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HIV/AIDSHASBECOMEALEADING CAUSE OF DEATH INTHEAFRICAN CONTINENT. It not
only congtitutesaserious constraint to growth and stability of most African economiesand societies, but hasactually
begun to destroy the hard-won devel opment. Even countrieswith ardatively low nationd HIV prevdenceratehave
pocketsof crisesthat are concealed by national statistics- clustersof peopleor specificlocationswherethe prevaence
rateisashigh as 20 per cent or more. Over three quarters of total deathsfrom AIDS occurred in Sub Saharan
Africa. Morethan 10 million childrenin the region had been orphaned by AIDSby 2005 (UN 2005). Whilethe
global prevalencerateisestimated at 1 per cent, the averagefor sub-Saharan Africaisover 9 per cent thusmaking
the continent the highest incidence of the disease. HIV/AIDSthus congtitutes aserious devel opmental challengeto
not only policy makersbut also policy implementersinAfrica

Addressng thisstate of emergency requirestha governmentsoperate outs dethetraditiona restrictive macroeconomic
policiesand budget cellingsthat have congtricted somereci pient governmentsfrom giving HIV/AIDStheattentionit
deserves. Inthisregard, governments need to assesstheir macroeconomic policy goasand impact onthe pandemic.
Theregiontherefore needs stronger domestically led policy formulation and strong publicingtitutionsto developa
flexible macroeconomic framework to addressthe challenges posed by the disease. Sub Saharan countries must
striveto move out of the tight macro-economic frameworksthat are based on conditionalitiesimposed by the
lending instrumentsof the Internationa Monetary Fund. Theimplicationisthat fighting HIV/AIDSrequiresabroad
socio-economic and palitical framework, requiring theinput of al stakeholders.

In recent years, there have been increasing concerns about macroeconomic policy constraintsinterfering with the
ability of many African governmentsto increase hed th sector spending and getting accessto urgently needed funds
for HIV/AIDS human resource development. The International Financia Institutions (IFIs) and, in particular, the
IMF have been accused of undermining health care systemsin many devel oping countriesthrough conditionalities
that favour budgetary ceilingsasapanaceafor macroeconomic stability. The economic policies sometimes affect
overall spending, resulting in capson the health sector, salary and recruitment of health workersand the acceptance
of largeamountsof financia assistance. IMF policiesoften requirethat countriesforgo significant grantsfor health
careinorder to ensure macroeconomic stability™.

AFRODAD hasconducted atwo country study aimed at |ooking a thelinkages between macroeconomic frameworks
provided by the International Financia Ingtitutions(1Fls) and the socia spending, and in particular, thefight against
HIV/AIDSin Ghanaand Malawi. This study reviewed the major channel sthrough which fiscal and monetary
policiesimpact on public expenditure frameworksand how this, in turn, affectsthe ability of the countriesunder
study to design and implement public programmes concerning thoseliving with and affected by HIV/AIDS and
assessing thedebt positions of the case studiesto seehow the HIV/AIDS hasimpacted on their financial portfolios
and planning abilitiesor vice-versa.

PRGF FEATURESAND THE MACROECONOMIC FRAMEWORK - COUNTRY EXPERIENCES

ThelMF established the Poverty Reduction and Growth Facility (PRGF) in 1999 to makethe objectives of poverty
reduction and growth more central to lending operations’ toits poorest member countries.

Thismarked afurther stepinthe M F responseto public criticism following theintroduction of theHIPCinitiative.
Reviews of the PRGF IMF staff in 2002 and by the Independent Evaluation Office (IEO) of the IMF in 2004
confirmed that the design of the programmes supported by PRGF lending had become more accommodating to
higher public expenditure, in particular social spending on pro-poor services. Fiedd datafromdl the countriesinthe
study supported thisdevel opment in health and education.

PRGF-supported programsareessentialy themacroeconomic framework for achieving growth and poverty reduction.
In order to ensure that PRGF programs do not |ose focus on poverty reduction, they are supposed to be framed
around acountry's Poverty Reduction Strategy Paper (PRSP). Targetsand policy conditionsin aPRGF-supported
program are supposed to be drawn from acountry's PRSP,

*A large coalition of NGOs representing people living with HIV/AIDS in 38 countries wrote a petition to the IMF and World bank managing directors in August 2004,
demanding assurances that there will be no imposition of strict adherences to budget ceilings and inflation target and that there will not be blockade of funds available for
the fight against HIV/AIDS. The petition signified major concerns of civil society organizations about the impact of the activities of IFIs on policy constraints in developing
countries.

Zhttp://www.imf.org/external/np/exr/facts/howlend.htm Shttp://Iwww.imf.org/external/np/sec/pn/2002/pn0230.htm




HIV/AIDS has been given eminencein national strategiesfor economic growth and poverty reduction and the
achievement of the Millennium Devel opment Goals. National ingtitutions and frameworks have been created to
facilitatethe design, implementation and monitoring of HIV/AIDSrelated Srategies. In GhanaHIV/AIDSisaddressed
aong with other healthissues (e.g. maaria), education and gender under the broader category of Human Resources
Development. National Aids Framework (NAF) has been devel oped to manage the pandemic under the Ghana
AidsCommission (GAC). In Malawi, coordination of the multi-sectoral responseto HIV/AIDSisvested inthe
National AIDS Commission (NAC), asemi-autonomous organ under the Office of the President and Cabinet
(OPC).

PRGF hasbeeninstrumenta in shaping thefisca spaceaswel asthe macroeconomic stability in Ghanaand Ma awi.
Ghanareceived aPoverty Reduction Growth Facility (PRGF), amounting to SR 184.5 million, which wasfifty
percent of itsquotawith theIMFin2003. Mdawi qudified for aPRGF programme beginning 2005. Theprogramme
has undergone three consecutive successful reviewsand isduefor afourth review in September 2007. Whenthe
lendinginstrument isanaysed against itsimpact, the studiesnotethefollowing:

THERE ISEVIDENCE OF STABLE MACROECONOMIC INDICATORS. Both countrieshaveregistered
higher economic growth rates compared to thelate 90s, falling rates of inflation and stable exchangerate under the
IMF programs. Ghanasgrowthrate hit 6.2 per cent in 2006 as compared to 3.2 per cent in 2000. The country also
witnessed afal ininflation rateto 10.5% in 2006 up from 40%in 2000. Similar trendshave been registered inthe
exchangerates. In Maawi economic growth increased to 4%z percent in 2003, up from 2 percent in 2002, but
regrettably bel ow that needed for significant poverty reduction. Theaveragerate of inflation continued to declinein
2003, reinforcing akey element of macroeconomic stability.

MAJOR CHALLENGESREMAIN IN FIGHTING HIV/AIDS. Thereare currently major handicapsinthe
governments planned interventionson HIV/AIDSin the country studies. Funding intheHIV/AIDS sector remains
inadequate. Thereportsindicatethat lessthan half the funding required toimplement the activitiesto achievethe
target for universal access hasbeen secured in both countries. Thereare alsoinfrastructural constraints as most
intervention areas, particularly intherural partsof the country arenot easily accessible by road. In addition, storage
facilitiesfor antiretrovira drugsareoftenlacking. Thepoor infrastructura conditionsinrural areashaveaso proven
to beimpedimentsfor the posting of qualified health personnd torural areas. Asaresult, thereisal so the problem of
inadequacy of personnel to cover al theintervention aress.

THE FISCAL FRAMEWORK HASINCREASED TAX BURDENSTO THE ORDINARY CITIZENS.
Following HIV/AIDSfunding shortfalsduring thelast decade, the government of Ghanahasembarked upon extengve
consultationswith stakehol dersincluding civil society and the private sector to finding dternative Strategiesto ensuring
macroeconomic stability without impedimentsto socid spending. Ghanasfiscd policiesin recent yearshavetherefore
been morefocused on ensuring effective control of public expenditure and the reduction of domestic debt.

Emphasisin recent timeshas a so been onincreas ng therevenue base. Thus, broad based taxation waswidened to
cover incomesand property. As can be expected, taxesfrom domestic goods and services have exceeded those of
the previousyear by 3.2%. Value added tax isal so an areagovernment fiscal policy hasgivenalot of attentionin
view of itscontribution towardsrevenue generation. | nthe 2007/2008 budget, the government introduced abeverage
tax to ensurethat thereis adequate revenueto tackle extrabudgetary requirementsof the health sub-sector andin
particular thetreatment, care and management of HIV/AIDSinthe country.

Thisisadsowithaview tofinding sustainabledternatives of footing thesocia spending bill evenwheredonor support
islessthan satisfactory. Sourcesfrom the GhanaMinistry of Health indicate that other strategiesthat arebeing
congderedincludeintegrating thetraditiona medica careto orthodox medicinein order to reduce cost of treatment
and additional health budgets. Thisinward looking Strategy reducesthe danger of extrabudgetary inflowsdistorting
macroeconomic stability.

“The adjusted target floor on net foreign assets of monetary authorities was 58.1 million Kwacha. Malawi successfully applied for a waiver of this target, as its
net foreign assets amounted to 44.2 million Kwacha
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THE FISCAL POLICY FRAMEWORK HAS ENSURED BUDGET CEILINGS FOR SOCIAL
SPENDING. Thereare currently magjor handicapsin the government's planned interventionson HIV/AIDSIn
Ghana. Indeed, funding in thissector hasbeen woefully inadequate. TheAnnua Programme of Work (APOW) for
HIV/AIDS 2007 indicatesthat " one of the mgor challengesfor operationalizing the NSF I hasbeen mobilizing
enough funds'. Thereport admitsthat lessthan half thefunding required to implement the activitiesto achievethe
target for universal access hasbeen secured for 2007. Consequently, the GhanaAlDS Commission considersthe
year 2007 astheyear of fund raising (APOW, 2007, p24).

The use of budget ceiling payment module under the PRGF program made the Ministry of Financein Malawi
introduce Central Payment System (CPS) whereby all paymentsby Ministries and Departmentswould be made
centraly by theAG. In addition the Ministriesand Departmentswere asked to close al bank accountsmaintainedin
the commercial banksand operate from the M G Pooled Account Number 1 based at the Reserve Bank of Malawi.
However, thiscontravened the Nationd AidsCommission (NAC) grantsfacility procedurethat requiresall grantsto
be managed through dedicated bank accounts. Asaresult the mgority of grantsdisbursementsto the public sector
were suspended for aperiod of over nine monthsuntil theAG agreed to let the NA C fundsto continue operating
outsdethe CPSuntil alater date. Thereforevital HIV/AIDSfinancing failed to flow to the peoplethat werein need
of it.

Furthermore the ceiling required the government to spend not more than 7% of thetotal budget for wagesand
salaries. Thishasresulted in the Government not being ableto recruit and retain personnel that would managethe
HIV and AIDSinterventions. Thishasresulted in aserious human resource problemin the health sector that is
struggling to utilize and absorb the hugefinancial resourcesthat are earmarked for HIV and AIDS.

For examplethe adjusted celling target on central government wagesand sl ariesis 26.030 million Kwacha. Based
onthebudget for the Maawi Growth and Development Strategy (M GDS) and based on the planned activitiesfor
the health sector alone, Malawi intendsto provideincentivesto health workersin order to raiseretention rates
(29.305 million Kwacha), maintain qualified workers (41.236 million Kwacha), and strengthen training capacity of
health institutions (858 million Kwacha). Thus, the cellingisfar below what is specified in theMGDS as being

necessary to fight the pandemic.

THE FISCAL POLICY FRAMEWORK ISWEAK INADDRESSING THE FINANCING GAPSIN
HIV/AIDSRELATED PROGRAMS. Even though spending in the health sector showsanincreasein fiscal
gpendingin HIV/AIDSrelated programsin nominal termsin both countries, there still existsalargefunding gap.

Thefunding shortfall hasbeen identified asoneof themag or handicapsof planned intervention. In 2006 the estimated
budget for HIV/AIDS programmein Ghanastood at US $77,419,253 as against US $54,000,000 total amount
recaived inform of grantsfrom multilateral and bilatera agencies. Not surprising the GhanaAlDS Commission has
pegged funding ceiling for NGO and Faith Based Organizations (FBOs) at ¢30,000, 000 (US $ 3,333) and
¢12,000,000 (US$1,333), respectively. Indeed, thefunds allocated for HIV/AIDSintervention programmes per
year for most NGOsand CBOscan hardly cover aweekly activity. Based onthelevel of funding aready committed
by the national government and itsdonors, the World Health Organization (WHO) estimatesafunding gap of over
US$12.8millionfor HIV/AIDSactivitiesin Ghana. Currently al aspectsof HIV programmesin Ghanaincluding
prevention, treatment, care and support, behavioura change, coordination, monitoring, evaluation and surveillance
areunder-funded. The GPRSII estimatesthat aresource envel ope of US$8.6 billionisrequiredto do so; indicating
anoveral funding gap of $1.79billion.

Theresource requirementsfor implementing the NAF (2005-09) in Malawi areestimated at US$619.6 million. To
date, only atotal of US$342.0 million hasbeen committed by domestic and externa funding sources. Thisleavesa
funding shortfal of about US$ 277.6 million, approximately 27%, which the Government of Maawi (GoM) financed
viaborrowing. Thefunding gap becomeswider inthe context of the Universal Access(UA) (2006-2011) estimated
at US$1.67 billion considering that only 30% of total required funding has so far been committed. Thisenormous
funding gap poses serious challengesto the country in the quest for attainment of thetargetsfor theNAF and the
Universal Access(UA).




With aregtrictivefiscal space under the PRGF, it isproving difficult for these countriesto lure additiond resourcesto
addressthe pandemicfor fear of their destabilising factor in the macroeconomic fundamentals.

Wesak fiscal gpace has compromised ownershipinthe design and implementation of HIV/AIDSrelated programs.
In Maawi, therequirement to achieve the benchmark for thefloor on net foreign assets of the monetary authorities
eventhough later waived* |ed the government to direct the Nationa AidsCommissiontotransfer itsForeign Currency
Denominated A ccounts (FCDA's) from the commercial banksto the Reserve Bank of Maawi on 1st July 2005.
Thiswasin contravention of the Memorandum of Understanding (M OU) that the Government of Maawi and the
Funding Partners signed in June 2003 which stipul ated that the FCDAswould be maintained in the commercial
banks. Asaresult of this, the donorswithheld fundingto NAC for aperiod of six monthsuntil the GoM accepted
that NAC could temporarily re-open the FCDAsin commercial banks.

During thisperiod theNAC grantsfacility wasgrestly under-resourced and thisaffected thetarget communitiesthat
theseresourceswere meant to service.

Consequently in Ghana, there have been myriadsof externd interferencein macroeconomic planningin general and
HIV/AIDS spending in particular. Loose cohesi on between formul ated budgetsand budget execution, and diverging
viewson setting prioritiesand reflecting those in budget formulation hasbeen in theforefront in undermining the
government'seffortsto addressthe pandemic. Behind the accessto trestment, arerestrictive macroeconomic policies
and budget ceilingsthat have constricted health sectorsfrom giving HIV/AIDStheattentionit deserves.

THE FISCAL FRAMEWORK HASBEEN INEFFECTIVE INADDRESSING THE DEBT PROBLEM.
Ghanahasrecelved Sgnificant debt relief in recent yearsafter reaching the HIPC statusin July 2004. Approximately
US$2.186 hillionin HIPC assistancewas committed by al itscreditors (IMF, 2006). Under the G8 multilateral debt
relief, Ghanaisto berdieved by an additional US$4.2 billion by themiddleof 2009. However, despitethetremendous
debt relief the country still has considerabl e public debt. From an external debt of $5.9 billionin 2001, Ghana's
current debt in 2007 isestimated around US$3.546 billion. Paymentsgoing to external debt service (approximately
3trillion cedis) aregreater than pension, socid security, gratuitiesand the nationd health fund combined. Furthermore,
despite graduation from the HIPC programme, the volume of Ghana's debt stock hasincreased.

Malawi'slevd of indebtedness hasbeenincreasing steadily inrecent years. The 2005/06 financia year a so saw net
foreign borrowing peak at 15.817 million Kwacha. At theend of 2005, Ma awi'soutstanding debt stock amounted
to about US$3.0 billion, representing an increase of 15.4 percent from US$ 2.6 billion recorded in 1999. Net
domestic debt, whichwas 17.4% of GDPin 2002, roseto 22.6% in 2004, and iscurrently hovering at just under
20%; despite an averageincreasein growth of real GDP of 4.4% during the sameperiod (IMF, 2007). Inaddition,
interest paymentson net foreign borrowing have absorbed crucia funds. In the2003/04 financid year, paymentson
foreign debt were 2.114 million Kwacha; in 2004/05, 2.962; and in 2005/06, 3.459 million Kwacha.

Thehigher opportunity costs of external and domestic debt service paymentsconstrainthefisca spaceavailablefor
socia devel opment planning, whichisall themorereasonfor front-loading of HIPC and MDRI payments.

RECOMMENDATIONS

M acroeconomic stabilization and growth policies do not take placein avacuum, they affect real livesand real
people. National governmentsaswell asthelending institutions should be cognisant of thisfact at all times. Fiscal
policiesand thegpacethey providehavethepotentia for dedling decisvely with HIV/AIDSin the countriesundersiudy.
Even though current trends show elementsof marked improvementsthereis, however, aneed for afundamenta shift
on how we design and execute the macroeconomic framework. It iswith thisin mind that we proposethefollowing:

THEIMFANDWORLD BANK MUST RECOGNIZE HIV/AIDSASMORE THAN A DISEASE. Just
astheMadawi and Ghanagovernmentsadopted amorehalistic framework with respect to containing the pandemic,
so too should the IMF take the view that HIV/AIDSis not just a health crisis but cuts through all sectors and
minigtries. Theinability to curbthevirusisadirect result of the underdevel opment of infrastructure, specificaly the
inability of these countriesto supply basic socid services.
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Whenviewedinthislight, mainstreaming increased public infrastructure expenditurewith socia expenditureiskey.
Nationa governmentsshould thusbealowed to determinetheir own levelsof flexibility asregardsthefiscal space
necessary to addressthe pandemic aswell asthe problem of underdevel opment.

IT ISNECESSARY TO OFFERALTERNATIVE AND SUSTAINABLE FINANCING SOLUTIONS
TO GOVERNMENTS. Theresourcegaps, after taking into consideration the Universal AccessTargets, are
congderable. Domestictaxesand VAT areinsufficient to meet the programmed activities. Ascountrieshaveturned
towards undertaking loansfrom the private sector, the IMF hasincluded criteriawith aview to curbing domestic
debt.

Theingdtitutionsshould work inamoreintegrativefashion. TheWorld Bank typicaly takesthelead ininfrastructural
projects while the IMF concern themselves with macroeconomic stability. However, what is required is
acknowledgement that that stability isbased on macroeconomic foundations and can not be attended to separately.
I ncreased consultations between thesefinancid ingtitutionsand sharing of expertisswould gofar in cregting acoherent
deve opment financing strategy, taking into cons deration the countries priorities.

Further, the attention to domestic debt level siswithout context, asit does not addressthe reasonswhy significant
levelshave accrued. The constricted fiscal space, specifically thefloor on net foreign assetsand the ceiling on
central government expenditures, combined to create the situation in which the Malawi and Ghanagovernments
found that private sector borrowing was necessary to fund the activities, which had beenidentified asnecessary to
combating HIV/AIDS.

THEIMFSHOULDAPPLY THE FRONT-LOADING OF DEBT RELIEF. The spreading of HIPC and
MDRI debt relief hashigher opportunity costs, when taking into consideration the amount of external debt service
paymentsvisavisthecos of health programmesand activitiestargeting vulnerablegroups. Mechanismsshouldthus
be put in placeto motivate front |oading asthe need for resourcesto addressthe HIV/AIDS areimmediate.

THEIMFNEEDSTO BECOME PARIS-DECLARATION COMPLIANT. Just asother donor countries
haverestructured the manner inwhich their aid isdelivered and managed, soto must theIMF, asitisasignatory to
theagreement. Complianceto the PD entailsdropping fromitslending instrument conditiondities (benchmarksand
targets) which haveno bearing on the devel opment plansfor which partner countries seek funding, coordination and
harmonisation with other donorsto reduce the transaction costs of devel oping countries, and an acknowledgement
of theprioritiesand activitiesthat have been identified by recipient countries.
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