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INTRODUCTION 

I.. As Africa begins the 1990s, all the socio-economic, political 
and financial problems which plagued it during the 19809 and 
contributedto marginalisingthe continent within the international 
financial system are still with us. These are the inadequacy of 
development finance resources, decline of capital accumulation, ill 
use of investment funds, indebtedness and poor economic 
performance. The plethora of State monopolies, price controls and 
centralized allocation of credit and foreign exchange worsened by 
poor management of many public enterprises have combined to make 
economic recovery even more difficult and created an extremely 
fragile economic environment. 

2. This situation has been made even more precarious by the 
collapse of export revenue as the main component of domestic 
revenue. Since the 1980s, the volume of export revenue has been 
diminished by such factors as capital flight arising from the 
manipulation of external trade transactions' by way of import over- 
invoicing and export under-invoicing, losses occasioned by the 
deteriorating terms of trade or the devaluation of external 
reserves due to currency fluctuation. 

3. African economies suffered a decline in growth, balance of 
payments dieequilibria, a sharp drop in import capacity and 
investment levels not to mention delays in the wider process of 
development. 

4. Financially speaking, the inadequacy of incentives and the 
lack of an institutional framework for mobilizing domestic savings 
compelled African countries to resort increasingly to external 
borrowing to finance their economies. However, the increasing 
competition for external resources between African countries, on 
the one hand and the former socialist countries of Eastern and 
Central Europe, on the other, has placed Africa in an untenable 
situation. Africa's sources of soft loans and concessional aid are 
dwindling. 

5 .  At the instance of the International Monetary Fund (IMF) and 
the World Bank, African States succumbed one after the other to the 
harsh realikies of structural adjustment and economic orthodoxy. To 
catch up with economic growth, most western countries made their 
financial assistance which was becoming increasingly vital for 
these States conditional to an agreement with the IMF and its 
compulsory reforms. 

' EcA: Strategies for the mobilization of financial 
resources for African development in the 1990s. (E/ECA/CM.19/5, 
para 28-38). 



6. The efforts made by African countries to carry out economic 
reforms have been impressive2 but the response of the outside world 
to the reforms initiated was disappointing. The increasing weight 
of the debt burden and the insufficiency of aid virtually offset 
the benefits expected from the pursuit of economic policy reforms. 

7. Since the late 19805, several other issues such as 
inflationary pressure, fluctuations in exchange rate and real 
interest rate hikes have continued to worsen the already precarious 
economic situation of Africa. The shock wave of these problems was 
reflected in a net increase of debt servicing, a virtual cessation 
of payments and the gradual exclusion of Africa from international 
money markets. 

8. This was the direct result of a domestic and external 
financial environment rather unfavourable to African economies, 
Domestically, the poor management of national economies impeded 
growth and externally, the emergence of new European States 
compelled the developed countries to withdraw little by little fron 
Africa and to concentrate their available resources towards the 
development of countries having a better capacity for absorption. 

9. In the monetary and financial areas especially, Europe is 
looking to create a single market which implies that, initially, it 
will have to take concerted action with regard to monetary policy 

% the setting or negotiation of exchange rates among its currencies 
and then go on to adopt a single currency. Organising the 
financial space of the single market has begun with the 
liberalisation of capital movements and the strengthening of 
monetary and financial cooperation mechanisms within the European 
Monetary System (EMS). In spite of some temporary crises, the EMS 
is well on its way to redefining the monetary identity of Europe 
vis-a-vis the outside world. Those partners that cannot keep up 
with the pace of current developments are being relegated to the 
sidelines. 

10. In this rather conflictual situation, the Uruguay Round of 
multilateral trade negotiations has done little to help Africa. 
The talks are virtually being conducted among the rich countries 
which are seeking to make the most out of the growing international 
economic inter-dependence and to restore a degree of efficiency in 
their economic and financial policies. African countries are 
impotently watching these events unfold as world financial markets 

b e e  United Nations: Mid-term review of the implementation 
of UNPAAERD 1986-1990. (A/43/500). 

See 1 1  

strat6aies (WSESI, 1982. D. 88. Francois Renard: La saua du 
svsteme mongtaire eurorGen dans le monde, 3 Auuust 1993. 
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become internationalized. 

11. One major effect of this process has been the fact that the 
developed countries withdrawing from Africa are concentrating all 
their resources into three major areas: trade integration, 
financial intesration and monetary integration. These rich 
countries are doing their utmost to secure the maximum benefits 
from the emerging new financial order. Development assistance or 
resource transfer to the poor countries has shifted from being an 
issue of solidarity to one of a technique for consolidating 
acquired benefits. 

12. It is against this backdrop that the present study will assess 
the African financial system within the general context of the 
international world financial system. The evaluation will be 
conducted in three parts: (a) in Chapter I, the current world 
international financial system will be reviewed; (b) in Chapter 
11, there will be an assessment of the situation of African 
economies within the new international financial order; and (c) in 
Chapter 111, an evaluation will be conducted of African policy 
within the new international financial order. 



CHAPTER I 
THE CURRENT WORLD INTERNATIONAL FINANCIAL SYSTEM 

13, During the 1980s, four major events changed the shape of the 
internatioqial financial system and gave birth to the current new 
order. These are: 

(a) the building of international financial conglomer.ates; 
(b) the deteriorating external payments position of 

developing countries; 
(c) the financial difficulties of developing countries owing 

to their external indebtedness; and 
(d) the integration and internationalization of financial 

markets, 

(i) 5 s  

1 4 .  Since the 1960s, the international financial system has been 
moving towards the internationalization of banking activities, the 
gradual integration of financial markets and the building of 
financial conglomerates within the industrialized countries. This 
trend which contrasts sharply with the compartmentalization of 
financial markets of the developing countries has been helped along 
by the gradual integration of national economies into the world 
market through trade. Indeed, as international trade grew, 
exports as a percentage of world GDP reached and exceeded 20 per 
cente5 The banks perceived that in order to finance commercial 
transactions, they had to set up financial conglomerates which had 
wider and transnational clout. American banks were the first to 
embark on this process of change by way of successive mergers and 
acquisition of the assets of their partners in Europe, Japan and 
South-East Asia. Gradually, banking activities became 
internationalized. European (and later Japanese) banks were soon 
to follow the American lead. 

15. One other reason which led to the building of financial 
conglomerates was doubtless the oil shocks of 1973, 1979 and 1982 
which led to a hike in fuel prices. While importing countries 
suffered a serious disequilibrium in their balance of payments, the 
exporting countries found themselves overnight with substantial 
money surpluses to recy~le.~ Deposits in Euro-currencies by the 
oil-exporting countries increased at a mean annual rate of 38 per 
- 
See Christian Saint Etienne: Financement de l'bconomie et 

politiaue financiere. Paris, Hachette 1990. 

UNCTAD: Report submitted to UNCTAD VII (TD/328/Rev.I, 
para. 90.) 

La documentation franpise: Cahier No. 177, July-September 
1976, pp. 33-38.- 



cent from 1974 to 1980 and had to be recycled by international 
commercial banks in what became known as the recycling of 
petrodollars. 

16. The financial conglomerates, acting in concert with the 
political and monetary authorities of the developed countries, 
formulated selective investment strategies for the processing of 
the new international financial resources. At the same time, the 
major international banks created incentives and investment 
opportunities to attract, place and manage the new wealth.? 

17. This excess liquidity encouraged inflation and interest rates 
in the developed countries to become volatile. In successive 
waves, the developing countries were caught in the cross current. 
Their financial requirements arising from the deterioration of 
their balance of payments and their rising import bills compelled 
them to resort to international money markets. The banks adapted 
very quickly to the requirements of the developing countries b Y; offering joint or syndicated loans at variable interest rates. 
While in 1974 international lending at variable rates had amounted 
to 0.2 billion dollars, they had reached 36 billion dollars in 1985 
and their share in the total borrowing of those countries rose from 
a modest 20 per cent in 1975 to about 40 per cent in 1980 and about 
45 per cent in 1984. 

(ii) The deterioratina external ~avments ~osition of 
develovina countries 

18. The external payments position was chiefly influenced by the 
recycling of petrodollars, trade problems and the deterioration of 
current account balances. 

(a) Recvclina of wetrodollars 

19. The recycling of petrodollars and the disruption it caused in 
the external payments position of developing countries made them 
suffer a significant drop in net inflow of bank loans and other 
forms of borrowing from international money markets. These 
financial difficulties gained ground and compelled the developing 
countries to adopt deflationary policies whose impact is still 
being felt in terms of their trade with developed market economy 
countries. 

20. Furthermore, many countries had no other choice but to pursue 
policies for the improvement of their trade balance by increasing 

See UN: Transnational Banks and the International Debt 
Crisis. United Nations Centre on Transnational Corporations. 
(ST/CTC/96 NY 1991). 

C. Saint Etienne, op. cit. and ST/CTC/9&, p. 107, op.cit. 



export voiumes at a time when world prices were unfavourable. 
While from 1974 to 1983 unit pricks of exports 'fnom the 
industrialized countries were-:increasing at a mean: annqal L-ate,of 
8 per :cent, .as against 8.6 per cent for all de$kl~~i+g'co&kr?+&~ 
the years following saw the situation of the detielopirig cobntries 
deteriorate while the industrialized countries improved their 
performance. 

- 
World Economic Oublook, October 1992, p. 113, IMF. 



summarv of averase unit prices in international trade 
(~ercentaae variation relative to ~revious year 

Exports 

Developed countries -0.9 (13.7 1 8.8 1-0.7 1 5.8 3.4 
I I I 

African countries 12.6 -0.5 -0.6 14.4 11.8 1-4.6 1 - 3 . 3  ) 1.2 
I I I I I I I I 

Source: International Monetarv Fund World Economic Outlook, October 1992, Various Tables. 
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(b) The tradina wroblems of develowina countries 

21. As can be seen from table I, the unit prices of products 
exported by the developing countries declined at a mean annual rate 
of";-5.2 per cent in 1985 and -13.5 per cent in 1986. The slight 
0.6 per cent increase in 1992 could not offset the previous sharp 
d&ps. On their part, African countries saw their terms of trade 

ily deteriorating. 

(c) Deterioration in the current account balance 

nother indicator of the negative. external payments position 
is reflected in the current account balance. As can be seen Srom 
the,.;%able, the current account balance of the developed market 
ecolidmy countries rose from a deficit of $US 53.6 billion in 1984 
to $US 22.9 billion in 1992 reflecting an average annual 
improvement of 10.1 per cent. These chronic deficits combined with 
the debt crisis and dwindling official development assistance and 
foreign investment to undermine the economic performance of 
developing countries in general and those in Africa in particular. 

(d) External debt of develo~ina countries 

23. The total debt of the developing countries amounted to $1,427 
billion as of 31 December 1992. Of this amount, Asia accounted for 
$US 447 billion and Africa for $US 282 billion." The debt ratios 
of the developing countries indicate that the ratio of total debt 
to the export of goods and services was 122.9 per cent as of 31 
December 1992, having decreased from the 178.3 per cent of 1986, 
The countries of Asia were better off with a debt ratio of 66.1 per 
cent in 1992. The highest level ever reached was 105.8 per cent in 
1986. If the case of the African countries, this ratio came down 
to 285.0 per cent in 1992 after having gone as far up as 357 per 
cent in 1987. In-terms of debt servicing, the structure of this 
debtbweighs differently on the economies of developing countries. 

24. While debt servicing accounted for 14.5 per cent of the export 
of goods and services for all developing countries, it amounted to 
27.5 per cent for African countries as a whole. Some of the 
severely-indebted countries which are practically in cessation of 
paymentshave a 100 per cent debt service ratio. 

25. The problem of indebtedness is a major obstacle to the 
rehabilitation of developing country economies in general within 
the context of the world financial system. In the case of the 
African coudtries, the seriousness of the debt crises and the 
problems it poses for the entire external payment system of the 
heavily-indebted countries has yet to be fully appreciated by 

alculations from World Debt Tables 1992-1993. 



creditors. Both the World Bank and the IMF consider the African 
debt problem as one of those imbalances that can be corrected 
through stabilisation and adjustment programmes. But then, it so 
happens that the African debtor countries have a constant need far 
external resources to finance both their deficit and development 
programmes. With the difficulties of servicing of their debt has 
come the more widespread problem of decreasing solvency for the 
African countries chiefly because of the decline in net financial 
flows to Africa in the form of bank loans, export credit guarantees 
and foreign direct investment. Official flows such as ODA which 
have not been affected by the insolvency of African countries has, 
nevertheless, tended to stagnate on to decline. The combination of 
decreasing external resources for development financing, external 
debt burden and debt servicing have now become a permanent 
impediment to the securing of access to international loans and the 
resumption of capital goods imports. 

(iv) Intearation and internationalisation of financial markets 

26. At the same time as the developing country economies were 
grappling with the intractable problem of payments crises, the 
international financial system was building large financial 
markets, creating deregulation and financial innovation in the 
industrialized countries." Financial structures became integrated 
and the globalization of markets intensified. International 
financial flows swollen up with petrodollars immediately found a 
vast world market of capital and financial services whose volume 
today is many times the value of international trade in goods, 
This trend continues to have major implications on the pattern of 
exchange and interest rates and, for that reason, on the relative 
competitiveness of national economies. 

27. With regard to market integration, the States have concluded 
specific agreements the most visible of which is naturally, the 
North African Free Trade Agreement (NAFTA) between Canada, the 
United States and Mexico and more particularly, the creation of the 
single European market. What happened next was the creation of an 
international networking systembringingtransnational cooperations 
and private financial institutions into strategic alliances. This 
process of globalization, as it was termed, made it important to 
set up production, distribution and service facilities on the basis 
of the profit motive. 

28. These new developments greatly encouraged the development 05 
inter-dependence among the developed economies at the same time as 
they speeded up the marginalisation of the poorest developing 

'I P. ARTUS: Les wrocessus dlinnovation financiire dans les 
pays industrialis& et ses cons6auences. In Ewarane sans fronti6re 
no. 20, September 1990, pp. 18-27. 



countries, particularly the African countries. In the financial 
area in particular, market integration led to financial 
deregulation with such implications as: (i) the dismantling of 
interest rate regulations, (ii) the abolition of exchange 
controls, and (iii) the geographical and functional 
despecialisation of commercial banks. 

2 9 .  The removal of the brokerage system so 'that the traditional 
sources of financing could directly buy, shares in enterprises 
rather th&$jgrant them loans compelled the.baqks to take leks risks 
in the develbping countries. In developing.A.frican countries where 
the banks cannot find enterprises selling .s.hares wha't happens is 
nothing less than the reflex action of outright disinvestment. 

30. In virtually all the major sectors -, oe ,the world' ,economy, 
restrictions to capital movements havelGrbee; abolished' or 
considerably eased. Off-shore financial. h a w s  have deveJoped 
spectacularly, expanding both the international dimension of 'cheiP 
f inancial.?ictivities and the share of those- activities not subject 
to nationat: , '  or international control.. ~ricreasingly', -&timestic 
financial markets have been forming part of tGe international 
markets and directly depending on them to such a point that it has 
become difficult to differentiate between them.' These trends have 
been helped along by the information and communications revolution 
which has, among other things, made it possible t o  conduct 
financial transactions far quicker and less expensively than 
before. A new international financial order is emerging. 

l2 Commission of the EuroRean Communities: towards a major 
domestic market of financial services, Europe dossier no. 3/1992. 



CHAPTER I1 

THE STATUS OF AFRICAN ECONOMIES IN THE NEW FINANCIAL ORDER 

31. The emerging new financial order has had more or less of an 
adverse impact on African economies. Exclusion from markets has 
made them more vulnerable to fluctuations in the international 
conditions for borrowing. Loan inflows have become less sure. The 
banks are unwilling to commit themselves further. Financial 
institutions are not prepared to finance African operations 
readily. Credit institutions increasingly show a tendency to 
misjudge the market and the solvency of African countries and are 
accordingly making loan conditions harder. Lenders have also 
become more aware of world-trade trends and interest-rate 
fluctuations. Moreover, the increased importance of the inter-bank 
market and of the roles played by international banks on the 
international financial market has robbed Africa of its attraction 
to the existing large financial groups. 

32. Thus, the growing trade and production inter-dependence among 
various groups of developed countries and between these groups is 
accompanied and reinforced by tighter financial controls. These 
have, in turn, had the effect of increasing the impact of 
international financial markets on trade. In fact, the 
anticipatory behaviour of and the "confidence" in these markets 
have become a force capable of advancing the world economy very 
rapidly in any direction chosen. This situation has given rise to 
problems which are increasingly complex from the point of view of 
national policy formulation and international monetary and 
financial cooperation. Financial flows to Africa are decreasing 
and interest payments are increasing while export revenue and other 
non-debt generating flows are dwindling. 

A. Net financial flows 

33. The globalization of markets has profoundly modified 
development finance since the 1980s, with consequences which will 
probably continue to be felt throughout the 1990s. In terms of 
nominal value, the net flows of external resources to African 
countries from all sources have continued to decrease since 1987. 
Whereas in I981 long-term net flows for financing development in 
African countries rose to $US 4.1 billion, they fell to $US 222 
million in 1989 and, since 1990, have appeared as negative net 
transfers. Such net outflows, as are experienced each year by all 
African countries, amounted to $US 2.2 billion in 1990, $US 5.1 
billion in 1991 and $US 6.2 billion in 1992. These would have 
reached significant levels had it not been for the moderating 
effect of debt rescheduling. l3 

l3 See ECA: Effects of the recent trends in the international 
environment for net resource transfers to Africa. 
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3 4 .  The appearance of negative net transfers has been abrupt and 
moreover, coincided with poor domestic economic performance. 
Financing these negative transfers has meant a regular outflow of 
real resources and caused reduced importi; and investments. This 
chain reaction contrasts with the relationship which previously 
existed between external financing and growth. With external 
firiancing, investments could exceed the levels attainable by 
resorting only to domestic savings. In the current situation, 
external sources are pulling Africa down. 

Capital markets 

35. Africa has never been a major player on the international 
capital market. Whereas the continent was able to raise US $3.6 
billion in 1981, it was not able to borrow more than 700 million 
and 900 million in 1985 and 1986 respectively. At the present 
time, access to capital markets has become increasingly difficult 
mainly because financial markets have no further need of Africa, 
The international banks have so organized themselves as to exclude 
Africa from ready lending. The decisions made by the policy organs 
of the financial institutions give the following order of priority: 

(a) The structural profitability of the productive activity 
when in Africa, such profitability is very low; 

(b) Financing the economy through negotiable securities when 
Africa does not have an attractive portfolio to sell; 

(c) Monetary regulation by means of interest rate 
manipulation whereas Africa does not have developed monetary and 
financial markets. 

36. Furthermore, with low capitalization and capital flight, 
African economies are not able to offer much attraction to capital. 
markets which have better options in the developed countries14. 
Such factors have combined to place Africa among the least solvent 
clients. 

C. Foreian investm- 

37. There is interaction between foreign direct investment, trade 
and financing. At the present time, foreign investment has become 
the principal instrument for globalization of financing activities, 
yet it must be pointed out that, in Africa, such investments are 
practically insignificant and underdeveloped. From 1981 to 1983, 
foreign direct investment in Africa was not more than US $1.8 
billican and from 1987 to 1989, about US$ 2.9 billion 15. In 1992, 

"'1 See C. Saint-Etienne, op. cit. 

15/  Doc E/ECA/Trade/92/10. Table A. 
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it was estimated that foreign investment reached US$ 3.1 billion. 

38. The complexity of the role of foreign direct investment as a 
driving force for growth and development has arisen from the 
crucial problems of the 1990s. In this regard, the creation of the 
Multilateral Investment Guarantee Agency (MIGA) of the 
International Finance Corporation (IFC) should be encouraged if 
foreign investment in Africa is to be promoted through insurance 
guarantees against trade risks in Africa. The inclusion of MIGA in 
the promotion of foreign investment in Africa would give a little 
more credibility to African host countries. 

Ex~ort credits 

39. Export credits have greatly declined in Africa. Although they 
represented 16.1 per cent of the total resource flow to Africa in 
1981/1983 with US$ 3.4 billion, they represented no more than 3.1 
per cent in 1990 with US$ 1 billion.16 This reduction in export 
credits is caused by factors influenced both by supply and demand. 
There has been fluctuating demand caused by the reduced imports of 
African countries, especially for consumer goods and, on the supply 
side, modification of the policies applied by export credit 
institutions. Export credits are gradually moving away from 
Africa. It nevertheless seems that there is a tendency towards a 
change of attitude, particularly towards countries which have no 
debt-servicing difficulties or which have payments problems but are 
pursuing adjustment programmes. 

111. STRENGTHENING AFRICAN POLICY IN THE NEW INTERNATIONAL 
FINANCIAL ORDER 

40. The financial situation described has varying impact on 
African economies. In a large number of African countries, the 
growth rate remains close to zero. The fluctuations in export 
revenues and the aggravation of the debt problem have repercussions 
on balance-of- payments and on the level of reserves. 

41. Over the past five years, Africa's international reserves 
expressed in terms of months of sustainable imports, have continued 
to decrease. Whereas in 1970, Africa was experiencing financial 
difficulties with 4.9 months of import capability, the situation 
has gone on to deteriorate. In 1984, all of Africa together did 
not have enough reserves to guarantee more than 2.2 months of 
imports. Some countries did not even have reserves for more than 

16/ E/ECA/Trade/92/10 Op. cit. 



one month of imports by the end of 1991.17 This is why a series of 
measures has been taken, inspired for the most part by the 
International Monetary Fund (IMF) , within the context of structural 
adjustment facilities. 

42. Nevertheless, taking into account the requirements and the 
philosophy of the IMF, the required conditions which are applied to 
import liberalization has meant greater external dependence. At 
the present time, there is evidently a growing problem of foreign 
exchange and high prices for consumer goods. The domestic costs sf 
imported factors of production have increased due to the 
devaluations stipulated as conditions for granting adjustment 
credits. In addition, inflation has become widespread and more 
capital has fled the region. 

A. Measures taken 

4 3 .  African countries have diagnosed the factors which explain the 
stryctural characteristics of their economies causing exclusion 
fropi-the current world economy and from the widespread decline of 
bas jc macro-economic factors.18 It is in this context that many 
countries have been forced to launch new programmes for redirecting 
their economic policies. The most recent of these programmes were 
the Africa's Priority Programme for Economic Recovery 1986-1990 
(APPER) which was adopted by the Organization of African Unity 
(OAU) in 1985, the United Nations Programme of Action for African 
F;conomic Recovery and Deveiopment (1986-1990), (UN-PAAERD) and the 
African Alternative Framework to Structural Adjustment Programmes 
for Bocio-economic Recovery and Transformation (AAF-SAP). 
Moreover, since 1980, a number of African countries have adopted 
stabilization and adjustment programmes (SAP) with the support of 
the IMF and the World Bank. Still, over the years, countries have 
increasingly expressed their concern, not only regarding the 
pertinence of such programmes to the long-term objectives of Africa 
but also regarding their social, economic, financial and monetary 
impact. 

44. From an economic point of view, orthodox structural adjustment 
programmes have failed. By their nature, this cannot be otherwise. 
In fact, they suppose that the use of such classical instruments 
as control of money supply, reduction of credit, exchange-rate and 

17/ World Bank: Toward sustained development in sub-Saharan 
Africa. A joint programme of action. Washingtop 1984. 

la/ (i) Af ricaJ s Priority Programme for Economic Recovery- 
1986-1990 (ii) Africa's submission on the critical economic 
situation of the continent and the United Nations Programme for 
African Economic Recovery and Development 1986-1990; (iii) The 
African Alternative Framework to Structural Adjustment Programmes 
for Socio-economic Recovery and Transformation. 



interest-rate adjustments and trade liberalization, all of which 
may be valid in well-structured economies, can produce the same 
positive results in African economies characterized by weak and 
disjointed structures. Yet, it has been proven that, in numerous 
cases, economic growth is not achieved in a sustained manner. The 
investment rate, instead of improving, shows more of a tendency to 
decrease. Budgetary and balance-of-payments deficits are 
aggravated after a provisional period of calm, and the debt-service 
burden becomes insupportable. 

45. Taking into account the numerous structural bottlenecks, 
adjustment is seen by Africa at the present time as a continuous 
process based, inter alia, on increased mobilization and more 
efficiency in the use of domestic and external resources. From 
this point of view, African countries have noted that there have 
been many financial losses in budgetary, monetary and external- 
payment areas. These must be removed in order to enable more 
resource allocation for investment and budgetary expansion. More 
importantly, there is uncertainty about resource allocation to 
Africa due to the fact that, the current international economic 
system seems unable to commit enough resources for sustaining the 
adjustment and transformation efforts of the continent. African 
countries should therefore begin to explore new avenues of 
negotiation by seeking alternative development financing 
techniques. Against this background, priority should be given to 
proposals for creating mechanisms for automatic mobilization of 
resources which can be called upon to substitute for the current 
system of capital flows19 and to speed up the integration of 
African eaonomies. 

B. New measures to be undertaken 

46. For many years, African countries have tried to secure 
improvements rather than effect radical changes in international 
economic and financial arrangements to make these more equitable, 
especially with regard to financial flows, terms-of-trade, foreign 
investment and technology transfer. Their arguments should now be 
altered to take into consideration the changes in the world 
economy, characterized by stagnation of aid flows and increased 
protectionism in developed countries. Moreover, the growing cost 
of foreign loans, coinciding with the period of export stagnation 
has also helped to plunge many African countries into the debt 
crisis. 

47. In order to cope with this situation, the international 
community should be aware that Africa cannot emerge from the crisis 
without long-term assistance far mare substantial than it is 

1 9 /  See UNCTAD: Review of the application sf guidelines 
annexed to resolution 222 (xxi) of the Trade and Development Board 
(TD/B/1167 para 63-73). 
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receiving at the present time. Furthermore, greatly increased 
external development financing should be accompanied by policy 
changes which take into account the need to set up a new framework 
for financial cooperation. 

B. New measures to be taken 

48. The principal characteristics of this framework may be 
summarized as follows:20 

(a) An effective international financial cooperation system 
tends to ensure coherence between adjustment objectives, with more 
structural transformation on one hand and the long-term financing 
required for the achievement of development on the other. For 
this, two conditions must be met: 

(i) At the global level, it will be necessary to 
formulate mechanisms for automatic resource 
mobilization based on the principle of 
international solidarity between rich and poor 
countries; 

(ii) at the national level, resources transferred by the 
international community must be distributed in a 
way which gives priority to the needs of the 
beneficiary country and not the interests of the 
international financial groups. 

(b) An effective financial cooperation system which woulcl 
make the multilateral institutions actively participate in 
operations both by giving their guarantee to help countries secure 
access to capital markets and by paying interest dividends. Should 
this be difficult to do within the framework of existing 
multilateral institutions, it will be necessary to create new 
facilities which will be especially responsible for mobilizing 
resources on capital markets and for adjusting the conditions for 
meeting the diverse financial needs of African countries. 

(c) Such financial cooperation should ensure that foreign 
exchange resources should reach a level that adequately compensates 
for fluctuations in the import capacity of African countries, 
resulting from unexpected factors in the international monetary and 
financial situation. The varying nature of the deficits 
experienced by developing African countries in recent years 
justifies medium-and long-term financing with the possibilities of 
compensatory grants to the poorest countries which are unable to 
have access to international capital markets and which therefore 
bear a disproportionate adjustment burden. 

"/ See also UNCTAD: Conditions for an effective system of 
international financial cooperation. DocumentTD/B/C.3/162/Suppl.2 



49. Finally, a reformed financial cooperation system cannot be 
designed without a framework for international collaboration which 
should be the focal point of deliberations about the functioning 
of the financial system whose objective should be to guarantee 
automatic additional development resource mobilization to needy 
countries. 

Conclusion 

50. In the current international financial context, African 
countries should be involved in the search for international 
solutions to the situation of marginalization. To achieve this, 
the international financial system should satisfy two 
requirements2' : 

It should so facilitate exchange-rate adjustment for 
different currencies as to avoid jeopardizing regional 
economic development choices by the need to restore the 
external equilibrium which, if not restored, leads to 
accumulated balance-of-payments disequilibria. 

It should provide central banks with a reserves and 
transactions instrument that can finance temporary 
balance- of-payments disequilibria. Nevertheless, in 
order to forestall possible failures in adjustment 
mechanisms and to prevent excessive accumulation of 
reserves in some central banks, automatic currency 
convertibility seems advisable. This can only be 
pursued within a context of transformation of the African 
banking system whose future rests on its capacity to 
adapt to the realities of African and international 
economies. 

51. However, all the measures planned can bear fruit only if 
massive financial support is guaranteed, in the form of additional 
resources for restructuring the debt of countries which are 
experiencing serious and persistent difficulties in debt servicing, 
Such an approach will enable African countries to launch long-term 
productive investment which will restore sustainable debt-servicing 
capacity. Given that at the present time, in the area of debt 
refinancing, there are neither principles nor mechanisms which are 
satisfactory despite the numerous plans for resolving the debt 
problem, Africa should revise its structural adjustment and debt 
management policies. 

See: A. GRJEBINE: The new international economy. PUF 1986 
Q . 2 3 8 .  


