ECONOMIC POLICY INSTITUTE CONCEPT PAPER

Angola ranks 161 out of 173 countries in the UNDP's Human Development Index for

2002.  Despite having significant wealth in terms of extractive natural resources (oil and diamonds), over two-thirds of Angola’s population lives in poverty, while almost one in three Angolans are extremely poor.  According to the World Bank, to keep the number of poor from increasing, Angola would need to grow at a rate of about 7.3% a year.  Urban poverty has worsened in recent years largely due to a large influx of Internally Displaced Persons (IDPs) and economically driven migrants.  However, poverty is a far more serious phenomenon in rural areas.
  Not surprisingly, Angola has the dubious distinction of being one of the most corrupt countries in the world.
   Since independence, the availability of oil and diamond revenues in a conflict environment has created tremendous opportunities for corruption.  Privileged access to state contracts, regulatory agencies, foreign partnerships, elite health and education facilities, privatized state assets, and subsidized credit and foreign currency enriched a few at the expense of the many. It also resulted in a hugely inefficient allocation of resources; high levels of consumption; and a business climate characterized by favoritism, kickbacks, connected transactions, and other distortive and non-transparent practices.  Severe weaknesses in Angola's fiduciary framework have led to the occurrence of very large unexplained discrepancies in the country's fiscal accounts, varying from 2 to 23% of GDP between 1997 and 2002.  It has been estimated that total unexplained discrepancies in 2001 amounted to 10% of GDP, or more than $900 million.  The government’s commitment to IMF reforms remains weak, thus inflation is expected to edge higher in the coming months as government spending is likely to rise as the 2005 elections approach. 
  IMF and World Bank-funded capacity-building efforts have been attempting to reduce these unexplained discrepancies, inter alia, by addressing technical impediments. 

Powerful vested interests are also part of the explanation; a political and economic elite has obtained large rents from Angola's social structures and has also been loath to lose them.

A vast amount of literature exists on the underlying causes and phenomenon of civil war, poverty, corruption and economic mismanagement in Angola.  A key question for the USG is how to create an independent, autonomous public/private sector source of economic policy analysis and dialogue that can promote private sector reform from within Angola.  

Various initiatives are underway to partly address the twin towers of economic mismanagement (particularly the lack of transparency and accountability) and the overwhelming paucity of human resources to effectively govern Angola.  For example, one World Bank (IDA) credit is being considered to support economic management capacity strengthening.  The proposed activity, the Economic Management Technical Assistance (EMTA), is a credit of $17 million.  The proposed credit aims to help the Government to address its severe macroeconomic imbalances and increase transparency in public resource management by:

· Strengthening the internal control capabilities of the Ministry of Finance;
· Strengthening the ability of the Ministry to generate reliable information on the state's non-financial assets;
· Helping to improve public debt management, control and recording;
· Strengthening the overall planning process and establishing clear guidelines for monitoring and auditing the execution of the Public Investment Program; and
· Improving the collection, analysis and dissemination of key socio-economic data.

Similar initiatives have been attempted in the past in Angola without much success.  It remains to be seen how effective this new initiative will be.  Because of the extreme scarcity of Angolan economic policy research and analysis capability as well as the lack of public/private sector dialogue on key policy issues, USAID/Angola and the American Embassy propose that an independent economic policy institute be established at the Catholic University, which will in effect promote economic and private sector reform and create the foundation for a joint public/private sector dialogue to promote reforms.  This would build upon and expand the nascent institutional structure the IMF has established, the Centro de Estudos e Investigacao Cientifica (CEIC).  Initial discussions have already taken place between the Mission and the IMF Resident Representative in Luanda, Carlos Leite, who in turn has held detailed discussions with the Catholic University (see Annex A for more details).  

The Research Center (CEIC) is to be governed by a broad-based Administrative Council, whose members will be drawn from the academic, private and public sectors.  A Director and Assistant Director will guide the daily operations of CEIC, both of which will possess a specialized knowledge of public policy and will be experienced in matters of economic and social policy.  

The Administrative Council will be named at the first Annual Conference in July 2003.  The current Executive Director is Dr. Emilio Moreso Grion (M.A. in International Economics and currently Lecturer in Economics at the Catholic University of Angola).  The current Academic Director is Dr. Manuel Ennes Ferreira (PhD in Economics and currently Professor of Economics at Universidade Tecnica in Lisbon, Portugal).  It is important to note that the initial support group includes several key, prominent public sector economists who wish to see the pace of reform accelerate in Angola.  

In addition to the IMF-supported CEIC, several donors have expressed interest in supporting an independent economic policy think tank or institution, including the Canadian International Development Agency (CIDA).  GTZ is providing some funding to CEIC as well.  At a recent meeting of donors sponsored by USAID, strong support and endorsement was expressed for the concept of the establishment of an independent, autonomous Economic Policy Institute at Catholic University.  

In addition to the formulation of its previous Macroeconomic Special Objective, the USAID/Angola mission has recently received a proposal to establish a Business Training Center on the Catholic University campus in Luanda.   The business center would offer training in:

· Business skills

· Computers

· Marketing
· Accounting
· Finance practices
· Information Technology
· English as a second language
· Human resources management
The proposal targets a range of entrepreneurs, including the unskilled, employees wishing to start businesses; those formalizing their businesses, women, and firms that wish to become subcontractors or direct contractors to oil companies and international firms.  Fees for classes will be sliding scale, with fundraising and scholarships an important part of this process.  The alliance requests the financial support of GDA/USAID in the amount of $120,000 to cover the first year to establish the Business Training Center in Luanda and to carry out the initial educational activities.  
The Mission would like to expand this concept to include a business center as a component of a larger independent Economic Policy Institute at Catholic University, building upon the framework of the CEIC.  The business center would greatly benefit from the analytical framework and dialogue necessary to improve the enabling environment for business in the country and visa versa.  The Economic Policy Institute would serve as a catalyst and clearinghouse for key policy reforms, particularly in the macroeconomic and agriculture arenas.  It would provide a monthly newsletter and quarterly bulletin on key economic and business issues related to economic development in Angola.  

The short to medium-term focus of the proposed institute would be on “macro-economic and agricultural policy” complemented by business development and support services.  The rationale for focusing on the two policy areas is to create a movement toward macroeconomic stability and to improve the enabling environment for agriculture in Angola.  Providing emergency aid to the large population facing food shortages is critical but the underlying problems of food crises and the related widespread poverty, malnutrition and disease are primarily a result of long-term policy failures and declining investments in the agricultural sector, including rural infrastructure.
  In addition to the macroeconomic policy focus, the agricultural policy focus would strengthen the agricultural recovery and food security initiatives of the Mission.  Thus, synergies would be created that will vastly increase the probability of success in USAID/Angola activities.  

The Mission would like to explore a partnership with its alliance partner, Chevron, in addition to other private sector companies, American universities and colleges, including land grant universities.  Access to a U.S. land grant university would leverage significant resources in terms of agricultural economic policy analysis and a variety of USDA programs,  including the training programs available under USDA’s Cochran Program.  Chevron/Texaco has expressed a strong interest in supporting an “enabling environment” for business and the private sector.  The independent Economic Policy Institute would serve as a major component to facilitate timely and relevant economic policy research and analysis as well as serving as a catalyst for private/public sector dialogue on key economic issues.  

The Mission should utilize the $500,000 in currently available ESF funding to establish the EPI, including the incorporation of the proposed business center.  In addition, the Mission should explore additional funding opportunities from ESF sources, other donors, the Global Development Alliance, USAID Global and Africa Bureau IQCs, and the feasibility of establishing the institute through an endowment.  Endowment options to consider would be to seek funds (approximately $2.5-3 million) for an endowment from Chevron/Texaco or another interested firm, the Luso-American foundation in Lisbon or to utilize food aid funds to endow the EPI.  

In this vein, the Mission should actively seek to bring an activity design team to Luanda within the next two months to lay out the conceptual and operational framework for the EPI.  

ANNEX A

The Centro de Estudos e Investigacao Cientifica (CEIC)

The CEIC is an independent and autonomous research center established at the Catholic University in Luanda.  The objectives of the research center are to:

· Foster informed public debate on public policy issues, including through the publication of research findings and the promotion of research centers;

· Contribute to the development of national capacity in the area of public policy formulation and evaluation; and 

· Assist Catholic University to reach its full research and teaching potential, including through the promotion of research by professors and establishing links with other research organizations.  

The CEIC proposes specific activities, including:

· Publication of an annual report on economic and social developments in Angola

· Hosting an annual conference on social and economic policy

· Publication of a Quarterly Review of business conditions and recent policy initiatives in Angola

· Elaboration of a research program specifically tailored to Angola

· Publication of a research working paper series

· Organization of regular seminars and conferences

· Participation in special projects and studies in coordination with other organizations

� “Transitional Support Strategy for the Republic of Angola,” The World Bank, March 4, 2003.


� Transparency International in 2002 ranked Angola among the five most corrupt countries in the world (in a list of 102 countries).   


� “Market Update: Angola,” Economics Division, Standard Bank, May 2003.


� “Transitional Support Strategy for the Republic of Angola,” The World Bank, March 4, 2003.


� “Transitional Support Strategy for the Republic of Angola,” The World Bank, March 4, 2003.


� “A Synthesis Report of a Regional Policy Dialogue on Agricultural Recovery, Food Security, and Trade Policies in Southern Africa,” Food, Agriculture and Natural Resources Policy Analysis Network (FANRPAN) of Southern Africa, March 2003.  


� The Council is expected to be named at a July 2003 conference in Luanda.





