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I NTRODUCT I.ON

Support for structural adjustment (s undoubted!y the most striking
Innhovation of Lomé IV but Its Implementation also poses a major challenge.

Iimplementation wili be a complex, demanding job. For the Commission It
will Invoive a redefinition of objectives, changes In procedures and a
rethink of methods.

The Commission‘s first alm here was to Inform the Member States of the
scope of the measures adopted and the operatl/ons carrifed out since the
signing of the Lomé Convention and the adoption of the texts governing its
implementation. But an addl/tional alm has been to provide the kember
States with an outl!ine of the thinking underpinning the way the Commission
Intends to fiesh out and Improve [ts structural adjustment pollicy.

This |s the purpose of this communication, the flrst part of which briefly
describes the general concepts of adjustment and the approach set out in
the Convent/on, rollowed by a description of the steps taken by the
Commlssion to put fts Ifnvolvement In this process on a proper footing.

The second part of the communication sets out the guldel/nes for Commission
policy In coming years.



!. STRUCTURAL ADJUSTMENT AND LOME IV

1. Qut!ine of the concepts

A large number of developing countries, Including most ACP countries, have
been facing severe financlal crises since the early 1980s, lead/ng to

bal ance-of-payments and public-flnancing deficits, slow economic growth,
falling fncomes and an unbridled Increase [n forelgn debt.

It quickly became clear that these crises had their roots not only in
negative external cflrcumstances (falling commodity prices, for example) but
also — and more crucially - in the very structures of these countries’
economfes and the unsulitabl/lity or laxness of the economic policfes
pursued.

In view of this, the countries concerned - more than half of the ACP States
are fn this category — (mplemented, with the support of the IMF/World Bank
and someti/mes bllateral donors, reform programmes with two components:

- (/) a stabllizat/on component designed to restructure flnances by
reducing demand: reduction of domestic (buidget) and external
(balance of payments) financlal deficits;

i) a structural adjustment component designed to act on supply
and so adapt structural elements of the economy to the
economy’'s real capacity: controfling inflation, reducing the
role of government, tax and leglslative reform,
privat/zatfon, etc.

Adjustment is thus an absolute necessity (f a thorough overhaul of these
countries’ unbalanced economies Is to be reallzed.

Many ACP States have managed to put off such adjustment by resorting to
borrowing but It /s now clear that It can no longer be avoided. The choice
for them is no longer between adjustment and the status quo but between a
managed, orderly adjustment and forced adjustment.

The fact that most ACP States have opted for the flrst path shows that they
are anxfous to keep control of a process they acknowledge to be Inevitable.

As a result the Issue of structural adjustment now dominates relat/ons
between the ACP (especially African) countries and thelr foreign partners
and is the main subject of dialogue between these countries and all donors.



The Community was not [nvolved (n the start of this process [n the early
1980s. It did not start to get to grips with the subject untt!! 1986, the
result of which was the adoption of the Counci! resolution of May 1988 on
adjustment. Its flrst operations In the fleld started (n 1988 with [ts
participation In the special programme for low-i/ncome, highly [ndebted
countries of sub-Saharan Africa, the SPA (Annex 1).

The Community‘'s contribution of ECU 560 mi/llion to the SPA was the result
of a Councl/! decision [n December 1987 following the Init/ative of the
Venice summit [n June 1987.

Only with Lomé IV did the Community become directly Involved in structural
adjustment. It did so In response to growing demands from the ACP States

and (n order to adapt [ts operations to the radical change In the economic
circumstances of these countries and hence their polltical prioritles.

It did so also because, /n all modesty, It felt it could contribute
something to the formulation of the reform policles with the aim of
reconcliing adjustment, a necessary but transitional process, and
development, which remains the basic long-term objective.

The Communlty’'s concern, now set out /n the Lomé Convention, s to make
ad justment not only economically viable but politically and socfally
bearable.

2. General principles of the Convention and flnancial resources

The approach to adjustment as set out In the Convention, which governs
Community pollicy, [s based on slx maln concerns:

- adfustment programmes should be Internal, that [s, designed and drawn
up by the authorities of the country concerned: adjustment should
always be a national affalr, not a “medicine” administered from
outside - this Is a prior and necessary condition for these
programmes’ viabllity;

- adjustment programmes must be Individually tallored to each country’s
local situation and constralints: the opening-up of trade may be a good
thing for Kenya but out of the question for Niger, at least as far as
food products are concerned;

- adjustment programmes must be consistent with, better st!/!! support,
the country’s long-term development objectl/ves: food security filrst
and foremost, the deveiopment of human resources, and not forgetting:
reglfonal Integration and environmental protection, which should be
furthered by stabllization and adjustment policles;

- the pace of reform should be realistic, Individually tallored and
compatible with focal clrcumstances: [f necessary - and this will
often be the case In Africa - adjustment programmes should be spread
over a longer period with the possibliity of regular reviews;



- the socfal dimension to adjustment should be an /ntegral part of any
programme from the outset: adjustment (s about equl/ty as well as
growth;

- the regfonal dimension to adjustment must be taken fully Into account
to ensure that rap/d adjustment at natli/onal level! (to domestic prices
and exchange rates, for example) does not lead, because of a lack of
proper coordinatfon, to disruption at reglonal level! that may be
difficult to control. .

To Implement this approach the Community now has the resources:

ECU 1150 mltilion iIn grants have been earmarked for adjustment under the
Convention. This amount may be topped up with resources from nat/fonal
Ind/cati/ve programmes: under the first Financial Protoco! to the Convention
some ECU 2 billion will In fact be devoted to adjustment.

The breadth of thls approach and the scale of the resources avallable are
in themselves as Indication of the size of the challenge faclng the
Community.

3. Steps taken by the Commission

The steps taken by the Commission have concerned [nternal organization,
relations with other donors and with countries ellgible for adjustment aid,
and /ts act/vities I/n international forums.

(a) Within the Commission much has been accompl!ished In the way of
informatiion, awareness-ralsing, pollcy guldelines and organization.

As soon as the Convention was signed, an Intensi/ve serles of tralning
seminars was organized for the departments In Brussels and the
delegations to faml/liarize them with ad/ustment Issues.

At the same time a set of instructions and guldelines were drawn up to
ensure that everyone in the Brussels departments and the delegations
worked /n a consistent and rigorous fashlon towards the economic and
pbotitical objectives set by the Commission:

- general guldelines

- procedures for the implementat/on of Import programmes

- arrangements for the constitutfion and utl/!izat/on of counterpart
funds

- mode! for financing proposals

- sett/ng-up of an early-warning system to ensure that the process
/s monitored in each country, etc.



(b

The Commission has made a particular effort regarding counterpart
funds, tightening up the rules on thelr constitution and establ/shing
new principles for thelr use.

in view of the importance that the Commisslion attaches to the
efficlent, coordinated Implementation of the Convention, [t has not
only organized training and lald down policy guldelines and
operational procedures but also set up a speclal programming and
structural adjustment support unit within the D/rectorate-General for
Development directly under the Director-General. This unit Is
responsible for coordination and guidance regarding general pollcy and
the countrles recelving adjustment ald both within the
Directorate-General and In relations with the outslde.

Relatlions with other donors

The Commlss/on has always argued for the need for greater coordination
with other donors In the field of adjustment support: first and
foremost with the Member States, but also with the World Bank and the
IMF. The Counci! resolution of Hay 1989 on the strengthening of the
coordination of structural adjustment ald mirrors thls concern.

Coordination with the Member States has developed considerably In
terms of both the general approach and activities In Individual
countries.

It must develop still further: the Commission’s Involvement In the
Issue of public finances and the growing number of countr/es
experiencing difficulties In Implementing thelr adjustment measures
(see Part 11) will make such coordination ever more necessary.

Coordination with the [MF and the World bank, the prime movers In this
fleld, Is Imperative.

Coordination, however, does not mean elther mere following or
subordfination. It does not mean that the Community will lose /ts
{ndependence of judgment or subordinate Its operations and flnancing
to deci/sfons In which it has not played an actfve part.



(c)

At the same time, there can be oniy one reform programme per country;
The oniy way (n which the Commissfon can ensure that these reform
programmes [ncorporate the key elements of the approach set out In the
Conventlion [s to become (nvolved In the preparation of these
programmes at a very early stage.

With this In mind the Commission has taken all the necessary measures
to step up coordination with International financlal Institutions on
the basis of a true “code of conduct”. This code of conduct, the
broad !ines of which were established when Mr Marln visited Wash/ngton
in 1990, lays down the ground rules for the Commission’s Involvement
In the process and provides for sultable arrangements for avolding
confilict or detecting It at an early enough stage tc resolve It -
regular Information exchanges at an early stage (n the negoti/ation of
reform programmes, jofint missions, regular contacts between the
officlfals of each Inst/tution, etc.

As a resulf, relatlons between the Commission and the World Bank in
particular may be described as exemplary.

In this way our partners - the World Bank (and to a lesser extent the
IMF) and the ACP States - have /nvolved the Commission more closely in
the formulat!/on of economic policy In addi/tion to sectoral policy,
where there was already a good deal of coordination. This Is an
Important breakthrough that enables the Commission to make its own
assessment of the process without there belng any duplticati/on of
effort.

Individual countries

A number of stages are [nvolved here.

(1) In accordance with Article 281 of the Convention, the Commission
noti/fied the eligible ACP States! In June 1990 of the amount that
could be made avallable to them In the form of structural
ad fustment support (see Annex 2).

Elfgible under the Convention are countries which:

- are I/n economic and flnanclal difficulty, expressed by large
balance-of-payment or budget deficlits;

- are Iimpliementing reforms and adjustment measures.

Countrles Implementing reform programmes that are supported
(financially or not) by the principal multilateral donors are
considered as having automatically sati/sfied these two requirements.
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This allocation puts the countries concerned In a position not
only to know with some certalnty what resource flows wlll be
avallable to support adjustment, but also to make an [nformed
decfsion on what proportion of the indicative programmes.to
earmark for adjustment.

The Initlal allocation for the period 1991-92 has been calculated
on the basis of the Internal and external Imbalances of the
countries concerned, with a welghting for the s/ze of the
country’s economy and population, and totals ECU 414.5 million for
the 35 countries currernitiy eligible.

There is, however, a large reserve avallable to cover both the
requlrements of countries that may become eligible at a later date
and second allocations.

Ad Justment resources

ECU m
Speclflc resources under the Convention 1150
Share earmarked In Indicati{ve programmes (estimate) 850

TOTAL (estimate) 2000

Amount 1st allocation (91-93) 415

(from speciflc resources)

Balance specific resources 735
Next, the Commission has added a structural-adjustment

dimension to the flve-year programming under way with the
ACP States. It has done so because both structural

ad fustment and ald programming help achieve the objective of
lfong-term development that Is at the basl/s of ACP-EEC
cooperation. [n so doing, the Commission has taken account
of the different situations prevalling In different
countries: countries that are [implementing adjustment
programmes wlthout too many problems, countries having
difficulties In thelr relations with the IMF/World Bank,
countries trying to tread their own adjustment path, etc.

This is how the Commission has proceeded I/n the case of countries
automatically eligible for structural! adjfustment resources, namely
countrles whose adjustment programmes are already supported
(financlatly or not) by the principal muitilateral donors. The
natural thing to do, the problem of elligibllity



having been resolved, was to evaluate the adjustment process under
way and identify strateglies that would make adjustiaent and
programming mutually supportive.

This approach has not, however, prevented the Commission from
making an initial assessment of the reforms under way f[n certaln
of the other countries that do not yet have formal agreements with
the IMF or World Bank, and even becoming actively Involved, elther
by hetping the country to draw up /ts reform programme (Surfname)
or by facllitating the negotiations under way between the country
(Rwanda) and the IMF/Worid Bank I[nstitut/ons.

Ad justment Is unquestionably very expensive and the Community, no
‘more than any other donor, cannot shoulder such a process alone.

The Commission’s alm Is to help countries that so wish to
{mplement a programme that in time wi/ll receive backing from all
donors, while at the same time ensuring that the essentfal aspects
of the Lomé approach are retalned. The Commission’s role would
thus be one of fac/litator or Intermediary.

(11t The third stage Is that of practical preparation of the
Community's ald. This entalls considérabie analysis and
evaluation of both the macroeconomic and sectoral aspects of
the process under way. It also requires close coordination
with the countries concerned and other donors, notably the
IMF and the World Bank, to ensure that the Community
approach provided for in the Convention Is properly taken
Into account.

The way to achieve this objective Is through ongoing contacts with
the main protagonists and jolnt missions on the spot. There are
many [llustrations of this: the Commission’'s Involvement In the
public spending review In Mauritania, the leadership It exercised
in the reform of the cereals sector In Kenhya, the role It played
In defining the social dimension of adjustment [n Togo, Its active
participation fn formulating and [(mplementing priority socfal
programmes in Burkina Faso, I/ts Initiatives concerning the soclal
Impact of adjustment In Zambia, the link it created In Benin
between political reform and budgetary support, etc.

By the end of the year eight countries will have recefved
Community aid amounting to ECU 150 milifon (Benin, Burkina Faso,
Gambl/a, Ghana, Guyana, Mall, Papua New Gulnea and lUganda - see
Annex 3).
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The Commission welcomes the fact that discussion of the relevant
financing proposals by the EDF Committee showed that the Community
and the Member States shared a siml/lar approach.

Most of the other ellgible countries wlll recelve Initial
allocations of adjustment resources In the flrst quarter of 1992
on condition that thelr reform programmes remaln on course. There
are, however, a number of countries where economic or pollitical
problems preclude thelr satisfylng the conditions for financial
ald (Cameroon, Madagascar, Guinea Bilssau, Niger, Chad, Nligeria,
Togo and Zambla, for example — see Annex 4).

(d) The Commission’'s role In International forums

This particular role saw its birth In the context of the SPA (Special
Programme of Assistance for Africa), under which the efforts of twenty
multilateral and bllateral donors, Including eight Member States, are
coordinated by the Worl!d Bank.

As a donor: the Community has been one of the maln contributors to,
and one of the best Implementors of, the first phase of the SPA (1988~
90). [In the second three-year phase (1991-1993) It has become the
leading donor, having announced a contribution of ECU 1 billion
{(roughlty US$ 1.3 bitlion), well ahead of Japan (some Uss 975 million)
and the US (uss 800 million).

The Community s contribution alone covers 18% of the total programme.

The Community’'s role Is all the more significant In view of the fact
that the Community and the Member States together contrlbute almost
half the total! financing of the programme.

As & contributor to policy-making: The Commission has contr/fbuted to
the evolution of the SPA evolve from an exclusively financlal approach
to one that embraces development-policy [ssues !lnked to adjustment.
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The Commission has taken two Important [nftiatives in this respect:
one concernfng the [(ssue of counterpart funds [(n a macroeconom/c
context of stabl/l!ization and adjustment, the other the need to take
account of the reglional dimension to adjustment [n order to ensure
that economfc Integration and structural adjustment are mutually
enriching and supportive.

The first of these Initiatives led to the adoption of guldelines that
reconcl/le the Imperatives of controlled use of counterpart funds with
those of stabilization and adjfustment. Thls was a major step towards
Improving budgetary policy In the countries concerned In terms of both
efficiency and equity.

The second showed that while adjustment programmes are meant [n theory
to encourage the /ntegration of markets by reducing distortions and
opening up the economies concerned, dffferences of content and timing
of such programmes could sometimes cause distortions at regional level
and even Jeopardi/ze the objectlive of economic I[ntegration.

Above all, It spun off new approaches (the conslideration of regfonal
interdependence [n reform programmes, harmonlzation of macroeconomic
policles, regional adjustment programmes, etc.) that w/l/l make a
substanti/al contribution to the Commissfon’s thinking on regional
Integratfon In the context of the global coallition for Africa.

This overview shows the wide range of measures taken by the Commission and
the efforts It has made to play an effective role in structural adjustment
support.

Its participation In this process and the experience It [s galning are
enabling the Commission to develop and refine its objectives In relation to
some of the key pofints of structural adjustment support and so lay down the
malin lines of a policy.
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1. MAIN ORIENTATIONS

The Community’'s Invoivement In the process of structural adjustment of. the
ACP States addresses two major objectives:

- in the first Instance, contributing to the creation of the right
economic climate to restart or boost growth, while taking care to
Improve the soc/al and economic well-belng of the populace;

- secondly, sftuating such soci/al and economic objectives In a
contractual framework - the Lomeé Convention - which entalls certaln
rights and obligations on the part of the Commission, [(n particular
the need to preserve Its Independence of opl/nion and successfully
defend [ts own views.

it /s up to the Commission to use the resources and f[nstruments at Its
disposal to give clear and unequlvocal backing to the processes now
underway while Insisting upon a more pragmatic, more differentiated and
more humane form of adjustment.

This primary concern underpins the key Ideas below which will gulde
Commission policy fn the years ahead.

1. A focused approach

The task Is /mmense and the Commission cannot do everything and be
everywhere. Although It must undoubtedly in each case form an overall
opinfon of the processes underway Its efforts should be focused on those
aspects of the process which appear essentlial with regard to the provisions
of the Convention. These are:

reconciling adjustment with long-term development{
- the socl/al dimensfon of adjustment;

- the need to adapt the pace of reforms to the specific constralints of
each country;

- the regional dimension of adjustment.

These will be the Commission’s general priorities In [ts assessments and in
Its actions.

Let there be no mistake about this focus. Much remalns to be done. Just
taking iInto account the socl/al dimension of adjustment [nvolves analyzing
the soc/al Implications of all macroeconomic policles, evaluating the
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soclfal Impact of existing or proposed sectoral policles fn terms of
{dentifylng the uses to which Community support should be put and getting
involved In the sphere of public flnance.

2. Consistency In the use of Community I[nstruments

The instruments of structural adjustment support must tie [n with all forms
of Community ald recefved by countries undergoing adjustment, both to
acquire “critical mass” and for the sake of effectiveness.

It Is bartlcular/y Important to maximl/ze consistency between these
Instruments and those which act in a similar manner upon the balance of
payments, and which may In some cases generate counterpart funds (e.g.
$tabex transfers, food aid, sectoral Import programmes In focal sectors of
national Indicative programmes).

It Is Impliclt in this drive for cons/stency that all such programmes, and
In particular Stabex transfers, be prepared and run on the same |ines as
specific support for adjustment, while retaining Its own speclific
character. The “framework of mutual obligations” governing Stabex
_transfers, or similar Implementing conditions for other such /nstruments,
will therefore be formulated In the same way and /n the same spirit as
conditions negot/ated for structural adjustment. This willl apply equally to
- any counterpart funds generated by these Instruments.

3. The right implementation cond/tions

Adjustment [s not emergency assistance. It Is an approach to cooperation
conditioned by the reform efforts of the countries concerned. The
Commission Is confronted with a dual! requlrement In this respect:

- the only reform programme [Implemented In a given country must be that
country’'s own;

- however, the Commission works within a contractual framework which
assumes an /[ndependence of judgement on the progress of adjustment.

The Commission has to reconcile these two aspects, while trylng to avoid
becoming enmeshed in the logic and the mechanics of the "stop/go” syndrome
of the IMF and Worlid Bank, In which a country becomes [nellgiblie when It
runs into problems with them, then reeligible when an agreement |s reached,
then ineligible again when new problems arise, and so on.
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The Commission must bring Its own, independent judgment to bear on the
economic and filnanclal situat/on of the country under conslideration to
decide whether [t should In effect receive Community support or not. In
deciding this, the Commission takes Into account three levels of conditions
for implementat/ion:

- general, qualitative, conditions to ensure the country stays with the
process. These enable the Commission to check that the overall
progress of the adjustment measures, Including the maln economic
measures (reiating to exchange rates and Interest rates, budgetary
equl i ibrium and the balance of payments, public expenditure, etc.) is
on the whole satisfactory;

- specl/fic condl/tions, often sectoral or linked to the use of
counterpart funds, which represent the few critical measures relating
to the mobllization of Community resources;

- conditions of an administrative and flnanci/al nature relating to the
utitization of foreign exchange and the constitution and ut/li/zation
of counterpart funds (lists of Import invofces, bank statements,
etc.). .

These conditions must be met |f the structural adjustment allocation Is:to.f
be mobllized and successive Instalments released. They are therefore
extremely [mportant and must be defined with great care. ’

The Commission Intends to /mplement this consl/dered approach, which perm/téz
it to conserve Its Independence of opinion without undermining negot/ations.
with the IMF/Worid Bank. ‘

4, Policy trends In the use of counterpart funds

It Is in the use of counterpart funds that the greatest changes /n practice
have been recorded.

The Commfssion has launched two parallel Initilatives on thls question, one
as part of the Council’'s work, the other within the framework of the SPA.

These two Initl/atives have the same starting point: counterpart funds are a
budgetary Issue since they are Intended to ensure that In time the
countries concerned achl/eve budget levels and structures which are
effecti/ve and equiftable.

The Counci! resolution of May 1991 and the SPA guidelines of Apri! 1991
address this concern. Central to these documents Is the fact that
counterpart funds, treated untl/! recently as part of a m/icroeconomic
approach, wlll henceforth be Integrated (for countries undergolng
structural adjfustment) [nto the context of macroeconomic policy and
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the financial and monetary balances of the countries concerred. In other
words, counterpart funds are no longer seen as part of [ndividual, one-off
operatfons, but In the broader context of a country’'s financial and
monetary balances.

in addition to strengthening the rules relfating to the constitution of
counterpart funds (s/ngle account, tighter checks of operations on this
account), the two texts lay down clear procedures for the uti/l/zation of
funds: the counterpart funds must be ut/l!/zed as part of a single,
consistent budgetary policy covering both current expend/ture and
Investment .

There Is no tonger any question, therefore, of using counterpart funds to
finance a particular Individual operation; iInstead they should be targeted
at budgetary head/ngs to ensure these are properly funded.

This Is where the Commission will glve absolute priority to the soclal
dimension of adjustment, In particular ensuring that the health and

educat fon sectors are adequately covered, i(n conjunction with sectoral
reforms [ntroduced or planned in these two areas. Particular attention will
be palid to the environment.

This prioritization of health and education /nvolves not only ensuring that
the relevant budgetary headings are properly funded, but also that
counterpart funds originating from Community Instruments have been
mobilized, elther wholly or In part, for thi{s purpose.

In descending order of priority, corresponding to the needs and priorities
of the States concerned, further allocations of resources remaln possible:
for redundancy payments, project financling, repayment of debt to the
banking sector, etc.).

This new dimensfion to Community action [nvolves not only the utilizati/on of
counterpart funds within the budgetary framework, but checks on their
proper use.

The Commission wilil henceforth endeavour to check that the budget approved
has been properly executed In the sectors concerned.

This move - which represents a major shift [n Community activity - requires
the Commission to be closely Involved In the budgetary process and [ts
follow-up, particulariy during public expendfture reviews.

5. The Commission’s new role (n publ/c flnances

In the years ahead, control of the budgetary process wili be central to the
Community’'s approach and the Commission's invoivement In the adjustment
process.
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This is because, firstiy, It Is In the budget (public expend/ture and
public iInvestment) that development policy cholces become apparent.
Secondly, It Is In the budget that the Commission will target the
counterpart funds and In particular In the soc/al sectors. Thirdly, In
these sectors, the State’'s role [n expenditure will continue to be
essential In the years ahead and must be lncreasingly effective.

Exper ience has shown that despite the logic of flnancl/al stabllliatlon
Imposed on countries undergoing adjustment, there has been Iittl/e overall
progress In the planning and execut/on of budgets.

The Governments of the countries concerned have, certainly, a central role
to play In the Improvement of the budgetary process In terms of [ntegrity,
efflicacity and equlity In the use of budgetary resources.

However, donors are Increasingly contributing to covering budgets and must
unite In the search for an Instrument enabling them to secure effect/veness
of thelr aid at budget level, particularly with regard to the question of
counterpart funds and thelr utilization.

This Is a question of efficlency and financfal securlty, but also one of .
discliplfne among donors.

The Commission Increasingly participates alongside the Worl!d Bank In
reviews of public spending (e.g. In Mauritania, Papua New Gulnea, Mall,
Burklna Faso, Madagascar). This participation Is a key element In the
dialogue which It has begun with most of the countries undergoing
adjustment.

in add/tion, the Commission will be an active contr/butor to the SPA, which
acknow!/edges the essentl/al role of public flnances In any reform programme.

While the Commission’s fnvolvement in this area Is clearly politically
sensitive and may lead It to discuss areas other than those speclifically
related to Community ald, It Is nonetheless vital to serious Community
involvement In the adjustment process, and Indeed the general development
of the States concerned.

6. Ad justment and democratization

To mobilize adjustment resources, the Commission Is faced by a dual
Imperative:

- on the one hand, [t has [Important resources at I/ts disposal to meet
the consliderable financing needs of the countries concerned. For the
survival of these States and thelr people, as well as for obvious
political reasons, these resources must be disbursed.
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- on the other hand, It is becoming more and more evideni that in a
growing number of countries the reforms to be supported are befng
forced off course or disrupted by the process of democrat/zation,
which has led the IMF and Worid Bank to Interrupt or postpone
financlal support.

In the short term democratization may hamper economic reform. Quite
clearly, an author/itarlan regime has more coercive power to enforce a
programme of reform, at least /n the short term, than a democratic

- government which must open dlalogue with the economic and soci/al partners,
" and must contend with a free press, the right to demonstra.e, the right to
strike, etc.

Such a dfalogue (s the very essence of the iInternallzat/on of a reform
programme. When, moreover, [t coincides perfectiy with the establ/shment
of a (possibly fragl/le) process of democratization, It Is bound to lead to
certain modifications, in particular as regards the speed of the reforms
and measures to offset thelr soclfal and economic iImpact, which causes the
country to deviate temporarily from its adjustment course, or at least,
prevent it from sati/sfylng the agreed performance criteria In full.

Should this lead to the suspensl/on of support?

A movement towards democracy should certainly not become an excuse for
economic laxity, nor allow a particular administration to “buy” Its
survival or legitimacy by yielding unrestralnedly to excessive corporate or
other claims.

- At the same time, however, this democratic dimension cannot be [gnored. It
should lead the [nternational community of donors to show more pragmati/sm
and political awareness particularly in relation to the speed and
progressiveness of reform. It should lead the IMF/Worl!d Bank above all to
seek prior, systematic consultation with the donors concerned to assess in
a coordl/nated manner, before breaking off financial support, whether the
deviation is jeopardizing the economic viabllity of the programme as a
whole.

The Community and (ts Member States must play a major role in this. Thelr
knowledge of Africa, the many |inks which they have, the scope of thelr
financing and the unique character of Lomé are arguments for [ncreased
consultation at Community level prior to any cocrdination with other
donors, In particular the IMF and World Bank.

The Commission, for Its part, will systematically seek such consultat/ons
with the Member States /In cases of this kind.
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While adjustment programmes must be economically credible the donors must
also be politically credible In countries which are In transition from an
authoritarian regime to a democratic regime.

Structural adjustment Is Increasingly becoming the only way to a recovery
in growth, and more fundamentally, the genulne development of a growing
number of our ACP partners. Even so, the process of adjustment must not
sacrifice more balanced and more equitable long-term development to the
interests of the balance-sheet.

Such Is the thrust of the Commission’s approach. What the Commission has
done over the past few months I/s to take the steps needed, start the
operations required In terms of organization, approach, coordination and
operational Involvement, to allow [t to galn the maximum effect from Its
Involvement in the adjustment process.

tts particular emphasi{s on counterpart funds, Its concern to cover the
socl/al dimension of adjustment in an approprlate and operat/onal way, the
points It has developed concerning the reglonal dimension of adjustment,
the role It plays In the SPA, [ts strengthening of coordination with the
IMF and World Bank, all stem from this approach.

The Commission Is In the process of developing, In the field of structural
ad justment, Community expertise, the corilentations of a policy, a search for
conslistency and complementarity with the Member States, which will serve as
a model! for similar Community interventions In other parts of the world.
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PROGRAMME SPECIAL COMMUNAUTAIRE (SPA 1)

Poys soutenus par la Commlssion cu titre du progromme

(MECV)

PAYS RESSOURCES (MECV) ENGAGEMENTS PAIEMENTS

30.10.1991 30.10,91
1. BENIN 31 31 30,6
2. BURUNDI 12 12 9
3.  GAMBIE 5 5 5
4. GHANA 20,5 19,5 15
5.  GUINEE BISSAU 9,4 9,4 8,5
8.  GUINEE CONAKRY 12,5 12,5 11
7.  GUINEE EQUATORIALE 1,5 1,5 1,5
8.  KENYA 42 42 42
8.  MADAGASCAR 19,75 17,25 19
10.  MALAWI 54,6 47,5 42,5
1. MALI 25 25 25
12.  MAURITANIE 7 7 7
13.  MOZAMBIQUE 70 58 50
14.  NIGER 14 14 13
15.  OUGANDA 32,25 32,25 32,25
16. RCA 7 6,9 6.2
17.  SENEGAL 11,5 11,5 11,5
18.  SAO TOME/PRINCIPE 1,15 1,14 1
19,  SOMALIE 31 31 30
20.  TANZANIE 24,5 24,5 23
21.  TCHAD 9,5 9,5 9,5
22. T0GO 10 10 19
23.  ZAIRE 30 30 30
24.  ZAMBIE 60 58 - 53
25.  SOUDAN 15 13 10
TOTAL 556 529,5 solt 95% 495,5 solt 89%

~bl-



ACP States cligible for adjustment

Expected allo¢ations (MECU)

FIRST NIP
INSTALMENT
1 BENIN 13.0 11.0
2 BURKINA 12.5 10.0
3 BURUNDI 12.0 0.0
# SRR K AR YEL AT
# 5 CAR

# 6 CHAD

9 COTE D'IVOIRE
DOM REP

GAMBIA
14 GHANA
15 GUIN BISS

3

JAMAICA
KENYA

0, "
MADAGAS

22 MALAWI

23 MALI

: AN
25 MOZAMBQ
# 26 NIGERIA

# 27 NIGER

29 RWANDA
30 SAOTP
31 SENEGAL

# 33 TOGO
34 TRIN&TOB
35 UGANDA

37 ZIMBABWE

TOTAL

24.0
225
12.0

TOTAL 433.5 190.9

# Countries whose programmes are at risk
Eligibility under way
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APPUL A L'AJUSTEMENT STRUCTUREL - LOWE IV

DECISIONS DE FINANCEMENT 1991

PAYS MONTANT  (MECU) INSTRUMENT UTILISATION FCP
AS. | P.IN TOTAL

MALI 16 15 31 PGI Secteur santé (70%)
Entretien routier (20%)

BURKINA FASO 12,5 10 22,5 PGI Secteurs sonté (21X) et éducation (41%)
Plenning fomillal (12,5%) :
Emplol (9%)

OUGANDA 17 18 (1) 35 PGI Secteurs sonté/éducation )
Approvislonnement en ecu ) 35%
Entretien des routes (25%)
Agriculture et p8che (24%)

GAMBIE 2 2 4 PS1 pétrole Secteurs sonté/education

BENIN 13 11 (2) 24 PGI Secteurs éducation et sonté (12X)
Restructuration Fonction Publique (51%)
Restructuration secteur boncalre (33%X)

PNG 7 4 11 PGI Secteur éducation (frals récurrents non salarioux)

GUYANE (3) 4.5 - 4,5 PGI Secteurs soclaux (85%)
Soutien aux actions productives (15%)

GHANA (3) 9 " 20 PGI fere priorité = secteurs soclaux

(1) dont 3,75 MECU du programme spécial dette (6eme FED)

(2) dont 7 MECU reliquat progromme dette
(3) Décislon prévue en dacembre

_‘C._



Structural Adjustment
Estimated commitment rate (MECU)

) Cumulative Commitments (MECU)

700
600 -
500
400 |-
300
200
100 B 7 . T
0 | 1 | ] 1 ] ] 1 ] ]
. Oct 81 Nov 91 Dec91 Jan92 Feb 92 Mar92 Apr92 May 92 Jun 92 Dec 92
High Est. D 116 127 152 162 175 267 436 505 618 624
Low Est. 0 116 127 - 152 152 175 267 396 408 413 624
. Of which
SAF high 61 68 81 81 100 183 311 366 428 434
NIP high 56 60 71 71 75 84 125 138 191 i
SAF low 61 68 81 81. 100 183 281 293 298 434
NIP low 56 60 71 71 75 84 1185 1158 " 1158 191

High estimate assumes no delays

SAF: Structural adjustment facilit
truct Jus Y ., .Low assumas "at risk” States delayed 6 months

NIP: National Indicative Programmae

Huweye Y
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