Ratio, Senegal, 2003–14
(Percent of GDP)
Sources: Senegal, Ministry of Economy, Finance, and Planning; and author’s calculations.
Figure 10.4. Public Debt Dynamics, Senegal, 2003–14
(Percent)
Sources: Senegal, Ministry of Economy, Finance, and Planning; and author’s calculations.
Note: Time is represented on the axis as 2003–14 and the value of the components of debt on the ordinates. Negative values in the components mean that they help reduce the indebtedness rate (such as in the case of growth), while positive values mean that the component contributes to an increase in indebtedness (primary deficit, increase in interest rates, or depreciation in the exchange rate, for example). CAF = contribution from other factors; CCPIB = contribution of GDP growth; CSP = contribution of the primary deficit; CTID = contribution of the interest rate on domestic debt; CTIE_TC = contribution of the interest rate on external debt and the exchange rate; VDT = change in the rate of indebtedness.
The approach of sustainability through solvency consists of assessing the state’s future capacity to generate resources to cover debt service. Accordingly, the state is considered solvent when the present value of the resources it will mobilize in the future exceeds the present value of debt service flows payable to its creditors (Cassimon, Moreno-Dodson, and Wodon 2008). Under the operational framework for assessing debt sustainability proposed by the IMF and World Bank (2005), countries can be classified to reflect their institutional and economic policy performance in connection with the maximum indebtedness ratios.
The World Bank/IMF’s debt sustainability analysis (DSA) uses a baseline and alternative scenarios that reflect shocks in the international environment affecting the terms of trade, exports, and so on.3 Stress tests are used to classify countries into three risk categories (low, moderate, and high risk), depending on whether the indebtedness thresholds are exceeded in different scenarios or in the baseline scenario or whether they are systematically exceeded regardless of the scenario used. However, one limit of this approach is that it’s a forward one. Key exogenous variables such as GDP growth, interest rates, and exchange rates interact with the level of indebtedness, and simulations are based on what the future is supposed to be (Loser 2004; Rocher 2007). As the future is by definition unknown, one is confronted with the impossibility principle (Wyplosz 2005).
According to the most recent debt sustainability assessment for Senegal (IMF 2015; MEF 2015), the country’s risk of debt distress is low. It did not exceed the overindebtedness ceilings in any of the scenarios considered. However, this analysis is based on relatively optimistic assumptions about economic growth, reforms to be implemented, and external debt strategy. While debt levels are still below the relevant debt sustainability thresholds, adverse debt dynamics could signal future risks for debt sustainability in the absence of continued fiscal consolidation.
Senegal’s favorable debt sustainability analysis must be considered with caution. Plans to finance significant infrastructure projects relying on commercial external borrowing would put further pressure on debt sustainability, raising debt service in the medium term. Debt service on total public debt is expected to reach 25.4 percent of government revenues in 2016, and it is projected to be above 35 percent in 2017 and 2018, largely because of the additional relatively expensive domestic borrowing undertaken in 2016. To maintain its low risk of debt distress under the IMF/World Bank DSA, Senegal will need to ensure that projects provide a sufficient growth dividend and that concessional and semiconcessional financing is used whenever possible.
The rapid accumulation of debt observed in Senegal during the past 10 years, attributable primarily to the relatively high and persistent primary budget deficit, would suggest the adoption of new fiscal rules and the broadening of the fiscal space through improved fiscal performance. Accordingly, the fiscal potential of insufficiently taxed activities (the informal sector and revenue from property) must be exploited.
While debt sustainability should be a major concern of public decision makers, indebtedness is supposed to contribute to growth and to economic and social development through the financing of investment projects with the potential to have a positive impact on productivity and human capital and a stimulating effect on the private sector. Figures 10.5 and 10.6 illustrate trends in the indebtedness rate compared to, on the one hand, the public investment rate and, on the other hand, economic growth. They point to a rather loose relationship among debt, the state’s investment efforts, and performance in terms of economic growth. Indeed, Figure 10.5 shows a counterintuitive phenomenon, which is a negative correlation between the indebtedness rate and the public investment rate. This suggests that the quality of spending is more important than the amount. In this context, inefficiencies may arise from poor procurement practices that allow favors and payoffs rather than value for money as well as misclassification, with a significant share of recurring costs in public investment projects.
Figure 10.5. Trends in the Indebtedness Rate and Public Investment Rate, Senegal
(Percent of GDP)
Sources: Senegal, Ministry of Economy, Finance, and Planning; and author’s calculations.
Figure 10.6. Trends in the Indebtedness Rate and GDP Growth Rate, Senegal
Sources: Senegal, Ministry of Economy, Finance, and Planning; and author’s calculations.
Furthermore, Figure 10.6 shows no correlation—or only a slightly positive correlation—between the indebtedness rate and the economic growth rate. Given that investment is one of the principal channels through which debt acts on growth, this result reveals problems related to the quality of public investment or the choice of profitable investment projects and the inefficiency of public spending (World Bank 2012). The quality of public investment financed by debt is crucial for any country that raises funds in international markets, because in the event of deficiencies in the management of resources, the country will face sanctions by the markets, which will be reflected in a downgrading of its rating, an increase in its cost of access to financial resources, and a higher risk of default. The experience of Belize during the first decade of the 2000s is an illustration of this specific case (World Bank Development Committee 2006).
The sustainability of public debt can be reconciled with growth and economic and social development targets through the adoption of fiscal rules. These rules should be flexible in nature so as to allow for the implementation of a countercyclical fiscal policy that limits macroeconomic volatility (Ray, Velasquez, and Islam 2015).
Indebtedness policy is a component of fiscal policy, which for a developing country should have the ultimate objectives of promoting economic and social progress. This is why a rule that governs public debt and fiscal policy is not an end in itself and should not hinder the achievement of economic and social development goals, in particular through investment in physical and human capital. The fiscal rules adopted by the WAEMU countries since 1994 have the disadvantage of having heightened the procyclical nature of public investment. Thus, in this subregion, public investment spending plays more of a shock absorption or residual fiscal variable role than current spending, and this has an adverse effect on economic growth (Dessus and Varoudakis 2013).
The fiscal rules in force in the WAEMU countries would benefit from a revision in order to provide for greater reconciliation between the sustainability of public finances and the imperatives of high-quality growth. The new rules should allow for the implementation of a countercyclical fiscal policy, one that provides protection for vulnerable groups, maintains investment efforts, and smooths GDP.
The establishment of a solidarity fund among the WAEMU countries—or “fiscal federalism”—is one of the most appropriate responses (Dessus and Varoudakis 2013) to their procyclical fiscal policy. The challenge in terms of favoring transfers is therefore the moral hazard issue. To avoid any attempt at manipulation, the eligibility conditions (the occurrence of idiosyncratic shocks) should be defined unambiguously. This would also require the establishment of an institution, such as a subregional agency, that would be responsible for managing the mechanism that has been put into place.
To ensure the sustainability of public debt while allowing for a countercyclical fiscal policy, the current rule pertaining to the basic budget balance, which does not consider all the resources and public spending, should be replaced with a rule pertaining to the overall budget balance. The new rule, capping the overall budget as a percentage of GDP, should be flexible, however; that is, it should be adjusted depending on the state of the economy. During periods of slow growth, the authorized deficit could be set at a higher level in order to avoid a stronger downturn or a loss of growth, like that experienced by European Union countries (Ray, Velasquez, and Islam 2015).
The adoption of a British-type golden rule, which states that borrowing should be undertaken for investment purposes only, serves as a safeguard for the appropriate use of public debt.
To avoid a situation in which debt repayment charges crowd out investments in the future, including investments in infrastructure, education, and health, the share of debt service in budget resources could be capped. This is the case in Argentina, where the ceiling is set at 15 percent (Berganza 2012).
Fiscal space could also be provided by improving the technical efficiency of public spending, in particular on education and health (Diagne, Sy, and Thiam 2014).
Trends in Senegal’s public debt are characterized by a substantial decline in the rate of indebtedness around mid-2006 owing to debt relief initiatives by the international community. The resulting fiscal space was immediately exploited, leading to rapid reindebtedness. Accordingly, between 2006 and 2014, the indebtedness rate increased an average of more than 12 percent per year and doubled every six years. If that trend continues, the indebtedness rate will reach 107 percent by 2020.
Analysis of public debt dynamics implies that, among the components of debt, the primary deficit made the greatest contribution to increasing the rate of indebtedness. The public debt profile also changed, with greater shares of domestic debt and external trade debt constituting a heavier fiscal burden (with higher interest rates and shorter maturities) than concessional debt.
Although the analysis indicates that the risk of overindebtedness is substantially low, this result must be considered with caution owing to the imperfections of the financial markets, the uncertainty characterizing the future, and the problem of debt intolerance, which make forecasting the occurrence of sovereign debt a difficult matter.
New fiscal rules need to be adopted to reconcile debt sustainability with the imperatives of growth and human development. Some of these rules would fall under the authority of WAEMU and include, on the one hand, the institution of fiscal federalism and, on the other hand, the setting of an overall budget deficit ceiling instead of the current convergence criterion with regard to the basic balance. Furthermore, the deficit ceiling should be shifted in the event of a poor economic climate to allow fiscal policy to play a countercyclical role.
New fiscal space could also be created by improving the efficiency of public spending, in particular in the education and health care sectors, and by enhancing fiscal performance through better revenue collection from informal activities and real estate assets.
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Patrick A. Imam
Emerging markets comprise a large and diverse group of countries whose financial systems have grown in importance in recent decades and have been relatively unscathed by the global financial crisis. They differ greatly in economic size, legal and institutional frameworks, and the sophistication of their financial systems. Despite this diversity, their financial systems tend to be relatively larger (as a share of GDP), less concentrated, and typically more complex than systems in low-income countries. Banks continue to play a large role, but other financial institutions such as insurance and capital markets are developing rapidly (see Claessens 2016). There is also, though not uniformly, a relatively smaller involvement of the state in the financial system than in lower-income countries. Following the crisis of the 1980s in low-income countries and that in the 1990s in emerging markets, both groups of countries appear to have learned crucial lessons, and they managed to navigate the financial crisis relatively well.
The financial stability paradigm that was dominant prior to the global financial crisis provides a blueprint, though an incomplete one, for what emerging markets should strive to achieve to have a stable financial system (see United Kingdom, Financial Services Authority 2009). While the financial stability paradigm is being challenged, many of the key building blocks are still needed to achieve stability in emerging market economies. According to the paradigm that prevailed at the time, an optimum financial stability model should at a minimum have the following elements:
Central banks should focus on keeping inflation contained through active monetary policy, creating macro-stability.
Financial stability should be pursued by means of microprudential regulatory and supervisory tools.
Microprudential regulation should prevent banks from taking excessive risks, by ensuring that financial institutions are safe, sound, and able to honor their obligations.
Within this paradigm, low-income countries aimed to enhance financial stability by focusing on strengthening supervisory independence and capacity, completing their legal frameworks, and adopting international standards at a pace consistent with the level of their financial development and supervisory capacity.
The global financial crisis has, however, shaken the prevailing financial stability and prudential regulatory paradigms of the last 20 years. There is an emerging consensus concerning the inadequacy of the pre-2008 macroeconomic paradigm and traditional prudential regulation to anticipate and contain the recent crisis. Major research efforts are underway that involve rethinking macroeconomic policy in general and redesigning financial regulations in particular. While revisiting macroeconomic policy has not produced major tangible results so far (see Blanchard, Dell’Ariccia, and Mauro 2010 and Blanchard, Dell’Ariccia, and Mauro 2013), some advances have been made in reformulating a new financial stability paradigm, which, while still incomplete, is being adopted by an increasing number of countries. Prudential regulations are being expanded and new institutions are being established to address system-wide financial vulnerabilities. This is because the crisis has shown that prudential policies that focus on individual bank stability are necessary, but insufficient, to mitigate systemic risk, requiring a reorientation.
Macroprudential policy has emerged as the cornerstone in the new financial stability paradigm to prevent systemic crises. The formulation of macroprudential regulations has made important strides, although it is still far from being settled in all of its details (Akerlof, Blanchard, and Romer 2014; Blanchard, Dell’Ariccia, and Mauro 2013; Blanchard, Rajan, and Rogoff 2016; Committee on the Global Financial System 2012; Nier and others 2011). Microprudential policy conceives of the stability of the financial system as the sum of individual sound institutions. However, it does not take into account that what constitutes prudent behavior from the point of view of one institution may create broad problems when all institutions engage in similar behavior, such as tightening credit standards or holding on to cash. Microprudential regulation also does not typically recognize that institutions can be a threat both to other financial institutions and to markets, where many large financial firms raise and place funds.
The discussion about the design and implementation of financial stability policies has largely been confined to advanced and (to a lesser extent) emerging market economies. The institutional architecture for macroprudential policy, the nature of the vulnerabilities to be identified and monitored by the macroprudential authority, and the instruments suggested to tackle such vulnerabilities have been envisaged in the context of high-income and (to a lesser extent) middle-income countries. This is not surprising. The recent financial crisis fundamentally struck the North Atlantic advanced economies, with few direct reverberations on the financial systems of low-income countries, which had endured a number of their own systemic crises during the preceding two decades.
Some analysts, however, question the appropriateness of the new emerging financial stability paradigm in the context of low-income countries. Gottschalk (2014) warns that not all international regulations are appropriate in the low-income country context, as they are designed for advanced and emerging market economies, with complex rules that low-income countries may have problems following, owing to limited data, limited skill set of supervisory staff, and so on. Griffith-Jones, Gottschalk, and Spratt (2015) also point out that financial systems and regulations in low-income countries are still in their early stages, with authorities having to achieve two simultaneous goals—financial stability and financial sector development—that may in certain circumstances be contradictory.
What do these new reform proposals imply for shaping the financial stability framework for countries like Senegal that are on the verge of graduating to emerging market status? Should Senegal mimic what the United Kingdom or even emerging market economies have done to create an effective macroprudential policy function? More specifically, should macrofinancial authorities in low-income countries monitor the same type of vulnerabilities as those in advanced and emerging market economies? What type of macroprudential policy instruments are more suitable for correcting systemic vulnerabilities in low-income countries? What are the channels that Senegal should be aware of?
This chapter provides a general overview of the financial stability arrangements facing soon-to-emerge low-income countries and highlights some issues for further consideration. It is organized as follows. The next section provides an overview, examining the characteristics of the financial stability framework in the West African Economic and Monetary Union (WAEMU), contrasting the role of the national authorities with that of the regional supervisor. The section following that provides an overview of the financial-stability risks in Senegal. The chapter then looks at ways to analyze systemic risk and finally reviews policies to mitigate systemic risk and improve the crisis management system, with the last section concluding.
Financial stability is fundamentally concerned with maintaining a stable provision of financial services to the wider economy—credit supply, payment services, and insurance against risk. The design of a financial stability framework hinges critically on the characteristics of the financial system and the types of vulnerabilities that are likely to emerge. There are no “off-the-shelf” financial stability models, but rather each country has to find its own model based on its unique circumstances and adapt it as the financial system evolves.
There is a division of labor that prevails: in most countries, this responsibility falls on (1) the central bank, which among other tasks has responsibility for monetary policy and contributes to financial stability by promoting the smooth functioning of the payments system and by acting as a lender of last resort; (2) the supervisory authority, which is responsible for regulating deposit-taking institutions, securities firms, and insurance companies and often, though not always, takes the lead role in restructuring and resolution efforts (in countries where deposit insurance systems exist, it can have wide-ranging powers for the protection of depositors including by participating in a wide-range of resolution outcomes for distressed banks); and (3) the Ministry of Finance, which acts as the fiscal agent for the government and has an important role in protecting the use of public monies.
There is no single preferred model for institutional arrangements in support of macroprudential policy. Institutional arrangements are shaped by country-specific circumstances, such as the culture for cooperation, the perceived need for checks and balances, and legal traditions. This reflects the fact that the regulatory architecture varies from country to country: in some countries, the responsibilities for both monetary policy and prudential regulation, particularly for banks, are assigned to the central bank; in others, these responsibilities are split, with regulatory oversight assigned to one or more specialized agencies. Central banks are likely to be the agencies best placed in terms of expertise in economic analysis for monitoring and assessing systemic risks. This does not suggest that there is not significant value for other agencies to make their own sectoral assessments of risk—and many do—but it is the central bank that has a comparative advantage in providing a system-wide perspective. Hence the view of some observers, including the Group of Thirty (G30), is that macroprudential responsibilities are best assigned to the central bank. This is particularly the case in those countries where the central bank is also the prudential regulator of banks—a role that makes it especially well placed for marrying monetary and microprudential policies in the best interests of financial stability. Nonetheless, monetary and macroprudential policies are ultimately distinct, and it is vital that this marriage not be permitted to undermine the inflation objectives of the central bank (see also Caruana 2009).1
From an operational perspective—being part of a monetary and banking union—responsibility for financial stability in Senegal is largely discharged between the national (Senegalese) and regional (WAEMU) authorities (see Figure 11.1). The ultimate responsibility for financial stability resides with the conference of heads of state and governments. Banks and other large deposit-taking institutions (including large microfinance institutions) with more than CFAF 2 billion in deposits or loans are supervised at the regional level by the Central Bank of West African States (BCEAO) and the WAEMU Banking Commission.2 Smaller microfinance operators are supervised at the national level by the Ministry of Finance. Capital market activity is supervised regionally under the supervision of the Regional Council for Public Savings and Financial Markets (CREPMF, after its French name). The Ministry of Finance, in conjunction with the supraregional insurance sector regulator CIMA (Conférence Interafricaine des Marchés d’Assurances), supervises insurance companies. The 2010 central bank reform created the Financial Stability Council, charged with macroprudential supervision and guaranteeing the stability of the overall financial system at the regional level. The roles that national authorities play within the WAEMU system matter, because they are key to fostering the development of the financial system, although their roles are more limited when it comes to financial stability. National authorities have a crucial role in deepening the banking system by increasing the availability of information on borrowers through the development of the national credit registry. Improving the functioning of the legal system to facilitate borrowing also falls within their portfolio. Products that have not yet been developed at the regional level, such as Islamic banking and finance, can also grow if the national authorities take the lead on that, as was the case in Senegal. They play another important role in shaping the stability of the financial system through their minority and majority ownerships in banks. Additionally, since banking licenses are provided by the BCEAO—after a qualified opinion is issued by the WAEMU Banking Commission—following requests from the national governments, it is understood that banks and subsidiaries that are in trouble will have to be supported by the governments of the countries in which they are located, and not by the country of the parent company.
Figure 11.1. The Financial Stability Framework in Senegal
Source: Ministry of Finance, Senegal.
Note: BCEAO = Banque Centrale des États de l’Afrique de l’Ouest (Central Bank of West African States); BRVM = Bourse Régionale des Valeurs Mobilières (Regional Securities Exchange); CIMA = Conférence Interafricaine des Marchés d’Assurance (Regional Body of Insurance Industry); CREPMF = Conseil Régional de l’Epargne Publique et des Marchés Financiers (Stock Market Regulator); DMC = Direction de la Monnaie et du Crédit (Money and Credit Department); DRS-SFD = Direction de la Reglementation et de la Supervision des Systèmes Financiers Decentralisés (Supervisory and Regulatory Department for Microcredit Companies); SGI = Sociétés de Gestion et d’Intermédiation (Asset Managers); SGP = Sociétés de Gestion de Patrimoine (Wealth Management); and SICAV = Sociétés d’Investissement à Capital Variable (Open-Ended Mutual Funds).
The work that these regional agencies (the BCEAO, the WAEMU Banking Commission, and the Financial Stability Council), with the support of the national authorities, need to undertake jointly to promote financial stability can be broken down into three broad streams (Hall and Imam 2013):
The first stream is surveillance—the early identification of potential threats to financial stability. In general, the main challenge for surveillance is to collect the macroeconomic and financial variables that provide the most insight into the potential risks and vulnerabilities facing the financial system. The challenge is to identify the data set that is most likely to provide the authorities with some early warning of systemic risks and so provide an opportunity to respond preemptively.
The second stream is mitigation—the measures that need to be taken to make the financial system more resilient to shocks. In principle, the mitigation of risk within the financial system is a shared responsibility with the central bank and regulatory agencies. Much of the central bank’s contribution to these efforts will come from fulfilment of its other core policy objectives: guiding a sound monetary policy to promote a low-inflation environment and developing a robust payments infrastructure, including a reliable real-time gross settlement system. The central bank’s support for system liquidity through financial market operations is also vital to financial stability. For the regulatory agencies, risk mitigation requires that each of them pursue the types of best prudential practice identified in the various international standards and codes, tailored where appropriate to national circumstances. International experience also tells us that progress around issues such as corporate governance, insolvency, creditor protection, and implementation of suitable accounting and auditing standards also plays a vital role in promoting financial stability.
Finally, the third stream is crisis management—the principles and procedures for responding to distress or failures in the financial system. The need for crisis management arrangements is an acknowledgment that the risk of failure within the financial system is never eliminated, notwithstanding the best efforts around surveillance and mitigation. The authorities need to have contingency plans for responding promptly to a crisis that may involve one or more financial institutions. Ultimately, the key to an effective financial stability framework is cooperation and coordination among the various agencies, both during the good times when the financial system is in robust health and during times of crisis.
Monetary and fiscal policy may not act as stabilizing forces in low-income countries as they do in advanced economies, putting an even more important burden on regulation and supervision to contain systemic risk and achieve financial stability (see also Imam and Kolerus 2013). The economic policy framework—fiscal and monetary policy—as illustrated below, is typically shallow, making it harder for low-income countries to handle the economic and financial cycles compared to more advanced economies.
First, monetary policy is weak, creating a weak monetary transmission mechanism. Several factors hinder the effectiveness of monetary policy, making it hard for it to contain systemic risk, as Mishra, Montiel, and Spilimbergo (2010) and Kireyev (2016) show for countries within WAEMU. The following four factors are significant:
Persistent excess liquidity. The banking system in many low-income countries is highly heterogeneous and segmented, including regarding the distribution of liquidity. The reluctance of banks to trade liquidity means that liquidity needs from illiquid banks need to be met by means of direct injections from the central bank. In addition, banks also tend to hold large precautionary excess reserves due to weaknesses with the payments system (for example, remote branches may need to hold excess reserves because of transportation problems). Such a context makes it very hard for central banks to focus on overall liquidity management; the central bank also gets limited signals from the shallow interbank market.
Underdeveloped financial markets. The limited range and quantity of financial assets in low-income countries means that monetary policy has a limited impact. Banks and other institutional investors generally have buy-and-hold strategies, and with no developed secondary markets, they cannot adjust their portfolio easily (except through central bank refinancing).
Credit rationing. Imperfect information is an important issue in low-income countries, where enforcement of loan contracts may be difficult owing to weaknesses in the legal and judicial system. When a financial institution raises its lending rates following a change in policy rates, it may increase the riskiness of new lending because of adverse selection and moral-hazard issues (Stiglitz and Weiss 1981). If unwilling to accept higher risk, the bank may ultimately decide to keep its lending rates unchanged, muting the impact of monetary policy decisions. The presence of state-owned banks may also blunt the transmission channel; preferred lending practices are frequent with these institutions and can mean that certain customers will not get credit, irrespective of the level of policy rates.
Limited bank competition. Several factors, such as high average interest and profit margins and segmentation, suggest that competition in the banking market may not be very strong. In such circumstances, monetary policy changes might be partly and temporarily absorbed by changes in profitability.
As a result of these characteristics, the transmission of monetary policy is hampered. Three important channels, through which monetary policy has an impact on the economy, are weak or nonexistent in many low-income countries, removing an important stabilizing tool.3
Exchange rate channel. Many low-income countries on the cusp of becoming emerging markets, such as Senegal, have a fixed exchange rate, rendering the exchange rate channel mute. In countries that have a more floating exchange rate regime, this is often the most potent channel of monetary policy effectiveness. However, a flexible exchange rate may often become procyclical if, following a shock, interest rates have to be raised to limit capital outflows.
Interest rate channel. There is little evidence, including in WAEMU, that this channel works effectively in most low-income countries. Changes in policy rates and liquidity injections do not affect the interbank market rate, which is underdeveloped and therefore does not feed into bank lending rates (see Kireyev 2016). Most low-income country banking systems are highly heterogeneous and segmented, including with regard to the distribution of liquidity.
Asset price channel. With a shallow stock exchange (and illiquid housing market), the functioning of the asset price channel is impeded.
Second, fiscal policy is weak or procyclical. Limited fiscal policy hampers another potential lever against systemic risk. With no intercountry fiscal transfers except for foreign aid, which is likely to decrease, given tight constrains in advanced economies, many low-income countries lack fiscal space to run countercyclical fiscal policies and may find it impossible to bail out financial institutions should the need arise (see Talvi and Vegh 2005). With fiscal space lacking to bail out too-big-to-fail/too-integrated-to-fail banks, another important source of stability is short-circuited, and the bank resolution process acquires an even more important role (implied government guarantee is weak). Fiscal policy is further constrained by financially underdeveloped systems. Governments lack the ability to borrow large amounts during downturns—ultimately resulting in procyclical outcomes. Four factors contribute to this:
Liquidity (interest rate) risk. As debt is issued at short maturities, liquidity and rollover risks become substantial if liquidity dries up, exposing sovereigns to interest rate risks.
Fiscal costs. Shallow financial markets tend to raise the marginal cost of borrowing.
Diversified investor base. A homogenous investor base in the form of banks creates a one-sided market that may easily be disrupted in cases of shocks.
Financing public investment. Longer-term investments—providing higher social rates of return—are constrained in economies with shallow markets because of the inability to obtain long-term financing, thereby holding back growth.
Third, resolution mechanisms are weak, making it even more important to prevent systemic crisis. With fiscal space lacking to bail out too-big-to-fail/too-integrated-to-fail banks, the bank resolution process acquires an even more important role. The track record of closing down banks in the region—with banks taking years to close down and depositors losing their access to their deposits—demonstrates the potential problems that a failure of a large institution could pose for the system as a whole, as it may linger on and impose large externalities on the rest of the system.
To resume, low-income countries have a weak shock-absorbing capacity in the face of systemic risk. Unlike advanced economies, these countries cannot rely much on monetary or fiscal policy to control systemic risk or contain the fallout from a banking crisis. In addition, these countries often lack the tools and experience to close down banks in an orderly manner. Thus, containing systemic risk by systematically monitoring it is capital. An effective surveillance framework is predicated on a good understanding of systemic linkages: those interactions that transmit and—sometimes—amplify risks between the real economy and the financial system and also within the financial system itself. These linkages shift and vary over time.
Surveillance is a difficult task, not just in low-income countries, not least because the term systemic risk, while widely used, is difficult to define and quantify. This kind of risk most obviously exists when there is a broad-based breakdown in the functioning of the financial system, normally realized after the fact, as a large number of financial failures. However, policymakers cannot afford to wait until systemic risk crystallizes in this way, so surveillance needs to function in an ex ante mode. That is, it should help authorities identify the sources of systemic risk and the various channels through which these risks are propagated. This is particularly the case in low-income countries that aspire to become emerging market economies, such as Senegal, where the banking system is still growing but shock-absorbing capacities are relatively weak and the rule that “prevention is better than cure” clearly applies.
Systemic risk comes in two forms (see Caruana 2010). The first type—time-series systemic risk—relates to the way in which aggregate risk evolves over time. In particular, there is a procyclical bias to risk, with financial institutions tending to take on excessive amounts in the upswing of an economic cycle only to become overly risk averse in a downswing. This characteristic amplifies the boom-and-bust cycle in the supply of credit and liquidity—and by extension in asset prices—that is so damaging to the real economy. In emerging markets, this aspect of systemic risk has been prominent, reflecting the strong growth environment.
The second type of risk is cross-sectional systemic risk. It is attributable to common exposures and interconnectedness within the financial system—relationships that amplify and rapidly transmit shocks between financial institutions. As a result, the failure of one institution, particularly one of significant size, can threaten the system as a whole.
As in most emerging markets, in Senegal time-series risks, while still contained, are mutating fast. Like other frontier market economies, Senegal has exhibited a cyclical trend in credit growth from 2001 onward, which is highly correlated at 0.6 (Figure 11.2). Credit is growing at a high rate—a sign of healthy financial deepening—but loan performance is also expected increasingly to be associated with the GDP trajectory, not unlike in other emerging markets. At this stage, much of the credit growth appears to have been in that offered to the private sector, though there are tentative signs that extension of riskier credit to consumers is also taking place (Imam and Kolerus 2013). Low intermediation—of small and medium-sized enterprises and households—points to significant prospects for financial sector growth. As financial markets develop further, the time-series risk is bound to mount, and the financial sector accelerator will creep up in the data. Senegal, as part of WAEMU, has in place capital account restrictions on both inflows and outflows, reducing its exposure to the vagaries of international capital markets, a typical source of time-series volatility.
Figure 11.2. Time-Series Systemic Risk: GDP Growth and Change in Private Sector Credit, Senegal, Tanzania, Uganda, and Zambia
Sources: IMF, International Financial Statistics, and IMF, World Economic Outlook.
Caution is required to use predictors from advanced and emerging market economies and apply them to countries such as Senegal. There is more uncertainty involved when it comes to assessing time-series systemic risk in low-income countries, since the sustainability of credit growth is also dependent on whether financial deepening is taking place. Whereas the best predictor of crisis in advanced and emerging market economies is strong credit growth, which leads to unsustainable leverage and elevated asset prices, in low-income countries this is not the case (see Borio and Drehmann 2009). This is because developing countries are typically less diversified and are subject to shocks beyond their control, such as commodity shocks and natural disasters, which can harm the financial system. As illustrated by Chen and Imam (2014), exogenous factors such as terms-of-trade shocks or political instability are better explanatory variables in explaining banking crises in low-income countries. While it is too early to say whether the rapid credit growth of recent years deviates from a historical trend to try to answer the question of whether credit growth poses any risk, history suggests that a watchful eye is warranted.
In contrast to the time-series risks, cross-sectional risks in Senegal are a clear and present danger, requiring close monitoring. Three main risks deserve attention:
Interconnectedness across countries. Linkages between the financial system and the world economy are intensifying as emerging market banks—witness the arrival of EcoBank from Togo, as well as Nigerian, Moroccan, and South African banks—are seeking opportunities within the WAEMU region, and in particular in Senegal (see Enoch and others 2015). The presence of foreign banks is significant and mounting. In Senegal, French banks have an important presence—a legacy of the colonial period—that largely accompanies French groups and high-net-worth individuals (see Tables 11.1 and 11.2 for a selection of Pan-African banks and the countries in which they operate). This presence has recently been complemented by the emergence of Pan-African banking groups (see Tables 11.1 and 11.2). The share of foreign bank assets is high in most low-income countries, above 50 percent in Senegal, and reaching close to 100 percent in countries such as Madagascar, Mozambique, and Swaziland (Kasekende, Brixova, and Ndikumana 2010). While interconnection among banks is limited within Senegal and across WAEMU, reflecting the underdevelopment of money markets (see Imam and Kolerus 2013), interconnectedness across countries driven by the emergence of cross-country banking groups requires monitoring. The presence of foreign banks brings benefits—expertise, technology, and managerial skills that can help absorb domestic shocks. But it also carries risks, as these banks often focus on the least-risky segments, such as domestic and foreign blue chip companies, and may not contribute much to the development of domestic financial deepening. Foreign banks may also transmit and amplify foreign shocks into the domestic economy, which also requires monitoring. With the planned development of the interbank and government debt markets, bank interconnectedness across WAEMU countries could increase quickly. At present, the small interbank market is predominantly dominated by intra-banking-group transactions within the WAEMU region.
Interconnectedness between banks and nonbanks. Linkages between the financial and nonfinancial sectors are often large, given the conglomerate structure of companies. In Senegal, banks do not have the tradition of holdings or taking stakes in corporate equities, unlike in other emerging markets. This reflects a combination of several factors: the formal sector is typically nascent, with few companies outside some large (export) corporations and the government able to issue bonds. Despite limited data, there is mounting evidence of rising (indirect) cross-sector linkages (“cross-institutional linkages”) (Imam and Kolerus 2013). For instance, insurance companies use bank deposits as an investment vehicle, rather than simply for liquidity purposes; buy regional bank bonds; and have equity participation in some of the banks. In addition, microfinance institutions also place their money in banks, with some microfinance institutions even owning a bank (Imam and Kolerus 2013). Lack of detailed data does not allow further analysis of the importance of these linkages, but such a risk mapping warrants further investigation by the authorities. Equity and bond markets are underdeveloped or nonexistent, and therefore the risk from cross-sector holding, if it existed, would be low. 4
TABLE 11.1 Selected Foreign Banking Groups Operating in Africa, 2011
Sources: Annual reports; bank websites; Bankers Almanac; BankScope; country authorities; and IMF staff.
Note: Where BankScope data are available, the table shows the percentage of deposits in 2010. Shaded cells denote systemically important subsidiaries, using both the deposit and asset share criteria. Existing operations for which data are not available for the period 2007 to 2011 are denoted with an x. BMCE = Banque Marocaine du Commerce Extérieur; CEMAC = Central African Economic and Monetary Community; SSA = sub-Saharan Africa; WAEMU = West African Economic and Monetary Union.
1 ABSA is a subsidiary of Barclays.
TABLE 11.2 Selected Pan-African Banking Groups, 2011
Sources: Annual reports; bank websites; Bankers Almanac, and BankScope.
Note: Shaded cells denote systemically important subsidiaries, using both the deposit and asset share criteria. Existing operations for which data are not available for the period 2007 to 2011 are denoted with an x. BMCE = Banque Marocaine du Commerce Extérieur; CEMAC = Central African Economic and Monetary Community; SSA = sub-Saharan Africa; WAEMU = West African Economic and Monetary Union.
1 ABSA is a subsidiary of Barclays.
2 Nedbank has a cooperation agreement with Ecobank. It is a subsidiary of a British financial entity, Old Mutual.
Common (and concentrated) exposures. Common exposure is also a general feature of financial systems in low-income countries where the lending concentration is high. Lending typically goes to the sovereign and a few large foreign and domestic companies in these countries. There is a strong sovereign-banking symbiotic relationship, which is a vulnerability when the balance sheet of sovereigns is gearing up (Imam and Kolerus 2013). One form of concentration risk that is less pertinent in Senegal than in other countries is the exposure of the country to a given commodity. Banks in many sub-Saharan African countries are highly exposed because of assets’ concentration in a few commodities. As a result, the concentration of loan portfolios in their exposure to single borrowers or single export sectors is a source of vulnerability (see Maino, Imam, and Ojima 2013 for risks commodities pose for financial stability). The last 10 years of high commodity prices have not raised the exposure of banks to the commodity sector, but the recent dramatic deceleration in prices following headwinds from China is a call for caution.
Measuring just how much systemic risk exists in the financial system at any point in time is extremely challenging. Some distribution methodologies attempt to do so by using equity prices and credit spreads for the dual purpose of estimating the likelihood of firm-level failure and correlated defaults. In other words, they assume that market prices embed an estimate of each institution’s leverage and its distribution across the system (Huang, Zhou, and Zhu 2009). Unfortunately, the advantage gained from using readily available price data has to be weighed against this disadvantage: market prices are often least reliable as measures of risk when risks are highest, as was the case shortly before the global financial crisis. As a result, although price-based models can help provide a valuable perspective on risk, they do need to be used very carefully. In the case of Senegal, no subsidiary of a local bank is quoted, and the only data available are (outdated) book value data, rendering such a methodology redundant.
Instead of trying to measure systemic risk, financial stability analysis in emerging markets therefore often aims to identify a set of leading indicators to convey a broad sense of how risk in the financial system is evolving. A parsimonious, but useful, set is commonly derived from the behavior of credit and asset prices (Borio and Drehmann 2009). In particular, there is evidence that sustained rapid credit growth combined with large increases in property prices increases the probability of an episode of financial instability. The challenge in emerging low-income countries like Senegal is to differentiate between an expansion in credit that is the corollary of a successful financial deepening program and an expansion that is suggestive of imprudent borrowing (Chen and Imam 2014). Consequently, a good understanding of credit—who is borrowing, how much, and why—is a basic building block of macroprudential surveillance. Similarly, an understanding of the conditionality of credit—both in aggregate and by industry—can provide some valuable insights into the evolving risk environment. In this regard, many central banks find periodic surveys of credit loan officers a useful adjunct to their quantitative analysis.
An effective early warning system needs to organize surveillance efforts so that they both identify vulnerabilities and rank them as a threat to financial stability. Early warning indicators are a major element of disaster risk reduction, helping reduce the economic impact of disasters by warning policymakers that systemic risk is building up. This is important because some vulnerabilities may resolve themselves over time without contributing to a crisis, while others may crystallize quickly, requiring an immediate policy response. Realistically, however, no early warning system will be able to avoid Type I and Type II errors. Crises are unpredictable, and attempts to forecast them will be largely unproductive. However, “flag-raising”—identifying trends that leave markets, sectors, and countries vulnerable to unanticipated shocks—is worthwhile. But because many vulnerabilities (such as credit and housing booms) are slow to build, while others (such as cross-border spillovers) are difficult to identify, there is a danger of crying wolf, leading to risk fatigue and policy inaction. Nonetheless, the use of an early warning system that maps problems from different angles and drills down to the underlying issues can make a constructive contribution to the policy debate.
Even more useful, though also more data-intensive, are leading indicators obtained from the analysis of sectoral balance sheets: those of the household, corporate, and public sectors. By tracking debt and debt-servicing requirements over time, balance sheet analysis aims to anticipate the potential for higher levels of default should economic growth falter. Similarly, the analysis of state and local government balance sheets may also be rewarding if any doubts exist over their debt-servicing capabilities and whether the central government stands behind them. Again, this type of leading indicator may be more difficult to estimate in emerging market economies due to limitations in the national accounts data. But this gap can be partially filled through the use of targeted surveys of firms, households, and local governments. Inevitably, there is always some demand for a snapshot of the outlook for financial stability. This usually takes the form of an index—a single quantitative measure of financial conditions derived from a weighted sum of variables drawn from foreign exchange, debt, equity markets, and the banking sector (Illing and Liu 2003).
Ultimately, surveillance efforts will be useful to policymakers only if they provide some early warning of potential problems. However, a crisis may be triggered by any number of macroeconomic, financial, or geopolitical shocks—some completely unforeseen, others which are the realization of known risks. The subsequent amplification of these shocks is then dependent on systemic linkages and the existence of economic and financial vulnerabilities. This means that an increase in systemic risk may present as either a higher probability of a shock, or as an expansion in the number and/or size of the underlying vulnerabilities.
The BCEAO and the Banking Commission—the two leading regional bodies largely in charge of supervision for Senegal—have increased the resources devoted to macroprudential surveillance, but will need to do more to match emerging market economies’ efforts. The annual Financial Stability Report casts the surveillance net widely, with extensive reviews of financial and economic developments, both domestic and overseas. The Banking Commission is attempting to establish early warning systems that draw on both quantitative and qualitative information, but it is seriously hampered in this work due to major data limitations. Even accounting data is not always reliable or timely enough to provide comfort. Only in recent years have stress tests, a basic toolkit, started to be used on an annual basis, despite data limitations.
Financial stability indicators are available on a timely basis for the commercial banks, though they are missing for nonbank financial institutions (see Box 11.1 for background on the empirical difficulties with identifying appropriate early warning systems). Coverage of nonbank financial institutions is limited. This seems to reflect a number of factors: nonbank activities often do not include accounting and disclosure standards; there are methodological and interagency coordination difficulties; and existing data collection services fail to keep pace with financial sector growth and innovation. Collecting financial stability indicators on the nonbank financial sector, combined with a good understanding of systemic linkages, will enable the authorities to provide an informed assessment of how shocks to nonfinancial sector balance sheets are transmitted to the financial system and vice versa.
Effective surveillance requires that information and data gaps be filled, and the Banking Commission should be seeking to develop measures that might help determine whether systemic risks are changing over time, in line with those in other emerging markets. There has been no work yet on financial network risk, drawing on data from the payments and settlements system. The focus of the Banking Commission should also be on developing an early warning system for individual financial institutions, rather than just for the system as a whole. In the coming years, the supervisors should aim to extend the commission’s surveillance of asset prices, particularly of residential and commercial property. When undertaken in conjunction with the close scrutiny of credit, this can provide valuable insights into potential vulnerabilities, monitoring leverage and the associated debt-servicing requirements in corporate, household, and public sector balance sheets. Public banks in particular require close scrutiny, given the implications they have for the budget. Given the central role of government in the economic and financial life of WAEMU countries, an understanding of public sector balance sheets and contingent liabilities will be of particular value, and so will interagency data sharing.
BOX 11.1 Empirical Limitations of Early Warning Systems
Empirical evidence suggests that surveillance efforts will frequently not be useful enough to policymakers to provide an early warning of potential problems. However, except for early warning indicators based on an endogenous cycle perspective, existing approaches to measuring latent financial instability do not appear promising either. Borio and Drehmann (2009) assess a range of measuring tools along three dimensions: (1) how far in advance, as opposed to contemporaneously, measures are provided, (2) to what extent behavioral interactions that amplify systemic distress are considered, and (3) to what extent the approaches “tell a story” about the transmission mechanism for financial distress. Their results are summarized in Table 11.1.1. They conclude that the tools used generally justify little faith in the estimates obtained, and that too little lead time is provided for adequate remedial action.
The Senegalese authorities also continue to play a key role in the surveillance of most activities outside the major banks and need to develop a more holistic view of systemic risk at the national level. No single entity within Senegal has a detailed view of the whole financial system within the country, the interconnection of its various components, and where the potential pockets of systemic risk may arise. Such a function should be developed in Senegal, preferably under the purview of the Ministry of Finance, and in close collaboration with the other regulators and supervisors, particularly the BCEAO.5 This bottom-up approach would ensure a peek through the various “cracks” that the top-down approach by the Banking Commission, which is largely focused on the large entities, does not. The cell responsible for this function would also be well placed to reflect on the scope for national macroprudential regulation to address country-specific systemic risk.6 Such a reflection should obviously be conducted in a concerted fashion with the regional authorities and regulators. This cell should ensure that the Banking Commission keeps it in the loop on the problems that may occur with the larger banks, as these may have repercussions for the smaller banks.
The national authorities need to be careful not to let data availability drive the list of indicators to help identify systemic risk. Instead, they should envision where the potential risks lie and try to shape the data collection accordingly. The challenges of macroprudential measures, as already mentioned, include the absence of clear metrics on potential feedback loops, the degree of procyclicality, and amplifications effects. Judgments on where the risks lie are necessarily based in part on the historical experience of Senegal, but the risk is to fall into the trap of “fighting the last war.” The Senegalese financial landscape has changed tremendously in recent years, the behavior of asset prices has changed, and the implications of a given level of leverage have evolved, changing the patterns of tail risks.
The Senegalese authorities should extend the perimeter of surveillance to include so-called shadow banking, which by definition is hard to monitor. Shadow institutions—which are more pertinent for Senegal—include firms whose activities may not be well defined (such as private equity funds) and are typically subject to less regulation than the core of the financial system. Nonetheless, they can be highly leveraged and closely interconnected with the rest of the financial system and therefore have the potential to amplify and propagate stresses, hence the need for a macroprudential overlay to microprudential policies. Other risks emanating from shadow institutions could lead to Ponzi-type schemes. Mobile banking flows should also be closely scrutinized for their information content. The emergence of crowdfunding and other recent trends also requires extra vigilance, more for the political and reputational costs they may impose than for the risks they pose to the stability of the financial system. Filling all these information needs is challenging, as the relevant data may not be available, and the costs of collection and interpretation are nontrivial.
The macroprudential approach to promote financial stability by reducing systemic risks—risks within the financial system that have potential to inflict significant damage—has been a major recent development within emerging markets. This is deemed a central lesson of the global financial crisis, which many emerging markets have taken close to heart. In contrast to the microprudential approach to regulation and supervision, which focuses on the safety and soundness of individual financial institutions, markets, and infrastructures, the macroprudential approach calls attention to the financial system as a whole. In particular, a macroprudential perspective respects the fact that financial institutions are typically linked together in a complex web of relationships so that the failure of one institution can generate spillover effects to other firms and, by doing so, place the entire financial system at risk (Hall and Imam 2013). Such externalities are most obvious in the case of the largest financial institutions and financial market utilities, such as central counterparties, but they may also arise within a set of small and medium-sized enterprises that are engaged in activities with highly correlated returns.
The global financial crisis and prior emerging market crises highlighted major weaknesses in the risk mitigation arrangements in many countries. Specifically, they highlighted that too many banks, in too many countries, lack the capital and liquidity needed to absorb economic and financial shocks. In some cases, the risks will be best mitigated by policies that are structural in nature and do not change as economic conditions vary, while others will be best addressed by policies that are sensitive to economic developments (see Box 11.2 for a summary of the evolution of financial crises in frontier markets).
Hence, efforts are being made at the global level to strengthen microprudential regulation significantly by (1) improving the quantity and quality of capital, so that it can more easily absorb losses; (2) adjusting capital requirements so that they are more closely aligned with the risks they are meant to protect against—and, in particular, more fully capture market risk, counterparty credit risk, and the risk in securitized portfolios; (3) applying a gross leverage ratio as a backstop against excessive leverage; and (4) introducing measures to protect against liquidity shortages by requiring larger liquidity buffers and lowering the dependency on less secure forms of funding (see Basel III).
BOX 11.2 Crisis in Emerging Low-Income Countries: A Snapshot
For much of the last decade or so, emerging low-income countries like Senegal have found themselves in a unique situation, and in contrast to advanced economies, emerged relatively unscathed from the global financial crisis. They had to worry less about the fallout from the global financial crisis, which was very prevalent in advanced economies, and they were characterized by a lack of risk taking. Emerging low-income countries faced a very different macroprudential challenge—one associated with risk taking given strong investor confidence, as rapid economic growth and rising commodity prices were driven by China. These countries weathered the global financial crisis reasonably well, largely because their financial systems were not part of the run-up in systemic risk arising from the interaction of rapid credit growth, asset price inflation, and subprime lending.
Following the various crises that hit emerging low-income countries in the 1980s and 1990s, most of these countries were able to maintain a stable financial system through a period of rapid economic expansion and oftentimes significant structural change. This commendable achievement reflects the great strides made by these countries in deepening financial reform, mitigating financial risks, and strengthening supervisory capabilities. Neither was the environment supportive of the types of structured financial products that deepened and complicated the resolution process in many countries. Nevertheless, many economies initially contracted sharply in the wake of the crisis, owing to the shock to exports, and the authorities responded with a range of initiatives in support of their financial systems, led by China.
Emerging low-income countries, like emerging markets, have been hit by numerous systemic crises in previous decades, but financial stability has been the norm in recent years (Figure 11.2.1). Various factors underlie banking crises in frontier markets. As a group, emerging low-income countries are heterogeneous, having different levels of economic development, multiple economic structures, and distinct political environments stemming from their historical roots. There is not one but a variety of causes explaining banking crises in these countries.
The biggest risk highlighted in many of these cases was the weak quality of banks’ assets. While capital adequacy ratios were typically high, this reflected a high exposure to sovereign debt—which has zero risk weighting—even though governments were directly or indirectly a major source of risk. From a microeconomic perspective, financial liberalization has been identified as a cause of banking crises in some countries. Like the experience in other regions, financial liberalization preceded crisis episodes given that such reforms were implemented while deficient regulatory frameworks were in place (Mozambique, Zambia). Crises were often caused by governance problems at both the bank level and the regulatory level or simply by bad banking practices (Honohan and Beck 2007). Banking crises were also frequent in fragile states featuring political instability, as exemplified by the banking system in Côte d’Ivoire, which suffered from political turmoil and governance deficiencies (Beck and others 2011).
Efforts to mitigate the procyclical bias of the financial system are closely linked to the enhancement of surveillance, meaning that if the emergence of systemic risks can be identified early enough in the economic cycle, it may be possible to counter them with preemptive policy measures. As discussed in the previous section, however, monetary and fiscal policy are often weak instruments in the context of low-income countries, with macroprudential policies becoming key to containing systemic risk.
The search for policy measures that might complement the role of monetary policy have so far concentrated on these five (see Drehmann and others 2010):
Countercyclical capital requirements, which would add a “buffer” to capital requirements based on the current cyclical position of the economy.
Variable risk weights that would raise capital requirements for specific types of lending, such as real estate.
Forward-looking provisioning to link loss provisions to the credit cycle, so banks are forced to put money to one side for their potential losses when credit is growing strongly.
Collateral requirements that impose higher collateral restrictions on some activities (examples include loan-to-value limits on secured lending and minimum haircuts or margins on securities financing transactions).
Quantitative credit controls and reserve requirements, which either limit lending directly or indirectly limit it by increasing short-term liquidity requirements.
None of these measures have yet been adopted, or even considered, in the Senegalese context, though many emerging markets have adopted them.
To this point, the use of countercyclical capital buffers has found the most support globally. The Basel Committee on Banking Supervision has agreed, in principle, to two capital buffers. The first is a capital conservation buffer, to be set as a fixed proportion of risk-weighted assets. This buffer may be run down during periods of stress, lessening the pressure on banks to restrict credit. But its primary objective is to prevent banks that are losing money and approaching their minimum capital requirements from paying out capital and further depleting their reserves.
The second buffer is an additional countercyclical buffer, to be imposed in periods of rapid credit growth if national authorities judge that this is aggravating system-wide risk. Conversely, this capital could be released in the downturn of the cycle to reduce the risk that the supply of credit might be constrained by regulatory capital requirements. The Basel Committee on Banking Supervision anticipates that the ratio of credit to GDP would serve as a common reference in the buildup phase, but with a broader set of indicators taken into account, including asset prices. Together, these two capital conservation buffers could help counter the procyclical tendencies within the financial system by smoothing out the flow of credit through the economic cycle.
While a consensus has yet to emerge around the value of other countercyclical measures, some already have strong supporters. In India, the central bank has used differential weighting in capital regulation to slow the growth of bank credit to housing and commercial real estate. The use of loan-to-value ratios and restrictions on mortgage lending is also quite common in Asia. Latin American countries such as Colombia and Peru have adopted dynamic provisioning (see Wezel, Chan Lau, and Columba 2012).
Threats to the financial system can never be eliminated. As a result, there is a need to enhance the resilience of the financial system so that it can more comfortably ride out periods of stress, including the occasional failure of financial institutions. This prospect has generated a wide-ranging debate over exactly which institutions should be the subject of the most attention, that is, which are the systemically important financial institutions—those of such a size or market presence that their failure would almost certainly jeopardize the smooth functioning of the global financial system.
Measures to enhance the resilience of the financial system need to be calibrated so that they reflect the threat that each institution represents to the financial system as a whole rather than to risk on a stand-alone basis. The Financial Stability Board and the Basel Committee on Banking Supervision have therefore explored measures to deal with systemically important financial institutions. Two measures that have been agreed to so far are that these institutions should have higher loss-absorbing capacity, with a higher common capital buffer, and that they should be subject to a higher degree of supervisory oversight than would otherwise apply.7
Although macroprudential measures could play a very useful role in a heterogeneous region like WAEMU, more urgent tasks for the authorities include (1) developing a monitoring system, which is a prerequisite, and (2) improving microprudential regulation and supervision. Good microprudential regulation is a prerequisite for using macroprudential regulation in an effective way. As already highlighted by Imam and Kolerus (2013), there is room to strengthen both compliance with microprudential norms and the regulatory standards to raise them over time to international standards. The concentration risk levels appear too high and should be moved to 25 percent, while the definition of nonperforming loans should be tightened to 90 days of nonpayment, in line with global norms. Allowing a sovereign-risk weighting of zero is questionable, given the riskiness of sovereign nonpayment in the region. There is a need to broaden the application of capital requirements to include market and operational risks, while the regulatory net must be cast wide enough to encompass all key risks.
While macroprudential tools have been tried around the world, their effectiveness is still being evaluated. In the absence of an accepted analytical framework linking a given instrument to a policy objective, the objective is typically defined by the instrument at hand. The focus on limits to open foreign exchange positions, limits to the concentration of credit, and liquidity buffers reflects the traditional prudential nature of these tools, which have been used for a number of years in developing countries and emerging market economies. Note that in countries in Asia and the Western Hemisphere, concentration limits are the preferred tool, unlike in sub-Saharan Africa, where the focus is on limits to net open foreign exchange positions. This reflects widespread experience with recent crises. Also, loan-to-value ratios are not part of the macroprudential toolkit in sub-Saharan Africa, whereas their use is popular in half of the emerging markets that responded to the IMF’s 2013 survey, again a reflection of the more developed market, notably for housing.
Existing macroprudential tools, when they are present in low-income countries, seek to address mainly credit and liquidity risks. Based on the information provided to the macroprudential survey conducted by the IMF in 2013 among its member countries, the most popular instruments used by 18 sub-Saharan African countries—the countries that responded to the survey and that are among the more advanced economies in the region—are (1) limits to open foreign exchange positions (15 countries), (2) limits to the concentration of credit (11 countries), and (3) liquidity buffers (10 countries). Other common instruments include leverage ratios, limits to loans in domestic currency, limits to interbank exposures, taxes on specific assets or liabilities, and reserve requirements. Thus, sub-Saharan African countries appear to implement the microprudential toolkit mainly to contain credit risks (directly or indirectly via foreign currency credits) and liquidity risks.8
Through the regional Banking Commission, Senegal has a narrow range of prudential instruments that fall into the macroprudential domain, which the authorities may want to broaden. Reserve requirements are presently the only instrument available to the authorities (see Table 11.3). Even these are constrained in their usage, as the rates have been harmonized across the currency union and therefore cannot be used to address asymmetric shocks within WAEMU. The authorities may need to consider broadening their toolkit. While many of the microprudential instruments will continue to be used as in the past, the usage of some may be broadened to take a system-wide approach.
TABLE 11.3 Intensity of Use of Macroprudential Tools
Sources: Imam and Kolerus 2013; and author’s compilation.
Note: 0 represents no use of instruments, and 1 denotes the use of a single instrument. For each of the following attributes (that is, multiple, targeted, time varying, discretionary, and used in coordination with other policies), the value of 1 is added.
Diminishing time-series risks. Given the limited correlation between macroeconomic variables and financial ones—business cycles in WAEMU countries are often driven by weather-related or political shocks that cannot be forecast—introducing instruments to address these time-series risks (such as countercyclical capital requirements) would not necessarily be effective and therefore not be a priority at this juncture. However, the future will not mirror the past, and instruments to diminish time-series risk, as described earlier, will have to be part of the reflection given that it is bound to become ever more important.
Introducing cross-sectional macroprudential tools. Introducing cross-sectional macroprudential tools is higher on the priority list from a risk perspective. Strengthening the buffers of the biggest banks until more information about the risks is available is defensible on prudential grounds. The capitalization ratio is often not a major issue for most banks—but this reflects the exposure to the sovereign that has zero risk weighting. Protecting banks from a symbiotic relationship with the government may be warranted, as may be reducing the concentration exposure, a prime reason banks fail in the region.
Guarding against too-big-to-fail risk. None of the Senegalese banks fit the definition of being too big to fail, suggesting that this form of cross-sectional systemic risk is contained. However, if we were to apply the notion of systemic risk at the regional level, there might be a need to push some banks—notably pan-African banks—to have stronger buffers (Imam and Kolerus 2013). Regionally, some financial institutions qualify as systemically important financial institutions—institutions whose eventual demise would create havoc for the rest of the financial system because of their size, interconnectedness, complexity, international linkages, and/or the lack of available substitutes for the services they provide. Finally, at the global level, Société Générale and BNP Paribas, which have subsidiaries in Senegal, have already been designated as systemically important financial institutions by the Financial Stability Board.
Rethinking the uniform application of WAEMU rules. It may be warranted to rethink the uniform application of macroprudential tools across the WAEMU countries. As is the case in the euro zone, in the WAEMU region countries do not have a synchronized financial cycle, so it is conceivable that the banking system in one country could provide excessive credit while credit is stagnant in other countries. Under these circumstances, changing uniformly macroprudential regulations across WAEMU may be less effective, by reducing the benefit—excess credit growth is not contained sufficiently.
Notwithstanding the best efforts of the supervisory authorities to identify and mitigate threats to their financial system, there will still be episodes of financial crisis. Finance is by definition uncertain and involves risks—these may be idiosyncratic episodes involving a single distressed financial institution, as a result of mismanagement, or they may be systemic, involving multiple institutions, following an unanticipated economic or financial shock. How the authorities respond to these events will have an important bearing on the overall stability of the financial system, since any failure to contain and resolve problems quickly can rapidly undermine confidence in the financial sector more generally.
Emerging market economies and some low-income countries need no coaching on the importance of a well-designed crisis management framework. Over the course of the 1980s and 1990s, they were confronted with major bank failures, and the gross fiscal cost of these crises are estimated as several percentage points of GDP in many countries (Laeven and Valencia 2008). Not surprisingly, this experience triggered an overhaul of the regulatory architecture in many countries. While crisis management varies from country to country, it tends to share the following characteristics: a clear understanding of the limits to emergency liquidity assistance from the central bank and the existence of adequate powers to ensure that the authorities are able to resolve and restructure a distressed institution to keep it operating (an “open-resolution” outcome) or to close a distressed institution in an orderly way (a “closed-resolution” outcome).
The crises of the 1980s and 1990s led to the acknowledgment that effective crisis management arrangements require a very high degree of interagency cooperation, involving government, the central bank, and financial regulators. Each should have a specific role that is clear at the outset, since a crisis will not allow time for the development of protocols and procedures for the speedy and effective resolution of problems. There is also an important cross-border dimension to crisis management arrangements, reflecting the global reach of many of the largest financial institutions.
While the size, scale, and complexity of their international financial transactions have increased over the years, the resolution tools for dealing with cross-border institutions have changed very little. By and large, national resolution frameworks remain focused on dealing with failures in a way that minimizes losses to domestic stakeholders—a perspective that can too easily lead to “ring-fencing” measures in one country that exacerbate the problems of another. Following the global financial crisis, there has been a much better appreciation of the need to improve resolution procedures so that the interests of home and host countries are better aligned (Basel Committee on Banking Supervision 2010).
The provision of emergency liquidity assistance—referred to commonly as the lender-of-last-resort facility—to individual financial institutions and to the market as a whole is an instrument invariably in the hands of the central bank. It is a common feature in most emerging markets. Emergency liquidity assistance is distinguished from the provision of liquidity to individual firms under the central bank’s standing facilities, which are available on demand and the rules of access of which are clear beforehand. Emergency liquidity assistance, on the other hand, is typically available only in exceptional circumstances at the discretion of the central bank (Hall and Imam 2013).9 One constraint faced by emerging market central banks—though this legacy is gradually dissipating—is the credibility of the central bank and the impact that an emergency liquidity assistance measure can have on confidence in the currency.
There is a long-standing, well-tested principle concerning the best way to provide emergency liquidity assistance to individual financial institutions: Central banks should lend only to solvent institutions against good collateral, without limit but at penalty rates (so that banks cannot use the loans to fund their current operations). In practice, applications for emergency liquidity assistance materialize only once a financial institution has exhausted its “eligible” collateral through standing facilities. This means that central banks will have to provide any emergency liquidity support on an unsecured basis or secured against lower-quality assets. In addition, the solvency of a distressed institution may be hard to verify in times of economic and financial turbulence, the more so if the central bank is not a prudential regulator and must rely on another agency for advice. This means that the distinction between illiquidity and insolvency is often less than clear-cut.
To promote market discipline and avoid moral hazard, central banks often restrict emergency liquidity support to systemically important financial institutions. This assessment of systemic importance may not be straightforward, since it will depend on the specifics of the individual financial institution and the general environment at the time. For each financial institution, these factors include
The institution’s size and nature.
Its share of the deposit and lending markets.
Its participation in the payments system.
Its participation in the interbank market and in derivative markets.
Its interconnectedness within the financial system.
Its likely effects on market confidence, domestically and internationally.
Its potential impact on the provision of credit in the market.
Its potential impact on asset prices and the real economy, both nationally and within relevant regions and economic sectors.
On the basis of these criteria, the overall size of an institution is obviously a key consideration, but the prevailing economic conditions at the time will also play an important role. This is because in a weak economic environment, when confidence in the financial system may be fragile, the failure of even quite small institutions may undermine financial stability.
In a financial crisis, the first port of call for liquidity support for a bank based in Senegal would be the BCEAO. The BCEAO currently does not have an explicit mandate to provide emergency liquidity assistance, and the ambiguity arising from this situation may be a double-edged sword. Although the absence of a mandate in principle protects the BCEAO’s balance sheet, historical evidence suggests that it is hard for a central bank to avoid getting involved in a systemic liquidity crisis. Once this happens, the risk to the central bank’s balance sheet might actually be much more difficult to contain.
To avoid a situation that puts the BCEAO’s balance sheet at risk, it would be desirable to be more explicit about the limits of emergency liquidity assistance intervention. For the BCEAO and the national governments, this means discussing in advance how the BCEAO could get involved in the provision of emergency liquidity assistance and how it would be indemnified by the governments for this activity should losses arise. Further strengthening explicit limits to the BCEAO’s emergency liquidity support is imperative to avoid running the risk that the central bank is too easily cast in the role of contingent creditor in times of financial crisis.
Banks are the financial institutions most likely to qualify for emergency liquidity assistance. This reflects a number of their systemically important characteristics, notably their critical role in the payments and settlement systems and as credit providers to the broader economy. Nonetheless, in principle there are no reasons for withholding emergency liquidity assistance from nonbank financial institutions, providing they meet the same tests of systemic importance and solvency. This, in turn, highlights the importance of making sure that all systemically important financial institutions—including nonbank ones—are appropriately regulated and supervised and subject to explicit liquidity standards.
Where a financial institution’s problems extend beyond short-term liquidity and are more deep-seated, the authorities in most emerging markets draw on two related strategies within their crisis management plans: a recovery strategy, in which regulators and management work together to address the underlying problems and so maintain the firm as a going concern, and, if that fails, a resolution strategy to close the firm in a structured and orderly way. The objective in each case will be to minimize the impact on the rest of the financial system and by doing so help sustain the provision of essential services to the economy. Almost inevitably, the authorities will come under pressure to intervene to keep the firm open, since stakeholders (owners, creditors) have much to lose from bankruptcy. However, for moral hazard in the financial system to be contained, it is vital that open resolution does not become the default option in every financial crisis. The authorities must be able to close a distressed financial institution whose orderly demise would neither undermine confidence in the financial system nor damage the broader economy. The toolkit for doing so needs to provide the authorities with the legal authority to intervene promptly when they detect a distressed institution and then to close, recapitalize, or sell it (see Ĉihák and Nier 2009).
The experience from the global financial crisis suggests that authorities will find it easier to proceed with the closure of nonviable institutions if there is a financial safety net to protect depositors and small investors from losses. In a well-regulated financial sector, funds exist for compensating small investors of failed securities companies, futures companies, and the policyholders of insurance companies.
A strong supervisory framework is one that detects problems among financial institutions at their formative stage so that the authorities can take preemptive actions. In many countries, this approach is formally incorporated into an early intervention system known as prompt corrective action. This system aims to return a financial institution to health by restoring capital and liquidity (depending on the nature of the problem) as soon as the first signs of deterioration in balance sheet strength are detected. This does not mean a firm will emerge unscathed from prompt corrective action, since to avert failure radical options may be required, such as exiting particular lines of business, selling subsidiaries, or raising capital. In some circumstances, management and board may need to be replaced.
Prompt corrective action systems work effectively only if the trigger points for intervention are set high enough. This is because capital is an accounting concept that is a lagging rather than a leading indicator of financial strength. Hence, if triggers are set low, there is a real risk that any enforcement actions will be late rather than prompt. But even if triggers are raised, which would be consistent with the global shift toward higher minimum capital requirements under Basel III, prompt corrective action may still be ineffective.
The global financial crisis has undermined confidence in prompt corrective action as a tool for managing distressed but solvent institutions. Instead, that experience has highlighted two points. The first relates to the value of stress testing, which seeks to assess the adequacy of capital in anticipation of a crisis, so that the balance sheet can be strengthened accordingly. The second has reinforced the benefits of introducing triggers that allow the authorities to take full control of a financial institution well ahead of the point of insolvency. The lagging nature of capital means that by the time information on near-insolvency is reported, the residual capital may already be depleted. Financial assets, in particular, can lose their value extremely rapidly. This suggests that capital triggers may ultimately be more useful in signaling a need for forceful intervention in the form of resolution planning than as a form of early intervention in the context of prompt corrective action.
Another lesson from the global financial crisis for emerging markets has been the importance of complementing prompt corrective action with the preparation of recovery plans, which identify and document the potential remedial actions available to firms in times of crisis (Hall and Imam 2013). This planning is intended to include a detailed outline of the actions available for reducing risk exposures (derisking) in a very short time. It should also identify the businesses and subsidiaries that can be sold to third parties without damaging the core business. The sharing of information technology and other corporate services is often a key constraint on separation. This pre-positioning work is vital in the case of large, complex financial institutions, since in a fast-moving crisis there is no time to disentangle businesses and identify those that could be easily sold in support of the core franchise. Similarly, a recovery plan should outline contingent funding arrangements to cope with the drying up of any one funding source. Doing so encourages firms to diversify their funding base so that they will need to rely less on emergency liquidity assistance in times of trouble.
If recovery plans fail to turn the problems around and save the firm, then the firm will need to be “resolved” in an orderly way. Sometimes the best course will be liquidation, with retail depositors receiving a payout from a deposit insurance fund. On other occasions, resolution may involve selling the deposit book to another bank. Good assets might go with the deposits or be transferred elsewhere, and bad (or at least unsalable) assets might be placed in runoff. Since these solutions might take time to organize, an interim step may be to establish a bridge bank—a temporary institution established by the resolution authorities to take over the operation of a failing institution to preserve its value as a going concern.
However, those outcomes might not appeal to the existing shareholders, who may attempt to block options that would dilute their stake—a course of action open to them whenever bank resolution is based on general insolvency law administered by courts. To overcome this potential obstacle, many countries have introduced special resolution regimes for banks that allow the authorities to take control of the financial institution at an early stage of its financial difficulties through “official administration”; use a wide range of tools to deal with a failing institution, without the consent of shareholders or creditors; and operate within a specialized framework for liquidation, with limited judicial review, whenever this is in the interest of depositors or there is an overriding public policy objective, such as the preservation of financial stability.
In a systemic crisis, however, the authorities may doubt their ability to implement such a closed resolution, particularly for large and complex institutions, without jeopardizing the supply of credit to the broader economy. They may opt instead for an open-resolution outcome, in which public funds are used to prop up the institution. This is not a decision to be taken lightly, since it may turn out to be very expensive. At the same time, the moral hazard in the financial system will be fueled by perceptions that some financial institutions are simply “too large to fail” and will always be the beneficiaries of government support. There are four broad components to this work:
Strengthening national resolution regimes by giving a designated resolution authority a broad range of powers and tools to resolve a financial institution that is no longer viable and including them in a new international standard.
Introducing cross-border cooperation arrangements to enable resolution authorities to act collectively to resolve specific cross-border institutions in a more orderly and less costly way.
Removing obstacles to resolution, such as those arising from complex firm structures and business practices.
Improving resolution planning by firms and authorities based on ex ante resolvability assessments that should inform the preparation of recovery and resolution plans.
The Financial Stability Board’s “Key Attributes of Effective Resolution Regimes for Financial Institutions” (Table 11.4) do not rule out public sector intervention, but they cast it very much in last-resort terms for the sole and overarching purpose of maintaining financial stability. For this reason, some countries may decide to retain powers to temporarily place a firm in public ownership so that critical operations can continue, pending sale or merger with a private sector partner. When countries do equip themselves with these powers, they are expected to make provision for any losses incurred by the state to be recouped from unsecured creditors, or, if need be, from the financial system more generally.
TABLE 11.4 Financial Stability Board Key Attributes of Effective Resolution Regimes for Financial Institutions: Which Ones Are Available in WAEMU?
Source: Financial Stability Board 2011.
Note: WAEMU = West African Economic and Monetary Union.
Many emerging markets have crisis management arrangements that are already closely aligned with the Financial Stability Board’s key attributes, but the authorities are aware that there is more work to be done. The extension of recovery and resolution regimes to a wider range of domestic financial institutions in order to improve their preexisting resolvability should also be considered. This is because WAEMU countries have limited fiscal space—which reduces the ability of the government to backstop the financial system—that will mitigate against any generosity. Any future calls on the public purse in support of the financial system will need to be very carefully contained indeed. This objective has a better chance of success if the authorities have “living wills” in place that will allow them to keep the core business of a distressed institution intact. In pulling together all of the interwoven elements of an effective resolution regime, it is vitally important that the right balance be struck between stability and efficiency. While stability can be obtained in the short term through generous public intervention, such an intervention will ultimately lead to a damaging increase in moral hazard and prolong the existence of inefficient intermediaries.
Reliance on prompt and forceful corrective action is not yet fully practiced by the Banking Commission. An effective supervisory framework requires that problems be detected early on and followed by early intervention in the form of prompt corrective action to restore an institution’s health. As discussed earlier, the authorities in Senegal need to use financial and prudential information from institutions much more actively so as to be able to better anticipate problems and move to risk-based supervision; this will also require better reporting. Their track record suggests that problems have been permitted to persist longer than desirable; banks are not (systematically) punished for violating prudential ratios or constrained to rectify their actions, and to close banks takes years (see Imam and Kolerus 2013).
The resolution framework depends on a clear sharing of responsibilities between national and regional bodies. The national directorate of the BCEAO—which is regularly collecting data on various financial indicators and carries out off-site supervision—is typically the first body to detect difficulties at a financial institution. It flags potential operational and stability concerns to the Banking Commission, with the concerned national authority kept informed. The Banking Commission is responsible for on-site supervision. When concerns arise, joint inspections comprising members of both the Banking Commission and the BCEAO national directorate intensify the supervision of the institution. Evidence from on-site and off-site inspections guides the Banking Commission’s decision on possible prompt corrective actions or possible sanctions. In case of solvency concerns, the Banking Commission can recommend the closing of an institution. The Banking Commission informs the Ministry of Finance, which is the body that has to formally rescind the institution’s banking license. The Minister of Finance, however, has the option of appealing to the Council of Ministers, where a simple majority could overrule the Banking Commission’s decision.
Traditionally, therefore, politics makes it difficult to implement the decision by the Banking Commission to close down a bank in the WAEMU region, including Senegal, with national authorities having displayed a strong preference for responding to financial distress with open-resolution outcomes for deposit-taking institutions. This appears to reflect the belief that the lack of a deposit insurance system and the implied loss of savings are a recipe for social discontent and should be avoided. The result has been to keep banks alive, sometimes with the help of the public purse, without much prospect for success, explaining the inability to shut down banks in the region.
As a result, many banks in WAEMU have often been insolvent for long periods without being resolved, hurting the profitability and health of the rest of the banking system. Most of these banks are typically national banks and have the support of local politicians, making it hard to close them down. These “zombie banks” have incentives to gamble for their resurrection, which can have an adverse impact on other banks. There is an implicit understanding that a bank that is in trouble will have to be bailed out by the national authorities where it is located, since the national authorities are the ones that provide the license. However, this understanding might not apply to pan-African banks located in WAEMU. For the latter, an assumption exists that the parent company will bail out the local subsidiary (see also Enoch and others 2015). To avoid the presence of zombie banks, more forceful action is desirable in the future, including with a view to reducing intervention costs. Absent a robust and effective resolution regime, WAEMU authorities have little choice but to bail out such banks at great public expense, which perpetuates moral hazard.
As in other countries following the recent crisis, in Senegal the authorities should consider expanding the resolution toolkit so that closed-resolution outcomes become a viable option for dealing with banks. This will require a series of policy initiatives. The authorities need to be able to intervene promptly on the first signs of distress at a bank; to have the financial resources and skills at hand that will allow them to keep a troubled bank operating pending its sale, transfer, or closure; and to have a deposit insurance scheme to provide depositors with quick access to their funds if closure is the chosen resolution outcome. Taken together, this combination of resolution tools will help contain moral hazard in the financial system and also protect the public purse from budgetary surprises.
In case a bank cannot be recovered, it must be closed down, but the WAEMU resolution regime lacks key attributes recommended by the Financial Stability Board (see Table 11.4). Adopting some of the Financial Stability Board recommendations would require strengthening the powers of the regulator. For instance, the Banking Commission, acting within a well-defined framework that protects the rights of depositors and creditors, would be able without undue delay to order the transfer of assets and liabilities, undertake mergers, and decide on changes in shareholders.
Some of the difficulties of resolving banks could reflect coordination failures between the regional and national authorities. The resolution of a bank involves the Banking Commission, which makes the decision, and the concerned national government, which needs to approve that decision. In case of a disagreement, the government can appeal to the WAEMU Council of Ministers to reverse the decision. Preexisting burden-sharing arrangements could be designed to overcome some of the issues of delaying bank resolution. The authorities should also pursue explicit support from parent companies with respect to their branches or subsidiaries when a request for a banking license is examined, with a view to obtaining substantial resources for intervention from shareholders should the need arise. And since public banks in some of the countries have often been a source of problems, privatization may also be worth considering.
To avoid moral-hazard problems, a systematic investigation of the responsibilities of directors, shareholders, and auditors involved in a bankruptcy should be conducted. This should be particularly the case in instances in which public funds were engaged. Conclusions should be drawn from investigations with regard to the suitability of the concerned stakeholders for future jobs in the financial sector. Inappropriate behavior should be prosecuted to the full extent of the law.
Special consideration also needs to be given to how to resolve systemically important financial institutions. Because the region is the home of one regional systemically important financial institution—EcoBank—like the Group of Twenty (G20) and emerging market economies, WAEMU needs to find ways to resolve and address potential problems among its largest banks without threatening financial stability—an issue that will increase in importance as the complexity and range of their activities continues to increase.
The lessons from the euro crisis must also be learned, to ensure that distorted incentives and sovereign-bank links do not become sources of concern. The euro crisis highlights that without common resolution, safety nets, and credible backstops, the vicious sovereign-bank link may not be easily broken. A single resolution authority with clear preexisting burden-sharing mechanisms and no political interference is required. Moreover, national authorities are likely to favor their national banking systems, regardless of any spillovers this may create on other countries in WAEMU. For instance, in bad times they may encourage a reduction in cross-border activities, which would exacerbate financial fragmentation.
Well-designed financial safety nets are critical to an effective crisis management system. Their mere existence may go a long way toward stabilizing financial systems in times of stress. Without them it is difficult to keep systemically important financial institutions in business without early and expensive recourse to the taxpayer and equally difficult to close any institution unless depositors and small investors are protected from loss. It is particularly important that depositors have quick access to their transactional balances to avoid financial hardship. The ability to compensate small investors in failed securities companies and the policyholders of insurance companies will also bolster confidence in the financial system, although the speed of compensation is less pressing.
A deposit insurance system tends to have important limitations in a crisis. Most deposit insurance funds can absorb only limited losses among their insured pool, that is, they are targeted at smaller, idiosyncratic banking crises, not at systemic ones. During systemic crisis, when a large segment, or even all, of the banking sector is at risk of failure, a deposit insurance fund will lack the resources to inspire confidence on its own. Unless the government throws its own resources behind the banking sector, the key objective of promoting confidence will be lost. A deposit insurance system should have all funding mechanisms available, including the possibility of supplementary backup funding during a crisis.
The WAEMU authorities have given considerable thought to the introduction of a deposit insurance scheme in WAEMU and should accelerate this work.10 The design features should incorporate the principles being developed by the International Association of Deposit Insurers. The authorities also need to decide on the institutional structure of the resolution framework best suited to WAEMU. They are still considering some aspects of coverage, payouts, and funding but expect the system to be launched in the near future. It would cover deposits with banks and microfinance institutions.
The authorities should consider giving a role to the deposit insurance system in bank recovery, as is the case in a number of countries. This might allow the final cost to be reduced, since recovery is often less expensive than liquidation. Whatever institutional structure the authorities opt for, it is important that they now move ahead quickly, since comprehensive and well-thought-out resolution arrangements are an integral part of an effective financial stability framework.
In addition, as a result of the currency union arrangement, the authorities in Senegal are working on a Financial Stability Fund, whose main goal would be to avoid possible debt payment incidents by sovereigns facing liquidity problems. Work is still ongoing on a number of key issues, such as financing of the fund and terms of its financing. While this is laudable, a number of issues need to be considered, such as the identification of the nature of shocks (whether they are temporary or permanent, something particularly difficult to assess in the case of political instability), how to address moral hazard (Is there a role for conditionality? Should financing be provided on market or concessional terms?), and the seniority of Financial Stability Fund financing, which could raise issues if a restructuring is eventually needed.
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Bamba Ka
Senegal’s economic situation has been characterized during recent years by growth levels insufficient to eradicate poverty and lay the groundwork for sustainable development. Between 2004 and 2014, GDP volume increased an average of 3.9 percent, falling short of the performance reported by Cabo Verde (5.0 percent), Ethiopia (9.1 percent), Ghana (6.6 percent), Mozambique (7.9 percent), and Nigeria (8.6 percent). One can understand why Senegal was unable to embark on the same growth path as its peers did when they gained independence, considering its insufficient labor productivity (Diop 2012). This low labor productivity, which leads to a very slow absorption of surplus labor in rural areas, is also a source of high income inequalities and perpetuates public deficits.
Against this backdrop, the Senegalese economy is still also characterized by a relatively limited degree of diversification in its production base and an insufficient contribution from the financial sector. Measured as a share of GDP, bank credit granted to the private sector during the past decade has been 26.3 percent, which exceeds the levels in other countries of the subregion (15 percent in Ghana and 18.5 percent in Nigeria) but is still far below those of aspiring countries such as Cabo Verde (54.3 percent), Mauritius (86.4 percent), and Morocco (60.2 percent).
The underdevelopment of the country’s financial sector derives from a number of factors, which include (1) insufficient domestic saving, (2) constraints in connection with the financing environment, (3) a lack of appropriate instruments to finance priority sectors, and (4) a financial system unable to effectively meet demand for credit and to channel saving into productive investment.
If the financial sector is to contribute fully to optimizing growth opportunities, efforts must be made to correct the system’s shallowness, which limits the opportunities to transfer risks and makes public policy implementation and transmission difficult matters, leading to relatively low levels of financial inclusion. It is now widely acknowledged among both researchers and decision makers that an accessible, open financial system can help improve the economic and social outlook, particularly in countries aspiring to economic emergence.
Better access to financial services in fact makes it possible for less-favored populations to overcome the rigid, costly constraints of transactions conducted exclusively in cash and to save and benefit from loans in order to invest in education or in the creation of small-scale enterprises. Enhanced financial inclusion is also important for small and medium-scale enterprises to finance their development and to facilitate their integration into the formal sectors of the economy. It is accepted that the more financially inclusive an economy is, the greater its chances for rapid growth (Beck, Demirgüç-Kunt, and Levine 2007). Moreover, income inequalities tend to decline as financial inclusion increases, even though during the very first stages of financial development they tend to increase, since the more affluent sectors will be the first to benefit.
In Senegal, the low level of financial inclusion imposes a major constraint on the participation of a broad sector of the population in economic activity and restricts access for small and medium-scale enterprises to the credit required for development. However, the very rapid expansion in microfinance and mobile banking during recent years is giving the low-income population sectors opportunities to access the financial system. These relays for growth and diversification of financial services could be consolidated in connection with the implementation of the Plan Sénégal Émergent, Senegal’s new development model to accelerate its progress toward emergence at the horizon of 2035. The financial sector can sustainably increase growth potential and stimulate private initiative and creativity to meet the public’s expectations for improved welfare.
This chapter covers three topics: (1) stylized facts on financing the national economy, (2) the stakes of financial inclusion for an emerging market economy, and (3) reforms that can be undertaken for an emerging market economy.
In terms of addressing the challenge of financial inclusion to reach the goal of emergence, the scope of the financial sector can be measured through a substantial multiplier effect, which can be observed through the mobilization of more savings to promote growth in long-term financing, to boost economic growth and lead to substantial reductions in poverty.
In Senegal, despite substantial growth in the banking sector’s financing of the private sector during recent years, performance is still insufficient. Credit to the economy as a share of GDP averaged 30 percent during the last five years of the study period (2009–14), as against 38.7 percent for Cambodia, 63.9 percent for Cabo Verde, 69.1 percent for Morocco, and 97.6 percent for Mauritius (Figure 12.1).
Figure 12.1. Trends in Credit to the Economy as a Share of GDP, Senegal and Comparator Countries, 2001–14
(Percent of GDP)
Sources: World Bank, World Development Indicators, and Central Bank of West African States (BCEAO) monetary statistics.
The constraints on the development of the financial sector in Senegal derive from many factors, including relatively low levels of saving, constraints in the financing environment, and the lack of suitable mechanisms to finance priority sectors.
Saving levels in Senegal are still relatively low in comparison with the average levels in emerging markets and developing countries. In fact, the saving rate in Senegal has averaged 17 percent during 2006–15, which falls below the average for sub-Saharan Africa (18.2 percent) and clearly lags behind Nigeria (25 percent), Morocco (30 percent), and the Asian and East Pacific regional average (44 percent), according to the World Bank’s 2015 World Development Indicators (see Figure 12.2).
Figure 12.2. Saving and Investment Rates, Senegal, 2000–14
(Percent)
Source: Senegal, Directorate of Economic Research and Forecasting, Ministry of Economy and Finance.
The relatively low level of savings derives, among other things, from accessibility problems linked with the fact that financial institutions are substantially located in urban and semiurban areas and coverage is still insufficient in rural areas. The distribution of financial institutions throughout the country is not uniform. While the banking landscape comprises 22 credit institutions, including 20 banks, at the end of December 2014, just five large banking groups held 70 percent of the automated teller machines in the country, and 63 percent of these machines were located in Dakar, the capital. Points of service likewise were concentrated in the areas of Dakar (64 percent), Thiès (8 percent), and Diourbel (7 percent).
Senegal’s microfinance institutions are also predominantly located in urban areas: in Dakar (32 percent), Thiès (15 percent), Louga (8 percent), Saint-Louis (8 percent), and Ziguinchor (6 percent). Coverage is still insufficient in the regions of Matam (1.8 percent) and Kédougou (0.5 percent), with only nine decentralized financial systems.
Where electronic money issuers are concerned, the points of service are located primarily in the areas of Dakar (60 percent), Thiès (14 percent), Saint-Louis (6.5 percent), Diourbel (4.2 percent), and Kaolack (3.8 percent). Coverage is insufficient in southern and eastern Senegal, where the penetration rate has been found to be in the range of 0.9 to 2 percent (Ziguinchor).
The factors underlying the low level of financial saving, which is still considered to be insufficient, are, among others:
Insufficient awareness of the importance of finance among the public, which limits demand for saving instruments.
Shallow capital markets.
An insufficient banking service penetration level.
The high cost of banking services.
Concerning the banking service penetration level, despite improvements, the banking system still does not reach the majority of the population. The banking service penetration rate as narrowly defined was estimated at 10.4 percent in 2014; as broadly defined, to include accounts opened with decentralized financial systems, electronic money issuers, and the postal service, it was 49.8 percent.
Concerning the cost of banking services, one should mention the decline in usury rates for banks and decentralized financial systems, as well as initiatives undertaken by the monetary authorities in cooperation with the banking industry to provide certain banking services free of charge (see Annex 12.1). Assessments are in progress to approve and publish a list of financial services for which credit institutions will be required to apply moderate charges. There is also scope for further efforts to increase transparency in the costs of financial services. The public authorities play an essential role in creating conditions to foster the development of the financial sector while protecting creditors’ rights, stimulating competition, and facilitating the establishment of new markets (in the event of restrictions deriving from market failures).
Despite these efforts, financial institutions are facing major obstacles resulting from the complexity of the litigation procedures, inefficiency in the legal system, and the absence of reliable, functioning mechanisms for sharing information on the financial history of economic transactors.
In Senegal, management of disputes at law poses another obstacle to bank finance and partly justifies banks’ hesitancy to finance the economy, particularly in the priority sectors (economic infrastructure, agriculture, energy, small- and medium-scale enterprises and industries, and housing). Because players in the legal system are not trained in the proper assessment of cases, proceedings are lengthy and therefore are not suited to the performance requirements of a business setting. Measures have been taken to improve this through the implementation of chambers of commerce. However, delays are still lengthy, since these structures are responsible for trying both civil and commercial proceedings, so the government has implemented a National Conciliation Committee, which addresses both civil and commercial matters and whose main objective, among others, is to identify the reforms to be undertaken to eliminate these constraints by eliminating congestion in the courts through the reduction of delays and costs, thereby facilitating the effective execution of contracts.
It is an important matter to accelerate the processing of cases in the courts, while raising the levels of competence in the areas of financial analysis and logistics. Senegal should consider the example of Côte d’Ivoire, which is establishing commercial courts to ensure that proceedings between economic players can be resolved expeditiously, making the business climate more reliable and attracting both domestic and foreign investment, which is the basis for sustainable growth.
To offset the substantial information asymmetries between borrowers and lenders, which underlie credit rationing, the financial authorities in Senegal have established credit information bureaus. The purpose of these bureaus is to provide both positive and negative economic and financial information on economic transactors to enable financial institutions to fine-tune their risk analyses of clients and to reduce the cost of credit substantially.
Emergence requires solidifying the priority sectors in order to accelerate economic growth and effectively fight poverty. Appropriate financing for these sectors is impeded by the absence of relevant instruments. According to the World Bank, annual infrastructure financing requirements for sub-Saharan Africa during the decade 2010–20 can be expected to amount to US$93 billion, equivalent to 15 percent of Africa’s GDP, to close the gap that leaves sub-Saharan Africa behind developing countries in Asia and Latin America. The establishment of the African Development Bank’s Africa 50 Investment Bank for Infrastructure in Africa, which is designed to mobilize more than US$100 billion in support of infrastructure projects in Africa, can be expected to help meet this challenge.
The share of the agricultural sector that is benefiting from bank financing is still limited, according to data on Senegal covering the period 2012–14 (Figure 12.3). Bank financing is concentrated in commercial activities, rather than in production, storage, preservation, or processing of goods from the agricultural, fishing, and livestock sectors. The constraints on agricultural financing substantially involve production risk, essentially in connection with climate-related variables and the absence of collateral to guarantee agricultural financing. A substantial allocation of financing for agricultural, stock raising, and fishing activities is also considered a strategic factor in improving living conditions in rural areas and ensuring food security through support to agro-industrial sectors.
Figure 12.3. Distribution of Bank Credit by Sector, Senegal, 2012–14
(Percent of bank lending)
Source: Central Bank of West African States (BCEAO).
The experience of the Asian countries has shown that long-term food security requires significant growth in investments in agriculture, and particularly in agricultural infrastructure. The share of Senegal’s imports of food products in the overall import bill averaged 19.3 percent per year during the period 2010–14. This high dependence on the rest of the world for its food requirements is indicative of the depth of the country’s vulnerability in a context of recurrent economic shocks.
Access to financing for small and medium-scale enterprises and industries is also a constraint, primarily for the following reasons: (1) the limited number of institutions specializing in certain areas such as venture capital and leasing to supplement conventional financing mechanisms; (2) the low quality of the applications submitted, substantially as a result of borrowers’ unreliable financial statements and problems in providing collateral for their loans; (3) an inefficient steering system for such activities; and (4) the lack of strategic coordination and supervisory structures.
In light of these findings, the implementation of activities to promote development of the financial sector through more effective contributions from the various sectors of the population has become a priority for Senegal and the subregion in recent years.
Financial deepening—the expansion of credit and financial flows as a share of GDP, whose close linkages with economic growth have been confirmed—has been in the spotlight for some time. But more recently the focus has shifted to financial inclusion. In this section we seek to answer these three questions: What is financial inclusion? What are the features of a regional strategy for financial inclusion? What is the status of financial inclusion in Senegal?
Financial inclusion refers to the process that gives individuals and enterprises access to basic financial services (money transfers and deposits, payments, savings, credit, and insurance) provided by formal sector financial institutions. The assertion that financial inclusion is an effective mechanism for fighting poverty and promoting robust, inclusive growth is confirmed by an increasing number of countries that are intensifying their initiatives to establish new financing mechanisms to give the public better access to appropriate financial services. Table 12.1 summarizes the benefits of financial inclusion for both individuals and enterprises.
TABLE 12.1 Benefits of Financial Inclusion for Individuals and Enterprises
Source: Demirgüç-Kunt and others 2015.
Most of the countries involved in this effort have adopted financial inclusion strategies that are generally considered action plans, that is, strategies agreed upon and determined at the national or regional level to achieve established objectives. According to the Alliance for Financial Inclusion, financial inclusion can be assessed from four standpoints:
Access: Access to basic formal sector services, including microfinance services, such as the number of bank branches and automated teller machines per 100,000 adults. This factor primarily involves the capacity to use available financial instruments and services offered by formal sector financial institutions. To understand the levels of access, we must identify and analyze the potential obstacles to the opening and use of bank accounts, such as the costs involved and the physical distance from banking points of service (such as branches and automated teller machines).
Use: This dimension places more emphasis on the permanence and intensity with which the financial instrument or service is used. It involves determining the regularity, frequency, and duration of use over time, as well as assessing the combinations of financial instruments used by individuals or households.
Quality of services: Quality can be understood through a number of indicators, such as average cost to open and use an account, existence of mechanisms to resolve disputes, and consumer protections. Quality assessments examine the nature and depth of relations between financial service providers and consumers, the available choices, and the level at which such choices and their implications for consumers are understood.
Welfare: The most difficult outcome to measure is the impact of a financial mechanism or instrument on the lives of consumers, including induced changes in consumption, economic activity, and the welfare of the populations involved. Comprehensive research must be conducted on the impact of the measures to identify the role of financial services in people’s lives without confusing it with the role of other concurrent factors such as increases in income.
All things considered, the challenge of financial inclusion is still to achieve universal access for all individuals and small and medium-scale enterprises, at a reasonable cost, to a wide range of financial services provided by responsible, sustainable institutions.
Access to financial services enables low-income households to smooth their budget constraints and consumption patterns (Geda and others 2006; Beck, Demirgüç-Kunt, and Levine 2007), preventing them from falling into poverty traps as a result of exogenous shocks. Financial inclusion can also help reduce poverty indirectly through its effects on economic growth. It has the potential to stimulate domestic saving and inward transfers from the diaspora and to reduce transaction costs for small and medium-scale enterprises and the private sector, while reducing the number of financially excluded households and enterprises in Africa (Triki and Faye 2013).
Access to financial services promotes inclusive economic growth, reducing inequalities and poverty while making it possible to increase the central government’s resources and ensure that taxes are more equitable. The last advantage is made possible because greater inclusion extends the tax assessment base to the informal sector, which is often insufficiently taxed. Finally, by promoting saving, investment, and productivity, financial inclusion stimulates economic activity (Demirgüç-Kunt, Klapper, and Singer 2013; Dabla-Norris and others 2015). Moreover, expansion of the deposit base available to banks promotes financial stability (Han and Melecky 2013), which also promotes economic growth.
In light of these advantages, most countries have adopted financial inclusion strategies, which are generally considered equivalent to action plans. The promotion of financial inclusion remains central among the actions to be taken to develop financial services, in connection with the reforms envisaged in the regional economic areas, with a view to becoming more aligned with higher international standards.
The West African Economic and Monetary Union (WAEMU) has adopted a strategic vision of financial inclusion as part of the dynamics it is promoting. Specifically, its aim is to improve access and use by the region’s population of a diversified range of appropriate financial instruments and services, at affordable costs, to benefit the rural population sectors, small and medium-scale enterprises, and young people.
WAEMU’s regional strategy for financial inclusion is based on five pillars:
Promoting an effective legal and regulatory framework and supervision.
Rehabilitating and strengthening the microfinance sector.
Promoting innovations favorable to the financial inclusion of poor populations (young people, women, small and medium-scale enterprises, rural populations).
Providing financial education and protection for financial service consumers.
Implementing a policy and tax framework to promote financial inclusion.
Like other multilateral institutions, the Central Bank of West African States (BCEAO, after its French name) has conducted studies to define appropriate indicators to measure financial inclusion in the WAEMU area. The resulting seven indicators cover the dimensions of access, use, and price accessibility of financial services. These involve:
For the access dimension: the demographic penetration rate of financial services and the geographic penetration rate of financial services.
For the use dimension: the banking service penetration rate as narrowly defined, the extended banking service penetration rate, and the financial service use rate.
For the price accessibility dimension: the real interest rate on deposits and the real interest rate on credit.
In this connection, we should point out that it has proven difficult, in practice, to determine indicators and find appropriate measurements to assess the quality and welfare dimensions.
The supply data are the easiest and least costly data to obtain as compared with information on access to financial services, since the central bank collects these data from financial institutions. However, the use only of data collected from the supply side entails risks of double counting, as it is a difficult matter to identify multiple accounts belonging to the same client, and the data collected from the supply side entail risks that the real scope of financial services will be overestimated (AFI 2010).
We now conduct a comparative analysis of the level of financial inclusion, comparing Senegal with a group of countries based on indicators from the World Bank’s Global Findex Database. Despite Senegal’s achievements, the country still lags far behind its peers (Figures 12.4, 12.5, and 12.6).
Figure 12.4. Share of Adults with Accounts at a Financial Institution, Senegal and Selected Low-Income Countries, 2011 and 2014
(Percent)
Sources: World Bank, Global Findex Database; and author’s calculations.
Note: Adults are defined as persons age 15 or older. WAEMU = West African Economic and Monetary Union.
Figure 12.5. Share of Adults Holding a Mobile Account, Senegal and Selected Low-Income Countries, 2011 and 2014
(Percent)
Sources: World Bank, Global Findex Database; and author’s calculations.
Note: Adults are defined as persons age 15 or older. WAEMU = West African Economic and Monetary Union.
Figure 12.6. Share of Adults with Use of a Mobile Telephone, Senegal and Selected Low-Income Countries
(Percent)
Sources: World Bank, Global Findex Database; and author’s calculations.
Note: Adults are defined as persons age 15 or older. MPURM = using a mobile telephone to receive money; MPUSP = using a mobile telephone to send money; WAEMU = West African Economic and Monetary Union.
As of 2014, the proportion of the population over age 15 that had opened an account with a financial institution was 12 percent in Senegal, as compared with 34 percent in Ghana, 44 percent in Nigeria, more than 53 percent in Morocco, and 82 percent in Mauritius (Figure 12.4). According to the World Bank’s 2014 Global Findex report, if payments made for fund transfers were carried out through bank accounts rather than money transfer counters, the account holding rate in Senegal could double.
In common with account openings at financial institutions, in mobile account opening trends, Senegal registered a score of 6 percent, ranking above Mauritius and Nigeria and below Cambodia and Ghana (Figure 12.5). There are substantial opportunities for progress in Senegal in the mobile telephone service penetration rate, which was estimated at 106 percent in Senegal as of 2014 (SONATEL 2014).
Similarly, the figures for sending and receiving funds by mobile telephone show that Senegal lags behind peer countries, with rates below 1 percent for its adult population (over age 15), compared with 3 percent in Vietnam, 7 percent in Mauritius, and more than 10 percent in Nigeria (Figure 12.6). The example of the M-Pesa mobile service in Kenya, which now has nearly 18 million users who execute nearly 8 million transactions per day, largely justifies the substantial levels of inclusion observed in that country.
The analysis of Senegal’s performance in the area of inclusion highlights a lag, despite the acceptable levels of progress the country has made in recent years, implying that there is scope for greater achievements in connection with this.
We also assess performance in the area of financial inclusion using a factorial correspondence analysis. This approach makes it possible to read the information in a multidimensional space through a dimensional reduction, while retaining the maximum amount of information in the initial space. In other words, this approach amounts to reducing the representation space for the data with a minimum number of dimensions considered to represent all the data effectively and more accurately, without losing too much information after reduction.
In light of the number of variables, factorial correspondence analysis makes it possible to select the number of axes to be used for a graphic representation of the different indicators using the percentage inertia associated with each axis and the cumulative percentage.
The data are extracted from the World Bank’s Global Findex Database. We have elected to focus on seven indicators for populations over 15 years of age: access to an account (ACC), having an account with a financial institution (AFI), obtaining a credit card (CC+15), having a mobile account (MA+15), using a mobile telephone to send money (MPUSP), using a mobile telephone to receive money (MPURM), and registration with a financial institution (SFI).
The eigenvalues correspond to the variance extracted by each factor (dimension). The quality of the analysis can be assessed by consulting the table of eigenvalues. If the sum of the initial eigenvalues is close to the total variance shown, then the quality of the analysis is very high. In this example, the sum of first two eigenvalues represents 88.93 percent of the total inertia, and the quality of the analysis is therefore very high (see Table 12.2). We can use these results to design a financial inclusion index.
To gain a better understanding of financial inclusion, an index is developed based on the seven indicators from the World Bank’s Global Findex Database. This index measures the degree of proximity between the inclusion variable and the country. We build a financial inclusion index for each country, which is the sum of the products of the index variables calculated using the factorial approach and the financial inclusion variable according to this formula:
TABLE 12.3 Inclusion Value Coordinates, Senegal
Source: World Bank Global Findex Database.
Note: ACC + 15 = access to an account; AFI = having an account with a financial institution; CC + 15 = obtaining a credit card; MA+15 = having a mobile account; MPURM = using a mobile telephone to receive money; MPUSP = using a mobile telephone to send money; SFI = registration with a financial institution.
in which αi represents the coordinate of the financial inclusion variable on one of the factorial axes of the variables and Xi is the value of the financial inclusion variable for a given country.
By estimation, if we select axis 1, on which 72.07 percent of the information is concentrated, the inclusion index is
Applying the Senegal values to this index:
Factorial methods largely entail the advantage of using graphic representations to assess the proximities between observations. The first factorial design shows the degree of proximity between the inclusion variable and the country. It tells us about the country’s advantages in terms of the adopted indicators. The results presented in Figure 12.7 show that the advantages of the group of countries including Mauritius, Nigeria, and Vietnam are in the use of mobile telephones to send and receive money; for Benin and Morocco the advantages are in registration and availability of an account with a financial institution.
Figure 12.7. Results of the Factorial Analysis
Sources: World Bank, Global Findex Database; and author’s calculations.
Note: ACC+15 = access to an account; AFI = having an account with a financial institution; CC+15 = obtaining a credit card; MA+15 = having a mobile account; MPURM = using a mobile telephone to receive money; MPUSP = using a mobile telephone to send money; SFI = registration with a financial institution.
For Senegal, access to an account (with a financial or nonfinancial institution) is the main advantage. However, Senegal lags behind the other countries in the availability and use of mobile accounts and credit cards. In light of these results, enabling greater use of mobile telephones to send and receive money and enabling access to credit cards are two mechanisms that could be applied to strengthen financial inclusion in Senegal.
Since the end of the 2000s, financial inclusion, which has become one of the pillars of the Group of Twenty’s development agenda, has been recognized as an effective mechanism to fight poverty and promote robust, inclusive growth to reduce income disparities. Financial inclusion gives advantages to lower-income people and, in doing so, contributes to more inclusive growth (Beck, Levine, and Levkov 2010). In fact, the proportion of the population that is poor has declined more rapidly in countries with more advanced financial sectors.
Figure 12.8 illustrates the close correlation between poverty and the financial inclusion indicator for the adult population (over age 15). In Mauritius, for example, substantial levels of financial inclusion are associated with a low poverty index (less than 10 percent). For the subgroup including Morocco and Vietnam, the relative importance of financial inclusion is confirmed in connection with the low poverty index. By contrast, for Côte d’Ivoire and Ghana, the limited financial inclusion is associated with higher levels of poverty. The group comprising the six other WAEMU countries, which includes Senegal, registers the lowest financial inclusion rates, associated with substantial levels of poverty.
Figure 12.8. Correlation between Financial Inclusion and the Poverty Index
Sources: World Bank, Global Findex Database; and author’s calculations.
For Senegal, the poverty situation reflects the country’s delays in making financial inclusion an essential lever in the fight against inequality, as Ghana and Morocco have done. In this context, enhanced financial inclusion would be likely to reduce extreme poverty in accordance with the objectives the authorities have established, based on robust, inclusive growth. Against this backdrop, success of the Mobile Money for the Poor1 program in Senegal is important, as it will help to identify the main obstacles in the development of mobile financial services and branchless banking services. This program promotes financial inclusion, particularly through digital finance, as a key factor in poverty reduction and inclusive growth. According to the program initiators, mobilization of capital flows outside of urban areas can accelerate local economic development, stimulate development of sustainable infrastructure that can withstand climate change, and enable communities to become autonomous. The intermediate objective for that purpose is to build a digital financial sector that proposes a broad range of financial services, offered responsibly, by sustainable institutions, at a reasonable cost, in an adequately regulated environment.
Enhanced financial inclusion through stimulated demand will have numerous positive effects on an economy. At the microeconomic level, it will make financial intermediation more effective by increasing the number of players as well as the volume and value of transactions. At the macroeconomic level, a developed financial system, measured through its level of financial intermediation, correlates positively with growth, employment, and poverty reduction, and therefore also with reduced inequalities. By promoting growth in enterprises through greater accessibility to credit, financial inclusion also contributes to reduced unemployment. Figure 12.9 illustrates the close relationship between level of development, as indicated by real per capita GDP, and financial inclusion. The results are consistent with the expected effects of promoting public access to financial services, particularly in connection with poverty. Mauritius stands out, having high levels of both financial inclusion and real per capita GDP, followed by a cluster of countries including Ghana, Morocco, and Vietnam. The WAEMU area countries are clustered at the lower left of the figure, characterized by both low levels of financial inclusion and very low per capita GDP. Nigeria is unique among the observed countries in having a high level of financial inclusion associated with low levels of real per capita GDP.
Figure 12.9. Financial Inclusion and Real Per Capita GDP
Sources: World Bank, World Development Indicators, and author’s calculations.
We should point out that the analysis of different indicators and their influence on growth and poverty shows the lag registered by WAEMU countries in terms of financial inclusion. The analysis of constraints on the development of financial inclusion highlights the gaps on both the supply and demand sides for financial services. These problems are reinforced by other weaknesses, such as insufficient or inadequate infrastructure and distribution channels (BCEAO 2014).
BOX 12.1 The M-Pesa System in Kenya
M-Pesa (the M stands for “mobile” and pesa is Swahili for “money”) is a mobile telephone microfinance and money transfer system launched in 2007 by Vodafone for Safaricom and Vodacom, the two largest mobile telephone operators in Kenya and Tanzania. M-Pesa is a financial operator that is not part of the banking sector. M-Pesa’s customers can withdraw and deposit money using a network of telephone credit resellers and points of sale serving as banking intermediaries.
This system has been a resounding success. The reasons are largely the same as those underlying the success of mobile telephones, which are used by 80 percent of the Kenyan population. M-Pesa makes it possible to cope with poor communication mechanisms. It relies on an impressive network of local agents: thousands of small sellers present on every street corner.
M-Pesa’s rapid development has made it the most successful mobile telephone financial service in developing countries. Today, nearly 18 million users in Kenya execute just under 8 million transactions every day.
The system has subsequently expanded to Egypt, Lesotho, Morocco, and Mozambique, and Tanzania.
Against this backdrop, the M-Pesa system in Kenya, which has begun to develop worldwide, could offer an example of a mechanism with potential to enhance financial inclusion in Senegal in a short period of time. (See Box 12.1 for background on the M-Pesa system.)
Substantial progress has been made in Senegal in efforts to promote financial inclusion, according to the trends in the indicators, and particularly the indicator that describes “access to an account in a financial institution.” The strategies that have been subject to more widespread use have given a larger sector of the population access to basic financial services, through credit institutions, microfinance institutions, and electronic money issuers.
However, efforts should be made to promote greater use of mobile telephone services, to ensure a wider geographic distribution of financial services, and to ensure access to a bank card. The massive surge in financial services by mobile telephone already witnessed in Senegal should promote the establishment of a framework to stimulate innovation in the supply of financial services and the integration of new technologies in financial intermediation. There is substantial potential for further growth, that is, deeper penetration of mobile telephone services.
Further progress should also be made in territorial coverage of financial services, especially in northeastern and southern Senegal, where they are still insufficient. The same applies to the contribution from the banking system to the strengthening of financial inclusion. In fact, a low level of penetration is found in the distribution network, as well as an inadequate, nondiversified supply of services.
The supply of financial services should be improved by stabilizing the overall sector through emphasis on good governance and efforts to ensure capital adequacy, to address sustainability issues for microfinance institutions. At the same time, it is an urgent matter to improve the level of financial education through literacy programs.
Despite substantial efforts made by the monetary and state authorities, the costs of services remain at levels that the public, and particularly low-income sectors in rural areas, still consider to be high. Moreover, instruments are required to monitor the observance of measures the government of Senegal has taken, and periodic surveys must be conducted to ensure that policies designed to enhance financial inclusion and to fight poverty effectively are being observed. Such information on demand might solve the methodological problem in the current service supply surveys that equates the number of accounts with the number of customers, leading to an overestimation of the real scope of financial services (AFI 2010).
Pressure on the courts should be eased by adjusting the limits of competence in order to create commercial courts that could expedite the resolution of proceedings involving the banking system, making the business climate more attractive.
At the regional level, the BCEAO’s policy of promoting banking service penetration should be pursued through the definition and communication, in cooperation with the banking industry (the Federation of Professional Associations of Banks and Financial Institutions), of a list of banking services for which moderate charges should be applied in WAEMU, with the design of reducing the costs of access to services.
Lastly, there are expectations stemming from the finalization of the work on the understanding of the concept of banks’ prime rate by the entire banking profession, particularly through the definition of the method of calculation of the prime rate as well as its publication one week after any changes are made to the BCEAO’s policy rate. Moreover, a harmonized minimum schedule of fees and commissions that credit institutions charge their customers will be established in cooperation with the industry.
Access to financial services can play a decisive role in reducing inequalities and promoting inclusive growth by enabling lower-income households to overcome the rigid constraints of transactions conducted in cash, to begin to save, and to obtain microcredit in order to invest. Enhanced financial inclusion is also important for small and medium-scale enterprises in order to finance their development.
The status of financial inclusion in Senegal has in fact improved in recent years, primarily from the standpoint of access to financial services, as a result of the various initiatives taken at the domestic and subregional levels. However, because Senegal still lags behind its peers, programs tailored to the different population sectors must be developed for awareness and financial education, to ensure that the territory of Senegal is adequately covered, to develop the microinsurance sector in rural areas, and to promote innovation in the supply of financial services and the integration of new technologies in financial intermediation.
In accordance with an instruction from the BCEAO Governor that applies to call WAMU member countries, all WAMU credit-granting establishments must offer nineteen services free of charge.2
Any fees to open or reopen accounts are eliminated. Moreover, no deposits are required to open or reopen an account (accounts can be opened or reopened without an initial deposit).
As savings accounts generally target small-scale savings, it is recommended that the practice of issuing savings passbooks should be retained, primarily to enable clients in this category to monitor their accounts.
No charges will be applied for holding passbook savings accounts.
Monthly account statements will be issued free of charge. Any further requests for monthly statements may be billed.
Annual summary statement of all fees and commissions collected in accordance with Article 33 (3) of Decision 397/12/2010 of the Monetary Policy Committee (CPM) establishing the rules, instruments, and procedures for the implementation of the BCEAO’s money and credit policy. It should be specified that the summary statement of annual fees should be comprehensive and issued free of charge once a year.
Cash deposits are free of charge. Such transactions may be made by the account holder or by a third party.
This involves withdrawals from a counter of the client’s bank, except when counter checks are used.
Fees for direct deposits of wages will be eliminated.
Elimination of fees when a standing debit or transfer authorization is established, regardless of the bank receiving the standing debits or transfers. Fees applied or to be applied in the execution of transfers or debits are also eliminated when they are made and received in accounts on the books of the same bank. By contrast, standing debits or transfers to counterparts may be billed.
Fees and commissions for the closing of accounts are eliminated. Debt clearance and account closing certificates issued at the client’s request may be billed.
Withdrawals using prepaid cards held by any persons from the issuing bank’s counters are free of charge. This provision does not apply to prepaid cards in foreign exchange.
Payments made using bank cards issued by credit institutions in the WAMU [West African Monetary Union] are free of charge within the Union. There is no fee splitting between the businesses and banks. This measure is also applicable to prepaid cards.
There is no limit to the number of queries. It is incumbent on banks to set a limit for balance statements from automated teller machines/cash points.
Account-to-account transfers within the same bank, for the same account holder or between third parties in the same bank, are free of charge.
With electronic clearing, cashing of checks drawn on a bank in the Union are subject to the same costs as cashing at the national level.
Receipt of domestic, community, and international transfers is free of all charges.
This involves any debit or credit advice issued to the client. Banks may use the electronic communication mechanism of their choice.
For package arrangements, free services will not be included in the fees to be paid by the clients. The cost of the package will therefore include only billed services.
The concept of “electronic” also extends to mobile telephones. In fact, mobile telephones are considered an electronic means of payment.
Requests (payroll requests, account excerpts, etc.) submitted by clients shall be reflected on a free basis when they involve services included on the list appended to the instruction issued by the BCEAO. It shall be incumbent on the banks to set limits for the number of excerpts requested.
The BCEAO has prepared an action plan for the period 2014–16 to promote financial inclusion in the population based on the development of mobile financial services in WAEMU, the objective of which is to make financial services by mobile telephone a lever for financial inclusion and strengthen the banking service penetration rate in WAEMU. To consolidate and strengthen these dynamics, the BCEAO has undertaken the task of preparing a regional strategy on financial inclusion, in connection with the United Nations Capital Development Fund.
Accordingly, during the year 2015, concerted efforts were made with all players in the financial ecosystem to define the strategic guidelines designed to improve public access to basic financial services. The framework document, which emphasizes the key challenges and stakes identified by the players, is based on the following five pillars:
Pillar 1. Promote a legal, regulatory, and fiscal framework with incentives and effective supervision
Pillar 2. Rehabilitate and strengthen the microfinance sector
Pillar 3. Support innovations that promote better financial inclusion
Pillar 4. Strengthen financial education and protection of financial service consumers
Pillar 5. Offer a consistent policy framework to promote the development of financial inclusion
The BCEAO has concurrently defined indicators to measure progress in terms of financial inclusion. These indicators, which are aggregates, reflect the dimensions of financial inclusion from the standpoints of access and use.
Accordingly, two rates are calculated to measure access to financial services:
The demographic penetration rate: the number of service points per 10,000 adults.
The geographic penetration rate: the number of service points per 1,000 square kilometers.
The following rates have been adopted for the use dimension:
The banking service penetration rate as narrowly defined (TBS): the percentage of the adult population that holds an account with banks, postal services, savings funds, or the treasury.
The extended banking service penetration rate (TBE): the percentage of the population that holds an account with banks, postal services, savings funds, or the treasury, or an account in a decentralized financial system.
The financial service use rate (TUSF): the percentage of the population that holds a deposit account with a credit institution or microfinance institution or an electronic money account.
Further initiatives have also been reported during 2015 at the regional and national levels. At the regional level:
Publication of a WAEMU law establishing credit information bureaus and the organization of awareness and information sessions targeting various players, on the scope and advantages of the mechanism. Work on the Credit Information Bureau platform began on February 1, 2016.
Adoption and publication of the list of 19 banking services offered to individuals free of charge, approved through cooperation between the BCEAO and the Federation of Professional Banking Associations and Financial Institutions (FAPBEF) of WAMU (see Annex 12.1). This measure should help reduce the charges for banking services in WAMU, build the public’s confidence in banking institutions, enhance the efficiency of banking intermediation, and promote financial inclusion.
The following activities, which are a follow-up to Decision CM/ UMOA/011/06/2013, reducing the usury rate, effective January 1, 2014, from 18 percent to 15 percent per year for banks and from 27 percent to 24 percent per year for banking financial institutions, decentralized financial systems, and other economic transactors:
An overhaul of the regulatory framework establishing the conditions and mechanisms for engaging in electronic money issuer activities in WAMU member countries, with the entry into force of the new Instruction 008-05–2015 of May 21, 2015.
Strengthening of the partnership between banks and decentralized financial systems through automated payment operations.
Implementation of Decision 061/03/2011 of the WAMU Monetary Policy Committee (CPM) on the admissibility of loans granted to decentralized financial systems in support of the refinancing of banks by the BCEAO.
At the national level:
Launch of a national survey on financial inclusion in Senegal (ENIFS) by the Microfinance Directorate.
Strengthening of the supervision of the microfinance sector and continuation of a rehabilitation plan.
Coordination of work to prepare and implement a national financial education program for small and medium-scale enterprises by the Observatory on the Quality of Financial Services (OQSF), in connection with other institutional players.
Formulation of a new sectoral policy letter for microfinance and adoption of the relevant action plan (2016–20).
Development of a national strategy on financial inclusion in connection with the World Bank.
Launch of the United Nations Capital Development Fund Mobile Banking Program through the Mobile Money for the Poor program, designed to promote digital finance in rural areas and for women and young people who have projects. The program also focuses on digitization of the operations of the state and its agencies.
Implementation by credit institutions of innovative instruments in the form of packages targeting individuals and activities to strengthen partnerships between banks, decentralized financial systems, the postal service, and electronic money issuers, through the use of electronic payment mechanisms, and refinancing efforts at target rates.
ANNEX TABLE 12.3.1 Results of Factorial Correspondence Analysis by Indicator
Sources: World Bank, Global Financial Index; and author’s calculations.
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On February 26, 2014, the President of Senegal, Macky Sall, launched the Plan Sénégal Émergent at the seventh meeting of the Consultative Group of Donors and Creditors. The plan is an inclusive, sustained, and sustainable growth strategy designed to accelerate Senegal’s progress toward upper-middle-income status and its emergence as a hub linking West Africa to the rest of the world. Its underlying vision is to achieve emergence by 2035 with social solidarity and good governance, prioritizing a form of economic development that consolidates existing growth sectors and invests in new areas to achieve a sustainable reduction in poverty.
The Plan Sénégal Émergent comprises three primary areas designed to create conditions for emergence by removing bottlenecks to growth and promoting private initiative. First, it aims for a structural transformation of the economy to stimulate investment, job creation, and social inclusion. Second, it seeks to improve living conditions to reduce inequality and assist with regional development. Finally, it aims to improve governance and security to promote stability with the protection of rights and liberties.
Weakness in GDP growth over the last 30 years can be explained, in large part, by governance problems related to rent seeking and patronage. In turn, weak governance has limited the quality as well as the quantity of economic infrastructure and handicapped the building of human capital. This translates into weak supply chain structures, low levels of productivity, and problems with access to land and finance. To reduce the effects of these constraints on growth, the Plan Sénégal Émergent focuses on improving the foundations for emergence, such as establishing modern infrastructure, the conditions for investment, improvements in human capital, and improvements in the availability of finance. The plan acknowledges that success is also dependent on state capacity, which will therefore be supported by a program of public administration reforms.
To date, 27 flagship projects have already been approved. These include the initiation of new activities, such as the mining of iron ore deposits in the southeast of Senegal, and the improvement of existing activities. These 27 flagship projects are expected to increase current per capita GDP, contributing an additional 2.7 percentage points to the targeted 7 percent annual average growth. This goal would lead to a doubling of per capita GDP every 10 years, increasing it from approximately US$1,000 in 2014–15 to US$2,000 in 2025 and to US$4,000 by 2035.
In light of Senegal’s past experience, a 7 percent annual growth rate can be sustained over 20 years only if there is a fundamental paradigm shift away from patronage and rent seeking and supportive of an open platform that encourages initiative and enterprise. This means structural reforms targeted at unlocking inclusive growth comparable to the reforms undertaken by the countries that have preceded Senegal on the path to emergence. These structural reforms are distinct from the 27 flagship projects already identified in the Plan Sénégal Émergent. Indeed, without these economic governance reforms, the 27 projects are more likely to result in debt than in growth acceleration. But if they are supported by the necessary reforms that would crowd-in private investment by small and medium-sized enterprises and from foreign direct investment, these same 27 projects are likely to be the foundation of sustained and inclusive high growth.
The first section of this chapter aims to conduct a comparative analysis of the factors that have led to emergence. It compares the effects of structural reforms in emerging market economies that enabled them to embark on a path to robust, inclusive, and sustainable growth. An overall analysis of different global experiences with growth provides important lessons. A range of emerging markets are reviewed. While there is no agreed definition on emerging market status, Table 13.1 shows the 23 countries currently included in Morgan Stanley Capital International’s (MSCI’s) Emerging Markets Index. To this group we add some comparators, such as Botswana, Cabo Verde, Cameroon, Ghana, Hong Kong Special Administrative Region, Mauritius, Morocco, Mozambique, Pakistan, Seychelles, Singapore, Tanzania, and Vietnam, from which there are useful lessons to be drawn.
TABLE 13.1 Emerging Markets as Identified by the Morgan Stanley Capital International Emerging Markets Index
Source: Authors’ compilation based on Morgan Stanley Capital International’s (MSCI’s) Emerging Market Index.
In the second section, this chapter analyzes the structural reforms and proposals in the Plan Sénégal Émergent. The analysis draws lessons from emerging markets’ experience with maintaining the robust, inclusive, and sustainable growth dynamics that implementation of the plan is expected to yield. Finally, prior to drawing conclusions, the chapter examines the organizational measures required to effectively manage the plan projects and for private sector enrichment of that portfolio.
With a view to making Senegal an emerging market by 2035, an inclusive society governed by the rule of law, the Plan Sénégal Émergent rests on three main pillars.
Pillar 1 focuses on structurally revamping the economy. The planning and implementation of Pillar 1 is expected to translate into average annual growth of 7.1 percent from 2014 to 2018. Exports are predicted to increase by 7.2 percent a year in real-growth terms and imports by 6.1 percent a year, with inflation remaining below a 3 percent threshold. The fiscal deficit is predicted to fall below the 3 percent threshold in 2019, and the current account to below 6 percent in 2018. It is forecast that 285,000 new jobs will have been added by 2018.
Pillar 2 concerns the development of the human capital needed for Pillar 1 to succeed. It also covers the social protection system required for inclusive development and interventions to raise living standards, protect the environment, and promote development.
Pillar 3 is geared to peace building and social cohesion; bolstering equipment and facilities for the country’s defense and security forces; promoting the rule of law through greater access to high-quality and effective judicial systems; advancing gender equity and equality through the empowerment of women and girls, especially in agriculture; reforming the state and strengthening public administration, including improvement of economic governance and stronger efforts to combat corruption and the lack of transparency; bolstering regional and local government capacities; developing urban centers; and further developing decentralized and regionalized public policies.
Finally, a series of cross-cutting issues need to be taken into consideration. These include emergence fundamentals, gender, capacity building, results-based management, protection of human rights, and sustainable development.
Sustained high economic growth in a subset of East Asian, Latin American, African, and European transition economies has led analysts, strategists, and national authorities in developing countries to take a closer look at reform packages that expedite growth and inclusive development. One of the most notable of these attempts was in the release of the World Bank’s Growth Report (Spence 2008), which synthesized the experience of 13 successful emerging market economies that have had annual post—World War II growth rates of 7 percent or more for a quarter of a century.
The Growth Report covers Botswana, Brazil, China, Hong Kong Special Administrative Region, Indonesia, Japan, Korea, Malaysia, Malta, Oman, Singapore, Taiwan Province of China, and Thailand. Annex 13.1 covers the growth period for each country. These countries were selected by the report’s author to demonstrate that fast and sustained growth is possible. The report examines proximate causes of growth, such as technology, capital, and human capital, but also covers advances in science, finance, trade, education, medicine, public health, and governance. The first observation to be drawn from these countries is the nonexistence of a generic formula for sustained economic growth over a long period (see Table 13.2).
TABLE 13.2 Variability in Strategies Pursued by Emerging Market Economies
Source: Authors’ compilation based on material from the Growth Report (Spence 2008).
However, what these countries do appear to share is an opening up to and integration into the world economy and a long-term commitment by their political leadership to deliver results. The process is long and requires patience, perseverance, and pragmatism. Patronage and rent seeking are subsumed by a social contract that reflects results as a basis for continued state support. The size of the country is neither an advantage nor a disadvantage for high performance, given that the Asian tigers are small, while Brazil, China, and India are almost continental in size. Generally, economic performance depends on the institutional arrangements and policies implemented. This is good news for decision makers, as they can control both.
In implementing their reform programs, successful countries seem to share the following 11 key components:
A vision of economic and social development that galvanizes all sectors of society at both the national and local levels.
Leadership in the values, priorities, and institutions of committed elites: national and local officials and civil servants and those in positions of responsibility in the private sector, civil society, universities, and the media.
A decision to opt for inclusive growth and institutions and policies to deliver this.
Institutions that strengthen the economy’s capacity for change.
An all-encompassing, single development policy of concerted efforts to expedite growth that is facilitated by a close coordination of medium-term economic planning and annual budgeting.
Tailoring of the labor market for growth while ensuring social solidarity by reconciling flexibility, human capital training, and protection for workers instead of protecting employment.
The establishment of a body to coordinate the identification and removal of the main constraints on growth and development.
A focus on designing and implementing institutions, policies, and problem solving, often done in a consultative manner.
The promotion of regional and local development by reconciling top-down and bottom-up approaches.
Exploitation of each region’s specific advantages and their transformation into engines driving growth, involving both nationals (including the diaspora) and foreign labor.
The appointment of a national body responsible for analyzing performance and comparing it with subregional and global trends.
These elements are confirmed by Wolff (2014), who highlights how success in emergence rests on openness to external trade and foreign direct investment, the changing structure of the population, and sociopolitical variables (democracy, inequalities, governance). These elements feed into
Mechanisms to generate catch-up effects through openness not only to foreign direct investment, but to new ideas.
Investments, including through foreign direct investment, for absorbing technological progress, information and communication technologies, and public infrastructure.
The level of education of the workforce.
Science and technology, including research and development.
Basic social institutions (political stability and the rule of law).
These findings are consistent with the list of structural engines of growth identified by Bergheim (2005) for the Deutsche Bank’s research department. These point to the importance of
The population and demographic trends—quantity of labor input.
Workforce qualification and education levels—quality of labor input.
Engagement with global trade and investment to promote learning.
Improvements in macroeconomic policies and in the institutional framework and accumulation of capital.
The World Economic Forum’s annual reports such as Global Competitiveness Report 2014–2015, edited by Schwab (2014), also highlight similar factors of success.
The Global Competitiveness Reports draw on sets of indicators to analyze national competitiveness, such as those presented by Delgado and others (2012), who actually estimate the relative importance of the three key areas for policy action as follows:
1. Quality of political institutions: 53 percent.
2. Quality of social infrastructure: 35 percent.
3. Quality of the business environment: 12 percent.
The relative importance of political institutions reflects the principle that success largely depends on the capacity to develop a new social contract to replace classical patronage and rent seeking, which have no concern for overall welfare.
Aiginger, Bärenthaler-Sieber, and Vogel (2015) analyze the factors that led to greater competitiveness in the United States compared with Europe in the latter half of the 1990s. Their study classifies national competitiveness indicators under three categories: price competitiveness indicators, quality competitiveness indicators, and outcome indicators. This form of analysis supplements GDP with other indicators that reflect the aspirations of the inhabitants of the country under review. Aiginger, Bärenthaler-Sieber, and Vogel (2013) define the above approach as measuring the “ability of a country (region, location) to deliver beyond GDP goals for its citizens” incorporating cost, productivity, structural, and abilities indicators to explain macroeconomic outcomes. Figure 13.1 illustrates the determinants of national competitiveness.
The determinants of national competitiveness are understood to be price competitiveness (wages, productivity, unit labor costs), the structure of production and exports, and the country’s acquired abilities (innovation, education, institutions, social system, and ecological ambitions). National competitiveness is related to GDP per capita, employment and unemployment, the fiscal balance, the current account, and the debt. This framework is offered to assist countries in constructing policy for stronger, socially inclusive, and ecologically viable growth.
Figure 13.1. Competitiveness under New Perspectives
Source: Aiginger, Bärenthaler-Sieber, and Vogel 2013.
An economic complexity index has been developed by Haussmann and others (2013), and this index has been cited by Hartmann and others (2017) as a reliable indicator of a country’s growth potential. The economic complexity index is calculated for a country’s products and a basket of exports. These indicators demonstrate close links between the structure of a country’s productive apparatus and equitable income distribution, level of human capital, and quality of institutions. The index uses the country’s products to measure its capabilities, and therefore higher index values suggest that more capabilities are incorporated into the country’s products. Products that are less ubiquitous will yield greater revenue.
When the complexity index is negative, as is the case in Senegal, the country concerned has a basket of exports that are less processed than the global average. Hartmann and others (2017) suggest that Senegal make capital investments and undertake structural reforms to revamp the structure of its productive apparatus—and by extension its exports—to strengthen its institutions and to develop its human capital.
Insights for the success of the Plan Sénégal Émergent may also be gained by considering some country experiences in some of the key dimensions found to be important for successful emergence.
Open markets enable an economy’s goods and services to be sold on a larger scale, where demand can be considered infinite and diversified. The volumes and variety of global demand make specialization possible, allowing economies to tailor their products to the human and physical capital available. Integration into the global economy can therefore provide a powerful means whereby countries can grow and reduce poverty.
Growth strategies that rely exclusively on domestic demand (import substitution) are intrinsically limited by domestic markets, which are generally too restrictive to ensure sustainable growth and do not always offer an economy the production margins it is seeking from potential areas of specialization. Moreover, the tariff and nontariff barriers put in place to protect the domestic market are all too often sources of rent seeking, which economic transactors stubbornly defend at the expense of more coherent policies that could improve products in a competitive environment. Most important is that exports provide an objective measure of success, which allows subsidies and preferred access to credit to be channeled on the basis of results rather than reflecting patronage and rent seeking.
In addition, trade liberalization also makes it possible to import higher-quality goods and services at lower prices, and this in turn raises living standards and enhances population well-being. In addition, freer trade increases economic productivity, especially through capital goods that bolster investment. Opening up an economy also facilitates the entry of ideas, knowledge (know-how), and technology from other countries. The channels through which this knowledge is transmitted are foreign direct investment (which comes with technology transfers), imports of equipment and inputs, participation in global value chains, foreign managerial expertise, and studies abroad. Apprenticeships (a more practical option than starting from scratch) help overcome productivity lags with respect to the advanced economies. These benefits are also transmitted through higher education and a training system that disseminates knowledge and the technology of the future.
If trade liberalization is also accompanied by greater mobility for international labor, it contributes to building up human capital in the short term, pending longer-term investments in education bearing fruit. Furthermore, if the authorities put the right kind of support program in place, small and medium-sized enterprises could, thanks to foreign direct investment inflows, participate in global value chains and learn production skills that in time could enable them to become exporters themselves.
Malaysia, for instance, has attracted foreign direct investment in electronics by exempting multinationals in that field from taxes. For their part, Japan and Korea have focused on US multinational licensing agreements to penetrate the electronics sector to such an extent that, for a time, Sony became the leader in electronics in the US market. Mauritius leveraged preferences to develop its manufacturing and to generate resources for investment in public infrastructure and human capital. Morocco used its partnership agreement with the European Union to attract investment for production for the European market.
From this perspective, Senegal needs to continue efforts to boost exchanges of goods and services not only with the United States and the European Union, but also with countries in the subregion, including members of the Economic Community of West African States (ECOWAS) and the West African Economic and Monetary Union (WAEMU), as well as countries that represent the new economic growth poles (Brazil, Russia, India, China, South Africa). Here, the competitiveness of the economy has to be reinforced through a marked improvement of cross-border infrastructure and the production of goods and services meeting international standards, in particular concerning plant health standards for food products. Moreover, economic governance needs to be reformed to facilitate investment by small and medium-sized enterprises and foreign direct investment.
However, efforts are also required to ensure that trade liberalization works. When import growth exceeds export growth, this can increase the vulnerability of countries to external shocks. For example, in some Latin American countries, current account imbalances arose because capital inflow and foreign direct investment were not sufficiently linked to boosting exports. Consequently, lower levels of protectionism failed to lead to sustained export-led growth (Bouzas and Keifman 2003). For trade liberalization to be effective, countries need to ensure the existence of a macroeconomic policy regime consistent with outward orientation and the promotion of competitiveness, so as to avoid the dislocations and risks flowing from premature opening to foreign competition.
The experience of developing countries has typically been one of much greater macroeconomic instability than advanced economies. Macroeconomic instability undermines private sector investment, thus restricting economic growth. During their boom periods, the 13 emerging markets referenced in the World Bank’s Growth Report (Spence 2008) enjoyed price stability. This ensured that market signals were preserved, the countries had a positive long-term investment outlook, and monetary—especially bank—savings were protected. Furthermore, fiscal management was generally characterized by sustainable public sector deficits, with the amount of outstanding debt increasing at a slower rate than economic growth.
The crises of the 1990s suggest that any agenda seeking to improve levels of macroeconomic stability should go beyond fiscal, monetary, and exchange rate policies. It should also encompass policies to reduce financial fragility. This includes policies concerning the domestic financial system and the management of the capital account.
Because Senegal is a member of an economic and monetary union, its regional authorities have responsibility for monetary policy and bank supervision. Thus, the role of fiscal policy is particularly important to guarantee its macro-stability, which is a prerequisite for long-term sustained growth.
Countries that have emerged have generally tried to reduce the incidence of procyclical fiscal policies. Fiscal flexibility is an important component of credibility, and buffers are required to enable the country to respond to shocks without pushing debt to unsustainable levels.
In Senegal, the macroeconomic framework is generally sound, as it is characterized by low inflation and a viable public debt. However, the fiscal position needs to be strengthened, especially since debt has been rising relentlessly in recent years. The fiscal deficit needs to be kept at levels consistent with a low risk of debt distress and, at a minimum, in line with the WAEMU convergence criteria.
Monetary policy must be twinned with fiscal policy, and to be successful it must be anti-inflationary. The arrangements in Brazil, Chile, Colombia, Korea, and Thailand rest on a central bank operating a floating exchange rate, with a publicly announced inflation target. This allows domestic authorities to develop anti-inflationary credibility. In Chile this arrangement has proved remarkably successful in avoiding price instability since the 1990s.
For Senegal, these instruments rest with the regional central bank.
The country’s domestic financial system should be adequately supervised and regulated so as to avoid vulnerability arising from risky lending activities and balance sheet mismatches.
Emerging market economies have managed to achieve high savings and investment rates thanks, above all, to their stable macroeconomic frameworks. Fiscal restraint has boosted government savings. Low inflation has maintained private sector confidence, which in turn has encouraged private savings. This enabled China to mobilize domestic savings equivalent to one-third of national income for 25 years. The low dependency ratio (children and older persons per worker), known as the demographic dividend, has also helped mobilize savings.
In a number of countries, specific measures were adopted to encourage savings. Pension funds and post office savings collections are examples of mechanisms to encourage savings employed in Japan, Korea, Malaysia, and Singapore. Savings rates in several emerging markets have averaged 30 percent of GDP
In comparison, the national savings rate in Senegal remains somewhat low at 15 percent of GDP on average, including migrant remittances. Improvements in the savings rate could be made through reduction in the household dependency ratio, caused by Senegal’s progression through the demographic transition. To create a demographic dividend—the accelerated growth that may result from a decline in fertility rates—and increase the working-age population relative to dependents, Senegal needs to further curb the fertility rate, which remains high at five children per woman.1 It also needs to create productive jobs and promote pension and life insurance. Emerging markets have invested in girls’ education and opened pathways for them to participate in the labor force while creating the required jobs through structural reforms and opening up the economy.
Government investment in infrastructure is also crucial. In China, Thailand, and Vietnam, infrastructure investment averaged about 7 percent of GDP in the period under review. This appears to be the level needed to ensure robust growth, provided the quality of the investment is also high.
Government investment in Senegal has reached these levels. However, the quality of and return on the investment in Senegal have both been relatively low. Available data suggest that almost 30 percent of investments do not constitute gross fixed capital formation. Moreover, too much investment is undertaken without sufficient assessment of cost effectiveness and with poor implementation oversight.
Strong growth requires the proper functioning of the market, which should provide price signals and decentralize decisions and incentives. Entrepreneurial freedom enables agents to gradually discover (through trial and error) the comparative advantages of the economy as well as the types and best combinations of factors of production.
Functioning markets promote resource mobility and structural transformation in which the market share of certain industries fluctuates. Populations become increasingly urbanized in such economies; in Malaysia, the share of employment in agriculture declined from 40 percent in 1975 to 15 percent in 2000. Urbanization brings challenges, including creating housing, sanitation, and health and education services. Moreover, productivity gains in agriculture, as a result of and in support of the decline in the labor force in agriculture, require investment in irrigation, land preparation, and mechanization as well as storage and, possibly, market facilities. Intervention may also be needed in transportation, road infrastructure, and market clearing.
To ensure that market mechanisms perform as they should, governments need to tackle the rent seeking and patronage that are often endemic in low-income countries, including Senegal. Unless these practices can be rolled back, it will be difficult to roll back the economic distortions that limit competition, especially these:
Collusion between regulators and economic agents.
Single-tender government procurement or tenders in which those with access have an advantage.
Imperfect and/or selective dissemination of information.
This is an area in which Senegal faces major challenges with various monopolies and privileged networks, which will need to play a different role if the Plan Sénégal Émergent is to succeed. Progress will require substituting a transparent and rules-based approach for discretion in regard to regulations. This will set the stage for economic activity to be undertaken on the basis of ex post verification of adherence to the rules rather than requiring approval beforehand. Moreover, beneficiaries of privileged access need to be offered a social contract. Instead of the current one-way arrangement for access that leads to opportunities for doing well for the well connected, there needs to be a two-way deal. In exchange for the benefits from the state, the receiving agent will need to commit to delivering national wealth creation that is globally competitive and the associated creation of well-paying jobs.
The promotion of market flexibility must be balanced with the need to safeguard labor rights. This can be achieved by a move from protecting jobs to protecting workers. This means that efforts should focus on supporting workers in obtaining the required retraining to obtain new jobs, to assist in job searches, and to provide financial assistance to workers during spells between jobs. It may also be associated with encouraging workers to save for retirement and long-term incapacitation through the appropriate pension and social security funds. Several emerging markets have boosted savings through this device while enhancing social protection. Mauritius relaxed regulations on releasing labor in exchange for an unemployment insurance scheme under which workers were provided with individual accounts financed by employer and employee contributions. The government has also subsidized the cost of on-the-job training and paid for job searching.
For Senegal, this is an important area for reform, since current arrangements lead the country to have some of the highest unit labor costs among low-income countries. At the same time, the existing institutions offer opportunities to expand coverage relatively rapidly, that is, if action is taken to facilitate labor from the informal sector in taking up new opportunities created by the reforms discussed here. Other emerging market economies have adopted these reforms and achieved success. One pathway to make this politically acceptable and financially affordable would be to set up such schemes as part of the special economic zone framework (see Chapter 2).
Political leadership is the first prerequisite for strong and sound growth, inasmuch as economic success requires (1) a willingness to confront beneficiaries of the status quo; (2) building coalitions to sustain reform in the face of resistance; (3) demonstrating steadfast commitment for long-term benefits and the willingness to bear the short-term costs, which can be very high in terms of political economy; and (4) making trade-offs between the present and the future that place the weight on current sacrifice for later payoff. Articulating the importance of investing in the future and putting greater weight on the next generation will be important aspects of successful political leadership. The 13 emerging markets analyzed and other high-performance economies all share the feature of competent, credible, and motivated public administrations that have successfully navigated the perilous shoals of the political economy of reform.
Thus, decision makers need to emphasize long-term planning in which rent seeking and patronage play a much smaller role and are generally linked to a social contract. This will require an articulation of the mutual accountabilities of state and citizens to create an implicit or explicit social contract. Such a contract should articulate the importance of a quid pro quo between any favor from the state and the obligation to generate new wealth and create jobs. It will also entail ensuring that the most privileged members of society are willing to pay their fair share of tax contributions to enable the state to expand the scope and improve the quality of public services required for emergence to succeed. Among other things, this will encompass universal access to health care and quality education, a strong social safety net that protects workers and the most vulnerable (or least privileged), and a legal system that is fast and fair.
In Botswana, growth has been fueled by minerals, particularly diamonds. This wealth was redistributed as a result of the role of strong consultative institutions at the tribal level, known as kgotla. In other countries, faith in leaders facilitated economic transformation strategies. On the other hand, the chief advantage of democracy lies in the trust that the population places in the leaders it elects and the opportunity it has to penalize them if they fail.
In Senegal, presidential elections accompanied by a peaceful transfer of power on two occasions have enhanced the regime’s credibility and consolidated faith in change through democratic elections. This has set the stage for the leadership of President Sall and the vision he has set out in the Plan Sénégal Émergent. Thus, the prerequisites are in place for the implementation of effective economic policy to make the plan a reality. What is now called for is the decisive implementation of the reforms required to relegate patronage and rent seeking to a back seat and to forge a new social contract in which small and medium-sized enterprises can flourish and foreign direct investment can be welcomed to make the country a hub for globally competitive activity.
Education is a major determinant of long-term growth in countries with steadily rising enrollment rates and swift declines in illiteracy. The illiteracy rate in China in 2009 was 7.5 percent. In Brazil, in 2008, it was 12.5 percent. In Botswana and Senegal, the illiteracy rates in 2009 were 21.5 percent and 59 percent, respectively. To attain the maximum benefits of schooling, education departments should take into account cognitive skills; that is, countries that have students remain in school for longer periods reap development benefits only if the children and youths are learning. The education offered must also include higher education, labor-market-oriented vocational training, and training for entrepreneurs to promote business development.
It is also worth noting that having a large informal sector does not, in itself, constitute a major obstacle to a high rate of growth over a long period. Labor market analysis suggests that this characteristic is found in virtually all the emerging market economies. In Indonesia, in 2009, informal sector jobs accounted for 60 percent of all employment in the nonagricultural sector. In Brazil, that share exceeds 40 percent. The same is true of Botswana and Malaysia.
In the case of Senegal, the scale of the informal sector, which accounts for nearly half of GDP, and the large number of untrained workers explain the economy’s low level of productivity. Vocational training must include the informal sector. Literacy should be made a priority in Senegal, with dual (workshop and studies) training programs to enable informal sector workers to validate their practical skills and obtain official recognition of their qualifications. A stronger emphasis on training on the job may be helpful in this regard. Mauritius has introduced schemes in which the government pays for half the on-the-job training costs in the first year.
This section covers the conditions for implementing the Plan Sénégal Émergent, taking into account the experience of emerging markets. It presents the growth policy options available to Senegal: structural reforms that complement the plan’s investment projects and a strategy for implementing both the flagship projects and the proposed structural reforms.
A classification of emerging markets drawn up by Assouad (2015) suggests that Senegal is a good candidate for economic growth, provided some of the institutional weaknesses can be tackled. On the one hand, Senegal exhibits certain features of a group of emerging markets that includes Bulgaria, Cabo Verde, Georgia, Malaysia, Mauritius, Romania, and Seychelles, all of which invest abundantly in education and are developing their ties with the outside world.
On the other hand, one area of difference between Senegal and this last group of countries is in the quality of the institutions necessary for economic governance. A democratization process is underway in Senegal that, over time, may generate pressures for better governance. However, currently the emphasis placed on the quality of institutions has been too limited, as evidenced, for example, in the continued creation of a myriad of agencies that produce little value added and have a high cost per unit of social output.
The ambitions displayed in the Plan Sénégal Émergent suggest that Senegal wishes to resemble the group of countries including, among others, Cabo Verde, Estonia, Hungary, Korea, Mauritius, Poland, Seychelles, Thailand, and Vietnam. These are countries that have invested heavily in infrastructure, education, and the liberalization of their economies; they recognize the importance of the systemic development of institutions and of strong connections with the outside world. They have high investment ratios, significant levels of public investment in both public infrastructure and human capital, and a less extensive informal sector because of efforts to support the emergence and growth of small and medium-sized enterprises. These countries have generally strived to achieve greater equity and position themselves in fields that are dynamic and attractive for economic activities. They usually regard institution building as a precursor for long-term political, social, and economic progress.
Thus, to develop the engines of growth that could achieve the aims of the Plan Sénégal Émergent, Senegal will need to
Engage in institution building, including actions to roll back patronage and rent seeking.
Invest in human capital, including social protection and empowerment of the population.
Provide basic infrastructure: energy, information and communication technologies and logistical platforms, financial deepening, and improvement of the business environment.
Develop the state’s ability to formulate reforms and monitor and evaluate implementation.
Hong Kong Special Administrative Region’s growth, driven primarily by services, may offer inspiration to Senegal. It provides a model for turning Dakar into a trade and financial hub. Hong Kong Special Administrative Region’s tertiary sector is its leading source of wealth (46.7 percent of its GDP in 2014), and its domestic financial sector’s productivity is the world’s highest (McMillan and Rodrik 2011). Following this model would complement the subregional business park project found in the Plan Sénégal Émergent, which needs to be supplemented with a logistics platform capable of regularly and reliably serving the economic capitals of the subregion.
Thailand is another country with numerous similarities to Senegal. In fact, 49 percent of the economically active population in Thailand works in the agricultural sector, although agriculture accounts for only 8.4 percent of GDP These figures are similar to those in Senegal. Thailand has been able to rely on abundant agricultural output coupled with a growing agri-food-processing industry. Building up its agri-food-processing industry would both ensure Senegal’s food security and promote its rural economy. Rice production, in which Senegal is competitive, as well as being a major consumer of rice in sub-Saharan Africa (700,000 tons of imports in 2009–10), could become a key part of the agricultural sector. Senegal’s ambition in this product line should go beyond self-sufficiency and aim at turning rice into an export product. Senegal has made a good start in investments in modernizing irrigation and industrial techniques for processing. These efforts need to be expanded to offer Senegal opportunities to fully exploit the economy of paddy rice.
If the required reforms are rapidly implemented, the Plan Sénégal Émergent offers Senegal a framework for joining the top tier of emerging markets. To achieve its economic emergence objective, Senegal must consolidate and deepen the economic reforms aimed at modernizing its productive apparatus and liberalizing trade. Opening up to world trade will enable it to increase the benefits it derives from the dynamism of international exchanges. Greater openness to foreign capital will facilitate funding of projects arising out of the new growth dynamic. As in the successful emerging markets, industries like telecommunications have significant room for expansion. Senegal will also have to address major infrastructure needs in energy, housing, road construction, and land use planning.
To boost exports, Senegal must be prepared to face competition from the emerging markets of Eastern Europe, which sell 75 percent of their exports to the European Union, and emerging markets in Latin America, which have the great advantage of proximity to the large US market. Growth in these countries has mainly been driven by developing trade and improving macroeconomic management, particularly fiscal discipline. The resulting low interest rates and subdued inflation facilitate investment decisions.
Senegal needs to offset its relative disadvantage due to an exchange rate that is fixed to the euro, over which it has no control. This calls for more flexibility in wage costs relative to countries that actively use their exchange rate to remain competitive. This will be particularly important if Senegal is to attract enterprises from advanced economies that are looking for offshoring opportunities and for firms looking to diversify production from China in view of rising costs there. To achieve this, Senegal must have a labor regime that allows flexibility while also investing in the productivity of its labor force. It will also need to rely on foreign direct investment and open its labor market to global talent to improve the quality of products.
Moreover, Senegal will need to invest in logistics and infrastructure to observe commercial practices strictly, particularly regarding delivery times and the management of stocks of materials or merchandise. While these are medium- and long-term objectives, they require immediate, decisive steps to strengthen technical and management capacity and build up the necessary infrastructure at the port, airport, and transport corridors to these outlets. Equally important will be the investment in institutional arrangements that ensure controls do not get in the way of the free flow of inputs and final products.
Economic opportunities that offer higher wages than those paid in the informal sector or to farm workers must be promoted without undermining the competitiveness of products and enterprises. The introduction of special economic zones (see Chapter 2) could hasten growth by promoting activities that offer competitive wages while ensuring a labor regime that emphasizes flexibility while protecting workers.
Since 1994, Senegal has greatly improved its macroeconomic fundamentals. Its return to fiscal sustainability, its inflation rate (which is well below the WAEMU target), and its economic growth rate in recent years of 4 to 6 percent all indicate that Senegal could be on the way to maintaining a sound financial position while adapting to globalization and technological change.
Nevertheless, despite its notable macroeconomic progress, Senegal still faces major challenges: raising the employment rate, especially among youth and women, by turning into dividends the demographic opportunities present since the end of the 1990s; eliminating child malnutrition; and providing better prospects for the general population by affording them greater access to education and quality health care while providing a more effective social safety net. Addressing the youth employment issue through education, technical and vocational education, and better access to information will help create a qualified workforce, whose productivity will be essential for the dynamics of sustainable economic growth. At the same time, Senegal will need to develop entrepreneurial spirit and business initiative by changing its approach to regulation to emphasize ex post verification over ex ante authorization.
In Botswana, as mentioned earlier, diamonds were key to fueling growth, and the resulting wealth was redistributed with the aid of strong consultative institutions at the tribal level.
In Senegal, the leadership of the President of the Republic and the vision he has set out in the Plan Sénégal Émergent are prerequisites for the implementation of effective economic policy. This now needs to be complemented by forging a social contract to redirect the energies of those who benefit from patronage and rents. Instead of the current one-way flow of benefits, those who currently benefit from state support or largesse will need to commit to creating new wealth and good jobs. This may require a Senegalese version of US President John F. Kennedy’s appeal: “Ask not what your country can do for you; ask what you can do for your country.”
The Plan Sénégal Émergent sets out a plan for developing grain corridors. These are modeled on the agricultural growth corridors in Tanzania and Mozambique, which provide concrete evidence that it is possible to create such corridors through public-private partnerships. These agricultural growth corridors include guaranteed access to long-term capital through the combination of government and private funds. They are also likely to receive assistance from nongovernmental organizations and international philanthropic organizations, like the Bill and Melinda Gates Foundation, to cover funding needs all along the value chain, including those of farmers and farmers’ associations.
In Tanzania, a partnership to develop agriculture (in the broad sense), comprising domestic and international partners, issued authorizations to public-private partnerships wishing to take advantage of investment opportunities within the corridor. A corridor management center, constituted as a joint stock company, lends purely professional assistance to help economic agents implement their projects.
The grain corridors envisaged in the Plan Sénégal Émergent could usefully encompass both the ecological-geographic zones making up the national territory and the New Partnership for Africa’s Development (NEPAD) integration corridors (Dakar–Cairo via Morocco to the north; Dakar–Ndjamena in Chad or Port Harcourt in Nigeria to the east; and Dakar–Lagos along the Atlantic coast). Appropriate offloading points would be identified to receive the logistical platforms envisaged by the Plan Sénégal Émergent, in addition to the highways and/or railways that would link these sites. The corridor concept was piloted by South Africa as a regional development initiative. It subsequently spread to other southern African countries and then the rest of the continent via NEPAD’s integration corridors program, described by Jourdan (2007).
Another benefit of contract farming is to avoid land grabbing. It is also a measure to ensure food security and has been used in numerous cases since the 2007–08 food crisis. Agriculture will be essential to establish the necessary conditions for feeding the projected world population of 9 billion people by 2050. Examples of initiatives that Senegal could tap into include the Comprehensive Africa Agriculture Development Programme (CAADP), GrowAfrica, the Alliance for a Green Revolution in Africa (AGRA), and the New Alliance for Food Security and Nutrition (NASAN).
The promotion of commercial agriculture and integrated projects in the Plan Sénégal Émergent will require a reexamination of the approach established at independence. The plan’s approach proposes clustering, an organizational arrangement in which farmers collaborate on a shared project to optimize one or more segments of an agricultural value chain. This approach establishes relations between industrial or commercial enterprises and farmers in which both parties’ commitments are mutually and clearly defined. It aims to remove constraints on farmers’ access to inputs, credit, and market outlets and on industrial or commercial enterprises’ need for a sufficient supply of quality products.
The Plan Sénégal Émergent aims to apply the cluster approach to between 150 and 200 high-value-added family farming cluster projects. In that respect, the experience acquired in the Green Morocco Plan (PMV) could prove to be rich in practical lessons useful for implementing the Plan Sénégal Émergent’s agricultural component.
To ensure the success of the cluster approach, a new law is needed to
Define the principles governing agricultural clusters (l’agrégation agricole).
Safeguard the commercial transactions of the contracting parties by establishing mandatory clauses in cluster contracts.
Establish the regulatory framework for agricultural clusters, which should require prior approval by the Ministry of Agriculture.
Put in place the set of regulations required for the settlement of disputes arising from the execution of cluster contracts, either by conventional mediation or through a collegial government/professional branches/chamber of agriculture mediation body.
BOX 13.1 Green Morocco Plan
Launched in April 2008, the Green Morocco Plan has two mainstays: expedited development of high-value-added agriculture and the bolstering of precarious farming in disadvantaged areas through substantial government subsidies. The plan’s vision is to create greater integration between the productive upstream and agro-industrial downstream of the agricultural chain of value through increased investment. This includes the structural transformation of the Ministry of Agriculture, building human capital, implementing required infrastructure, updating water policy, improvement of the agricultural business environment, and removing constraints on private investment in the sector to support the launch of numerous large agricultural projects.
For operational purposes, the plan is broken down into two major pillars: product lines and regions.
Product Lines
Between 2008 and 2011, the government and professional organizations entered 10 product line program contracts. The development plans for each were based on proactive management of domestic and international outlets to maximize domestic and export sales.
The social product lines were designed to raise productivity, enhance the quality-to-price ratio for Moroccan consumers, and reduce the competitiveness gaps relative to the international market, while respecting farmers’ rights. For example, intensification, engineering, and diversification goals associated with high-value-added farming were designed to combat grassroots poverty, through the provision of proactive support for small-scale farmers and the targeting of disadvantaged farms in vulnerable areas. High-value crops have allowed small farmers to become more productive, and diversification has allowed for the development of niche products that create additional sources of agricultural income.
Regions
In 2009, elected officials and authorities signed 16 regional agricultural contracts. The goal pursued by regional agricultural plans is to forge a shared regional vision and agricultural output, mindful of the need to balance economic and social concerns and make it possible to engage the state and its domestic and external partners around shared goals.
In addition, several projects have been launched to make the agricultural sector more attractive to investors. For example: the exploitation of public land within the framework of public-private partnerships, the establishment of a body devoted to assisting investors, reexamination of the Agricultural Development Fund’s set of incentives, harnessing of the banking sector to finance agricultural projects, and the establishment of agricultural insurance schemes. These plans aim to increase output levels of certain products, improving the quality and terms on which that output is marketed, and enhancing appreciation of the value that should be attached to water for irrigation, using quantified assessments of its impact on job creation.
Implementing the plan required a significant revamp of legal and regulatory frameworks, including a legal framework for interbranch cooperation (I’interprofession), a law on farmer clusters, and a law on organic farming to improve market position. Assistance to farmers was a core concern; to remedy the shortcomings of agricultural extension provisions, a new agricultural extension advisory was adopted in 2010. This last was supplemented by innovative tools that provide farmers with guidance to improve long-term farming practices, creating greater transparency in the mapping of agricultural performance and income.
The overhaul of the agricultural fabric, composed of farmers and other agricultural actors, was achieved through new organizational frameworks put together with the help of managerially competent intermediaries using specific schemes tailored to each product line. Its implementation also benefited from the fact that it was accompanied by coordinated cross-cutting policies on land ownership, fiscal policies, and hydraulic and irrigation policies, as well as policies to promote domestic agricultural products and agricultural exports and to strengthen information systems.
All in all, the Green Morocco Plan strives to achieve a balanced and gradual development of product lines, mindful of growth goals and social stability constraints. It also suggests confining the use of agricultural basins to specialized functions in order to achieve savings in logistics and productivity factors.
Several major projects from the plan remain outstanding, and their completion remains necessary to consolidate positive trends: the reform of agricultural training and research; integration in the agricultural value chain; harnessing and preserving water resources; and boosting supply chain integration, especially through processing and marketing.
The implementation of the Plan Sénégal Émergent’s agricultural component requires the establishment of agropoles (agricultural centers) and zones greniers (breadbasket zones). Agropoles should make it possible to reconcile, on a sustainable basis, economic transformation, transformation of the physical environment, and the transformation of human resources. The agropole concept refers to experiments like the Green Morocco Plan (see Box 13.1) but also to the “agropolitan district,” a term coined in 1975 by John Friedmann and Michael Douglass to denote a balanced urban/rural development planning framework.
The agropolitan district concept encompasses a broader vision of territorial development and of the relations between urban areas and the surrounding countryside. Establishing such a district involves, first, identifying small urban centers (with between 10,000 and 25,000 inhabitants) to serve as district capitals and centers of information, supplies, and services for the population. The agropoles and zones greniers aim to promote the spread of modern agricultural, forestry, and pastoral enterprises all over Senegal by demarcating and fitting out areas suitable for developing agricultural product lines and contributing to the aims of the Plan Sénégal Émergent more broadly.
In Morocco, agropoles are used to promote agro-industry in a favorable environment. The productivity of these zones can be enhanced through improvements to logistical and services infrastructure, marketing and distribution platforms, agro-industrial and services training centers, and other areas for tertiary sector activities. Each agropole has research and development and quality control units. Each is represented and spearheaded by its own legal entity (an association, cooperative, or public-private partnership), made up of industrialists, scientists, academics, or representatives of local communities or public authorities. A framework contract should govern relations between the agropole, the state, and the local communities and authorities involved.
These agropoles could be managed within a broader Agroparc. In France, the Avignon Agroparc is a benchmark technological center (technopole) that brings together internationally renowned companies, research units, and educational and training establishments.
In Morocco, the Green Morocco Plan promotes agropoles organized by the Caisse de Dépôts et de Consignations (Deposit and Consignment Office) or its equivalent. These branches assist the authorities by monitoring implementation of tourism, industry, agricultural development, trade, seafood products, and energy policies. Gabon has also sought Morocco’s advice on setting up agropoles.
The zones greniers also use aggregation to meet volume challenges and prevent fragmentation of landholdings. A zone grenier makes it possible to (1) connect small producers to the various global agricultural and industrial value chains; (2) offer financing to small producers benefiting from collective (“aggregation project”) contracts; and (3) share risks among small farmers, manufacturers, and merchants. Zones greniers should enable Senegal to develop agricultural holdings that show grain production potential in the form of natural potential (such as adequate water and climate), technical potential (high volume of production, high yields, infrastructure), or market-related potential (strong demand). Aggregation could help revive peanut-based product lines and the development of aquaculture and crafts by structuring and organizing small producers, establishing development centers, and supporting trade associations. As in Morocco, a national law on agricultural aggregation, perhaps in the form of an enabling regulation for the framework agricultural, forestry, and pastoral law, would strengthen the ability of stakeholders to perform their various functions.
Cameroon’s agropoles program was established by the Prime Minister’s decree of August 6, 2012. It called for “guaranteed food security, supplying industry, and encouraging exports by promoting medium-sized and large agricultural, forestry and pastoral enterprises throughout the national territory.” In 2014, Cameroon allocated CFAF 22 billion to establish 15 agropoles. The total number of up-and-running centers was expected to increase to 32 by end-2015. However, according to Picard, Coulibaly, and Smaller (2017), the agropole program of Cameroon is focused on mobilizing private sector funding for small projects instead of developing larger areas with the contribution of foreign investments. Up to May 2017, 40 small projects have been created.
In Pakistan, the small urban centers, or agrotowns, approach was inspired by the rural development strategy promoted by Mao Tse-Tung to transfer planning authority and decision making to rural populations, a transfer that Senegal hoped to bring about under its own rural communities policy and as Act III of its centralization plan.
Indonesia was the first country to fully implement the approach, under the dual responsibility of the ministries of agriculture and infrastructure. Its aim was to support and encourage agribusiness, trade, and related activities in the agroville and surrounding towns and villages. Remote detection and geotracking devices are used to demarcate the perimeters of an agropole based on criteria relating to the crops planted or to be grown (nature of the soil, climate, and topography), the infrastructure in place, and the available human capital.
In Senegal, 50,000 to 150,000 people would participate directly in the implementation of the three pillars of the Plan Sénégal Émergent within the perimeter of the agropole. Livelihoods and income would be derived from crops grown either by individual farmers or collectively, and collectively owned equipment and social services could be accessed within the agropole. Local governance, security concerns, and promotion of social cohesion would be taken care of in the provisions governing administration of the center.
To develop agriculture, in addition to preparation of a law on agricultural aggregation, dialogue with the sector’s stakeholders could also address the conditions needed for a revival of the cooperative movement. That dialogue could likewise address the question of the appropriate perimeters of the corridors, breadbasket areas, and agropoles, as well as the choice of the towns and cities around which the agropoles would be formed (agrovilles). This would be undertaken with a view to ensuring that the whole territory is networked, giving every Senegalese citizen a chance to participate directly in implementation of the Plan Sénégal Émergent as a creator of wealth and recipient of benefits.
Bearing in mind the potential of its own economic pole, each secondary town should be able to pursue its own path in keeping with the Plan Sénégal Émergent’s emergence strategy. These paths, or vocations (callings), would be taken into consideration in choosing the kinds of special economic zones and dedicated sites (platforms, parks, and so on) to be built and the social infrastructure (universities, hospitals) to be put in place or developed. In this way, the infrastructure and logistical platforms would be installed based on the necessary movement of persons and freight as well as the layout of natural reloading points.
In the construction and low-cost housing sector, the Plan Sénégal Émergent seeks to promote product lines of local construction materials and public-private partnerships, to partner with low-cost international actors, to increase the land reserve (réserve foncière), and to help households remain solvent to create a buoyant local economy. Following the business models of high-impact social investments will ensure the viability of the approach. On the supply side, a partnership between the state, large national or multinational enterprises, international foundations, and potential beneficiaries would enable large enterprises wishing to exercise corporate responsibility through this niche to contribute to
The generation of business opportunities with a competitive advantage.
The opening of new prospects for lower-income families seeking to raise their standard of living.
Access to credit.
A stronger capital base.
A similar business model was successfully tested in Mexico by a multinational enterprise in the cement production sector (see Prahalad 2006, 147–48). APIX S.A. and Dalberg Global Development Advisors (2012) have studied the ecosystem of companies seeking to make a social impact in Senegal and found that small and medium-sized enterprises are the best medium for wealth generation. APIX S.A. and Dalberg find that, until now, small and medium-sized enterprises’ development has been restricted by the lack of available capital and of a sufficiently supportive business environment, including promotions, incentives, exit options, and a range of other sector-specific issues.
In the industrial sector, two pillars (social inclusion and the generation of exports and foreign direct investment) are foundational for all Plan Sénégal Émergent activities that require the promotion of job-generating and other activities aimed at diversifying exports. Creating a quality living environment that meets international standards is a criterion used by foreign direct investors to determine investment potential. Therefore, to better contribute to the plan’s sustainable development dimension, industrial parks and special economic zones could be turned into eco-parks integrated with smart city projects. The “internet of things” offers opportunities to assure investors that infrastructure (transportation, electricity, water, household waste collection, housing, roads) function.
Diamniadio, the first industrial park launched in connection with the Plan Sénégal Émergent, requires smart city development planning. This should include digitization of services and high-speed internet access. Making the city “smart” could serve as an example to other, secondary towns when they prepare and implement their own emergence plans.
Just as the development of agropoles must be shaped by the idea of a circular (recycling) economy, industrial platforms and hubs must take environmental and ecological issues seriously. Platforms and hubs then must address the ecological viability of industrial activities by relying on stakeholder collaboration and the synergies from geographical proximity. The best way of making industrialization more environmentally friendly may be by developing platforms and hubs through a public-private partnership allowing commercial risks to be optimally passed on to developers. Not only is this approach more likely to lead to faster development, but it will also ensure that eco-industrial park projects are completed with a benefit rather than a cost to the national budget.
Finally, the regional multiservices project in Dakar encompasses two educational and health cluster projects, a regional business park, and several hubs, including an air hub, a logistics hub, and a regional mining services center.
The practice of promoting multiple international educational institutions has already been tried in Asia, particularly in Malaysia and Dubai. The Dubai Knowledge Village houses outsourced faculties of international (especially US) universities and international students. A number of foreign universities have already established themselves in Dakar, and Senegal has created a national educational quality control agency. This momentum should be maintained by creating a framework for collaboration, partnership, and equipment sharing, where possible.
Implementation of the Dakar Regional Campus Project would also benefit from being built into a broader human capital development approach with greater emphasis on reforms that would provide access while developing a system that is financially sustainable through appropriate user charges. Complementary action would be required to raise the general level of education. This would include enforcement of the compulsory school attendance law; upgrading the quality of education, including in traditional Islamic schools; and tying vocational and technical training more closely to the demands of the workplace. Schemes for on-the-job training would also ensure that the needs of the economy can be met while creating employment opportunities.
The Dakar Medical City Project offers medical tourism based on the international reputation of the Medical Faculty of the Cheikh Anta DIOP University in Dakar. Again, a comparable project was also launched in Dubai, at a cost of US$1 billion. The Dubai project targets noncommunicable diseases and comprises a complex surrounding the international hospital, located within 15 minutes by car from the airport. Rooms are available for patients, guests, and conference participants. The project should include an integrated approach to the eradication of communicable diseases, the effective handling of noncommunicable diseases, and the creation of human capital to answer these problems.
In Ghana, a similar international hospital was built near the airport, as the result of the preferences of the Ghanaian diaspora. Indeed, international airports are increasingly giving rise to airport satellite cities (Kasarda 2011), often called aerotropolises, which include international hospitals.
Aerotropolises offer a development strategy that increases the competitiveness of air transportation of passengers and freight for clients operating internationally. It requires integrating airport design, urban planning, and the design of industrial parks and other sites set aside for enterprises to ensure efficient and viable economic, social, environmental, and aesthetic development. Again, for these projects to be undertaken without risk to the budget and to maximize the likelihood of success, the way forward would be for a transparent international tender for a public-private partnership in which the developer takes on all the commercial risk.
Senegal’s regional business center project is linked to transforming Dakar into an air hub and includes a logistics hub, a financial center, and infrastructure to accommodate the research services of large multinational enterprises. There is also a project to make Senegal a regional mining services center. However, the Ghanaian Institute of Management and Public Administrating (GIMPA) has already embarked on a three-year project to establish a regional knowledge hub for English-speaking Africa to provide educational, training, and coaching services to those in the oil, gas, and mining sectors. In addition, this Ghanaian project is backed by Revenue Watch Institute, an international nongovernmental organization that examines transparency in the mining industry and provides training and assistance services to civil society organizations, parliamentarians, and journalists in Africa and worldwide.
In addition to the investments listed earlier, structural reforms that improve economic governance will also be needed to secure sustained growth. These reforms include movement away from reliance on the primary sector, improvements in productivity, improvement in the business environment, incentives to attract greater foreign direct investment, supporting greater foreign trade, and encouraging entrepreneurship. All are discussed in turn in the following.
The share of the primary sector as a component of Senegal’s GDP has been steadily declining, though rather slowly, with a reduction of about 5 percentage points since 1995. Moreover, the primary sector still accounts for 60 percent of the workforce. Unlike in other successful emerging market economies, in Senegal the declining share of the primary sector in the workforce has reflected a shift to services and the urban informal sector rather than manufacturing for exports.
The two sectors that raised productivity levels and created jobs between 1980 and 2009–financial services and cement manufacturing—are not labor intensive. Similarly, real estate activities, machinery industry, telecommunications, and the chemical industry all posted high levels of productivity but a considerable number of lost jobs. Simultaneously, although oil refining was highly productive, it was accompanied by a reduction in jobs generated between 1980 and 1994 and by only a small increase between 1995 and 2009.
For successful emerging markets and low-income countries on the path of emergence, one can observe three patterns: (1) a decline in agriculture’s share of GDP; (2) an upward trend in manufacturing’s share of GDP, followed by a slowing down and then a decline, with a curve shaped like an upside-down U; and (3) a tendency for services to account for a stable share of GDP, followed by a marked acceleration when per capita GDP approaches US$700. That profile of the development process was also observed in the high-income countries as they rose up the income ladder.
Herrendorf, Rogerson, and Valentinyi (2013) find that the share of manufacturing value added reaches its apex when a country’s per capita income is about US$7,600 (in constant 1990 dollars), a level at which the share of services in GDP tends to accelerate. Dabla-Norris and others (2013) point out that (1) a country’s fundamentals explain to a significant degree the shares accounted for by agriculture and services in its GDP; (2) the predominance of natural resources is associated with slower change in the structure of the economy; and (3) changes in the various sectors’ share of GDP are not an inflexible process; rather they reflect the speed and magnitude with which public policies and the institutional framework seek to transfer resources (land, capital, and labor) to high-productivity sectors.
Dabla-Norris and others (2014) conclude in another study that for less advanced economies, maintaining sustained growth requires significant gains in agricultural productivity, a sustained transfer of labor from agriculture to other sectors, rapid capital accumulation, and the dissemination of latest-generation technology in labor-intensive sectors. As for reforms, in order to trigger new productivity and potential growth margins the following priorities are identified: strengthening the economic institutions capable of managing a globalized market, lowering trade barriers, reforming the agricultural and banking sectors, and improving education and basic infrastructure.
As a low-income country transitioning to middle-income status, Senegal especially needs to lower barriers to foreign direct investment and facilitate the emergence of small and medium-sized enterprises from the informal sector. It also needs to further liberalize business activities in order to make the services sector more dynamic while upgrading available human capital. This will call for enhancing the quality of secondary and higher education, and overcoming the bottlenecks observed in regard to the infrastructure development specifically needed for the growth sectors.
The agriculture-related reforms needed are those that will address the challenges of ensuring food security, the generation of an agricultural surplus to be transferred to the rest of the economy, rural employment, and inclusive growth aimed at achieving a significant reduction of poverty. Such a paradigm requires, among other things (1) appropriate management of soil accessibility and fertility; (2) an approach to agricultural development that goes beyond improving productivity and output and considers the whole agribusiness chain of value and rural services, with a view to exploiting and maintaining comparative advantages; and (3) linking the revival of the rural economy with an industrial development strategy that creates jobs and income.
To achieve the Plan Sénégal Émergent’s inclusive growth goals, the economy needs to include substantial productivity hikes in sectors whose activities have positive impacts on the living conditions of a major portion of the population, such as agriculture and retail trade. Analysis of the various growth phases Senegal has experienced since independence confirms the role that the growth of investment and exports must play as a channel between the authorities’ practical initiatives and the fulfillment of the population’s needs for economic and social advancement.
Figure 13.2 shows Senegal’s growth patterns since 1960. Senegal’s exports do not yet appear to have significantly spearheaded the country’s growth dynamics. The figure demonstrates that investment has accompanied government expenditure as the driver of growth only since 2000. This signals significant room for improvement, provided major reforms are enacted to boost competitiveness. In the absence of effective implementation of measures breaking with past practices, the Plan Sénégal Émergent is unlikely to give exports a significant role in driving growth. Without the reforms to crowd-in private investment by small and medium-sized enterprises and foreign direct investment, the current government-led growth spurt will not be sustained, as has happened four times already since 1990.
In West Africa, Senegal rates below Côte d’Ivoire in estimates of products exported with a comparative advantage. It does rank among African countries with a diversified basket of exports, but one composed of standard products. Senegal’s economic complexity index, calculated in the 2014 Economic Complexity Atlas, remains negative at –0.579, compared to 2.209 for Japan, the country at the top of that ranking.
Figure 13.2. Major Indices of Growth, Senegal, 1960–2014
(CFA francs)
Sources: Agence Nationale de la Statistique et de la Démographie (ANSD); Direction de la Prévision et des Etudes Economiques (DPEE); and estimates by the Centre d’Etudes de Politiques pour le Développement (CEPOD).
Note: G = government expenditure; I = gross fixed capital formation (GFCF); m = average propensity to import; s = average propensity to save; t = tax burden; X = exports.
Table 13.3, which shows the Doing Business survey rankings for Senegal alongside those for Mauritius and Morocco, indicates that to have a credible chance of becoming an upper-middle-income country by 2035, Senegal will need to align its business environment with that of these two countries. Senegal should also aim to attract direct investment and substantially increase the rate of growth of its exports to something close to Vietnam’s rate. Chapter 2 proposes that Senegal adapt the Chinese or Mauritian model of a special economic zone, with liberal economic rules in a public-private framework. Doing this would enable competent administrative authorities (including the tax and customs administrations) to prepare themselves to manage a complex business environment comparable to that of countries ranked in the top 10 of the Doing Business survey rankings.
As Table 13.3 makes clear, comparative analysis of the scores of the three countries in the Doing Business survey points to the need for improvement by Senegal in a variety of areas. An initial analysis suggests that the most important areas are paying of taxes, providing electricity, protecting minority investors, registering property, dealing with construction permits, enforcing contracts, and getting credit.
TABLE 13.3 Doing Business Rankings, Mauritius, Morocco, and Senegal, 2016
Source: World Bank 2015.
Note: “Distance to Frontier” is the percentage gap between the performance of the country and the best practice in the sample of classified countries; it varies between 100 (best) and 0 (worst).
The proposed policies raise questions about the relationship between probusiness reforms and direct (especially, foreign) investment and growth, between foreign direct investment and exports, and between human capital and institutions. Recent empirical studies have attempted to address these questions and prioritize reforms aimed at lowering costs and improving operations (commonly known as “shortening the time taken to get things done”).
For Busse and Groizard (2008) and Loayza, Oviedo, and Servén (2004, 2005), excessive business and labor market regulations hamper growth and encourage expansion of the informal sector, above all when a country’s institutions are weak. Dawson (2006) analyzes the direct and indirect effects of an improvement in a country’s Doing Business score and concludes that there is a 16-percentage-point increase in the rate of overall growth of GDP over 20 years when the improvement is of a magnitude comparable to the standard deviation observed for a sample of 64 countries. Djankov, McLiesh, and Ramalho (2006) conclude that, in the 1993–2002 period, moving up from the lowest quartile of countries to the highest quartile on the Doing Business scale translates into a 2.3-percentage-point increase in the average annual growth rate recorded over 10 years.
Hanusch (2012) points out that reforms relating to getting credit and enforcing contracts have the greatest impact on growth. The improving cost and delay indicators are most likely to stimulate growth over a five- or ten-year period in developing countries, regardless of the geographical region considered. Dutz and others (2011) point to a positive correlation between improvement in the Doing Business indicator or one of its subindicators and product innovation and production-process innovation in newly established enterprises in countries that are not members of the Organisation for Economic Co-operation and Development (OECD).
Haidar (2009, 2012) shows, for two samples of 170 and 172 economies, respectively, that the countries that best protect investors tend to grow faster. Haidar (2012) adds that each reform improving a Doing Business indicator translates into a 0.15 percent increase in the rate of growth of GDP, with that figure increasing to 0.18 percent three years after the reform. More recently, on the basis of a sample of 162 countries between 2007 and 2011, Messaoud and Teheni (2014) point to a robust link between improving Doing Business indicators and growth, with the exception of indicators on trading across borders and dealing with construction permits.
In short, a credible and lasting commitment to improving the Doing Business indicator and its subindicators yields additional annual average and long-term percentage-point increases in the growth rate. Pending improvements in the overall business climate in Senegal, which will take time, efforts should focus on having a business climate that ranks in the top 10 in the special economic zones.
TABLE 13.4 Global Competitiveness Report Rankings, Mauritius, Morocco, and Senegal, 2015–16
Source: Schwab 2015.
Note: Rank is among 140 countries; score is based on a scale from 1 (worst) to 7 (best).
As for the relationship between the Doing Business survey and foreign direct investment, one can cite Bayraktar (2015), who notes a strong correlation during the 2004–13 period between GDP growth and an increase in the inflow of foreign direct investment and between external trade liberalization and foreign direct investment. He also observes that the elasticity of GDP relative to incoming foreign direct investment is significant and high (0.6). At the same time, there is a significant but low estimated correlation between incoming foreign direct investment flows and corruption, and similarly between incoming foreign direct investment flows (as a percentage of GDP) and per capita GDP. His findings confirm those of authors like Piwonski (2010), Morris and Aziz (2011), and Nnadozie and Njuguna (2011) and suggest that countries that have recently experienced increasing foreign direct investment flows have also increased their Doing Business scores, particularly in Africa. Likewise, Githaiga and others (2015) demonstrate, for the 1980–2012 period, a positive impact of foreign direct investment on integration and foreign exchange liberalization indicators, as well as on domestic credit to the private sector. However, the data collected also point to a negative relationship between incoming foreign direct investment flows and human capital, the exchange rate, and inflation.
Celebi, Civelek, and Cemberci (2015) find that the proportion of the effect of logistical performance transferred to economic growth via foreign direct investment is significant. Kariuki (2015) lists the following determinants of foreign direct investment in Africa: the level of economic risk, changes in the commodities price index, infrastructure (although Feulefack Kemmanang and Kamajou [2015] suggest that this applies only to non-oil-producing countries), foreign trade liberalization, and foreign direct investment inflows in the preceding year. Finally, Feulefack Kemmanang and Kamajou (2015) point out that, as with infrastructure, the good-governance criterion is considered only for non-oil-producing countries.
In short, non-oil-producing African countries like Senegal need to show that they are in good economic health, and attracting foreign direct investment should indicate genuine openness to foreign trade and good infrastructure. This is where a rules-based regime needs to replace the current system based on discretion, which favors insiders with access to policymakers. Investors also consider commodity price trends and the analyses found in the International Country Risk Guide. These considerations lead Keho (2015) to point out that, over the long term, the direction of causality goes from GDP and exports to foreign direct investment in Benin, Burkina Faso, Gabon, and Senegal.
As for foreign trade facilitation, an analytical comparison of Senegal’s scores with those of Mauritius and Morocco points to the need for more substantial efforts to reduce the difficulties of accessing external markets and to improve the availability and quality of transportation infrastructure, as well as the availability and use of information and communication technologies. The same exercise applied to the three countries’ scores in the Global Competitiveness Report 2015–2016 suggests that the same effort is needed with respect to infrastructure in general, as well as increased education, training, and, to a lesser degree, technological readiness (Table 13.5).
TABLE 13.5 Ranking on Trade-Enabling Indices, Mauritius, Morocco, and Senegal, 2014
Source: Hanouz, Geiger, and Doherty 2015.
Note: Rank is among 138 countries; score is based on a scale from 1 (worst) to 7 (best).
At the same time, it is worth remembering that the samples examined for the Doing Business survey do not reflect the real circumstances of any specific country, so no specific reforms should be considered based on these rankings alone. Rather, the rankings suggest the nature of the reforms that need to be implemented, as well as the order of magnitude of the impacts one might expect, depending on the degree of development of the country under review, the structure of its economy, and other reforms already undertaken.
Figure 13.3. Structural Reforms Deserving the Highest Priority, by Country Status
Source: IMF 2015.
Note: Comparisons among reforms, within each country group. Darker shades represent the higher-priority reforms likely, on average, to have larger gains. AEs = advanced economies; EMs = emerging markets; LIDCs = low-income developing countries.
Senegal needs to implement a two-pronged strategy: promoting, in the growth sectors addressed in the Plan Sénégal Émergent, appropriately designed special economic zones as a means of rapidly establishing a business environment comparable to that of Mauritius or Morocco, and encouraging and sustaining the process whereby entrepreneurs discover new business opportunities regardless of what sector or part of the country they pertain to.
By promoting growth through investment and encouraging entrepreneurship, it is possible to address the three main sources of low productivity in emerging markets identified by institutions such as the McKinsey Global Institute through studies relating, for instance, to Brazil and Mexico. These three sources are
The sectoral structure of the economy.
A large number of microenterprises and a large informal sector.
The level of qualifications.
In other words, the success of the Plan Sénégal Émergent rests on human capital development policy and institution building to favor investment by small and medium-sized enterprises and foreign direct investment, together with Doing Business reforms that will support an export-oriented strategy. Solely implementing the 27 flagship projects would not suffice to make Senegal an upper-tier middle-income country. Instead, after a short-term boost to growth, Senegal would likely end up with crippling debt that could actually reverse its short-term progress. Without deep reforms that break with past and ongoing dominance of patronage and rent seeking, Senegal is likely to remain stuck at its long-standing annual per capita growth rate of about half a percent. This means that by the end of the Plan Sénégal Émergent horizon, the country would only reach a level of per capita GDP of US$1,500.
Following are recommendations for implementing the flagship projects laid out in the Plan Sénégal Émergent, managing and monitoring them, and putting into effect the necessary structural reforms discussed throughout this chapter.
The flagship projects in the Plan Sénégal Émergent are presented in language that is markedly spatial (corridor, zone, platform, hub, center, crossroads, city, campus) and oriented toward processes of inclusion, integration, and partnership. This approach makes it possible to build into the plan concerns about equity, solidarity, inequality, and the “territorialization” of public policies. It also sanctions a participatory approach emphasizing the multiactor partnerships needed to implement those projects. For each flagship project, the state, alongside local partners, needs to identify the development sites and bring affected communities and populations into the process of establishing a legal framework (association, cooperative, public-private partnership, contract farming). Including a range of community stakeholders will improve economic and social prospects for the wider population. It will also protect land and other assets from transfers without adequate compensation and support the required shift from patronage and rent seeking to a more open system in which all can benefit from public resources.
In addition, Senegal needs to implant the structural reforms referred to in the previous section within dedicated economic zones, with a view to enabling its administrative apparatus to prepare to extend those reforms to the rest of the economy. Already, the directives issued by WAEMU in 2009 regarding the budget law and fiscal transparency, which have been transposed into Senegal’s domestic laws, instruct the public administrations to adopt results-based budgeting. Moreover, the Plan Sénégal Émergent includes performance monitoring as one of its key elements, which has already translated into the establishment of a team to monitor implementation.
In the United Kingdom under the government of Prime Minister Tony Blair, “delivery units” were used to carry out development strategy, each under the authority and political leadership of the head of the Executive Branch. This approach created synergies for the administrations in charge of formulating and implementing development strategy, monitoring performance, and building capacities. Senegal also has had a delivery unit since 2014: the operational Plan Sénégal Émergent Monitoring Bureau, which can play the role of troubleshooter, assisting implementing units in clearing up bottlenecks. A framework for close collaboration between the bureau and the Ministry of Finance has been put in place for this function to work effectively.
At a minimum, the Senegalese administrative offices responsible for these functions stand to gain from experimenting with appropriate forms of effective collaboration. Scaling up would then expedite the momentum of Plan Sénégal Émergent implementation, after lessons have been learned and possible adjustments made based on evaluations of the projects. Each flagship project could be considered a mini–Plan Sénégal Émergent. On a small scale, each project embodies the three pillars of the emergence strategy and draws strength from the fundamentals of emergence, the structural reforms identified for continuous increases in productivity, and a performance-monitoring mechanism.
To maximize the effect of the Plan Sénégal Émergent, each flagship project and each reform project should be planned and coordinated with the administrative office in charge of the strategy and the involvement of other stakeholders. The planning papers should include measures to keep track of changes through outcome mapping. This approach would make long-term planning possible by identifying future developments expected to result from the project and identifying strategic partners, strategies to be pursued, and the principal outcomes to be attained. Outcome mapping would likewise facilitate agreement on the monitoring and evaluation mechanisms chosen to assess project impact. Finally, this approach would make stakeholders accountable for joint operational plans: each stakeholder’s role can be specified in a program coordinated with the body in charge of monitoring performance.
Here again a close coordination between the bureau and the Ministry of Finance could generate important synergies. For example, the existing reserve envelope could be used both to provide resources and to act as an incentive to promote the reforms on which the bureau and the implementing unit agree.
Simultaneously, the implementation programming, documents, and master plans should make use of the spatial dimensions of each project to propose an integrated approach. The economic, social, and physical changes envisioned for the grassroots communities involved should be mapped out. Drawn up in that way, the master plans would take the transformation goals of the targeted geographies and populations into account. Drawing up a master plan for development and safeguards based on outcome mapping would result in reference material that a project manager (selected through competitive and professional criteria) would need to have on hand to manage the project and achieve the expected results.
The project manager should draw up the project description with relevant colleagues. They should then conduct a conceptual and technical analysis of the project as described, propose a timetable for implementation, prepare bidding documents for studies and construction work, and organize a project outcomes mapping workshop. Next should come the project cost assessment, using the life cycle cost analysis formula. The unit in charge of monitoring performance should hold discussions with the project manager and competent ministries regarding project execution costs and time frames, based on best international practices.
For this kind of work, the bureau already draws extensively on human resources from the Senegalese diaspora. It may be useful to develop a formal program for mobilizing such expertise, complemented as required with global hiring of foreigners. This would provide implementing agencies with the human resources they may lack to properly undertake the planning and link this to budget execution and the delivery of targeted outcomes.
Champions for structural reforms should come from either the administration or the private sector, depending on the project. A reform champion begins by coming to an agreement with the various bodies in charge of the strategy, performance monitoring, and capacity building regarding the description of the reform project and expected outcomes and impacts. Champions will then proceed to conduct a conceptual analysis of the reform, including its political economy aspects, and propose a timetable for studies, any necessary consensus building, and the preparation of any required laws and regulations.
It is up to the government to take the initiative and promote, coordinate, and support the implementation of the flagship projects and structural reforms. This should be conducted in dialogue with other actors, including the private sector and research, training, and financing institutions. To achieve this, teams led by champions and project managers knowledgeable in strategic planning and outcome mapping would be adequately equipped to meet action plan—defined targets.
Performance monitoring officers will then challenge teams to complete priority actions, meeting high standards, by closely defined deadlines. One option for staffing these teams may be to recruit staff with experience in strategy, performance management, capacity building, and the private sector from the Senegalese diaspora within the program suggested above. Support for this work could be provided by development partners.
This chapter has reviewed lessons from the experience of emerging markets to throw light on the structural reforms that Senegal could implement to achieve a lasting improvement in both private sector growth and overall economic productivity. The portfolio of flagship projects contained within the Plan Sénégal Émergent is designed to combine social inclusion concerns with opportunities for growth, including opening up to external markets through the export of goods and services and attracting foreign direct investment.
The analysis pursued in this chapter points to a need in Senegal to focus on structural reforms that can change the incentive structures and to enhance the quality of institutions and human capital. To achieve growth, it is recommended that Senegal do the following:
Facilitate the supply and increase the competitiveness of products with high global demand, like paddy rice and tourism, as well as more complex manufactured products and services.
Substantially improve the business environment by moving from prior authorization to ex post verification and by proactively tackling rent seeking and patronage. These actions are essential if constraints on investment by small and medium-sized enterprises and foreign direct investment are to be rapidly relaxed to allow greater export of processed products.
Promote and support the processes by which entrepreneurs discover new business activities, especially in regions with an emphasis on providing support services to small and medium-sized enterprises.
To initiate these reforms, it is suggested that they first be tested within the bounds of special economic zones suitable for harboring corridors, agropoles, industrial parks, logistical platforms, and more mining hubs, while in each case taking into account the whole set of Plan Sénégal Émergent options and objectives.
To implement the flagship projects and structural reforms, dedicated teams comprising members of the diaspora, supplemented as necessary with global talent, could undertake conceptual, technical, and political-economy-oriented analyses and propose schedules for their implementation to the competent departments. An organized program to allow the mobilization of such human capital could facilitate matters. Simultaneously, government departments should participate in awareness-raising and capacity-building programs geared toward spearheading changes aimed at bringing about a marked improvement in the quality of public service. To get the process rolling, those programs could target the departments in the administration in charge of ensuring that the previously mentioned economic zones function properly.
If the reforms suggested in this chapter are adequately implemented, Senegal should have a good chance of achieving emergence by 2035. However, it is imperative that actors in Senegal keep in mind the original vision: the imperative to achieve emergence with social solidarity, the rule of law, and a reduction in poverty levels.
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Daouda Sembene
“Economic emergence” has become a buzzword in low-income countries. An increasing number of low-income countries are aiming to achieve emergence within varying time frames. While the precise meaning of emergence has remained unclear, and understandings vary from country to country, it is commonly understood to require, at a minimum, sustained strong growth, improved human development indicators, and ultimately graduation to upper-middle-income status.
Existing literature shows no major controversy about ways of improving economic performance. However, the mechanisms for sustaining strong performance are far from obvious. The economic literature has long reached a consensus that strong institutions matter for economic performance, sound policymaking, and good governance. Since Douglas North’s influential paper was published in 1990, significant theoretical and empirical evidence has demonstrated how institutions that secure property rights improve their economic performance by reducing transaction and production costs.
Similarly, the robustness of the effect of institutions on productivity and growth has been scrutinized before receiving wide empirical support. Findings by Acemoglu, Aghion, and Zilibotti (2006) suggest that differences from one country to another in income per capita and productivity are largely explained by the countries’ institutional choices. A corollary of this is that establishing the wrong kind of institutions could undermine governance frameworks in countries where those institutions create rent-seeking opportunities.1
Determining how to sustain strong economic performance to pave the road toward emergence is a research challenge that still begs for additional conclusive evidence. Presumably, sustaining long-term economic performance requires resolving macroeconomic imbalances and removing structural bottlenecks through sound policymaking and timely reform implementation. In turn, good policymaking and a successful reform drive call for strong and reliable institutions and governance mechanisms. It remains unclear, however, what specific aspects of governance and what institutional features could help secure desirable economic outcomes.
To address these issues, this chapter reviews some aspects of governance and institutional characteristics displayed by middle-income countries and selected emerging market economies during the recent prolonged era of strong growth. Looking for hints as to how countries in sub-Saharan Africa could successfully embark on the road to emergence, it then examines how these governance and institutional features compare with those prevailing in Senegal.
The chapter does not assume the existence of a single, universal form of good governance that is indispensable for emergence. Good governance reflects choices made by society in any given sociopolitical setting. Different societies may have different opinions and tolerance levels for the way authority should be exercised. Consequently, it would be misguided to focus on “good governance and institutions” in developing countries by seeking to replicate best practices already adopted by rich countries. Similarly, it would probably be a mistake to assume that a single institutional recipe, one that discounts country-specific circumstances, is conducive to emergence.
While there are limitations to the lessons that can be learned from current emerging markets’ governance and institutional frameworks, the chapter builds on the premise that there are several features of governance that are deemed desirable on the basis of common social norms and values. Replicating these features could help—but would not guarantee—countries in achieving economic emergence.
Institutions can be seen as useful devices for exercising public governance. As described by Furubotn and Richter (2005), well-functioning institutions can reduce uncertainty and lower coordination costs by simplifying decision making and by promoting cooperation among stakeholders. In the economic literature, institutions define the rules of the game, because they provide the incentive structures in human exchange in political, social, and economic arenas. For the game to be viable, the rules need to be regarded by the players as fair. For fairness to be attained, institutions must be transparent and equitable, particularly those that provide checks and balances. Indeed, the potential for institutions to support effective public governance may be limited in countries with impotent legislative branches in the face of dominant executive branches. In this latter type of situation, a deficit of trust is likely to arise among the electorate, which could undermine the ability of elected officials to reap the benefits of sound institutions.
The “applicability-to-all” feature underscores the importance of such institutions as the rule of law. The establishment of the rule of law has the potential to build a sense of inclusion and accountability for government officials, particularly when they are elected through a transparent electoral process. In a nutshell, good governance should be exercised on the basis of sound institutions (rules) if it is to stand a chance of gaining the support of various segments of the population and help achieve emergence objectives. Strong institutions underpin positive macroeconomic outcomes. A paper by Satyanath and Subramanian (2007) provides strong evidence that validates Hirschman’s (1985) claim that the roots of inflation and related nominal pathologies lie deep in a country’s political structure and in institutions governing social and political conflict.
Other desirable aspects of governance relate to the participation of civil society and nongovernmental actors in public governance and the absence of political violence. The idea that political stability is a necessary condition for economic emergence is broadly acknowledged. However, the effectiveness of inclusive governance remains an open question.
Key to the exercise of proemergence governance is an effective and honest administration capable of delivering the government’s vision by implementing coherent public policies and sound regulation. A plan cannot be coherent, coordinated, and effectively completed if public administration lacks a minimum of discipline, organization, and implementation capacity. For instance, an emergence strategy can hardly be developed and implemented successfully by a dysfunctional government suffering from broken communications between line and sectoral ministries.
According to North and Thomas (1973), the quality of institutions can explain the differences in observed levels of growth. Their work has been built upon by Acemoglu and Robinson (2012), who explain that economic institutions are integral to the structure of markets. Their work, which offers a framework for considering why economic institutions vary across countries, finds these four patterns:
Situations in which there is a form of separation of powers are more likely to engender an environment protecting property rights.
Economic institutions protecting the rights of a broad cross-section of the public will arise when a broad group contains the political power.
Good economic institutions are likely to arise when only limited rents can be extracted.
Good institutions are likely to be adopted only when they do not threaten the power of incumbents.
Against the backdrop of unsound policymaking and weak reform in the run-up to the Heavily Indebted Poor Countries (HIPC) Initiative, sub-Saharan Africa’s recent improved policy performance seems to be cause for celebration. Coupled with recent strong growth performance, these policy achievements have led many observers to celebrate despite risking the accusation of “premature exuberance.” However, the marked improvement in policy implementation must not be taken for granted so long as more decisive steps are not being taken to institutionalize supporting frameworks.
In recent publications, the IMF identified improved macroeconomic management alongside favorable commodity prices and strong public investment among the key factors that underpinned sub-Saharan Africa’s robust growth performance through the Great Recession (IMF 2013a, 2013b). Until recently, sub-Saharan Africa averaged 5 percent real GDP growth for more than a decade. This strong performance was expected to continue, until this outlook was overshadowed by uncertainty emanating from a global downturn (IMF 2015).
Determining how to sustain strong growth in sub-Saharan Africa has been the object of much recent focus. However, the question of whether and how the region can sustain good policy performance has rarely appeared in policy debates. This may be due to many observers’ claims that good policy performance in sub-Saharan African countries is here to stay. This strong performance has followed a well-established trend that in some cases can be traced back to the 1990s. Calls for good governance from African people and the development community are now more pressing than ever, which presumably makes potential setbacks even less likely.
Nonetheless, one cannot help but notice some risks of policy reversal, especially given the context in which the recent achievements were made. For instance, large public investment programs were supported, to some extent, by high commodity prices in resource-rich countries, renewed investor interest in frontier markets, and the emergence of new creditors. Under these circumstances, a sharp deterioration in external conditions, including turnaround in investor sentiment and unfavorable price developments in commodity markets, could stir concerns over the sustainability of sound policymaking in the region.
Policymakers in sub-Saharan Africa deserve considerable credit for their countries’ policy achievement: the sound policies and reforms that were implemented in the region provided firm support to strong growth. The previously mentioned IMF publication on the region’s outlook suggests that six non-resource-rich sub-Saharan African countries—Burkina Faso, Ethiopia, Mozambique, Rwanda, Tanzania, and Uganda—experienced the highest growth rates during the period 1995–2000, partly reflecting improved macroeconomic policymaking.
In this light, it bodes well for sub-Saharan Africa’s future if, along with sound structural reforms, institutional frameworks that can facilitate similar macroeconomic policy achievements are strengthened and replicated across the region, taking into account country-specific circumstances.
On the fiscal front, it has been argued that greater use of rules-based fiscal policy could prove useful. This argument rests on the recent evidence that many African countries with successful fiscal policy have demonstrated an ability to exercise fiscal restraint and implement flexible countercyclical policies. Setting and enforcing credible fiscal rules could help countries in the region increase their chances for securing similar outcomes, notably by embedding a medium-term perspective into their fiscal policy frameworks. The critical importance of sound institutions for fiscal discipline is widely documented in the literature, and clearly the increased recourse to fiscal rules is a testimony to their perceived usefulness. According to a recent IMF study, the number of countries around the world with national and/or supranational fiscal rules skyrocketed from 7 in 1990 to 80 in 2009; out of those 80, 26 were low-income countries (IMF 2009). That said, the effectiveness of fiscal rules ultimately hinges on the efficient functioning of strong institutions. The adoption of rules would do little to improve fiscal discipline and economic performance if those rules were not fully enforced, in particular where public financial management frameworks are concerned. While many sub-Saharan African countries have adopted national and/or supranational rules, a few of them have credible enforcement mechanisms in place.
The tax exemptions that are typical of a lack of governance and institutions facilitate tax dodges and evasion, create microeconomic distortions, provide fertile ground for corruption, and establish a vicious circle wherein the tax base is eroded, which ultimately leads decision makers to increase taxes so as to avoid fiscal deficits. This leads to the creation of volatile fiscal positions. Over time, efforts to introduce fiscal rules as part of broader and stronger legal frameworks such as fiscal responsibility laws could generate large payoffs for countries in the region.
With regard to monetary policy, ample scope exists for countries in the region to consider policy frameworks that helped a number of their neighbors secure macroeconomic stabilization and support growth performance. In this endeavor, useful lessons can be drawn from the experience of some Eastern African countries that embarked on a successful inflation reduction process in the past few years after introducing key institutional changes in their monetary policy frameworks. Their focus has been on liberalizing monetary policy, particularly by adopting indirect market-based regulatory instruments. Most notably, a seemingly winning strategy adopted by some of these countries—including Kenya, Tanzania, and Uganda—consisted in moving away from monetary targeting. Other options include sharing monetary and fiscal policy decisions and training and sensitizing citizens to the effects of public policy measures.
Based on the experience of Uganda, some frontier markets could find it useful to explore alternative monetary policy frameworks such as inflation targeting. The adoption of an inflation targeting “lite” framework in Uganda helped it reduce core inflation from more than 30 percent in October 2011 to less than 5 percent one year later. In other countries experiencing fiscal dominance with more limited implementation capacity, priority measures should consist of building capacities and making further inroads toward more independent monetary policy. In addition, a number of other structural distortions also continue to undermine monetary transmission in many African countries, including inactive interbank markets, shallow financial markets, and weak financial integration. Remedying these shortcomings is a prerequisite for increasing the effectiveness of monetary policy.
Finally, the importance of macroeconomic policy coordination and convergence among African countries cannot be overstated. In this connection, existing regional economic communities, such as the Economic Community of West African States (ECOWAS), the Southern African Development Community (SADC), and the Common Market for Eastern and Southern Africa (COMESA), could play useful roles in facilitating sound policymaking by instituting necessary institutional reforms and promoting best practices among their respective member countries. However, to fulfill such expectations these regional bodies would need to strengthen their own capacity to shape and enforce sound policies.
To understand how best to strengthen sub-Saharan African governments’ ability to carry out efficient and effective reforms, first it is important to identify the factors that are preventing reform and explore ways to overcome them. These include (but are not limited to) capacity constraints and political economy considerations.
Capacity constraints are bottlenecks that hinder timely implementation of reforms, and they are often conveniently cited in sub-Saharan Africa as an excuse for not advancing a specific reform agenda. These constraints impede reform by undermining sound policy formulation, implementation, and coordination. By causing weakness in monitoring frameworks, they can also aggravate delays in implementing reform agendas.
Political economy considerations relate to rent-seeking activities that impede reform implementation in sub-Saharan Africa. Indeed, all countries have influential elites who can successfully exert pressure on national authorities to advance self-serving agendas or stall others endangering their interests. In the region, factors slowing down reforms include the lack of political incentives for senior government officials to reform, along with political pressures from special-interest groups, including unions and student associations, many of which are politicized. When such groups employ either well-organized political pressure or threats to public order, they have the potential to reverse specific reforms that they perceive to be working against their interests. The relative power of dominant interest groups varies from one country to another. The nature of countries’ political institutions, resource endowments, and national histories determines whether their most influential elites are politicians, religious leaders, business leaders, or military officers, or some combination of these.
The literature on the effects of competing interest groups finds that clientelism can undermine the quality of policymaking and block the conditions for economic transformation and accompanying improvement in social conditions and governance. The Africa Power and Politics Programme and others (2012) argue that because of the prevalence of competitive clientelism, sub-Saharan African countries with democratic politics make more moderate progress toward economic transformation than other countries in the region that have centralized rent management regimes, even though the latter are thought to be less respectful of civil and political rights.
Although clientelism may be key to understanding reform incentives, it is unclear if the argument that clientelism blocks all attempts at reform can withstand further scrutiny. Indeed, there is a body of evidence that suggests improvement in the quality of democratic institutions has a deterrent effect on clientelism and other forms of bad governance. Using a variant of theories on the political business cycle, Chauvet and Collier (2009) examine whether chances of reform are affected by electoral competition. They find that when conducted legitimately, elections exert a positive impact on economic policies and governance in developing countries, because fair elections create the conditions for greater accountability. Therefore, some degree of competition, if incorporated into fair elections, can prove beneficial.
The evidence presented suggests that the effects of democracy can hardly be fully captured without taking into account the transparency of electoral processes. Democratic elections can be effective in shaping sound policies only if they represent a credible threat to the reelection prospects of incumbents, and for that to happen, they need to be reflective of voters’ choices, not of electoral fraud.
This section compares governance indicators of sub-Saharan African countries with countries belonging to corresponding income groups and from other regions. It builds on the World Bank’s Worldwide Governance Indicators, which cover six key dimensions: regulatory quality, rule of law, control of corruption, voice and accountability, political stability and absence of violence/terrorism, and government effectiveness.2
Figures 14.1 and 14.2 compare the World Governance Indicators ratings of sub-Saharan African countries with those of low- and middle-income countries over the 2004–14 period. The figures show the percentile rank of the selected countries on each of the six governance indicators. This represents the percentage of countries worldwide that rate below these countries, so higher values indicate better governance ratings. The black line illustrates the statistically likely range of the governance indicator.3
Figure 14.1. Worldwide Governance Indicators for Sub-Saharan Africa and Low-Income Countries, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
Note: Percentile rank indicates the percentage of countries worldwide that rate below the selected country or region. Higher values indicate better governance ratings.
Figure 14.2. Worldwide Governance Indicators for Sub-Saharan Africa and Middle-Income Countries, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
Note: Percentile rank indicates the percentage of countries worldwide that rate below the selected country or region. Higher values indicate better governance ratings.
For all six World Governance Indicators measures, Figure 14.1 shows that sub-Saharan African countries’ ratings compare favorably with the low-income countries’ ratings during the period. At the same time, sub-Saharan African countries appear to rate below at least 70 percent of countries worldwide on most governance indicators, while this figure is about 80 percent for low-income countries.
Sub-Saharan African countries seem to have markedly deteriorated over the 2004–14 period on two indicators: government effectiveness and political stability and absence of violence/terrorism. Encouragingly, one area of modest improvement during the same decade is the rule of law. On indicators related to regulatory quality and to voice and accountability and the control of corruption, sub-Saharan African countries’ ranking remained stable during the decade, showing no signs of deterioration.
Overall, the rankings of sub-Saharan African countries and low-income countries appear to have followed similar trends in regard to five of the six governance indicators. Only on voice and accountability have they followed different trends, with a slight improvement occurring among the low-income countries but no change occurring in sub-Saharan Africa.
Comparisons with the rankings of upper- and lower-middle-income countries are shown in Figure 14.2. For all six World Governance Indicators measures, upper-middle-income countries systematically rated much better than sub-Saharan African countries during the period. Sub-Saharan African rankings are closer to, but still remain below, those of lower-middle-income countries.
While lower-middle-income countries significantly improved their rankings on most indicators—control of corruption, regulatory quality, voice and accountability, and government effectiveness—the rankings for upper-middle-income countries remained broadly unchanged. To check whether this trend signals stronger performance of sub-Saharan African countries belonging to the lower-middle-income-country group, Figure 14.3 reports the evolution of sub-Saharan African countries’ governance ratings. These span the period 2004–14 and range from approximatively −2.5 to 2.5, with higher values corresponding to better outcomes. The figure confirms that lower-middle-income countries in sub-Saharan Africa have indeed recorded better ratings on all aspects of governance other than those related to security and government effectiveness.4 By contrast, sub-Saharan African low-income countries have registered mixed performance by enjoying slight improvements in aspects of governance related to regulatory quality, voice and accountability, and the rule of law, while suffering from deteriorating ratings in regard to security, corruption, and government effectiveness.
Figure 14.3. Sub-Saharan Africa: Evolution of Worldwide Governance Indicators by Income Grouping, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
The key lesson emanating from Figure 14.3 is that the level of per capita income is positively correlated with the quality of governance in sub-Saharan Africa. The best performers in terms of governance ratings are upper-middle-income countries, followed by lower-middle-income countries, which, in turn, outperform low-income countries. This reinforces the importance of country authorities’ securing good governance practices in order to maximize chances for achieving emergence objectives in a timely fashion.
Plotting the ratings by region, Figure 14.4 shows that sub-Saharan Africa has rated more poorly than other regions on all governance indicators except voice and accountability and political stability and absence of violence/terrorism. Concerning these last two indicators, Middle East and North African countries and South Asian countries, respectively, lagged behind. Under these circumstances, the fact that the proportion of countries in sub-Saharan Africa that have achieved economic emergence is much smaller than the proportion in other regions is not surprising. Nor is it surprising that human development indicators are far worse in sub-Saharan African countries than anywhere else around the world. Their dreams of emergence will not be fulfilled unless these countries implement the conditions for a supportive governance framework.
Figure 14.4. Evolution of Worldwide Governance Indicators by Region, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
Figure 14.5 shows that Senegal, on average, has rated better than sub-Saharan African countries on all selected aspects of governance over the 2004–14 period. In particular, the country appears to enjoy a strong lead in terms of control of corruption as well as voice and accountability. However, Senegal’s ratings have not improved much since 2004 for either of the latter two indicators nor for those related to regulatory quality and the rule of law. In fact, on all indicators, Senegal’s ratings significantly worsened around 2009. Although Senegal quickly caught up for many indicators afterwards, it rated relatively worse in 2014 than it did a decade before in terms of government effectiveness and political stability and absence of violence/terrorism.
Overall, Senegal underperformed upper-middle-income countries in these two aspects of governance and to a lesser extent in the area of regulatory quality. Achieving emergence will thus require that the country make significant progress in all aspects of governance, particularly on these fronts.
Figure 14.5. Evolution of Worldwide Governance Indicators, Senegal, Sub-Saharan Africa, and Upper-Middle-Income Countries, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
Note: Percentile rank indicates the percentage of countries worldwide that rate below the selected country or region. Higher values indicate better governance ratings. The black line illustrates the statistically likely range for the governance indicator.
Figure 14.6 suggests that Senegal still has a long way to go to align its governance practices with standards of good governance in advanced economies, as proxied by the World Bank’s World Governance Indicators. Indeed, the country lags significantly behind member countries of the Organisation for Economic Co-operation and Development (OECD) on all selected governance indicators. In light of the strong correlation between the quality of governance and economic outcomes, strengthening the existing governance framework will be critical for the Senegalese government to achieve and sustain the high levels of economic growth envisaged under its Plan Sénégal Émergent.
Figure 14.6. Evolution of Worldwide Governance Indicators, Senegal versus High-Income OECD Countries, 2004, 2009, and 2014
Source: World Bank, Worldwide Governance Indicators, 2015 update.
Note: Percentile rank indicates the percentage of countries worldwide that rate below the selected country or region. Higher values indicate better governance ratings. The black line illustrates the statistically likely range for the governance indicator. OECD = Organisation for Economic Co-operation and Development.
Key lessons can be drawn from the findings presented in the chapter up to this point. First, there is an urgent need for the Senegalese government to make progress in areas in which it lags behind its middle-income-country peers. Most notably, this will require Senegal to strengthen its capacity to design and implement sound policies and regulations, with a view to promoting the private sector and entrepreneur-led economic growth. While the quality of policy formulation is usually strong, much remains to be done to improve the quality of implementation.
BOX 14.1 Reform Implementation: International Experience
Leigh and Mansoor (2016) discuss the East Asian experience. Among the noteworthy points they raise is that Korean President Park Geun-hye launched the “March from Low Income to Advanced Economy” by firing 10 percent of the top civil servants and sending the rest to retraining courses to focus on management and commitment. In all the countries in the region, planning and finance have been tightly integrated; in Singapore the planning function has always been in the Ministry of Finance. In addition, taking public commitments and asking agencies to report on these to the public on a regular basis has been helpful for maintaining focus.
A clear and simple goal can also help focus coordination across government. In Korea, it was the target of exporting “a billion dollars’ worth” of goods and services. More recently, South Africa adapted the Malaysian experience with Operation Phakiza.1 In Mauritius, the Program Based Budget was introduced to focus the attention of line ministries on the link between financial resources and the quality of public services. To encourage long-term thinking in setting the Program Based Budget targets, ministries were encouraged to think about the level of service delivery they would like to achieve in a decade and the human, material, and financial resources required to reach these. In turn, this would inform budget submissions and allow arbitration during budget formulation that could consider trade-offs in terms of outcomes rather than inputs.
Senegal would be well-advised to explore ways to adapt these experiences to its specific circumstances. This is an imperative given the country’s relatively low ratings with respect to government effectiveness, which suggest that ample scope exists for improving “perceptions of the quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality of policy formulation and implementation, and the credibility of the government’s commitment to such policies.” Progress on this front will require credible policies and accountability of government officials, increased transparency, and improved predictability of decision making. Clearly, untimely decision making and inaction often generate considerable costs that may greatly exceed those associated with the reforms at stake.
The author of this box is Ali Mansoor.
1See http://www.operationphakisa.gov.za/Pages/Home.aspx.
Senegal could also further strengthen its governance by learning from other peers besides its middle-income country peers, including OECD members. Indeed, many countries have adhered to internationally recognized standards of public governance that are evidenced to correlate positively with economic performance. Senegal could benefit from complying with such standards in its quest for emergence.
Reform of governance is demonstrably difficult, but the experiences of countries that have moved up the income ladder share some political economy features that may prove instructive. Strong and competent civil services make a state harder to capture (Cyprus, Korea, Taiwan Province of China). A clear road map for reforms and economic policies is also critical. A social contract between governments and those they govern needs to be nurtured and, ultimately, widely accepted. All of these elements should be considered necessary but not sufficient to transition to high-income status.
Finally, Senegal still faces significant policy challenges in ensuring sustained improvements in economic governance needed to remain on its path toward emergence. These include its continued efforts to combat corruption, safeguarding the quality of public expenditure, promoting fiscal stability and predictability, and guaranteeing emphasis on the quality of and creating official statistics for timely assessments of the social and economic climate.
It is noteworthy that improving Senegal’s governance framework will require building coalitions and synergies between the authorities and all stakeholders, including those with potentially opposing interests, to advance needed reforms. Such an undertaking is especially critical at this time, when perceptions of Senegal continue to include fears of political instability or politically motivated violence despite the country’s established tradition of peaceful and democratic elections.
This chapter reviews the evolution of several aspects of governance in low-income countries and middle-income countries. The empirical evidence suggests that upper-middle-income countries have higher governance ratings than lower-middle-income countries, which, in turn, outperform low-income countries. Sub-Saharan African countries have broadly performed better than low-income countries, and in selected aspects of governance, they have continued to lag behind middle-income countries. Similarly, sub-Saharan Africa rates more poorly than other regions on most governance indicators.
The analysis also supports the theory that per capita income and human development correlate positively with the quality of governance, particularly in sub-Saharan Africa. This underscores the importance for country authorities of continuing efforts to improve, with a view to promoting economic and social development and ultimately achieving emergence objectives.
The options available to Senegal for improving the quality of governance discussed in the chapter include the following:
Strengthen the reform drive. At the highest levels of government, promote teams that are encouraging innovative thinking, best-practice working styles, self-evaluation, and human capital development. Conduct independent reviews of governance practice to provide assessments of the quality of governance, and focus attention on poorly performing areas.
Train government employees. Ensure that all public sector employees are familiar with the concept of governance and encourage the creation of working groups to monitor and improve governance at the local level.
Garner political support for reform. While many policymakers in sub-Saharan Africa have endeavored in recent decades to strengthen their countries’ governance frameworks, either by choice or under pressure from domestic and external stakeholders, tangible outcomes are unlikely to materialize unless the required political support and ownership is secured. While a number of initiatives have been developed to secure improvements in governance frameworks, notably by the African Union and the New Partnership for Africa’s Development, political buy-in will need to be unambiguously demonstrated to maximize the likelihood of successful implementation.
Redesign reform agendas. Reform agendas should be geared toward securing a number of desirable features of a proemergence governance and institutional framework, including the ability to (1) improve the credibility of policies and accountability of government officials, (2) ensure transparency through compliance with internationally recognized standards, and (3) enhance the predictability of decision making.
Review mechanisms for popular participation. Clientelism can stifle good governance. Therefore, institutions should be adequately scrutinized to determine the impact of informal governance systems, to ensure that the formal governance systems are promoted, and to ensure that their features are made readily observable through the obvious functioning of the rule of law.
Improve performance on the Worldwide Governance Indicators. Aside from the benefits associated with good governance, demonstrated commitment to reducing corruption, violence, and government ineffectiveness, and improving the quality of institutions are likely to be widely supported and contribute to efforts to garner political support for reform.
The Worldwide Governance Indicators (available at http://www.govindicators.org) are a set of six aggregate governance indicators for more than 200 countries and territories over the period 1996–2014.
The indicators are a research data set summarizing the views on the quality of governance provided by a large number of enterprises and by citizen and expert survey respondents in advanced economies and developing countries. These data are gathered from a number of survey institutes, think tanks, nongovernmental organizations, international organizations, and private sector firms.
The World Governance Indicators are composite governance indicators based on more than 30 underlying data sources. They report on the following six broad dimensions of governance for 215 countries over the period 1996–2014:
Voice and accountability captures perceptions of the extent to which a country’s citizens are able to participate in selecting their government, as well as freedom of expression, freedom of association, and a free media.
Political stability and absence of violence/terrorism measures perceptions of the likelihood of political instability and/or politically motivated violence, including terrorism.
Government effectiveness captures perceptions of the quality of public services, the quality of the civil service and the degree of its independence from political pressures, the quality of policy formulation and implementation, and the credibility of the government’s commitment to such policies.
Regulatory quality captures perceptions of the ability of the government to formulate and implement sound policies and regulations that permit and promote private sector development.
Rule of law captures perceptions of the extent to which agents have confidence in and abide by the rules of society, and in particular the quality of contract enforcement, property rights, the police, and the courts, as well as the likelihood of crime and violence.
Control of corruption captures perceptions of the extent to which public power is exercised for private gain, including both petty and grand forms of corruption, as well as “capture” of the state by elites and private interests.
The indicators are reported both in their standard normal units, ranging from −2.5 to 2.5, and in percentile rank terms from 0 to 100, with higher values corresponding to better outcomes.
In Figure 14.5, the selected low-income countries are Benin, Burkina Faso, Burundi, the Central African Republic, Chad, Comoros, the Democratic Republic of the Congo, Eritrea, Ethiopia, The Gambia, Guinea, Guinea-Bissau, Liberia, Madagascar, Malawi, Mali, Mozambique, Niger, Rwanda, Sierra Leone, Somalia, Tanzania, Togo, Uganda, and Zimbabwe.
The lower-middle-income countries are Cabo Verde, Cameroon, Republic of Congo, Côte d’Ivoire, Ghana, Kenya, Lesotho, Mauritania, Nigeria, São Tomé and Príncipe, Senegal, Sudan, Swaziland, and Zambia.
The upper-middle-income countries are Angola, Botswana, Gabon, Mauritius, Namibia, and South Africa.
The countries that have experienced emergence, especially the last of the BRICS (Brazil, Russia, India, China, South Africa), share one major feature, namely, their ability to let their models evolve by adopting governance principles that have enabled them to defuse potential conflict.5 In fact, they have managed to have peace prevail, thereby boosting both output and their brand image. This approach embodies the more values-oriented version of emergence, which coexists alongside the methods favored by rationalists.
All of these countries have promoted investment, seeking both to hold on to domestic investments (and prevent local entrepreneurs from offshoring their savings or balking at establishing factories at home) and to capture a sizable share of foreign direct investment.
By shrewdly opening up to foreign markets, these countries have succeeded in accessing new technology and new production techniques, thereby strengthening the capacity of their workers and entrepreneurs. In addition to the establishment of economic programs backed by diverse schools of thought, governance and the quality of institutions have played a key role in the process of expediting growth accompanied by reforms that have revamped the macroeconomic framework.
It seems, according to Acemoglu, Aghion, and Zilibotti (2006), that the impressive performances of Asian countries in the 1950s and the 1970s was a result of a policy they opted for that should likewise be pursued by all countries lagging behind in terms of technological breakthroughs. Such countries should pay more heed to institutions capable of facilitating capital accumulation and imitation. Acemoglu, Aghion, and Zilibotti’s research points out that differences in income per capita and productivity from one country to another are largely explained by the countries’ choice of appropriate institutions. As they see it, the quality of institutions, apart from its inherent virtues, is such that it will promote technical progress. More specifically, education and research are growth factors in all countries, irrespective of their level of technological development.
On its path toward economic emergence, and despite persistent hurdles, the Senegalese government has in the past few years striven to improve economic policies. Indeed, the country’s new leaders appear to have grasped the pressing need to focus on the quality of institutions, which all too often has been the missing link in public policies. In that context, which is in line with provisions of the West African Economic and Monetary Union (WAEMU), the African Union, and the Bretton Woods institutions, it is worth underscoring the notable progress made with expediting growth, which has enabled the country to insert itself into the global economy. That option seems particularly apt given that a series of assessments have suggested the need for the country to migrate toward quality and abandon the numerous misadventures that have long constituted hurdles to economic emergence.
It seems useful to lay out the stakes associated with governance backed by credible institutions in order to arrive at an accurate assessment of the scope of those policies for the Plan Sénégal Émergent.
First, the quest for institutional stability and national cohesion is paramount if the political elites’ societal projects are to come to fruition. The need to mobilize citizens in support of an ideal requires transparency on the part of the authorities, a participatory approach, and sound practices. Numerous international and civil society organizations extol the virtues of dialogue, consensus building, and conflict prevention in the quest for national cohesion, which is a prerequisite for sustainable economic development. Since the early 1990s, following advances in telecommunications, a democratic model has made headway the world over and given rise to fresh aspirations in Africa, best understood as a demand by citizens to be more involved in the management of public affairs and to be governed in accordance with the rules and standards in force in modern democracies. A survey conducted on five continents suggested that citizens, as the real players in development, are much more disposed to “roll up their sleeves” when they are well informed and involved in governments’ decisions. Conversely, when not well informed and well involved, they become indifferent and may even obstruct social progress.
Second, at the financial level, the so-called third-generation crisis models point to financial fragility as the core explanation for the turbulence experienced by emerging market economies in the 1990s. They see transparent reporting and surveillance of banks and financial markets as key factors for preventing crises. More broadly, they suggest that good governance is essential to ensure stable financing for the economies of developing countries. Nonobservance of corporate governance principles contributed markedly to exacerbation of the crisis in Asia in 1997. The general public pays a heavy price for a fragile financial system caused by lack of governance, which also prevents continuity in the allocation of resources.
Third, by their very nature (involving participation, transparency, accountability, effectiveness, efficiency, and the primacy of the rule of law and justice), good governance and economic development are intertwined. Institutions have a strong and significant impact on the growth of per capita GDP, perhaps partly because they can boost the viability of actions undertaken by the authorities (Edison 2003). Good governance maximizes existing resources and facilitates growth. According to the United Nations Development Programme (UNDP), without transparent and accountable institutions, and without equity, development would not be sustainable.6 Deficient economic governance, opaque fiscal procedures, corruption, and the quest for rent are all detrimental to investment and therefore detract from efficiency and growth. Likewise, a lack of governance reflected in arbitrary decisions and irresponsibility on the part of government authorities has a dampening effect on economic outcomes. Good governance is a catalyst of well-being, a driving principle capable of reconciling economic effectiveness and equity, the state, and citizens and of establishing democracy as the nucleus for the participation of individuals. In short, common sense suggests that economic agents pursuing good governance can perform better than others.
Fourth, as regards promoting investment, lack of governance, because it encourages corruption, acts like a tax on enterprises, raises costs, and reduces the incentive to invest, which leads to a decline in gross fixed capital formation. It creates extra expenses related to transaction costs and illegal exchanges. Finally, predictability presupposes orderly continuity in government institutions and the political framework, which only good governance can guarantee. The tax exemptions that are typical of a lack of governance facilitate tax dodges and evasion, create microeconomic distortions, provide fertile ground for corruption, and establish a vicious circle whereby the tax base is eroded, which always ultimately leads decision makers to increase taxes so as to avoid fiscal deficits. In their 1998 study of the impact of institutional uncertainty on investment in 60 countries, including 12 in Africa, Brunetti and Werder identified four sets of uncertainty indicators, all of which relate to governance: governmental instability, political violence, political uncertainty, and law enforcement uncertainty.
Fifth, governance is a powerful vehicle for combating poverty and inequality. For example, in examining the causes of famines, researchers have reached the conclusion that they are generally the result not of a lack of food, but rather of people’s inability to gain access to the food resources that in fact are often there. Admittedly, that inability stems in part from lack of income, but it is also brought about by a lack of rights and democracy. Of all the famines the world has known, none has occurred in a country endowed with a democracy backed by individual freedoms, an independent press, and a genuinely functional opposition. In examining the growth of income for the poorest income earners, researchers find that sound public administration is progressive, in addition to being associated with higher rates of income growth for both poor population groups and the population as a whole. Corruption robs the state of revenue, causes waste in public spending, and diminishes the government’s chances of tackling poverty reduction challenges. The World Bank finds a broad and statistically significant link between lack of governance and the poverty rate (Diarra and Plane 2012).7
The importance of institutions in economic development has been shown by Kaufmann, Kraay, and Zoido-Lobaton (2002), using a synthetic indicator of good governance that encompasses the observance of human and democratic rights, political stability and the absence of political violence, government effectiveness, the simplicity and swiftness of administrative procedures, respect for the rule of law, and efforts to combat corruption. For its part, the IMF (2005) has shown a strong correlation between the quality of institutions and increases in per capita income. According to that finding, sub-Saharan Africa would have increased its per capita income by two-and-a-half times if its institutions were of the same average quality as institutions in the world as a whole. The same studies have established that institutions exert a significant impact on economic growth by fostering the sustainability of sound practices. Likewise, quality institutions help reduce volatility of growth and thereby make it easier for a particular country to achieve its economic and social goals.
The legal environment for business encompasses a fairly vast field that includes, notably, corporate law, transportation law, laws governing the sale of merchandise, compulsory liquidation law, security interest law, debt recovery law, competition law, arbitration law, financial information (reporting and audit), and the legal status of merchants and of entities carrying on a business activity. Labor law is likewise a discipline inseparable from business law. The judicial environment has to do with the administration of justice—specifically, the human and technical resources employed within that system.
This environment is often fraught with business insecurity and instability. Indeed, (domestic and foreign) investors and the business community in Senegal often complain of shortcomings in the business environment. Essentially, those hurdles stem from the legal and judicial uncertainties with which companies have to contend.
The legal uncertainty is linked above all to
The outdatedness of current law, which is no longer applicable to the economic base.
Instability regarding the permanence of applicable rules.
Uncertainty within judicial bodies, and hence the enormous difficulty of knowing what laws are applicable in a particular case.
The judicial uncertainty, which has multiple roots, results especially from
The lack of specialized training in business law (especially financial litigation) for judges and officers of the court.
The lack of a continuous training system for court personnel.
Ethical issues in the judiciary.
The lack of a disciplined framework in regard to information in the area of legal sciences.
Widespread problems in the judiciary with working tools and judges’ salaries.
Thus, priorities for economic transactors appear to include the importance of ensuring that contracts are enforceable or, failing that, that commercial disputes are settled by arbitration or the courts in an equitable and transparent fashion.
Thus, a corrupt judicial system or corrupt law enforcement clearly acts as a disincentive for investors. Foreign investors will create joint enterprises with domestic entrepreneurs only if they regard the judicial system as professional, independent, and largely immune to corruption.
The legal and judicial environment can therefore do much to
Enhance conditions for free competition among companies and businesses.
Provide enterprises and investors with legal and judicial security, by facilitating transparency in the enforcement of laws and regulations.
Restore trust among business executives and investors.
Here, it is worth highlighting the steps that have been taken in the subregion to improve the legal and judicial environment for business. The Organization for the Harmonization of Business Law in Africa (OHADA) Treaty, signed by 16 Franc Zone states in September 1995, marks a major step forward in terms of legal certainty. Indeed, the specific bodies it established (the Common Court of Justice and Arbitration, the Regional School of Magistracy, and the Permanent Secretariat) all point to the member states’ determination to create a favorable environment for the private sector.
From that perspective and with a view to completing the framework of rules governing activities devoted to the production of goods and services, a draft Community Investment Code is currently being prepared for the WAEMU zone to provide investors with greater “visibility.”
In light of the above, Senegal has adopted virtually all economic and political governance standards in order to lay the foundations for the conflict prevention, stability, and lasting peace needed for sustained economic growth.
As regards public administration, like a number of other African countries following implementation of economic programs backed by the Bretton Woods institutions, Senegal has embarked on a fiscal adjustment process that lays increasing store by transparency. Thus, decision makers are striving to implement IMF and WAEMU fiscal transparency policies. Successful fiscal management has enabled some African states to raise funds in financial markets and significantly improve their rate of economic growth.
In the financial sector, the government has signed on to international financial standards set by the Financial Stability Forum, in which some African institutions participate. The financial sector reforms have included the establishment of a prudential standards framework and the restructuring of banking systems. The focus has been on liberalizing monetary policy, particularly by adopting indirect market-based regulatory instruments. Similarly, prudential and supervisory provisions have been strengthened and harmonized in line with international standards in order to ensure greater stability. Most central banks have become more independent and have achieved encouraging results in their efforts to curb inflation. In line with international practices, almost all banks of issue now have oversight bodies to supervise credit institutions.
With respect to efforts to counter money laundering, the fact that some countries have adopted international standards and codes reflects a growing concern with that issue in Africa. Thus, within the Franc Zone, in 2002 the three issuance zones adopted legal frameworks for fighting money laundering and the financing of terrorism. The set of provisions adopted is based extensively on the international standards currently in force, especially those of the Financial Action Task Force, to combat money laundering.
Legal and judicial security concerns are paramount. It is becoming increasingly vital for investors to be able to have a sound grasp of the legal and judicial environment and, in fact, the rules in force in Senegal are becoming increasingly consistent with international standards. Thanks to the enforcement of those rules, efforts are underway to strengthen judicial systems, particularly by providing training for judges. As part of the integration process, the countries in the Franc Zone have harmonized their business law, thanks to the establishment of OHADA, which represents a major advance in terms of the improvement of the business environment.
The improvement of public policies in Senegal is a major achievement, despite ongoing qualms in some areas. The country seems to have grasped the pressing need to focus on the quality of institutions, an area that has often been neglected in policies in Africa.
From that perspective, the Plan Sénégal Émergent envisages, at precisely the right time, forging the kind of “development-oriented” state (état «dével-oppementiste») that is increasingly advocated by economic bodies in the African Union. By this means, the idea is to promote economic growth and strengthen human capacities. Such an authority would create new institutions and build formal and informal support networks between citizens and government bodies and exploit new opportunities for profitable activities. Through the ethical behavior of its leaders, the development-oriented state acquires the strengths it needs to mobilize the lifeblood of the nation around the task of forging a prosperous country.
With that as a basis, the standard instruments and tools that put the state at the center of the economic process constitute an invaluable method of ensuring transparency in government and generating consensus, thereby helping to boost the credibility of the authorities in markets and to elicit the support of other economic agents for the economic development programs. In short, Senegal has opted to
Eschew administrative price regulation in favor of market mechanisms.
Ease exchange controls.
Liberalize trade and investment.
Rationalize tax regimes (a new tax code, the Code Général des Impôts, or CGI).
Shorten (with a one-stop shop) the time it takes to form a company.
As regards the establishment of governance mechanisms, numerous business governance instruments have been introduced, on a participatory basis, involving the state, civil society, academia and think tanks, and technical and financial partners. These instruments include the government procurement code, the Office of the State Inspector General, the Audit Office, the new law governing public-private partnerships, an investment code governing the establishment of new production units, and so on.
At the same time, the country has signed on to the World Trade Organization’s “national treatment” principles, the IMF’s Monetary and Financial Policies Code, and WAEMU’s budgetary convergence program. Senegal has also adopted a series of measures relating to legal security for business through avoidance of doubletaxation agreements.
In business practices, no distinction is made between nationals and foreigners, and there are no restrictions on employing expatriates. For their part, property right guarantees and protections are solidly anchored in practice, as is the state’s commitment to safeguarding the right to transfer capital and profits.
However, it is worth stressing that the adoption and implementation of structural adjustment programs in the 1980s led to a weaker role of the state in economic development in Africa in general, and in Senegal in particular (NUCEA 2011) and to reconsideration of the outlook for growth and the consolidation of a development dynamic across the continent.
In light of the above theoretical considerations and Senegal’s progress with respect to good governance, it might be useful now to highlight some of the challenges it faces on its path toward emergence. From a strictly economic standpoint, the main challenges are to
Continue efforts to combat corruption.
Broaden the basis for decision making in regard to the electoral process.
Put a stop to the endless tinkering with commercial contracts involving the state.
Safeguard the quality of public expenditure by establishing a mechanism to ensure that there is an economic and social return on the budget.
Promote fiscal stability and predictability.
Share economic—especially fiscal and monetary—policy decisions aimed at training and sensitizing citizens regarding public policy measures.
Guarantee emphasis on the quality and availability of economic and financial information: a competitive economy is viable only if all have access to economic information, and, in a liberalization context, official statistics are essential if the authorities are to be able to generate the kinds of timely assessments of the macroeconomic situation that investors require in order to make strategic choices.
ANNEX BOX 14.3.1 The APRM: An Innovative Mechanism to Promote Governance
The African Peer Review Mechanism (APRM) is a mechanism pertaining to the New Partnership for Africa’s Development (NEPAD), created by the Conference of Heads of State and Government of the African Union. According to its basic documents, the main objective of this innovative mechanism is to foster the adoption of policies, standards, and practices that lead to political stability, high economic growth, sustainable development, and accelerated subregional and continental economic integration through experience sharing and reinforcement of successful and best practices, including identifying deficiencies and assessment of requirements for capacity building. It sees itself as a self-assessment tool instituted in 2003 to which member states of the African Union accede on a voluntary basis. Its core goal is to promote more effective governance in the 53 member states that ratified the APRM Memorandum of Understanding arising out of the Durban Declaration of the African Union of July 2012. Since it was launched in 2003, the APRM has been embraced by some 30 member countries and could extend to all countries on the continent.
The challenges facing the APRM have to do with a qualitative shift in development policies in Africa geared to consolidating governance as an economic growth and poverty reduction tool. In that connection, economic policies in African countries have improved considerably, despite some ongoing social and political tensions. Thanks to a genuine awakening and the emergence of a new manager class, leaders have grasped the imperative need to emphasize the quality of institutions, a consideration that their previous policies neglected. Numerous countries are welcoming the efforts of the African Union and underscore the APRM’s potential impact for expediting growth and inserting the continent in the global economy. Indeed, country assessments should induce countries to migrate toward quality and abandon the multiple vagaries that have so long been obstacles to economic emergence. For the African Union, therefore, it is a question of continuing to contribute, via meetings, to the dissemination of sound practices, so as to raise awareness among states and their partners of the challenges and stakes involved in economic governance geared to sustainable growth.
The APRM, which puts the state at the heart of the economic development process, constitutes a precious tool for ensuring that government actions are rooted in transparency and a catalyst for reaching consensus, which could strengthen the authorities’ credibility in markets and induce other economic agents to abide by economic development policies. African economists have arrived at a consensus that the role of the state in the economic development process was weakened by the implementation of structural adjustment policies in the 1980s. That state of affairs implies that a change of paradigm is needed, involving the construction of a modern state capable of discharging its essential functions, especially the provision of externalities facilitating economic policies. Organizationally, the APRM is built around three poles that ensure that it is operational:
The APRM Forum, the APRM’s highest decision-making body, made up of the heads of state and government of the member countries. It meets twice a year.
The APRM Panel of Eminent Persons, appointed by the forum, to oversee the review process independently and to ensure its integrity. It is also responsible for considering review reports and making recommendations to the forum. It meets at least six times a year.
The APRM Secretariat, based in Midrand, South Africa. The secretariat provides secretarial, technical, coordinating, and administrative support services for the APRM. It also keeps a database on the political, economic, and social situation in the member states, suggests performance indicators, and analyzes outcomes in each country.
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Mamadou Lamine Ba and Tom O’Bryan
A country’s business environment may be defined as the set of political, legal, institutional, and regulatory conditions governing corporate activities. It is a subset of the investment climate, comprising the administrative mechanisms and enabling regulations used to implement national policy and institutional agreements.1 These factors shape the way key stakeholders (including government agencies, regulatory authorities, and professional associations) act in enabling the private sector to take better advantage of investment opportunities and fully perform its function as the driving force behind the creation of wealth and jobs in a given country.
Countries with a welcoming investment climate often achieve a higher investment rate when they also manage to attract more foreign direct investment (FDI). That, in turn, enables them to achieve higher rates of economic growth to generate more value added and jobs. In short, it spurs corporate investment and subsequent growth (Fries, Lysenko, and Polanec 2004). Most empirical studies have shown that private investment (combined with public investment) is the chief long-term determinant of economic growth and of the economic transformation needed for sustained improvements to citizens’ well-being, which is the ultimate goal of all government action.
This is why it is so important for those countries striving for emergent status to make arrangements conducive to private sector investment and to develop a set of effective administrative services for the domestic and international private sector. Such arrangements quickly make a difference by enhancing the impact of both public and private investment, expediting the pace at which both value added and jobs are generated. Organisation for Economic Co-operation and Development (OECD) member countries and emerging market economies are generally considered to appeal more to private investors. Developing countries such as Senegal need to embark on reforms aimed at creating a business environment similar to that found in the emerging market economies and OECD countries in order to improve their investment climate, thereby attracting more FDI, innovation, and technology transfers and reducing both country and environmental risks.
The government of Senegal is intent on charting a path to emergence with the private sector as the driving force for growth. The pursuit of that objective requires the establishment of a business environment conducive to increased productivity, domestic investment, and FDI. In the area of firm productivity, Senegal needs to make progress, as suggested in the latest World Bank (2017b) investment climate report. Labor productivity in Senegal’s formal manufacturing sector, although higher than in most sub-Saharan African countries and higher than its level of development would suggest, is more than three times lower than that in China, four times lower than that in Brazil, and five times lower than that in South Africa (see Annex 15.1). Senegal fares relatively well in terms of total factor productivity, which is higher for the median manufacturing firm in the country than it is in Ethiopia, Côte d’Ivoire, Mali, or Nigeria. However, total factor productivity in Senegal remains much lower than in the best-performing comparator countries (Annex 15.1). Overall, in terms of productivity, Senegalese manufacturing firms appear competitive only on a regional basis, but not outside sub-Saharan Africa.
Against this background, as part of the Plan Sénégal Émergent,2 the government has announced that flagship reforms will be undertaken to complement key development projects. Thus, the Program of Reforms to Improve the Business Environment and Competitiveness (PREAC), adopted at the 11th Meeting of the Presidential Investment Council (CPI) in December 2012, has been incorporated into the plan as one of the instruments for carrying out the plan’s flagship reforms and promoting key development projects. The initial review of the PREAC conducted at the 12th Meeting of the CPI in June 2015 provided an opportunity to acknowledge improvements and initiate a PREAC Phase II (2016–18). This new initiative seeks to reduce factor costs to increase competitiveness and strengthen government services.
To that end, it will be necessary to draw on and make use of instruments and methods tested in other countries, such as Mauritius and Morocco, which in the past 10 years have managed to increase their per capita income significantly, improve their business environments, and join the ranks of emerging market economies.3 It will also be necessary for the various stakeholders to build and consolidate coalitions that will enable the economy to prosper and remain competitive over the medium and long terms by upholding the principles of free enterprise and of widely recognized economic and democratic governance.
The literature identifies a vast array of determinants that influence how attractive investors consider a given country’s business environment to be. Considering the example of Turkey, Loewendahl and Ertugal-Loewendahl (2001) identify a number of determinants, all of which are broadly tied to key location factors in a host country. These determinants are broadly divided into (1) economic determinants, such as FDI track record and telecommunications infrastructure; (2) FDI-enabling environment determinants, including social amenities and investment incentives; and (3) political and institutional determinants, such as coherence of FDI policies and of the political system.
Bloningen (2005) also highlights evidence of exchange rate effects and effects of taxation, institutions, trade protection, and trade as determinants of FDI. Conducting a comparative analysis of Morocco and Tunisia, Nicet-Chenaf and Rougier (2008) find evidence that improving these determinants in one country can even have a knock-on effect in a neighboring country. Their analysis suggests that increased FDI in Tunisia indirectly attracts FDI to Morocco, most likely by driving improvements in national and regional business climates.
Research also indicates that total market size is a robust determinant of FDI (Chakrabarti 2001). Lipsey (1999) studies FDI flows to Asia and finds that market size is a highly influential determinant for affiliates that sell mostly in the local market. Daniels and Quigley (1980), examining Latin American countries, find that market size is not only significant, but in fact the most important variable, in explaining FDI inflows.
Love and Lage-Hidalgo (2000) examine outward US FDI into Mexico for the period 1967–94 and find that a number of determinants are influential, with the most influential being market size, interest rate, wages, and exchange rates. In particular, they find that the relative wage difference between the United States and Mexico has a significant effect on the flow of FDI. Yet the coefficient on the interest rate is relatively small and nonsignificant for all types of FDI, indicating that user cost of capital is not an influential variable for determining inflows of FDI in that case.
A number of economists have also identified FDI determinants beyond these variables. This group includes Krugman (1991), who pioneered a focus on geographic factors and in particular highlighted the relationship between transportation costs within a county and FDI inflow. Wei (2000a, 2000b) finds evidence that political stability and the quality of institutions are important to FDI volumes, while Froot and Stein (1991) highlight the role of banking system performance and restrictions on the movement of capital.
This brief literature review indicates that multiple variables play a part in the assessment of a given country or zone’s attractiveness to investment even if, depending on how the economy is structured, some variables may turn out to be more influential than others.
In the theoretical and empirical literature, attractiveness is assessed using macroeconomic models to identify the factors that explain choice of location or the volumes of FDI received by an economy or region. The appeal of a geographical area is defined as its capacity to attract and retain capital, especially foreign capital. The main measure used is the dynamism of FDI flows or stocks. In addition, however, a country’s performance in international ratings, especially of competitiveness (Global Competitiveness Index), business environment (Doing Business), and corruption (Transparency International), now also serve as a barometer for private investors to employ to compare one country’s performance against another.4
Some important determinants of FDI are also areas that countries most commonly seek to address once they have established an agenda for improving the business environment and promoting investment and start paying more attention to the main variables at play.
In practice, OECD countries and new emerging markets are regarded as having the best environment for businesses, that most conducive to development of the private sector and FDI. Countries such as Senegal seeking emergent status must analyze their own environment and effectively implement improvements and innovations that will help them achieve that goal, while guaranteeing the higher profits needed to take advantage of capital flows capable of generating value added for investors and productive jobs for the economy.
The development of competitive productive environments in newly emergent economies such as Mauritius and Morocco, along with their integrated and effective administrative services, has enabled those countries to reach a high level of attractiveness and production factor competitiveness. These countries were in a situation similar to Senegal’s in the 1990s. However, they have since succeeded in creating good business environments thanks to reforms and innovations carried out by both political and technical champions. Mauritius and Morocco have consequently been able to attract structurally transformational private investments, forming value chains by positioning themselves as service and production hubs in manufacturing, finance, agroindustry, and tourism. These countries are good examples for Senegal to follow.
To maintain its growth, Senegal should aim to attract an increasing share of the total FDI going into Africa. FDI into Africa has increased since 1996, rising from US$4 billion in that year to US$41 billion in 2014, after peaking at more than US$50 billion in 2008.5 In recent years, African countries that have been able to attract high shares of FDI relative to GDP have seen their growth rates increase considerably.
FDI to Senegal has increased from about 0.5 percent of GDP in the early 1990s to slightly over 2.2 percent of GDP in recent years. However, with the exception of the late 2000s and 2006, net FDI inflows in Senegal have almost always been inferior—or equal at best—to those in sub-Saharan Africa as a whole. Further, Senegal’s FDI flows were fairly uneven between 1992 and 2015. Erratic changes in FDI volume followed the devaluation of the CFAF in 1994 and through to 2005. Indeed, FDI was estimated at US$66.8 million in 1994, fell to US$5.47 million in 1996, and then rose to US$176.8 million in 1997. This pace was maintained until 2005, when FDI volume was estimated at US$44.6 million. From 2006, when FDI was US$220.3 million, the volume grew 45.3 percent to reach US$397.0 million in 2008, thanks to dynamic growth in public works and civil engineering and in telecommunications. During this period, the country’s annual economic growth averaged about 4 percent. Net FDI flows subsequently dropped again during the period 2009–12, before picking up in 2013 (US$311.3 million) and 2014 (US$342.7 million). With the subsequent discovery of oil and gas, Senegal should be able to attract more FDI than was previously possible.6
However, while waiting for the development of its extractive sector, Senegal must continue to attract FDI by improving its existing business environment. Indeed, Senegal would need to double its share of FDI in GDP so that it exceeds 5 percent in order to see a real impact on growth.
This would not be an easy undertaking, as there is increasing competition for investment among large economies in the region, such as Côte d’Ivoire, Ethiopia, Ghana, Kenya, and Rwanda. A complex external economic environment overall also implies that countries must work harder to attract investors (Figure 15.1).
Figure 15.1. Fast-Growing Economies in Sub-Saharan Africa: Real GDP Growth and Net FDI Inflows, 2012–15
Source: World Bank 2017c.
Senegal now has an advantage as investors become warier of resource-rich countries and the emphasis turns, as it is currently doing, more toward agriculture investments and the services sector. With its abundant agricultural land and youthful population, Senegal should be able to take advantage of this changing environment.
To do so, however, Senegal must continue to focus on areas of its business environment in which it lags its close competitors or has a competitive advantage not fully exploited, such as a stable macropolitical environment and improvements in the energy and agriculture sectors and in its regional position.
Senegal has weathered recent challenging economic conditions well, and improvements in the investment climate are an important part of its resilience strategy. As a net commodity importer, Senegal has benefited substantially from the drop in commodity prices. It has successfully navigated the overall tightening in financial conditions of recent years as well as the repeated bouts of regional turbulence and instability, the Ebola pandemic, and the increasing security threat across the region.
In the face of these challenges, Senegal has nevertheless made progress in implementing the policies and reforms required to increase FDI and attract investors. Senegal’s private sector is involved in the preparation and establishment of public policies, primarily through professional associations of employers and workers. Analysts have long highlighted the key role of its private sector as the driving force in the creation of wealth and jobs, recognizing the need to provide conditions conducive to the development of private investment and enterprise.
Within that context, the government has successfully put in place a number of consensus-building mechanisms. Notable efforts to advance public-private dialogue include, in the 1990s, the establishment of the Private Sector Foundation, the Competitiveness and Growth Study Group (Groupe de Réflexion pour la Compétitivité et la Croissance, or GRCC), and the Business Environment Support Group (Cellule d’Appui à l’Environnement des Entreprises, or CAEE). These organizations have made it possible to identify, prepare, negotiate, and monitor implementation of policies intended to support private sector initiatives and assist in the management of the postevaluation process.
The government has also created a series of specialized bodies to support the private sector development strategy. These include the Agency for the Promotion of Investment and Major Works (APIX), the National Agency Responsible for Developing and Monitoring Small and Medium-Sized Enterprises (ADEPME), and the Senegalese Export Promotion Agency (ASEPEX). The impact of these organizations, however, appears to be restricted to technical coaching of formal sector enterprises, above all in Dakar.
Since 2002, the CPI has been the main forum for the exchange of ideas between the private sector and the public sector under the aegis of the President. To date, the CPI has held 12 presidential meetings, and it carried out three generations of business environment reforms between 2002 and 2015. It functions through a series of working groups, each tasked with analyzing constraints and formulating reforms to improve Senegal’s business environment. It then seeks a consensus recommendation among its members regarding the reform policies and instruments to be implemented and submits that to the President, who, once he approves the recommendation, instructs the government to implement the proposed reforms.
APIX serves as the Permanent Secretariat of the CPI and to date has overseen three generations of reform.
The first generation of reforms, decided on during the first five meetings of the CPI, concerned the legal and regulatory framework for various administrative procedures. The amendment of existing instruments and the preparation of new regulations improved the operating framework for firms and for infrastructure works prepared under public-private partnership arrangements. For example, Senegal’s toll road, the country’s main highway, was built within this framework. Finalization of the works and management of the highway was then entrusted to a private enterprise, which was awarded a 30-year concession contract.
BOX 15.1 Principal Reforms, 2002–05
Establishment of alternate traffic arrangements for entering and leaving Dakar.
Adoption of an Investment Code, updating incentives and including a revised version of free-zone export enterprise status (for companies exporting at least 80 percent of their output).
Adoption of a General Tax Code, which lowered the corporate income tax from 33 percent to 25 percent.
Revamping of the regulatory framework for infrastructure projects and labor legislation.
Establishment of the Agency to Promote Industrial Platforms.
Passage of the Law on Contracts Governing the Building, Operating and Transfer of Infrastructure (the BOT Law, known as the Loi CET in French) in 2004.
Adoption of the 2003 Mining Code.
The CPI recommended the establishment of Agency to Promote Industrial Platforms during this period to facilitate land use by enterprises. A further notable measure adopted during this period was the implementation of alternating traffic arrangements for entering and leaving downtown Dakar during rush hours, maintaining urban mobility and relieving congestion in the city. This is a clear example of the practical nature of the decisions taken by the CPI to enable the private sector to achieve its maximum potential. Box 15.1 lists some highlights among the reforms enacted in this period, including adoption of legal texts by the national assembly and establishment of processes or institutions.
The second generation of reforms, starting with the sixth meeting of the CPI in 2006, consolidated the first series of structural reforms concerning administrative procedures and operational methods for social and economic policy implementation. This period also saw the start of the country’s Accelerated Growth Strategy, the first pillar of which sought to create an international-class type of business environment, designed to lead to a rate of growth of approximately 7 percent in 2015. This period was also characterized by the gradual introduction of “one-stop shops” and the digitalization of administrative procedures, especially for trading across borders and setting up companies. As a result of these reforms, in 2009 the World Bank’s Doing Business index ranked Senegal as a top business reformer in Africa. Box 15.2 offers some highlights among the reforms enacted in the period.
BOX 15.2 Key Reforms, 2006–10
Establishment of the APIX Business Startup Support Office.
Modernization of the justice system.
Adoption of the Government Procurement Code in 2007.
Implementation of fully electronic customs clearance.
Implementation of orders for the 2008 Labor Code.
Shortening of ownership transfer times.
Passage of the Electronic Transactions Law.
Passage of the Economic Zones Law.
After 2009, the first signs of resistance to change emerged. Conflict surfaced between trade unions and employers over the direction and content of the reform of the Labor Code. This included a misunderstanding over the proposed more flexible rules for renewing contracts of indefinite duration.
While it had taken up to eight months to formulate the reforms, it took almost 48 months to implement them. This was linked to the complexity of the rules governing the adoption of reforms, but was also due to resistance to change, which blocked implementation. Here, it is worth stressing that the effectiveness of reforms undertaken in year N (when the new legal instrument is enacted) is generally felt around the middle of year N + 1 (implementation on the ground by the administration), with the full impact being felt in year N + 2 (effect of the new instrument on the user, echoed by the rating agencies’ perception). This has led to a widespread perception that the reforms existed only on paper. This highlights the importance of shortening the time it takes to prepare, adopt, and enforce legal instruments, which became the CPI’s focus when formulating the PREAC in 2012. In particular, it sought to shorten delivery time for administrative acts, including construction permits, property transfers, and connection to networks.
Hence, effects of the reforms were not felt before 2014, when they translated into improved international ratings, such as in the Doing Business index scores. When Doing Business published its annual report in October 2013, showing that Senegal had fallen two places in the rankings, many in the government reacted with confusion. Many policymakers believed the new policy and legal instruments enacted in 2013 had already been implemented. In reality, however, the “users” had yet to fully experience the reform in practice.
Furthermore, it often happens that an instrument adopted in the Council of Ministers enters into force only months later as a result of the often-substantial delays in publishing new laws and regulations in the Official Gazette. For example, Decree 2013-1071, amending certain articles in the Code of Civil Procedures, was adopted in May 2013 but did not enter into force until August 2013. This period ought to be shortened.
With the medium-term goal of achieving emergence by no later than 2035, Senegal embarked on a new cycle of reforms known as the triennial program, involving multiple flagship projects. Senegal has pursued corporate competitiveness objectives (associated with the compelling need to address issues relating to social aspirations) in an effort to catalyze the private sector to create wealth and jobs.
Monitoring the effectiveness of these reforms is a key component of the mechanism for managing the PREAC. The PREAC, incorporated into the Plan Sénégal Émergent (which was formulated in 2013 and adopted in 2014), will enable Senegal to continue to enhance its business environment and attract an increasing number of high-quality private investors. The PREAC pays particular attention to increasing FDI in Senegal (see Annex 15.2).
Since 2013, the pace of reforms has been increasing. Structural reforms in the areas of vocational training, land reform, and labor legislation are in the process of implementation. Services provided to firms regarding the creation of companies, ownership transfers, trade across borders, and the registration of security interests have improved. However, the government has yet to complete digitalization projects (tax payments, construction permits, and procurement, among others).
Between 2013 and 2015, Senegal updated and reconciled the principal instruments in its legal framework for business, namely the Customs Code, the General Tax Code, the Code of Civil Procedure, and the law governing public-private partnerships, in order to bring them into line with best practices and support Plan Sénégal Émergent projects. It also supported reforms undertaken at the regional level in the West African Economic and Monetary Union (WAEMU) and the Organization for the Harmonization of Corporate Law in Africa (OHADA, after its French name), engaging in consensus building with social partners.
While simplifying legal instruments and streamlining administrative procedures, the government also worked during this period to lower transaction costs to consolidate Senegal’s position as one of the world’s leading reformers. Key reforms between 2013 and 2015 included (see Box 15.3 for a more detailed listing) the following:
There is no longer a minimum capital requirement for setting up limited liability companies (LLCs, or SARLs in French) in the country: the capital required is freely defined by those setting up such companies. Businesses can now be established in a time frame similar to that in the United States (5.6 days versus 6 days in Senegal, according to World Bank 2017a), even though the related financial costs (fees, stamps, and so on) need to be further reduced. Formal firm creation has become much faster and simpler.
The notary fee for registering land ownership transfers has been lowered to 5 percent (as of 2015), following an earlier reduction from 15 percent to 10 percent in 2013.
The government has undertaken significant regulatory reforms to support tourism: extending a value-added tax (VAT) reduction to all tourism activities, halving government royalties on airline tickets, and eliminating entry visa requirements for tourists.
The electricity consumption prepayment required for connection to the grid has been halved. Senegal is now building a network of efficient public services, with one-stop shops and electronic (replacing paper) procedures to achieve more effective delivery of administrative services to users, especially enterprises.
BOX 15.3 Recent Regulatory Reforms
Regulatory reforms favorable to firms and foreign direct investment (FDI) implemented in recent years, according to the Doing Business data set, include the following:
In 2017:
Registering property: Senegal made registering property easier by increasing transparency at its land registry and cadaster.
Getting credit: Senegal improved access to credit information by establishing a new credit bureau.
Paying taxes: Senegal made paying taxes less costly by reducing the cap on the corporate income tax and implementing more efficient accounting systems and software.
Resolving insolvency: Senegal made resolving insolvency easier by introducing a new conciliation procedure for companies in financial difficulties and a simplified preventive settlement procedure for small companies.
In 2016:
Starting a business: Senegal made starting a business easier by reducing the minimum capital requirement.
Registering property: Senegal made transferring property less costly by lowering the property transfer tax.
Enforcing contracts: Senegal made enforcing contracts easier by introducing a law regulating voluntary mediation.
Obtaining electricity: Senegal’s electric utility made establishing electric services less time-consuming by streamlining the review of applications and the process for making the final connection, as well as by reducing the time required to issue an excavation permit. It also made obtaining electricity less costly by reducing the security deposit required.
In 2015:
Starting a business: Senegal made starting a business easier by reducing the minimum capital requirement.
Dealing with construction permits: Senegal made dealing with construction permits less time-consuming by reducing the time for processing building permit applications.
Registering property: Senegal made it easier to transfer property by replacing authorization from the tax authority with a notification and setting up a single step at the land registry.
Obtaining credit: Senegal improved its credit information system by introducing regulations developed by the West African Economic and Monetary Union (WAEMU) that govern the licensing and operation of credit bureaus.
Protecting minority investors: Senegal strengthened minority investor protections by introducing greater requirements for disclosure of related-party transactions to companies’ boards of directors; by making it possible for shareholders to inspect documents pertaining to related-party transactions and to appoint auditors to conduct an inspection of such transactions; and by making it possible for shareholder plaintiffs to request from the other party, and from witnesses, documents relevant to the subject matter of claims during trials.
Paying taxes: Senegal made paying taxes easier for companies by abolishing the vehicle tax and making it possible to download the declaration forms for the value-added tax online.
All these reforms have contributed to raising Senegal’s scores and rankings in international classifications (Figure 15.2). It is hoped that these improved international positions will encourage new investors to enter the country and existing investors to expand their activities. Over the 2012–15 period, net FDI inflows averaged 2.3 percent of GDP, and this figure is expected to increase. For now, Senegal is the third-biggest recipient of FDI in the WAEMU zone and the second-largest economy in this single-currency (CFAF) economic union.
Figure 15.2. 2011–17 International Rankings for Senegal
Sources: World Bank 2017a (panel 1); the Ibrahim Index of African Governance (http://mo.ibrahim.foundation/iiag/) (panel 2); and the Legatum Prosperity Index (www.prosperity.com) (panel 3).
The reforms of the past few years have led to improved competitiveness and governance. Nevertheless, over the past decade, the pace of improvement has remained slower than in countries like Morocco or Rwanda, whose respective business environment scores (as measured by the Distance to Frontier indicator)7 of 69.8 and 67.5 in the 2017 Doing Business survey (World Bank 2017a) are vastly superior to Senegal’s. Likewise, many comparator countries are outperforming Senegal for now on this indicator (Figure 15.2, panel 1). However, Senegal has been catching up over time, now outperforms Ethiopia, and is currently close to Côte d’Ivoire.
In the Mo Ibrahim (Ibrahim Index of African Governance) rankings,8 Senegal is improving on the dimension related to the business environment (the sustainable economic opportunity component). The country scores well above the African average on this component and did better than countries like Côte d’Ivoire, Ethiopia, and Ghana in 2015 (Figure 15.2, panel 2).
In the Legatum Institute’s prosperity ratings,9 Senegal is improving on the Business Environment subindex, with its score having risen from 42.9 to 47.4 between 2001 and 2015 (Figure 15.2, panel 3).
As a result of the regulatory efforts in recent years, the country also saw its position improving on the Transparency International Corruption Index between 2011 and 2015. Overall, the Plan Sénégal Émergent impulse has helped the country to improve a number of key rankings (Table 15.1).
TABLE 15.1 Senegal’s Evolution on Key International Rankings
Sources: The Ibrahim Index of African Governance (http://mo.ibrahim.foundation/iiag/); The Legatum Prosperity Index (www.prosperity.com); Transparency International; World Bank, Doing Business; and World Economic Forum.
Note: PSE = Plan Sénégal Émergent.
Senegal’s current challenge is to curb structural constraints on investment, seeking to limit practices and statutes that guarantee profits only to a segment of firms. These firms either function in sectors in which profits, not to say rent, are guaranteed from the outset or engage in informal activities that are barely recorded in the national accounts, even though they are highly profitable.
During the twelfth meeting of the CPI, Senegal’s President instructed committee members to formulate a second phase of the PREAC, to cover the period 2016–18. The implementation strategy should generate a win-win coalition geared to lifting Senegal out of a rent-driven economy, reducing factor costs, and enhancing the quality of services provided by the administration. The three-pronged working method aimed at shifting from a bureaucratic to an effective administration that was tested in the 2013–15 PREAC needs to be enriched by best business environment and results-based management practices. This will involve
Simplification of legal instruments, stages, provisions, etc.
Automation of processes, tools, and processing windows.
Modernization of resources and working environments.
Such a working method will enable the enactment of laws and enabling regulations in less than a year and will ensure that business operators and the population quickly feel the implementation and impact of the law. From a governance-and-reform-financing point of view, it is vital for Senegal to overcome ongoing problems with anchoring the reforms and getting institutions to cooperate. This will ensure that this generation of structural reforms is completed by 2018, at the end of this cycle.
Moreover, in addition to resolving constraints derived from a lack of institutional cooperation, it will be important to ensure that key stakeholders are involved from the beginning. This will facilitate an analysis of the dynamics of key players and allow estimation of the resistance to change.
In short, the new PREAC road map aims at completing structural reforms (Table 15.2). These reforms relate to property rights, land reform, the payment of taxes and tax collection procedures, the commercial law court, transparency regarding the fees charged for central and decentralized administrative acts, regulation of the informal sector, and labor legislation. They should also include the scaling-up of e-procedures for investment and trade.
The projects and sectoral reforms required to lower factor costs (logistics, irrigation, electricity, vocational training, financing, interconnection with neighboring countries, and an investment platform) must be finalized by mid-2018 to establish and reinforce competitiveness and to strengthen Senegal’s position as a hub in the West African subregion.
Finally, parallel to the above, and to accelerate change, internationally oriented special zones need to be installed, modeled on the economic zones and focal points of growth established in China, Mauritius, Morocco, and Singapore. These dedicated export- and consumption-oriented zones could be set up by updating a framework that provides for autonomous management, respecting corporate governance and economic management rules and building on the 2007 law governing special economic zones in Senegal.
By carrying out the structural reforms needed to make firms more competitive and establishing global market-oriented special zones, Senegal will enhance its appeal and increase its chances of fully exploiting its national opportunities and wealth of resources. Resident enterprises, whether large businesses or small or medium-sized enterprises, will be able to develop profitable value chains through greater private investment. That in turn will help to scale back the informal sector and provide future generations with meaningful resources for increasing their skills and inheriting an emerging market economy in 2035.
Annex Figure 15.1.1. Labor Productivity in Senegal and Other Countries
(2009 US dollars)
Source: World Bank 2017b, based on data from the World Bank Enterprise Surveys.
Note: Labor productivity data are in 2010 US dollars. All data points are for the median firm in the country. Data in the figure cover manufacturing only.
Annex Figure 15.1.2. Labor Productivity in Manufacturing and Level of Development
Source: World Bank 2017b, based on data from the World Bank Enterprise Surveys.
Note: All data points are for the median firm in each country on each measure of performance. For presentation purposes, the figure shows only countries with per capita GDPs of US$12,000 or less. Countries with GDP per capita greater than this amount are, however, included in the calculation of the linear projection.
Annex Figure 15.1.3. Firm-Level Total Factor Productivity in Senegal and Comparator Countries
(Percent)
Source: World Bank 2017b, based on data from the World Bank Enterprise Surveys.
Note: Total factor productivity, or technical efficiency, is calculated using regression analysis. Total factor productivity differs from labor productivity in two ways. First, it takes capital use into account. Second, it controls for the subsectors of manufacturing. To the extent that differences in labor productivity are due either to firms not using capital intensively or to their operating in low-productivity sectors, total factor productivity should control for this. Total factor productivity and labor productivity tend to be very highly correlated at the country level. The country estimates in the figure are from LAD regressions. Data in the figure cover manufacturing only.
The minimum capital requirement is no longer in force, and stamp taxes are no longer levied when one is establishing an enterprise.
Registration fees for real estate purchases have been lowered to 5 percent, and the procedure is complete up within 30 days following the establishment of the prior declaration and the merging of the registration and land registration procedures.
Construction permit applications can now be made online using the TELEDAC electronic platform and are resolved within 40 days.
Connection to the wastewater system now takes only 30 days for a company, using the Special Counter for small and medium-sized enterprises.
For connection to the electric grid, both consumption prepayment fee and setup times have been halved; a one-stop shop for small and medium-sized enterprises to be connected to the electricity grid has been set up in the Large Accounts Department of Senegal’s electricity company (SENELEC).
A billing system for terminal handling charges for containers has been adopted, with pricing simplified from 46 prices to 6.
Internship and apprenticeship contracts have been incorporated into labor legislation in order to make the rules more flexible and to make it easier to employ young people.
Alternative conflict settlement mechanisms have been promoted, to encourage the use of mediation, conciliation, and arbitration to settle commercial disputes within no more than 90 days.
Users of collateral—especially bankers, notaries, and attorneys—are now able to check out collateral online (http://www.seninfogreffe.sn).
Work will shortly be completed on the telepayment site and the charter of electronic procedures will consolidate progress already made with setting up a services administration system in Senegal based on more widespread digitalization.
Work is under way on setting up investment platforms outside Dakar to improve the supply of administrative services in the regions and to promote investment opportunities in ecologically and geographically suitable sites in the north, south, center, east, and west of Senegal, in partnership with local communities.
Legal framework: The legal framework for business—the Customs Code, General Tax Code, Code of Civil Procedure, and law on public-private partnerships—has been updated to increase efficiency and consistency.
Shipping: A billing system for terminal handling charges or containers has been adopted and prices have been simplified to 6 instead of 46.
Tourism: A tourism revival package is being implemented—the VAT has been reduced to a flat 10 percent; the visa requirement has been abolished; the stamp tax on airline tickets has been abolished and the incidental tax on such tickets cut by half; and tax exemptions for tourist facilities are available for 10 years in southern Senegal.
Agriculture: Irrigation equipment has been suspended/excluded from the VAT.
Vocational training: Employers’ share of the wage tax contribution to vocational training rose from 5 to 25 percent between 2012 and 2015, and the Higher Education Institutes (ISEP) were established.
Hydraulics: The Rural Wells Drilling Office (OFOR) has been established as part of a service delegation plan.
Financing for small and medium-sized enterprises: Financial leasing and credit information on borrowers has been developed. At the same time, a Priority Investments Guarantee Fund (FONGIP), a National Economic Development Bank (BNDE), and a Sovereign Fund for Strategic Investments (FONSIS) have been established to support specific segments of small and medium-sized enterprises.
New land use rights (Foncier aménagé): The economic development zones and industrial platforms were scheduled to start becoming operational, and the first designated hectares were scheduled to become available, in late 2017.
Energy: The Energy Mix Plan has been implemented, with the eventual aim of achieving a price of US$0.15 per kilowatt; 120 megawatts of additional capacity were expected by the end of 2017.
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Ahmadou Aly Mbaye and Nancy Benjamin
In Senegal, as in most African countries, the informal sector is large and employs an important segment of the population; therefore, improving its contribution to the economy is essential to growth. The informal sector produces more than half of the country’s total economic output and accounts for three-quarters of total employment. In particular, it provides a major source of employment for youth and women, since entry is generally easier than in the formal labor market, while the incomes are always lower. It also absorbs the majority of workers leaving agriculture for the urban economy. Finally, almost all small enterprises in Senegal are informal. Thus, the informal sector provides an important contribution not only to total economic growth, but also to inclusive growth.
Efforts to improve the contribution of resources employed in the informal economy first require an understanding of why those resources end up in the informal sector to start with. In Senegal, specific aspects of the business climate contribute to a dual regulatory regime: few firms (mostly multinationals) qualify as completely formal, and most firms engage in behavior that is informal in some important respects. Among the more sophisticated and higher-value-added informal firms, for example, almost all are registered somewhere or are otherwise known to the authorities, and almost all pay some kind of taxes. However, these same firms are unlikely to keep accurate accounts, to report all of their workers or all of their income, or to pay the regulated amount of tax. For small informal firms, the same is true, but even less of their activity functions in a formal fashion.
Table 16.1 and Figure 16.1 show the share of informal activities in various sectors of the economy in Benin, Burkina Faso, and Senegal (Benjamin and Mbaye 2012a). It is clear from the data that almost all the value added in the primary sector is informal, as is the case in the service sector. Furthermore, throughout the economy as a whole, at least half the value added is informal. As for employment in West Africa, 73.3 percent of employment on average is in the informal sector (Table 16.2).
Figure 16.1. Informal Sector’s Share of GDP for Primary, Secondary, and Tertiary Sectors
Source: Mbaye and others 2015.
TABLE 16.1 Share of Total Value Added of Formal and Informal Sectors, 2003 and 2004
Source: Benjamin and Mbaye 2012a.
TABLE 16.2 Average Employment in the Informal Economy as a Share of Nonagricultural Employment, Selected World Regions and West and Central African Countries, 2000–10
(Percent)
Source: Golub and Hayat 2014.
It is our view that the cumbersome business climate contributes significantly to the predominance of the informal sector in Senegal, given that it is close to impossible to do business while operating openly and transparently.
The current business climate and cost structure in Senegal impose the following choice: either cultivate rent capture or operate informally. Neither choice promotes raising productivity.
The constraints related to the investment climate are generally perceived as encouraging informal activity. Increasingly, the economics literature views informal sector status as the result of a cost-benefit calculation on the part of the agents (Johnson and others 2000; Galal 2005; Djankov and others 2002). A hostile environment can push an agent into the informal sector, but the agent’s characteristics will also affect the decision.
Loayza (1997) views excessive taxes and regulations as the main factors explaining which sectors are dominated by informality. Moreover, according to Nipon (1991), businesses within the informal sector pay their workers 13 to 22 percent less in wages, as a result of evasion of labor market regulations. In his empirical model for Latin America, Loayza (1997) finds that tax burdens and labor market restrictions greatly influence the size of the informal sector: A one-standard-deviation change in these variables raises informality by 0.33 and 0.49 standard deviations, respectively. De Soto (1989) also stresses the role of excessive regulation. Similarly, Loayza, Oviedo, and Servén (2005) conclude that excessive regulation reduces growth and favors the development of the informal sector.
According to Arias and others (2005), excessive labor market restrictions reduce productivity and inhibit the adoption of new technology, harming economic growth. Dabla-Norris, Gradstein, and Inchauste (2008) find that the most important determinant of informal activity is the regulatory framework; they conclude that improvements to this framework, as well as better access for small businesses to certain services, in particular financial services, would allow for a significant reduction in the size of the informal sector.
Gelb and others (2009) confirm this point of view and also expand upon it. In their view, the quality of the regulatory framework and, above all, the capacity of the government to enforce regulations applicable to businesses are major factors in companies’ decision whether to enter the informal sector. In their view, a distinction should be made between two different scenarios: (1) the scenario in which there are educated individuals managing productive firms in the informal sector with significant potential for growth; in this case, improvement of the regulatory framework and better access to services could encourage them to enter the formal sector; (2) the scenario in which the regulatory framework is already good and the informal sector consists only of firms that are developing survival strategies; in this case, helping businesses gain access to social services will at best do no more than maintain their survival. Ingram, Ramachandran, and Vyjayanti (2007) test a probit model that uses perceptions of constraints in the business climate as elements in a cost-benefit analysis for locating in the formal or informal sector. Their results show a robust correlation of formal firms with certain business climate attributes—including access to electricity, finance, and land—but the authors acknowledge that without panel data, these cannot be established as causing formality.
An analysis of the business environment in Senegal reveals a number of fairly serious constraints on the international competitiveness of private companies. The modern manufacturing sector appears to be the sector that has paid the highest price as a result of the cumbersome regulatory framework. Over the past two decades, large parts of this sector have nearly disappeared, including the garment industry and the food industry, which are operating in no more than bare survival mode. During this same period, the informal sector has grown in size, so that it forms the foundation for growth, along with certain activities related to vested interests, such as mining, telecommunications, and overprotected manufacturing activities, such as the sugar industry.
The cumbersome business climate manifests itself in various forms: the rigidity of the labor market, the high cost of energy, numerous taxes and fees, and high transportation costs, among other things. The relatively high factor costs, coupled with frequently mediocre quality, is undoubtedly the main factor that explains the poor performance of exports and private investment.
The rigidity of the labor market is a major constraint on the development of formal business activity in Senegal. Golub, Mbaye, and Chwe (2015) ranked 189 countries according to various criteria of labor market rigidity (Table 16.3); and Senegal was ranked 187th out of 189, placing it among the three most heavily regulated labor markets. When one considers the criteria and subcriteria used in that ranking, Senegal is lagging quite far behind. For example, it requires 10 more days of leave than France and 20 days more than the United States and China. Of course, labor market rigidity is at the lower end of the scale in most of the rankings of business climate constraints by severity, but it is certainly a fairly meaningful indicator for private investment.
TABLE 16.3 Labor Market Regulation Index and Rank and Share of Firms Rating Labor Market Regulations as a Major Constraint, African Countries
Source: Golub, Mbaye, and Chwe 2015.
Note: The labor market regulation index is on a 0–1 scale, with 0 being the least regulated; the labor market regulation rank is out of 189 countries, with 1 being the least regulated. Firms identifying labor regulations as a major constraint are the percentage of all interviewed firms. n.a. = not available.
The cost of labor is another manifestation of the cumbersome business environment (Ceglowski and others 2015). Table 16.4 shows that Senegal is one of the countries in the sample with the highest labor costs relative to GDP.
TABLE 16.4 Annual Manufacturing Wages, Selected Countries in Africa and Other Regions, 2000 and 2010
Source: Authors’ calculations, using UNIDO INSTAT database and per capita GDP from World Bank, World Development Indicators.
Note: n.a. = not available.
Using the electricity sector as an example, the Doing Business indicators rank Senegal as 170th against other countries in ease of gaining access to electricity. In monitoring of the performance of electric utilities, operating losses in Senegal were found to be equivalent to 30 percent of electricity delivered. Similarly, investment climate assessment surveys indicate that businesses do not rate the quality of the country’s infrastructure services well. Regarding costs, Senegal is among the more expensive countries for electricity (MCC 2016).
TABLE 16.5 Indicators of the Business Climate, Selected Countries
Source: World Bank, World Development Indicators 2015.
Note:... = not available.
Surveys indicate (Mbaye and others 2014) that businesses in Senegal are discontented with tax levels and tax administration and have low levels of confidence that the government makes good use of public revenue. All of this contributes to low tax morale in the country.
The role of business taxation in competitiveness and growth is widely recognized and documented. In the countries in question, however, it appears to be more of a constraint than a factor favoring a company’s development. According to many authors, the expansion of the informal sector is nothing but the result of an incoherent tax policy that aims to maximize the collection target rather than to provide support and assistance.
In Central Africa, as in West Africa, the proportion of businesses taxed according to an accounts-based tax regime (régime du réel) is relatively low: in Cameroon it is 33 percent in Douala and 27 percent in Yaoundé; in Gabon it is 21 percent in Libreville (Mbaye and others 2015). Under such a tax regime, a company is required to provide all accounting and financial documentation related to its activities to allow the tax authority to determine its tax contribution in the most objective and reliable manner. For all those companies not subject to the accounts-based tax regime, the transparency needed by the tax authority to make an informed determination of a company’s taxable income does not really exist. Thus, in francophone African countries the largest direct tax collections come from the minority of companies that are subject to the accounts-based tax regime, particularly those that are operating under the regime applicable to large companies. There is clearly a lack of tax fairness at work here, in which the entire burden of collection is placed on the shoulders of a minority of companies.
In general, the perception that company managers in francophone Africa have of the tax system is fairly negative, and this is true for all categories of companies, in both the formal and informal sectors of the economy. The length of the queues for the settlement of taxes is considered to be abnormally long by most company managers. In general, the methods for the settlement of taxes, such as the quality of the collection service, are considered to be inefficient. Likewise, the tax rates applicable to companies are considered to be high by many companies.
There are, however, some positive perceptions of the efficiency of the collection service as well. A majority of those surveyed by Mbaye and others (2014) noted the efficiency and ease of declaring one’s taxes and reported few obstacles in the registration process. In addition, a significant number of operators in both the formal and informal sectors find that it is not always advantageous to move into the informal sector because it is then not possible to avoid bearing the costs of the value-added tax or to access public or international markets.
Survey results (Mbaye and others 2014) also indicate a very low level of confidence in the government’s management of public funds and its use of tax proceeds (Figure 16.2). Many of the managers surveyed reported that the fact of paying their taxes exposes them, as taxpayers, to fiscal harassment (Figure 16.3). Finally, the low collection rates can be explained by the limited capacities of the governments to enforce their own regulations (Figures 16.4 and 16.5). The fact that a majority of operators believe this is enough to explain the scale of tax evasion in francophone countries.
Figure 16.2. Business Survey Responses Concerning the Government’s Use of Tax Revenue and Confidence in the Use of Public Resources, by Business Income Level
(Percent)
Source: Benjamin and Mbaye 2012a.
Figure 16.3. Business Survey Responses Concerning the Perception That Tax Payments Expose One to Fiscal Harassment, by Business Income Level
(Percent)
Source: Benjamin and Mbaye 2012a.
Figure 16.4. Business Survey Responses Concerning the Level Enforcement and Honesty of Tax Filing, by Business Income Level
(Percent)
Source: Benjamin and Mbaye 2012a.
Figure 16.5. Business Survey Responses Concerning the Quality of Tax Collection Services, by Business Income Level
(Percent)
Source: Benjamin and Mbaye 2012a.
In Senegal, as elsewhere, the informal sector is very heterogeneous and strongly connected with the remainder of the economy. The relationship between the formal and informal sectors is either competitive or complementary, depending on the industry. In some sectors, such as the distribution of drugs, gasoline, or used cars, we observe a strong competition that favors the informal sector, owing to its lower prices, even though it is to the detriment of quality (Mbaye, Benjamin, and Gueye 2017).
Despite their exploitation of looser regulatory practices, informal firms have lower productivity than formal ones. Most studies on informal firm productivity show that informality is associated with lower growth as well as lower productivity. Results from Benjamin and Mbaye (2012b) corroborate the negative correlation between informality and productivity for firms in West Africa. In addition, when informality is broken down into different degrees along a continuum, the levels of formality and productivity are strongly and positively correlated. Similar results are found in Cameroon, although the sector of operation is also found to have a significant role.
Nevertheless, the diversity of the informal sector indicates that its performance can be improved by means that vary with the respective segments of the sector (such as large firms, small firms, and so on) (Benjamin and Mbaye 2012a; Benjamin, Golub, and Mbaye 2015).
The strong heterogeneity among informal firms has led to the approach of classifying firms according to a continuum of characteristics. This heterogeneity points to policy options that involve different approaches for firms in different segments of the spectrum. Further, it allows us to make use of observations to identify which aspects of firm performance—productivity, profitability, employment, longevity—can be improved along the spectrum, without restricting either policy or results to a simple formal-informal dichotomy. While all of these aspects of firm performance are important, the issues of productivity and employment have the greatest social impact. Informal firms have been shown to have lower productivity than formal firms in countries studied. The reasons for this and the best policy response to encourage informal firms to upgrade and improve their performance, however, have not been thoroughly investigated.
Many efforts to improve firm performance have focused strictly on elements of the production function (more labor skills, cheaper credit) while treating government mainly as a cost (taxes, cost of compliance with regulations). Yet research on informality reveals that many characteristics of the public regime—not only the rules, but the nature of enforcement or lack thereof—along with the quality of public services, governance, political privilege, state failures, and many other institutional features that characterize “the system” strongly influence the decisions of firms regarding informality. Further, while firms want better governance and better public services, governments want better tax compliance, and so do compliant taxpaying firms.
The preceding considerations lead to the following recommendation: Launch the kind of practical public-private dialogue that can reveal elements of a public-private bargain that enhances both public performance and private contributions to public finances. Such a dialogue toward this mutual need for reform must include actors from the informal economy and not be confined to constituents focused on defending the status quo. In Senegal, such a deal might emphasize the following issues.
The lack of accurate accounts—or the unwillingness to provide accurate accounts to tax authorities—represents a key gap in behavior between formal firms and large informal firms that could be formalized. It is noteworthy that the Association of Francophone Accountants chose the informal sector as the theme for its 2014 annual meeting. And while it can be allowed that accountants are the ones pressured to prepare accounts in ways convenient to business owners, it was the strong preference of the accountants at that meeting to bring more companies into conformity with international accounting standards. The community of accountants seemed to be seeking help both from government and from agreement within the private sector to bring a critical mass of similar large, sophisticated informal firms into such conformity, an agreement that would need to be implemented by the entire class of firms. The accountants also identified entrepreneurial skills, business climate reforms, and finance as critical areas of focus for reform.
The management of the informal economy requires, first of all, the implementation of a comprehensive and ambitious entrepreneurial policy, which should aim not only to foster an entrepreneurial spirit, but also to establish mechanisms to increase the entrepreneurial success rate. At least three out of five small and medium-sized businesses do not survive three years. Among the countless reasons that explain this catastrophic failure rate, we can mention insufficient financing, a lack of planning, excessive debt, poor cash management, inexperience, failure to comply with legislation, or even an inability to innovate, all of which are seen on a recurring basis.
These factors contributing to failure clearly show that most entrepreneurs are not always equipped to validate their business plans, much less to start and operate a business in an environment that is governed by standards and is sometimes hostile. The entrepreneurial policy that is to be defined could be focused on four points: professional training in starting a business; incubation facilities for startups; grant, subsidy, and loan programs at different stages in companies’ life cycle; and support services.
Two elements of the business climate in Senegal stand out as deserving priority attention. First, there is a need to improve coordination among the diverse registration and tax authorities, especially between customs and tax offices, and to better enforce single-taxpayer identification systems, which would help to improve the investment climate and reduce the governance issues that give rise to the country’s large informal sector. Second, business and government should collaborate on an agreement to improve both the business environment and the tax base, in recognition that each side can take actions that will improve the circumstances of the other.
The results of surveys of informal businesses in Senegal and other West African countries show overwhelmingly that these business owners prefer to rely on self-financing or financing from family (Figures 16.6 through 16.8). Evidence from investment climate assessments and other sources indicates that even when firms—including sophisticated informal firms—are eligible for bank loans, they are not inclined to take them, thus exercising what may be called voluntary self-exclusion from the formal credit market. Even when programs are instituted to increase the supply of microcredit, the take-up rates are often weak. Those who do undertake such formal loans struggle mightily to service and repay them.
Figure 16.6. Percentage of Formal and Informal Firms Financed by Internal Funds or Retained Earnings
Source: Mbaye and others 2015.
These are all indicators of the fact that informal sector entrepreneurs face very high business risks. The default risk on loans is high, and these business owners cannot afford to forfeit collateral. Thus, by financing through their own savings or borrowing from relatives, default risk is somewhat diversified, because relatives are more likely to find some accommodation that does not result in seizing collateral. In view of the strong revealed preferences for borrowing from people one knows personally and for diversifying default risk, programs to increase the supply of financing should take account of these preferences. For small but promising informal firms, a program of grants may be more appropriate in the early stages.
Interest rates are high in West Africa, as they are in Central Africa, with informal businesses facing rates that are especially high (Figure 16.9). Formal companies in Cotonou, Dakar, and Libreville are generally faced with rates of about 15 percent, while for formal companies in Douala and Yaoundé, the rates are above 20 percent. Informal businesses have to live with rates in the neighborhood of 20 percent in Libreville and as high as 50 percent in Douala and Yaoundé. The higher rates paid by informal businesses can be explained by the higher level of risk associated with these loans and by the high operating costs borne by the microfinance institutions that do the most lending to these businesses.
In West Africa, all of the businesses surveyed acknowledged having a great deal of difficulty repaying their loans, while businesses in Douala and Yaoundé appear to have fewer problems in this regard, with 30 percent and 25 percent, respectively, reporting difficulties in this area. Formal businesses report having fewer difficulties in the repayment of loans than informal businesses in all of the countries in the sample, with the exception of Benin (based on Cotonou data) (Figure 16.10).
Figure 16.10. Percentage of Companies Having Difficulty Repaying Loans
Source: Mbaye and others 2015.
Policy toward the informal sector matters, not only because of this sector’s share in the total economy but also because of the size and nature of the informal labor force. Thus, progress in the informal economy is essential to inclusive growth and to the fortunes of small and medium-sized enterprises. Informal firms have been consistently found to have lower productivity than formal firms, though the largest productivity gaps are among small informal firms. Yet even small informal firms can improve their productive performance with some help and with improvements in the business climate.
As indicated in this chapter, the prevalence and behavior of informal firms in Senegal is strongly influenced by the investment climate. Options exist for reforms in labor regulations, lowering infrastructure and energy costs to bring down the cost of doing business and providing more formal options for the larger and more sophisticated domestic firms. Improvements in the judiciary, tax systems, and public expenditures have the potential to increase the incentives for these firms to modernize their practices and raise productivity. However, large informal firms are unlikely to increase their public contributions without a public-private accord that ensures that other firms like themselves will observe the agreement and that the government will deliver better public services, a better business climate, and better use of public resources in exchange for higher tax payments from the informal sector. And even though small informal firms have little to offer in public funds, programs to improve worker training and entrepreneurship skills can enhance their business practices and the climate for competition among them.
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With little in the way of export-oriented manufacturing, much of the domestic industry in Senegal, as in most of sub-Saharan Africa, consists of import-competing production of basic necessities, particularly food products. For basic food products, such as sugar, vegetable oil, and flour, policymakers in Senegal face a difficult trade-off between maintaining employment and lowering the cost of living, both of which figure prominently in current government policy.
The products of the three industries examined here account for roughly 14 percent of the consumption basket of the poor, so lowering their prices can have a significant effect on poverty reduction. At the same time, however, the sugar monopoly is the largest private employer in Senegal, and incumbent firms in the other two sectors are also significant employers. Conflicting pressures to protect producers while lowering prices to consumers have led to a rather incoherent policy mix of high levels of protection with price ceilings.
This chapter analyzes performance and pricing in the sugar, vegetable oil, and wheat-flour-bread industries; assesses current policies; and makes recommendations for policy reforms that aim to serve the general interest of Senegalese society as outlined in the government’s Plan Sénégal Émergent. The opening sections provide an overview of the three industries’ market structure and the government policies impinging on them, followed by a breakdown of markets and policies for each industry. The chapter next presents our findings on the effects of Senegal’s policies on the differential between domestic prices and world prices. We then offer an analysis of the implications for welfare and poverty reduction, as well as an examination of the political economy of reform in the three sectors.
Upon attaining independence in 1960, Senegal’s political authorities took up the challenge of adopting an industrial strategy based on import substitution and the development of a national bourgeoisie capable of implementing it. This resulted in an overprotected economy with an impressive array of tariff and nontariff barriers, privileged access to finance, and the direct involvement of the state through public and parastatal enterprises.
The initial results were disappointing. Most of the enterprises that benefited from protection did not grow significantly. With domestic prices diverging substantially from world prices, the state and consumers continued to subsidize the local bourgeoisie. Imports grew quickly while exports fell drastically. This system soon showed its limits, with a double deficit in both the current account and the national budget, leading to a rising and unsustainable debt.
In the early 1980s, following shocks both international (oil crisis, financial crisis, etc.) and internal (drought, various macroeconomic imbalances), the state was obliged to adopt structural adjustment programs. This general move toward liberalization and deregulation nonetheless spared certain sectors in which powerful lobbies held vested interests. The sugar, edible oil, and flour sectors are three notable examples.
Senegal is a member of the West African Economic and Monetary Union (WAEMU), involving a single currency, the CFA franc, with a Common External Tariff. That tariff dramatically reduced the complexity and lack of transparency of Senegal’s tariff structure by consolidating its previous tariffs into four categories, with the top import duty rate, applicable to consumer goods, being set at 20 percent (from 2000 until 2015).1 The other major WAEMU tax on imports is the value-added tax (VAT), currently set at 18 percent on most goods in Senegal. To the extent that it applies equally to imports and domestic goods, the VAT does not provide protection to producers, but raises prices to consumers. Other smaller import taxes and fees add up to about 3 percent.
WAEMU provides for two types of special tariffs for industries under duress, consistent with the World Trade Organization’s “safeguards” or “escape clause” provisions: the Special Import Tax (Taxe Conjoncturelle à l’Importation, or TCI) and the Digressive Protection Tax (Taxe Dégressive de Protection), with the TCI being more widely used. Normally the TCI is set at 10 percent, as it is for flour when the price falls below the reference price. A special reference price mechanism is applied to sugar, as described in the next section.
If no TCI or Digressive Protection Tax applies, the maximum rate of import taxation, taking into consideration customs duties, the VAT, and other taxes, is about 45 percent. Excluding the VAT, the maximum nominal rate of protection to producers is a relatively moderate 23 percent. The effective rate of protection to processing can be considerably higher, however, to the extent that inputs enter with lower customs duties or are exempt from VAT.
Sugar is an important part of the local consumption basket of households as well as being a rural-based industry. Developing countries have become the largest producers and exporters of sugar, led by Brazil in both categories. India and Thailand are ranked second and fifth, respectively, in sugar production, while Thailand is second in sugar exports (OECD and FAO 2011; USDA 2013a). Advanced economies, particularly the United States and European Union members, have long maintained high levels of protection for their domestic sugar producers owing to strong producer interest groups.
Both US and EU prices have remained 50 to 100 percent above world levels in recent years, in spite of sugar market reforms in the European Union in 2006 that approximately halved the level of protection (FranceAgriMer 2010). Much traded sugar has traditionally been managed through bi- or multilateral agreements, with administered prices well above world levels, resulting in a very thin free market for the remaining sugar, which has traded at prices often below costs of production. In recent years, however, about a third of world production is being traded, with developing countries accounting for more than half of global sugar imports as well as the bulk of exports. Senegal produces about half of its domestic consumption for household and industrial use and imports the other half.
Since 1972, sugar production in Senegal has been controlled by the Compagnie Sucrière Sénégalaise (CSS), from sugar cane grown on 9,600 hectares located near Richard Toll in the Senegal River valley. Annual production reached about one million tons of sugar cane in 2013, or 100,000 tons refined.
CSS employs about 6,000 workers, with an approximate payroll of CFAF 16 billion in 2013, making it the second-largest employer in Senegal after the government. Many of these are part-time workers hired for harvesting. The CSS is a vertically integrated firm growing, cutting, refining, packaging, and transporting sugar cane for consumption throughout the country. Cutting is done manually rather than mechanized, substantially boosting employment, reportedly as part of an agreement with the government.
Importantly, CSS is also a major importer of sugar. CSS describes itself as responsible for ensuring the domestic availability of sugar, and accordingly imports to fill the gap between its production and domestic demand. Until 2009, CSS had monopsony power in importing sugar legally for consumer use, with industrial users allowed to import for their own use and exempt from the TCI variable levy. In 2009, private traders were permitted to import limited quantities of sugar, and the volume of imports has risen sharply since then. Just a few large traders, represented by the Union Nationale des Industriels et Commerçants du Sénégal (UNACOIS),2 seem to be involved. Since then, an open conflict between CSS and UNACOIS has broken out.
As a finished product, sugar imports are subject to the highest applicable Common External Tariff rate of 20 percent. In addition, sugar benefits from a special TCI variable levy (péréquation), with a reference price used to establish duties assessed rather than the import price. If the import price is below the reference price, all duties levied, including VAT, are assessed on the reference price. Moreover, additional duties are levied equal to the difference between the import price and the reference price, so that the TCI acts as a variable levy (valeur mercuriale). The reference price was established in September 1999 at CFAF 325,056 per ton, with some variations depending on the type of sugar, and has remained at that level since then.3 That is, the tax rate depends on the ratio of the reference price to the world price, along with the normal tax rate. If the world price of sugar is well below the reference price, extremely high rates of import protection can apply.
On the consumption side, in late 2012 the new government of Macky Sall imposed a price ceiling of CFAF 590 per kilogram, considerably bringing down the price of sugar to consumers. In May 2013, CSS revealed that it had accumulated 46,000 tons of unsold sugar—equivalent to about a third of annual consumption—and threatened to shut down its production and lay off workers. The government responded with a ban on further UNACOIS imports until CSS’s inventories were sold off, including blocking a 15,000-ton shipment of sugar at the port.4
Complaints from UNACOIS led the government to back off, releasing that shipment, with the CSS renewing its threats to shut down production. In the midst of this standoff, the government opted to lower the VAT on sugar, officially by adjusting the base on which the tax is levied rather than the reference price or the tax rate itself, so as to remain consistent de jure with WAEMU stipulations on the VAT rate. The new effective VAT rate on sugar is about 6 percent.
A variety of vegetable oils are available in the world market, each with different characteristics. Groundnuts have been Senegal’s predominant cash crop since the colonial era, and Senegal is a major producer of peanut oil. Peanut oil is relatively expensive, however, so most of the peanut oil produced in Senegal is exported, while domestic consumption is dominated by cheaper imported palm and, until recently, soybean oils. Argentina, Brazil, and the European Union are the world’s largest exporters of soybean oil. Indonesia and Malaysia are the largest exporters of palm oil (USDA 2013b). Although Malaysia and Indonesia are the most competitive producers of palm oil, Senegal imports this product mainly from Côte d’Ivoire, given that Ivoirien imports are exempt from customs duties, because of their origination within WAEMU.5
Although the market was partially liberalized in the 1990s, until 2005 the government retained a near monopoly on the production of vegetable oils through the parastatal Société Nationale de Commercialisation des Oléagineux du Sénégal (SONACOS), which produced peanut oil and oil cake, primarily for export, and imported and refined soybean oil for the domestic market. In 2005, SONACOS was privatized and renamed Suneor. A few other firms compete with Suneor in some product lines, but the latter retained a dominant market share until 2015.6
In this chapter, we focus on policies in regard to imported vegetable oils.7 Until recently, Suneor maintained a de facto monopsony on legal imports of unrefined vegetable oil given its dominant market share and protection accorded by the government. Suneor faced competition from imported palm oil from Côte d’Ivoire, a member of WAEMU, and Southeast Asia, which is generally less expensive than soybean oil on world markets. Refined vegetable oils are subject to the maximum customs duty rate of 20 percent, while Ivoirien palm oil should enter duty free, although still subject to VAT. Unrefined soybean oil enters at a lower customs duty rate of 10 percent.
The Senegalese government implemented a succession of special import taxes between 2002 and 2008 to protect SONACOS/Suneor against competing imports of refined vegetable oils, particularly palm oil:
2002–05: TCI of 10 percent.
2002–08: specific tax of 12 percent.
2006–07: safeguard tax of 25 percent.
In 2010, the government instituted an import ban on oil containing more than 30 percent saturated fats, aiming at palm oil from Côte d’Ivoire and Asia, under the guise that these oils posed health risks because of high levels of saturated fats. Ivoirien exporters were also accused of transshipping Asian palm oil. UNACOIS traders mounted a countercampaign, sponsoring a public forum with two nutritional experts who debunked the claims that palm oil adversely affects consumers’ health.8 A WAEMU commission ruled that this measure contravened the regional customs union, forcing the Senegalese government to retract the measure in late 2010.
Wheat is the world’s most actively traded grain and is not particularly restricted. About one-sixth of global production is traded. Most varieties of wheat are best produced in countries with temperate climates. The United States, the European Union, Canada, Australia, and Argentina have been the most important wheat exporters, but Central Asia and Eastern Europe, particularly Kazakhstan, Russia, and Ukraine, are rising in importance (USDA 2013b). Although Senegal produces no wheat, one of the legacies of French influence is a preference for the French-style baguette, with about 3 million consumed per day. Senegal imports most of its wheat from France. Wheat is used primarily for milling flour, which in turn is used mostly for producing bread. Wheat accounts for about 80 percent of the cost of flour. Wheat is much more actively traded than flour, with the latter accounting for less than 10 percent of trade, as a result both of the ease of shipping wheat and of the greater import protection for flour (FAO 2009).
Flour imports have fallen to very low levels since the early 2000s. There are four flour producers in the country, the largest being the Grands Moulins de Dakar, a firm controlled by the same family that owns the sugar monopoly CSS, with about a 65 percent market share of the flour market. Thus, as with sugar and vegetable oil, flour production was previously characterized by a dominant competition, but now it is subject to more competition.9 Millers manage their own imports of wheat, from which they produce flour as well as animal feed, with higher profit margins on the latter. Flour is sold to bakeries on credit.
Bread is supplied by a competitive market, with about 1,000 bakeries around the country that distribute bread through informal and unreliable transport services. Reportedly, the number of bakeries is shrinking as a result of losses. Profit margins on bread are very low or even negative, as one would expect in a highly competitive industry confronted with a price ceiling and rising costs.
There are numerous government interventions in the wheat-flour-bread value chain in Senegal. Wheat is subject to a low statutory import duty of 5 percent as well as the usual small additional import taxes, but it has been exempt from VAT since 2002, for an overall statutory import tax rate of about 8 percent. Flour, however, is subject to the maximum import duty rate of 20 percent as well as the usual 18 percent VAT. In addition, as with sugar, the usual taxes on flour are supplemented by a TCI duty when the price of imported flour is below a threshold (CFAF 201,400 per ton), though it is a fixed rate of 10 percent rather than a variable levy, as for sugar. Thus, the import taxes on flour cumulate to about 55 percent when the price is below the reference price and 45 percent when the price is above the reference price. Given that wheat is the main ingredient in flour, accounting for about 80 percent of the costs of production, the effective rate of protection on flour is very high.
Until recently, the retail price of flour has not been officially regulated, although it was set in consultation with the government. On the other hand, the government sets the price ceiling for the baguette with a government-set weight of 210 grams.10 Controlling the price of bread is highly problematic in a situation in which flour prices are free to move. For this reason, in late 2012 the new Senegalese government moved to fix the price of flour. The government has wavered on setting flour price ceilings, first lowering the ceiling to CFAF 18,890 from CFAF 20,600 for a 50 kilogram bag, and then raising it back to CFAF 20,000 after pushback from the flour producers. In 2015, flour producers demanded a reduction in VAT similar to that accorded to sugar, claiming that they were suffering losses at the controlled price of CFAF 20,000. The underlying problem is that price ceilings on flour and bread are not viable when wheat prices fluctuate on the world market.
Table 17.1 shows statutory nominal and effective rates of import taxation on these industries, based on the customs duties, VAT rates, and other levies discussed in previous sections, as of 2011. The effective rates of protection are rough estimates of the protection provided to value added, taking into consideration rates of protection of the main inputs and their approximate shares of total costs. In the case of sugar, as noted previously, the tax rate is endogenous, as it depends on the gap between the reference price and the world price. Nominal rates of taxation on final products are relevant for consumers, as they indicate the wedge that protection places between domestic and international prices. For producers, effective rates of protection depend on tariffs on final products relative to input tariffs. If input tariffs are lower than final-goods tariffs, as in the case of vegetable oil, oil processors receive much higher implicit protection than nominal rates indicate. The high input tariffs on flour, on the other hand, mean that in effect flour producers are being subsidized and bakeries taxed. The rates of import taxation relevant to consumers include VAT rates, while the rates of protection for producers exclude VAT, since it applies in principle to both imports and domestic production.
TABLE 17.1 Nominal and Effective Rates of Production, Based on Statutory Tax Rates, Sugar, Wheat, Flour, 2011
Source: Authors’ calculations, based on official Senegal documents and interviews with Senegalese officials.
A rough estimate of the statutory nominal protection for sugar in recent years is a taxation of 100 percent on consumers and a subsidy of 80 percent for producers. The effective rate of protection for sugar producers is not much higher than the nominal rate, owing to the vertically integrated nature of CSS. On the other hand, both the flour and refined vegetable oil sectors feature a large share of imported inputs in the final product price. Moreover, the inputs used by these two industries enter with low import duties. This translates into very high effective rates of protection for producers. Nominal rates of protection affecting consumers of flour and vegetable oil are substantial but not as high as those affecting consumers of sugar. Bread producers suffer from large negative protection, given that they face a price ceiling combined with high tariffs on their main input, flour.
How much protection is actually accorded to the three industries in question in view of the combination of tariffs, nontariff measures, and price ceilings? Three alternative measures of protection are (1) the statutory level of duties, (2) the actual level of duties collected, and (3) the actual differential between domestic and world prices. If import taxes are the only form of protection, the three measures should yield similar results. In practice, however, all three measures provide differing estimates of protection.
Figure 17.1 illustrates the ratio of domestic to world prices for all three industries, allowing comparison among three calculations of the ratio: using actual prices, using the prices implied by the statutory import taxes, and using the prices implied by the import taxes as actually applied.11 Actual taxes levied often differ from statutory rates because of discretion within customs in setting values and exceptions granted under special provisions.12 In the case of sugar, the actual tax rates applied, as measured by customs revenues received, have often been far below the rates called for under the reference pricing mechanism. On the other hand, for sugar and vegetable oil, domestic prices exceed world prices by as much as or more than the statutory protection implies, suggesting the presence of non-tariff barriers.
Figure 17.1. Ratio of Senegalese Domestic to World Prices: Actual and Implied by Import Taxes (Including Value-Added Tax), 2000–13
Sources: Index Mundi (http://www.indexmundi.com); and Senegal customs.
Note: World prices have been adjusted upward to account for trading costs and domestic markups.
For sugar, panel 1 of Figure 17.1 indicates that actual tariff protection (as reported in Table 17.1) typically implies domestic prices’ being about double world prices (statutory protection is endogenous because of the reference price mechanism and closely tracks world prices by design). However, until recently, Senegalese retail sugar prices were often three to four times higher than world prices. Thus, a substantial component of the price differential between domestic and world sugar prices cannot be explained by actual tariff protection, suggesting that protection is in part applied through nontariff barriers rather than customs duties, which in turn creates market power.13
In the last few years, the ratio of the domestic Senegalese retail price of sugar to world prices has declined substantially and has become closer to the level predicted by import taxation. For vegetable oil (Figure 17.1, panel 3), the differential between domestic and world prices has been much more volatile and consistently above the levels of statutory and applied import tax duties, likely reflecting the implementation of nontariff barriers on palm oil imports and the monopsony power of Suneor during much of this period. In the case of flour (Figure 17.1, panel 2), differences between the statutory and actual tariff protection and the observed differential between domestic and world prices have been considerably less than those for sugar and vegetable oil.14 The sharp drop in retail flour prices in the last few years to levels well below those implied by protection likely reflects the implementation of binding price controls.
The foregoing analysis has shown that the sugar, vegetable oil, and wheat flour sectors have been characterized by a combination of limited competition in both production and trade, high rates of import protection to value addition, and price ceilings. In the cases of sugar and vegetable oil, the dominant incumbent firms have, at least until recently, apparently benefited from substantial monopsony power. What are the pros and cons of these policies?
The most important justification for government intervention is to protect employment in these industries. Senegal’s manufacturing sector has been struggling since the 1980s. At the time of our previous study (Golub and Mbaye 2002), the Senegalese textile and tuna-canning factories were in severe difficulties, and now they have all but disappeared.15 CSS and the vegetable oil and flour-milling firms are among the few major formal manufacturers left in Senegal. If protection is removed, these firms too could disappear.
On the other hand, import protection can involve a very large disguised subsidy from consumers to the protected sectors. This cost to the consumer can be approximated as the difference between the domestic price and the world price, adjusted for transport costs and wholesale-retail costs and margins, multiplied by total consumption.16 Table 17.2 shows the results of this calculation for annual averages over 2000–10 and 2011–13. Import restrictions are estimated to have raised the domestic price of sugar by about 60 percent in 2011–13, at a cost to consumers of CFAF 247 per kilogram, for a total cost of CFAF 43 billion, triple the CFAF 15 billion average annual labor compensation bill of CSS over this period.17 Inclusion of the approximately CFAF 7 billion in import duties collected as an additional social benefit of protection still leaves costs to society that are double the benefits.18 In 2000–10, the protection of the sugar industry was even more costly relative to labor compensation, since it more than doubled the domestic price.
TABLE 17.2 Implicit Costs to Consumers and Subsidy to Producers Associated with Protection, Sugar, Flour, and Vegetable Oil, 2000–10 and 2011–13
Sources: ANSD, Deuxième enquête de suivi de la pauvreté au Sénégal (ESPS II) (for production and retail prices); Index Mundi (http://www.indexmundi.com) (for world consumption prices); and authors’calculations.
Over the period 2000–10, the estimated unit cost to consumers for this protection of processors was considerably lower, as a share of world prices, for vegetable oil than for sugar, but the total cost was higher at CFAF 49 billion, given the larger share of vegetable oils in consumer expenditure compared to that of sugar. The annual cost to consumers of vegetable oil protection in 2000–10 was about CFAF 50 billion, nine times higher than the industry’s wage bill of CFAF 5.7 billion or five times higher if customs duties (of nearly CFAF 4 billion) are included as a benefit of protection. In 2011–13, the domestic price of vegetable oil was also about 60 percent higher than the world price, and the annual cost to consumers of vegetable oil protection rose to over CFAF 60 billion and more than 10 times labor compensation. In the case of flour, the subsidy was considerably smaller than for the other two sectors in 2000–10, but it was still substantial in absolute terms at CFAF 14 billion, amounting to about four times the wage bill of CFAF 3.6 billion. In 2011–13, however, the gap between domestic and world prices nearly vanished for flour.
In the case of sugar and vegetable oils, it appears that incumbent firms have in the past received large quota rents accruing to their monopsony status. It is very hard to see any social rationale for such a situation, except perhaps that domestic production is so uncompetitive it has to be cross-subsidized by granting quota rents to producers.
Sugar, vegetable oil, and bread are important elements in the consumption of the poor. The 2011 poverty survey, Deuxième Enquête de Suivi de la Pauvreté au Sénégal (ESPS II), found that they accounted for 14 percent of total consumption among the poorest quintile of the population and only a little less for the next quintile. In an earlier analysis of 2006 data, it was estimated that sugar prices in Senegal were roughly 90 percent higher than those in The Gambia, 58 percent higher for vegetable oil, and 33 percent higher for wheat flour (Golub and Mbaye 2009). Reducing sugar prices to Gambian levels would have raised 150,000 people above the poverty line. Lowering vegetable oil and flour prices to Gambian levels would have allowed another 220,000 people to escape poverty.
A similar calculation was made for the period 2011–13, taking into account the evolution of prices. While domestic flour prices approximated world prices during this period, sugar and vegetable oil prices in Senegal remained about 60 percent above world prices. Eliminating this difference would have raised consumption levels of the poor by 3 percent and enabled about 227,000 people to move above the poverty line.19 The national rate of poverty would have declined by 1.9 percentage points, which is more than what was actually achieved between 2006 and 2011.20
The reform of the industrial sector has always been complicated in Senegal. Since independence, the country has experienced a number of reform periods, with varying results. The interplay of actors has always determined the success or failure of these reforms, which have evolved differently depending on the sector. The three sectors covered here involve three of the products that experienced the most delicate and adaptable reform processes.
The state has always faced a strong tension between the need to promote economic efficiency in these sectors and the desire to preserve social stability. The presence of very strong interest groups with important political and social interests as well as substantial economic rents has further complicated the reforms. With the liberalization of the economy, the national bourgeoisie has steadily exited from industry in favor of commerce and particularly the import-export business. The confrontation between traders/importers and industrialists has generally favored the former. The three sectors that interest us here are notable exceptions.
The sugar sector has received the most attention, given its great capacity to resist reforms. The sugar lobby, in place since 1972, has managed to hold onto rare tariff and nontariff barriers. CSS no longer has a monopoly on sugar imports, but the level of protection remains very high. In the face of this lobby, the Senegalese traders, usually affiliated with UNACOIS, constitute another important actor in this sector. UNACOIS is undoubtedly the most important employers’ group in the country in terms of the number of members (more than 70,000, according to its estimates). For many years, it has confronted the sugar lobby to obtain the liberalization of imports and the end of the CSS monopoly, using consumers as its allies, since they pay prices well above world prices.
Between the interests of these two groups, the state has fluctuated between price controls and import controls. Each time CSS threatens to close shop and put 6,000 workers in the street, the state tends to react by allowing discretionary fiscal exemptions or reducing imports. Then, whenever popular discontent increases as a result of rising prices, the state tends to control prices and encourage imports. A definitive liberalization of imports would appear to be consistent with the economic and social policies of the government. However, in order to help CSS remain competitive, it may be necessary to permit the mechanization of sugar cane harvesting and to offer an adjustment package to the cane cutters, financed by the state.
In the flour sector, we observe more or less the same actors: the traders of UNACOIS and the Grands Moulins de Dakar (GMD). However, the GMD has finally accepted the entry of other millers, and as of 2015 it controlled only 67 percent of the market. The same grounds for conflict were present, but liberalization was pursued, and the GMD found the means to live with some competition.
In the case of edible oil, the same actors—members of UNACOIS—have been in opposition to SONACOS, which became Suneor. Here too the industrialist is losing market power, but now it is the interests of the workers that makes liberalization difficult, since some factories may have to close down or at least downsize. An adjustment package will certainly be needed for those who lose their jobs. In addition, since the employers of Suneor are also shareholders, the state could offer them additional shares in the recapitalized Suneor or, if it is sold, in the new company. Efforts could also be made to integrate them into horticulture and rice operations, which are growing well in the same region.
The sugar, edible oil, and flour sectors in Senegal are fraught with controversy, with the government facing difficult choices and pressures from competing interest groups. The government faces intractable trade-offs between conflicting objectives: (1) maintaining employment in these industries, (2) keeping prices of these basic consumer items low to help the poor and head off social unrest, (3) limiting incentives to smuggle cheaper products from neighboring countries, and (4) obtaining fiscal revenues to finance public goods. The only way to lower prices to consumers by administrative fiat, while supporting producer prices through high levels of protection, is to provide government subsidies or tax breaks that bleed the budget. High levels of protection might support employment in these sectors, but they would hurt consumers and encourage smuggling.
To date, consumers have been subsidizing the few jobs created, especially the owners of these industries. For historical reasons, these trade-offs between consumers, traders, producers, and fiscal revenues are particularly acute in regard to sugar and vegetable oil, but also manifest themselves in the wheat-flour-bread value chain. These conflicting pressures have resulted in incoherent policies, with high and nontransparent protection to producers combined with price controls to benefit consumers. These offsetting policies result in highly variable rates of protection as the balance between protecting producers and shielding consumers shifts erratically while ratcheting up government intervention in price setting that politicizes economic policy.
Overall, the level of protection accorded to the incumbent firms in these sectors, in the form of customs duties and de facto monopsony, is too high, especially for sugar and vegetable oil. Lowering these levels of protection is the best way to bring consumer prices down, and it would substantially obviate the need for price controls, which are difficult to administer and set at appropriate levels. Furthermore, discretionary and nontransparent customs practices, which manipulate the level of protection through variations in import valuations rather than announced changes in statutory protection, should be eliminated to maintain a level playing field and avoid corruption.
If world prices spike, the government can consider temporary reductions in import duties and VAT rates. To boost competitiveness rather than protect rents, governments should replace protection with targeted assistance to overcome the most binding constraints and improve the business climate. In the case of sugar, this may mean expansion or the mechanization of harvesting, without, however, providing subsidies or privileged access to land and water to CSS relative to other users, notably horticultural producers.21 In the case of peanuts, processors need to focus on promoting the groundnuts sector by working more closely with farmers and providing assistance to improve yields and quality, in return for guaranteed access to their harvest through contracts. In the case of bread, the production and use of local grains should be promoted, building on recent research to promote the production of composite flour and the marketing of breads using local grains.22
More generally, these battles over rents are a sideshow to the deeper issues of reducing poverty and raising incomes. To raise incomes, labor-intensive economic growth is required. Growth in turn depends on developing a competitive economy that can export goods and services that other countries’ consumers want to buy. In this regard, Senegal’s past performance has been disappointing. Today, traditional exports are in trouble and export diversification remains limited, with little dynamism in labor-intensive sectors that could promote equitable growth.
Rather than protecting import-competing industries, Senegalese policy should focus on export competitiveness. Industries with export potential include edible groundnuts, fishing, tourism, horticulture, mining, telecommunications, and possibly light manufacturing. Senegal needs to make more progress in resolving the long-standing obstacles to competitiveness identified more than a decade ago: corruption and red tape; poor public services, notably electricity; and adversarial relations between workers and employers (Golub and Mbaye 2002).23 The government has recently embarked on an ambitious program to improve the business climate, which will need to be sustained in the coming years. Its new Plan Sénégal Émergent, with its focus on exporting industries, holds promise for the future but will require a shift in focus from the vested interests of the past to a new generation of entrepreneurs.
1 Cadot, Olivier, andJulien Gourdon. 2014. “Assessing the Price-Raising Effect of Non-tariff Measures in Africa.” Journal of African Economies 23 (4): 425–63.
2 Food and Agriculture Organization (FAO). 2009. Agribusiness Handbook: Wheat Flour Production. Rome.
3 France AgriMer. 2010. The Sugar Reforms in the United States and Europe. Port la Nouvelle, France.
4 Golub, Stephen, andAly Mbaye. 2002. “Obstacles and Opportunities for Senegal’s International Competitiveness: Case Studies of the Peanut Oil, Fishing and Textile Industries.” Africa Region Working Paper 37, World Bank, Washington, DC.
5 Golub, Stephen, andAly Mbaye. 2009. “National Trade Policies and Smuggling in Africa: The Case of The Gambia and Senegal.” World Development 37 (3): 595–606.
6 Mbaye, Aly,Stephen Golub, andPhilip English. 2015. “Policies, Prices, and Poverty: The Sugar, Edible Oil, and Flour Industries in Senegal.” Policy Research Working Paper 7286, World Bank, Washington, DC.
7 Organisation for Economic Co-operation and Development (OECD) and Food and Agriculture Organization (FAO). 2011. Agricultural Outlook 2011–2020.
8 Paris and Rome. United States Department of Agriculture (USDA). 2013a. Sugar: World Markets and Trade. Washington, DC.
9 Paris and Rome. United States Department of Agriculture (USDA). 2013b. Palm Oil: World Supply and Distribution. Washington, DC.
10 World Bank. 2015. Etude diagnostique de la chaine de valeurs arachide au Sénégal:propositions de réformes [Diagnostic Study of the Groundnut Value Chain in Senegal: Propositions and Reforms]. Report ACS16609, Washington, DC.
Oumar Bassirou Diop
Senegal is aiming to participate in the dynamics of economic emergence by establishing rational macroeconomic policies, improving its investment climate, making progress in structural reforms, fighting inequalities and disparities, and preserving human dignity and social inclusion. Some results were already achieved as of 2014 that have been deemed positive, with a 4.7 percent growth rate in GDP and a clear improvement in social indicators.
Social inclusion consists of ensuring that all citizens have the mechanisms to participate actively in the development both of their grassroots communities and of society at large. It presumes that Senegalese citizens have access to essential social services and infrastructure, including education and training; health care and food; drinking water and sanitation; suitable living conditions, environment, and housing; decent employment; and rights and protection against risks of disasters. It also presumes they have access to economic assets, as well as the existence of a relevant system to redistribute the benefits of growth to reduce poverty significantly.
Accordingly, in a general context of impoverishment and increasing inequalities, in which the purchasing power of income from labor is eroding in its capacity to ensure the welfare, or even the survival, of individuals, relations between social protection and fighting poverty emerge as important stakes for any study of the issues of social exclusion and inclusion of vulnerable groups.
In connection with Senegal’s emergence plan, the Plan Sénégal Émergent, social inclusion encompasses the aspects of prevention, mitigation, adaptation, promotion, and transformation in a broader strategy of economic and social transformation. This strategy focuses on mechanisms, operations, or initiatives, formal and informal, designed to protect individuals, households, and communities, to enable them to more effectively prevent and protect themselves against risks and vulnerabilities, to have access to fundamental goods and services, to benefit from wealth creation, to join the dynamics of self-promotion, and to thrive. Social inclusion helps vulnerable groups gain socioeconomic autonomy through two mechanisms: (1) the optimization of potential through the initiatives or productive capacities of stakeholders and (2) the promotion of sustainable, inclusive economic growth.
The interconnections between social inclusion and the fight against poverty should make it possible to address a number of concerns and to meet the main challenges in connection with emergence.
The country’s widespread poverty makes it more vulnerable, which in turn exacerbates the conditions of poverty. Progress made in fighting poverty must be continued and strengthened through social safety nets, so that any gains achieved are not later sacrificed. In other words, policies that do not sufficiently recognize the correlation between poverty and vulnerability become another factor perpetuating poverty, opening the door to chronic poverty and handing it down from one generation to the next.
Accordingly, the social inclusion approach makes it possible to direct investment to address the requirements of the general public, particularly in the areas of health, education, housing, and employment, to promote solidarity, sustainable growth, and productivity.
Social protection can contribute directly to economic growth through the following:
Increased human resources and productivity.
Improved operation of the labor market and enhanced labor productivity.
Development of entrepreneurial activities.
Accumulation (and protection) of assets.
Deepening of capital markets.
Stimulation of demand and development of local markets.
Facilitation of development of infrastructures.
Strengthening of social and political cohesion.
Making difficult economic reforms possible.
Making other sectors more efficient and effective.
Social protection can also contribute indirectly to growth through its effects on equity. By providing resources directly to poor or vulnerable persons, social protection programs are key factors in a country’s redistribution policies, which help reduce income inequality.
In general, recent research has shown that social protection expenditure is good for economic growth. Such expenditure may be even more important for countries in which the levels of social protection expenditure are very low. A recent study conducted by the World Bank (2013) on international data for the period 1996–2009 found that average expenditure on social safety nets varied between 0.75 percent of GDP for low-income countries to 5.82 percent of GDP for high-income countries. Moreover, a solid linkage was identified between social safety nets and economic growth. This implies that, within the countries, changes in the level of expenditure on social safety nets are positively liked to changes in growth.
In addition to the positive potential effects on economic growth, social protection can reduce chronic poverty. When implemented effectively, not only can social protection reduce chronic poverty today, but it is an important tool for breaking the cycle of poverty between the generations.
While social protection policies and programs can contribute substantially to economic growth, and the absence of such interventions can hinder growth, it is not necessarily true that social protection operations always promote economic growth. There are several circumstances in which social protection to support economic growth may not be successful:
Excessive taxation.
Negative incentives to work.
Insufficient transfers (in terms of quantity, coverage, or timeliness).
Insufficient linkages to productive factors.
Insufficient, erratic economic growth dampened efforts to attain the goal of cutting the incidence of poverty (34 percent) in half in 2015. The adopted approach of the concept of “poverty” emphasizes the insecurity that affects a number of areas of human existence. An empirical approach to poverty takes the form of a basket of essential food and nonfood items for each individual or group of individuals, which they require to live under decent conditions.
The results of the Second Poverty Monitoring Survey in Senegal in 2010–11 brought to light positive changes in the rate of poverty reduction. In fact, the proportion of individuals living below the poverty line continued to decline from 55.2 percent in 2001 to 48.3 percent in 2005, to reach 46.7 percent in 2011 (Table 18.1). This proportion declined slightly between 2005 and 2011 in Dakar and in rural areas and stabilized in other urban centers. In 2011, the regions of Kolda (76.6 percent), Kédougou (71.3 percent), Sédhiou (68.3 percent), Fatick (67.8 percent), and Ziguinchor (66.8 percent) were found to have the highest levels of poverty.
TABLE 18.1 Trends in Poverty Indicators in Senegal, by Urban/Rural Region, 2001, 2005, and 2011
(Percent)
Source: ANSD 2012.
In terms of inequality, nearly half of total consumption in Senegal is attributed to the richest quintile of the population (Table 18.2). There has been a substantial increase in this proportion during the past 10 years. The share of the poorest quintile has remained substantially constant at only 7 percent of the total figure. In general, according to survey data, the inequalities have not worsened. The ratio of the proportion of consumption attributed to the richest quintile to that attributed to the poorest quintile did not change substantially between 2001 and 2011. This ratio remained at 7 for all surveys across these years, which means that the richest quintile of the population consumed seven times more than the poorest quintile. The Gini index, another poverty indicator, fell somewhat during the period.
TABLE 18.2 Distribution of Expenditure by Population Quintile, Senegal, 2001, 2005, and 2011
(Percent)
Sources: ANSD; and World Bank.
Note: Calculations are based on the Senegalese Household Survey 2, Senegal Poverty Monitoring Survey 1, and Senegal Poverty Monitoring Survey.
The social protection system in Senegal is excessively narrow, as it is in all sub-Saharan African countries. The third pillar (“improving living conditions for vulnerable groups”) of Senegal’s first Poverty Reduction Strategy Paper in 2002 was devoted to this issue. The diagnostics on social protection in Senegal have brought to light the existence of formal social protection systems based on coverage of civil servants and other employees against risks—social security (Caisse de Sécurité Sociale [social security fund—CSS], Institutions de Prévoyance Maladie [health insurance institution—IPM]), Institution de Prévoyance Retraites [retirement insurance institution—IPRES]), and the Fonds National de Retraite [national retirement fund—FNR]), private insurance, and supplementary professional mutual societies. These systems are facing serious performance problems, and their capacities to meet various requirements in terms of social protection and risk management are limited. They will now be forced to face a series of substantial challenges in connection with the need to adapt to a changing labor environment, new socioprofessional and emerging household structures, and demographic upheavals in the coming decades.
It is an important matter to assess poverty in connection with the gender balance in general, and specifically among the aged and women. Such an approach will provide a view of changes in poverty among vulnerable people and in rural areas. Since implementation of the Poverty Reduction Strategy Paper, it has been found that, despite relatively moderate economic growth levels since the early 1990s, development of rural areas in Senegal continues to lag behind, hindered by structural vulnerabilities, inequitable access to public and private services, and a limited range of strategies to prevent, reduce, and address risks threatening rural households and vulnerable persons.
The Plan Sénégal Émergent is based on past results from poverty reduction strategies implemented during the period 2002–12 in connection with the first Poverty Reduction Strategy Paper and economic and social policy papers and builds on progress while addressing the profound causes of poverty to reduce its impact in terms of the vulnerabilities faced by the poor population. Despite past progress, a substantial share of the population is still exposed to poverty owing to a number of different factors, including vulnerabilities and inefficient implementation of social protection measures included in the National Strategy for Social Protection (2005–15) and incorporated as the third pillar of Senegal’s second Poverty Reduction Strategy Paper.
This segment of the population includes households living below the poverty threshold and those that are just above it, but could easily fall below it as a result of these vulnerabilities. It is likely that the poor and middle-class sectors, and possibly certain relatively affluent persons in the informal sector, cannot cover with their own resources all risks in connection with decreasing income and other shocks. Accordingly, a variety of social safety net programs have emerged to help the poor cope with the risks and shocks affecting their welfare.
In light of the delays in implementing programs to protect vulnerable groups and the acceleration of the development process in rural areas, in the Plan Sénégal Émergent, Senegal defined a social protection policy expanded to the poorest sectors with household security stipends and universal health coverage. The policy of social security or social inclusion should be considered an essential component of other policies and programs, with which they constitute a broader social development package. The main objective is to provide a complete, coherent set of policies that can help Senegal achieve greater social justice and equity in connection with its development effort. This is achieved through a series of policies and programs encompassing education, health, nutrition, and population strategy, as well as strategies for water purification and supply, food security, and specifically the development of irrigation, inclusive finance, enhanced autonomy for women, environmental protection and climate change management, disaster management, and social protection. These strategies and programs are complementary and are designed to strengthen the impact on poverty, vulnerability, and promotion of social cohesion.
With its universal health coverage initiative, Senegal aims to redirect radically the strategies and mechanisms to cover health expenditure to achieve a minimum rate of 75 percent coverage by 2017. Through this initiative, the government is using three supporting mechanisms: (1) decentralized development of health mutual societies, (2) reform of health insurance institutions, and (3) strengthening of the existing free mechanisms and implementation of free care for children 0–5 years of age.
Accordingly, the number of operational health mutual societies increased from 80 in 2003 to 237, including 217 community mutual health societies and 20 national-scale mutuals, in 2011. The number of beneficiaries is now estimated at 609,182, and accordingly, there is still much to be done to cover the entire rural and suburban populations. In 2014, 1,000,228 children between birth and five years of age benefited from free consultation initiatives, 470,278 children were immunized, and 12,066 pregnant women received free caesarian sections.
The household security stipend initiated by Senegal in 2013 provides quarterly allowances to households living in extreme poverty. The pilot phase covered nearly 48,000 households, and a generalized expansion phase beginning in 2014 reached 298,381 households against a target of 300,000 households. The goal in 2018 is to reach 400,000 vulnerable households.
The process of identifying vulnerable households for the single register pursued the objectives of Phase One of the National Household Security Stipend, targeting vulnerable households with children 6–12 years of age. For the forthcoming phases, the stipend should progressively target vulnerable households with young children and aged persons with a view to gradually reaching all poor and vulnerable households.
By expanding household security stipends to more households as identified by communities and simultaneously to all regions of the country, Senegal is taking new steps in fighting social inequalities with the aim of substantially correcting inequalities to achieve a better distribution of national wealth. Through the National Household Security Stipend, a new battle has been undertaken for universal school enrollment, health protection for children, and therefore a decline in infant mortality. In this fight against vulnerability and social exclusion of households through integrated, strengthened social protection, Senegal intends to promote education for children and to improve daily living conditions for households, particularly under the National Household Security Stipend program, launched on October 4, 2013. To benefit from the financial allocations under this inclusion program, households having children 0–5 years of age must register their children with the vital statistics register, enroll them in school, and ensure that they are regularly immunized. A total of 200,000 households were able to benefit from these stipends, in an overall amount of CFAF 25 billion, to spearhead the policy to reduce inequalities among the income quintiles.
Similarly, the process of establishing a simplified social protection regime in favor of small taxpayers was introduced in 2014. Even so, coverage of social protection is still insufficient, targeting leaves scope for improvement, coordination of interventions and resource allocations should be improved, and adequate financing for social protection must be ensured to meet the main challenges in transforming socioeconomic conditions for vulnerable groups.
Senegal now faces domestic and external shocks that make social protection an important factor in any scenario of future economic growth. The successive domestic and external shocks, as evidenced by the food, energy, and financial crises of 2008–09, slowed economic growth after a period of relatively rapid expansion. Experience has also shown a relatively limited range of policy options and programs to help the chronically and transiently poor cope with these shocks. In an open economy in which a substantial share of the population is dependent on rain-fed agriculture and exposed to substantial health risks such as malaria or natural risks such as floods and droughts, as well as the variables in connection with the informal economy, social protection measures must be created, adapted, and intensified to meet the pressing needs of the future.
Expenditure levels on social protection and social safety nets in Senegal have always been fairly low. In 2003, total public expenditure in connection with social insurance and the social safety net was estimated at 1.16 percent of GDP, as against an average of 1.44 percent for sub-Saharan Africa (2.9 percent of GDP in Latin America and the Caribbean and 2.4 percent in Eastern Asia and the Pacific, for comparative purposes). Programs were generally acknowledged to be limited in scope, under the adverse effects of multiple institutions, suffering from a lack of coherence, dispersion of efforts, and duplications. Transfers under social assistance were often nonconditional, and targeting was based on poorly defined “vulnerable groups.” Certain programs were deemed to be geographically well targeted and effective in producing economic advantages through the creation of infrastructures in poor communities and by improving access to microcredit and income-generating activities.
The absence of existing social protection programs intended to ensure a broader response to the crisis meant that immediate responses to economic slowdowns led to a substantial drain on public resources, with emergency interventions that were probably favorable to economic growth. A number of recent examples are instructive. A drought during the early 2000s had a negative impact on agricultural production. One of the main responses was the government’s decision to cancel all debts contracted by farmers. This approach was applied indiscriminately and did not reflect the localized effects of the drought. This action led to a longer-term impact of adversely affecting rural credit, with a decline in reimbursement rates.
More recently, the response to the food, energy, and financial crises was to establish subsidies costing more than 3 percent of GDP. As the mechanisms were not in place to reach the poor effectively in the short term, substantial subsidies on commodities and energy had the effect of helping everyone, while removing the potential incentives (from the supply standpoint) that the increase in food prices should transmit to rural producers, thereby compromising the financial sustainability of public services. Moreover, financial slippage in 2008, partly in connection with tax funding to address the food and fuel price crises, left the government with an accumulation of unpaid invoices to national suppliers equivalent to approximately 3.75 percent of GDP, causing a further impediment to private growth, particularly in the construction and public works sectors.
Senegal’s challenge will be to design and implement social protection operations to foster economic growth. In light of the empirical proof of how social protection can contribute to economic growth, there are a number of activities that can make a greater contribution to economic growth based on social protection policies and programs in Senegal:
Social protection interventions can be used to promote development of human resources. Monetary transfers or food distribution linked to the use of health services and school enrollment rates can promote long-term economic growth and help Senegal reduce poverty.
Basic infrastructures can be established and agricultural productivity increased for poor communities through public works. Rural areas still suffer from a combination of dependence on low-productivity agriculture, increased vulnerability to food shortages during the preharvest period, and a shortage of basic infrastructures in the country’s poorest regions and departments. Effectively designed social safety net operations combined with other service programs can involve rural communities and authorities in creating the conditions required to protect rural populations from poverty while building household and community assets required for economic growth.
Interventions in the labor market can create “employability” and increase market integration rates. Rather than through subsidized loans to “entrepreneurs” that might adversely affect the long-term sustainability of the financial sector, active programs in the labor market can increase the level of professional experience and skill, particularly among young persons and the unemployed, giving them greater access to the labor market.
Social insurance, including expansion of the pension and insurance systems, can help create domestic capital markets in Senegal while reducing the risks for households. Formal social security reform, including more extended coverage, will play a role in supporting economic development and equity in society. Sustainable contribution systems can also relieve some of the budget pressure required for support during economic slowdowns. These systems can be extended to the informal sector, for example, through microinsurance combined with microfinance, and through mutual health societies.
Social protection and labor intervention policies can be effective in helping to reduce and eliminate poverty in Senegal in households and communities, specifically when the objectives are pursued simultaneously to capture the synergies of promoting economic growth. Achievement of these objectives also promotes social cohesion and equity. Although Senegal continues to enjoy a generally stable political climate, its inability to react to shocks creates a turbulent political climate that can adversely affect political stability in the long term, on which Senegal’s long-term growth outlook is dependent.
Senegal’s social protection system is excessively narrow, as it is in all sub-Saharan African countries. The third pillar (“improving living conditions for vulnerable groups”) of the first Poverty Reduction Strategy Paper in 2002 was devoted to this issue. The diagnostics on social protection in Senegal have revealed the existence of formal social protection systems based on coverage of civil servants and other employees against risks—social security (CSS, IPM, IPRES, and FNR), private insurance, and supplementary professional mutual societies. These systems are facing serious performance problems, and their capacities to meet various requirements in terms of social protection and risk management are limited. They will now be forced to confront a series of substantial challenges in connection with the need to adapt to a changing labor environment, new socioprofessional and emerging household structures, and demographic upheavals in the coming decades.
The policy of social protection or social inclusion should be considered an essential component of other policies and programs with which social protection and social inclusion constitute a broader social development package. The main objective is to provide a complete, coherent set of policies that can help Senegal achieve greater social justice and equity in connection with its development effort. This is achieved through a series of policies and programs encompassing strategies for education, health, nutrition, population, water purification and supply, food security, and specifically the development of irrigation, inclusive finance, women’s autonomy, environmental protection and climate change management, disaster management, and social protection. These strategies and programs are complementary and are designed to strengthen the impact on poverty, vulnerability, and promotion of social cohesion.
1 Senegal, National Statistics and Demographics Agency (ANSD). 2012. Enquête suivi de la pauvreté au Sénégal [Poverty Monitoring Survey in Senegal] (ESPS-II 2010–2011).
2 Dakar. World Bank. 2013. “Senegal: Social Safety Net Assessment.” Report ACS7005. Washington, DC.
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1 The HIPC Initiative was launched in 1996 by the International Monetary Fund and the World Bank. Its aim was to reduce the debt of the beneficiary countries and simultaneously support programs to combat poverty.
2 The apparent interest rate (TIA) was calculated for external debt and domestic debt using the following formula: TIA = debt interest (t)/outstanding debt balance (t–1). The apparent interest rate for total public debt is a weighted average (using the weight in the total) of the interest rates on external and domestic debt.
3 The DSA does not take into account the growth multiplier from increased investment.
This chapter draws on Imam and Kolerus 2013 and Hall and Imam 2013.
1 Formal arrangements that are set out in law and are more visible to the public can help coordinate strategies for communicating about the risks across the agencies, creating a single message. More formal arrangements may enable the issuance of public warnings on the part of the committee as well as recommendations to take action that are issued to constituent agencies. This can foster effective use of macroprudential policy instruments even where such recommendations are not binding on the agency (Nier and others 2011).
2 While the banks are nominally part of a banking union, in practice banking is mostly conducted within national borders. Cross-border flows within WAEMU are largely in the form of syndicated loans involving a sister bank located in the country of the client. The limited integration is also reflected in the large differences in deposit and lending rates across the region (see Imam and Kolerus 2013).
3 Monetary policy will have an important role to play in this regard, but there will be limits to this support so long as the primary objective of monetary policy is price stability. In a heterogeneous currency union like WAEMU, monetary policy may even end up being procyclical if business cycles diverge—with interest rates being too low for booming countries and too high for countries that are slowing down—and hence end up being a destabilizing force for financial stability.
4 Dollarization is one form of cross-sectional risk that poses a problem in some sub-Saharan African countries, but not in Senegal/WAEMU, owing to regulatory reasons and the strong credibility of the exchange rate (see Corrales and others 2016). This means that the risks to the balance sheet of financial institutions are a priori contained.
5 While leverage—whether of households, firms, banks, or the sovereign—within the Senegalese economy is generally moderate and manageable, vigilance is required given the susceptibility to shocks, which can easily lead to a worsening of the risk profile (Imam and Kolerus 2013).
6 This approach has been followed in the euro area. The European Systemic Risk Board (ESRB) was established in December 2010, charged with providing macroprudential oversight of the EU financial system as a whole. In addition, in January 2011 the Committee of European Banking Supervisors, the Committee of European Insurance and Occupational Pensions Supervisors, and the Committee of European Securities Regulators were replaced by European Supervisory Authorities to create a new European System of Financial Supervision. The ESRB is tasked with monitoring, identifying, and predicting potential systemic risks and issuing recommendations. At the same time, the ESRB collaborates with European Supervisory Authorities, providing them with the necessary macroprudential input to assist them in carrying out their supervisory functions. One of the ESRB’s first decisions was to recommend the establishment of an efficient macroprudential policy framework in each EU member state. The recommendation was for each member state to designate an authority, through national legislation, to conduct macroprudential policy. Cooperation between the national macroprudential authorities and the ESRB would be warranted, particularly to enable the timely identification and subsequent discussion of relevant cross-border issues.
7 There were important failures in corporate governance in many countries in the lead-up to the global financial crisis. Poorly structured remuneration and incentive schemes were pervasive and contributed significantly to the buildup of systemic risk. For example, compensation practices among many financial firms often tied bonuses to short-term results, which contributed to excessive risk taking by rewarding the short-term expansion of (risky) trades rather than the long-term profitability of investments. To address these types of problems, regulatory agencies in many countries are now subjecting compensation practices at banking institutions to supervisory review.
8 See Mendoza 2016 for a discussion on the complexity due to potential nonlinearity responses of using macroprudential tools.
9 Nonetheless, regular and emergency liquidity supports are not independent. The broader (narrower) the facilities and the types of collateral accepted under standing facilities, the less (more) likely is the need for emergency liquidity assistance. Similarly, emergency liquidity assistance to the market must be distinguished from an easing of monetary policy. Emergency assistance to the market is provided temporarily to relieve market pressures following an adverse exogenous shock, while changes in monetary policy are directed at maintaining longer-term price stability.
10 The authorities are also working on an insurance fund to guarantee all payments made through the real-time gross settlement system.
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1 The Mobile Money for the Poor program was launched by the United Nations Capital Development Fund in collaboration with the Swedish International Development Cooperation Agency, the Australian International Development Agency, the Bill and Melinda Gates Foundation, and the MasterCard Foundation. Mobile Money for the Poor focuses on some of the poorest countries, where commercial development of mobile finance and branchless banking services has been marginal but the needs of the population are substantial.
2 See BCEAO, Instruction No. 004-06-2014 Relative aux Services Bancaires Offerts a Titre Gratuite par Les Etablissements de Credit de L’UMOA a Leur Clientele [Instruction No. 004-06-2014 Relating to Banking Services Offered Free of Charge by WAMU Credit-Granting Institutions to Their Customers]. https://www.bceao.int/IMG/pdf/instruction_004-06-2014_services_bancaires_offerts_a_titre_gratuit_par_les_ets_de_credits.pdf.
1 According to the Demographic and Health Multiple Indicator Cluster Survey (EDS-MICS).
1 See Persson 2002, Persson and Tabellini 2006, and Aghion, Alesina, and Trebbi 2007.
2 See Annex 14.1 for definitions of each of these indicators, as well as background on their formulation.
3 In other words, a bar of length 80 percent means that 80 percent of the countries rate worse and an estimated 20 percent rate better than the country of choice.
4 The selected sub-Saharan African countries include 25 low-income countries, 14 lower-middleincome countries, and 6 upper-middle-income countries, as classified by the World Bank. See Annex 14.2 for the country lists.
5 The author of this annex is Abdoulaye Ly. The views expressed in this annex are those of Mr. Ly only and do not necessarily reflect those of Mr. Sembene, the author of Chapter 14.
6 The UNDP believes that “democratic governance is key to achieving the MDGs [Millennium Development Goals], as it provides the enabling environment for the achievement of the MDGs and, in particular, the eradication of poverty. The crucial importance of democratic governance in the developing world was underscored at the 2000 Millennium Summit, at which world leaders agreed to ‘spare no effort to promote democracy and strengthen the state of democracy, as well as respect for all human rights and fundamental freedoms, including the right to development” (UNDP, National Program of Good Governance for Senegal).
7 According to a 2012 statement by World Bank Managing Director Sri Mulyani Indrawati, “Without improving governance, it will not be possible to lift the remaining 1.2 billion people on less than US $1.25 a day from poverty, or to achieve growth that benefits everyone.”
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1 It is now widely acknowledged that the development of the private sector in a market economy requires an improvement in the “investment climate” in order to promote economic growth and a reduction in poverty. The implicit logic of this strategy is that higher living standards and poverty reduction can be achieved only through sustained economic growth, which itself depends on an improvement in factor productivity. This relies on increased investments in human and physical capital and an acceleration of technical progress, which in turn depend on an investment climate conducive to economic activity. Thus, the investment climate is defined as the present and expected economic, institutional, and behavioral policy environment that affects the profitability and risks associated with investments. As such, it covers a broad area ranging from the regulatory and behavioral framework to the performance of firms and the functioning of factor markets in a given country (Stern 2002, 2003).
2 The Plan Sénégal Émergent is the government of Senegal’s new policy framework aimed at helping Senegal become an emerging market economy by 2035. It is based on three strategic pillars: (1) structural transformation of the country’s framework, (2) development of its human capital, and (3) good governance and rule of law.
3 According to World Bank (2017c) data, Mauritius’ GDP per capita (expressed in 2010 constant dollars) rose from US$6,245 in 2005 to US$9,470 in 2015, while the figures for Morocco indicate that GDP per capita rose in that country from US$2,369 to US$3,240.
4 See, respectively, https://www.weforum.org/, http://www.doingbusiness.org/, and https://www.transparency.org/.
5 These figures are for sub-Saharan Africa (all income levels) (World Bank 2017c).
6 Historically, resource-rich countries have seen a higher inflow of investment in the period following discovery of oil and gas resources than non-resource-rich countries. However, a number of non-resource-rich countries with a better business environment—such as Cabo Verde, Mauritius, and Namibia, have also been able to attract high levels of FDI. This underlines the importance of improving the business environment irrespective of conditions in the extractive sector.
7 According to World Bank 2017a, the Doing Business Distance to Frontier score captures the gap between an economy’s performance and a measure of best practice across the entire sample of 41 indicators for 10 areas (labor market regulation indicators are excluded). Calculating the Distance to Frontier score for each economy involves two steps. First, individual component indicators are normalized to a common unit in which each of the 41 component indicators y (except for the total tax rate) is rescaled using a linear transformation (worst – y)/(worst – frontier). In a second step, scores obtained for individual indicators for each economy are aggregated through simple averaging into one Distance to Frontier score, first for each area and then across all 10 areas. An economy’s Distance to Frontier score is indicated on a scale from 0 to 100, on which 0 represents the worst performance and 100 the frontier.
8 According to its web page (http://mo.ibrahim.foundation/iiag/), the Ibrahim Index of African Governance is an annually published index that provides a statistical measure of governance performance in every African country. Governance is defined as the provision of the political, social, and economic public goods and services that every citizen has the right to expect from his or her state and that a state has the responsibility to deliver to its citizens. The index’s governance framework comprises four categories: Safety and Rule of Law, Participation and Human Rights, Sustainable Economic Opportunity, and Human Development. These categories in turn are made up of 14 subcategories, consisting of more than 90 indicators.
9 According to its web page (http://www.prosperity.com), the 2016 Legatum Prosperity Index is based on 104 different variables analyzed across 149 countries. The 104 variables are grouped into nine subindexes (Economic Quality, Business Environment, Governance, Education, Health, Safety and Security, Personal Freedom, Social Capital, and Natural Environment), which are averaged using equal weights. Index scores range between 0 and 100.
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1 A fifth band of 35 percent was added when the Common External Tariff was extended to all Economic Community of West African States (ECOWAS) members.
2 UNACOIS is an association of the most important informal sector actors, operating primarily in commerce and other services such as transportation.
3 The reference price is set according to a WAEMU document, Règlement No. 06/99/CM/UEMOA, “Portant Adoption du Mécanisme de la Taxe Conjoncturelle à L’Importation au Sein de l’UEMOA” [Concerning the Adoption of the Cyclical Import Tax Mechanism in WAEMU]. Discussions were underway in 2015 for the revision of this price.
4 PressAfrik, “Etat du Sénégal et UNACOIS/Jappo: la guerre est ouverte autour du sucre” [Senegal and UNACOIS/Jappo: The War Is On over Sugar], June 13, 2013. http://www.pressafrik.com/Etat-du-Senegal-et-UNACOIS-Jappo-la-guerre-est-ouverte-autour-du-sucre_a105505.html.
5 Providing they meet the requirement of a minimum value added of 35 percent.
6 Suneor was virtually bankrupt in 2015 and was taken over by the state at the end of the year.
7 For analysis of peanut oil, see Mbaye, Golub, and English 2015 and World Bank 2015.
8 “La guerre des huiles bat son plein [The Vegetable Oil War Heats Up],” Jeune Afrique, January 5, 2010.
9 There are reports that two new companies are preparing to enter the Senegalese market. If so, competition could increase significantly.
10 The price was set at CFAF 175 in 2013 but reduced to CFAF 150 in 2014.
11 World prices are adjusted to be consistent with domestic prices through adjustments for transport costs, wholesale and retail markups, and so on. See Mbaye, Golub, and English 2015 for details.
12 Actual tax rates are based on data on customs revenues provide by Senegalese customs. See Mbaye, Golub, and English 2015 for details.
13 A recent study by Cadot and Gourdon (2014) finds that nontariff barriers significantly raise domestic prices for staple food products in many African countries, including Senegal.
14 For vegetable oil, the prices used are for soy oil, but actual protection is measured for palm oil, given that soy oil is mostly imported in unrefined form subject to lower import duties than refined oil. Palm oil is imported refined.
15 One tuna cannery was recently reopened by Korean investors.
16 This calculation understates the loss of consumer welfare, since it does not capture the effect of protection on reduced consumption.
17 The total payments to workers provide an upper bound on the gains from protection accruing to workers. The figures for labor compensation cited in this section include fringe benefits (obtained from the Centre Unique de Collecte de l’Information [CUCI] database).
18 VAT revenues are ignored, since these depend on consumption rather than imports, and VAT revenue will decline as consumption falls under import protection, as noted previously.
19 Sugar and vegetable oil (other than peanut oil) account for 7.4 percent of the consumption basket of the third quintile, which includes those households around the poverty line of 46.7 percent. Peanut oil is excluded, since it is assumed that it is produced at the household or community level and therefore not affected by the market price. These households would have spent only 4.6 percent of their income if they had paid world prices, a saving of 2.8 percent.
20 The national poverty rate declined from 48.3 percent in 2006 to 46.7 percent in 2011, declining by 1.6 percentage points.
21 It would seem prudent to maintain some balance between domestic production by CSS and imports in order to keep pressure on CSS to improve efficiency and provide a cap on prices.
22 Supported by the West Africa Agricultural Productivity Project financed by the World Bank.
23 Similar constraints were documented in the 2009 Investment Climate Assessment by the World Bank.
The author is grateful to Aline Coudouel, Philip English, Salifou Issoufou, and Alexei Kireyev for their careful reading and comments. The author would like to thank colleagues from the World Bank for their useful discussions. The views expressed are those of the author and do not necessarily represent those of the IMF or the Senegalese authorities.
This chapter draws on IMF 2017.
1 To reach upper-middle-income status in 20 years, Senegal would need to quadruple its current US$1,000 gross national income per capita. To achieve this goal, a 7 percent average annual growth combined with no more than 3 percent in population growth would be needed. It should be noted that in the World Bank’s income classification, the lower bound for upper-middle-income countries increased by about 30 percent between 1995 and 2015, which means that Senegal’s current gross national income per capita may need to grow to about US$5,320 by 2035 to reach that status; this implies that growth rates higher than 7 percent may be required.
2 Senegal’s growth periods are derived by computing five-year moving averages of the growth rates of real GDP per capita in 2010 US dollars.
3 The jury is still out on the impact of remittances on growth, but Giuliano and Ruiz-Arranz (2009) show that remittances can boost growth in countries with less-developed financial systems by providing alternative options to finance investment and by helping overcome liquidity constraints. This latter finding is corroborated by Bettin, Presbitero, and Spatafora (2015).
4 Five-year averages before and after the start of an episode are compared with averages during the episode to assess the role played by certain variables on growth.
5 This rule should be flexible, however; that is, it should be adjusted depending on the state of the economy. During periods of slow growth, the authorized deficit can be set at a higher level in order to avoid a stronger downturn or a loss of growth as experienced by European Union countries (Ray, Velasquez, and Islam 2015).
6 This is in addition to higher quality and quantity of infrastructure and human capital, trade openness, and efficient and well-developed financial systems. See for example Nicoletti and Scarpetta 2003; Syverson 2011; Christiansen, Schindler, and Tressel 2013; Prati, Onorato, and Papageorgiou 2013; and Restuccia and Rogerson 2013.
This chapter draws on and updates Kireyev and Mansoor 2015. The authors also thank Yanmin Ye for putting the data together.
1 With annual population growth currently at approximately 3 percent in Senegal, this means an economic growth rate of 7 to 8 percent.
2 Large infrastructure projects offer many opportunities for rent seeking during design, implementation, and operation. The more complex the project and the larger its size, the bigger the opportunities.
3 See the April 4, 2015, issue at http://www.economist.com/news/leaders/21647615-world-awash-free-trade-zones-and-their-offshoots-many-are-not-worth-effort-not.
4 This does not mean that reform elsewhere is impossible. However, as argued in various chapters of this volume, coalitions will need to be put together that may involve providing incentives to rentiers so that they prefer change. This does mean that there would be no head-on confrontation by pressing for wholesale liberalization of the economy without negotiating such changes.
5 The choice of 1987 is based on data availability.
6 In addition to the work in this chapter, see also Chapters 4 and 13 and Warner 2014.
7 See Annex 2.1 for a list and criteria for derivation.
8 Debt of at least 40 percent of GDP at some point in the period and debt growing by 2 percent a year consecutively for at least five years at some point in the period.
9 Foreign direct investment increased by only 0.03 percentage points of GDP.
10 Hausmann and his colleagues also find that growth acceleration is frequent but unpredictable. This may be related to issues arising from the political economy of reforms.
11 For a discussion of volatility and duration in growth episodes, see Berg, Ostry, and Zettelmeyer 2012. For export product sophistication and growth duration, see “Promoting Exports and Export Quality and Expanding to New Markets” later in this chapter.
12 They also explain that they cannot find causality linking small and medium-sized enterprises to growth, but for our purposes this is not the essential point. In any case, there is likely to be a virtuous circle in which opening space to small and medium-sized enterprises creates new wealth that in turn may sustain the reforms, institutions, and policies that allow new entrants and the expansion of firms, resulting in more growth.
13 Some could argue that these trade agreements offer little advantage compared to the sugar protocol that benefited Mauritius. The Economic Partnership Agreement offers no new market access, and the US market is already open to a significant degree. With the exception of those for clothing, the tariffs are extremely low, and duty-free access is therefore not particularly beneficial. However, these agreements do provide an incentive for using Senegal as a production base either as part of diversification in global positioning or as an alternative to China as costs of production rise there. What is certain is that the margin of preference is too low to make a difference on its own. However, when taken together with the deep reforms being proposed in this book, they would at the margin make Senegal an attractive investment destination.
14 For example, a tourist office has been opened in New York, though with insufficient budget for promotion.
15 At certain times the tax rate was set at zero for a tax holiday period. However, firms in the export processing zone were later offered the option of going immediately to a rate of 15 percent or keeping their tax holidays and going to the prevailing rates at the time the tax holiday was awarded. Most opted for 15 percent. Also, the general tax rate for much of the period was in the 30 to 35 percent range, but with a linear reduction to 15 percent to all firms that exported all their products. This regime was also available to firms not in the export processing zone. With the 2006 reforms, the rate was unified for all sectors, and the personal income tax rate was set at 15 percent.
16 As reported by worldwide-tax.com (http://www.worldwide-tax.com/china/chi_invest.asp), the following rules apply in the five special economic zones in the south of the country: a corporate tax of 15 percent; a benefit of “2 + 3 years,” which means an exemption from tax for the first two years and then taxation at the rate of 12.5 percent for the next three years; for certain projects in basic infrastructure, environmental protection, and energy there is a “3 + 3” tax holiday; while under certain terms, enterprises investing in integrated circuits production can get a “5 + 5” tax holiday.
17 Rent seekers and labor unions may still protest, but their capacity to disrupt activity or take forceful action will be very limited in a zone where they are not present. Moreover, their attacks would be significantly diffused by having as part of the governance structure representatives of workers who actually work in the zone and of investors who are producing in the zone.
18 It is noteworthy that the emphasis of recent proposals is on very long tax holidays of 50 years; in debates over reforming the zones to attract investors, discussions focus on what privileges (rents) should be offered and (consequently) on who should and should not have access to these rents. This, perhaps understandably, leads to disagreements on who will be responsible for dispensing the goodies.
19 Generally, small and medium-sized enterprises would not be exporters, at least not initially. However, such enterprises are likely to produce ancillary goods and services as well as inputs required by exporters. Since they would not be subsidized but only benefit from a good regulatory and institutional framework, by definition their output should be globally competitive, even if it is not traded internationally.
20 Berg, Ostry, and Zettelmeyer (2012) define “growth spells” as periods of real GDP per capita growth of at least five years, identified as beginning with an “upbreak” of per capita growth above 2 percent and ending with a “downbreak,” followed by a period of average growth of less than 2 percent or simply the end of the sample.
21 Senegal scored 0 on trade openness during its growth episode identified by Berg, Ostry, and Zettelmeyer (2012), largely because of its marketing board, which was phased out in the early 2000s. Today, Senegal’s trade has been mostly liberalized, which translates into a trade openness index value of 1.
22 During its identified growth episodes, Senegal had a much lower score for democratic institutions. However, it has since made significant progress, highlighted by peaceful political change and a high score on the Polity IV index similar to those of well-established democracies (http://www.systemic-peace.org/polity/polity4.htm).
23 We focus here on equality of opportunity. It is fairly likely that Senegal would face a Kuznets effect as labor shifts from agriculture and the informal sector to higher paying jobs in the new activities. Inevitably as a function of mathematics those less behind will be relatively worse off and measured income inequality would increase. At the same time, there can be some offset from improvements in productivity in agriculture. This in turn would require some of the reforms that dismantle rents and create a stakeholder society.
24 This annex was prepared by Andrew Jonelis, Leandro Medina, and Yanmin Ye (all staff members of the IMF’s African Department).
25 According to Feige (1986/2005), the informal economy has been used “so frequently, and inconsistently”; he argues that the informal economy comprises those economic activities that circumvent the costs and are excluded from the benefits and rights incorporated in the laws and administrative rules covering property relationships, commercial licensing, labor contracts, torts, financial credit, and social systems.
26 It should be noted that the high percentage of the labor force in sub-Saharan Africa that are non-contributors to the system should not necessarily be related to high informality, since in sub-Saharan Africa the formal private sector does not contribute to social security either.
27 The size of the informal economy is based on estimates using the Multiple Indicator–Multiple Cause model found in Cangul, Jonelis, and Medina 2017.
28 When low-income countries are omitted, the high-debt countries actually reduced their informal economies by 3.4 percent of GDP, on average.
1 The remaining 4.8 percent of the country’s enterprises are of an unknown or undetermined size.
2 BNDS is the former development bank of Senegal, which was liquidated in 1985. The development bank of Senegal is now BNDE (Banque Nationale pour le Développement Économique SA).
3 For example, the Doing Business indicators do not take into account the price of electricity and water; only the connection costs are taken into account. Also, the interest rates, the salary levels, and the quality of the labor code (labor flexibility, duration and costs related to social disputes) are not taken into account. All these factors that are not accounted for in the Doing Business indicators have extremely important consequences for the conduct of business in countries like Senegal.
4 According to the Financial Markets Data Base (www.fdimarkets.com).
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1 To reach upper-middle-income status in 20 years, Senegal would need to quadruple its current GDP per capita of US$1,000. To achieve this goal, a 7 percent average annual growth is needed, combined with no more than 3 percent in annual population growth. It should be noted that in the World Bank’s income classification, the lower bound for upper-middle-income countries increased by about 30 percent between 1995 and 2015, which means that Senegal’s current $1,000 gross national income per capita may need to reach about US$5,320 in 2035 in order for the country to reach upper-middle-income status, implying that growth rates higher than 7 percent may be required.
2 The predicted steady state is calculated by solving the implicit differential equation underlying the regression equation: because the estimated coefficient on 1990 per capita GDP is negative, GDP traces out a concave path that asymptotes at the steady state.
3 For these calculations, the coefficients in Table 4.2 need to be adjusted to linearize the nonlinear solution of the growth differential equation; they also need to assume that the structural changes would not affect the estimated parameters (Sachs and Warner 1997).
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1 Most comparisons in this chapter are based on the data from household surveys. The most recent survey for Senegal was conducted in 2011, whereas for most sub-Saharan African countries the latest surveys were published in 2005–10.
2 www.ansd.sn
3 http://iresearch.worldbank.org/PovcalNet
4 Methodological differences between national and internationally comparable poverty-related estimates are documented and discussed in detail at the World Bank’s PovCalNet site (http://iresearch.worldbank.org/PovcalNet).
5 Based on data from income, expenditure, household, and budgetary surveys conducted by the Senegalese authorities in 1991–2011 and processed by the World Bank through PovCalNet.
6 The squared poverty gap averages the squares of the poverty gaps relative to the poverty line. It takes into account not only the distance separating the poor from the poverty line (the poverty gap) but also the inequality among the poor, because it places a higher weight on households farther away from the poverty line.
7 The Watts index is defined as the logarithm of the quotient of the poverty line and the geometric mean of an income standard applied to the censored distribution in which the value of a measurement or observation is only partially known.
8 The mean log deviation index is an index of inequality given by the mean across the population of the log of the overall mean divided by individual income.
9 Part IV discusses structural reforms.
10 Chapter 18 discusses social protection in more detail.
11 Financial sector issues are discussed in Chapters 11 and 12.
12 Lt(p) is the fraction at time t of total income that the holders of the lowest pth fraction of incomes possess. This varies from 0 to 1, 0 ≤ p ≤ 1, presented as the inverse of the cumulative distribution function.
1 According to the World Economic Outlook database; figures are in dollars at purchasing power parity.
2 Morocco and South Africa do benefit from significant revenue from the mining sector, but mining revenue does not unbalance the overall revenue picture to the same degree as oil revenue.
3 Possible “classic” candidates such as Tunisia or Mauritius started with relatively high revenue-to-GDP ratios which then underwent a rather irregular evolution. Countries such as Georgia might also be interesting comparators, but their transition away from communism often comes with shifts in the structure of their economies, which might confuse lessons for Senegal. The same goes for EU countries, where transfers and external and binding transition criteria have played a key role (as in Spain and Portugal).
4 Korea uses earmarks and fees heavily.
5 In fact, given the deficiencies of the excess VAT credit reimbursement system, the “true” level of indirect taxes is probably lower than is shown in Figure 6.5. Indeed, numerous administrative obstacles (such as long delays and the use of Certificat de détaxe in lieu of cash reimbursement) and an increased likelihood of audit following a demand for reimbursement all contribute to absorbing part of the input VAT in costs (hence cascading), in order to keep the net VAT at a level that will not attract administrative controls, thus artificially boosting VAT performance.
6 See http://www.doingbusiness.org/data/exploreeconomies/senegal/paying-taxes/. Some wage taxes have ceilings.
7 High urban unemployment and related social issues have motivated South African authorities to reduce the tax wedge for labor and thus favor a less regressive PIT over social contributions.
8 The most high-performing countries (such as the United States, Canada, and the United Kingdom) generally collect 3 to 4 percent of GDP in real estate taxes.
9 The role of notaries in recording the correct transaction amounts is crucial. This in turn requires strong institutions and professional discipline enforced by binding rules.
10 This included various special tax preference schemes that benefited only particular industries or narrow sectoral interests, including the tax subsidies for training, welfare, health, and the general export incentive scheme, as well as the interest rate subsidies for agriculture and housing, among others.
11 This study and later updates opened the door to more such studies in sub-Saharan Africa, including Senegal.
12 The Special Consumption Tax was introduced in 2002 to simplify excises and align policy with EU practices. This tax replaced a range of selective taxes on oil products, vehicles, alcohol and tobacco products, and a range of luxury consumer goods with a single tax.
13 The 2004 tax package aimed at harmonizing the system of investment incentives and tax rates on income from financial investments, at reforming the system of income tax credits, and at simplifying the taxation of corporate earnings and dividends. All of this was intended to bring Turkey’s personal and corporate income tax regimes closer to OECD standards and international best practices.
14 Tax administration reforms included institutional improvements, automation, and improvements in transparency, compliance, taxpayer services, and tax auditing. In order to realize the reform on these matters, a new law on the organization and duties of the Presidency of Revenue Administration was enacted, approved in 2005.
15 The Argentinean tax system involves the usual complex mix of taxes and transfers typical of many federations. Argentina’s national constitution grants concurrent powers to the national and provincial governments to establish taxes, and almost all provincial constitutions transfer part of that power to municipal governments. Some taxes are collected directly by the provinces, and others are collected by the national government.
16 Fenochietto (2009) notes that there is still much space for improvement, however.
17 Changes made in 2000 broadened the income tax base through the reduction of nontaxable minimum income and the elimination of various family-related and special deductions. An emergency tax on high income was also created.
18 In 2003, a mere 0.06 percent of all firms paid 60.8 percent of the CIT.
19 Korean earmarks are in fact mostly excises and surtaxes on existing taxes.
20 Korea has, however, also massively invested in education and human capital.
21 Criteria for determining whether industries qualified for such investment incentives were eased, and the scope of industries entitled to foreign investment incentives was expanded.
22 Dual tax systems generally combine a progressive schedule for labor income and a low flat rate on capital income.
23 The CIT stands somewhere in between: while in most low-income countries the bulk of the CIT is paid by a few large taxpayers in the formal sector (such as telecoms, banks, and mining companies), extending the reach of the CIT to traders, liberal professions (lawyers, notaries, engineers, architects, doctors, dentists, and accountants, among others), and medium-sized operators can bring substantial revenue, but at the cost of a considerable administrative effort aimed mainly at formalizing this sector.
24 According to the World Bank’s World Development Indicators.
1 According to the literature, the breakdown of current expenditure might not support the widely shared conclusion that an increase in such outlays, as compared with capital expenditure, would have a negative effect on growth. See, for example, Acosta-Ormaechea and Morozumi 2013 and Devarajan, Swaroop, and Zou 1996.
2 Biases in connection with expenditure outside the central government should also be maintained.
3 Fall and Thiaw (2012) have demonstrated that inefficient public expenditure is prevalent in the West African Economic and Monetary Union (eight countries including Senegal) as compared with other regional groups in Africa.
4 Life expectancy was selected because the international data on poverty were insufficient.
5 Afrobarometer experiences with services.
6 At the end of each fiscal year, a settlement law (loi de règlement) determines the final amount of government expenditure and revenue, ratifies the regulatory operations that affected the budget execution, determines the budget result, and describes the treasury operations.
7 Loi organique n° 2016-34 du 23 décembre 2016 modifiant la loi organique n° 2011-15 du 08 juillet 2011 relative aux lois de finances [Organic Law 2016-34 of December 23, 2016, modifying Organic Law 2011-15 of July 8, 2011, Relating to the Finance Acts (aka Budget Acts)].
8 Expenditure strictly deriving from operations has recently been reallocated to operations.
9 Fall and Sène (2010) consider all direct and indirect levies applied to households and show that the taxation rate is rapidly increasing for the most vulnerable household sectors and is stabilizing for medium- and high-income households.
10 Diagne (2014) finds that a 1 percent increase in public expenditure is accompanied by 0.56 percent in additional budget revenue.
11 Diagne and Fall (2009) demonstrated in connection with the food crisis around the end of 2010 that traders were interested in holding a certain quantity of speculative stock so that they could increase their profits when market prices reached a certain level. This induced a loss of real revenue for households.
12 These exercises are usually conducted on an annual basis with the group of technical and financial partners and bilaterally with some major donors.
13 In December 2014, the government commissioned a study on pay in the public service to make it more attractive, fair, and equitable. The conclusions were presented in a November 2015 workshop in the presence of all the actors. This is a very interesting diagnosis that has highlighted the weaknesses.
1 See Zagler and Dürnecker 2003 and Gemmel 2004 for recent surveys.
2 A notable exception is the work by Slemrod, Gale, and Easterly (1995), who find a positive correlation between government expenditure and real GDP per capita across countries.
3 In this chapter, we consider a set of 33 emerging market economies as relevant comparators to Senegal.
4 This ratio breaches by a large margin the WAEMU convergence criterion ceiling of 35 percent of domestic revenues.
5 While civil servants accede to jobs through a competitive process administered by the central civil service, contract workers are recruited outside the direct control and awareness of central authorities.
6 This is above the pay breakdown typically found in economies of Organisation for Economic Co-operation and Development member countries, where the basic wage component averages nearly 90 percent of the total wage packages of civil servants (see http://bit.ly/1QaejuV).
7 The biometric survey recently conducted provides a good basis for this exercise.
8 The ongoing review of central government compensation could provide specific reform options to enable a more streamlined, performance-based, and merit-based government compensation system.
9 Operations usually refers to activities involved in the actual delivery of services to the public, while maintenance refers to the wide range of activities aimed at keeping the infrastructure in a serviceable condition.
10 Recruitment by the Ministry of National Education accounts for the great bulk of corps émergents.
11 Health services in Senegal are predominantly publicly provided, with the Ministry of Health being responsible for setting national health policies and overseeing the health sector. Health facilities are almost entirely owned by the government, but unlike lower-level health centers, hospitals have acquired considerable autonomy in all management areas since the 1998 reforms.
12 Note that the share of the wage bill is much higher than what the data suggest, since the bulk of the transfers (notably to hospitals) are used for wage payments.
13 Chapter 10 looks into this in more detail.
14 Other classical references in this field are Savvides 1995, Barro 1991, Khan and Kumar 1993, and Khan and Reinhart 1990.
15 Nelson and Singh (1994), looking at 70 developing countries for two distinct time periods (1970–79 and 1980–89), find that the effects of public investment on growth are mixed.
16 As there is a finite limit for domestic savings, public investment can in some cases pose a severe constraint for private investment and would crowd out private investment (Balassa 1988). Also, Devarajan, Swaroop, and Zou (1996) and Afonso and Furceri (2010) find that government investment has a sizable negative effect on growth.
17 Bljer and Khan (1984) and Greene and Villanueva (1991) show that public investment in physical infrastructure is complementary to private investment.
18 The stock of public capital was estimated using the perpetual inventory method (see IMF 2014a, 2014b).
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