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NON-TECHNICAL SUMMARY

One of the main purposes of development ald has always been the
promotion of a viable export sector, in the hope that future
export revenues so generated would over time do away with the
need for aid as a source of foreign exchange. However, export
performance in Africa has been almost uniformiy disappointing,
despite the fact that Africa has always been a &éjcr recipirent of
aid. High real wages and steady upward pressure on the real
exchange rate {the relative price of home or non-~traded goods to
traded gocds} appear to have thwarted a successful export take
off. These trends, are documented in the World Bank's 1984 study
of Sub-Saharan Africa.

in this paper I point out the possibility of a causal link
between development aid and export performance which draws on
recent analyses of the 'Dutch Disease®. Aid, like many otherwise
effective medicines, has unwanted side effects that require the
attention of policy-makers. In particular, ald will exert upward
pressure on the real exchange rate, lead to increased labour
costs in traded-goods producing sectors and reduce external
competitiveness. If a substantial increase in the volume of aid
inflows 1is not to lead to reduced export performance, policy-
makers must introduce measures designed explicitly to reduce the

conflict between export promotion and aid.

I cutline conditions under which this conflict 1s particularly
severe, and the need for policy adjustment most urgent.

Increases in aid will permanently reduce productivity in export
sectors when externalities such as ‘Learning by Doing' are
present in the traded-goods sector. When there is Learning by
Doing, productivity in a sector depends on cumulative output over
time; aid, by reducing output in the export sector; causes it to
suffer an absence of 'learning' and a loss of productivity. IEf,
in addition, capital markets are imperfect, the case for explicit

export promotion becomes even stronger.
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Under such circumstances increased aid will magnify the cost of
trade policies which are 'inward-oriented' and biased against
exports. There is a very real possibility of a viciocus cirecle:
distortionary trade policies which are biased against exports
lead to poor trade performance apd lower real income, which in
turn makes the couniry involved a more likely aid recipient.
Increased aid will then lead to further deterioration in trade
performance and increase the dynamic costs of anti-export
policies, wnile at the same time allowing their continuation, and
so on. Therefore, the analysis of this paper represents a strong
case for aid conditionality: aid should be conditional on the
elimination of any bilas against international trade that is

present in domestic tax or trade policies.

I finally present strong empirical evidence, for six African
countries, of the relationship between increases in real aid
flows and appreciation of the real exchange rate. It is this
relationship that underlies the concerns raised in this paper on
the confiict between aid and export performance. Moreover, in
the theoretical analysis, upward pressure on real product wages
in the traded goods sector was identified as an important element
of the mechanism through whieh aid leads to real appreciation.
The econometric evidence presented here strongly confirms this
relationship between higher aid flows and increased real product

wages in the traded-goods sector.



i. Introduzziion

One of the mzin parposes of developmen: aid has alwavs heen Lng pre—
motion of a viable export Secror, in the hope that fubture expoTi Trevenues so
generated would over time de awar with the need for aid as & source of foreign
exchange. Cosual evidence stronglv suggests thai that has nol worked oul
well., From the export promotion point of view, aldé nas been 2 failure.

Cases in peint are, on one end of the spectrum, Xorea and Bragzil;
the Korean and Brazilian export mitacies have peen accomplished witnouf much
aid to speak of. On the other end is most of Sub-Sanavan Afries. Export
performance in Africa has been aimost uniformly disappointing, while Africa
has always been a major recipient of aid. Steady upwaré pressure on Che real
exchange rate and nigh real wages have, however, thwarted a successful taks
off for exports. {For documentation of these trends, ¢f the ¥orld Bank's
recent study on Sub-Saharan Afcica, Werid Bank (1984)),

In this paper I point out the possibilicv of a causai link, drawing
on recent work on the "Dutch Disease” by myself zng others (Corden [19R&],
Corden and Neary 119821, van Wijnpersen |31984a, b}). Aid, by being parciallv
spent on non~traded geods, puts upward pressure on the teal exchange rate.

‘the rescurce-allocational consequences are a shift of labor our of agriculture
inte (ofren urban} services, upward pressure on real wages in terms of exnor:
goods, and & decline in external zompetitiveness. A decline in export
perfermance is Tthen unaveidable unless specific policy measures are raken Lo
counteragt it. The conflicer berween substantial volumes of aid and export

prometion is & dilemma African poilevmakers will need to face.



in the remainger of this paper, I first outline a simple theoretical
framework to show the channeis via which aid csn thwart export promotion
{section 2), and use an intertemporal extension of this framework to discuss
policv aoptions (section 3). 1In section 4, I present empirical evideunce on the

impaet of aid on the real exchange rate. Sectien 3 concludes.

3. A Theoretical Framework I: Wages, Aid and the Real Exchange Rate

The simplest model that still Fivs our purpose is a simple Salter—
Swan model distinguishing traded and non-traded goods. Thls allows us to
capture the essential point that aid comes in the form of foreign exchange,
and so gives direct command over traded goods, but will partially be spent on
non-traded goods, thereby causing a transfer problem.

We can describe production by a revenue fupction giving the maximum
revenue from efficlent production given relative prices and factor use:

R==R(0, }; L) (1)
where O is the relarive price of nom-traded goods (NT) in rerms of traded
goods {the real exchange rate) and L the stock of labor. Capital {s sector-
gpacific and suppressed in the argument list. Efffclent production requires

the marginal value product of labor to equal the wage:
RL{O’ 13 L) = U => LD = L{W,Q}
-i
Iy =Ry <0
" -] N
Lg = Rpgl Ry > 0

(2)

W is the real wage in terms of traded goods. Labor market eguilibrium is
represented by locus 1L (L = L (W,0)) in Figure 1. LL slopes upward: higher

real wages will, for & given Q, reduce labor demand in both sectors, but a



higher real exchange rate, for given real traded product wage. will ingrease
labour demand in the NT sector. Because 0 only affects labor demsnd in the NT
sector if W stays fixed, the LL schedule is flatter than one: z higher ¥
reduces labor demand in both secters, so ¢ has to increase more chan one for
one to offset that. Increased ald will have no direct effect on labor
markets.,

Consumer expenditure is described using an expendirure function,
giving the minimm expenditure needed to reach welfare level Ul given relative
prices:

E=E (q, 1; 1).

The budget constraint says rhat total expenditure has o egual
revenue from production plus transfers from abroad {A for aid):

E{Q, 1; U = R (G, 1; L) + A {3}

By properties of the revenue function, the derivative with respeet
to Q eqguals the supply of non-traded geods. Similarly, the derivative of the
expenditure function with respect to 0 represents the (Hicksian) demand
funerion for mon—traded goods. Non-traded goods market equilibrium therefore
is given byt

RolQ, 13 L) = Eyld, 15 1) (4}

This is represente¢ by schedule NT im Figure 1. The NT schedule slopes upward
too: higher real wages for given { will reduce the supply of nen~traded goods,
necessitaring an imcrease in the real exchange rate. The NT schedule is
steeper than one and therefore steeper than the LL schedule: a one-fer—one
increase in ¥ and Q wounld isave the real non-traded product wage W/Q unchanged
and so would leave supply of non-traded goods unaffected; however demasnd would

have gone down at nigher Q, calling for a further increase in W to reduce



suppiv Lo the lower level of demand in the WT poods market. KT therefore
slopes up with a slope in excess of one.

Consider now the efect of an increase in aid, A. There will be no
direct effect on labor markets, as can be seen from aquation (2). However,
velfare U increases because of the cutward shift in the budger constraint.
This in tura Inflvences demand for NT geods (via U in EQ(O, i; 8) in equation
€4)}}. Higher welfare means higher expenditure, some of which will fall on NT
goods. This will pur upward pressure on their price, the real exchange rare

0; the NT curve shifts to the right (Figure 1):

49 =Gy / (Ryy= Epo) 30 (%)
NT

Yy

W

Figure i: Wage and Real Sxchange Rate Effects of Higher Aid



The net effect car be seen in Figure 1. Higher aid will indeed put
upward pressure on the real exchange rate by cansiang “ex ante” excess demand
for NT goods, at least to the extent that some of 1t will be spent on non-
traded goods (CQ > 8), The resulring increase in the real exchange rate will
draw Iabor intc the WI sector. 1Im the African context this implies a2 snifc
out of agricultural cash crops production in rural areas into services
exployment, mostly in urban areas. To effeetr thar transfer, the resl wage in
terms of tradea goods, W, will iacrease (we move up from W, to WB). The

increased labor costs in the external sector will translate into reduced

external competitiveness and a decline in exports, all as a comsecuence of

increased aid. Export promotion and increased aid are indeed conflicring

pbiectives, reguiring further policv intervention if thev are to be

reconciled,

3. A Theorerleal Frawmework II: Exvert Promofien, Dvnamic Gains from Trade

and Other Intertemporal Aspects

In the previous section I showed how increased aid exerts upward
pressure on the real exchanpge rate, causes high real traded product wages, and
leads to a loss of external competitiveness and worsened export performance.
Although all this sounds dramatic, it is in faer not enough o warrant ex—
plicit policy intervention: after all, a superficial observer could say, aid
lessens the need for forelgn exchange from other sources and so should lzad to
lower exports.

That, however, glosses over some important intertemporal aspects.
Firsc, aid is almost certainly temporary, which means that forelgn exchanee,

while relatively cheap now, will be expensive in the future. That would not



be z problem in a worid with perfect capiral markets, since rational firms in
the export sector would borrow and invest now so &s to have Che capital in
place when the decline in aid will lead to increased external competitiveness.
s#owaver, capital markets in Africa are a2 far gry frowm perfect. This ia turn
means that & temporary appreclation will cause suboptimal investment in the
export sector.

A second peint is more subtle. There is widespread evidenge that
productivity growth has been faster in trade-orianted econonles than in more
inpward looking countries. Moreover, Lf one believas, a la Arrow (1962), that
such productivity gainms, rather than taking place exogenously with the passage
of time, are a function of accumulated experience, active export promotion is
called for to capture these dynamic gains from trade. Im such a world, an
aid-induced temporaty real appreciation indeed leads not only to lower exporis
today, but to lower productivity in the traded sector im the future, even if
eapital azccumulation in that sector does nor suffer. Im the remainder of this
section T present a model that incorporates both points and derive poliey
conclusions.

Consider a two-period extension of the wodel of the previous
section: period one {“today,” with aid) and peried two ("tomorrow,” withost
aid). Capital letters indicate period one variables and lower case letters
indicate period two variables. We will run ahead ef our storTy o0 sowe extent,
by already incorporating the optimal policy imterventlon. = subsidy to traded
goods producers, 5. lnder the realistic {for wost of Sub~-Saharan Africa)
assumption of external balance constraints, the budget constraint in peried

one aquals:



R(Q, 1 + 8) + 4~ SRp = E [0, L + 55 u) (&)

Rp i5 the output of traded goods (the derivative of R with respect to their
vrice P = 1 + §). SR? therefore represents the cost of the subsidy.
4 similar expression holds for period 2, alchough there will be no

ald then, and no need for further subsidies:
r (g, 13 Rp) = e (g, 1; u) (7}

The argument R? inr (RP is first period cutput of traded goods)
captures the dynamic gains from traded goods production. We assume that more
traded goods output in period one increases productivity in that secter in
pertod two (1‘p3 >0, rq3 < 0) . ¥We assume, for convenience, that ryy = 0.

In borh periods, the real exchange rate needs to clear the NT goods
market:

Ry = EQ y Ty Ty {8)

1f the dynamic gains from trade are not internalized, either because
eurtepreneurs are not aware of them or because imperfect capital markets do
not allew their exploitation, the optimal policy intervention is a first
perioé subsidy to traded goods producers {"export promotion”). To determine
the optimal subsidy Ievel, one needs to maximize intertemporal welfare
¥ = ¥ (U, u) subject to the constraints set up se far. Note that tariff
protection is not called for, since a tariff would add an unmecessary congumer

tax to the optimal subsidy.



pPerivation of V with respect to 5 using the budgef constraints {§)

and {7) yields

- — St e r, =0 {2)
an EU - s 3
or
* nav/
5 = krB PR ———
#av/ 30

i 1z the racio of warginal urtility of income tomporrow over the marginal
utility of income today. Tn a perfeer capital market, A would equal one over
one plas the world interest rate. That is clearly not relevant in the Afriean
context. The formula for optimal export promotiocn has a nice intuitive
interprecation. If privare produgers of traded goods recefve the benefits

r, . generated on the margin by the dynamic externality, they will produce

3
the socially optimal level of traded goods in period one.

But this paper is not concerned with the need for export promotion
per se. Instead, we wish to know whether fsereased aid streagthens the case
for polieles oriented rowards export promotion and whether it ralses the cost
of the anti-expert bias embedded in the trade policies of so many African
countries. This we will show to be the case.

The workings of the model can be demonstrated using the diagram in

Figure Zwl! The locus NT! in the first auadrant depiets non-traded goods

1/ The slgebra of this model (applied to a rather different problem) can be
found in van Wijnbergen {(1984b).



market equllibrium in peried omne. Increased export promotion (higher S) draws
resources ouf of the NT secror in the T-sector, putting upward pressure on Che
reai exchange tate 0 (NT! slopes up). Tris 1s an unavoidable bypreduct of
export promotion.

The locus NT2 in guadrant 2 describes non—traded goods market
equilibrium in peried two. & higher first period real exchange rate O draws
resources out of the T-sector, thereby reducing the dynamic prodectivity gains
arising in rhat sector. In the second period, therefore, traded goods
production takes place with lowered productivity. This in turn means the
private sector will devote less resources to it and preduce more NT goads

inatead in period two. 4 fall in the period-2 real exchange rate follows {NT2

has a negative slope).
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Figure 2: Optimal Export Promotion, Increased Aid Flows and the
Real Exchange Rate
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The third quadrant gives the link betwsen rthe fufure real exchange
rate q ana the optimal level of export promotion in the current period (the
iocus 05). An anticipated future deprecistion (g falls) inereases the value
of traded goods in that period and therafore increases the valne of future
productivity imcreases in thar sector. Therefore an anticipated furure
depreciation strengthens the need for export prometion: 5 goes up and the OS
schedule has a negative slope.

We can use this framewotk to explore the implicatioans of a temporary
aid program. Comsider first the exchange rate effects. An increase in A will
in period i, via the mechanisms outlined in Section 3, lead to a real
appreciation in the same period (Q goss up and KTl shifts upward; see dotted
line in quadrant 1). Some of the ald gets spent on NT gonds necessitating a2
higher real exchange rate and a diversion of resources out of the traded goods
sector. This is the coaflict between aid and export promotion we encountered
in the previocus section.

New in this section are the intertemporal aspects. Reduced first
period export performance reduces the dynamic gains from trade and therefore
reduces future productivity in traded goods production. Accordingly,
resources will be diverted away from the traded goods Bector inko the NT

sector, leading to reduced export performance. Aid, even when temporary,

permanently worsens export performance, unless proper poliecy measures are

taken.

This brings us to the third quadrant and our main interest, the
policy lmplications of the effects on the exchange rate and export performance
of temporary development aid. The first effect comes through the anticipagad

future depreciation once rhe aid flows will stop (i.e., O falls from Q, to
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QB)‘ This means that traded goeods will be more valuable in the future and so
are, therefore, the dynamic productivity gains that come with more traded
goods production today. This effeect is measured by the siope of the 05
schedule in guadrant three: export promotisn should incrzase from SA to SB
along 0S5.

“there is, moreover, a second effect at play. Temporary ald
ingtreases income today and therefore decreases its marginal utility today.
this raises the soeial discount factor and shifts the tradeoff between current
costs and future benefits that determines the optimal level of export
promotion in faver of tomorrow and so in faver of more export promotion. In
rerms of our diagram, the 05 schedule shifrs out and the optimal level of
export promotion goes up further, from Sp &0 Se- This second effect of course
only matters in imperfect capital markers, since with perfect markets there
will be no wedge between the soclal discount factor and the discount factor
prevailing in international capital markets; however, the assumption of

perfect capital markets has little relevance for Sub~Saharan Africa.

ba Aid and the Real Exchange Rate: Empirical Results

¥n this section I present emplrieasl evidence documenting the impagt

of aid flows on the rezl exchange rate and on the real traded product wage.

To obtain this evidence T have estimated real exchange rate equations based on
the theoretical model presented in section 2 and in line with the by now
standard specification used in tne analysis of the structural derersinants of
real exchange rvates (Edwards (I985), Edwards and Ng (1985), Hsieh {1982} and

Chaner and XKharas (19B83))., Also, since I argued that real traded product



wages play an important role, I present similar results for the real traded
product wage.

The teal exchange rate (RXR) is defined as the local currency index
of impert prices over the CPT (ef Edwards and Ng (1983)) for a discussion of
different wayvs of defining and measuring the real exchange rates. Real traded
product wages (RXRW) are defined as the hourly wage in the manufacturing
sector aver the local currengy index of import prices; no wage index with
sufficiently wide coverage was available for other traded goods sectors such
as cash crops, etc. Finally aid (RAID) is the sum of disbursements of grants
and concessional loans in dollars, deflated by the dolliar import price
index. We also include disbursement of non-concessional loans (RNT}.

Sinee our main imterest is in the effect of alid on the real exchange
rate, 1 wili not present the complete estimation results for all countries
(these are, however, avallable from the author on request). To give the
reader an idea of what has been estimated, I present the complete resulss Foyr
one couatry omnly, and them proceed to 1ist the elastiecity of the real eschange
rate and the real traded product wage with respect to the real velume of aid
for all countries in the sample.

Consider then first the complete results for Kenya before proceeding
to the summary information on cress—country elasticities. The eguation is
based on {4), with U substituted out through the budget constraint. I do not
have any data on total factors supplies; this is, therefore, proxied by torcal
real GDP {RGDP). I also incorporate the Balassa-Samuelson effect of
differential techrmological progress through inclusion of {equally) weighted
average of the current and once lagged growth rate difference between the

country under considerarion and rhe industrial countries as a group (GDIF; of



tdwards {1985) for a defense of this procedure). Finally, in a departurs from
the simple one-traded-good assumption of the previous Lwo sections I include
the terms of trade {TOT, export over Import prices). 1n indicates a natural

logarithm, The results for Kenva are:

in {R¥R) = - 4,78 + i.il In(RGDP} ~ 0.02 GDIF ~ 0.28 1n (ToT)

(~4.41)(23.06) {~7.86) {=2.41)
= G.44 In {RAID} - 0.22 1n (RAID(~1}}
{~-6.30) (=2.08)
- 0.0003 RNT
{(~6.51)
RZ = {3.996 W = 2,248
Note: OLS with Cochrane~Orcutt correction from 1969 to 1983. t-statistics

are provided in parentheses.

The coefficients are all of the expected sign, although in
particular the terms of trade effects are imprecisely estimated. An increase
in aggregate supply leads ro & real depreciation (the coefficient of in
{RGDP)), while positive growrh rate differences lead to a real appreciation as
argued in Balassa (1964). A& terms of trade improvement also leads to a real
appreciation {again in accordance with theery; see Edwards and van Wijnbergen
{1885)), although this effect is not precisely estimared.

Of most interest is however the strong and highly significant effect
of real aid flows on the real exchange rate. Higher volumes of aid lead to an

appreciation of the real exchange, as predicted by the theory of sectiom 2.
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In the first wvear the elasticity Is C.44, but that increases to 0.66 after a
second year has gone by,

Similar confirmation of the theoretical framework used is found by
Iooking at the empirical results for the real traded product wags. This

equation is derived by substituting (3) and (&) in (2):

In (RXRW) = 12.77 - 1.81 In (RGDP) + 0.03 GDIF + 0.25 1n {TOT)
(B.81) (=21.443 (7.9%) {1.68)

+ 0.20 1n {RAID) + 0.40 1n (RAID(=1})
(2.05) (3.59)

+ 0.0004 RNT
(4.74)

R2 = 0,993 DW = 3.752

Note: OLS from 1969 to 1983. t-statisties are provided in parentheses.

Once again all signs are as predicted by the theory. O0f particular
impertance is the strong and highly significant positive effect of real aid
flows on the real traded product wage: a first year elasticity of 0.20 and a
total elasticity of 0.50.

Conslder now the cross—country results on elasticity of the real
exchange rate and, where available, the real traded product wage, with respect

to the real volume of aid. The results are summarized in table I.
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Table 1
In{RXR) 1n{RXRW)
Ln{RAID) In(RAID{=1)) In{RAID) In{RAID(~1})
Kenva ~(.37 ~(.18 0.21 Q.40
{-2.78) (=1.43) (2.08) (3.36)
Egypt -0.43 & NA HA
{~4.70})
Malawi * ~0. 49 0.14 0.44
(-2.49) {0.43) €1.33)
Sierra Leone * ~0.27 0.0% *
{~1.58) {0.34}
Tanzania |B] -0.20 * NA NA
{-0.73)
Ghana [B} =070 ~0.17 1.15 1.35
(~2.48) {-0.58) (3.90) (4.55)
Note: Elasticiries of the real exchange rate RXR and the real traded

product wage RXRW with respect to the real volume of aid

disbursement are estimated by OLS from 1969 rte 1983. [8]

indicares that the black market exchange rate was used in the

calcularion of the real exchange rate. * indficates thar a

variable had a low coefficient with ¢t~ statiscic below CG.10 and

was therefore omitted. NA indicares wapge data were not available.

The results strongly support the theoretical prediction that
increases in the real volume of aid cause real appreciation. The size of
coefficient (summed over both years where relevant} ramges from a low 0.20 in
Tanzania towards a high 0.87 in Ghana. HMoreover the relevant coefficlents are
nighly significant in all countries except Tanzania and, re a lesser extent,
Sierra Leone.

I rhe theoretical section T argued thart the mechanism behind the
atd-reazl apprecistion link starts with aid-rriggered excess demand for non~

traded goods "ex ante”, subsequent real wage pressure in the traded sector and

firally 2 real appreciation. This argument is supported by the second set of
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elasticiries report in tabiz 1, those of the real product wage in
manufacturing with respect to rezl ald flows. The total elasticity (summed
over two vears) ranges from 2 low and insignificant 0.09 in Sierra Leone teo a
staggeringly high ané very significant 2.50 in Ghana. The coefficlents are
moreover all highlyv significant except for Sierra Leone.

These results strongiy suggest that the "Dutch Disease effect”™ of
aid should Feature high in any investigation of the poor export performance of
Africa, and in policy discussions concernimg the stimulation of export
oriented growth.

5. Conclusions

‘the purpose of this paper was not to argue that aid is without merit
or to belabar the obviocus point that aid is no panacea. Rather, T point out
that aid, like meny otherwise effective medicines, has unwanted gide effects
that require explicit policy attention. In particular, aid will exert upward
pressure on the real exchange rate, lead to imcreased izbor costs in rraded
goads producing sectors and reduce external competitiveness. If reduced
export performance 1s to be svolided after substantizl increase in the velume
of aid, explieit policies need to be designed to reduce the conflict between
export promeotion and aid.

1 outlined conditions under which this conflict is particularly
severe, and the need for policy adjustment most pressing. When traded goods
production is characterized by positive “Learning by Doing” exrernaliries,
inereasses in ald will permamently reduce productivity in export sectors. If,
in addition, capital markets are imperfect, the case for explicit export

promotion becomes even stronger.
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Conversely, under such circumstances increased aid will magnify the
cost of inward oriented anti-export intervention in trade. The possibility of
& vicious circie is a real one: distortionary anti-export blases in trade
policies lead to poor trade performance and lower real income, which makes the
country involved a more likely aid recipient; however, fancreased aild wili lead
to further deterioration in rrade performance and inctease the dynamic costs
of anti-export policles, while at the sawme time allowing rthelr continuation.
Therefore, the argument presented in this paper pregente a stroang case for ald
conditionaliry, making the rtransfer of aid conditional on the reduction of
anti-trade biases in trade and domgstic tax policies.

I finally present strong emplrical evidence supporting the relation
between inecreases in real aid flows and appreclation of the real exchange rate
that underlies the concerns on the negative link between aid and export
performance raised in this paper. Moreover in the theoreticel section upward
pressure on real rraded product wages was identified as an important element
of the mechanism through which aid leads to real appreciation; econometric
evidence also presented here stroagly confirms che upward effeect of higher aid

on real traded product wages.
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pData, Definirions, Values and Sources
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Table &
TERS OF TRADE TN SEIECTED APRICAW (DURTRIES
{1980=100}

Careroon Egvpt Guma Remm Malawi Sierra leone Tanzam a
15368 B3.2 82.0 B7.2 125.5 134.9 123.0 £38.0
1965 85.5 8313 98.8 123.3 152.8 112.1 138.8
1570 9.t 80.8 784 130.6 163.1 115.8 136.0
1571 5.9 78.1 5.8 121.4 165.4 106.2 131,86
1572 B0.2 4.6 59.0 125.% 15G.4 $9.8 121.3
1973 7.2 BE.2 82.6 1255 151.% 9B.5 122.1
1574 85.6 85.8 BO.} I09.0 148.6 53.0 123.7
1975 9.7 7.7 B4.7 98.6 1435 98.8 105.7
1976 70.9 76.9 73.2 111.4 126.1 92.8 129.6
1877 96.8 76.5 96.1 138.9 166.2 100, 3 155.7
1578 1624 76,3 88.4 117.6 148.8 135.5 126.2
1979 25,8 99.0 145.2 108.5 1i7.8 120.5 108.6
1980 100.0 160,06 133.0 100.0 100.0 100.0 100.G
1981 76,8 112.8 69.2 87.5 105.9 84.0 B3.0
1982 72.0 109.3 61.7 87.8 106.9 85,2 87.8
1983 76.1 103.5 63.7 8.2 126.7 9.5 g1.2

Note: Terms of trade is calomulated by the ratio of the export wnit value to the import unit value,

Sourcas:  {NCTAD, DN: and World Table, IERD.
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Tebie 7
REAL EFFECTTVE EXCHANGE RATE TNDICES TN SELFCTED AFRICAN OOUNTRIES
(1980=100)

Cameroon Eoynt Ghana Kanya Malad Sterra teone  Thnzamda
1968 103.29 51.B4 355,45 86.95 80,35 70.62 116,48
199 113.40 5176 34124 B9.77 82.29 70.61 103.23
1570 116443 52.41 350,67 52.98 78,97 70.16 105,81
147) H8.71 53.48 344,88 96.11 7792 75.54 107.94
1972 113.68 $7.53 442,02 98.89 77.48 76.8% 109.12
1873 113.29 61.03 394,16 104.00 87.75 84,50 112.51
1974 123,84 64.51 391.25 107.25 52,43 41.08 114,72
1975 106.16 64.00 334.38 10L.83 91.19 90.12 302.B4
1976 106,77 58.85 215.56 165.00 90,80 52.70 110.28
1977 .72 55.85 109,73 100.90 96.98 93.54 108.40
1978 96.16 57.22 94.47 §3.20 96.6% 96.85 103,15
1979 99,30 106.76 131.36 96.26 99.57 94,53 10,94
1980 100.00 100,00 100.00 100.00 100,00 100.0¢ 100.00
1981 103.00 86.93 4h17 105.49 95,81 84.86 79.19
1982 103.7¢ 73.26 34.87 103.91 86,04 65.46 66.60
1983 98,52 61.6% 18.91 1275 g2.13 43,36 60.98

Note: Real Effective Pxcharge Rate indices are caliared ag the trade weighted geamtrric average
of the bilateral exchange rates adjusted by the ratio of domstic conswrer price index to the
corresponding trade to the corresponding trade partner wholesale price indes

Sourees: International Financial Statistics, IMF; end Direction of Trade Statistics, IWF.



Table B
REAL EXCHANGE RATE INDICES [EING IMITRT PRICES
(1980=100)

Lareroon Fovpl Chana Kenva ralawl Sierra Isone Tansania
1968 114.5 27.3 8l.4 56.8 .3 55.1 71.2
196% 125.5 2.0 Bl.4 57.9 724 624 71.0
1970 138.3 26.2 101.6 57.8 65.7 58,9 73.2
1571 128.8 27.5 114.3 60.9 65.6 66.1 74.0
1572 116.6 27.2 162.9 B6.4 64,7 65.4 4.8
1973 195.9 27.9 152.4 66,0 2.4 7.2 78.6
1974 113.4 6.6 139.6 864 B6.6 7.1 100.4
1575 1:1.5 38.7 121.3 93,3 93.5 B4.7 90.5
1976 123.7 38.8 83,3 109.6 120.5 162.53 107.4
1977 122.8 39.5 47.3 1M.5 1.4 9.4 107.5
1978 102.0 44,7 71.1 85.8 99.G 83.4 96.7
1979 99.3 i06.3 126.4 B88.7 98.3 87.3 112.9
1980 0.0 100.0 100.0 100.0 100.0 100.0 100.0
1981 115.3 87.3 7.4 116.8 99.1 0.7 B1.3
1982 120.5 71.7 37.1 1123 104.4 70.8 67.8
1983 113.7 58.5 49.5 113.7 94.3 59.6 60.1

¥ote: Real exchange rate indices using fmport prices are calculated as the rerdnal exchange rate
adjusred by the ratio of the inport unit valve to the demestic consuer yrice index.

Sources: International Finanecial Statisries, IMF; and World Table, IRRD.
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Tabliz ©

PryT, TECHANGS RATE TNOT(TS ISING AR MARKET RATES

{ JSRM=1010}

Camaran Eovepl hans Rarva Malad Sierra leme Tancania
— 45,5 5.7 3.5 40,2 - 320
—_ 51 23,5 66,9 43.6 — 33.3

[Faa 30.7 0.6 T2 4.5 — 402

7.0 45,4 8.9 74.5 50,8 —_ 46,5

114.8 46,7 33.5 9.3 470 — 62.2

HYLE 38.7 25,1 L 41.8 — 63.5

113.8 3£.9 35.3 84,1 48,8 — 73.9

12,5 B4.3 35.3 14,0 69.3 — 63.5

123.4 LY 35.7 H1A 100.2 — 109.6

123.7 65.5 £3.5 95.9 93.2 —_ 108.6

103.3 75.4 A5 Bi.b b — 63.9

1018 1LY 118, 9.0 93.8 - [

100.0 1008 190.0 100.0 100.0 — 103.0

7.6 1005 78,4 127.2 106.9 —“— 105.5

123.0 g7.6 154,00 130,85 G311 — 92.9

100G B83.6 Thuh 125.8 75.6 —_— B3.3

ote: TPeal exchange rate indices using black merier rates are calculated as the average bieck market
exchamge rates adjusted by the rario of import i vaiug to the domstic conmmer price
ingex.

Sources: Pid:*s Qurrency Yearbooks; and World Table, IBRD.
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‘Iable 10
REAL, EXCHANGE RATE DNOTORS USING MANIFACTURING WAGES
(1980=100)
('.‘a-.zrzrcncmv’(i Egy-pc—/h Guna Kenwa elad Siarra feone Tanzania
1968 103.7 130.9 438.8 2466 15G.7 205.8 2093
1968 B3.4 145,3 437.1 252.6 168.4 201.6 219.7
1970 94.2 141.6 400.2 277.3 172.7 209.7 217.5
1971 84,2 129.4 3345 5.6 167.8 19i.6 2.6
572 138.8 149.7 210.3 218.1 181.1 179.2 203.4
1573 149.6 152.3 245.6 202.3 152.3 215.9 195.5
1574 76,7 110.0 240.4 147.2 129.8 156.4 175.4
1575 99.0 98.1 235.0 130.7 106.6 132.6 156.2
1976 81.1 106.6 223.1 106.3 Bi.2 10G.3 130.5
1977 76.9 110.5 3439 110.5 89.4 99.6 123.7
1978 108.1 100,0 180.3 117.4 103.3 112.2 120.9
1979 106.2 —_ 80,4 111.2 101.3 92.0 103.%
1980 100.0 . 1000 100.0 10G.0 100.0 100.0
1981 gl.1 —-— 121.6 B5.1 103.3 89.9 —
1982 77.0 — —_ Bl.5 130.7 — b
1983 e — — —_ — —_ e
of Using nomingl constneerion wage
T 1978=100

Note: Real exchemgs rate indices using mmfacturing vage ame caladated as the noulnal exchange
mre sdjusted by the rarto of fmrort wiit value to the domestic mendacturing wage index.

Sources: World Table, IBRD; and Yearbook of labor Statistics, ILO.












