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I. INTRODUCTION

1. The continually increasing number of African countries classified among

the least developed is evidence of the severity of the economic and social

crisis affecting the region. At the end of 1988, 28 of the 50 member States

of the Economic Commission for Africa (ECA) were included in the LDC group

of countries, as against 16 at the beginning of the 1970s. Thus more and

more African countries are faced by the structural obstacles characteristic

in the identification of the group, including particularly, the extremely

low level of income per capita, the small size industrial sectore limited

to processing activities, orientated towards import substitution and heavily

dependent on imported raw materials and spareparts and an export structure

based on a. few agricultural and mineral products subject to inelastic demand

and falling prices on world markets.

2. The different programmes adopted in favour of the LDCs as a group,

as well the reforms undertaken by the countries themselves to redress these

constraints have not enjoyed substantial external resource support. In

terms of either of the two aid targets set out in the Substantial New

Programme of Action for the 1980s for the LDCs (SNPA )adopted by the United

Nations Conference on LDCs held in Paris in 1981, only Denmark, Norway,

the Netherlands and Sweden have granted Official Development Assistance

(ODA)to the LDCs of between 0.18 and 0.24 per cent of GNP, as against the

target of 0.15 per cent. Belgium, in 1985, Canada, in 19P6 and France,

in 1984 came close to this objective, with aid flows of between 0.12 and

0.13 per cent of GNP. Since 1985, Austria, Finland, Ireland, Italy,

Switzerland and the United States have achieved the second objective, of

doubling ODA to the LDCs, in comparison with the average level for the

period 1976 to 1980 (expressed in US dollars at current prices). These

efforts of member countries of the Development Assistance Committee (DAC),

of the Organizaiton of Economic Co-operation and Development (OECD), the

main sources of assistance to LDCs, have nevertheless had little effect

on the overall level of ODA accorded to LDCs, which remained stable during

1980-1988, at around 0.6 per cent of overall GNP in the DAC countries.

3. These disappointing results have considerably reduced domestic financing

capabilities in the African LDCs, with the result that they have had to

take out large bank loans to finance both consumer and capital goods. The

resulting debt crisis has affected all developing countries in Africa and

events since the adoption of the Lagos Plan of Action show the effort to

mobilize funds throughout the continent. These include the adoption of

the United Nations Plan of Action for African Economic Recovery and

Development (UN-PAAERD) and the Africa's Priority Programme for Economic

Recovery (APPER), the increasingly frequent recourse to economic and financial

stabilization and/or structural adjustment programmes, in spite of the heavy

social costs, etc. New mechanisms created within the World Bank and the

International Monetary Fund (IMF), such as the Special Facility for Assistance

to sub-Saharan Africa, the Structural Adjustment Facility <SAF) and the

Enhanced Structural Adjustment Facility (ESAF) fall within this framework.

4. This paper was written during the final months of the Substantial New

Programme of Action (SNPA) for the 1980s for the Least Developed Countries,
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the evaluation of which will be a major objective of the second United Nations

International Conference on the LDCs. The progress in social and economic

development in the African LDCs bGtween 1980 and 1988 and prospects for

1989 will be assessed in this study. The first part deals with the African

LDCs as a group from the point of view of macro-economic performance, the

evaluation of the problems which have arisen, the policies established,

sectoral performances, external trade, the balance of payments and finally,

medium-term prospects. In the second part, the same subjects will be

considered for each of the 28 LDCs individually.

II. OVERALL ECONOMIC GROWTH

5. The economic climate in the African LDCs during 1980-1988 was adversely

affected by the fall in prices of the major export products of economic

importance to the countries; the considerable reduction in the flows of

capital, which reduced the import capacities in the LDCs and caused a revision

downwards in investment programmes; the ever increasing burden of outstanding

external debt and debt servicing and the deterioration of the balance of

payments position. Furthermore, the low-level of linkages in the economies

concerned did not enable the other sectors to benefit fully from the recovery

of agricultural production.

6. Thus, the African LDCs suffered from recession between 1980-1985 followed

by a period of economic recovery between 1986-1988 which, however, had slowed

down by the end df the period. The growth rate of GDP, at constant factor

costs (1980 = 100) fell from 3 per cent in 1980-1981, to -0.4 per cent in

1984-1985. The GDP 6f the 28 African LDCs thus grew from $US 41,969 million

in 1980, to 5US 42,592 million in 1985, an annual average increase of only

0.3 per cent. Taking the demographic growth rate into account there was

an annual fall in real GDP per capita of approximately 2.3 per cent; from

$US 243.0 in 1980, to $US 216.5 in 1905. This poor performance can be

attributed to: (a) unfavourable climatic conditions, for the persistent

drought has affected the agricultural sector, the main source of value added;

(b) the weak influence of other sectors on overall growth; (c) inadequate

investment policies; (d) management difficulties caused by the lack of

qualified personnel. To these must also be added the low import capacities

of the countries concerned, which deprives them of some of the imputs,

essential raw materials and spare parts.

7. During 1985-1908, however, there was a reversal in the downward trend.

The growth rate in the GDP in real terms was about 3.1 per cent per year,

but this was accompanied by a .stagnant level of GDP per capita; it grew

by only 1.1 per cent per year between 1985 and 1987 and fell by 0.5 per

cent in 1988. The levels reached were $US 219.1 in 1986, as against $US 221.4

in 1987 and $US 220.3 in 1988; an overall growth of 0.6 per cent between

1985 and 1988. The economic recovery in comparison with the early 1980s

was essentially due to a clear improvement in the conditions of production

of goods and services, following the return of normal rainfall during the

last three agricultural campaigns. In addition, there were also the reforms

effected by increased private sector activity and the elimination of non-

profitable sectors in state run enterprises, which increased the resources

available to rehabilitate existing productive activities, the raising of

producer prices; and the availability of essential imputs for the agricultural

sector.
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8. The distribution of African LDCs according to average annual growth

rates in GDP in real terms, shows a net improvement in the group performance.

The number of countries with negative growth declined from nine in 1984-

1985, to six in 1986-1987 and 1987-1988, while on average over half of the

countries had growth rates greater than 3 per cent, as against only five

between 1980 and 1984. The countries where the agricultural sector

predominates, which benefitted most in terms of growth, from the return

to normal rainfall, in spite of the grasshopper attacks affecting the harvests

in certain areas, were: Burkina Faso, Burundi, Ethiopia, the Gambia, Guinea,

Mali and the Sudan. In those where the mining sector predominates the

continued high demand on the diamond market has meant resulted in a real

growth performance in the order of 11.3 per cent per year in Botswana. This

was far higher than the average for the LDC group, estimated at 1.4 per

cent between 1980-1988. In contrast, the reduction in remittances from

migrant workers in service countries such as Cape Verde, Guinea Bissau,

Lesotho and Malawi caused a slowing in the economic growth of these countries.

Table 1: Distribution of African LDCs according to real

annual average growth rates in GDP

(1980 = 100), 1980-1988

Growth rate in

GDP (in % per year)
1980-1984 1984-1985 1985-1986 1986-1987 1987-1988

negative

between 2

between 2

between 3

between 4

over 5

TOTAL

Sources

,0

, 1, 3, 0

, 1, 4, 0

, 1 5, 0

ECA

7

11

5

2

1

2

28

9

4

3

5

1

6

28

Number

8

4

2

5

3

6

28

of Countries

6

8

2

3

4

5

28

6

6

6

2

6

2

28

9. The average contributions of the different sectors to GDP formation

during 1980-1988 were relatively stable, with an average of 43 per cent

from the agricultural sector; 3.4 per cent from mining; 9.4 per cent from

manufacturing industries; 0.9 per cent from the water and energy sector;

4.6 per cent from construction and public works and 38.8 per cent from other

services. The annual sectoral growth rates in real terms during the period
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1984-1988 were 1.9 per cent for the agricultural sector, 3 per cent for

the secondary sector and 2.3 per cent for the tertiary sector, as against

figures of -0.4, 0.5 and 1.4 per cent respectively between 1980-1984.

10. The changes in demand structure have been fairly regular. The share

of total final consumption in GDP, after having stablized at about 96 per

cent between 1980-1985, has consistently fallen, to the level of 91.9 per

cent in 1988. In volume, the rises have been fairly moderate, with an annual

average growth rate of 0.9 per cent in private consumption and 1.8 per cent

in public consumption. These poor performances result from the measures

to reduce consumption expenditure and the low import capacity in the countries

concerned. The domestic savings rate was, therefore, 7.6 per cent in 1987-

1988, as against an annual average of 3.9 per cent during 1980-1986.

11. This overall pattern masks the disparities which exists at individual

country level. Table 2 shows that almost half of the African LDCs had

negative domestic savings rates during the period, with record levels in

Cape Verde, Djibouti, Guinea Bissau, Lesotho, Mozambique and Sao Tome and

Principe, where total final consumption was greater than the level of GDP

by an average of 26.8, 15.4, 9.4, 70.5, IB.9 and 31.8 per cent respectively.

Table 2: Distribution of African LDCs according

to the domestic savings rate, 1980-1988

Rate of domestic

savings (as % GDP)

I980-19P4 1985 1986 1987

No. of Countries

1988

negative

between - and 5 p. 100

between 5, 1 and 10 p. 100

over 10 p. 100

TOTAL

14

4

6

4

28

13

5

5

5

15

3

2

8

28

14

3

2

9

13

3

3

9

28 28

Source ECA

12. The investment rates registered in relation to these savings rates

were relatively high, equivalent to an average of 16.3 per cent of annual

GDP between 1980-1988. They resulted in a dependence of the order of 66.7

per cent on external sources for financing capital formation. The

distribution of African LDCs according to the average rate of investment

also shows structural disparities, because almost all the LDCs (25 of the

28) had an investment rate equal to or greater than 10 per cent of GDP during

the period under review, while only seven exceeded this threshold in terms

of savings.
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III MAJOR PROBLEMS AND DEVELOPMENT POLICIES

:

cocoa and cotton and the constant deterioration in the
LDCs have not been able to diversify their bases of production j£

i d the rural sector has continued to
JjL"—a nave iiwi. "•-■-" —~ — — — — - „—-,+. j.,»

methods have remained rudimentary and the rural sector has continue
be vulnerable to natural disasters, particularly because the lack of
irrigation systems and the low-level of fertilizer and improved seed use.

14 During the period, export receipts fell between 1980-1982 and in 1985,
causing a shortage of foreign exchange and reducing the import opacities
of the countries concerned. Thus, existing industries were penalized because

the crisis led to frequent interruptions in the supply of raw materials and
spare parts and this has caused a general under-utilization of existing
capacities. The efficiency of productive capital has also declined, linked
to theunder development of socio-economic and institutional infrastructures

the low level of intersectoral integration in the LDC economies, the lack
of competent technical and managerial personnel, the low capacity oit
LDCs to adapt to external shocks and the non-competitiveness of manufactured
gooL whose prices are raised by the high cost, of energy and "an.port.
particularly those from th6 14 landlocked and island countries among the

African LDCs.

15. in addition to the structural weaknesses in the P^^ ^
there are also the crises in public finances and external payments. The
total r-ceipts of the countries concerned are made up of an average of 31.b
Per cen't from productive activities and almost 20 per cent from customs
duties The recorded falls in production and the foreign trade crisis,
which reduced receipts by the equivalent of 15.1 per cent of annua1 LDC

wnich^ - ^was Tl r

sSies^ zz^jzrzzx==HS
largely attributable to price and marketing rigidities and, Par"cularly
in some of the large State monopolies, to poor management, ^adequate
investment policies and high production costs. These deficits were financed
to an^average of 60.4 per cent between 1980-19S4 and 74.2 per cent between
W85-19K from external sources. This led to considerable domestic and
external borrowing and to over drawing the statutary borrowing limits laid
down by the monetary institutions. This caused a worsening of public debt,
which together with the irrecoverable loans granted to the private sector
in some countries, reduced the solvency and liquidity position of the

economies concerned.
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16. Several African LDCs, either independently or within the framework

of the IMF and the World Bank, have drawn up and implemented, recovery plans,

economic and financial stablization and/or structural adjustment programmes,

in order to redress the different internal and external disequilibria. These

country efforts aim to improve the supply of goods and services, so reducing

external dependence, to achieve food self-sufficiency, to reduce the

geographical barriers to economic and social development, such as remoteness

and landlockedness and also to protect themselves against the adverse effects

of natural disasters. The priorities of the programmes being implemented,

therefore, are the rehabilitation and extension of existing production units,

in order to enlarge the export base, the development and inventory of natural

resources and the participation of the population in the development effort

by means of communal work or human investment, as seen particularly in the

programmes set up in Benin, Botswana, Cape Verde, Ethiopia, Guinea, Guinea

Bissau, Malawi, Mali, Rwanda, the Sudan and Uganda. Several African LDCs

have thus been able to avoid capital intensive and high management cost

development projects.

17. Village based irrigation and water projects have also been carried

out in order to harness water resources, prices to the producer have been

raised as an incentive to increased production and marketing circuits have

been simplified, particularly by the raising of some monopolies. There

has also been a strengthening of support infrastructures for development

(roads, schools, hospitals, dispensaries etc. ) , as seen in the allocation

of 26 to 31 per cent on average of development projects to the rural sector

and to socio-economic infrastructure. These levels were significantly higher

in Cape Verde, Lesotho, Malawi, the Sudan, Uganda and the United Republic

of Tanzania.

18. In order to rs-establish a balance in public finances various austerity

measures were envisaged, designed to augment resources by expanding the

tax basis, increase the efficiency of tax collection and reduce the number

of tax exemptions. In terms of expenditure, most countries have reduced

the civil service recurrent budget, particularly by means of a freezing

of recruitment and public sector salaries by removing some subsidies and

by the application of "true pricing". There has also been a movement to

promote private initiative, particularly in the sectors where state-run

societies and enterprises have been shown to be uneconomic. These economy

measures, which should have generated a public saving, hav& not. however,

succeeded, because the countries were faced with the dilemma of maintaining

a strict control of public expenditure without compromising the growth effort.

19. The measures adopted to correct imbalances in external payments have

concentrated on raising of the producer prices of cash crops to levels similar

to those on world markets, the adoption of flexible exchange rates, such

as the double exchange rate (particularly in the Sudan), the relaxation

of the customs taxation system and the careful management of external debt.

New public loans have thus be limited to those granted on concessional terms.

20. Faced with the inflationary tendencies stemming particularly from the

increase in the money supply between 1980-1982, the African LDCs adopted

policies to limit credit by setting upper limits to rediscounting and
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percentage of legally required reserves, fixing maximum rates for credit

expansion and managing strictly the foreign exchange reserves, already

stressed by the drop in export receipts. Several countries adopted national

import programmes and gave priority to loans for major value added creating

activities.

21. In spite of the efforts taken to improve the basic socio-demographic

indicators, the social situation remains uncertain in terms of employment

opportunities and the social adjustment costs of those made redundent from

the public service and for the lowest income levels in the population. The

assistance given by some countries, such as Mali, to civil servants who

agree to voluntary redundancy or early retirement, to help them establish

small and medium scale enterprises, however, is worth noting.

22. Some measures have been taken at international level, particularly

by the World Bank and the International Monetary Fund to assist low income

countries, the majority of which are African LDCs. These consist of: (i) the

Special Facility for assistance to sub-Saharan Africa, (13 of the 17 countries

initially eligible are LDCs), which aims to relieve the burden of external

debt for its beneficiaries, by means of major reform programmes; (ii) special

bilateral financing; (iii) the Enhanced Structural Adjustment Facility (ESAF),

supplementing the existing Structural Adjustment Facility (SAF) and designed

to assist adjustment activities in low income, heavily indebted countries

dependent on the export of primary products - often only one - whose prices

remain low; the case in almost all African LDCs. All LDCs are eligible

for these two facilities, with the exception of Botswana, where GNP per

head is higher than the fixed ceiling.

VI. SECTORAL PERFORMANCE

A- Food and Agriculture

23. During the period 1980-1988, agriculture, livestock and fishing continued

to dominate the economies of the African LDCs as a group, contributing

annually about 43 per cent to GDP (expressed at constant factor costs, 1980

= 100). The annual average masks a decline in the contribution during the

period under review, from 43.7 per cent per year between 1980-1984, to 42.1

per cent per year between 19851988. Similarily it does not show the position

in countries such as Botswana, where the rural sector contributes only 6.3

per cent to GDP, since the mining sector is predominant, or Djibouti, Gambia

and Togo, where services linked to re-export are more important than

agriculture, or the 8 other countries where services dominate. 1/

24. The situation in this sector remains closely linked with climatic

conditions. Thus during the three agricultural campaigns of 1983-1985,

the prevailing drought caused negative growth ' rates in the order of -4.9,

-3.3 and -0.7 per cent respectively. Record falls in value added were listed

1/ These countries are: Cape Verde, Equatorial Guinea, Lesotho,

Malawi, Mauritania, Sao Tome and Principe, Sierra Leone and the Sudan.
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in Botswana (-11.1 per cent), Ethiopia (-13.1 per cent), Gambia (-8 per

cent), Mauritania (-12.4 per cent), Sao Tome and Principe (-20.2 per cent),

the Sudan (-14.6 per cent) and Uganda (-7.1 per cent).

25. As a result, there was a fall in food production per capita (cereals,

roots and tubers) of more than 8 per cent per year; to 251 kg in 1983 and

226 kg in 1984, as against 267 kg in 1982. Growth rates were more variable

for the major cash crops: a rise of 21.5 per cent in 1983, followed by

a fall of 3.2 per cent in 1984.

26. The results were more satisfactory in the other agricultural campaigns

during the period, particularly because of the return of normal rainfall

levels and the measures taken by the African LDCs as a result of the

consecutive drought years, including increased investment in the agricultural

sector, raising producer prices, establishing guaranteed minimum prices,

creating agricultural credit systems, developing infrastructures in water

supply, timely delivery of imputs and greater research on high yielding

varieties.

27. As Table 3 shows, the annual production of the major food crops grew,

except in 1982, when adverse climatic conditions prevailed in the countries

bordering the Kalahari desert and in some of the major production areas

in East Africa, and in 1987, when persistent drought and other natural

disasters and continued civil wars isolated the productive areas, increased

pressure on limited arable areas and caused considerable influxes of refugees.

The production falls were mainly in East and Central Africa. Thus, total

cereal production in Ethiopia dropped by 10.7 per cent in 1987 (-3.1 per

cent for wheat, -14.4 per cent for maize and -11.7 per cent for millets

and sorghum), while coffee output grew by only 0.6 per cent. During the

same period, cereal production in the Sudan fell by 57.9 per cent (-21.1

per cent for wheat; -30.6 per cent for maize and -60.2 per cent for millets

and sorghum). In Malawi, the harvests of maize, rice and tea fell by 88.4,

24.3 and 17.9 per cent respectively. Botswana and Lesotho were also faced

by food crises during the period.

28. There seems to have been a recovery in the overall situation in 1988,

when the growth rates of production were 14.8 per cent for cereals and 4.6

per cent for major cash crops (cotton, groundnuts, coffee, cocoa and tea).

The problems persist, however, in paddy-rice production, which dropped

slightly, by 0.4 per cent. Rice imports continue to burden the trade balances

of African LDCs. Overall, the situation remained precarious, because of

uncertainties over weather conditions and the need to establish security

stocks to mitigate against possible eventualities.

29. The cereal balance shown in Table 4 is satisfactory for the countries

as a group, because of self-sufficiency ratio for a normal year of 88.5

per cent, was slightly exceeded. At individual country level, however,

problems remain in Botswana, Cape Verde, the Comoros, Mauritania and Sao

Tome and Principe, where domestic cereal production fulfils only 27, 5,

37, 31 and 2 per cent respectively of needs. The group position was

aggravated by a level of dependence of almost 52 per cent on commercial

imports, in a period when most countries was suffering from external payments

difficulties.
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Table 3: Development of major abricultural output

1* Total caraal*

- Wheat

- Maize

- Millet

- Paddy rice

- Sorghum

2. Roots and tubera

Food production

3. Total major

cash crops

- Cotton seed

- Groundnuts

- Green coffee

- Cocoa beane

- Tgs

Note: [in ka]

1900

22

1

5

4

1

a

23

45

3

1

2

2«2

006

72B

611

835

327

338

580

989

069

27 B

17B

89

75

in

1981

23

1

8

4

2

7

25

IB

3

2

BQ7

054

081

BSO

015

591

021

918

943

033

354

496

66

78

African

(in 1

19B2

23

1

S

4

2

6

24

48

3

1

2

830

225

829

B2S

070

388

B01

510

905

140

076

510

84

66

LDCa, [1960-1988)

000 of

10B3

22

B

4

1

5

2H

46

4

2

1

141

838

770

64B

047

BB3

S31

772

746

054

825

558

140

71

tonal

1864

16

8

3

1

4

24

43

4

2

1

937

96B

669

381

B34

110

353

280

585

073

666

422

152

82

1885

25

1

7

S

2

7

25

50

4

2

1

653

014

548

534

361

418

110

470

761

21B

B38

502

118

83

1SB6

27

1

8

5

2

7

24

51

4

2

2

360

157

408

513

361

547

610

970

908

07B

087

49B

156

77

18B7

23

1

B

4

2

5

24

47

5

2

2

078

097

368

B03-

327

366

358

435

239

428

046

536

155

74

1B8B

26

1

B

5

2

7

23

50

5

2

1

484

135

769

164

317

783

762

246

480

671

889

567

154

78

Food output

per heed 263.8 276.1 266.6 250.5 255.9 256.6 257.5 229.3 236.0

- Cereal production

per head 12B.8 134.B 131.6 118-6 96.9 130.4 135.6 111.8 124.0

Source: Table drawn up from FAO production statistics.



E/ECA/LDCs.9/EXP.8/2

Page 10

Table

Benin

Botswana

Burkina Feao

Burundi

Cape Verde

Central African Republic

Chad

Comoroo

Djibouti

Equatorial Guinea

Ethiopia

The Gambia

Guinea

Guinea-Bissau

Lesotho

Malawi

Mali

Mauritania

Mozambique

Niger

Rwanda

Seo Tome and Principe

Sierra Leone

Somalia

Sudan

Tanzania

Togo

Uganda . .

Total

Source: ECA. drawn

t: The balance of cereal production in AFrlcBn

Total

production

A

476

56

1 BB2

533

11

128

602

24

n.d.

n.d.

5 727

132

588

231

203

1 482

1 BOO

119

530

1 4B5

276

1

536

483

3 6B7

2 98 2
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Table 5: Chqnges in the balance of payments In African LDCa

(as % of group GDP]

1960 19B1 1982 196 3 1 984 1 QB5 !906 1987 196G

Trade balance 8.42

Current account balance 7.2S

Capital accounts belance 3,78

Overall balance 3.48

9.30

77.09

4.85

2.44

9.19

7.93

5.36

2.55

5.91

5.00

2.23

2.77

4.77

4.71

0.69

2.02

5.56

2.28

-0.30

2.66

7.17

3. BO

3.44

0.36

8.66

3.72

3.34

Q.3B

13.07

10.16

5.92

4.24

Source: ECA.

NB: The GDPe ere expressed at 19B0 prices.

30. The contribution of livestock, fishing and forestry remains marginal,

in spite of the export potential of these sub-sectors in some countries.

The national herds have progressively built-up again after the drought years,

while important projects for both artisanal and industrial fishing

development, have been carried out in Cape Verde, Equatorial Guinea, Guinea

Bissau, Sao Tome and Principe and Sierra Leone, in order to take capitalize

on the role fish products can play in making up food deficiencies.

B. Mining

31. During the period under review, this sector contributed an average

of 3.4 per cent per year to GDP and grew in real terms at a rate of

approximately 3.9 per cent. This performance was primarily due to quarrying

for major infrastructural construction and to diamonds. The exploitation

of mineral resources and hydrocarbons has shown some stagnation. Recognizing

the richness of underground resources of the African LDCs, most countries

have adopted sizeable investment programmes to evaluate and develop their

mineral resources. The returns on these investments, however, have been

relatively low, for several reasons, including: (i) the fall in the prices

of key minerals except diamonds and gold; (ii) the long gestation period

on investment; (iii) the drop in the world demand for the minerals of

importance to African LDCs; and (iv) oversized processing units with a

capacity often very much larger than that of the extraction units. In

addition management problems and the continued high costs of production

reduce the competitiveness of the products.

32. Thus, with the exceptions of Botswana, where the growth in trade in

diamonds has continued because of favourable world market conditions and

Togo, where the production of calcium phosphates has revived, all the other

African LDCs with important mining activities, have suffered a production

crisis resulting in a downward revision of investment programmes or a total

cessation of exploitation, as for example,. with cassiterite exploitation

in Rwanda as a result of the bankruptcy of the Society of Mines of Rwanda,

(SOMIRWA). In Niger, the production of uranium dropped by more than 28

per cent, from 4132 tons in 1980, to 2850 tons in 1987. In Guinea, bauxite

and aluminium production grew by only 1.8 per cent per year and in

consideration of the problems of gold and diamond mine management, the
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Government authorized the establishment of economically companies mixed

to protect the exploitation and the investments that State finances could

no longer support. In Mauritania, iron ore extraction has been very variable
(with a fall of 5.2 per cent per year between 1980 and 1983, followed by
a rise bf 28.3 per cent in 1984 and then a renewed drop of 17.5 per cent
per year between 1985 and 1986.

c- Industry

33. Industrial production in African LDCs continues to be limited to a
few artisanal or modern operations, on a small scale and orientated towards
import substitution. Between 1980-1988, the contribution of manufacturing
industry to GDP remained fairly stable at around 9.4 per cent, with an average

annual growth rate in the order of 2.8 per cent in real terms. The existing

industrial enterprises, which are mainly agro-industries, have benefited
from the recovery in the agricultural sector over the last three compaigns.
Nevertheless, structural obstacles to the development of industry in the

LDCs persist, including the narrowness of domestic markets, low import
capacity for raw materials and spare-parts, the remote geographical position

of most countries which reduces the competitiveness of industrial products,

the under-utilization of existing installed capacity and management problems
caused by the accumulation of large deficits and arrears in payments. Because

of these difficulties, there has been a marked movement towards privatization,
the disengagement of the State and the revision of investment codes to attract
more private capital and increase substantially the real levels of

manufacturing production per head, which grew at a rate of only 0.1 per

cent per year between 1980-1988, rarely exceeding $US 18. Special funds

also been created to promote small and medium scale industrial enterprises.

34. The distribution of value added in the manufacturing industries for
the LDCs as a group was very unequal during 1980-1988. Eight countries
alone contributed 84.8 per cent,- namely: the Sudan (23 per cent, compared

with 18.9 per cent, 1970-1978), Mozambique (16.4 per cent), Ethiopia (13.5
per cent as against 21.5 per cent between 1970-1978), the United Republic

of Tanzania (11.9 per cent as compared with 16.5 per cent between 1970-1978),

Rwanda (6.3 per cent), Malawi (4.7 per cent, compared with 7 per cent between

1970-1978), Burkina Paso and Chad (each at 4.5 per cent)'.

35. The growth rate of the manufacturing sector in real terms was variable

during the period under review, falling from 7.3 per cent in 1982-1983,
to only 0.4 per cent in 1984-1985, 1.5 per cent in 1985-1986, 4.7 per cent

1986-1987 and then 3.5 per cent' 1937-1988. During the same period, the
elasticity of growth in manufacturing production in relation to agricultural
production was only 0.4, compared with 2.4 during the 1970s, while in

comparison with GDP it improved slightly to 1,6, as against .1.1 during the

1970s. This last tendency can largely be explained by the renewal of import

substitution policies following the considerable flows of emergency aid,

in the form of consumer goods, received during the drought years to cover
refugee needs in the major production areas of Eastern and Southern Africa.

36. Only 3 countries achieved annual average growth rates of at least 9

per cent, the target fixed for manufacturing industries in the SNPA, during
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the overall period 1980-1988: Benin, 13.7 per cent; Chad, 9.3 per cent

and Lesotho, 11.8 per cent. Six other countries had negative growth ratess

Cape Verde, Mozambique, Niger, Somalia, the United Republic of Tanzania

and Togo.

D. Other sectors

37. The energy and water sector contributed an average of only 1 per cent

to GDP. Its growth rate in real terms was approximately 6.5 per cent. This

exceptional performance was due to the construction of major hydro-electric

dams (particularly in Mali and Mozambique), the intensification of water

supply programmes and the revival of manufacturing industry at the end of

the period. The expansion of this sector continues to be limited by the

heavy dependence of the countries on petroleum imports, for only four LDC

countries have refineries (Benin, Ethiopia, the Sudan and the United Republic

of Tanzania) and by the low level of efficiency in water resources

utilization.

38. The construction and public works sector remained fairly small,

contributing only 4.4 per cent to GDP at constant factor costs and with

a growth rate in real terms of only 1.1 per cent. It is dependent on major

infrastructure construction, to open up production areas (such as the uranium

road in Niger). Apart from those countries which have opted for labour

intensive schemes, the development of the sector is constrained by its

strongly capitalistic nature and by the low import capacities of the countries

concerned.

39. Services, have increased in importance in GDP formation since 1982,

but there have not been no development strategies, except in transport and

communications. These are priority sub-sectors to the African LDCs, since

11 of them are landlocked and 4 are island countries. Services generate

growth in countries such as Cape Verde and Djibouti. The contribution to

real GDP (1980 = 100) during 19801988- was 38.8 per cent, with a real growth

rate of 2.3 per centf in the LDCs as a group.

V. EXTERNAL TRADE AND BALANCE OF PAYMENTS

40. Exports from African LDCs during 19801988 were also variable, dropping

between 1980-1982, and then rising by 2.7, in 1983 and 4.3 per cent in 1984,

before falling by 8.9 per cent in 1985. According to available estimates,

they have regularily increased since then, in 1986 by 15.9 per cent, by

16.1 per cent in 1987 and by 8.5 per cent in 1988. Exports from African

LDCs thus grew from an annual average of $US5.1 million between 1980-1985,

to $US5.5 million in 1986, $US6.4 million in 1987 and $US6.9 million in

1988.

41. The structure of exports contiues to be dominated by major mining

products, with an average of 30.7 per cent (11.1 per cent diamonds; 8.6

per cent bauxite; 5.6 per cent uranium; 2.8 per cent iron ore; 2.4 per cent

phosphates and 0.2 per cent tin). The share of agricultural raw materials

and food products was approximately 56.8 per cent. The products dominating

this category were: green coffee, 18.5 per cent; cotton, 8.2 per cent;



E/ECA/LDCs.9/EXP.8/2

Page 14

tobacco, 2.4 per cent; tea, 1.8 per cent; cocoa beans, 1.7 per cent;

groundnuts, 1.1 per cent and miscellaneous food products 23.1 per cent.

Apart from diamonds, tobacco and groundnuts, the general trend in the world

market for these products has been downwards, as a result of the subsidized

export of some competing agricultural products from industrialized countries,

the contraction of world demand for such raw materials and the depreciation

of the US dollars, the major currency in which the products are denominated

on the world markets. Only the world prices of tobacco and groundnuts exceed

the 1980 levels, by 10.1 and 92.1 per cent respectively, while the prices

of other products have fallen s tin by 58.5 per cent; phosphates by 31.6

per cent; coffee by 28.8 per cent? cocoa by 26.0 per cent? cotton by 25.6

per cent and bauxite by 22.4 per cent. Compensatory payments for losses

in export receipts, such as STABEX or the compensatory facilities established

by the IMF have not made up the lowest values recorded. The failures of

these mechanisms are the result ofs (a) insufficient resource allocations;

(b) the exclusion from the list of products covered by STABEX of such

important products to African LDCs as tobacco and fishing products; and

(c) the varied conditions attached to them (indexing of STABEX payments

on the IMF quota of the country, linking elegibility to the Structural

Adjustment Facility (SAF) or to the Enhanced Structural Adjustment Facility

(ESAF), to structural reforms with social costs which some of the African

LDCs cannot support. At the end of April 1988, 14 African LDCs bonefitted

from the SAF to total of SDR 42 million, with a use rate of 72.5 per cent. 2/

42. The composition of imports remained relatively stable: 33.3 per cent

food products; 1.8 per cent agricultural materials; 11.9 per cent energy;

3.2 per cent minerals and metals; 49 per cent manufactured goods and 0.8

per cent miscellaneous. The drop in imports over the whole period, was

in the order of 0.6 per cent per year, but again, the pattern was irregular:

a fall between 1981-1984 of approximately 8.0 per cent per year and by 0.5

per cent in 1988, increases of 1 per cent between 1980--1981 and 6.8 per

cent per year between 1984-1987, The savings achieved resulted from: (a) the

depreciation in the US dollars; (b) successful agricultural campaigns

resulting in a reduction in food imports; (c) falls in the price of oil,

causing a reduction in the energy bill.

43. Overall, the trade balance of African LDCs was constantly in deficit

between 1980-1988. Expressed as a percentage of GDP of the group, the deficit

grew from annual average of almost 9 per cent between 1980-1982, to 5.4

per cent between 1983-1985 and 8 per cent between 1986-1987. Available

estimates for 1988, put the deficit at 13.1 per cent. The average rate

of import cover by exports during the period was approximately 54.8 per

cent. The current account deficit changed from approximately SUS 3 billion

per year between 1980-1983 tc $US 1.4 billion per year between 1984-1988.

The various deteriorations recorded were due to heavy increases in interest

payments on external debt and to the fall in migrant worker remittances,

particularly in the Sudan {-42*3 per cent). The covering of the deficit

2/ Burundi, Central African Republic, Chad, Gambia, Guinea, Guinea

Bissau, Mauritania, Mozambique, Niger, Sierra Leone, Somalia, Tanzania,
Togo and Uganda.
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by net capital inflows, which were in the order of 61.8 per cent between

1980-1982, fell to only 25.5 per cent in 1984 and 13.2 per cent in 1985.

There was a pronounced improvement in 1986 and 1987, with rates estimated

at 90.5 and 89.8 per cent respectively, while in 1988 provisional estimates

suggest a further fall, to 58.3 per cent. The annual balance represented

approximately 2.3 per cent of GDP for the African LDCs as a group.

VI. DEVELOPMENT FINANCE AND EXTERNAL DEBT

44. Between 1980 and 1987, net external payments to African LDCs expressed

in US dollars at 1980 rates are estimated to have been $US 40.6 billion,

an average of $US 5.1 billion per year. In real terms, this assistance

fell considerably in 1981, by an estimated 31.7 per cent, then it grew

steadily between 1981 and 1985, from $US 3.8 billion to ?US 6.3 billion,

an annual average increase of 13.7 per cent. Since 1985, the total net

resource flows have continued to decline: -11.7 per cent in 1986 and -3.3

per cent in 1987. This aid represents only $US 25.9 per inhabitant (at

1980 prices) in 1987, as againest $US 33.6 in 1980, an annual average of

only $US 26.8 and a fall of 3.7 per cent per year.

45. During the period under review, net payments of ODA assistance accounted

for approximately 93.7 per cent of total net aid flows to African LDCs,

with an annual average growth rate of almost 4 per cent. This aid was granted

to the extent of 85.1 per cent by DAC member States, 62.1 per cent of which

was in bilateral form and the grant component was almost 80 per cent. The

share from member States of the Organization of Petroleum Exporting Countries

<OPEC) in total ODA continued to decline during the period, from 13.8 per

cent in 1980, to only 4.7 per cent, essentially because of lower receipts

from petroleum following the falls in world oil prices. The increasing

difficulties which African LDCs have experienced in contracting loans at

market rates, resulting from their lack of solvency caused a shrinkage in

the exteranal financial resources obtained on non-concsssional terms, from

an annual average of 14.2 per cent between 1980 and 1982, to only 5.8 per

cent between 1983 and 1988.

46. The outstanding external debt of African LDCs as of 31 December 1987

was estimated at $US 40.2 billion, as against $US 33.1 billion at the end

of 1986, an increase of 21.5 per cent. This debt, which represented almost

four times the exports of goods and services, produced a debt-service ratio

of approximately 33.3 per cent of export receipts, in comparison with 37.0

per cent in 1985 and 39.6 per cent in 1986. The debt-service ratio grew

to 47.8 per cent, if the utilization of IMF credits is included.

47. Thus, the external debt per capita of African LDCs stood at $US 191.4

in 1980, producing a service of $US 12.5, in relation to an income per

inhabitant of $U3 221.4 in 1987. The debt was contracted at 46.2 per cent

from multilateral sources; 44.4 per cent from bilateral sources and 9.4

per cent from financial institutions. This concessional component was 53.7

per cent.

48. In order to alleviate the debt-service burden, most African LDCs have

negotiated with their major creditors to restructure the external debt.
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either on bilateral terms, or with the Paris Club or London Club (the latter

essentially for commercial debts). During 1980-1987, 15 African LDCs

rescheduled their public debts with multilateral sources and commercial

banks. 3/ The totals rescheduled grew from $US 106 million in 1980 (for

two countries), to $US 1,324 million in 1983 and fell to $US 964 million

in 1987 (for six countries). The share of credits negotiated with commercial

banks was dominant in 1980-1981, at 62.5 per cent and in 1983-1985, at 60.9

per cent. There was a change in the tendency, however, in 1983 and in 1986-

1987, when 81.0 per cent and 89.7 per cent respectively of the totals

negotiated were with the Paris Club. These relief measures are only a

temporary solution to the problems of the beneficiary countries, because

they are associated with reform programmes whose social costs have not yet

been clearly evaluated. Furthermore, the rescheduled principal remains

liable and the rescheduling of interests are effectively new loans at market

rates, which thus contribute in maintaining the total volume of debt.

49. Some African LDCs have also been able to benefit from specific measures

to make up their financial deficits. These include joint loans with donors;

IDA-8 resources; expanded mechanisms of credit and compensatory finance;

the Structural Adjustment Facility (established in March 1986) and the

Enhanced Structural Adjustment Facility (created in December 1987), with

the IMF or the World Bank in collaboration with the IMF; loans from the

Facility for Assistance to Africa and special joint financing for sub-Saharan

Africa. These different loans are granted against Structural Adjustment

Programmes, financial and economic recovery programmes and/or sectoral

adjustment programmes. Thirteen LDCs were among the first 17 sub-Saharan

countries eligible to benefit from IDA resources and the special assistance

programme Al/ and they received 57.8 per cent of the resources, almost $US 2

billion„ Between 1980-1988, Malawi, Sierra Leone and the Sudan benefitted

from agreements under the enhanced mechanism of the IMF, while 14 countries

had been granted SAF resources, by the 30 April 1988: Burundi, the Central

African Republic, Chad, Gambia, Guinea, Guinea-Bissau, Maritania, Mozambique,

the Niger, Sierra Leone, Somalia, Togo, Uganda and the United Republic of

Tanzania. Each country undertook a three-year reform programme with the

help of the IMF and the World Bank.

VII. MEDIUM-TERM PROSPECTS

50. Not all the reforms undertaken as envisaged by the SNPA, whether through

joint action initiated at such consultation meetings as UNDP round-tables

or World Bank consultative group meetings have been able to arrest the

continuing economic recession in most African LDCs. The urgent needs for

external finance have caused most of the countries concerned to accept very

stringent conditions for structural adjustment, stablization and/or economic

3/ The Central African Republic, Equatorial Guinea, the Gambia, Guinea-

Bissau, Malawi, Mauritania, Mozambique, the Niger, Sierra Leone, Somalia,

the Sudan, Togo, the rInited Republic of Tanzania and Uganda.

4/ Burundi, the Central African Republic, the Gambia, Guinea, Guinea-

Bissau, Malawi, Mauritania, Mozambique, the Niger, Sao Tome and Principe,

Togo, Uganda and the United Republic of Tanzania.
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financial recovery programmes. The signing of such agreaments has not always

been follwed by substantial flows of quick disbursing aid. Some countries

have broken their agreements with the two institutions mentioned, while
in others the negotiations are in abeyance. The mechanisms Created in favour

of heavily indebted, low-income countries, whose exports are often limited

to only one basic product, remain constraining.

51. In the absence of more flexibility by the donors, the rate of growth

of GDP expressed at constant factor costs in the African LDCs between 1988

and 1990, will only be in the order of 1.8 per cent per annum. The sectoral

growth rate will be 2 per cent for the rural sector, 1.1 per cent in the

secondary sector and 1.8 per cent in the service sector. These mediocre

performances, even with supposedly good climatic conditions, will be caused

by the lack of adequate external resource support.

52. On the demand side, total final consumption should grow by 3.5 per

cent (+5.7 per cent for public consumption and +3.1 percent for private

consumption). The resultant domestic savings rate of 8.2 per cent, will

only cover 56.3 per cent of domestic investment. Exports will fall in value

by 5.0 per cent approximately, while imports will grow by 1.4 per cent.

These developments together with the deterioration in the balace of net

transfers and net services will lead to a deficit in the current account

balance and in the overall balance equivalant to 17.3 and 12.1 per cent

respectively of overall annual GDP for the group. The African LDCs will

experience increasing difficulties in meeting their external committments.

The growth in external aid flows, particularly ODA and the compensatory

payments for the reduction of export receipts (both STABEX and from the

IMF) and the adoption of adjustment measures, which while safeguarding social

gains will not compromise the growth potential, remain the factors likely
to ensure change this prognosis.
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BENIN

I. OVERALL GROWTH PERFORMANCE

53. The economy of Benin is characterized by its predominant rural sector

which provides a livelihood for nearly 67 per cent of the active population

and accounts for 46 per cent of GDP. In 1987, GDP totalled CPAP 483.46 billion

as compared to 502.6 billion in 1986 meaning a decline of 3.89 per cent in

nominal terms. The lower GDP reflects the sharp decline in the value added

of the primary sector from CFAF 200.47 billion in 1986 to CFAF 176.82 billion

in 1987 and the persistent recession in industrial activities which accounted

for 11.7 per cent of GDP. The value added of the tertiary sector, namely

42.4 per cent of GDP, increased by 2.67 only compared to 1987, in nominal

terms. According to estimates available, GDP amounted to CFAF 505.40 billion

in 1988, indicating a growth of 450 per cent in nominal terms, as compared

to 1987. There was no significant change in the supply structure.

54- with regard to demand, consumption declined sharply in 1984-1985 before

rebounding by 5.3 per cent in 1986 and by 0.2 per cent annually in 1987 and

1988. However, private consumption increased by 3.2 per cent annually from

1987 to 1988 compared to 3.8 per cent per year between 1980 and 1986. This

resulted in a negative domestic savings rate of approximately -0.5 per cent

of GDP for the period as a whole while the investment rate remained

exceptionally high, representing an average 16.9 per cent of annual GDP.

The resource deficit was about 16.6 per cent of GDP.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

55O Sixty per cent of the territory is savanna land with low average economic

exploitation. Classified forests which represent less than 44,300 hectares

are subjected to continued deforestation at an annual rate of 1,200 hectares

as a result of bush fires, encroaching cultivation, grazing and fuel-wood

requirements. Urban population represents 80 per cent of total population

and has been growing at an annual rate of 5 per cent. Rural migration has

reached alarming proportions and as a result food production is dwindling.

56. The living conditions, health and education facilities in the rural areas

remain precarious. The gross schooling rate is 59 per cent; it is even lower

in rural areas and is as low as 37 per cent in the northern provinces.

57. Food production is based on traditional agriculture and is dependent

on weather conditions. The country's food requirements are not satisfied

and livestock products are also in short supply. The main export crops are

cocoa, cotton and palm oil which are not only subject to the vagaries of

the weather but also on fluctuations in world prices. Fishing has long been

a traditional activity in the coastal areas but catches are getting lower

due to over-exploitation.

58. Recently, the Government launched the Seme oil project which contributed

to a substantial increase in export revenue during the 1983-1985 period.

Since 1986, oil production has been declining owing to the situation on world

markets and financial difficulties that delayed major investments.
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59. The manufacturing sector is limited to processing agricultural produce,

small-scale industries and cement production and has for a long tima been

in the hands of state-owned enterprises now being restructured because of

high operating deficits and the burden they represent for government budget.

60. The banking system is faced with enormous cash-flow problems* By the

end of October 1987, the debit balances with the Central Bank had reached

CFAP 36.4 billion. In brief, the period under review was characteri zed by

the following factors:

(a) A substantial budget deficit?

(b) The decline in real terms of GDP since 1984;

(c) The worsening of trade and payments balances deficits;

(d) Serious unemployment of graduates from institutions of higher

learning, technical and vocational training schools;

(e) High population pressure on insufficient resources;

(f) An alarming increase of the external debt resulting in a considerable

accumulation of domestic and external arrears.

61. The Government is well aware of those symptoms of economic malaise and

financial crisis. Adjustments are therefore in order and the Government

has taken the following steps: (a) new strategies and/or objectives have

been redefined that are in line with the resources expected and would at

the same time have a decisive impact on economic and financial recovery;

(b) negotiations are under way on the substance of the adjustment programme

with the IMF for financial stabilization and with the World Bank for the

structural adjustment programme.

62. The new strategies and priorities were redefined in the context of the

Third Development Plan, 1988-1992. These were dictated by the requirements

of the adjustment exercise and by the need to attain sustained growth by

the end of the plan, after a stabilisation period. There are three fundamental

objectives: (a) quantitative and/or qualitative growth of production, priority

being given to rural areas; {b) the selection of investments having a

favourable impact on the balance of payments? (c) priority to initiatives

resulting in the least possible recurrent expenditure of government budget

or to initiatives capable of generating resources for operation and

maintenance.

63. The Government has taken the following practical steps; in agriculture;

(a) the use of appropriate technologies? (b) the generalized use of fertilizers

and improved seeds; fc) the diversification of agricultural production so

as to achieve food self-sufficiency and produce surpluses for sale or for

export (a) solutions to storage and marketing problems. The reforms introduced

into the industrial sector had to do with (a) the continuation of the

rehabilitation programmes of public and semi-public enterprises so as to

boost production; (b) the promotion of small and medium-scale enterprises,
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diversification in the industrial base. in public finance, efforts were

made to (a) stabilize budget expenditure and streamline public finances through

better fiscal administration exercising discipline in the disbursement of

operational budgets and in public investment programmes (c) better monitoring

and evaluation of the use of external resources in view of their increased

importance in financing development activities.

64. Thus, the budget which is tunded by import and export taxes is hard hit

by the economic recession affecting the country since 1983. The balance

of the national budget is constantly in deficit. The deficit amounted to

CPAP 10.99 billion in 1983, 13.1 billion in 1984 and 7,04 billion in 1986.

The deficit was reduced to 19-16 billion in 1986. The estimated deficit

for 1988 is CFhF. 1.808 billion. This situation is mostly due to the

disproportionate increase in government expenditure with regard to its

declining revenue- The increase in expenditure is mostly due to the cost

of the civil service which represented nearly 80 per cent of all expenditure

in 1987 and 74.39 per cent in 1988. Little was left for capital expenditure

and investment.

65- With regard to overall economic management, the measures adopted concerned

(a) a more rational management of the civil service, better use of human

resources available and better performance in the public sector; (b) better

formulation of development strategies in the preparation of the third

development plan by way of improved investment prog ramming techniques t (c)

the creation of a favourable economic environment to encourage private

investment; (d) the promotion of the private sector so as to direct all action

likely to accelerate the country's economic recovery and reduce unemployment;

(e) the restructuring of the banking system to enable it to play its role

as the driving force in the financial sector (channelling of savings, funding

etc.) and a better approach towards domestic and foreign debt.

III. SECTORAL PERFORMANCE

A. Food and agriculture

66. The inadequate rainfall during the 1987-1988 agricultural season (late

start of the first season in the southern and central parts of the country

and torrential rains in August and September)had a negative impact on both

sown land and output, leading to a significant drop of agricultural production

compared to the previous year. Production losses resulting from the unusual

prolongation of the first rains were estimated at 25 per cent for maize,

10 per cent for cassava and 30 per cent for beans and groundnuts. Overall

production declined from 2,397,615 tons in 1936-1987 to 1,707,305 tons in

1987-1988.

67. Cereal production declined by 34 per cent, from 490,354 tons in 1986-

1987 to 322,244 tons in 1987-1988 compared to a domestic demand estimated

at 500,000 tons while stocks available were barely 15,000 tons* In view

of that situation, the country had to resort to costly imports and appeal

for emergency food aid. Tuber production fell by more than 23.6 per cent

from 1,600,773 tons in 1936-1987 to 1,22 2,519 tons in 1987-1988„ while the

production of yam remained unchanged., cassava fell by 52 per cent, from 752,253

tons in 1986-1907 to 346,772 tons in 1987-1988.



E/ECA/LDCs.9/EXP.8/2

Page 21

68„ Industrial crops which are the main source of foreign exchange were

not spared. From 191,503 tons in 1986-1987 they fell to 112,607 tons in

1986-1987; cotton was worst hit; production fell from 131,262 tons to 69,668

tons. Groundnut production was 41,453 tons. In 1987-1988, the contribution

of the primary sector declined by 3.25 per cent compared to 1986.

B. Mining

69. The main activity in that sector is crude oil extraction at the SEME

project. By 30 June 1987, a total of 1,038,000 barrels had been produced,

representing 58 per cent of the planned output. For 1988, output was estiamted

at 2,901,000 barrels. Since 1986, oil production has been on the decline.

The value added in the sector fell from CFAF 25.5 billion in 1985 to CFAF

9.91 billion in 1986. It declined further in 1987 and 1988 to CFAF 8.34

and 8.25 billion respectively.

C. Manufacturing

70. Most industrial units are facing the dual problem of under-utilized

capacity and unfavourable cost/price ratio resulting in both domestic and

external marketing difficulties and in liquidity problems. The units produce

mostly food stuffs {edible oil, sugar, beverages, pasta, cigarettes), textiles,

cement and clinker.

71. The value added of manufacturing industries was CFAF 17.58 billion in

1987 compared to CFAF 18.42 and 21.14 billion in 1985 and in 1986 respectively.

The decline in the added value was 1.20 in 1987. Estimates for 1988 indicated

a growth of 10 per cent in nominal terms. This growth is due mainly to the

recovery of food processing industries (particularly for beverages, tobacco,

matches and edible oil).

D. Other sectors of the economy of i Benin

72. The value added of the construction sector was CFAF 26.03 billin in

1987 compared to 24.56 in 1986 or an increase of 5.99 per cent in nominal

terms. It accounted for 5.39 per cent of GDP. The expected growth rate

in 1988 is 4.99 per cent and it represents a slight decline compared to 1987.

According to projections by the national statistics institute (INSAE), the

value added in the water and electricity sector was CFAF 4.49 billion in

1987 compared to 4.28 per cent in 1986 or an increase of 4.9 per cent.

Estimates for 1988 are a 4 per cent growth compared to 1987.

73. The value added in transport and other services was CFAF 87.72 billion

in 1987 compared to S5.03 billion in 1986 representing a nominal growth of

3.16 per cent. It accounted for 18.14 of GDP in 1987. Estimates for 1988

point to a 5 per cent growth compared to 1987. Those estimates are based

on the expected recovery in the main sectors of the economy.

74. In 1986, imports unloaded at the Cotonou autonomous port were lower

by 2.7 per cent due to a slowdown in imports whereas goods loaded in the

port increased by 27.4 per cent due to increased exports. Figures for 1987

are available only for the first two quarters but they point to a marked
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decline in both imports and exports compared to the first half of 1986.

Overall imports and exports fell by 70 per cent as a result of the poor

agricultural production and lower imports.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

75. Benin is facing a chronic deficit of its trade balance. Prom CFAF 72

billion in 1986, the trade deficit was estimated to reach 89.154 billion

in 1987 and 87.661 billion in 1988. The reserve ratio fell by 53.27 per cent

in 1986 to 40.80 per cent in 1987. The continued slowdown in exports can

be attributed to lower world prices and to falling production of cotton,

Benin's main export crop, while imports have stagnated since 1985.

76= The deficit in the services sector was estiamted at 13.9 billion in

1987 and the current account balance was estimated at 24 billion due to a

slight increase in unrequited transfers. It i s estimated that non-monetary

capital movement will have a deficit of 24.4 billion as a result of debt

servicing. According to estimates the trade balance was expected to reach
a global deficit of 25.7 billion in 1987.

V. DEVELOPMENT FINANCING AND EXTERNAL DEBT

77 - In 1987, Benin received approximately CFAF 35 billion from external
sources including 17.3 billion as grants and 17.7 billion in loans. The

figures had been estimated at CFAF 44 billion. Aid flows increased by 9.4
per cent compared to 1986.

78. By September 1987, outstanding public debt amounted to CFAF 289.60

billion, out of which 95 per cent represented foreign debt. Consolidated

foreign debt amounted to CFAF 417.41 billion. This figure includes obligations

for the oil project (48.7 billion), the Onigbolo Cement Factory (23.84 billion)
and the Save Sugar Company (54 billion).

"79. The size of the country's external obligations and the slump in the
economy have made debt repayment difficult and resulted in the accumulation

of arrears. In 1986, the debt service was CFAF 36.96 billion and represented

47.4 per cent of export revenue. In 1987, the figure was 33.11 billion or

nearly 54 per cent of export earnings. As at 30 Septembr 1987, the country

was able to service only 18 per cent of its foreign debt. The resulting

accumulation of arrears in both principal and interest has reached alarming

proportions. By 31 December 1987, arrears had reached CFAP 55.248 billion

including 42.6159 billion in domestic arrears and 12.6326 billion in external

arrears. The arrears consisted mainly in unpaid water and electricity

consumption, telephone, salary adjustments and the debt service. The freeze

in the payment of those expenses is a stumbling block for the national economy

since they weigh heavily on the cash flow of Government suppliers and the

banking system. The national regular budget and the investment programme

do not provide for a substantial settlement of those arrears. Negotiations
are under way with the IMF for the implementation of a financial reorganization
and structural adjustment programme.
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VI. MEDIUM-TERM PERSPECTIVES

80. Two possible growth scenarios have been formulated for Lhe 1988-1992

period. The first aims at a moderate GDP growth of 1.5 per cent per year

in real terms and an average annual growth of 2.5 per cent, 1.2 per cent

and 1 per cent respectively for the primary, secondary and tertiary sectors.

The second scenario is rr.oro ambitious and aims at an annual GDP growth of

3 per cent during the plan and 3.8 per cent for the primary sector and 2.5

per cent for industrial production and tertiary activities.

81. Negotiations on the substance of the adjustment programmes have started

on the basis of a memorandum submitted to and discussed with the IMF. An

economic policy framework was to be prepared and submitted to the IMF in

November 1988. However, three sectoral meetings have already been programmed

in the context of round table talks on the priority projects of the plan.

82. The first sectoral meeting on the financing of the Mano rural development

projects was held from 20 to 22 October 1987. It resulted in the mobilization

of the CFAF 17.180 billion required to implement the project. The two other

meetings planned for 1988 were aimed at mobilizing the necessry funds for

the rehabilitation and modernization of Benin's transport infrastructure

and a telecommunication project consting CFAF 19 and 17.640 billion

respectively.
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BOTSWANA

I. OVERrtLL GROV?TH PERFORMANCE

83, The economy of Botswana has performed significantly better, than was

postulated in the Sixth National Development Plan (NDP). Preliminary estimates

■for 1986/1987, show a growth rate of 14.7 per cent in real GDP. In 1987/1988,

GDP is forecast to grow by G.6 per cent (in real terras) and to yield approximately

P3.3OO million. This amounts to P2,8OO per caput, which is over five tines the

figure of P484 per person recorded in ±977/1978, These respectable growth rates

are largely the result of the favourable movement in both the volume and prices

of exports, arising from thd recovery of the diamond narket and favourable exchange

rate movements. Thus., the Pula value of diamond exports grew at an annual rate

of 55 per cent between 1981 and 1986.

8/;, In 1988, inflation, as measured by the national cost-of-living index declined

from 7.8 per cent in January; to 6.9 per cent in February, but rose to 8=0 per cent

in March, ftoney supply broadly defined increased by 52.4 per cent from Pi.36

billion in August 1987, to P2?O7 billion in August 1988. Among the factors exerting

a substantial influence on money supply growth was the level of net foreign assets

of the banking system, which rose from P2.86 billion to P4.07 billion in the period.

The expansionary influence of money supply growth was, however, offset by the net

credits of the Government with the banking system, which increased from Pi.5 billion

in August 1987- to P2.0 billion in 1988.

II. HTiJOR DEVELOPMENT PROBLEMS AND POLICIES

85, The economy has expanded considerably since the beginning of 1971, but

remains relatively undivcrsified, with raining contributing almost 50 per cent of

GDP. The expansion in diamond output coupled with the exploitation of copper-nickel

has transformed the primarily agrarian country into a predominantly mineral based

economy. Neverthelss, 80 to 90 per cent of the population are still dependent on

livestock activities. Small scale crop faming has proved difficult to promote

for climatic reasons, while the expansion of the neat processing industry has

tended to further skew the distribution of agricultural income in favour of the

large, commercial ranching soctor.

86* For six years in a row, rainfall was significantly deficient resulting in

below normal crop and beef production and exacerbating the already serious

degradation of the rangtland in nany parts of the country. Between 1985-1987, about

90 per cent of the country's 160,000 ton grain requirements had to be imported.

Of this 30,000 tens was provided as food aid and 100,000 tons was purchased on the

commercial market.
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87, The number of migrant workers to South Africa has declined over the past

decade, from a peak of 25,500 in 1976, to 21,000 in 1986. Unemployment problems

have worsened.

88c In the 1988/1989 budget, the allocation of the Ministry of Agriculture has

been increased for the third consecutive year to P72.2 million from P5O.7 million

in 1987/1988, an increase of over 42 per cent. Two-third of the total allocation

is for the following projects, North Abbatoir7 the arable Land Development Programme,

the Strategic Grain Reserve, the Botswana Agricultural Marketing Board Development

and Finances, Small Dam Building and the Accelerated Rainfed Arable Programme.

89. At the end of 1987, foreign exchange reserves were equivalent to 2 years

imports. The economy remains vulnerable to external factors, however, notably

fluctuations in international exchange rates and the vagaries of the world diamond

market. South Africa continues to provide the main transport route for the country's

exports. The South African Customs Union (SiXU) area supplies most of the imported

food, industrial and consumer goods; in 1985/1986, 74.5 per cent of imports came

from SACU countries^ almost exclusively from South Africa, but only 5.6 per cent

of exports were marketed in this area. Botswana received $US115 million in revenue

from SACU customs receipts which corresponds to approximately 12.8 per cent of the

1986/1987 budget.

90. There are two major problems, however, that must be recognized. Perhaps the

most important is that the Central Government, in particular, is extremely skill

intensive. Professional, technical, managerial, and administrative personnel make

up almost 50 per cent of government servants and these are precisely the scarcest

skills, most critical for the development of the private sector. The bulk of the

additional employment has occured in the Government sector. The private, parastatal,

and local government sectors are less skill intensive and only 10 per cent of the

labour force is highly skilled.

91° The second problem is that the rapid growth of employment in central government

is not sustainable( for more people can be hired to the degree that revenues increase.

Without the mineral sector, the growth in government revenues would have been much

slower. As the mineral sector reaches a growth plateau in 1988/1989 (even with

development of Sua Pan and the recrushing plant at Jwaneng), revenue growth will

probably not increase as quickly as it has done in the last two decades. Thus,

the continued rapid growth of government employment will no longer be possible without

drawing on government revenues or foreign exchange reserves.
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III. SECTORAL PERFORMANCE

A. Food and Agriculture

g2e Followinc, feix years of drought, rainfall was above average in 1987-1988.

Cereal output, estimated at 58,000 tons, was more than double that of the previous

year, but only 15 per cent above normal. Since the planted area was similar to

that of the previous season.the greater cereal production is mainly the result

of higher yields. Late rains were particularly beneficial to pastures and these

were in excellent condition at the start of the dry season. Llixed infestations

of red locust, brown locust, African migratory locust and grasshoppers have been

successfully controlled.

93, For the year ending 30 September 1987, the combined kill of the Botswana

Meat Commission's Lobatse and Manu plants was only 146,000 head, compared with

196,000 in 1986. Despite lower numbers,, however, overall performance was satisfactory,

mainly because of the favourable exchange rates of the Pula against the currencies

of the European countries which most Botswana meat was sold.

94, The government has taken a series of measures to enhance agricultural develop

ment, including the building of rural infrastructure, the Financial Assistance

Programme (FAP), National Development Bank loans (NDB), subsidized prices to the

producers through the Botswana Agricultural Marketing Board and technical support,

with the aim of securing substantial increases in food grain production. Recogniz

ing the importance of small scale farms in the National Food Strategy and in employ

ment creation, there are plans to allocate land plots for small scale farms. The

most serious constraints on agricultural production stem from scanty rainfall and

poor soils, with the result that expansion of production under the traditional

system is slow and difficult. A variant of rainfed production, such as at

Pandacatenga, however, offers new opportunities to increase agricultural output

significantly. There is also some potential for irrigation, although irrigable areas

are limited and farmers have little experience of irrigation technology. Progress

in small scale irrigation, therefore, is likely to be slow, but on the larger-scale

development may be more rapid.

95, Conditions in Botswana generally favour livestock production and great care

must, therefore, be exercised to ensure a sustainable utilization of the range

resources of the country even during future drought periods.

B. Mining

eg. The mineral sector,- in particular diamonds,, continues to be the leading

revenue and foreign exchange earner. In 1987, the Central Selling Organization

announced a 10 per cent increase in the dollar price of diamonds, but this

appreciation has been partially offset by the depreciation in the value of the
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US dollar in which Botswana's diamond exports are denominated. In 1987, the output

of 13.1 million carats exceeded that of South Africa (9.1 million carats) for the

fifth year running. The estimated value of diamond output in 1987 was Pi,200 million,

compared with Pi,111 million in 1986. Government revenues from minerals (taxes,

royalities and dividends) were projected at P815 million in 1987/1988, just under

60 per cent of the total budget revenue. Following a recovery of metal prices,

the sales, volume and value of copper-nickel output rose appreciably in 1987.

Sales of contained metal (copper, nickel and coblat) rose 23 per cent, to 39,900

tons and sales revenue was up by 30 per cent* at P129 million.

97« *n 1987, the Government issued a mining lease to Shashe Mines (Private) Ltd.

to develop a small gold deposit near Francistown. Commercial production will

begin in 1988/1989 and at full strength, the mine will employ 200 people to produce

gold valued at P8 million per annum at current prices. The expanded Coal Utiliz

ation Project began in May 1987, with 3 main objectives, to convert government

institutions from gas, wood or electricity to coal wherever technically and economically

viable? to assist in the campaign to introduce coal stoves to domestic households

and to establish stock piling facilities and distribution network. A number of

other mineral projects are also being undertaken.

986 Prospecting for other minerals continues, although any exploitation would

not occur in the immediate future. Thus, the combined impact of all other minerals

on GDP, foreign exchange and government revenue will remain relatively small in

comparison with the large increases from diamond sector. According to the Mid-term

Review of UNDP6, nothing has changed to altar the base forecast of very slow grow

in government revenue for the foreseable future, with GDP growth rates of less

than half those during the last decade.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

99« Preliminary official figures for 1987 indicate a spectacular balance of

payments performance. Total exports were estimated at P2,482 million, with diamonds

accounting for 90 per cent (P2,253 million) of total export earnings. Although

imports increased from PI,383 million in 1986, to Pi,485 million in 1987, the current

account surplus of PI,062 million was over three times the P323 million recorded in

1986. This total was greatly in excess of the capital account deficit of P102

million, (compared with a surplus of P2O7 million in 1986). Thus, there was an

overall balance of payments surplus of P95O million, compared with P566 million in

1986 and P500 million in 1985. Large capital inflows, arising principally from

foreign direct investment in the mining sector, have normally underpinned the

payments position. The services account in 1987, followed the pattern of previous

years,, recording an outflow of P435 million, an increase of 26 per cent over 1986,

made up of large remittances of profits and dividends to shareholders and interest

payments on external public debt. The sale of the diamond stockpile was completed

in the second half of 1987 and this accounted for much of the increase in the

foreign exchange reserves, which at the end of March 1988 stood at over P3,3OO

million (approximately US$2,062 million). These reserves are sufficient to cover

approximately 24 months of imports.
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V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

100. The level of foreign debt remains very low; public external debt service

in 1986, at $US44.4 million, was only 4.3 per cent of exports of goods and services.

Most of Botswana's existing debt is to official multilateral creditors, accounting

for $US216 million of the total disbursed debt of $US355 million at the end of

1986. Foreign borrowing for payments support began only in mid-1982, when a Eurodollar

loan of $US3O million was drawn down, the only time Botswana has used this method

of financing its external payments. The level of debt service is gradually rising,

however, despite the fact that its t:lumpy:' nature brought about a slight fall in

1986. On the basis of outstanding commitments at the end of 1986, payments on

existing debt will reach a peak of $US77.3 million in 1991. This would only place

a strain on the country's finances, however, if there were a significant deterioration

in the trading position.

101, Expenditure proposed under the sixth national development plan (NDP6 -

1985/1986-1990/1991) will increase Botswana's overall indebtedness. Of the Pi.2

billion in total planned spending, just under half (P568 million) was due to be

raised through external borrowing, in line with a projected faster rate of growth

in government expenditure as against revenue over the period. The forecast was

based on a very cautious projection of export receipts, however, making allowance for

adverse currency movements. The proportion of NDP6 spending financed domestically,

therefore, is likely to be higher than originally planned. While debt service

will increase into the 1990s, on present trends a significant rise in the debt

service ratio is unlikely.

102, Receipts of official aid have shown a downward trend over the past five

years, reflecting the country's ability to finance a large proportion of the develop

ment budget because of the strengthened external economic position. The largest

component cf multilateral aid has been food aid, arising from the increased

need to import maize during the drought. Four countries (West Cermany, Sweden, the

UK and the USA) provided about 60 per cent of bilateral aid. A total of Ecu32

million, ($US35 million at August 1988 rates) is scheduled from the EEC for

agricultural and environmental projects, under the Lome III Convention.

VI. MEDIUM-TERM PROSPECTS

103. According to most economic indicators, future prospects are good. The country's

foreign exchange reserves are at a very high level so that even some reduction in

diamond earnings would not immediately be disastrous to national finances. The

higher value of copper-nickel exports in 1988, because of improved prices, will

compensate to some extent for projected lower diamond earnings. Agricultural and

livestock development will depend very much upon the availability of adequate

rainfall.
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BURKIHA FASO

OVERALL GROWTH PERFORIIAIJCE

KM. Raal GDP growth in 1988 was 2.3 per cent as against 2.3 per cent: in
1987. Prom 1986-1989, the supply structure did not change sigmfxcantly.
value added in the agriculture, livestock, fishing and forestry •»*"•"«»"
which employ more than 80 por cent of the population accounted *£*'£ ™
cent of GDP in 1989. The share of the infant manufacturing sector in GDP
^creased from 11.2 oer cent in 19*3 to 9.7 per cent ir 1988. Building and
Puolic works are undergoing a similar decline with a value added «m*v.l«t
°o 1 9 oer cent in 198C as compared to 3 per cent in 1982. Services (excluding
administration) dominate and accounted in 1980 for 43 per cent of GDP.

10R overall consumption in 1183 accounted for 96 per cent of GDP, hence
the poor rate of domestic savings. However, the investment rate reached

22.6 oer cent in 1988.

II. t'AJOR DEVELOPMENT PROBLEMS AIID POLICIES

A. Maior problems

106e Thes- have to do with: (a) physical and climatic constraints; (b)
demographic factors; (c) lack of financial, energy and human resources; <a>

bottlenecks created by the lack of infrastructure and -tructural d^clsn"^;
The physical and clinatic constraints together with the fact that being
landlocked, the country receives its supplies throuoh the Abxdpan railway
make an agricultural country like Burkina Faso especially sensitive .o the
vagaries of the weather since both its food and export crops are f""-";
Like many Sahelian countries, Burkina Faso face?, a naar-chronxc food defxext

until 1985.

107. The greater oart of the oopulaticn (30 oer cent) live in the rural areas.
■With a population growth rate of 1.7 per cent ocr year, Burkina Faso do
not experience the same population pressure as its neighbours. On the
contrary, the rural-urban drift and substantial migration to the coast^
countries of C6tc d'lvoire and Ghana have nado the country short of farm

labour in particular.

108, As a poor country, Burkina Faso has a chronic budget *«>«<***
trade and balance-of-oayments deficit in spite of the commendable
it has made in recent years. The foreign debt accounts for more than 50
per cant of GDP and its servicing in 1985 absorbed 46 oer cent of export

revenue.

B. TVvyelopmont policies

109. paced with these froblcms, tho authorities launched in August 1986 a
five-year development plan which laid emohasis on national economic
independence and tho mobilization of the broad masses to perform development
tasks. The main objectivae were to develop agriculture, water resources.
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control desertification, improve the quality of life, integrate the various

aconomic sectors and reduca regional disparities. Under the plan, the

investments envisaged for the Deriod 1936-1990 amounted to CFAF 343,159 million

of which CFAP 313,497 million was to come from external sources and CPAP

34,662 million from domestic sources. The trans-Sahelian railway project

and the Tambao manganese development project are two spectacular undertakings

initiated by the Government as Dart of the plan because of their vital

importance to the economy of the country. However, these orojects are being

impeded by the lack of financial resources.

C. Sectoral growth

110o Primary soctor value-added increased in 1988 and 1989 by 1.3 and 3.5

per cent respectively in real terms. The cereal harvest in 1984/1985 and

1985/1986 enabled 3urkina Faso to attain self-sufficiency and even to produce

a surplus of 20,000 tons. In those two crop seasons, the country produced

1,130,200 and 1,533,600 tons of cereal respectively. This was made up mainly

of millet, sorghunif, maize and rice. Groundnut production was as much as

5,369 tons in 1985/1986 as compared to 154 tons the previous year while seed

cotton production was 115,491 tons and cotton fibre 45,979 tons in 1985/1986.

Ilia Livestock is widely raised in the norther part of the country. Ninety

oer cent of it is exported to Cote 6' Ivoire and the rest to Ghana but this

is very poorly reflected in customs statistics.

112* The 5,000 to 6,000 tons per year of fish produced is consumed locally.

However, in 1980 a small fishing industry was launched near Banfora; it has

a capacity of 400 tons.

113« Currently, Burkina Paso depends entirely on external resources for its

thermally-generated electricity. The total capacity of its five power stations

is 38.9 :3T"7 of wh;:ch 61 oer cent comes from the Ouagadougou power station.

Plans have been made to electrify 11 urban centres. The additional capacity

will be provided by three hydro-electric Dower dams being constructed - the

7.5 iit*t Dagre Dan on the nankabe or White Volta, the 60 mi on the ilouhoun

or Black Volta and the 15 Ml7 Kombienga Dam at Pama in the Eastern part of

the country.

114. In 1986, 98,029,000 KT'JK of electricity was generated and 84,982,000

KWH was consumed.

D. Industry

115- Manufacturing industry is still embryonic. It is mainly made up of

food and import substitution industries. The largest industrial manufacturing

plants arc the Koudougou factory (Voltcx) which has a cotton spinning capacity

of 500 tons, the 31,COO ton sugar factory at Comoe, the Grands Moulins de

Banfora and the Societe des plastiques (Paso Plans). There are also several

private industries including an oil and soap factory which employ 225 to

300 persons, a cigarette factory, two breweries, a motor cycle and bicycle

factory and a tyre factory.
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116, Under the 1986-1990 Development Plan, the Government intends to expand

the manufacturing sector but lack of qualified manpower and management staff

will continue to cose problems. . ■ ,

117c In 1988, manufacturing value added increased by 4.7 Der cent in real

terms but the prospects for 19H9 are rather bleak.

E. Building and public works

nnn Since 1983, the authorities have devoted particular attention to this

sector. A Cement and building materials factory has been established. Several

hydro-electric dam projects have been initiated along with many small earth

dams to demonstrate what can be achieved locally if people invested their

time. Sports fields, one hospital and several social centres have been built

in Ouagadouoou. The trans-Sahelian railway is being built as is the 237

km road linking Djibo to Dori.

IV. EXTERNAL TRADE

119. In 19HS, exports amounted to $US 85.5 million as compared to $US 82.2

million in 1907. The figure for 1989 is expected to be $US 98.3 million.

Exports consist mainly of cotton (37.4 per cent), livestock (11 per cent),

shea nuts (7 per cent), hides and. skins {6 per cent).

120. Host of the exports go to France, Cote d'lvoire, the Federal Republic

of Germany, Japan and China.

121. The import figures for 19P.S and 19R7 were SuS 42f>.7 and $US 397.1 million

respectively. In 19*39, the figure would be $US 470.1 million.

122» In 1988, the trade balance deficit was $US 341.2 million as compared

to $UE 315 million in 1907 and the figure for 1989 is estimated to be SUS

381 million.

V. DEVELOPMENT FINANCING AND EXTERNAL DEBTS

12V Ho recent information is available on development assistance to Burkina

Faso. The amount of aid received in 1985 was SUS 198.6 million of which

$US 156.7 million or nearly 79 per cent were grants. Of this, 63.5 per cent

was bilateral aid mainly from the United States of America, 35 per cent from

France, 21 per cent from the Hetherlands, 11 per cent and 36.5 per cent from

multilateral sources such as the norId Dank' s International Development

Association (29.4 per cent) UNDP (11 per cent) and the EEC (19 per cent).

The external debt as of that date was $US 539.3 million of which $US 496.3

million was contracted on a lona-term basis and $US 43 million on a short-

term basis. Debt-servicing claimed $U5 26.7 million or about 38 per cent

of export revenue.
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VI. MEDIUM-TERM PROSPECTS

objectives of the 1986-1990 Plan
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BURUNDI

I. OVERALL GROWTH PERFORMANCE

5 The total GDP of Burundi is estimated to have been BuFr 160,014 million in

current prices in 1987 compared to Bufr 147,733 million in 1986; that is( a growth

vate of 8.3 per cent. In real terms, it increased by 4.5 per cent to reach Bufr 108,923
million in 1987. However, real GDP decelerated in 1988 to 2.8 per cent as a result

of some structural bottlenecks. There has been a high growth in private and public

consumption of about 14.8 per cent in 1987, suggesting an increase in purchasing

power as a result of higher agricultural output, evidenced by improved harvests

of cotton, coffee and tea. Total consumption represent about 98.7 per cent of GDP

leaving a small margin for saving. Thus, the investment which increased from

Bufrl5.9 billion in 1986 to 21.8 billion was almost entirely financed by external

sources.

126. In fact, the ordinary budget surplus of Bufr 988 million achieved in 1986

was reduced to a deficit of Bufr 2.5 billion in 1987, as a result of the falling

receipts from coffee exports from Bufr 4.6 billion in 1986 to only Bufr 613 million

in 1987. The Bufr 1.1 billion development plan had to be financed by external sources

and by the issuing of seven year development bonds by the government.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

127« The government economic policy is sometimes constrained by the predominance

of agriculture, the high population density, the weakness of infrastructure and the

low state revenue base. An important element of this policy has been the

villac,isation programmef which involves regrouping communities of 25O-5OO families

to Form a basic economic unit. This policy has been resented by the rural population.

The steady imbalances that manifest in the public finance and the balance of payments

current account are the major structural problems of the country.

128» In May 1986, the government adopted a structural adjustment programme

supported by the IKF/lTorld Bank^- Japan and Switzerland which changed the direction

of the economic policy, from its primarily■, socialistic tendencies to the economic

liberalization and privatization. Imports regulations and prices were liberalized

and the role of the state in the economy was reduced. The first tranche of SDR 21

million stand-by facility was drawn immediately but the second SDR 20.07 million

structural adjustment facility was blocked due to the failure to meet some of the

IMF's performance criteria. The stand-by expired in March 31, 1988 without being

utilized.

129a The fourth development plan (1983-1987) expired in 1988, It called for

total investment of Bufr 107.4 billion at 1981 prices, of which 55 per cent had to

be financed from external resources. The agricultural and rural development sector

had absorbed 22.8 per cent ef this investment, industry and small-scale businesses

18.2 per cent, electricity and water 12.7 per cent. The state of implementation of

this plan is not yet well known.
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III, SECTORAL PERFORMANCE

A. Food and Agriculture

130a The primary sector which accounted for 60,,3 per cent of GDP expanded by

2.9 per cent in 1986 and 3.1 per cent in 1937. It is estimated to have increased

by 4 per cent in 1988 and 4.5 per cent in 1989 as a result of improved climatic

conditions and higher yields frora overworked soil. The most important food

crops produced are cassava, bananas, sweet potatoes, pulses, maize and sorghum.

The food production does not suffice to feed the growing population and the

government was compelled to import 20,000 tons of cereal in 1986/1987. of which

8,000 tons was long-terra food aid, following a reasonable good farming season.

Drought forced the government to make an appeal for emergency food aid

and by 1987 it obtained about 66,OOO tons of cereals.

131. With regard to cash crops, mostly produced by small peasant farmers, coffee

(arabica), cotton, palm oil and pyrethrun and tobacco are the most important.

Coffee production was about 30,000 tons in 1987/1988 compared to 31,299 tons in

1986. Tea production which reached a record of 4,145 tons in 1985 declined to

3,597 tons in 1986 and 3,412 tons in 1987. Cotton production, however, increased

from 7,155 tons in 1985 to 7,894 tons in 1986.

132, The livestock herd in 1985 included 415.000 cattle, 369,000 sheep and

798,000 goats. The proportion of the total land area covered by forest had fallen

to 3 per cent by mid-1980s due to the frequent use of wood for fuel. The annual

catch of fish declined steadily from a peak of 20,000 tons in 1979 to 8f13O

tons in 1987 and 3 ,,000 fishermen are employed in the fishing industry in Lake

Tanganika.

B° Manufacturing

133- The manufacturing industry which accounts for about 7.1 per cent of GDP

in 1987 grew by 4 per cent in 1987. It mainly concentrates on food processing,

namely the sugar factory of Sosumo, the rice and palm oil factories and current

production include glass, textiles, shoes and basic chemicals. The market for

manufactured goods is still small though the export market is currently being

extended to Zaire and Rwanda. The manufacturing value- fluctuates considerably and

is projected to stagnate during 1988-1989 owing to an even supply of power, an

acute shortage of foreign currency for the import of raw materials and small

domestic and subregional market.
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IV. EXTERNAL TRADL AND BALANCE OF PAYMENTS

134. Since 1981P Burundi has generally run large deficits on its foreign

trade account averaging around Bufr 10 billion. This resulted from high costs

of food and capital'goods imports as against declining export earnings from coffee.

However, in 1986/193?, coffee exports reached a record and earned Bufr 17.1

billion which sharply reduced trade deficit to Bufr 4.4 billion in 1986 and Bufr 3.3

billion in 1987.

135 „ As a result of persistent trade deficits since 1980, Burundi has faced a

constant outflow on services, namely salaries emitted, travel and tourism and

insurance. The coffee boon, the government transfer and the favourable capital

flows have/ howeverf compensated the deficit in services account to the extent

that the overall balance of payments remained highly postive in 1986 with a net

change in reserve of Bufr 5,264 million.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

136, Development aid to Burundi climbed from $US128.6 million in 1981 to $US191.6

million in 198$, mostly coming from OECD and OPEC countries. Total disbursed

public external debt outstanding of Burundi rose from $US111.1 million in 1979

to $US527.7 million in 1986 and to $US727 million in 1987. The main creditors

are the IDA (28.3 per cent), the ECE (9.8 per cent), the African Development Fund

(7.9 per cent) and the ADD (4.7 per cent). The vast majority of loans are on a

concessional basis; but debt service ratio increased steadily from 5.7 per cent in

1981 to 19 per cent in 1986.

VI. 15EDIUH-TERM PROSPECTS

137, The government had produced a provisional five year investment plan for

1988-192. The plan postulates an investment outlay of Bufr 159 billion. However,

aiven the narrow revenue base and volatile export earnings, it is most unlikely
that these huge investment undertaking can be achieved without an expanded
assistance from the donor community. In riay 1983, the IMF sanctioned the dis

bursement of the second tranche of the structural adjustment facility approved in

August 1936.
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CAPE VERDE

I. OVERALL ECOI.rOI.iIC PERFORi'iAUCE

138. In 1986. GDP at 19<J5 prices grew "by 3.6 per cent, from $US 137
million in 1987 to $US 142 million in 1988. Agricultures livestock

and fishing> which occupy almost 50 per cent of the active populations

contributed almost 25 per cent to GDP. The share of manufacturing

in GDP was barely 2 per cent. The services sector is dominant,

contributing 73 per cent to GDP and it includes trade and the domestic

services subsector,, whose importance lies in the additional revenues

stemming from migrant worker remittances> international air transport

at Sals international maritime transport at Sao Vicente, the varhousing

and international re-export to Africa and tourism,, which is still limited

to business tourism,

II. MAJOR PROBLEMS AND DEVELOPMENT POLICIES

A. Major problems

139,, Cape Verde is handicapped by several natural features which are

difficult to surmount for a small country lacking vast resources: the

fragmentation into 10 or more islands, most of which are rocky., arid

and unsuitable for cultivation, the great distance which separates

the country from the African mainland and the Sahelian climate.

Because of its climate 4 the country is vulnerable to periodic

droughts and the nature of the soils and irregularity of rainfall limits

potential agricultural production. As a results there is a persistent

food deficit, which has to be made up by imports.

141, Secondly* there are serious distribution problems9 because of

the fragmentation of the country and numerous bottlenecks particularly

in infrastructure and transport equipment, which give rise to numerous

difficulties: the flow of goods to the secondary islands and into the

interior of the islands, warehousing problems and linkages with the

African mainland.

142, Thirdly, and even more worrying,, there are chronic deficits in

the budget and the trade balance at a particular stage in the country's

development of transition from strong growth, stimulated by external

transfers 3 to present period s when export development has slowed down.

By the end of the first plan, 1982-1985B the pace of economic growth

had considerably declined., falling from 10 per cent per year in 1978-

19803 to h per cent in 1986. Migrant remittances and the proportion

of grants in investment finance had also fallen noticeably.

B. Development policies

143, Confronted by this situation 3 the Cape Verde Government drew up

and undertook to establish a second National Development Plan, 1986-
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1990. with the objectives of: <i) the reduction of the budget deficit
from'7 per cent to a maximum of 2 per cent of GDP; (ii) the reorientation
of monetary and credit policy in order to reduce the domestic

inflationary tendencies, whilst favouring the growth in production;
(iii) export development by promoting the advantages of the country s

geographic position, but also focused on an improvement in factor costs,
a specific administrative training programme and increased productivity;

(iv) the adoption of protectionist policies for the most vulnerable
groups in society against the effects of both drought and inflation;
(v) the implementation of a population policy orientated towards a
reduction in the levels of infant mortality, more family planning and
enlarged literacy, education and training programmes; (vi) the
encouragement of local participation in development; (viij the
establishment of a unifying infrastructure; (viii) the conservation
and exploitation of local resources, as well the appropriate distribution

of the population among the different regions of the country.

UA If these objectives are realized, GDP and public investment should
grow at an annual rate of 5 and U per cent respectively. Overall
investment in the 1986-1990 plan is $US 31*6.2 million at 1965 prices,
which will be financed essentially from external sources (90 per cent
of the total). The investment programmes of the 198b-1990 plan were
submitted to the second round-table of donors and development partners
in December 1986. It was very favourably received by the funding

agencies which were satisfied and even encouraged by the serious manner
shown by the authorities in the management of the financial resources

at their disposal.

III. SECTORAL DEVELOPMENT

M5 Adverse climatic variables and the lack of cultivable land, which
accounts for barely 10 per cent of the total surface, are serious

handicaps to agriculture. The major products are: maize, beans, sweet
potatoes and bananas. Some 259000 heads of agricultural families are
involved in agriculture, or U5 per cent of the active agricultural
^lltion5 wnh an annual average income of U0.000 escudos. 0*e
development of market gardening crops (fresh vegetables, P^oes,
onions) for export to Europe has been encouraging during the last three
years, although there is fierce competition in the importing countries.

1^6. Cereal consumption in the country is approximately 71,000 tons,
whereas domestic output is barely 15,000 tons, in comparison with a
potential production of 15,500 tons. Similarly, the total Production
of beans of 2,130 tons in 1986 and 2382 tons in 1988, was only 33 per
cent of consumer needs. In a normal rainfall year, the cereal deficit
is 55,000 tons. This is covered by imports. 70 per cent o, which are

in the form of food aid.

147. Fishing contributes 5 per cent of GDP, but it is constrained by
inadequate means of production. The potential, of this sector, however.
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is enormous, estimated at 50,000 tons a year, whereas the actual catch
is scarcely 1^,000 tons. Fishing accounts for approximately 70 per

cent of the country export receipts.

148. Livestock, with a value added of approximately ^-T per cent of
GDP9 has suffered from the effects of drought.

C. Mining

149, The most important activity in this sector is the exploitation

of salt5 puzzolane and gypsum

The overall contribution of this sector to the economy is low

(approximately 0.2 per cent of GDP).

D. Industry

150 The are major obstacles to industrial development in Cape Verde
are: the small size of the market, the lack of natural resources and
the shortage of qualified personnel. The production of existing
industries (fish processing, drinks and textiles, contributing

approximately 2.1 per cent to GDP, has not increased since 1983.

E. Enfiegy construction and public works

151. The country is completely dependent on petroleum imports for the
energy needs of the different sectors and for approximately ^0 per
cent of its domestic needs, while the remaining 60 per cent is furnished
by fire wood. The contribution of construction and public works, water

and energy was 33 per cent in 1988.

F. The tertiary sector

152., This sector dominates economic activity in Cape Verde and had
a real rate of growth of approximately 6 per cent in 1988. The
development of transport3 communications:, hotel facilities and trade

is one of the priorities of the 1986-1990 development plan.

IV. EXTERNAL TRADE AMD BALANCE OF PAYMENTS

153. The export of goods and services at constant 1985 prices, was

3S62T million escudos, or $US 39-6 million, in 1988, as against 3,514.6
million escudos3 or $US 38 million in 1987. The exports are essentially
made up of fish. shell-fish3 salt and bananas.

154. The imports of goods and services at constant 1985 prices amounted

to 10s7l6 million escudos, or $US 117 million. They are essentially
made up of food products, together with other goods such as chemicals,
electricity and transport materials and textiles.

I55 The cover of imports by exports remained very low. At the end
of 1986, it was 3.3 per cent. The deficit in the opperational balance,
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which in 1988 was 7S132 million escudos at constant 1965 prices, or

almost $US 76 million remains a constant preoccupation.

During the period 1982-1985:, Cape Verde received total aid of

$US 186 million (an average of $US 62 million per year), of which $US
136.8 million was in the form of "bilateral aid (OECD countries 92.3
per cent, OPEC 1.5 per cent and other countries 6.7 per cent).

Multilateral aid of approximately $US 1*9-2 million between 1982-1985,

came mainly in the United Nations system and the ADB ($US U5.8 million

during the period under review). The total aid requirements forecast

for 1986-1990 reached $US 311 million, an annual average of $US 62.2
million. llie results of the second round-table for Cape Verde, held

at the end of 1986 9 suggested that the total aid then requested from
donors could be acquired without difficulty.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

157« The total external debt of Cape Verde was $US 107.** million at
the end of 1986. Debt service was $US k.2 million, of which $US 1.9

million was interest.

VI. MEDIUM-TERM PROSPECTS

158. The budgetary and monetary policy adopted by the Government during

the last few years resulted in favourable developments in the overall

balance of payments and public finances. The country is a good example

of a small developing country which, although poor in natural resources

and having serious structural problems, has been able to use the external

aid which it has received efficiently. The national development plan,

1986-1990, seems to have got off to a good start. Its efficient

implementation will result in favourable development on the economy

at the beginning of the 1990s, thanks to the sustained efforts which

the Government is determined to maintain.
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CENTRAL AFRICAN REPUBLIC

I. OVERALL ECONOMIC PERFORMANCE

9# During the period 1980-1988; the years I960 to 1982 were marked

"by a period of stagnation., in which the growth of GDP in real terms

was only 1.5 per cent per year. The depth of the recession was in

1983S when there was a negative growth rate in GDP, in the order of
3.9 per cent. The recovery in 1984, however, with a growth rate in

volume of Q.k per cent, was followed by a fall in the average annual
growth of GDP in real terms to around 2.3 per cent between 1985 and

1988. A number of factors were responsible for these trends, including:
the contraction of primary sector activities during the early 1980s

and the drop in mining; the fall of the world market prices for the

major primary products exported by the country and the continued problems

in the financial situation? with the accumulation of large budget

deficits and increasing debt-service obligations.

160. The structure of GDP expressed at constant factor costs (1980

= 100) was dominated by services«, with an average of 45.9 per cent.,,
followed by the agricultural sector with 40.4 per cent., industry 6.5

per cent and mining 2.7 per cent. The share of the energy and

constuction and public works sectors remained marginal at 0.4 and 2.1

per cent respectively.

161. The austerity policies followed by the Government since 1984 led

to a reduction in public consumption to the annual equivalent of 11.5

per cent of GDP between 1984-198b3 compared with an annual average

of 14.1 per cent during 1980-1963- The deterioration in the domestic
savings position was the result of an increase in private consumption

from the equivalent of 84.7 per cent of GDP in 1980 to 93.3 per cent

in 1988. Thus5 the domestic savings rate fell from 2.7 per cent in

1980-1981 to -4.6 per cent per year between 1982 and 1988. The
investment rate over the whole period was stable, at the equivalent

of about 11.5 per cent of GDP, except in 1982, when it fell to 6.6

per cent. The annual deficit expressed as a percentage of GDP was

in the order of 14.2 per cent3 financed largely from external sources.

II. MAJOR PROBLEMS AND DEVELOPMENT POLICIES

162. The major structural obstacle to economic and social development

in the Central African Republic stems from landlockedness. The nearest

sea port is over 198OO km away and the insufficiency of transport and

communications infrastructures leads to significant and frequent

interruptions in the supply of raw materialss spa/e parts and essential

imported production inputs, such as fertilizers. In addition to these

constraints which impede the supply of goods and services, there is



E/ECA/LDCs.9/EXP.8/2

Page 41

also the fall in the world market price for cotton, which together

with diamonds, coffee^ wood and tobacco is the major export from the

country. It has been estimated that the world price for cotton in

relation to its 1980 level depreciated by over 25 per cent. This crisis*

accompanied at the same time by a fall in the buyng power of agricultural

producers, intensified, the liquidity crisis in a poorly monetized

economy of characterized by a very high level of self-consumption.

163. The crisis also affected public finances which were already stressed

tyy the increasing burden of debt. Thusri for the period 198^-1988 alone*
the budget deficit of central administration grew from 25.2 billion

FCFA to ^5.1 billion FCFA. This growth was due to a fall in total

income of 4.3 per cent per year between 1985 and 1987, following the

annual drop in regular income of 5-5 per cent, while the level of grants

and subsidies stagnated at around 17-5 billion FCFA per year and total

expenditure at almost 85 billion FCFA. The situation improved slightly

in 1985. The deficits were financed from external sources to an average

of 9^.30 per cent.

164» Since 1980> the Central African authorities have taken measures

to intensify adjustment efforts, to combat the structural problems

and to seek balanced development in the productive sectors 5 in order

to redress these different imbalances. The development strategy adopted

is concentrated on: (a) the disengagement of the state in favour of

private enterprise in a liberal environment (the freeing of prices,

the lifting of certain administrative controls.> the promotion and

mobilization of domestic savings in favour of productive activities

etc.); (b) improved management of public resources in order to reduce
the budget deficit.t particularly by cutting the number of public service

employees; (c) the restructuring of key productive subsectors (cotton,

coffee and diamonds)... especially by redefining the role of marketing

agencies; and (d) the application of prudent external public debt
management policies.

165, These different measures fall within the framework of the five-

year plan, 1986 to 19903 presented at the second round-table conference

held on 18 and 19 June 1987. This plan was was the successor to the

national action plan> 1982 to 1985- The first phase of the plan received

IDA credits and funds from the special facility for sub-Saharan Africa,,

to a total of $US 30 million3 granted in September 1986, as well as

a confirmation agreement of SDR 8 million from the IMF and also a loan

over three years under the Special Adjustment Facility, to a total

of SDR 14.3 million.
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III. SECTORLA PERFORMANCE

A. Agriculture and food

166. This sectora which contributed an average of hft per cent of export

earnings during the period^ was marked by irregular performances. The

growth rate in value added remained modest except in 1981-1982 and

in 1983-198*+» when it was 5.7 and 1^.7 per cent respectively in real
terms. Performance in the sector was sustained by the production of

food cropSj in which the country is almost self-sufficient; for example^

the self-sufficiency rate on cereals during the 1987-1988 agricultural

campaign was 83.^ per cent, as against a normal yearly average of barely

69 per cent. Stagnation has persisted in export crops (dominated by

cotton^ coffee and tobacco), livestock products and wood. In order

to limit the effects of the collapse in the world cotton prices, the

Government has launched a deliberate policy to limit the production

of cotton seed. At the end of the period under reviews production

was approximately 25 -, 000 tons» a drop of almost 30 per cent. During

the same period coffee production fell to 8*200 tons and tobacco to

580 tons? as a result of falling prices 9 poor quality of the product

and large stocks accumulated when world demand was low.

167. Forest production has fallen for consecutive years9 by 22 per

cent in 1986-1987 and by 18.6 per cent in 1987-1988, because of the

callapse of world prices and demand for undressed timber and the

uncompetitiveness of the product due to high transport costs.

168. Overall, agricultural sector performances are not in line with

the countries potential. There are considerable forest reserves and

the rate of utilization of arable land is in the order of 1 per cent.

Rural migration and the low density of population (h inhabitants per

km) are also factors limiting agricultural development potential.

B. Mining

169. This sector is second in export importance, representing

approximately 31 per cent of receipts. The two major products are

diamonds and gold. Diamond product ion was 339 3000 carats in 1980 and

295s3OO in 1963. Since then, production increased regularly increased

by 8.8 per cent per year between 1983-1987, but fell by 7.6 per cent
in 1938» to 383>000 carats. Apart from erratic production fluctuations,

the major problem is smugling. Gold production during the period was

approximately 233 kg per year. In terms of real growth, the value

added in the mining remain staggnant apart from in 198^, when there
was growth in the order of 2 per cent.
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IV. TRADE AND THE BALANCE OF PAYMENTS

170• Central African exports are essentially based on diamonds (31
per cent); coffee (22.1 per cent)5 cotton (10.6 per cent) and wood
(lb.8 per cent). They have decreased constantly since 196'5S from 58.7
billion FCFA to 36.8 billion FCFA in 1988. This annual fall of. almost
10 per cent has resulted from the decrease in value of the major export

products, the deterioration of climatic conditions during some

agricultural campaigns and the difficulties of transporting wood to

the port of Doula in Cameroon.

171. Apart from 1985> when imports were valued at 75-7 billion FCFA,

the levels remained stable at around 62 billion FCFA. In total, the

annual average deficit on the trade balance was in the order of 18.4
billion FCFA, while the total cover of imports by exports was 71.3

per cent.

172. The balance on the current account was a deficit of approximately

the° same level as the trade balance, because transfers received (30.4
billion FCFA per year) almost covered the services deficit, estimated

at an annual average of 32.9 billion FCFA, a rate of cover of over

92 per cent. The overall situation in external payments was assisted

by considerable net capital flows ensuring a surplus balance of 11.7
billion FCFA in 1984 and 10.7 billion in 1986, 0.08 billion FCFA in

1987 and 0.52 billion FCFA in 1988. The balance was, however, in deficit

by 2.5 billion FCFA in 1985-

V. FINANCING DEVELOPMENT AND EXTERNAL DEBT

173= During the period 1980-1987. net financial payments to the Central

African Republic were estimated to have been $US 858 millions at 19&0
values^ an annual average of approximately $US 107.3 million. Of this-

y4.5 per cent was granted as ODA. ODA flows, however were variable:

a fall of 26.3 per cent in volume per year, from 127 million in 1980
to 69 million in 1982, followed by regular increases of 32.4 per cent
per year, to $US 121 million in 1984, thus a renewed fall of 3.3 per

cent in 1985* before an annual increase of 2.1 per cent, bringing the

total to $US 122 million in 1987. The DAC member countries, were the

major providers of this type of aid3 supplying 96.1 per cent of ODA.
The loan conditions remained favourable^ since 93.4 per cent was granted

on concessional terms.

174O The external debt on 31 December 1987 totaled $US 640 million,
of which $US U5-U million was in IMF drawings. Of this, 51 per cent

was contracted from multilateral sources; 48.3 per cent from bilateral
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sources and 0.7 per cent from financial institutions. The total

represented approximately 30.7 per cent of export receipts on goods

and services in 19879 with a debt-service ratio of approximately 20

per cent.

175. Between 1980 and 1987 s there were two reschedulings> the commercial

debts on $US 69 million in 1980 and $US 8^ million in 1983- There

were also four Paris Club loand: $US 232 million in 1981, $US 300 million

in 1983, $U3 75 million in 19Sh and $US 27 million in 1985- France

and the Federal Republic of Germany wrote off $US 1^.9 million.

VI. MEDIUM-TERM PROSPECTS

176. Development perspectives in the medium term for the Central African

Republic's economy depend> to a large extent, on the support given

to the last phase of the development pla^ 1986-1990. A growth target

at 3.5 per cent per year has been set, for an investment rate equivalent

to 13.8 per cent of GDP. According to available estimates and

projections,, however, the growth of GDP will be 0.8 points lower than

the target because of difficulties in achieving the forecast investment

level (the investment rate should not exceed the equivalent of 8-9

per cent of GDP). The public finance target will not be achieved with

receipts lower than 0.2 per cent. Tne budget deficit>, however, could

attain 35-1 billion FCFA. The overall deficit on the balance of payments

will be almost 2 billion FCFA3 mainly because of the almost 3^ per

cent reduction In net capital inflows and in spite of the lower trade

deficit.
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CHAD

I. OVERALL ECONOMIC PERFORMANCE

177. The Chad economy seems to have recovered from the drought years and

the cotton fibre crisis. The rate of growth of GDP in real terms was 4.0

per cent in 1987-1980, in comparison with a rate of -3.8 oer cent during

1984-1906 and of 3.8 per cent between 1980-1983. The favourable position

at the end of the period was essentially caused by the return of normal

rainfall. The increases in production largely compensated for the fall in

the world market for cotton and for the damage caused by grasshoppers.

178. The structure of GDP expressed at constant factor costs (1980-100) is

dominated by agriculture and livestock, with an average of 46.7 Der cent

in 1987-1988, the same average level as that between 1980 and 1986. Industry

contributed 19.8 per cent and the average share of services was 33.5 per

cent.

179. Public consumption grew in real terms by 11.5 per cent during the period

under review, while private consumption registered a growth rate of only

0.9 per cent, essentially because of the low growth in the levels of household

income. Thus the domestic savings rate was negative, in the order of -8.3

per cent for an investment rata of 12.9 per cent and a resource deficit

equivalent to 21.3 oer cent of GDP.

II. MAJOR PROBLEMS AND DEVELOPIIEHT POLICIES

180. After a long period of internal and external destabilization, which

disrupted the Chad economy, the State has embarked upon a major campaign

to rehabilite the productive sectors to restart the financial institutions

and to restore capital confidence with the aid partners. This included

assistance to displaced population in returning to their home production

areas, the revitalization of agricultural production by raising producer

prices, re-establishing conventional public resources management, precautions

against the adverse effects of natural disasters, such as drought and promoting

private initiatives in industry and trade, which had been destroyed by the

war.

181. In order to meet those needs, the Chad Government has launched a national

reconstruction programme. It is also entered into negotiations with the

World Bank and the IMP aimed at establishing a structural adjustment programme

supported by a programme to revitalize productive activities, restore basic

socio-economic infrastructures, such as roads, hospitals, dispensaries and

schools and to correct internal and external imbalances.

182. In public finances, the activities undertaken have resulted in the

reduction of the budget deficit to 8.2 billion FCFA in 1987-1988, as against

an annual average of 24.2 billion PCFA between 1980 and 1986. This improvement

was due to an increase in income of more than 13 per cent, particularly from

income tax and industrial and commercial benefits and to a considerable

reduction in expenditure to 25.5 billion FCPA in 1987-1988, in comparison

of an average of 39.2 billion FCFA. between 1980 and 1986, resulting from

major economies in military expenditure.
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III. SECTORAL PERFORMANCE

A. Agriculture and food

183. During 19R7-1988, the sector grew at a real rate of only 1.0 Der cent,

in comDarison with a negative rate of -5.7 Dor cent between 1980 and 1986.

These Door performances showed stagnation in the cotton subsector, where

Droduction fluctuated greatly (127,000 tons in 1987-198B, in comparison with

158,400 tons in 1983-1984 and 89,200 in 1986-1987). The world market orice

of cotton was almost 26 Der cent below the 1980 level, during the agricultural

campaign under review. Other factors also constrained the develoDment of

cotton Droduction, viz.: (a) differences in average yields between

traditional and modern cultivation methods, by a factor of ud to three; (b)

the low profitability of producer prices; (c) the excessive costs of

agricultural incuts such as fertilizers and selected seeds; (d) the low

proportion of exDort earnings figuring in oroducer revenues.

184. Food crop production has been variable since 1983. It has, however,

benefittod greatly from the return of normal rainfall during the Deriod under

review. Cereal production grew from 345,900 tons in 19C4-19R5, to 602,000

tons in 1987-1938. Taking account of the demograDhic growth rate, this

increase resulted in an annual growth of 14.6 oer cent in cereal Droduction

Dor caoita. The self-sufficiency ratio was 92.8 Der cent, while the index

of overall food production on base 1903 grew from 78.7 in 1904-1985 to 117.9

in 1987-1988. Food self-sufficiency, which was one of the Driorities of

the 1986-1983 orovisional plan was almost achieved. Precautions must still

be taken against future drought years.

185„ Livestock products constitute the second most important natural resource

after cotton. The subsector constributed of an average of 15 Der cent to

GDP. It's imDortance remains marginal, however, because of the dominance

of traditional methods of Droduction.

B. Other sectors

186. Manufacturing industry is concentrated on the Droduction of consumer

goods, but it has little impact in fulfilling local market needs. Development

also suffers from comDetition from smuggled goods, the lack of comoetitivoness

resulting from the isolation and from limited domestic market. In total,

the sector grow in real terms by about 3.4 per cant in 1987-1988.

187. Performances in other subsectors of the secondary sector have varied;

+0.5 Der cent in water and energy and -2.9 Der cent in construction and oublic

works. DeveloDtnent is constrained by the low import caDacity of the country.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

188. Chad's trade balance was in dsficit by 45.2 billion FCFA in 19R7 and

by 40.6 billion FCFA in 1988. The main reason was the country's heavy

dependence of the cotton monoculture. Cotton exports drooped by 11.7 oer

cent a year during the period under review. At the same time, imoorts arew
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annually by an averacre of 6.8 oer cent. The service balance was approximately

-48.5 billion PCFA in each year and unrequited transfers of 6S.7 billion

FCPA. In total, the deficit on the current account balance of payments for

1987 is estimated to have been 25 billion FCFA for 1907 and 28.4 billion

FCFA for 1938. Overall, major net capital inflows resulted in the reduction
by almost a third, in relation to 1986 levels, of the external Dayments deficit

for 1987 and 1988, to 2.4 billion FCFA as against 7.2 billion FCFA.

V. DEVELOPMENT FINANCE AIID EXTERNAL DEBT

189-Met payments from all sources received by Chad between 1980-1987 totalled
SUS 800 million, an annual average of $US 101 million, at 1980 rates. Almost

all of this aid was granted as Official Development Assistance (ODA), of

which 70.9 per cent came from the DAC member countries and 53.3 oer cent

on bilateral terms.

190 External debt totalled SUS 270 million, at 1980 rates, of which 72.2

oer " cent was contracted with multilateral sources and 27.3 oer cent with
bilateral sources. The debt service ratio, at 10 per cent, was considerably
lower than the average for the African LDCs as a group. During 1980-1987,
the country was not allowed any Paris Club or commercial bank rescheduling.

Only Prance and the Federal Republic of Germany responded positively to

requests to writeoff some of Chad's debt.

VI. MEDIUM-TERM PROSPECTS

191. The forecasts for 1989-1990 are for qrowth of 4 oer cent per ysar. The
nost satisfactory performances will be in manufacturing (+7.7 per cent),
construction and public works, where a growth rate of 4.1 per cent will result
partly from the implementation of large projects to rehabilitate basic socio-

economic infrastructure and services (+3.9 per cent). The domestic savings

rate and investment rate will be -3.6 and 13.3 per cent respectively. These

trends, however, ore-suopose a growth in aids flows and continued normal

rainfall.
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COMOROS

I. OVERALL GROWTH PERFORMANCE

192. in 1987 the economic situation of the Comoros worsened significantly. The

islands are critically dependent on three export crops: vanilla, cloves and ylang-

ylang. the prices of which fell on export markets sometimes by wide margins. As

a result, the current account deficit increased and the budget situation tightened

with the fall of fiscal receipts and an inevitable reduction in the growth of

expenditure, despite the fact that budgetary external assistance is considerable.

In 1988 there was no significant improvement in the external balance situation, and

the budget had to be tightened further, salary payments to public employees

being delayed for up to three months. In terms of growth, GDP is estimated to have

risen by 2.0 per cent only in 1987, and in 1988 growth is not expected to be higher than

1.5 per cent.

193. One key structural fact is the strong dependency of the islands on external

resources. In 1987 while domestic demand was at 73,444 million CFA, GDP amounted

to 59,672 million only; the resource gap, 13,772 million represented 23.1 per cent

of GDP. Imports of goods and services at 20,203 million represented 3.1 of exports

of goods and services. Gross capital formation is entirely financed by external

resources as saving represented 0.1 per cent of GDP. This was in fact an improvement

on previous years where there was a dissaving which reached 3.2 per cent of GDP

in 1986.

194. The financing of investment by external resources is done through the budget,

by mostly public transfers,, the ordinary budget i.e. public consumption depending

itself on foreign resources to be balanced. Investment has been declining in

volume since 1985, falling by accumulative 21.8 per cent during 1985-1986, the rate

of fixed capital formation declining to 20.6 per cent in 1987 from 33.5 per cent

in 1985. In 1988 investment is set to decline again, though a pick up is expected

in 1989 because of the project concerning the extension of tha port of Moroni, valued at

4 to 5 billion CFA or a third of current gross fixed capital formation.

195. National accounts show a moderate rate of inflation in 1987, the GDP

deflator growing by 4 per cent only. The consumer price

index show a rise of 3.3 per cent only in 1987. In 1988 low inflation seems to have

continued with consumer prices rising by 2 per cent only in the first 5 months of

the year, and import prices a major determinant of the price level growing by 6.4

per cent compared to 8.7 per cent in 1987.

II. MAJOR DEVELOPMEitfT PROBLEMS AND POLICIES

196. The government is faced with urgent issues the most critical of which is the

fall of export prices and its effects on the budget. The matter is practically one

of survival as the Comoros are completely dependent on export crops •
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197. In the present situation, priority has been given to an adjustment programme

with the World Bank the terms of which are still being negotiated. The terms

proposed by the World Bank appear to be ill suited to the situation of the country,

where instruments like devaluation cannot have significant effect on external

revenues and where the scope of budget retrenchment is very limited. Moreover the

public sector is not notably ill-managed in the Comoros and public enterpriser

are not showing a net deficit.

III. SECTORAL PERFORMANCE

A. Food and Agriculture

I98o Agriculture which contributed 35.8 per cent of GDP at current prices in

1987 is mainly concentrated on export crops. Food crops include mainly tubers,

bananas and coconuts, and are insufficient to cover the food needs of the country,

imports supplying 50 per cent of demand. The main food import is rice of which

14,2OO tons were imported in 1987 (27,9OO in 1986) compared to a production of

only 3,000 tons. There is a large fishing potential which however still remains

untapped, production of fish and sea food being limited to subsistence needs.

Agriculture value added is increasing rapidly, however, with a rise of 4.9 per

cent in 1987 compared to 3.3 per cent in 1986 and 4.8 per cent in 1985. Most of

the growth is contributed by food production (3.4 per cent for gross production

in 1987) and livestock and fishing (11.3 per cent), while commercial (exports)

production declined by -12.7 per cent in 1987.

199. Vanilla which traditionally provides the bulk of export receipts had a good

year in 1987, production of green vanilla rose to 1,000 tons (20 tons of dry vanilla),

or 22.2 per cent more than in 1986. But the main problem is in the external markets

where vanilla is facing stiff competition from vaniline, a synthetic nr-oduction.

Combined with the fall of the dollar, this has meant a drop in prices (20,000 CFA/kg
against 25,916 in 1986) while only a fraction of the produce has feoen sold, sales
dropping from 257.5 tons in 1986 to only 63.6 tons. In 1988 prices have dropped to

under 20,000 CFA/kg. Production prospects are therefore clouded, and quantities

are set at 150 tons of dry vanilla or 25 per cent less than in 1987. Cloves of

which Comoros is the main producer with Madagascar is now under threat because the

former main consumer Indonesia is now a producer, and the market is oversupplied

as a result. Average prices have declined from 1038 CFA/kg in 1986 to 787 in 1987

a fall of 24 per cent, and by August 1988 there was a further fall of 14 per cent

on a 12 month basis. The production of flowers dropped in 1987 to 900 tons compared

to 1,400 tons in 1986 and in 1988 a drop of 20 per cent is expected. Comoros share
with Madagascar the monopoly of ylang-ylang production. The plant essence is a basic

ingredient of perfume production, and world demand outstrips supply. Supply is

contained in Comoros by the aging of plantations, the shortage of firewood coming

from deforestation and the rise of distillation costs. Prices are more favourable

than for cloves and vanilla and they have improved in the later period. In 1987

production of flowers dropped however to 2,8OO tons compared to 3,200 tons in 1986.
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200= Comoros has long been an exporter of coprah a by-product of the coconuts
of its extensive plantations. But with the fall of prices due to competition of

palm products exports, had almost ceased. They have resumed on a very small scale

in 1988. Production of coconuts on the other hand rose by 3 per cent in 1987, but it
was used almost entirely for food (mainly for oil).

B. Manufacturing

201. The sector is very small, contributing in 1987 only 3.6 per cent of value

added at current prices. It includes small units, for the distillation of ylang-ylang,

household appliances, notebooks, soap, etc. Despite its small size, the sector is

growing rapidly? 13.4 per cent in 1987 for value added, compared to 7.0 and 3.5 per
cent in 1986 and 1985 respectively. Given existing projects, this growth should

continue in the near future.

IV, EXTERNAL TRADE AND BALANCE OF PAYMENTS

202. 1987 saw a decline of exports because of the lower export prices already
commented upon. Export values fell to 3,485 million CFA from 7,022 million in 1986-

Vanilla receipts declined by 76 per cent from 5,399.4 million in 1986 to only 1,272
million, with prices dropping by 5.2 per cent. A main contributor to the fall of

vanilla exports was the fact that a large share of production could not be sold at

all and had to be stored in the islands. In June 1988 for example half of the 1987
crop was still unsold.

203. Imports on the other hand increased by 14 per cent to 15,560 million CFA, with

particularly large increases on petroleum to lift oil prices to $USl8/bd, on cars

and other vehicles, and metal products. In volume terms, the increase of imports was

5.3 per cent, compared to a huge 43.7 per cent drop for exports.

204. The current account deficit increased in 1987 to 13.1 per cent of GDP compared
to 9.6 per cent in 1986, as revenues remained in deficit and public

transfers increased by 16.3 per cent. At the same time there was a large fall in

long term capital inflows, particularly public capital inflows which were almost

halved. The financing of the current account deficit depended therefore on short term
capital movements.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

205= The comoros has accumulated a relatively high debt along the year in order
to finance their current account deficit. By the end of 1988 the debt is estimated

at 74,212 million CFP. more than 120 per cent of GDP. Debt owed towards multilateral

institutions (IDA, AFDB, etc..) represent 60 per cent while bilateral creditors owed

40 per cent. The dobt conditions have been generally favourable, except for two

institutions. Despite this the country has found it more and more difficult to

honour its obligations. Since 1986 no payments have been made to many creditors

and arrears have accumulated (3.8 billion CFA in 1987 and 2 billion in 1988).

Scheduled debt service is 2.7 billion CFA in 1988 and 3 billion in 1989.
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VI. MEDIUM-TERM PROSPECTS

206. Prospects for 1988 are for a reduction of growth probably to around 1.2
per cent only, while in 1989 there should be a modest recovery because of the port
of Moroni construction works which should boost growth to between 2 to 3 per cent.

207. But results for the first 6 months of 1988 indicate that the near budget
crisis is continuing, receipts being at only 33 per cent of estimates and less than
for the corresponding 1987 period. Given the limits of external subsidies to the
budget, expenditures have had to be severely controlled as the scope of desert
financing is not large in the Comoros which arc a member of the zone franc (Central
Bank loans to the budget are limited at 20 per cent of previous year tax receipts).
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DJIBOUTI

I. OVERALL GROWTH PERFORMANCE

207 The economy of Djibouti is based very largely on services,, centred on the

port, railway and French military garrison. There are no minerals of any

significance, manufacturing is embryonic and agriculture is severely constrained

by shortages of both land and water. According to ECA estimates, real GDP (at

1980 constant prices) increased by 1.5 per cent between 1980 to 1984 remained

stable at 0.0 per cent in 1986-1987 and fell by 0.9 per cent in 1987-1988.

The structure of GDP has barely altered since independence, with services

(public administration) accounting for 70.9 per cent of GDP in 1988, compared
with 74.3 per cent in 1981. Government consumption expenditure as a percentage

of GDP rose from 28.1 per cent of GDP in 1981, to 36.8 per cent of GDP in 1988.
Over the same period, private consumption expenditure in total GDP rose from 73.3
per cent to 35.1 per cent. Fixed capital formation declined from 25.1 per cent

of GDP in 1981 to 23.2 per cent of GDP in 1938.

208 The budget for 1988 forecasts an increase of 4.8 per cent in public

expenditure; to DFr. 23.3 billion. As in 1987, it is expected that Treasury

difficulties will be minimized by drawing on funds available to the public

enterprises from French budgetary aid.

209 Money supply broadly defined increased by 13.6 per cent, from DF4. 45,075
million in September 1987, to DFr. 51,209 million in September 1988. The factors

exerting a substantial influence on money supply growth include net foreign assets

of the banking system, which increased by 2O.3 per cent, from DF4. 26,155 million

in September, 1987,. to DFr. 31,466 million in September 1983. The expansionary
influence of money'supply growth was partly multified by the increase in Central

government deposits with the banking system,

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

210. Djibouti possesses limited arable land and average rainfall is less than
125 mm. Agriculture, therefore, is constrained by shortages of both land and water

As a result, future propsects will depend largely on the country's ability to

become a regional service centre and to upgrade its facilities and expertise.

France provides most imports and budgetary aid and much of the public investment

programme is also foreign funded. Since 1982, government revenues have been

under pressure, which has forced the authorities to adopt austerity measures to

try to keep both recurrent and capital expenditures under firm control. Revenues

are derived primarily from indirect taxation and import duties and they are

extremely volatile. Domestic savings play a minor role in the development of the
economy because oS the relatively low per capita income of the majority of the

population. Development projects have, therefore, to be financed largely by aid,

foreign borrowing or both.
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III. SECTORAL PERFORMANCE

A. Food and Agriculture

211. A large proportion of the livestock belonging to the nomadic population

continues to be affected by the poor condition of the pastures following below-

normal rainfall during 1987/1988 and as a result, emergency food assistance was

provided until the onset of the rainy season in October 1988. The cereal ijnport

requirement for 1988 is estimated at 54,000 tons. The food aid requirement of

12,000 tons is fully covered by donor pledges.

212. The contribution of agriculture to GDP is abysmally low and its share in GDP

rose slightly from 4.7 per cent in 1981, to 5.7 per cent in 1988. Because of

aridity, agricultural production is limited and dependent upon the availability of

water for irrigation. It has been estimated that only 6,000 ha. can be farmed even

when irrigation is possible. Livestock has always been of much greater importance

than crop production, but it has been hit badly by drought, most notably that in

1983-1984, when large numbers of cattle died. The short coastline limits the

possibility of fisheries development and although there are adequate resources for

small scale fishing, the sector is barely exploited.

B. Manufacturing

213. The manufacturing sector is both embryonic and stagnant/ accounting for

10.1 per cent of GDP in 1981r compared with 10.5 per cent in 1988. Activity is

concentrated in four sectors - building, agro-industry, mechanical industry and

small artisanal workshops. The major industrial concern is the mineral water

factory at Tadjoura, with an output of 25,000 bottles per day, inaugurated in 1981,

at a cost of $US25 million. There are also ice and carbon dioxide plants for new

abbatoir and cannery envisaged under the 1984-1988 development plan, together with

tile paint and cement enterprises. There is further scope for the processing of

raw materials for domestic consumption, such as milk, flour, pasta and soap.

214. All companies are divided into two categories according to the investment

code laid down in 1984. Companies in group "A", with a minimum investment of

DFrl5 million in agriculture, livestock, small scale industry or fishing, are

entitled to tax relief for the first six years of production. They remain liable

for import duties, but can obtain relief from these and from sales tax. The second

category covers companies with an investment of Dfr. 100 million, or that create

permanent jobs for more than 50 workers. They are entitled to tax relief ten years

and to relief on operation profits for eight years although they remain liable to

import duties.

215 The effects of this interactive have not been as successful as was hoped.

The size of the investment appears to be the inhibiting factor.
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IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

216. Having few natural resources, the visible trade balance has always shown

a substantial deficit. In 1988, exports covered a mere 5.4 per cent of imports,

compared with 4.2 per cent in 1981. The total value of exports rose from $US8.7

million in 1981, to $US11.8 million in 1988, while imports rose from $US2O5.4

million to $US219.2 million over the same period. Full balance of payments data

are not available, but growing indebtedness, coupled with the decline in external

assistance and the fall in trade and transit earnings, will mean that the overall

balance of payments deficit continues to deteriorate. The austerity measures taken

in 1987 and 1988 imply that the government found it difficult to maintain import

levels, without reducing reserves to unacceptable levels.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

217. Djibouti is usually dependent on foreign aid flows, because of the structural

trade deficit and the reliance on external support fo rthe budget. World Bank

figures show that the level of external indebtedness increased sharply following the

1983 donor conference. Total liabilities by the end of 1984 had nearly doubled,

to $US86.6 million. Public and publicly-guaranteed medium and long-term disbursed

debt stood at $US97.7 million by the end of 1985. On the basis of committments to

the end of 1985, total debt service is estimated to have been $US6.9 million in 1986

and to rise to a peak of over $US15.O million in 1990-1991. These figures, however,

must be viewed in the context of a GDP of around DFr 60 billion ($US34o million),

which means that Djibouti is one of the least indebted countries in the region.

218. French budgetary aid for 1988 has been fixed at Pr. 85 million, Fr 2.5 million

more than initially suggested and a substantial increase on the grant of Fr. 52.5

million in 1987.

VI. MEDIUM-TERM PROSPECTS

219. With stagnant export earnings, forecast at $US11.8 million for 1989 and an

import bill of $US219.2 million, exports earnings will cover only 5.4 per cent of

import requirements. Debt servicing will exacerbate the country's foreign exchange

requirements. Given the government's limited revenue base to meet recurrent and

capital expenditures, it is imperative to secure an enhanced resource flow of aid

on concessionary terms to maintain the growth momentum of the economy in the medium

term.
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EQUATORIAL GUINEA

I. OVERALL ECONOMIC GROWTH

220. Equatorial Guinea remains one of the poorest countries in Africa and

its economy is heavily dependent on external aid for rehabilitating its

cocoa plantations and developing its forest resources. One of the

consequences of the country' s entry into the franc zone was the return of

foreign investors. However, in 1987, the worsening balance-of-payments

deficit, continuing dependence on external sources of funding and the rise

in external debt arrears resulted in a real growth rate of 3.5 per cent

whiche in the light of the 2.5 per cent population growth, yields an almost

negligible per capita growth rate.

221. m 198S, the economy grew once again by about 3.5 per cent. The

stagnation in growth is directly attributable to a decline in external trade.

On the average, agriculture contributes 41.5 per cent to GDP, industry 9.8

per cent and services including public administration 48.7 per cent.

222. The demand structure in as a percentage of GDP remains unchanged due

to the low growth rate of incomes and the fixed consumption pattern. On

the average, final total consumption accounts for 89.2 per cent of GDP (42.4

per cent for public consumption and 46.8 per cent for private consumption).

It declined 3.8 per cent and 2 per cent respectively in 1986 and 1987. In

1987, the Government's attempts to control public spending in line with

the recommendations of IMF were successful for the salaries of civil servants

which increased by 16 per cent despite the laying off of 6 per cent of public

service staff.

223O Consequently, the apparent domestic savings rate is 10.8 per cent of

GDP? it is apparent because the consumption of the administration is under

estimated and public finance accounting has just been re-established. The

investment rate was 15.3 per cent of the resources deficit equivalent to

4.5 per cent of GDP.

224 „ Equatorial Guinea had become a member of the franc zone following an

82 per cent devaluation of its currency against the Special drawing rights

(SDRs). The CFA franc„ which has a fixed parity with the French franc

replaces the ekwele which had a fixed parity with the Spanish peseta. These

measures had helped to bring in regular supplies of consumer goods and to

stamp out the black market. From December 1985 to December 1986, the money

supply increased by nearly 31 per cent.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

225. The main problems facing Equatorial Guinea's economy are those inherited

from the previous Government which remained in power from independence in

1968 until 1979. During that period, thq country's few sources of added

value - coffee, cocoa and timber production - were destroyed. The country

suffered and continues to suffer from a shortage of qualified staff and

labour to take over from the foreigners who worked on the plantations.
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Capital equipment had become outdated and supplies of inputs were irregular

and inadequate. The main bottleneck since independence grew out of the

shortage and poor state of repair of communications networks particularly

feeder roads to production areas which disrupted distribution channels.

Finally, the fact that public expenditure was not budgeted for between 1974

and 1979 {expenditure was obligated merely upon presidential order) brought

the country into a state of public bankruptcy.

226. The first measures taken after the change of Government were to re

establish the state budget; 75 per cent of the budget's resources were devoted

to reimbursing the public debt. Thus, tho implementation of the 1984 finance

law resulted in a deficit of CFAF 939 million? implementation of the 1985

finance law generated a surplus of CFAF 319 million or revenues of CFAF

6,116 million and 7,952 million respectively (_+ 30 per cent) and expenditure

estimated at CFAF 7,055 million and 7,633 million respectively (+ 8.2 per

cent). For 1986 and 1987, the budget had been established in terms of income

at CFAF 8,223 million and 7,175 million respectively (- 12.7 per cent) and

expenditure at CFAF 7,876 million and 7,622 million respectively (-3.2 per

cent) IS.4 per cent of which, on the average, was devoted to personnel cost,

26.4 per cent to payments of interest due on the external debt and 11.8

per cent investments. On the basis of commitments, the 1986 balance had

a surplus of CFAF 347 million and showed a deficit of CFAF 1,573 million

on the basis of disbursements.

227. By 31 December 1987, export duties or earnings were CFAF 80 million
lower than in 1986. Such a decline resulted from the drop in earnings from

exports of cocoa and coffee combined with cereals tax collection problems

in the country. In 1987, the total budget deficit was reduced following

the reduction in public expenditure and an inflow of external capital from

sources such as the European Economic Community. In 1988, public expenditure

was reduced by 7.6 per cent largely as a result of staff layoffs. For 1988-

1991, revenue in nominal terms is expected to increase by 9.2 per cent a

year and expenditure by only 2.9 per cent. This is being done to prevent

a rise in inflation.

228. in addition to resuming budget practices, the Government launched a
vast campaign for the redistribution of abandoned plantation and the

privatization of some State corporations and enterprises. Substantial

investments were made at Bioko for the rehabilitation of the cocoa industries

and at Rio Muni for the timber industry.

229. in 1987, despite the substantial efforts made by the Government to
meet the conditions of the IMF, the structural adjustment facility loan

of 10 million SDRs could not be secured because of successive postponements

of the second donor round table meeting. The other points of disagreement

with the IMF were the failure by the Government to meet its commitments

with respect to the external debt which had already been rescheduled in

1985 under the auspices of the Paris Club, the inability to find a final

solution with respect tc liquidating the bankruptcy of the Guinexbank and

the Banco de Credito y Desarollo and the non-application of the Fund's
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recommendations on public expenditure. The only success of 1987 involved

the 10 million dollars of ODA financing for rehabilitating import credit

and guaranteeing the import of investment goods for the key sectors of the

economy. The Government launched its third tri-annual development plan

for the period 1987-1989 which gives priority to directly productive sectors

in allocating the planned investments of CFAF 41,422 million. Funding will

be covered 96.66 per cent by external sources and 3.4 per cent by domestic

sources in respect of annual investments estimated at CFAF 13,807 million.

230. The last quota of 1988 was marked by fruitful negotiations- At the

end of the donor round table organized by the United Nations Development

Programme on 28 and 29 February 1988 at Geneva, $US 50 million had been

promised to Equatorial Guinea for the next three years. The Government

had presented 81 development projects at a total cost of $US61.9 million;

the projects were part of the total of 168 projects under the 1987-1991

development plan costing a total of $US194 million. The bilateral donors

were France, Spain, Italy„ Japan, China, and the United States of America.

Assistance funds are earmarked for the rehabilitation of the cocoa sector,

the stimulation of foodstuff production and fishing and for the development

of timber production, communications and social infrastructure.

231. On 7 December 1988, IMF approved an adjustment facility loan of $US

16 million 3.7 million of which were immediately disbursable subject to

a promise to carry out a reform of public finances and reorganize the State

sector.

232. A structural adjustment loan of $US 10 million is also expected from

the World Bank which had apparently stipulated that the Annabon toxic waste

contract should be scrapped. However, until now, no contract has been

cancelled, nor has any down payment been reimbursed.

233= The main weakness of the economy stems from a poorly trained, badly

paid, corrupt and inefficient bureaucracy. Therefore, the Government has

decided to promote the public sector especially through the establishment

of a new commercial bank which would replace the Guinexbank and by continuing

its policy of privatizing the public sector. Confidence in the banking

system has already been restored by the activities of the International

Development Bank in the country.

III. SECTORAL PERFORMANCE

A. Primary sector

234. The primary sector is the mainstay of economic activity in Equatorial

Guinea and it is dominated by agriculture and timber production. The

country's membership of the franc zone had a beneficial effect on agriculture.

Indeed, over the past few years, because of the non-convertibility of the

ekwele, producers had abandoned industrial crops for subsistence crops and

cash crops were sold on the market of neighbouring countries which offered

more remunerative prices and brought in convertible currency. Such factors
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aggravated the already bad post-independence situation. Thus, the areas

under cocoa shrunk from two thirds to only 27,300 hectares and the harvest

of the 1985-1986 cropping year were estimated at 5,923 tons (a decline of

32.3 per cent over the 1984-1985 year) compared to 38,000 tons in 1987.

In order to stop this downward trend, the Government has invested $US19

million to launch a project to rehabilitate 7,550 hectares with a view to

boosting yields from 800 to 1000 kgs. per hectare.

235. Cof^ee production has become marginal because it accounted for only

500 tons in 1984-1985 compared to an annual average of 9,000 tons just before

independence. In this area also, the Government has initiated a policy

of direct participation of producers in the national market at Bata by

introducing two prices; the first price is 50 per cent higher than the second.

This has to do with the price of cocoa delivered at the port of Bata and

cocoa prices in the area of production. Producers' reaction to this policy

is still lukewarm.

236. Timber production has suffered from the same problems as the production

of coffee and cocoa. However, the potential production is enormous; only

240,000 of a total of 800^000 hectars are currently being exploited. With

an appropriate reforestation policy production could be boosted to between

300 and 315 thousand cubic metres a year or 3 times the current level of
production.

237. A Wide range Of foo$ crops such as cassava, bananas and coconuts iffi
produced. Pood imports continued to account for 25 per cent of total imports*

despite the potential for self-sufficiency in food.

B. Secondary sector

238. The economic situation has had little effect on growth in this sector.

During the period under review, the sector achieved a growth rate of 3.1

per cent. Extractive industries are limited to small scale traditional

mining of alluvial gold. Two deposits of oil and one of natural gas have

been discovered off the island of Bioko. There are also deposits of titanium,
silicium, manganese and gold.

239. Manufacturing industries mainly process wood and cocoa and their

development depends on that of the rural sector. The main obstacle to

development of industries comes from the poor and irregular supply of

electrecity which the government is trying to solve by building a hydro
electric power station at Riaba, on Bioko island.

IV. EXTERNAL TRADE AND BALANCE OP PAYMENTS

240= in terms of current dollars, the trade deficit which was $US 8.4 million
in 1985 declined by 7.7 per cent to $US 7.7 million in 1986. Exports
increased by 11.2 per cent and imports grew by 6 per cent; cocoa fetched

69.7 per cent of export earnings, timber 24 per cent and coffee 5.6 per

cent. An average, food makes up 25 per cent of total annual imports.
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241. Following the decline of world prices in 1987, earnings from cocoa

and coffee exports had declined respectively by 14 and 83 per cent. Timber

which fetched only 24 per cent for export earnings boosted the country's

export income by 24 per cent. The outcome was that the trade deficit in

1987 was 5 per cent lower than that of 1986.

242, The current account deficit in 1987 was 13 per cent lower than that

of 1986 because of increased official transfers particularly payment by

the EEC of fishing duties and the payment of taxes by GE Total. On the

other hand, the capital account in 1987 had a deficit of CFAF 3,457 million

because of the outflow of short-term capital. This resulted in an increase

in the balance-of-payments deficit from 16 per cent of the value of imports

of goods and services in 1986 to 25 per cent of that value in 1987; The

deficit was financed by the country°s foreign currency reserve which declined

by 24.5 per cent of their 1986 level.

243- At 31 July 19885 the IMF estimated that Equatorial Guinea had reserves
of only $US 440,000 ? such reserves amounted to $US 3.5 million at the end

of 1985. However, currently, Equatorial Guinea is the recipient of a wide

range of capital transfers. The fact that 37.5 per cent of its population

has emigrated is also beneficial for the payments situation of the country

which„ as a last resort, can always develop tourism. Following the success

of the donor round table meeting held in Geneva and access to IMF structural

adjustment facilities and as a result of the imminent rescheduling of the

country's external debt,, its payments situation will improve considerably

in the next few years,

V. DEVELOPMENT FINANCING AND EXTERNAL DEBT

244„ Equatorial Guinea organized an international conference of donors in

April 1982. Since then, net ODA disbursements from the DAC member countries

(98 per cent of total net flows) amounted to $US 78.1 million representing

an annual increase of 13.9 per cent or $US 15.6 million a year. Since the

signing of the first standby agreement with IMF, considerable resources

have been made available to the country? Spain, the major aid donor, provided

$US 13.75 million in 1986; the European Development Fund provided 12 million

ECU under the Lome III Convention; IDA provided $US 6.5 million to

rehabilitate cocoa production? 3.6 million SDRs were provided under the

special facilities accorded by IBRD to sub-Saharan African countries.

245. in November 1988, the second international donor conference held at

Geneva resulted in a promise of a total aid package of $US 58 million and

in the granting by the IMF of a loan in the amount of US$ 16 million . At

the end of 1985} the country's external debt was estimated by the world

market at $US 133.2 million. In the same year, the Paris Club rescheduled

$11528 million of that date ever a period of 10 years with a 5 year grace

period. In 1987, the servicing of the country's external debt absorved

45 per cent of the total value of the expert and 50 per cent of total external

aid was devoted to reimbursing the principal and interest of the debt.
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246. At the end of 1987, the debt itself amounted to $US 174.9 million of

which $US 123.2 million were bilateral credits. For 1988, the service of

the debt was estimated at $US 17.5 million or a little less than half of

1987 export earnings. In 1988, the per capita external debt of Equatorial

Guinea was $US 440 and if the repayments trend continues, the current account

deficit will stand at $US 5930 million in 1987. In January 1989, a conference

was scheduled to have been held on another rescheduling of the debt.

MEDIUM-TERM PROSPECTS

247, Despite the country's enormous potential, it does not have the capacity

to finance the rehabilitation of its productive machinery and bring about

recovery of its economy. Prospects of meeting external commitments depend

on world prices for cocoa and timber. Therefore, the country will have

to be given debt relief and steps will have to be taken to ensure that there

is an adequate flow of resources to spark off productive activities again.

In that connection,, much is expected from the January 1989 meeting on the

rescheduling of the country's external debt. The positive outcome of the

November 1988 donor round table meeting and new credits granted by the World

Bank give grounds to hope that economic growth will recover in the next

few years.
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ETHIOPIA

I. OVERALL GROWTH PERFORMANCE

248= The Ethiopian economy was under severe pressure during the first half of

the*1980s due to the devastating effects of the 1982-1984 drought which not only
adversely affected agricultural production especially of foodccrops and livestock

but seriously reduced economic activities. Real GDP (at 1980 prices) grev by

an annual average of only 1.6 per cent during 1981-84 but the impact of the

drought was actually felt in 1984-85 with a drastic decline in the overall

output by 5.2 per cent mainly as a result of an annual average drop of per

cent in agricultural value added in 1983-85.

249. The economy recovered slightly in 1985-86 because of adequate rainfalls,

high level of international assistance to support relief and rehabilitation

particularly in the agricultural sector and the government's own efforts to recover

from the adverse effects of the drought. Real GDP growth was 0.1 per cent on

average in 1985-86 which was sustained by a robust growth in 1986-87 averaging

7.4 per cent. The process of recovery, however, did not continue in 1987/88

due to low and unevenly distributed rainfall particularly in the major

agricultural regions. This situation, combined with stagnant growth in industry

and decline in trade and the transport sectors, contributed to a general show-down

in output with real GDP declining by 1.5 per cent in 1988.

250„ The deterrioration in GDP is also a reflection of the low level of investment

in the economy occasioned by the very limited domestic savings. The gross

domestic savings rate fell from an annual average of 6.5 per cent in 1980-84

to a dissaving of -2.9 per cent in 1986 improving slightly to 2.5 per cent in

1987 and 6.4 per cent in 1988. The levels of savings affected the investment

with gross domestic investment as a percentage of GDP increasing from an

average of 12.3 per cent in 1980-1986 to a stagnant level of only 14 per cent in

1987-1988.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

251. Ethiopia experienced severe weather conditions in 1987 though at a lesser

scale than the 1984-1985 drought. The resultant drop in agircultural production

meant inadequate food supply to moot the demand for the growing population

thereby widening the food deficit. The food aid requirements in 1987 were

estimated at 1.24 million tons for 6.7 million people. In addition to the vagaries

of the weather, other obstacles to agriucltural growth, especially food production,

include unattractive agricultural producer prices and marketing policies, rugged

terrain, lack of access roads which hamper distribution, deforestation, erosion,

desertification and plant diseases. There had also been the lack of material

incentives and a very small proportion of subsidies devoted to peasant agriculture

which explains the low usage of fertilizers and improved seeds. Poor growth in

industry is a reflection of extremely low investment, which stems partly from

lack of private sector investment narrow domestic resource base and inadequate

external resource flow for public sector investment.



E/ECA/LDCS.9/EXP.8/2

Page 62

252. The budgetary situation remains tight and there is a continued reliance on
external sources and the domestic banking system to finance the budget deficit

both of which have contributed to the country's increased internal and external

indebtedness. In absolute terms, total revenue and grants amounted to Birr.2,858.6

million in 1986/87 and Birr 2,960.2 million in 1987/88. Total expenditure was

Birr 4,025.9 million in 1986/87 and Birr 4,585 million in 1987/88. During both

fiscal years recurrent expenditure had increased at the expense of the development

account. Capital expenditure has shown only a nominal growth of 9.9 and 9.4

per cent respectively, mainly on account of infrastructural development and

rehabilitation of the agricultural sector. The overall budget deficit has widened

from Birr 1,167.3 million in 1986/87 to Birr 1,624.8 million in 1987/88 financed

mainly through external funding. For the 1988/89 fiscal year, the budget estimate

of the overall deficit indicate an 82 per cent increase to Birr 2,951.9 million,

44 per cent of which will be financed from external sources.

253. The Government is implementing the second sub-plan (1986/1987-1988/1989)

of the Ten-year Development Plan (1984/1985-1993/1994) which is costed at

Birr 41.8 billion ($US20.2 billion) at 1933/1984 prices. The main thrust is

agricultural rehabilitation: increased investment, increased producer prices?

the provision of high yielding seed varieties and the dissemination of improved

techniques to small holder farmers. Various programmes have been formulated,

including: The expansion of agircultural research; improvement in livestock

production; resettlement of drought victims in areas suitable for farming

activities; water resource management and attractive credit policies to encourage

investment as well as measures to mobilize domestic resources. These policies

have assured donors of the determination of the government to institute appropriate

reform measures and may lead to the release of funds in support of the country's

public investment programme especially those related to agricultural development.

III. SECTORAL PERFORMANCE

A. Food and Agriculture

254, The improved performance of the agricultural sector in 1985/86 season was

dulled by the recurrence of drought in major producing regions in 1987. However,

total production of main crops estimated at 57.5 million quintals in 1985/1986

increased to 70.2 million in 1986/1987 but dropped by 16 per cent in 1987/88 to 58.7

million. Of this total output, cereals are by far the most important produce,

accounting for 86 per cent of total crop production in 1987/88. The crop estimates

for 1988/89 envisages an increase in production of the main crops to 73-3 million
quintals. Peasant agriculture remains dominant with cultivation on 90 per cent of

the cultivated land and producing 88 per cent of the total crop output in 1986/87.

The corresponding figure for State farms is 3 per cent of the cultivated land and

7 per cent of the total crop output. Co-operative farms increased their share of

the cultivated land from 4 per cent to 6 per cent and their share in output from

3 per cent to 5 per cent during the 1986/1987 and 1987/1988 crop years.
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255= overall, agricultural value added declined by 7.2 per cent in 1987/88

compared to a healthy growth of 11.2 per cent in 1986/87. Other constraints,

aside from unfavourable weather conditions, is the low productivity of peasan
agriculture which still depend on primitive technology. The current strategy

in agriculture focusses on provision of improved seeds, particularly fertilizers,

extension services, increased producer prices, all aimed at enhancing output.

The government is continuing its re-location programme of peasants from drought-

prone areas to better agricultural settlements.

Bi Manufacturing

256 „ xhe manufacturing industries continue to be dominated by processing and

consumer goods production. The share of manufacturing in GDP was stagnant at an

average of 12.7 per cent in 1986-1987. In growth term, manufacturing output

increased by an average of 4,7 per cent in 1986-1987 but dropped to 3.1 per cent

in 1987-1988. The performance of the sector was affected by the usual problems

of frequent breakdown due to wear and tear, and limited import of raw materials

and spare parts. The overwhelming share of the output of manufacturing industries

is for domestic consumption while a small proportion is exported. The total

value of gross output (constant 1980/81 prices) was Birr 2,129 million in 1986/1987

rising to Birr 2,190 million in 1987/1988.

C. Mining and Petroleum

257. The major domestic activity with respect to mining and petroleum is limited

to exploration. The search for coal, petroleum and other minerals is continuing

but the evidence so far suggests that while many of the minerals are available,

the deposits have not been proven to be sufficient enough for exploitation. The

only notable exception is gold whose annual output was estimated at 643 kg. in

1986/1987 and 735 kg. in 1987/1988. Between 1982 and 1986, imports of crude

petroleum averaged about 5.4 million barrels per annum. Refined petroleum is

also being imported although the volume is on the decline as a result of increased

domestic refining capacity.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

258. According to preliminary estimates, the total volume of exports (f;o?b;)

increased by 2.5 per cent in 1987/88 compared to a decline of around 14 per cent

in 1986/87. The value of coffee exports, the most important foreign exchange

earner, decreased from Birr 524.3 million in 1936/1987 to Birr 476.6 million in

1987/1988. Imports (c;i;f) recorded an increase in 1987/88 compared to 1986/87

levels from Birr 2,236.9 million to Birr 2,243 million mainly on account of

increases in food imports. However, the merchandise trade balance declined

slightly because of the modest export growth.
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259, Net non-factor services declined from the 1986/1987 level of Birr 95.2

million to Birr 76 million in 1987/88/ a fall of 20 per cent. Private transfers

(excluding those in aid of drought victims) decreased from Birr 306.5 million in

1986/1987 to Birr 245 million in 1987/1988. Overall, the balance-of-payment

position worsened considerably in 19'87/88.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

260. A donors' meeting was organized in January 1987 by the National Committee

for Central Planning to seek funding for the public investment programme of the

sub-plan (1986/1987-1988/1989). The external funding required during the three-

year period amounts to Birr 332 million ($US401.9 million) in grants and Birr

2,167 million (?US1,O46.9 million) in loans. In general, total financial flows

to Ethiopia increased considerably during the first half of the 1980s and

consisted mainly of concessional loans and grants. However, on a per capita

basis, Ethiopia is still one of the lowest recipient of ODA: about -US9.9

compared to £.US22 for all LDCs.

261. In the area of agriculture, the Government secured an IDA credit of SDR32.3

million (?US42 million) for livestock devleopment. IFAD is also lending ?US7.7

million for the project while the Government will contribute $US10.5 million.

The project will benefit 770,000 farming families in the areas of restocking as

well as research into animal husbandry and range land management. Also, a six-

year ^US33.7 million irrigation project is been financed by IFAD (5US12.O million),

IDA (;:US7.0 million), OPEC fund (::US4,0 million), WFP <$US1.O million), the

Government ($US6.5 million) and local support funding of ($US3.2 million). The

incentive package for farmers in terms of better prices and the provision of

fertilizers and high-yielding seed varieties, have attracted donors to disburse

funds in support of the agricultural sector.

262. The nation's officially disclosed external debt is estimated

at 3US2.33 billion in 1987. The increase in external indebtedness implied

increased debt servicing obligations with a steep rise in the debt service ratio.

VI. MEPIUH-TERM PROSPECTS

263„ The economic recovery signalled in 1985/1986 gave way in 1987/1988 owing

to the recurrence of drought conditions in 1987 which had a negative impact on

agricultural production, notably food crops. The low export volume of coffee,

tha main cash crop, affected total export earnings and consequently the balance-

of-payments position in 1987/1983= The Government envisages to resuscitate the

recovery through increased food production as well as measures to enhance the

foreign exchange earning capacity of the country. Policies and other necessary

reform measures are being implemented particularly with respect to the agriculture

sector. Real GDP is estimated to increase by 4 per cent in 1989 with the provision.
infinw of nvternal resources.
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GAfriBIA

I. OVERALL GROWTH

264. The Gambian economy experienced severe economic and financial difficulties

in the early 1980s precipitated by the poor performance of the agricultural

sector, especially the decline in groundnut production on account of bad

weather conditions, inadequate producer price incentives and low and unstable inter

national prices. By 1982/1983, foreign reserves had been depleted and

accumulated external payment arrears had mounted considerably. The inability

of the government to mobilize adequate resources and domestic policy shortcomings

also contributed to the deterioration in economic growth.

265. Real GDP grew by an average of 0.9 per cent per annum in 1980-1984

declining by -3.6 per cent in 1984-1985. In mid-1985, the government adopted

adjustment and stabilization measures as part of the Economic Recovery Programme.

This, combined with better weather conditions which enhanced agricultural

output, produced a marked improvement in overall economic performance. Real

GDP grew by 6.7 per cent in 1985/1986 but inflation accelerated to 34 per cent

from 22 per cent in 1984/1985 mainly because of the impact of the devaluation

of the dalasi on the prices of basic consumer goods. In 1986/1987, the recovery

of the economy was maintained, albeit, at a slower pace in real GDP growth of

5.8 per cent which further decelerated to 4.7 per cent .in 1987/1988. Inflation

which stood at 46 per cent in 1986/1987 dropped to 13.2 per cent in 1987/1988.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

266. The main identifiable constraints to Gambia's economic growth performance

has been its limited and undiversified production base with a heavy dependence

on groundnut alone for over 80 per cent of export earnings. Also the persistent

balance of payment difficulties and accumulation of huge external payment arrears

relative to the country's repayment capacity and the widening of the budget

deficit were other factors that contributed to the sluggish growth. In general,

the economy has been characterized by shortages of essential commodities; a

decline in output in all productive sectors, the emergence of a parallel foreign

exchange market and the erosion of the country's international credit worthiness.

267. in 1982, the government launched a 5-year medium-term plan (1981/82-1985/86)

which aimed at restoring the; necessary balances in the external account; the budget

and the general price level; liberalize the trade regime and to achieve a real

GDP growth of 5 per cent annually during the plan period. Despite the

effectiveness of these measures in engendering a recovery in the economy, new

austerity measures were introduced in mid-1985 as part of the Economic Recovery

Programme (ERP). The major reform measures included the freeing of the exchange

rate that lead to a de facto devaluation of the dalasi by 100 per cent; increase

in producer prices to enhance agricultural production and the laying off of a

sizeable number of public sector employees to cut back on recurrent expenditure.
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268. Tne devaluation of the dalasi led to a near parity of the official and
parallel market rates with the inter-bank rate fluctuating within a narrow

range, leading to an orderly functioning of the exchange system. The liberalized

exchange and interest rate policies had helped to revive private sector

confidence in the economy, thus stimulating commercial activity. A 42 per cent

increase in the producer price for groundnuts to D1&00 per ton effected a

substantial increase in output by 46 per cent in the 1986/1987 crop year

relative to the production level of 1985/1986. The price increase, however,

could not be sustained by the Gambia Produce marketing Board (GPMB) which

incurred heavy losses which were covered by government subsidies equivalent to

10 per cent of GDP. In 1987/1988, the producer price for groundnut was reduced

to 1500 per ton which helped GPi-iB to retire its long-standing debt to the

domestic banking system.

269. Budgetary performance has improved significantly after the 1985/1986

fiscal year. Actual out-turn of recurrent revenue in 1986/1987 was comparatively

higher than the previous year largely on account of improvement in the tax

administration as a whole and adjustment in the tax rates particularly the

one per cent increase in the general import tax. The recurrent budget, however,

moved from a surplus of D11.4 million in 1986/1987 to a deficit of D32.9 million

in 1987/1988. Thus, although the development budget increased by only 10.7 per

cent, the overall budget deficit widened considerably. The 1988/1989 budget

envisages an increase in recurrent spending by 6.5 per cent to D405 million

with revenue rising more slowly to give a recurrent budget deficit of D7.4 million.

The development budget is expected to rise by 20.9 per cent to D205 million,

to be financed largely by external loans and grants.

270. Underlying the 1988/1989 budget are policies geared towards: reducing the

overall budget deficit and ensuring its financing wholly from projected income

inflows; reduction in subsidy to the Gambia Produce Marketing Board; and giving

priority to expenditure on maintenance and development needs. The tax measures

include reductions in the rate of duties on certain consumer items and the

introduction of a broad-based internal tax system which will simplify the

administration of indirect taxation and improve the effectiveness of tax collection,

In order to improve the efficiency and productivity of public investment, the

government is emphasizing on the completion of on-going projects and the

rehabilitation and maintenance of existing assets during 1988-1989. In the case of

projects supportive of the productive sector and social infrastructures, however,
priority will be given to new ventures.

III. SECTORAL PERFORMANCE

A. Food and agriculture

271. Following two consecutive years of recovery in agriculture, production

grew by only 1.9 per cent in 1987/1988. Groundnut production increased by

18.4 per cent from 1010,350 tons in 1986/1987 to 119,950 tons in 1987/1988 due

to favourable weather conditions and an adequate producer price level. Paddy

rice production declined from 24,460 tons to 20,430 tons over the same period
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while cotton output fell drastically from 1,S37 tons in 1986/1987 to

824 tons in 1987/1988. Performance in the other sectors of agriculture was

however much better, with the fishing and forestry sectors growing approximately

by 6 per cent and 4 per cent, respectively, in 1987/1988.

272= The initial implemantation phase of the Jahally-packers small holders rice

project is completed and hence the direct government inputs will be reduced

while encouraging greater private sector participation. Budgetary allocation

for subsidization of groundnut producer prices was reduced to D13,2 million

in 1988/1989 compared with D50 million in 1987/1938 and D83 million in 1986/1987

which led to a decrease in the producer price to D1.100 per ton from D1.500

per ton in 1967/1988. 3y contrastt rice farmers will still receive D900 per

ton while the producer price for cotton was increased to D2,200 per ton.

£. Tourism

273. The growth in the tourist industry continued in 1987/1988, with total

tourist arrivals increasing from 36,633 in 1986/1987 to 98,248 in 1987/1988.

The tourism sector is estimated to have contributed approximately 5 per cent

of GDP in 1987/1988. There are currently about 6,000 Gambians directly and

indirectly employed in this sector.

IV. EXTERNAL TRADE AMD BALANCE OF PAYIIEJTS

274. The total value of exports increased by 2,2 per cent in 1987, while

imports rose by 9,3 per cent. Consequently, the deficit in merchandise trade

balance increased further in 1987 to *US25.8 million from -AJS19.44 million in

1986. The current account deficit widened to 33.6 per cent of GDP in 1986/1987

from 20.9 per cent in 1985/1986, reflecting a strong expansion in imports and

lower receipts from official groundnut and other domestic exports.

275o The overall balance of payments deficit declined to D57.7 million in

1986/1987 from D154.6 million in 1985/198fo. This narrowing was a result of

increased official transfers, capital inflows and surplus on the private capital

account which came about through surrender of foreign exchange receipts to the

domestic banking system. In 1987/1988, the deficit declined to an estimated

D11.2 million as the share of current account deficit in GDP dropped to around

30.7 per cent. Both official transfers and capital inflows showed some increases

Gross official reserves rose from D10.4 million in July 1986 to D119.4 million

at the end of December 1987 while external payment arrears were reduced by

D184.3 million.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

276. In support of the Economic Recovery Programme, the government negotiated

a stand-by arrangement with the IMF, under which an amount of SDR17.88 million

was made available, and the Structural Adjustment Facility (SAF) arrangement

which was approved in September 1986, was replaced by a three-year Enhanced
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Structural Adjustment Facility (ESAF) in 1988 involving GDR20.52 million.

The World Bank also provided structural adjustment loans and other sector

adjustment credits and arranged co-financing with bilateral and multilateral

donors in support of the country's economic recovery programme. These arrangements

are expected to assure the donor community of the government's determination to

implement appropriate reform measures in order to sustain the economic recovery

and lead to increased Official Development Assistance (ODA) flows in support

of national development efforts.

277. The total external debt of the Gambia at the end of 1987 is estimated at

$US250 million, of which outstanding use of Ii>iF credit amounts to $US34.7 million.

The Gambia rescheduled its 1986/1987 debt service obligations and arrears to

bilateral and multilateral creditors of the Paris Club involving an amount of

SDR7 million in debt relief.

VI. i-lEDIUf-i-TERi'i PROSPECTS

273= Improvement in the external resources position, the stability of the

dalasi; favourable weather conditions; increased inflows of resources from

donors? and elimination of domestic distortions are the key factors to

sustain the recovery in 1989. The government would need to build on gains

made in improving public sector efficiency through reforms in the civil service

and the parastatal and reduction in the budget deficit. Total agricultural

output may slow down because of the 27 per cent cut in producer prices for

groundnut that could trigger a decline in production. This would have an

adverse effect on the overall GDP growth which may not exceed 3.5 per cent in

real terms in 1989.
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GUINEA

I. OVERALL GROWTH PERFORMANCE

279. Pour years ago, Guinea abandoned the system which, for 24 years, had

left the economy in ruins. Given the country's poorly-developed production

machinery and human resources inherited from the previous Government, the

authorities of the Second Republic have defined and begun to implement,

with the growing assistance of donors., a strategy for overcoming the economic

and financial crisis which is based on a more rational management of the

country's enormous potential.

280. Guinea's economy is dominated by the mining and traditional sectors

(particularly agriculture, stock breeding, hunting, fishing and trading

activities) while the industrial sector is still rudimentary. In 1987,

gross domestic production was FG 916.8 billion at current prices - an

increase of 38.7 per cent over the 1986 GDP in nominal terms; per capita

GDP was FG147,393 (about $US281). Growth in real terms was 6.2 per cent.

This fairly remarkable performance was due to a good rainy season and good

world prices for aluminium. Indeed,, agricultur and mining, the main

components of the primary sector, contributed 51.5 per cent to the 1987

GDP while the contributions of the secondary and tertiary sectors were

10.6 and 36.3 per cent respectively.

281. The 1988 GDP is estimated at FG 737.6 billion at constant 1986 prices,

i.e., a real growth rate of 5.2 per cent over 1987. Despite this slight

drop in growth due to a decline in primary sector activities, especially

mining, the economy's performance in 1987 and 1988 was better than the

1987-1991 national recovery programme's forecasts of an average annual

GDP growth of 4.6 per cent.

282. in 1987, demand was characterised by moderate growth in consumption,

a sharp increase in investments and a decline in imports. Public and private

consumption, which was FG 776,729 billion absorbed 84.7 per cent of GDP

in 1987 and, in real terms, grew by 2.5 per cent more than in 1986. Private

consumption was FG 696,423 billion in 1987 compared to FG 504,561 billion

in 1986 a real growth of 7 per cent. Public consumption was PG 80,306

billion in 1987 as against 60,605 billion in 1986. At 1986 constant prices,

it declined by 24.5 per cent in 1987. Gross fixed capital formation was

FG 161,472 billion in 1987 or 17.6 per cent of GDP compared to 99,333 billion

in 1986 (15 per cent of GDP). At 1986 prices, gross fixed capital formation

recorded a real growth rate of 17 per cent in 1987. The considerable jump

in investments was due to key requirements of the economy with respect

to infrastructure and equipment which are priority areas of the national

recovery programme implemented by the Government. Gross domestic savings

in 1987 was FG 140 billion or 15.27 per cent of GDP as against FG 95.88
billion in 1986 (14.5 per cent of GDP).

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

283 „ A number of constraints inherited from the former government are still

considerably impeding the country's development. The constraints are mainly
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financial and organizational in nature and include an agricultural and

industrial production machinery which is too inefficient to spark off

economic recovery and a national private sector without appropriate

experience, resources and skills to take over from the huge public sector

which has to be restructured almost entirely. In addition, Guinea is saddled

with human resources which have been poorly developed by an inefficient

educational and vocational training system? an overstaffed and inefficient

administrative machineryt excessive medium-term debts that cannot be paid

off from Guinea's economic resources ; inexistent or very shoddy socio-

economic infrastructure; an institutional framework designed to manage

a collectivist type of system which is highly unsuitable for the free

enterprise economy which the country decided to adopt in 1984.

284, As a result of the various constraints, the Government of Guinea

adopted, in 1985, a programme of economic and financial reforms whose

objectives are the followings

(a) eliminating constraints and distortions that handicap the economic

activity of the country in the area of currency, prices and trade;

(b) improving the framework of economic incentives and strengthening

the regulatory and institutional environment in order to promote private

initiative;

(c) reviving productive activities, particularly those of the rural

area through the establishment of a flexible price structure and the free

movement of goods. The Government set the target date of 1991 for attaining

objectives of food security and gradually re-establishing the major mico-

economic and financial balances;

(d) reducing dependence on bauxite; and

(e) establishing minimum basic infrastructure, providing essential

educational and social services, promoting an efficient administration

based on the rational organization of duties and administrative

decentralization. An investment programme was drawn up to implement the

set objectives. The 1987-1989 public investments programme has earmarked

a total amount of investments of $US670 million in terms of disbursements

representing 12 per cent of GDP. Ninety per cent of its financing should

come from external resources in the form of grants or highly concessional

loans. As of 31 December 1986, 78 per cent of the financing had been

secured. About 24 per cent of funding for GDP went to rural development;

25 per cent to the rehabilitation of basic socio-economic infrastructure;

16 per cent to energy and telecommunications; 14 per cent to the social
sectors and 6 per cent to mining.

285. The GDP had positive effects on the Guinean economy; among other things

it eliminated price distortions so as to stimulate the production of

foodstuffs and cash crops; the official rate of the Guinean franc was

adjusted and there was only a slight difference between that and the black

market rate; the banking system was reformed; the reorganization of the

institutional framework in line with the new orientations of liberal
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development was initiated; strict control was introduced into budget policy?

and measures were initiated to implement the policy to reduce the number

of civil servants and redeploy them to other jobs under the job redeployment

assistance office.

286. The 1988 budget resources are estimated at FG 253.5 billion? 126.1

billion will come from domestic earnings and 124.4 billion from external

resources. In 1987 total budget resources amounted to 199.7 billion, 102.5

came from domestic resources and 97.2 billion from external resources.

Expenditure in 1987 resulted in a deficit of FG 14.6 billion which was

reduced in 1988 under the combined effect of the depreciation in value

of the Guinean franc and reschedulings of the debt.

2g7 o As a result of the reform of the banking system, six state banks were

replaced by three commercial banks, one private, the others joint ventures.

However, an appropriate credit policy needs to be established since the

current prevailing interest rates are deemed to be prohibitive by economic

operators.

III. SECTORAL PERFORMAN

A. Agriculture, animal husbandryf fishery and food

283. Farmers, who account for 80 per cent of the population reacted very

favourably to the production liberalization measures taken and incentives

provided by the Government. However, in view of current yields and available

arable land, the production of the agricultural sector is still well below

its potential. Indeed, land cultivated is much smaller than the arable

land identified; 30 per cent in Guinee maritime, 56 per cent in Moyenne

Guinee, 15 per cent in Haute Guinee and 29 per cent in Guinee forestiere

or an average of 27 per cent of arable land estimated at 6 million hectares

for the whole country.

289. The substantial increase in rice production resulted in 1987 in lower

rice imports than in 1986. In 1983, the increase in the production of

rice and other agricultural produce continued. There was a recovery in

the production of agro-industrial crops as a result of attractive producer

prices offered for coffee, palm kernels and cotton. In 1987, 11,785 tons

of coffee, 2/851 tons of bananas, 129 tons of mangoes and 500 tons of palm

kernels were exported.

290. Livestock production has been recovering sharply although statistics

in that respect are faulty. Guinea is estimated to have 2 million head

of beef cattle, 1 million sheep, 1 million goats, 20,000 pigs, and poultry

whose production is becoming substantial«.

291. There has been a substantial rise in traditional fishing since the

liberalization measures were introduced in the sector in 1986 to make it

more dynamic; the fish catch was 25,000 tons in 1986 and 14,000 tons for

the first half of 1987. However^ there has been a decline in the quantities

of fish landed by foreign fishing boats following the revision of fishing

agreements in late 1986.
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B. Mining

292. up until now, 90 per cent of the State's earnings and 83 per cent

of export earnings come from the mining sector particularly alumina and

bauxite. Since 1984, the production of gold and diamonds is growing in

importance in mining activities. Efforts have been focusing on developing

industrial gold mining particularly by providing assistance for modernizing

private gold panning through the introduction of modern and efficient

processes. At the same time, the central bank of Guinea has been trying

to reorganize the marketing of gold with the aim of bringing into the

mainstream official channels a considerable portion of the gold output

which goes into the parallel market. The aim of all these efforts is to

diversify mining and expand the country's export base. The value added

of the mining sector was FG 147.4 billion in 1987. According to official

estimates, it will be FG 151.6 billion at the end of 1988 and FG 153.12

billion in 1989.

293. Substantial investments were made in the mining sector and recently

four mixed companies were established for the large scale mining of gold

and diamonds, i.e., the Association pour la recherche et 1'exploitation

du diamant et de 1'or (AREDOR) the Societe Aurifere de Guinee (SAG), the

Societe miniere de Dinquiraye (SMD)and tha Association miniere du Niandan

(AMN) in addition to other gold projects initiated by the Government.

Manufacturing industries

294. The reorganization of industrial manufacturing activities is in full

swing; 39 State corporations were closed and liquidated at the end of 1985.

At the same time as the State is withdrawing from the sector, a national

and foreign private sector is being established which is buying the former

State corporations or establishing new plants. Only five of the 39 state

corporations that are being liquidated have been bought by private investors;

they have been operating since 1987. As far as all the other corporations

are concerned, the Government is £ither negotiating with private groups

that have made take-over offers or looking for partners.

235. Due to this transition, 1986 and 1987 were bad for industrial activities

which are still producing well below installed capacity. Even the

enterprises that are already operational have difficulties with respect

to cash flow and access to foreign exchange for purchasing their inputs.

It should be noted, however that there are a considerable number of dynamic

small and medium-sized enterprises in the cottage industry and informal

sectors ? 12,000 such enterprises have been identified in Conakry, 81000

of them established in 1984. Currently, the informal sector provides jobs

for over 48,000 people.

296. The value added of manufacturing industries was FG 5.32 billion in

1987 as compared to FG4.38 billion in 1986. It is estimated at FG 5.64

and 5.98 billion at the end of 1988 and 1989 respectively. Actual or

projected growth is mainly attributable to the activities of small- and

medium-sized handicrafts and informal sector enterprises.
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D. Building and public works

297. This sector benefitted the most from the liberalization measures;

there was a very substantial expansion in construction and repairs of private

houses, shops and administrative buildings. The demand for cement increased

43 per cent from 85,000 to 150,000 tons. The programme for rehabilitating

the main road links is continued; Conakry - Namou road (250 kilometres),

Gueckedou-Seredou-N'ZerekoreThuo road, 284 km (the work is expected to

be completed in 1989) repair of the road network of Conakry. A programme

for the maintenance of 300 km of tarred roads and 18P000 km of major tracks

is also ongoing. In 1987, the value added of this sector was FG 41.8

billion. In real terms, it recorded a growth rate of 20 per cent. Prom

estimates, it will have a real growth rate of 11.5 per cent by the end

of 1988.

E. Other sectors of the Guinian eccnomy

298= The value added of the transport and communications sector as a whole

was FG 25,386 billion in 1987 at current prices; this is a real growth

rate of 4.6 per cent over 1986 and is expected to continue until the end

of 1988.

299. in the services sector, the State is pursuing its policy of withdrawal

from the services sector and the private sector is making use of the foreign

exchange auctions market to secure its supplies. The sector's value added

was FG 37.20 billion in 1987 and constant 1986 prices. It achieved real

growth of 8.2 per cent. In 1988 the real growth rate will be around 6

per cent.

IV. EXTERNAL TRADE AND BALANCE OP PAYMENTS

300. Tne bulk of Guinea's export earnings come from mineral products (more

than 94 per cent of the total value of official exports) particularly

bauxite.

In 1987, FOB exports were estimated at FG 277.66 billion of which

FG 260.14 billion came from mineral products and FG 17.523 billion from

agricultural products such as coffee, cocoa, palm nuts and fruits. The

markets that absorb such products are the United States of Afrerica and

the European Economic Community (about one third for each zone), the Soviet

Union and the countries of Eastern Europe (20 per cent of exports) and

Canada which absorbs 8 per cent of exports.

In real terms, exports grew by 9.2 per cent more than in 1986.

CIF imports in 1987 were FG 287,312 billion compared to FG 205,909

billion in 1986. The bulk of imports is intermediate goods (56.50 per

cent), final consumer goods (27 per cent) and capital goods (15.7 per

cent).

In 1987, the trade balance deficit was FG 9.65 billion compared to

PG 10.5 billion in 1986. The goods and services deficit was FG 21,846
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billion compared to FG 17,957 billion in 1986. At the end of 1988, the

trade balance deficit was estimated at PG 54,190 billion.

In 1986, The overall balance deficit was FG 70.3 billion particularly

because of considerable financial costs including the servicing of the

debt. Government transfers and net private capital flows did not compensate

for the outflows of foreign exchange. In 1987 and 1988, the projected

deficit of the overall balance was respectively FG 17,569 and FG 42,510
billion.

The worsening of the balance-of-payments deficit in 1988 is expected

to have come, as in previous years, from the growing debt servicing burden

in addition to a considerable increase in the trade deficit due to a sharp

decline in exports of mining products.

V. DEVELOPMENT FINANCING AND EXTERNAL DEBT

• The implementation of the structural adjustment programme undertaken

by the Government has found growing international support in 1986 and 1987s

(a) Balance of payments assistance was secured from international
institutions and some donors;

(b) IMF provided standby credit;

(c) IBRD provided structural adjustment credit?

(d) Budget subsidies were secured in the form of additional loans

in respect of resumption of monetary relations with France or food loans

from the United States of America, France, Italy and Japan and balance-

of-payments assistance from the USA and Soudi Arabia?

(e) Mobilization of considerable financial commitments for financing

the 1987-1989 biennial investment programme launched by the Government

at the meeting of the Paris Consultative Group and at sectoral meetings

which were held subsequently to that meeting at Conakry.

302. prom 1985 to 1987, there was a substantial strengthening in technical

assistance in order to develop both the planning and management capacities

of the economy and to promote the training of Guinean counterparts. The
first consultative group meeting for Guinea held in March 1987 made it

possible to mobilize a total sum of $US 1.3 billion with a grant component

of about 32.8 per cent and balance-of-payments support credits of $US 277.1
million.

303. At 31 December 1987 Guinea's external debt stood at $US 1,478.4 million.

At the same date, the official debt servicing component was estimated at

$US 174 million $US 184 million of which went to repayment of the principal

and $US 70 million was earmarked for repayment of interests? this represented
26.6 per cent of the country's export earnings. The arrears and delayed

interest payments which stood at $US 287 -nillion at the same date were
consolidated.
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VI. MEDIUM-TERM PROSPECTS

305 ■ Prospects for implementing the 1987-1988 public investments programme

are good in view of the external financing secured. However, budget

constraints will still be considerable in 1988 and 1989 and the bulk of

budgetary revenue will continue to come from exports of bauxite and alumina

controlled by multi-annual agreements which mean that in 1988-1989 there

will be a decline in budgetary revenue assuming that the level of production

and world prices remain constant.

306. The imbalance in trade with the outside world recorded over the past

few years will continue to plague the economy even if a reduction in food

imports is foreseeable as a result of expected increases in production.

Heavier balance of payments will result from increases in imports of capital

goods, intermediate goods, and fuel. The heavy payments on the external

debts will mean that the country would have to seek fresh rescheduling

of payments in 1988 and 1989. It is only after 1989 that the State will

be able have more room for manoeuver but this will depend on progress

achieved by sectors other than the agricultural sector whose performance

is already very good.
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GUINEA-BISSAU

I. OVERALL ECONOMIC PERFORMANCE

307. The real rate of growth of GDP in Guinea-Bissau was 1.1 per cent

during 1980 198**. In 198^-1989, GDP fell by 2.5 per cent and it was

stagnant from 1985-1987. The 3-8 per cent rate of growth registered

in 1987-1986 was not sustained, for in 1988-1989 GDP fell again "by

1.2 per cent.

308. Agriculture dominates the economy and represents approximately

59 per cent of total production. It consists mainly of subsistence

crop growing. Industry is made up of construction and public works9

a brewery; wood processing plant s and a boat yard. It contributed

9 per cent to GDP in 1987 and 1988. The value added from services

represented 32 per cent of GDP in 1987 and 1988.

II. liAJGR PROBLEMS AND DEVELOPhANT POLICIES

309. In order to reconstruct and develop the country after the long

national war of liberation, the Guinea-Bissau authorities launched

an industrialization policy, within the framework of a planned economy.

An ambitious public investment programme financed ty external loans

and focused particularly at the development of the industrial sector

was implemented, Ridid price controls a state monopoly on most domestic

and external trade and high taxation on imports-exports was also

instituted. The agricultural sector was neglected.

310. The management of the public investment programme proved onerous

and difficult in a country lacking qualified. It was constrained by

serious imbalances3 particularly the large budget deficit due to

inadequate revenue covering barely 30 per cent of total expenditure,

caused by: (i) a rapid increase in money supply, caused by the budget

deficit., which led to high inflation^ (ii) private and public high

consumption levels* giving rise to a rapid growth in importss that

could not be covered by exports and thus to a sizeable deficit in the

external trade balance „ with a cover of imports by exports of 3^ per
cent in 1987 and 37 per cent in 19885 (iii) a rapid increase in external
debts, the servicing of which3 after rescheduling^ reached 55-3 per

cent of export revenue in 1988.

311 o The basic factors contributing to this situation are: idle or

under-utilized expensively built industrial plant9 and the fall in

agricultural outputs since most productiono is marketed of neighbouring

countries because of inappropriate pricing policies.

312. in order to reduce the imbalances^ the authorities since 1983*

have attempted to redress the economic and financial situation by

adopting an adjustment programme, in 198^s drawing on World Bank funds
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and an import credit. The peso was devalued by 52 per cent, in order
to correct the serious price distortions and change, the terms of
domestic trade in favour of the agricultural sector. Producer prices

of major export crops and those to the consumer were raised. These
measures, however, have not succeeded in alleviating the economic

financial situation. Domestic inflation was reflected in a 3 to 1
difference between the exchange rates on the parallel and official
markets. The raising of agricultural producer prices and the different

measures to encourage production in the sector have had a limited effect

because of continued shortages of inputs and essential goods. The
institutional reforms were implemented very slowly, particularly those
concerning the privatization of state-run enterprises and the

liberalization of transport and the wholesale trade.

313« At the end of 1986, the major imbalances cited above still persisted

and had even worseneds particularly in external trade, where exports

represented no more than IT per cent of imports and debt service absorbed

90 per cent of export receipts.

314. In 19873 the authorities adopted a medium-term strategy aimed

at eliminating both structural bottlenecks and those resulting from

previous economic policies and internal and external imbalances. The
new Structural Adjustment Programme (SAP) shich was adopted over three

years drew on resources from the Structural Adjustment Facility (SAF)
and a package of measures was implemented, financed by the World Bank

and other donors. The major objectives were: a real growth in GDP
of 3.5 per cent between 1987-1989; a fall in the the inflation rate

from U5 per cent in 1986, to 8 per cent in 1989; the reduction of the

current account deficit to a sustainable level and the normalization

of relations with the major creditors by the paying off of external
arrears by means of rescheduling and repaying the public debt. The

measures implemented envisaged an increase in the means of transport,
the mobilization of additional domestic financial resources and market
liberalization. Agriculture and fishing were given first priority

in the programme.

III. SECTORAL GROWTH

A. Agriculture, forest and fishing

3i5 The agriculture,, forest and fishing sector is predominant, with

the* value added at constant 1980 prices of $US 103 million in 1988.
Subsistence agriculture produces rise, cassava, potatoes and yams.

Groundnuts are the main export crop, together with palm oil and cotton.

Cereal production was approximately 2^0,000 tons in 1968, while groundnut
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production was barely 50,000 tons.

316D<rhe value of wood exports, of approximately 56,000 m3 has barely

exceeded $US U009000 since 1983. In spite of the enormous forest

potential, the contribution of the sector to GDP is rarely more than

1 per cent.

317. The state run "Pescarte" assists traditional fishermen and they

supply the domestic market with some 3,000 tons of fish per year.

Industrial fishing3 however9 is carried out by foreign companies, often

in co-operation with the artisanal sector. The annual catch is 150,000

tons on average9 which represents approximately 50 per cent of annual

exploitable potential. Value added from fishing contributes 5 per

cent of GDP.

B. Industry

318= The sector comprises: a brewery, with a capacity of 15,000 litres

of beer and 5*000 litres of soft drinks; the Bolama fruit juice factory;

a vehicle assembly plant, with a capacity of 500 vehicles a year; a

cotton seed plants with an annual capacity of 3^+sO0O tons and an agro-
industrial plant for husking rice (50,000 tons) and groundnuts (70,000

tons) and for producing oil and soap. Other contributions to the

industrial sector include several small brick-making plants, by making

concrets, artisanal oil pressing plants, flour mills, mattress factories

and prefabricated construction material enterprises. During 1980-1985,
industrial investments reduced considerably. Several factories were

closed down, in order to reduce imports of industrial raw materials.

C Construction

319. The construction sector employs about U,75O people and contributes

only 3 per cent to GDP. The main construction material factory is

at Bafata, which had the capacity of 2 million bricks and 2 million

tiles per year. The import bill on construction materials is $US
1,000,000.

D. Energy

320. Guinea-Bissau has enormous hydroelectric potential, because of

its numerous rivers. In 19799 the Government approved a seven-year

investment programme, with a cost of 1.35 billion pesos,which aimed

to increase the capacity of the Bissau and Bafata Stations to 20 million

watts, by harnessing the hydrolectric potential of the Lorubal river.

As a result, the Boe region to be irrigated and energy supplies to

a projected bauxite-allumium factory. The programme has not yet been

implemented. Currently, all electricity is thermal. The installed
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capasity of 7 megawatts, did not change between 1980 and 198**, while
total consumption is Ik GWH. The ADB allocated $US 5-7 million to
the Bissau authorities for the rehabilitation of the Bissau thermal

plant.

321. In 1988 the .American company, Pecten^ obtained a license to prospect

for oil in the southern region of the country., where a joint ELF and

TEXACO team is already operating in an area of U.,000 km2.

E. Transport and communications

322. The road system consists of 2,500 km of roads, of which U00 are
stone. Five hundred km were rehabilitated using IDA funds^ in 1979

and a further 500 km are to be rehabilitated by means of IDA and Kuwaiti

Fund resources. Currently the road system carries U8 per cent of the

traffic, but many roads are impassable during the winter. River

transport carries 52 per cent of the tonnage and could, because of

lower costs, be the future solution to the country's transport problems>

particularly for the carrying of agricultural produce for export.

The World Bank and Arab funds are financing the rehabilitation of Bissau

port s to a total of $US h"J. h million. Similarly, another project

financed by the Kuwaiti Fund involves the modernization of Bissau

International Airport.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

323. FOB exports totalled $US 21.7 million in 1968, in comparison with

$US 16.5 million in 1987, while imports FOB for the same years were

$US 56-9 and $US U8.8 million respectively. The deficit in the current

operational balance was $US 23. k million in 1988, as against $US 16
million in 1987-

324. The overall balance was in deficit by $US 12.3 million in 198**s
$US 15 million in 1985 and $US lb.9 million in 1986. In 1987 there

was a slight surplus of $US 0.1 million, but in 1988, this was replaced

by a small deficit of $US 0.7 million.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

325. Since the beginning of the 1980s, Guinea-Bissau has received

considerable development aid: $US 388•7 million between 1981-1966 3

an average of $US 65 million per year, of which almost 60 per cent

came from bilateral aid (the Netherlands! Sweden, France and Italy)
and kO per cent was multilateral aid (EEC, IDAS UNDP, WFP). Almost

77 per cent of the aid was in grantss with the rest in loans.

326. The country's external debt totals $US 305.9 million, $US 293.8

million of which was long term and $US 10.9 million short term at the

end of 1987. At the end of 1986. debt service was $US 8.7 million,

representing 5^.1 per cent of export revenue.
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VI. MEDIUM-TERM PROSPECTS

327. The medium-term development prospects of Guinea-Bissau will depend
largely on the results of various structural measures to be applied
by the Government within the framework of the present triennial
adjustment programme. It will take much firmness on the part of the
authorities who have already got many of the conditions set for
implementing the adopted programme, to enforce the reduction in the
inflation rate, the stablization of the exchange rate and the diversion
of resources towards the private sector.
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LESOTHO

I. OVERALL GROWTH PERFORMANCE

328. as a result of a pronounced recovery in the roanufacturing, building and

construction and wholesale and retail trade sectors, real gross domestic product

grew by 5.8 per cent in 1936, compared with 1.6 per cent in 1985. Preliminary

estimates for 1987 are of a slightly lower growth rate in real GDP of 4.7 per cent,

which is largely a reflection of good performance in the agricultural sector.

329. Money supply broadly defined, rose by 17.7 per cent, from M359.4 million in

March 1987, to M423 million in March 198G. The main factor exerting a substantial

influence on money supply was domestic credit expansion, which increased by 46.8

per cent, from M223.4O million in March 1987, to M327.99 million in March 1983.

Government borrowing was particularly marked and rose by 50.5 per cent, from

M132.22 million to M199.16 million. The expansionary influence of money supply

growth was partly nulified by the decline in the net foreign assets of the banking

system, from M19O.56 million in March 1987, to M178.21 million in March 1988.

33Q The annual rate of inflation, measured by the average of three retail price

indices, declined from 12.0 per cent in the year to October 1987 to 10.1 per cent

in January 1988. Inflationary pressure lifted mainly because of the exemption of

basic commodities from sales tax and through an appreciation of the rand against the

US dollar. The annual rate of inflation was, however, lower than the increases of

13.6 per cent in the import price index and of 14.2 per cent in the South African

consumer price index during the same period. Thus., the rate of inflation is expected

to rise during 1988 perhaps to 12-13 per cent over the whole year, due largely to

the further depreciation of the loti/rand against the US dollar and other major

currencies.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

331. Lesotho is a landlocked country, of which only approximately 13 per cent is

suitable for cultivation. Population presure and considerable over grazing have

caused serious soil erosion. Periodic drought also inhibits agricultural production,

particularly of food grains. The lack of fiscal and monetary discretion and the

country's over dependence on the South African economy are other problems. About

50 per cent of GNP is derived from South Africa and domestic consumption is largely

of imported goods. Government policies since independence have sought to reduce

the reliance of the economy on imports and factor income from abroad but they have

had little success. Preliminary estimates for 1987 indicate that net factor income

from abroad and imports of goods and non-factor services made up 87.4 per cent of

GNP and 57.6 per cent of total national resources at current prices (compared with

23.0 per cent and 34.0 per cent respectively in 1967). A household budget survey,
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conducted by the Bureau of Statistics in 1986/1987, revealed that approximately

37.0 per cent of all households derive their income frorr. remittances by migrant

workers. While remittances are beneficial as a major element in the financing of

Lesotho's substantial trade deficit, the loss of skilled manpower is a major

constraint on the development of the economy, particularly in the agricultural

sector.

332. The budget deficit as a proportion of GNP has continued to rise- About 70 per

cent of the revenue comes from South African Customs Union (SACU) receipts and in

1986/1987 this tax netted M49 million- VThile recurrent revenues have fallen in real

terms, recurrent expenditure has continued to increase rapidly. In 1987/1988, the

disparity between total receipts and total expenditure resulted in an estimated

budget deficit of M119.6 million, compared with M85.1 million in 1986/1987. During

the period 1982-1985 the deficit was financed mainly from external sources. In

1985/1986., however, government reliance on the banking system rose appreciably and

part was met by a reduction in net foreign assets.

333. The fall in the world market price of diamonds in 1982 resulted in the closure

of Lesotho's only mine and activity is now dependent on individual diamond diggers.

Production in real terms declined from M2O.7 million in 1980, to only M2.1 million in

1986 and a preliminary estimate for 1987 of M2.2 million- Heavy competition from

imports of crushed stone resulted in a cessation of quarrying in 1983. The Lesotho

National Development Corporation (LNDC), however, planed to re-establish crushed

stone production in 19S8, to service construction activity on the High-lands Water

Project.

III. SECTORAL PERFORMANCES

A. Food and Agriculture

334. In the absence of significant activity in mining and quarrying, agriculture

makes up virtually all of the primary sector which is highly vulnerable to climatic

conditions.

335. In 1987, the agricultural contribution to GDP increased by 10.9 per cent,

mainly due to a recovery in croP production. The combined production of the major

cereal crops -- maize, sorghum and wheat - rose from 130,955 tonnes in 1985/1986,

to 144,691 tonnes in 1986/1987. This output is estimated to account for 48.0 per

cent of the total food supply in the 1987/1988 marketing year. Thus, in spite of a

seeming recovery in crop production since the end of the prolonged drought period in

19S4/1985, the food security situation continues to be precarious.

336. Agriculture as a proportion of GDP fell from 50 per cent in 1973/1974, to an

estimated 20 per cent in 1987, but the sector still provides at least some of the

income of 70 per cent of the domestic labour force. Yields have been declining

at 3 per cent per year in the last decade. In a. normal year, Lesotho imports

about 25 per cent of its needs in basic foodstuffs, but sine 1982/1983, output has

been at much reduced levels due to severe drought, with the result that food aid has

been needed to meet 50 per cent or more of requirements.
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337. The High-lands Water Project irrigation facilities will enable the country

to combat to a certain extent the effects of periodic drought. It is worth noting

that according to 1986/1987 budget data, the government invested 17.7 per cent of its

development (capital) expenditure in agriculture.

B. Manufacturing

333= Manufacturing output at constant prices rose by 15 per cent in 1986 and is

estimated to show a further growth of 18 per cent in 1987. The share of manufacturing

in total GDP at constant factor cost has increased from 5 per cent in 1980, to 9

per cent in 1986. Preliminary estimates for 1937 reflect a further increase. Most

manufacturing is within the private sector, in joint ventures with the LMDC. The

government has supported local and foreign private investment in manufacturing,

although the incentives have not been commensurate with those offered by South

Africa. Under 1984 legislation, the tax holiday for eligible companies is six years.

The Basotho Enterprise Development Corporation which was established in 1975 caters

for the credit,- training and technical needs of local enterprises. The programme

has met with some measure of success and as many as 20.000 new jobs have been created.

339O The manufacturing industries heavily depend on foreign technology. The

ratio of imported raw materials to total materials used is very high, usually 70.0 to

80.0 per cent.

340. In 1988, a comprehensive export financing scheme was established, by which

the LNDC will assist exporters by issuing export credit guarantees. The pre-shipment

Credit Guarantee serves as collateral in applications to commercial banks for

concessionary Pre-shipment Finance. Under these terms exporters are charged interest

rates of 2 per cent less than the actual prime rate, in order to make export sales

more attractive and competitive. The post-shipment credit facility is designed

to assist exporters to begin new production phases at a time when their working

capital is tied up, before foreign buyers pay for the goods already shipped.

IV. EXTERNAL TRADE AND BALANCE OF PAYI5EKTS

341. Following the rapid expansion of manufactured exports (clothing and footwear),

total export earnings are estimated to have increased by 33.0 per cent7 to M77.3

million in 1987. Exports rose from 9.0 per cent of GDP in 1986, to 10.6 per cent

in 1987. Imports, however, rose from 11810.6 million in 1986, to 11932.2 million in

1987, or from 65.9 per cent of GNP in 1986, to 68.0 per cent in 1987. Worker's

remittances constitute the largest item in Lesotho's balance of payments, financing

72 per cent of total imports in 1986 and 68 per cent in 1937.

342. High import demand and stagnant unrequited transfers resulted in current

account deficit of 1482.5 million in 1987, compared with 1440.4 million in 19S6.

343. The overall balance, measured as the net foreign assets of the banking system,

recorded a deficit of £118.3 million in 1937. At the end of 1987, the net foreign

assets covered 10.5 weeks of imports, in comparison with 13.2 weeks in 1986.
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V. DEVELOPMENT FINANCE AND EXTERNAL DEB11

344. At the end of 1987, the total outstanding external public debt amounted to

M428.4 million, an increase of 5 per cent over 1986. This modest increase in

the maloti value of total outstanding debt was due to the appreciation of the rand

and thus of the loti. Of the total outstanding debt; some M349.2 million was

contracted on concessional terras, with the majority having interest charges of

between 0.5 and 1.0 per cent and nearly 70 per cent having a contractual maturity

of 50 years, including a 1O year grace period.

VI. MEDIUM-TERh PROSPECTS

345. The prospects for 19G8 seem brighter than for 1987. A lot., howeverr will

depend upon developments in the agricultural sector. Good rains fell at the beginn
ing of the 1987/198G summer crop season, but they were followed by exceptionally

heavy rainfall that caused havoc throughout the entire subregion. Summer crops,

particularly beans could well have been damaged and crop production could be

considerably reduced. Livestock production, however, should benefit from improved
grazing. The strong growth registered in trade and industry could help to accelerate

the yrowth momentum, provided that there are adequate flows of bank credit to these

activities and that private investment increases. Real economic growth rates of

1-2 per cent may have been realized in 1983. The construction phase of the Lesotho

High-land Water Project began in 1933 and apart fron employment opportunities, the

project is also expected to provide the impetus for increased economic activity in the

country.

346. The current policy initiatives set out in the five year National Development

Plan, 1986/1987 to*1990/1991 stress the strategic goals of reducing import intensity
and expanding the export base, by promoting local resource based industries such as

ranching and meat processing.
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MALAWI

I. OVERALL GROWTH PERFORMANCE

347. The Malawian economy remained depressed in 1987 due to the lagged effects

of the severe balance of payments problems in 1986- On account of enhanced export

performance at the later part of 1987 resulting from increased tobacco sales, a

major foreign exchange source, the overall balance improved significantly but

due to the critical external financial position throughout most of 1987, the

improvement was not sufficient enough to reverse the decline in GDP growth. The

weak growth emanated from a broad-based slow-down with negative growth rates

posted by such key sectors as manufacturing (-0.8 per cent), construction

(-26.1 per cent and transport (-3.8 per cent). The agriculture sector registered

a modest increase in value added of 1.9 per cent mainly as a result of a 7 per

cent increase in estate sub-sector output. Overall, real GDP declined by 0.2

per cent which compares unfavourably with a growth of 2,8 per cent in real terms

in 1986.

348. The rate of inflation deterriotated further in 1987 as a result of high

transport cost which made imports expensive and the general inpact of the

devaluation of the Malawi Kwacha, hoarding of consumer goods and specualtion in

prices by the business sector in anticipation of further currency adjustment. At

end-1987, the rate of inflation stood at about 27 per cent compared with 15 per

cent in 1986.

349 # The supply of goods to the domestic economy economy grew by about 25 per

cent in 1987 as against an increase of 11.5 per cent in 1986. Gross fixed capital

formation rose from 10.6 per cent of GDP in 1986 to 11.6 per cent in 1987

reflecting an easing in adjustment to the import price build-up experienced in

1986. Domestic savings increased from K192.3 million in 1986 to K287.7 million

in 1987. This reflected the decreased share of GDP going to public and private

consumption. National savings increased from K108.9 million to K220.8 million

as a result of increased domestic savings and private transfers. The large

scale private sector increased its investment by about 156.7 per cent in 1987,

after a big reduction in 1986. As a percentage of GDP, this was an improvement

from 2.4 per cent of GDP in 1986, to 4.3 per cent of GDP in 1987. Public

expenditure on fixed investment decreased slightly from 6.8 per cent of GDP

in 1986 to 5.9 per cent of GDP in 1987, an indication of public sector restraint

on expenditure.

350. Total consumption expenditure increased by 22.5 per cent in nominal terms

but as a percentage of GDP, it declined from 91.6 per cent in 1986 to 90 per

cent in 1987. Since large increases were limited to the normal wage creep,

estimated at 5 per cent annually, the increase in total consumption expenditure

can largely be attributed to higher prices triggered by excess liquidity and the

premium on imports resulting from foreign exchange shortages.

351. The actual out-turn of the 1986/87 budget performance indicate that total

revenue and grants increased by 11,2 per cent while total expenditure grew by

30.2 per cent compared to the levels of fiscal year 1985/86. Consequently the

deficit widened to a record K252.7 million, representing 11.0 per cent of GDP.
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356. In late 1987 when the foreign exchange situation improved, the Reserve

Bank of Malawi cleared off the payment arrears of establishments in the industrial

sector to foreign suppliers and libreralized 50 per cent of the imports of

industrial raw materials and spare parts. By August 1988, practically, all

imports of intermediate goods for industry have been liberalized. Under the tax

reform programme, the Government had streamlined and rationalized direct and

indirect tax procedures so as to encourage industrial activities. For export-

oriented industries, preferential access to foreign exchange has been granted.

To improve the performance of parastatals, major structural and cost cutting

reforms were put in place including a wide range of tariff and price adjustments.

As a result of such measures ADMARC, the major parastatal body, transformed its

losses of about K16.6 million in 1986/87 from its crop selling activities to a

profit of K10.9 million in 1987/88 crop season.

357, The government negotiated a 15-month stand-by arrangement with the IMF

supported by a SDR 13.02 million withdrawal over the programme period effective

January 1988, In a medium to longer term framework, negotiations have been

completed on an enhanced structural adjustment facility (ESAF) which will run

for three years involving SDR 55.8 million. An agreement was also concluded

with the World Bank on an industrial and trade policy adjustment credit totalling

$174.5 million.

III. SECTORAL PERFORMANCE

A. Food and Agriculture

358. During the 1986/87 growing season, the agriculture sector experienced both

variable weather conditions and outbreak of pest. The drought conditions in some

of the major growing areas, particularly in the southern region, seriously

affected small holder production of food crops. Production of maize, the major

staple food, declined considerably from 1.295 million tonnes in 1986 to 1.218

million tonnes in 1987. Maize production during the 1987/88 growing season is at

1.49 million tonnes. Similarly, paddy rice production declined and output in

1989 is estimated at 28,432 tonnes. The mealy-bug infestation destroyed a

considerable amount of cassava output.

359. with respect to cash crops, the volume of tobacco sold at auction floors in

1987 amounted to 72.5 million kg., an increase of 14.2 per cent on the 63.5 million

kg. sold in 1986. Tobacco output for 1988 is estimated at 67,048 tonnes which

is 7.5 per cent down in 1987. Cotton output declined from an estimated 36,235

tonnes in 1986 to 21,000 tonnes in 1987. Overall, the agriculture sector registered

a growth rate of only 1.9 per cent in spite of the healthy growth of the estate

subsector which posted an increase of 7 per cent.
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BD Manufacturing

The performance of the manufacturing sector in 1987 was adversely affected

by two main factors. One is the severe shortage of foreign exchange in 1986

which drastically reduced the supply of raw materials and spare parts to industry.

The next is the reduction in ADM&RC purchases which meant a cut down in supply

to agro-based industries. The overall index in manufacturing output declined

by 3o6 per cent in 1987. Following the liberalization of the import of certain

industrial inputs during early 1987, manufacturing output may register a high

growth rate in excess of 2 per cent in 1988 provided the capital inflows are

forthcoming.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

361. Total exports (f-o.b.) in 19R7 are estimated to have increased by about

33.1 per cent from K462.1 million in 1986 to K615.1 million in 1987. Total

imports (c.i.f.) are estimated to have risen by 37.0 per cent from K478.0 million

in 1986 to K653.9 million in 1987. 'The trade gap widened by about 144.7 per cent

from K15*9 million in 1986 to K38.9 million in 1987. The current account in 1987

registered a deficit of K149.2 million, an increase of 7.0 per cent over 1986.

The deifict on non-factor services amounted to K286.8 million, a 24.0 per cent

rise over the 1986 figure. The deficit on factor services also rose in 1987 to

K134.6 million mainly due to increases in interest payments on external debt.

362= In 1987, the capital account surplus increased by 41.9 per cent to K186.1

million over the previous year. The overall balance after debt relief in 1987

was K85-5 million. This improvement in the balance of payments was partly

attributed to the debt relief and increased capital inflows in 1987.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

363. Both multi-lateral and bilateral commitments of capital assistance in 1987,

for grants and concessional loans, amounted to about US$174 million. Actual

disbursements are estimated to be in region of US$170-180 million. Of this about

half or US$85 million was in the form of balance of payments support. A signifi

cant part came from the co-financing provided by bilateral donors to support the

Structural Adjustments efforts undertaken by the Government.

364O Total external debt payments in 1987 amounted to K213.6 million. The debt

repayments was more than offset by a substantial increase in exports of goods and

non-factor services leading to a decline in the debt-service ratio from about

45 per cent in 1986 to 32 per cent in 1987. This slightly lower debt-service

ratio is also attributed to the debt relief obtained at the end of 1987.
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VI. MEDIUM-TERM PROSPECTS

365. Reai qdp at constant 1987 factor cost is forecast to increase by 2.3 per cent

in 1988 over the level achieved in 1987. This marginal growth rate will greatly

be influenced by the performance in small holder agricultural output, whose real

value is expected to decline by 4.6 per cent.. Nominal GDP is forecast to rise by

20=7 per cent to K3,484.3 million in 1988 based on the latest available.indicators.

Total supply of goods and services to the domestic economy is forecast to increase

by 22.9 per cent, slightly above the increase in nominal GDP, a reflection of the

19.9 per cent increase in import prices as a result of the currency adjustment.

366-. Some modest build up in monetary stocks was expected in 1988 because of the

big erosion in monetary stocks during 1986 and 1987. Government consumption was

at a standstill in 1988, increasing by a mere 1.5 per cent or K7.5 million compared

to 13.6 per cent in 1987. Private sector consumption is expected to increase by

23.5 per cent without causing too much pressure on the banking systems ability to

provide non-inflationnry credit. Overall consunption expenditure is'forecast to

increase by 19.1 per cent in 1988 over 1987.
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MALI

I. OVERVIEW OF RECENT ECONOMIC PERFORMANCE
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which are the main component of overall earnings themselves include nearly

40 per cent indirect taxes, particularly customs duties. Current expenditure

which rose considerably in 1986 (CFAF62.7 million against 56.1 millionr in

1985 or an increase of 11.8 per cent) levelled off at 62.4 billion in 1987

and 65.8 billion in 1988. They continued to be dominated nearly 80 per

cent by operating costs.

373 Tne consolidated transactions of the State revealed considerable budget

difficulties in 1987. Although the total of overall expenditure was reduced

mainly because of the decline in investment expenditure reflecting the

completion of major projects, there was also a decrease in budget earnings

and a considerable decrease in net external and internal financing. The

overall budget deficit based on commitments and excluding grants was reduced

from CFAF66 billion or 11.5 per cent of GDP in 1986 to CPAP60.3 billion

or 10 per cent of GDP in 1987 and then to CPAF55.5 billion or 8.9 per cent

of GDP in 1988. The budget deficit including grants was reduced respectively

from CFAF40.2 billion (7 per cent of GDP) to CFAF29.1 billion (4.9 per cent

of GDP) and then to CFAF28.6 billion (4.6 per cent of GDP) during the same

period. However, total funding declined from CFAF43.9 billion to CFAF22.4

billion and then to CFAF20.7 billion during the same period. Net external

financing was sharply reduced from CFAF5.5 billion in 1986 to CFAF2.1 billion

in 1987 following reductions in loans for projects and in budget loans.

Net domestic funding rose in 1986 by CFAF1.5 billion and then declined by

CFAF6.2 billion in 1987 mainly as a result of State withdrawal from the

banking system in order to keep the statutory advance of the Central Bank

within prescribed limits. In this context, the State accumulated net domestic

and external payments arrears of CFAF6.1 billion.

374e There were increases in revenues as a result of measures taken from

mid-1987, involving, among other thingss (a) higher taxes on vehicles;

(b) a reduction in the deadline for paying customs duties from 15 to 10

days and a reduction in the number of categories of imported products

benefitting from the system of immediate removal and (c) improved fiscal

administration, in that connection, the following reforms were introduced!

(i) Strengthening of the customs administration;

(ii) Strengthening of tax collection administrations?

(iii) Establishment of a special brigade to improve collection of tax

arrears;

(iv) Establishment of eight new centres at Bamako for collection of

. taxes on goods and services;

(v) Completion of the exercise on identification of tax payers and

regular updating of the relevant lists;

(vi) Tighter control■; of income collection services and of funds of

public establishments;
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(vii) Reduction in tax exemptions;

(viii) Reduced access to customs warehousing procedure; and

(ix) Computerizing of tax files and training of tax collection officers.

375. As far as expenditure is concerned, the on-going reforms with the

assistance of the United States of America continued; Growth in expenditure

was contained within reasonable limits as a result of the following measures:

(a) keeping total salaries at the 1987 level by reducing recruitments to

250 a year, retiring civil servants, temporarily cancelling cost of living

adjustments; and <b) cancelling extrabudgetary expenditure and the practice

of unauthorized expenditure. The overall objectives were to reduce domestic

and external payments arrears and net Government debt to the banking system,

376. In addition to the above-mentioned budgetary measures, the Government

continued its reform of the banking system emphasizing in particular the

strengthening of credit supervision, the restructuring of the BDM and cash

replenishment of the, post office savings bank system. The strengthening

of credit control will involve tighter controls of commercial bank

transactions by BCEAO to ensure that credit ceilings are respected and,

if need be, taking punitive measures against banks that exceed that ceiling.

The Government is working closely with the World Bank and other donors to

rehabilitate the BDM. The rehabilitation of the BDM comprises: (a) limiting

State participation in the restructured bank to 20 per cent, the majority

of shares being held by private partners associated with an established

bank which would manage the restructured bank; (b) recapitalization of

the BDM by its new shareholders at a level that is compatible with the banking

regulations of BCEAO and of Mali; and (c) continuation of efforts to recover

the outstanding balance of bad and contested debts by the restructured bank.

In early 1988, the Government took several measures in line with these

objectives. In order to facilitate collection procedures, a law was passed

on 27 February 1988 which gave the BDM powers that were similar to the

Treasury's with respect to litigation. Alsop in February 1988, an agreement

was signed with BCEAO for the consolidation of the debt of BDM to BCEAO

which involved a repayment period of 10 years, a grace period of three years

and an annual interest rate of 6 per cent. The governing board of the BDM

was dissolved and a new interim administrator was appointed on 1 April 1988

to implement the rehabilitation programme of the BDM. The cash replenishment

of the post office savings bank system will be undertaken under the World-

Bank-supported public enterprises reform programme.

377. A key liberalization process was set into motion in 1987 to organize

the grains market, rehabilitate public finance and secure equilibrium in

the balance of payments. The measures taken also place special emphasis

on rehabilitating the productive machinery through the cleaning up of public

enterprises and of the banking system. The measures included: (a)

reorganization of the cereals market through the implementation of a more

flexible pricing policy eliminating producer prices for millet, maize and
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sorghum; maintaining a producer price for paddy rice; rfens'Crut:curing some

ODRs and abolishing six of them; redefining the role of the Qf££p3... A^s

prpdu_j.tA agrj-cpj^s _du, Mall (OPAM) restricting it to managing the national

security stock and supplying food deficit areas; (b) implementation of

a medium-term plan of action for cotton in collaboration with the World

Bank in order to streamline the tax structure, reduce the gap between producer

prices and world prices and restructure CMDT; (c) strengthening of the

financial system for the establishment of a new budget structure, the

reorganization and restructuring of the largest bank in Mali - BDM - and

strengthening the management of the Caisse ajJtojLpmg,. d^^ampxtlsgejnenj;? < 3)

encouragement of the private sector to participate in economic activities

especially in the marketing of local products and the establishment of

enterprises. In future, the taxation system will be revised in order to

reduce distortions and improve the system of incentives; (e) liberalization

of pricing price and marketing policy; (f) implementation of a programme

to reform the parastatal sector with the assistance of economic partners

whose lead agency is the World Bank, The aim of this programme is to enhance

the use of resources through the adoption of measures designed to shift

the focus of sectoral activities sector so as to make them more efficient

and more profitable. It will also be based on the programming of public

investments* In that connection, an investment budget has been adopted

for 1988.

III. SECTORAL PERFORMANCE

A. FPO&

378= The adverse weather conditions which prevailed until 1985 caused

considerable deterioration in the situation of the major components of the

rural sector. In real terms, the annual declines in value added between

1981 and 1985 were 4.3 per cent for foodstuffs, 11.6 per cent for industrial

crops, 10,9 per cent for stock breeding and 18.1 per cent for fisheries.

Only forestry recorded positive growth estimated at 4.2 per cent a year.

379o From 1986 onwards, rainfall returned to normal and there was an

appreciable improvement in the situation of the rural sector whose growth

rate in real terms was exceptionally high in 1986 at 32.6 per cent compared

to 3.8 and 8.5 per cent respectively in 1987 and 1988. As far as production

was concerned, there was a rise in output for the major crops except between

1986 and 1988 when the premature end of the rains and locust attacks brought

down food crop production by 15-8 per cent (1,466 tons in 1987-1988 cdmpared

to 1,741 tons in 1986-1987) and cash crop production by 14.2 per cent* This

trend was also _ supported by a number of reforms particularly for the cereal

and cotton sector. Thus, the Government began to liberalize the marketing

of cereals. To that end, the bill passed by the Council of Ministers to

limit the role of OPAM to the management of the national cereal security

stock and the supply of food deficit areas was submitted to the national

assembly in late June 1988. In that connection, official prices for millet,

sorghum and maize were abolished. The Government also launched its campaign

for rehabilitating and restructuring the Office du, Nj-.qer which will cover
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cover the period 1988-1994 with the financial assistance of the World Bank

and bilateral donors. Rural development operations (ODRs) are being

restructured in depth. Six ODRs were liquidated in late June 1988 while

the situation of the others is being examined to determine whether or not

to rehabilitate or liquidate them during the period 1988-1992.

380. The Government is defining, in collaboration with the World Bank, a

medium-term plan of action for the cotton sector in order to streamline

the structure of taxes and to link producer prices to world prices starting

from the 1989-1990 crop season. Based on projections of an increase in

yields from a new variety of seeds and a world price for cotton fibre' of

CFAF450 per Kilo, the cotton sector is expected to begin showing a profit

from the 1988-1989 season onwards. The Government will adopt the budgets

of the cotton sector for the 1987-1988 and 1988-1989 seasons, for OSRP and

CMDT in line with procedures designed to that effect under the Mali - Sud

II Project. Some of the specific measures taken by the Government ares

(a) to stop subsidising, on inputs from the 1987-1988 budget year onwards;

(b) to wholly iclude expenditure and income relating to derivatives in

the 1987-1988 cotton budget of the CMDT? (c) to continue to exclude

expenditure that does not concern cotton from the 1987--1988 cotton budget

of CMDT; (d) to authorize CMDT to negotiate directly with public and private

companies on the terms and prices for transporting cotton. Such agreements

will later be made official by the appropriate authorities and (e) to

continue, until the end of December, to allow CMDT to import free of duty

the inputs required for productiont weaving and marketing. These measures

are expected to reduce the deficit of the cotton sector for the 1987-1988

marketing year to about CFAP500 millionD This deficit is expected to be

covered by STABEX resources. If the available financing exceeds the deficit,

the sector will make payments to the Government for its deferred tax

obligations.

B- Other sectors of the Malian economy

381. During the period under review,, the contributions of the secondary

and tertiary sectors to GDP formation were around 11.5 and 32.9 per cent

respectively with growth rates in real terms of 1.1 and 3.7 per cent. The

poor performances of the secondary sector are largely attributable to the

difficulties facing state enterprises and companies.

382. The Government introduced a series of reforms to overcome the various

constraints. The aim of the programme which is supported by the World Bank

is to improve the economic,, financial and institutional environment of public

enterprises through the rehabilitation of key enterprises, the privatization

or liquidation of other enterprises and settlement of payments arrears.

Of the 36 enterprises concerned by the programme, only six will fully remain

in the public sector; 15 of them will be privatized and the other 15 will

be liquidated. The enterprises where the Government remains the sole

shareholder and which will be rehabilitated are those operating in the area

of water and electricity (Electricite du Mali - EDM), posts and

telecommunications (Office des postes et telecommunications - OPT), railways
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(Regie des chemins de fer du Mali - RCFM), inland water transport (Compagme

m^iienne de navigation - COMAMAV), the production and distribution of
~*n»™++»« ™* marches (Societe nationale des tabacs et allumettes du Mali
- SONATAM) and the Selingue dam (Office d'exploitation des ressources

hvdraulignes du Haut-Miger - OERHN). Under the World-Bank-supported project

to reform public enterprises, efforts are ongoing to identify and verify
crossed public arrears. The work was expected to end in 1988 and a schedule
of crossed arrears established in the form of compensation, cash payments,

consolidation and cancellations. The results of the work will be taken
into consideration and agreement will be reached when the mid-term review

of the programme is undertaken.

383. The Government has completely liquidated Air Mali. This resulted ins

(a) the sale of all the company's assetss (b) the laying off of all the

staff; (c) closure of Air Mali's offices in Mali and abroad; and (d) a
complete audit of all accounts including the verified list of debts and
payments arrears. The product of the sale of assets was used to reimburse

the debts and arrears owed by the company. SOMIEX was also dissolved.

IV. FOREIGN TRADE AND BALANCE OF PAYMENTS

384 The external accounts of Mali have serious imbalances. Following

substantial deficits in 1985 (CFAF-13.9 billion) and in 1986 (CFAF-14.7

billion), 1987 appears to be exceptional with a surplus of CFAF4.7 billion.

However, according to available estimates, the balance worsened in 1988.

Things would have been worse still as a result of fresh accumulations of

external payments arrears of 8.1 billion in 1985, 4.2 billion in 1986 and

8.4 billion in 1987. Moreover, trends in the current deficit relative to

the gross domestic product, reflect economic trends in Mali between 1985

and 1988.

385. The gradual reduction in Mali's current balance-of-payments deficit

between 1985 and 1987 is mainly due to an improvement in the trade balance

(-131.7 billion in 1985, -100.5 billion in 1986 and -70.2 billion in 1987).

The latter balance was largely due to cutbacks in cereal imports and imports

of petroleum products in terms of volume and price. However, in 1988

following the decline in cotton prices, stagnation in gold exports and

livestock products and resumption of cereals imports, the situation

deteriorated once again- Exports were dominated mainly by cotton fibre.

386. On the whole, the global balances achieved (13.9 billion in 1985, -

14.7 billion in 1986, 4.7 billion in 1987 and -17.6 billion in 1988)

nevertheless take into account the exceptional financing of accumulated

payments arrears and renegotiation of debtss 8.1 billion in 1985, 4.2 billion

in 1986, 8.4 billion in 1987 and -8.0 billion in 1988. For 1987 in

particular, performance was due to the following factors? (a) sharp rise

in earnings from cotton exports (31.9 billion compared to 24.0 billion in

1986) as a result of the recovery in world prices and increased production;

(b) decrease in value of imports of petroleum products as a result of the

combined decline in petroleum product prices and the dollar; (c) the

decision taken by the authorities to ban any purchases of cereals from abroad

in order to facilitate the sales of OPAM and Office du Niger stocks which

resulted in a decline in imports; (d) restrictive budgetary measures taken

by the authorities and moderate growth in bank credits which helped to
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V. DEVELOPMENT FINANCING AND EXTERNAL DEBT

387. Over the past four years, the official external debt fluctuated around

CFAF700 billion. The actual amount of the debt increased from 284 billion

in 1982 to 545 billion in 1986 and 555 billion in 1987 and respectively

accounted for 70.4 per cent, 114.7 per cent and 102.1 per cent of GDP; this

excludes repurchases from IMF which corresponded to CPAF7.5 billion and

8.1 billion in 1986 and 1987 respectively. Debt servicing increased from

2.0 billion in 1982 to 16 = 0 billion in 1985, 19.9 billion in 1986 and 19.5

billion in 1987. The ratio of debt servicing to exports rose from 4.2 per

cent in 1982 to 20.2 per cent in 1985 „ 27.7 per cent in 1986 and 25 per

cent in 1987= Had it not been for debt reschedulings and the accumulation

of external payments arrears which represented 8.1 billion in 1985, 4.2

billion in 1986 and 3.4 billion in 1987, the debt servicing ratio would

have been much higher over the past three years. Consequently, the stock

of arrears which has been currently identified amounted to some CFAF27 billion

as of end 1987=

388 = As a result of a prudent external debt policy marked by restriction

of new loans to those granted on concessional terms except for commercial

credits,, reschedulings and refinancing, the Government will endeavour to

obtain, under the auspices of the Paris Club a rescheduling of direct official

debt servicing and State guaranteed debt. The debt relief that was granted

by members of the Paris Club in 1988 could be estimated at CFAF6.3 billion

with respect to the payments arrears of the external debt service and to

CFAF3.4 billion with respect to current external debt servicing commitments.

In addition, the Government will try to secure similar debt relief from

other creditors.

389. Net disbursements from all sources to Mali during the 1980-1987 period

fluctuated erratically. From SUS269 million in 1980 they fell to $US150

million in 1982. Thereafter- they rose steadily from 1982 to 1985 to $US374

million and then declined to $US279 million and $US259 million (1980 dollar

value) in 1986 and 1987 respectively. The net volume of ODA granted by

the DAC member countries, Arab countries and multilateral sources represented

about 5US254.5 million in terms of 1980 dollar values.

VI. MEDIUM TERM PROSPECTS

390., If the various policies are continued and rainfall remains normal,

the GDP in real terms (1980 = 100) should increase by about 3 = 5 per cent

in 1989. Final consumption would increase by 6=7 per cent leading to a

savings ratio of about 10.S per cent for an investment rate equivalent to

27.7 per cent of GDP. This situation, coupled with the decline in cereals

production should make the country more dependent on external sources for

capital formation as well as for consumption requirements. The trade balance

would thus deteriorate by CFAF 2.1 billion. The best performance should

be in the area of public finance.

391. This growth performance also assumes there will be substantial inflows

of external aid. Such aid is estimated at CFAF 110.04 billion for 1989,

60.4 per cent of which is grants and 39.6 per cent loans. Sustained positive

growth would depend to a large extent on the external support secured for

the efforts to bring about a recovery of the Malian economy.
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MAURITANIA

I. OVERALL ECONOMIC GROWTH

392. The period of erratic economic growth that the Mauritanian economy went

through for a number of years since the beginning of the 1980s ended in 1985.

The country had suffered from the adverse effects of a recurrent cycle of

drought and from the impact of the war in the Western Sahara as well as erratic

fluctuations in world prices of iron ore which is the country's main source

of foreign exchange. Thus, the GDP growth rate at 1980 constant factor cost

fell from 2.2 per cent in 1980-1981 to -3.3 per cent in 1981-1982 before

increasing again to 4.8 per cent in 1982-1983. 1984 was a period of

considerable recession because the negative growth rate reached the record

level of -9.1 per cent. Since then, it has remained positive at 3.8 per

cent in 1989 having increased 1.4 per cent per year from 1986 to 1988. The

weak recovery at the end of the above-mentioned period is mainly attributable

to the boom in the fishing industry and a recovery in livestock breeding

because the mining industry is still going through a period of slump.

393. The rural sector's share in GDP declined during the period 1985-1988

from the 1980-1984 level of 29.7 per cent to 24.6 per cent while during the

same period the share of services in GDP rose from 42.9 per cent to 47.2

per cent. The contributions of the other sectors remained relatively stable

with 11 per cent for extractive industries, 7.8 per cent for manufacturing

and approximatively 9 per cent for building and public works and energy.

394. During the period under review, trends in demand resulted in a constant

decline in the position of growth domestic savings from 6.9 per cent in 1980

to 0.9 per cent in 1982; since then it has remained negative with an average

savings rate of -8.4 per cent. The negative savings situation attained a

record level in 1987 with a savings rate of -12.1 per cent? the situation

is attributable to the increase in the share of private consumption in GDP

from 71.6 per cent in 1980-1982 to 84.8 per cent in 1983-1988. The investment

effort - remained relatively intensive during the period 1980-1985 with an

average annual rate of 30.1 per cent due to investments in mining industries.

The austerity policy which was implemented following the adoption, of the

economic and financial recovery programme of 1985-1988 brought the investment

rate to an annual average equivalent to 14.4 per cent of GDP and the resources

deficit to 23.7 per cent of GDP c&mpared to an annual average of 39.2 per

cent between 1980 and 1985.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

395. The economic recession that Mauritania went through during the period

1980-1988 was to a large extent caused by the following factors: adverse

weather conditions which combined with grasshopper attacks and inadequate

producer prices, rent the weak agricultural fabric', the exhaustion pf the

easily workable iron ore mines which resulted in fresh expensive investments

to ensure that mining operations continued; the inefficiency of the public

sector and an over-valued national currency, the Mauritanian ouguiya (UM).

The above-mentioned factors were compounded by substantial budget deficits,

accumulated external payments arrears and a worsening external debt durdon.
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396. The available information on Mauritania's public finances is rare and
incomplete. However, according to extimates available, the budget deficit
was reduced constantly during the period 19801985 following the levelling
off of expenditure around UM 11.9 billion while income increased by nearly
9 per cent a year as a result of the excellent performance of the fishery
sector. From 1986 to 1988, the budget situation worsened again with the
deficit increasing from the equivalent of 1.7 per cent of GDP to 2.4 per
cent.

397. The economic and financial recovery programme prepared in November 1985
m collaboration with the International Monetary Fund and the World Bank
to remove such constraints aimed at the following objectivess

(a) Attaining and maintaining a real growth rate of 4 per cent;

(b) Improving the productivity of investments;

(c) Balancing the State budget from 1986 onwards and gradually creating
public savings which would cover at least 15 per cent of investments;

(d) Reducing the balance-of-payments deficit. to 10 per cent of GDP
The provisional performance figures for the period are quite muted because
although growth has recovered it is well below the objective set and there
is still a budget deficit.

III. SECTORAL PERFORMANCE

A. Food and agriculture

398. stock breeding was the main component of the sector and generated added
value of about 79.4 per cent. During the 1980-1984 period, the cattle, sheep
and goat populations were considerably affected by the drought which devastated
rangeland, causing a major migration of livestock to the humid areas of
neighbouring countries (particularly Mali and Senegal) and resulting in a
decline in annual growth rates. The number of beef cattle decreased by about
16.3 per cent while the number of sheep and goats was reduced by 8 per cent.
From 1985 onwards, the livestock population was reconstituted as a result
of the regeneration of grazing land following the return of normal rains.
Thus, the cattle, sheep and goat and camel populations grew respectively
by 3 per cent, 6 per cent and 1.9 per cent a year. The rates of exploitation
were 10, 30 and 8 per cent respectively.

399. The problems that hamper the development of stock breeding in Mauritania
have to do with the following factors; (a) Traditional methods of management
which are characterized by extensive nomadism which not only reduces the
quality of the breeds and their productivity but also limits the scope of
extension and assistance measures for stock breeders; (b) Poor management
of pastures and water resources;and (c) The fact that animal health projects
exceed projects aimed at improving animal production. In view of the foregoing
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weaknesses, the Mauritanian authorities launched, during the period under

review, an extensive campaign which will annually identify range lands and

watering points and seek to settle stock breeders around potential animal

production centres.

400 o The poor productivity of agriculture did not make it possible to increase

the contribution of agriculture to GDP formation beyond an annual average

of 4.7 per cent despite the heavy rains over the past three crop seasons.

However, the added value of agriculture increased by nearly 11 per cent in

real terms during the 1985-1988 period compared to a decline of 23.8 per

cent in 1980-1984. This reversal in trend is attributable to the return

of normal rainfall, increased irrigation, the agrarian reform introduced

in 1984, the regulation of water resources utilization (particularly as a

result of the introduction of standards for collective and private use) and

increased producer prices particularly for cereals. The various measures

were also supported by reforms which involved? (a) an increased role for

private producers and operators in the marketing and processing of agricultural

products; (b) the marketing activities of the State commissariat for food

security (CSA) were scaled down so as to better manage security stocks,

stabilize prices, programme and monitor projects financed from the sales

of food aid and (c) the industrial rice farms of CSA and the national

rural development company (SONADER) were privatized.

401 Coverage of cereal requirements improved considerably over the past

three cropping seasons. Cereal production increased from 67,500 tons in

1985-1986 to 95,000 and then 119,000 tons in 1986-1987 and 1987-1988 compared

to an annual average of only 35,800 tons between 1980 and 1985. The self-

sufficiency rate was 43.4 per cent compared to 31 per cent which is the rate

normally recorded. The imminent flooding of two dams on the Senegal river

and promotion of food-for-work policies rather than free food aid will improve

the food situation even more in Mauritania.

B. Extractive industries

402. The priming role played by extractive industries in the growth of the

Mauritanian economy during the early 1970s declined considerably during the

period 1975-1984. Mining production which was dominated by iron ore suffered

from the slump on the international steel and- copper market as a result of

a decline in both demand ard prices. Thus, during the period under review,

production and exports attained only 70 per cent of the level forecast while

actual prices were 15 per cent below projected prices.. This adverse trend

resulted in a decline. in the sales of the Societe nationale industrielle

et miniere (SNIM) of over a third while the substantial investments in the

Guebs-El-Rhein mine failed to pay off because the start of production coincided

with a crisis on the international markets and a decline in productivity

while production costs continued to rise. The decline in the iron content

of the deposits currently being mined aggravated the situation. Copper

production was stopped in 1978 and the development of gypsum mines has been

limited by low export potential and difficulties in getting to the production

areas.
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403. The global growth rate in real terms of extractive industries declined

from 0.9 per cent in 1980-1981 to -18.9 per cent and then rose to 22 per

cent in 1981-1982 and 1982-1983 respectively. There has been a slump since

1984 and the growth rate has remained negative at about -2 per cent a year.

C. Manufacturinq

404o This sector is dominated by fisheries which grew by about 7 per cent

a year during the period under review and accounted, on the average, for

67.6 per cent of its added value. Activities related to fishing also fetched

about 14.6 per cent of budget income and 49.4 per cent of export earnings

during the same period. In addition to the sustained rise in the prices

of fishing products, fishery also benefitted from measures adopted in 1978-

1979 concerning, among other thingss (a) the establishment of a fishery

promotion fund to develop traditional fishing which accounts for 2.0 per

cent of the annual fish catch estimated at 600,000 tons; (b) streamlining

the granting of fishing licences? (c) effective control of the sector through

the creation of a national fleet and of the Societe mauritanienne de

commercialisation du poisson (SMCP) which has the monopoly for fish-exports;

(d) increased national capacity to fill job opportunities through training

at the Institut .super;ieur_... des__ etudes des sciences halieuticmes; (e)
strengthening the control of fishing activities in the country's"territorial

waters. These measures will help to ease constraints stemming froms (a)

the export-oriented nature of the sector which pays a substantial portion

of staff and fleet maintenance costs to expatriates ; (b) dangers of

overfishing Mauritania's waters; and (c) the low profitability of existing
processing plants.

405. The other components of the sector performed very badly and this brought

down the performance of the manufacturing sector as a whole; the only exception

was in 1983 when the growth rate was 22.4 per cent. Thus, the average was
0.05 per cent between 1980 and 1982 and 2.1 per cent from 1984 to 1988.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

406. According to available statistics, Mauritania has had a surplus trade

balance since 1983. The annual trade surplus' rose from $US 73.7 million

in 1983-1984 to $US 137.7 million in 1985-1986 and then to $US 75.3 million
in 1937 and $US 84.9 million in 1988. This trend is the outcome of the good

performance of fishery products whose exports, accounting for 55.1 per cent

of the total surplus, increased by nearly 25 per cent a year between 1983

and 1988. The result was an increase in export earnings of 17.3 per cent

a year. During the same period, imports rose by about 8.3 per cent a year.

107. ThG situation was affected by the services deficit which remained around
SUS 239.9; unrequited net transfers covered only 36.3 per cent of this deficit.
Thus, the balance of current payments remained at a deficit and the annual
deficit for the 1983-1988 period is estimated at $US 110.7 billion. On the
whole, net capital movements seem to have generated a surplus of about $US
20.8 million a year.
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V. DEVELOPMENT FINANCING AND EXTERNAL DEBT

408. During the early 1980s, aid inflows to Mauritania declined and then
began to rise again as a result of the emergency aid requirements of the

years of drought, financing under PREP and debt reschedulings. Thus, net

disbursements from all sources to Mauritania for the 1980-1987 period

represented a total of $US 1.2 billion (1980 value) or an annual average

of $US 155.8 million and an ODA component of about 94.6 per cent. Of such
aid, 91.1 per cent was concessional; 73.7 per cent came from the DAC member
countries and 12.9 per cent from OPEC member countries.

409. As of 31 December 1987, Mauritania's external debt stood at $US 1.63
billion, 4.4 per cent of which was drawn on IMP resources. The portion of

multi-lateral debt was 28.7 per cent; bilateral sources and financial
institutions respectively granted 60.8 and 10.5 per cent. Debt servicing

accounted for about 18 per cent of earnings from the export of goods and
services.

VI. MEDIUM-TERM PROSPECTS

410. Tne r©al growth rate of the Mauritanian economy for the period 1983-

1990 should not be above 2.5 per cent despite normal rainfall and continuing
recovery efforts. This is due to the fact that although the country is

agricultural the investment programmes implemented in the past did not put

enough emphasis on rural development and the pay off period of PREF investments

in favour of the sector and extractive industries is long. The investment
rate is estimated at 24 per cent while negative domestic savings is estimated
at the equivalent of 9.4 per cent of GDP.
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MOZAMBIQUE

I. OVERALL GROWTH PERFORMANCE

411. Real GDP is estimated to have grown by 4 per cent in 1987, largely as a

result of the 18 per cent growth in industrial output. Over the same period

the construction sector increased by 5 per cent, while the transport and

communication sectors declined by 8 per cent. Marketed production by peasant

producers grew by 27 per cent and exceeded the target set in the 1937 State Plan,

but commercial producers achieved only 90 per cent of the target set in the

Economic Rehabilitation Programme. Real GDP is estimated to have grown by 4 to
4.6 per cent in 1938, against a planned target of 6 per cent.

412. As part of the Economic Rehabilitation Programme, major changes in pricing

policies were made in 1987. The nunber of items subject to official price fixing

was reduced from 44 at the beginning of 1987, to 30 by the beginning of 1988.

The biggest consumer price increases were on imported items where the full impact

of the first two currency devaluations was passed on to consumers. Petrol, for

example, rose from OT27 per litre of super grade to MT241 (August 1987). Subsidies

of MT27 billion in 1987 and MT9 billion in 1988 kept the price rises of items in
the official rationing system within much more modest proportions. In April 1988,

however, these subsidies were removed with the result that the price of a kilo

of rice rose from 2^T35 to MT271 and of maize meal from MT37.5O to MT145. Wages

were increased by 50 per cent at the time of the first two currency devaluations,
but this did not fully compensate for the price rises.

413. The Metical was further devaluated by 6.5 per cent in October 1988

(MT58O = $US1 to MT62O = $US1). This was followed by a 3.9 per cent devaluation

in January 1988, by which the official rate became MT645 » $US1. There have now
been six devaluations since the adoption of the Economic Rehabilitation Programme

at the beginning of 1987, when the official rate was MT40 per dollar. Following

these devaluations there were steep price rises, for example, in paraffin, domestic
fuel and public transport fares, in October 1988, wage increases and minimum wage

rates were announced, which gave those in the lowest income groups an increase of up
to 50 per cent.

414. Reintegrating and providing employment for returnees poses a difficult

problem. According to Ministry of Labour Statistics, about 30,000 miners alone
had returned by June 1988. As many as a million people in southern Mozambique may

have been deprived of access to a wage income. The government is planning to revive

the Nkomati ban Accord, which may lead to a modification of the current on employment
in South Africa.
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II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

415. Mozambique has considerable diverse development potential. The major rivers

are irrigable, mineral reserves include iron ore and tantalite and there is abundant

energy - coal reserves, hydroelectric potential, confirmed gas reserves and

possibly oil. Unfortunately, the continuing war has severely damaged most sectors

of the economy and the bulk of the country's resources remain untapped.

416. The Plan for 1981-1990 postulated a growth rate in real GDP of 17 per cent

per annum and a five fold increase in agricultural production by 1990. Total

investment outlay was envisaged to reach $US10 billion by the end of the Plan period.

These ambitious forecasts were impossible to realize because the country had

neither the capital nor the management capacity for such rapid development. Before

independence, the Portuguese had monopolized technical and managerial pests and

their flight was catastrophic to business and industry. In 1983, the Government

resolved that no major new projects would be started, rather that maximum use would

be made of installed capacity and necessary plant rehabilitation would be carried

out. These measures were not adequate, however, to prevent economic decline. The

resources were lacking to provide incentives and inputs to peasant producers, while

Mozambique National Resistance (MNR) activity disrupted both production and marketing.

417. Marketed agricultural production in 1985 was only approximately a quarter

of that of 1980/1981. Cement production was down by 70 per cent. South African

traffic passing through the Port of Maputo declined to 90 per cent between 1973

and 1986. Electricity exports to South Africa had ceased becasuse of the sabotage

of over 5OO pylons on the high tension line from the Cabora Bassa hydroelectric

project. The period 1981-1986 saw a tripling of domestic credit and the virtual

elimination of the country's positive net foreign assets position. Between 1984

and 1986 the consumer price index soared by 25 per cent per annum.

418. in January 1987, an Economic Rehabilitation Programme (ERP) aimed at arresting

the decline and restoring production levels was announced. The Programme postulates

a GDP growth rate of 3.5 per cent in real terms in 1988, rising to 5 per cent by

1990. The ERP gives priority to agriculture particularly peasant producers.

Radical policy changes on exchange rates budget, credit, monetary affairs, pricing

and wages are also envisaged.

419. The State Budget for 1989 envisages a rise in revenue from OT120 billion in

1988, to MT165 billion. Expenditure is expected to increase tc MT 2OO billion. The

resultant deficit of I?T35 billion will be covtrud by foreign funding and domestic

credit. The deficit is extremely small in relation to the reconstruction and

rehabilitation needs of Mozambique's war torn economy.
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III. SECTORAL PERFORT-jAWCE

A* Food and Agriculture

420 Agricultural production grew by an estimated 2.6 per cent in real terms

in 1988. Marketed grain production - maize and rice - increased from 53,OCX)

tons in 1987, to some 75,000 tons in 1988. Marketed cotton production declined

by 8,000 tons, to approximately 20,000 tons and there was serious falls in

bean and copra production.

421 o A grain deficit of almost 190,000 tons is forecast between November 1988

and April 1989. Total grain requirements for the year to April 1989 were

estimated at 937^000 tons, of which only 150,000 tons could be supplied locally.

In the absence of foreign exchange resources to purchase imports, 787,000 tons

of food aid was required. By mid-November 19887 253,000 tons had been delivered

and a further 341-000 tons pledged, leaving a shortfall of 1887OO0 tons.

422= The first priority of the Economic Rehabilitation Programme (ERP) is the

stimulation of agricultural recovery, partly by means of investing in marketing

infrastructure and partly by altering the terms of trade in favour of rural

producers.

423. Prices to the producer of the main agricultural crops are to be raised

by between 66 and 130 per cent starting from January 1989. There are also

plans to introduce a new system of guaranteed prices for cashew nuts, groundnuts,

sunflower seed, oil seed, copra and cotton during the course of the year.

424. **i September 1986, the Sabie-Incomati irrigation project was launched.

Of the total 213,000 hectares, 50,293 hectares will be used for crops, 130,050

hectares for cattle ranching and 32,500 hectares as a nature reserve. There

should be employment for up to 24,000 people.

B. Manufacturing

425. Industrial output in 1988 grew at an esimated rate of 5.1 per cent, in

comparison with 18 per cent in 1987. That rate, however, was largely due to

the greater availability of foreign exchange, with which to purchase imported

raw raaterials and spare parts. Industrial production still has not returned to

pre-independence levels because of shortages of these essentials and of skilled

technicians. There is little integration within industry and a very high

dependence on outside markets and supplies.

426. The Economic Rehabilitation Programme gives priority to industries

producing inputs for family agriculture and to light industry. It is planned

to double the 1981 and 1985 production levels of agricultural handtools and

ploughs respectively.
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IV. EXTERNAL TRADE MID BALTiWCE OF PAYMENTS

13 per cent of imports.

A,B The value of imports was roughly $US 773 million in 1988 as compared with
^625 million in 198^ The 1989 State Plan envisages exports -creasxng by 22

s r££^riK^m£
have to be financed by foreign donations and credits with the result tnat
country s foreign exchange reserves would be further depleted.

merchandise trade deficit.

430 The current account deficit ros, from $US37O million in 1980, to $US60O
ofliion in 1986. Under the ERP.- imports should double, in order to provxde
Se ^nlo» necessary inputs to the productive sector °ff^prod»<*™
estimates were that export earnings would cover 3ust 13.2 per cent of ^port.
in 1987 and that this percentage would rise to no more than 18.8 per cent xn

V. DEVELOPHEMT FIHfiHCE iiND EXTSRHi'iL DEBT

431 To sunoort the Sconomic Rehabilitation Programme, pledges of WS82O
rillion weri received for 1989. These included donations, concessional loans
ana debt relief! This amount represented only 6O per cent of the «ti*atad
$US1 38 billion needed to cover the country s financial needs, mcludxng debt

servicing.

in December 1988, Mozambique<s external debt had reached $US4.3 billion,
43K i <C ^-hPr than the revised 1987 estimate of $US3.4 billion. Total

mmsmmmmmmburden aS accounted for 70 per cent of the total value of exports of goods and
services in 1988.
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VI. MEDIUM-TERM PROSPECTS

433, The medium-term policy framework supported by the Structural Adjustment

Facility (SAF) arrangement, is derived from the Economic Rehabilitation Programme,,

introduced in January,- 1987, which seeks to establish the basis for sustainable

growth by increasing economic efficiency and strengthening the country's internal

and external finances. Economic reforms concentrate on exchange rates, pricing

fiscal and credit policies and administrative and institutional reforms.

434. The International ticnetary Fund (IMF) has approved a loan under the Structural

Adjustment Facility equivalent to SDR 18.3 nillion in support of the second annual

programme. This is equivalent to 30 per cent of the total quota of SDR 61 million

and is available for immediate disbursement.
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I. OVERALL ECONOMIC GB0T-7TH

•135. In 1987-1988, the economic situation of Niger deteriorated afresh.

Indeed, GDP at constant factor cost grew at a negative rate of 1.4 per cent

as compared to the positive 5.5 per cent growth recorded for the Deriod 1985-

1906. This was due to Door performance in the agricultural sector and the

continuing stagnation in the demand for and prices of uranium which is the

country's major exports.

436 with regard to GDP formation, 44.4 per cent was accounted for by

agriculture, 6.1 Der cent bv extractive industries, 4.2 Der cent by

raanufacturina industries, 3.5 Der cent by the energy, buil.Ung and public

works sector and 41.8 per cent by miscellaneous services. The structure

of GDP remained stable over the period'un-^er review.

I. MAJOR DEVELOPMENT PROBLEI1S AtfD POLICIES

437. tJicrer has three types of problems which stem from: (a) its ohysical

environment; (b) its institutions; and (iii) management. The physical problems

are due to adverse climatic conditions which include persistent cycles of

drought and very hiah temperatures. These have impeded activities in the

rural sector which provides most of the value added and constitutes the main

source of lastina orowtb. The decline in agricultural cutout and the loss

of a substanticl number of livestock have been felt throucrhout all sectors

of the economy in that they led to a virtual stand-still of agro-industries

(edible oil in particular), inflation of food imports and an imbalance in

external payments, not to mention substantial movements of people towards

Northern Nigeria and Benin.

438. The uranium boom created fairly cumbersome institutional structures

in which the State intervened in almost every sector of the economy as well

as bloating ud staffing inth: public sector. The result was a widespread

system of subsidies to absorb the losses of the State sector. This created

najor distortions in oricn structures as well as in current expenditure (wages

especially) which reached a level that the public finances of a narrow income-

based economy could not support.

439. With regard to human resources management,- the private sector promotion

policy did not create enouqh jobs to ease the burden of the State. As to

physical and financial capital, they suffered from some misallocation and.

lack of maintenance. liajor infrastructure projects wore undertaken especially

in the urban centres to the detriment of directly productive sectors while

the reduction in capital expenditure made the existing equipment obsolete.

440. Because of the ambitious investment policy pursued until 1983, a

substantial public debt has been accuramulatcd with local financial institutions

and external agenries. On *-.he whole, the afore-mentioned imbalance in public

finances has combined with a persistent deficit in those external payments

that depend chiefly on modern sector activities and on uranium prices.
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441. To coDe with tho various constraints, the Government of niger has adopted

drastic measures to reduce the internal and external financial inbalances

at an initial stage. Those measures have been supported by three confirmation

agreements concluded x*ith the ItlP and a structural adjustment programme

concluded with the T-lorld Bank in the amount of SUS 16 million. All these

agreements took effect from 1 April 1986. An economic and financial recovery

programme was also worked out with tbe tv?o institutions to cover the period

1987-1991.

442. The activities undertaken in 1987-1988 dealt with: (a) management of

the * State's finances; (b) agricultural policy; and {c) the strengthening
of Dhysical and human resource caoacities. The Dublic finance reforms focused

both on resource mobilization and exDenditure through: (a) the reduction

of current expenditure; (b) the programming of public investments in sliding

three-year chases; (c) the mobilization of domestic resources by strengthening

and improving the efficiency of tax collection structures; and (fl) external

borrowings with consideration given to the national capacity to service the

foreiqn debt. The new borrowing policy adopted in the face of declining

external credit led to increased drawing on domestic resources.

443. The measures taken to reform public finances also included the ooenino

up of the capital of certain major state enterprises and companies, the

adoption of a policy of restrictive price subsidies and of public investment

allocation. Xn 1986 and 1987, they yielded budaet surpluses of CPAF 7.0

and 6.7 billion. The budget balance as of 31 July 1980 also showed a surplus

of CFAF 2.5 billion.

III. SECTORAL PERFORMANCE

A. Food and agriculture

444 This sector is the IJiqer economy's main source of value added. In 1988,

it grew in real terms by 1.2 per cent after two consecutive years of recession

in 1986 and 19S7 during which the rates were -4.6 and -7.9 oer cent. Tho

poor oerformances rould be ascribed to the fact that c-nly 3 per cent of the

total land surface area is arabla, the ooor distribution of rainfall and

pestilence. The main food crops, namely millet, sorghum, nni6be" and rice

declined during the last crop season. Millet and sorghum production was

1,363,000 tons as compared to 1,749,000 tons durimr the preceding crop season

or a decline of 22.1 oer cent. "Ittebe" production declined by 29.6 oor cent

from 297,000 tons to 209,000 tons while that of rice was a mere 49,000 tons

as compared to 75,000 tons in 1986-1987. The self-sufficiency rate for cereals

stood at about 93.3 per cent in soite of the production decline.

445o Cash croos were dominated by groundnuts and cotton. Tho provisional

figures for the 1987-190P. crop season indicate only 3,000 tons of groundnuts

and 8,600 tons of cotton marketed.

aa* Livestock products come second to uranium as the country's foreign

exchange earner. The livestock population seems to have been reconstituted

after the years of drought. Indeed, the beef cattle population is estimated

at 2,008,000 head, sheep and goats at 8,058, head and camels at 345,000 head
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which reflect growth rates of 4.7, 1.6 and 1.9 oer cent oer year from 1985
to 1.987. The new govsrnment policy aimed at discouraging no-nadism seems

to have increased Droductivity in this sector.

Mining industries

447. riining industries are mainly based on the production of uranium in which
Niger ranks tenth among v/orld producers and fifth amona world exporters.

Uranium reserves arc estimated at 270,000 tons. However, the substantial
investment made in the sector and the favourable, effects on other sectors
have been compromised by the recession which has beer prevailing for some

years on the world uranium markets both in terms of prices and demand which
was reduced when tho industrialized countries revised their nuclear programmes

downwarrts. Production therefore fell to 2,959 tons in 1988 as compared to
the record figure of 4,367 tons in 1981. The going price, having staanated
in 1985 and 1986 at CFAF 30,000 per ka declined by 4.1 per cent per year

to CFAF 27,600. The country also has some 400,000 to 500,000 tons of phosphate
and 650,000 tons of iron ore deposits. On the whole, the value added of
Niger's mining industry decreased by nearly 3 per cent during the ™*i°*
1987-1988 reflecting a clear improvement when compared to the 1980-1982 ana

1904-1986 periods during which tho annual declines were 18.0 and 14.3 per

cent respectively.

IV. TCXTERUAL TRADE AMD BALANCE OF PAYMENTS

448 Uranium, livestock and fishery products respectively account on average

for" 79 3 an? 8.1 per cent of national export earnings. The growth of such
earnings is therefore determined by the situation of the world uranium market
and by climatic conditions. The uranium crisis reduced export earnings derived
from this product by 6.1 per cent durina the 1987-1938 period from CFAF 86.7
billion to CFAF 31.4 billion. This decline reduced export earnings from

CFAF 113.9 billion to CFAF 111.1 billion over the same period while imports
rose from CFAF 122.3 billion to CFAF 131.2 billion. The total trade deficit

more than doubled while the rate of coverage of imports by exports depreciated

from 92. R to 84.8 per cent.

A4S The overall balancc-of-payments deficit was reduced from CFAF 16.4 billion
in 1987 to CFAF 5.1 billion in 1988 through net capital transfers which at
CFAF 25.6 and CFAF 34.5 billion respectively covered 61 and 87 oor cent of
the trade deficit. with regard to current payments, the services balance

deficit remained relatively high because th<- country is landlocked and has

to pay high costs for freight.

V. DEVELOPMENT FI^AFCE AND EXTERNAL DSBT

Acn Following the adoption of the economic recovery proaranrne, aid flows
to Wiasr began to decline once more over the period 1980-1984. Indeed, net

disbursements of all categories of aid received by Niger increased from $US
246 million in 1986 to 266 million in 1907 while they had declined by 14.1
oer cent in real terms from 1980 to 1934. Net ODA accounted on average for
$US 257 million over tho period 1987-1988. Total aid flows received in 1987-
198P covered on averaae 73.1 oer cent of annual financing retirements for

the 19G7-1991 investment programme.
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451. Wiaer's external debt stood as of 31 December 19^7 at $US 1,110 million.

Of this, 10.3 oer cent wera drawn from IMF resources. Mention should be

made of the structural adjustment loan granted in June 1987 by the World

Bank in an amount of 16.4 million SDRs. The total debt was composed of 38.1

par cent contracted from multilateral sources, 43.2 Der cent borrowed from

bilateral sources and IS.7 per cent from financial institutions.

452. From 1980 to 1987, Miaer was allowed fdur debt reschedulings from the

Paris Club involving an amount of $US 134 million. These excercises took

place in 1983, 1984, 1985 an^ 1986. On their part, the commercial banks

allowed Hiaer to reschedule debts in 1984 and 1986 for amounts of $US 27

and SUS 52 million respectively.

VI. MEDIOM-TERM PROSPECTS

453. Should the oncroing structural adjustment excercise be continued and

current production conditions bs maintained with reaard to rainfall in

particular, Niger should hava a growth rate of 2.0 oer cent in real terms.

The medium to loner-term objectives set in the programme (2.1 per cent) could

even be exceeded with a sliaht recovery of the uranium sector and an increase

of aid flows beyon-3 the 73.1 per cent current requirement. All the sectors

should experience positive growth which would be sustained by a 15.8 Der

cent investment rate while gross domestic savings would account for the

equivalent of 10 per cent of annual GDP.
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RWAHDA

I. OVERALL ECONOMIC PERFORMANCE

454. Rwanda1s economic performance was very satisfactory. Between
1983 and 1985 9 the real rate of growth of GDP in constant francs was

1+.? per cent on average during this prosperous period. The period
was followed by a depression during 1986 and 1987- After a fall in
GDP (at current prices) of 2.7 per cent in 19&6, there was a further
fall of 1.5 per cent in 1987. The falls in GDP were largely caused
by the decline in value added in the secondary sector, particularly
in coffee production, as a result of the fall in world prices. Value
added in the secondary sector dropped by 5.7 per cent and in the primary
sector there was a slight fall in value added of 0. 6 per cent, whereas
the tertiary sector grew by 1.5 per cent at current prices. Import

duties and raxes fell by 11.2 per cent.

455. The fall in GDP at constant 19b1!? prices was a little more marked,
ax -2.1 per cent, because services, which at current prices, registered

a growth were subject to inflation, which caused a drop of 1.7 per

cent in value added, at 1985 prices, in 1987 and 1988.

456. Public consumption which grew by 2.8 per cent in 1986S fell by
1 6 per cent in 1987. while private consumption grew by 0.6 per cent
in 1987. as against a fall of 3.7 per cent in 1986. In real terms.
the two' together fell by 5-5 per cent and 3.1 per cent respectively
in 1987. Total consumption represented approximately 93.2 per cent

of GDP in 1987s leaving a domestic savings margin of 6.8 per cent.
Gross fixed capital formation rose to FRW 2793^9 million in 1987, or
a 20 per cent increase over the 1986 total. In real terms growth was

3.0 per cent. The investment rate was approximately 16.5 per cent

of GDP.

457. The regular budget for 1987 shoved an increasing deficit in
comparison with the two preceding years. The results at the end of
this period revealed a negative balance of FRW 2,515.8 million , made
up of income of FRW 20 s 711.1 million as against expenditure of FRW

235226.9 million.

II. MAJOR DEVELOPMENT PROBLEM AHD POLICIES

458. The favourable Rwanda to date should not disguise the structural
problems facing the country, including: the heavy dependence for foreign,

exchange on coffee (80 per cent); the disproportion share of indirect

taxes in tax revenue; the large increase in population (3.7 per cent
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per year; the narrowness of the market and the insufficiency of arable

land and natural resources. Rwanda*s agricultural production for export

is usually of a very good quality, but output, whether of coffeej tea

or food cropsj a too often suffers3 from a lack of adequate promotion.

Rwanda's exports at present^ mainly tea and coffee, should be diversified

by means of budgetary policies and loans conceived on a more rational

basis. Otherwise, it will be difficult to confront the current

fluctuations in the average prices of coffee and tea on the world markets

and to deal with the US dollar's exchange rate variations» which have

often hampered the normal development of Rwandi's economy. Since 1985,

the problem has been accentuated by the bankruptcy of the mining companys

SQMIRWA3 which earned about FRV 1.5 billion in foreign exchange per

year.

459. To date, in spite of a difficult environmental situation^ Rwanda

has shown itself capable of protecting its economy from internal and

external problems., by prudent policies and rigorous management. Sound

foreign exchange management has ensured exchange reserves of more than

the norm of three months imports acceptable to the IMF. A slight deficit

of FRW O.k billion in 1985 was compensated for by a surplus of FRW
2.7 billion in 19869 caused not only by a rise in the price of coffee,

but especially by the control of imports, which have been stable, in

terms of outgoings, at approximately FRW 16 billion since 1985.

460= Th.® adjustment of economic imbalances has been carried out so

fars without recourse to IMF of World Bank assistance. The Government

has already begun the exercise of restructuring projects to be included

in the next five year plan. The new projects should generate a self-

finane ing capac ity based on recurrent expenditure. They must also

contain the modalities of ensuring continued performance following

the departure of foreign experts. Stress is laid on basic development,

in other vords the new projects must emanate from the agricultural

population^ through local organizations.

III. SECTORAL PERFORMANCE

A. Agriculture

461. Although 1985 was marked by an increase in agricultural production

1987 was characterized by stagnation in the volume of production. From

1986 to 1987 3 output increased slightly3 by 1.7 per cent in volume,
The stagnation was caused by considerable falls in production of pulses

(beans and peas)3 cereals., (maize5 millet and rice) and several tubers,
particularly potatoes. Legume output only increased significantly

in soya beans 3 wich had a growth rate of 2h per cent in volume in 1987

in comparison with 1986 levels. Soya production has grown consistently

since 1986 (36.7 per cent;, in comparison with 1985 levels); stimulated
by the continually increasing demand from processing plants.
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462. Total production of cereals diminished. Of the six different

crops (sorghum, maize, millet^ rice and wheat), only wheat increased

in output in 1987s with a growth rate of U0.8 per cent in terms of

1986 levels, largely "because of increase in industrial demand, haize

output fell by over 20 per cent between 1986-1987- Data on paddy-
rice production must be viewed with some caution, partly because of

unknown high auto consumption levels and partly because some of the

crop is marketed through informal channels. In spite of an apparent

decrease in rice production, the efforts undertaken in the sector

(restructuring the management of rice growing areas, new cultivation

methods, the introduction of new species., etc) promise a bright future

for this crop.

463. During 1987, the situation in export crop cultivation was very

tight, largely because of the deterioration in world prices for the

major products (coffee and tea). Together vith the fall in the American

dollar exchange rate, this resulted in a fall in export revenue from

these products and in the related duties and export taxes. Consequently >

the contribution of these products to the balance of payments and public

finances diminished greatly.

B. Agro-food industries

464. Whereas in 1986 s the turnover in the coffee and tea subsector

had grown by 8^.7 per cent more than in 1985, it fell by 33.5 per cent

in 1987. As the principal source of foreign exchange, the stagnation

in the subsector caused a deterioration in the economic balance during

1987. Factory production of tea grew during 1986 s but the world price

of tea fell. Companies forecast a poor business climate in 1988 and
are by their financial positions. Nevertheless, they hope to increase

productions because of the attempts made to revitalize the sector.

As a result, Rwanda's exports, consisting mainly of arabica coffee

(70 per cent of annual receipts on average) and tea (lU per cent) have
been affected both by the falling exchange rate of the dollar and

depressed markets.

465 Other agro-food industries experienced renewed vigour in 1987 s
in 'spite of the poor national and international economic situation

prevailing throughout the year. The growth rate in the number of

transactions grew from 2.7 per cent in 1986, to 6.1 per cent in 1967.
Milk production increased noticeably each year as a result of the

development of modern dairying with the result that output from the

four- major milk producing plants (Nyabisindu, Rubilizi, Gishwati and

Nyagatare) grew from 2,290 m3 in 1985 to 3,098 m3 in 1987. Local

production of white rice was 3,588 tons in 1987, as against 3,llU tons
in 1986. a growth of 15-2 per cent, which was caused by restructuring

management of the rice growing areas3 by the creation of a production

company (SOPRORIZ), the introduction of new varieties and the expansion

of the present rice growing area.
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IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

466. Trade between any country and another can be assessed when the
goods exchanged or when the bills are paied. In the first case, the
balance of payments is in the form of transactions and in the second
in terms of payments. The slight deficit of FRW 38U million m the
balance of payments in 1985, was wiped out by a spectacular surplus
of FRW 29672 million in 1966, which resulted mainly from a more

favourable export situation (particularly coffee) and from increased
capital flows. The position was again reversed, however, in ±<ttH,

when the balance of payments was in deficit by FRW 1,3M million the

same level as at the end of 1983.

467. This renewed fall was caused largely by the drop in the value
of exports FOB, from FRW 16,138 million in 1986 to FRW 9,675 million
in 19873 a decrease of almost 60 per cent. Total revenue from the
two major exports coffee and tea5 fell from the levels of 1986 by 38.9
and 22.2 per cent respectively, because of the fall in world prices
and the depreciation of the United States dollar against the R^dese
franc The total value of mineral exports diminished considerably
(-56.9 per cent), whereas earnings from other exports increased slightly

(by 6.2 per cent).

468O During the same period, imports CIF stood at approximately the
same level as in the preceding two years but with asli^ <£wnward
tendency of 6 per cent, from FRW 22.7 billion in 1986, to FRW 22.1
billion in 1987. The combined effect of the two trends was a
deterioration in the trade balance, taking the deficit to almost FRW
li 5 billion in 1987, as against FRW 6.6 billion FRW in 1986. ^ spite
ofIhe improvement in5 the slices balance in 1987, from FRW 10 3 billion
in 1966, to FRW 8.9 billion in 1987 and the stable level of FRW 10
billion in unrequited transfers the current account balance deteriorated
and the deficit grew from FRW 6 billion in 1986 9 to more than FRW 10

billion in 1987-

469. Net capital flows also maintained their 1986 level but with a
slight tendency to increase from FRW 8.9 billion to FRW 9.2 billion
in 1987. This was the result of the increase in net long-term flows,
from drawings on external loans and from the slight increase in direct
investment. In contrast, net short-term capital flows decreased from

FRW 2,650.7 million in 198b, to 2,2l6 million in 198f-

470 The net result of all these movements was an overall drop in
reserves of FRW 1,3W million resulting from the negative balance of
payments in 1987 and reflecting a fall in foreign exchange reserves.
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V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

471= At the end of 1987, total public debt amounted to FRW 97 = 6 billion
of which FRW 76.9 billion or 78-8 per cent, was external and FRW 20.7
billion or 21.1 per cent9 was domestic. This was an increase of lU.O

per cent over the year before (FRW 85,650.6 million in 1986, and FRW

97B650.9 million in 1987). Total outstanding public debt was FRW 65.1*
billion of which kk.6 billion was external and FRW 20.8 billion internal^
a rise of 22.9 per cent over 1986, from a total of FRW 52.8 billion.

472. Overalls external borrowing amounted to FRW 76.9 billion on 31

December 1987> as against FRW 69.1 billion on the same date in 1986,

a rise of 10.8 per cent. Over the same period, payments grew by 2**.9

per cent, from FRW 38.5 billion FRW at the end of 1986, to FRW 1*8.1

billion at the end of 1987. This additional capital inflow contributed
to the improvement in the overall balance of paymentss in which the

current balance was heavily in deficit. A combination of progressive

increases> greater for drawings than for credit allocations credits,

resulted in an increase in the rate of credit utilization from 55.7

per cent in 1986 to 62.6 per cent in 1987. The outstandings external
debt at 31 December 1987 had risen by 323.2 per cent in comparison
with the level on the same date in 1986.

VI. MEDIUM-TERM PROSPECTS

473. It is clear that after a period of prosperity which marked the

years 1983-1985, there was a period of depression in 1986 and 1987.
After the drop in GDP of 2.7 per cent in 1986, there was another fall

toy 1.5 per cent in 1987, at current prices. The fall in GDP was largely
due to the fall in value added in the secondary sector, particularly
coffee production which suffered from the effects of the fall in world

prices. As a result^ value added in the secondary sector fell by 7.5

per cent, whereas primary sector value added decreased slightly by

0.6 per cent and the tertiary sector(s value added grew by 1. h per
cent value added at curent prices. During the same period, duties
and import taxes fell by 11.2 per cent. At constant 1985 prices, the

fall in GDP was a little more marked, at 2.1 per cent. This was caused

because services,, which had grown at current pricess were subject to
inflation with a drop in value added of 1.7 per cent between 1986 and
1987, at 1985 prices.

474. If imports remain at the same level as in 1986-1987;, GDP expressed

in current francs would grow by 3.6 per cent in 1988-1989 and all
component parts will rise. Available national revenue would grow by

3.2 per cent, which is also the same rate as that of final household
consumption.



E/ECA/LDCs.9/EXP.8/2

Page 116

SAO TOME AND PRINCIPE

I. OVERALL GROWTH PERFORMANCE

475 Although there may be signs of some slight economic recovery, the economic

blows of recent years have left Sao Tone impoverished. In 1984, GDP was 25 per cent

lower in real terms than it had been in 1580; GDP per head was $US328, almost a

third lower in real terms than in 1980 and GKP per head was $US394 in 1986. The

sectoral breakdown of GDP over the period 1980-1984 (at constant prices) shows

that the decline was almost entirely attributable to the steep fall in agricultural

production. Value added in the agricultural, livestock, fishing and tljnber sectors

declined by 51.6 per cent in real terms,.between 1980-1984.

476. According to preliminary estimates made by the ECA secretariat, GDP at factor

cost is estimated to have grown by 6.9 per cent in 19S7 compared to the zero growth

rates forecast for both 1988 and 1989.

477 The government has accumulated large budget deficits in recent years, resulting
in increased state borrowing and a rapid expansion of money supply. The crisis in
the cocoa industry is at the heart of the problem. VThile revenue has been depressed
by the low level of trade, the Government has been obliged to cover the deficits of
the state agricultural companies, as well as those of other public enterprises.
The successive deficits have been financed by the Banco de Sr.o Tome * Principe and
by foreign loans, thus adding considerably to the public debt. Budgetary deficits

have continued and a deficit of BE350 million is expected or 1988.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

478. The economy of Sao Tome is based almost entirely on agriculture and in

particular on cocoa cultivation, which accounts for 90 per cent of export earnings.
The predominance of cocoa grown on large plantations, has resulted in ?n acute

dependence on fmpd imports and an extreme vulnerability to the vagaries of the

world cocoa market. The manufacturing sector is small and the island's tourism

potential is only just beginning to be developed.

479. According to the ForId Hank, four fundamental deficiencies have contributed

to the present economic difficulties of Sac Tome and Principe:

(a) an overvaluation of the exchange rate that has kept import

prices artificially low and eroded the viability of domestic

production and of exports, particularly of cocoa;

(b) expansionary monetary and credit policies to finance fiscal

deficits, which in a situation of official price controls, have

led to an upsurge of parallel markets, a reduction in real wages

on the state farms and a lack of wage goods;
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(c) an over ambitious public investment programme of which only

5 per cent was directed towards the cocoa sector between

1982-1935,

(d) the lack of incentive policies in the productive sector

and a wage structure that favours civil servants, whereas

cocoa workers often are not paid.

480. Another factor disrupting the Sao Tone econcny was the iriass departure of
Kurcpeans, including many of the Sac Tome elite and Cape Verdean labourers, at

independence. The country was,, therefore, deprived cf skills and this particularly

affected the Government administration. Cocoa output collapsed and although

sodc progress was nade initially to reorganize and revive production, a second

blow f«ll with the collapse of the world cocoa market in 1977-1979. The economy

wa3 plunged into a downward spiral from which it has not recovered.

401 Both the Government deficit and the overall deficit in the balance of payments

averaged over 40 par cent of GDP during the period 1982-1986. The debt service

ratio increased fron 6 per cent in 1981, to an estimated 65 per cent in 1986.

III. SECTORM. PERFORM ^CE

482. The staple food crops are plantains and taro. Only a very snail quantity of

maize is produced locally so that the real consumption requirements, estimated at

10?OO0 tons, are almost entirely met by imports. Commercial imports are limited

by foreign exchange constraints, but the food aid requirements of 7,000 tons for

1987/1908 was fully covered on tine.

483. Cocoa is still the predominant commercial crop, covering 24.000 hectares

or 61.3 per cent of the total cultivated area of 39-389 hectares in the 15 state

enterprises, in 1936. Coconut palms accounted for another 23.4 per cent, oil palm for

S.9 per.cent and coffee for 2.5 per cent, in 1936.

484. -'ll£ monoculture of cash crops has discouraged food production, with the

result that the gountry shows uany of the characteristics of a single-crop economy.

The Government has recognized the noud for diversification and with French assistance,

has prepared an Agricultural Potential Map that identifies the crops having the

highest production potential in each region.

485. in 1979, there was a uajor setback in local food supplies when all the

country's pigs, traditionally the rain source of protein, were conpulsorily

slaughtered following an outbreak of swine fever. There was a subsequent high

slaughter of other livestock. To supplement scarce meat resources, many other

livestock were killed, resulting in considerable falls in the number of cattle,

goats and sheep. In 1985, the Government began to distribute live pigs and in 1986,

pig neat production was 38.9 tons.
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486. According to the World Bank, the aim of national agricultural development

strategy ^.re to:

(a) accelerate the revival of the cocoa industry by strengthening

services, rehabilitating existing plantations and providing

rual income incentives to plantation workers;

(b) promote private sector involvement by creating conditions for

foreign participation in the State Enterprise for Agriculture and

Livestock and encourage greater smallholder participation in

agricultural production;

(c) diversify the agricultural sector to avert the risks of a single-

crop economy,

(d) define and implement social refoms to improve the standard of

living in the rural areas.

IV. 3XTERKAL TRADE AND BALANCE OF PAYI3ENT3

487. In 1967, cocoa export earnings totalled DB363.2 million ($US6.1 million),

compared with DB839.2 million in 197S. Overall merchandise exports fell from DB391.2

million in 1979, to DL38S.6 million (?UE6.4 million) in 1987. Merchandise imports

rose from DB596.5 million in 1986, to DB655.O million in 1987. The balance of trade

gap was, therefore,, DB25.2 million in 1986 and DB228.4 million in 1987.

488. The high cost of shipping goods to Sao Tone is Reflected in a large net

deficit on services. There are no significant earnings from tourism or nigrant

remittances; there are about 1,500 nationals living abroad, but the sending of

remittances through official channels is discouraged by the overvaluation of the

dobra.

439o Although the current account has been permanently in deficit, a squeeze on

imports and increased inflows of grant aid have caused a fall in the level, from a

record SD23.5 million ($US26 million) in 1982- to an estimated SDll million ($US14.2

million) in 1987.

V. DEVELOPMENT FINP2JCE AHD JiXTERNTi DEBT

490- The debt burden has become increasingly difficult to support in recent years

even though most of the external borrowing has been on concessional terns. Total

external debt (disbursed only) more than doubled between 1981 and 1986, reaching

$US74.2 million by the end of 1986. at 174 por cent of GNP, this was one of the

highest ratios in the world. Borrowing has been or. relatively soft terms - in 1985,

the average terras of now commitments was an interest rate of 1.2 per cent, maturing

over 47 years, a grace period of S.3 years and a grant level of 77.1 per cent.

NeverthelsSf the external debt service ratio, v/hich was only 4.7 per cent in 198c,

had risen to 36.9 per cent by 1985.
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491. The Government has succeeded in attracting aid from a wide range of gDvernments

and international agencies. Gross disbursements of official development (ODA) rose

from $US12.9 million in 1984, to $US16.1 million in 1985.

VI. MEDIUM-TERM PROSPECTS

492. Since independence the government has attempted to diversify the economy

and in particular, to raise domestic food production. Attempts have also been made

to rehabilitate the cocoa industry, which is recognised as the country's principal

source of foreign exchange earnings for the foreseable future. Its recovery, is

therefore, vital in generating the necessary resources to purchase essential imports

and to invest in diverisfication. Major cocoa rehabilitation projects began in

1986, with funding from international aid agencies. Investment has also been made

in several food crop projects and in the development of fisheries, tourism and

interriationai communications. In spite of this, however, the dependence on cocoa

monoculture has increased rather than decreased.

493. In March 1989, Sao Tome is due to negotiate for a structural adjustment

facility. The future course of economic events will be partly determined by how

judiciously those resources are to be expended.
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SIERRA LEONE

I. OVERALL GROWTH PERFORMANCE

.Sierra Leone has experienced economic and fianncial difficulties during

the 1980s largely occasion^ by acute shortages of foreign exchange resources

which resulted into substantial shortfalls in production of all major sectors

in the economy. Diamond and gold production showed huge declines during the

1985-1988 period while agricultural output of both cash and food crops recorded

significant decreases leading to low volume of exports and large scale importa

tion of rice, the main staple. The country has an intractable external debt

problem with scheduled debt service payments in 1987/88 equivalent to about

95 per cent of exports. The economy is also characterized by a continued

monetary expansion and a high rate of inflation.

495. During 1980-84, real GDP growth was on average a negative 0.07 per cent
per annum dropping further to -2.9 per cent in 1984/85 and -3.7 per cent in

1985-1986. There was a slight improvement in economic growth in 1986-87 as

Result of government intervention in instituting £%£«**:. measures backed by
an IMP structural adjustment programme. Real GDP increased by 0.1 per cent

but this recovery was not sustained with the growth rate plunging by -2 per cent

in real terms in 1987/88. The rate of inflation, reflected by movement in the

Freetown comsumer price index, rose to 178.8 per cent in 1987 as compared to

80.9 per cent in 1986.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

496. The major constraints to economic growth performance is the shortage of

foreign exchange, the domestic distortions emanating from the black market

operations, smuggling of precious minerals which are the main source of foreign
exchange, the worsening terms of trade and difficulties associated with

external debt and other external payments obligations. The declaration of

Sierra Leone as ineligible to use IMF resources and the lack of an IMF

agreement has also intensified the resource problems of the country as Official

Development Assistance (ODA) dropped by 38 per cent in 1987 relative to the

1986 inflows. The possibility of rescheduling the external debt is also remote

as the creditors would require a medium-term policy framework approved by the

IMF as a pre-condition for debt relief talks.

497. On November 2, 1987, the government declared a state of economic emergency

to create an environment for a smooth-functioning of the economy by combating

smuggling, black marketerring and hoarding of the local currency. Despite

efforts made to implement the measures, the situation remains the same with

rampant smuggling of important export commodities, indiscriminate over-pricing

of basic consumer goods and shortages of essential inputs for major productive

sectors. The government will continue to pursue a flexible, competetive exchange

rate policy with the rate to be determined by the banking system in response

to market conditions of foreign exchange.
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,.,„ for ,Q8S/«9 indicate an estimated total spending of
498. The budget profile for 1-83/-J « 1987/88 actuals of total
le6,630 million, a 37 per cent in"^st ^f*^ grants is estiamted at
expenditure of Ie4,828 »UUor; lotel revenue a g ^ sQurces_

le3,500 million, the bulk of which "^^C°fe™atee at le3,130 million
The overall deficit on committment basis «^t^t"1. to'be financed by
spared with Ie2,268 aillxoa in 1987/88. The def ^ ^ ^ rf

SS r^^r«££^ - lel',.0 fro, domestic sources,
principally bank financing of lei,300 million.

III. SECTORAL PERFORMANCE

A. Food and Agriculture

499. Total agricultural output ^^^^S
with crop yields of ma^or cash«°.^ ^^ „„ [nspite of substantial
during the crop season. ihe poor per, conditions and as an
increases in producer prices to re^^j,orld obstacles in the
incentive to enhance agricultural pr^l^ t is tiie continued use of
agriculture sector as identified by the *£££>* addition to investments

500 According to figures on SLPMB ^

levels, coffee output increased from 5
tons in 1987/88, cocoa Production droprcd
to 7,402 metric tons while palm kernel de
tons to 2,493 metrics during the ^

rice was estimated at^n y 6^7

s which approximate production
' ™ fin 1986/87 to 7,592 metric

oetr ton ^ ^^^

^ ^ frQm 3/9g9 met ic

J ? ffialn staple food,

in°^7/88 necessitating imports

demand
rapidly expanding population.

B. Mining

501. The overall decline - the ^in^ec^r output continued^ 1937.^-
availability of foreign exchange for the impor smuggling was also an

parts was the main problem, alf"f/™ « Vite arf rutile production
^^/r&T&XZ and gold production actually

fell.

502 According to economic reports, the Kinberlitc diamond

the future of diamond mining in Sierra Leone, ^^ production is projected

$US80 million, has attractea/°^X*"^\ncrcasing to 202,000 carats in 1994
to start in 1990 at about 54,CuO carats, carats by 1998. The government is
with a maximum annual outpuc or ^u,uu
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IV. EXTERNAL TRADE RFD BALANCE OF PAYMENTS

503 ftccorfinc to government soruces, the weakening of diamond and recession
in international policies of coffee and cocoa and the decline in export volume
of the main minerals and metals nined in Sierra Leone had .ed ^ further
deterioration in the terms of trade in 1987/88. The total volume of exports is
estimated at SDR101 million (OJS418.5 million) in 1986/87 and decreased to
SDR82 million (SUS106 million) in 1987/88. Imports increased from SDR95 million
(Will.5 million) to SDR104 million (5DS134.5 million) during the same period.

^na The current account deficit increased from SDR24.9 million UUS29.2
million) in 1986/87 to SDR69 million ($US89.2 million) in 1987/88. Movements
on tS Lpital account continued to be dominated by external debt amortization
obligations in the face of no new official drawing and an absence of any
»inHfirant nrivate capital inflows. The overall balance of payments deficit
increased from SDR66 SlUon UUS77.4 million) in 1986/87 to SDR90.3 mio*
(5US116.8 million) in 1987/88,

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

lack of an aareement with the IMF on a package of economic reform
iS negated ihe government efforts to attract the^ce^ry^t

from donors to support national development effort The

fro.

1986/87 to Ie999 million in 1987/83.

506 According to official data, the total external medium and long-term debt
at the end of 1987 is estimated at SDR7C7 million ($USl,017 million) or an
eouivalent of over 100 Per cent of GDP. In 1984 the government was able to
obtain Scut SUS50 million in debt relief from Paris and London Club creditors
but projects for a further rescheduling are grim in the absence of an agreement
with the ItiF on policy measures.
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VI. MEDIUM-TERM PROSPECTS

507. The medium-term prospects of the Sierra Leone economy will depend to a

large extent on the success of current negotiations with the IMF on a policy

package. An agreement would pave the way for the country's eligiblity to use

fund resources and a possiblity of obtaining a structural adjustment loan and

other sector adjustment credits from the World Bank. Such a development would

also restore donor's confidence j.n the management of the economy and release

funds which have already been committed to support national devleopment efforts.

508. The resultant inflow of foreign exchange resources can then be allocated

to the procurement of essential inputs, machineries and equipment for the key

productive sectors, especially agriculture, thereby restoring recovery and

renewed economic growth. In 1989, real GDP growth is estimated at no more than

1 percentage point in real terms, even such performance depends on the positive

response of farmers to increases in producer prices as an incentive to increase

agricultural production, which is a major source of value added in overall output.
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SOMALIA

I. OVERALL GROWTH PERFORMANCE

509. According to EC?, estimates, real GDP (at 1980 constant prices) grew by

6.1 per cent in 1987-1988,, compared with 1.3 per cent during 1986-1987 and a

mere 1.5 per cent between 1980 to 1984. These growth rates suggest that over

all economic performance has fluctuated widely from year to year. Agriculture

remains the backbone of the economy, accounting for 70.9 per cent of GDP in 1988.

The share of manufacturing is almost stagnant at 4.3 per cent in 1981 and 4.5 per

cent in 1988.

510. The main trend in the structure of demand has been a very sharp fall in
government consumption, from 14.3 per cent in 1981, to 9.2 per cent in 1988.

The rate of gross fixed capital formation which reflects the problems of

drought and war, rose from 13.4 per cent of GDP in 1981, to 22.6 per cent of

GDP in 1988.

511. The austerity budget for 1988 aims to reduce total expenditure by 10 per

cent,, to SoShl7.0 billion. Development expenditure is projected to absorb

SoSh3.4 billion. The main source of internally generated revenue remains

indirect taxes? while direct taxes account for 9 per cent of public revenue.

External budget assistance was expected to fall from 48.5 per cent in 1987, to

32.6 per cent.

512. Money supply broadly defined increased by 46.8 per cent from 15,853 million

Sosh. in September 1986, to 22,265 million Sosh. in September 1987. The factors

exerting a substantial influence on money supply growth include the expansion

of domestic credit, which rose by 16.4 per cent between September 1986 ■- September

1987. The expansionary influence of domestic credit expansion on money supply

growth was partly nulified by the contractionary effect of the net foreign

assets in the banking system.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

5^3o Somalia is suffering a serious economic crisis, characterized by large

budgetary and balance of payments deficits, high inflation rates and stagnat

production. In 1981, the government was forced to adopt a major IMF stabilization

programme. After two successful years, there was a reversal in 1983 because of

drought and the imposition of a ban on Somali livestock by Saudi Arabia. In

1985 the govennment was forced to reapply major adjustment measures under a

new IMF stand-by arrangement. These included a sharp devaluation; a floating

exchange rate for most non-government transactions, the virtual elimination of

trade restriction, higher producer prices, an adjustment of interest rates and

reform of inefficient parastatals. The stand-by arrangement was abandoned in

September 1986, because of arrears on previous borrowing from the Fund. In

June 1987, a new IMF agreement was concluded, involving an SDR 33.15 million

stand-by facility and debt credit worth SDR2O.77 million over three years under

the structural adjustment facility. The programme aims at real GDP growth of

4.7 per cent annually between 1987-1989 and a decrease in the inflation rate to
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about 15 per cent In 1988 and to under 10 per cent in 1989. The overall budget

deficit is to be reduced from 6.6 per cent of GDP in 1986, to 4.6 per cent of GDP

in 1989.

514. Effective from May 6, 1988, the Executive Board of the Fund declared

Somalia ineligible to use the general .resources of the Fund, pursuant to

Article XXVI of the Articles of Agreement, because of overdue financial obligations

totalling SDR26.8 million.

III. SECTORAL PERFORMANCE

A. Food and Agriculture

515. Despite the drought in early 1987, the actual harvest was above average.

The prospects for the 1988 gu (main season) crop to be harvested from August,

improved somewhat in southern regions, as a result of favourable rainfall in June,

but partial crop failures were reported in parts of Bakool, Hiran and Gedbo regions,

following below normal and erratic rainfall. Irrigated crops in the Juba and

Shebelle valleys may also have been affected, because of significantly lower

than normal water flows, despite the favourable rainfall in June. The aggregate

cereal Import requirement for 1988 was estimated at some 36O,OOO tons, including

the relief needs of refugees. Commercial imports were anticipated at 130,000

tons leaving a food aid requirement of approximately 230,000 tons.

516. The major constraints on agricultural performance are ineffective economic

policy and organization, poor management of public sector enterprises, inadequate

land tenure policy and deficient sectoral support services.

517. Livestock is the largest component ef the agricultural sector contributing

around 35 per cent of GDP and 80 per cent of exports. Despite massive stock

losses due to the droughts of 1974-1975 and 1982^1983 and 1986-1987, the national
herd remains substantial,-at an estimated 38 million animals: 16 million goats,

12 million sheep, 6 million camels and 4 million cattle. The range lands, however,

are generally considered to have reached the upper limit of their sustainable,

long-term carrying capacity to accommodate the herd increases necessary for a

nomadic population growing at an estimated 2.2 per cent per year.

518. The short-term livestock development strategy, as set out in the recent

IDA survey has two objectives: the expansion and diversification of livestock

marketing into new areas and new products and an enhanced health programme to

increase offtake and exports. The long-term objectives envisages: (i) establishing

supplementary holding facilities to improve the quality and production of meat

and milk for export and local consumption; (ii) developing pastural associations

to limit degradation by means of grazing, water point and other communal resources

management and (iii) limiting the adverse effects of shifting cultivation and

making it more complementary with livestock production.
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B. Manufacturing

519. The contribution of manufacturing to GDP is extremely low, accounting for

4.3 per cent of GDP in 1981, compared with 4.5 per cent in 1988. Manufacturing

value added per capita in 1984 lay between $US2.7 (at official exchange rate),

and $US0.8 (at the parallel market rate)? one of the lowest in the world.

Capacity utilization of 23 public enterprises in 1984 was officially estimated

at 26 per cent. The country's major exports, hides and skins* was marketed

predominantly in an unprocessed form and so did not provide a basis for industrial

growth.

520. The economic ixabalances of the past nine years, with large budget and

balance of payments deficits, foreign exchange scarcity (with which to buy fuel

oil, spares, raw materials and intermediate goods) and the migration to the Gulf

area of skilled manpower, have made it difficult for manufacturing industry to

survive, in spite of some liberalization measures taken by the government.

521. Current efforts Under the current IMF Stahilization programme, efforts

are being made to reduce the work force in the public sector and the government

is concentrating investment on the industries listed in the public investment

programme - the Juba Sugar estate, with an output target of 40,000 tons for 1987>

the SNAI sugar estate at Jowhar, designed to produce 24,O00 tons in 1981i the

Mogadishu Milk Factory; the Bahdera cement plant and the Berbera Cement Plant,

due to start commercial production in 1987, with an eventual output of 200,000

tons.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

522. m 1988, exports are estimated to have increased by 10.6 per cent, from

$UG88 million in 1987, to $US97.3 million whereas imports rose by a mere 1.2

per cent, from $US283.6 million to $US287 million. The trade deficit, which

stood at $US195.6 million in 1987, declined to $US189.7 million in 1988, but is

projected to rise to $US191.5 million by the end of 1989.

523. since independence, Somalia has had current account deficit practially

every year and the balance of payments has been a major preoccupation. A series

of IMF agreements have been signed since 1981 and Paris Club debt rescheduling,

of $US142 million inl985, and nearly $US152 million in 1987 was undertaken. A

sharp increase in capital flows in 1982 permitted a modest increase in reserves,

but a combination of drought, falling exports and disappointing capital inflows,

however, caused renewed crisis in 1984. Support was granted by various bilateral

donors between 1985-1987. Rescheduling will again be necessary however, in 1988,

and 1989, when total debt servicing is forecast to be $US173 million and $US141

million respectively. Of these amounts, non-reschedulable debt will amount to

$US100 million for 1988 and $US72 million for 1989.
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V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

so* Before June 1987, the total debt was estimated at $US1.4 billion. There
were large debt service arrears and the current debt service obligatxon is xn the
order of $US16O million a year, or over 90 per cent of projected exports and

private transrers.

s« The fin*l figures for 1986-1987 are likely to show a sharp rise in both
pledges and disbursements, due to the continuing problem of drought and tne need
for further balance of oayments support. At the Etorld Bank Consultative Group
MeetSs donors agreed ofa target of $US428 million for 1987 and $US4O7 millxon for
1988, against the total of $USlf086 million requested.

VI. MEDIUM-TERM PROSPECTS

52- The austerity budget for 1988 aimed to reduce expenditure. The external
budget was expected to fall from 43.5 per cent of total receipts, to 32.b per cent,
underlying the significance of the difficulties with the IMF Forexgn axa reguxro-

inents for 1988, which was first assessed at SoSh 5.8 billion {compared wxtn
SoSh 9.6 billion in 1937), was further cut to only SoSh 3.8 billion <*US33 ^->'
Donors have so far pledged 76.3 per cent of a requested total requirement of $US
million It seems as if a renegotiation of credit terms and condxtxons xs crucial,
given the limited amounts of foreign resource inflows and projected export earnxngs

of $US97.3 million for 1989.
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SUDAN

I. OVERALL GROWTH PERFORMANCE

527 The Sudanese economy continues to suffer from major difficulties manifested
in poor and declining overall growth, widening budgetary and payments deficits,
debt service problems and rising rates of inflation. After moderate recovery

in 1986, following two successive years of negative growth, GDP performance

floundered again to register relatively weak rates of growth of 3.8 per cent
and 1 4 per cent in 1987 and 19S3 respectively. As always, the performance of
the agricultural sector was at the roots of the poor showing of the economy.
Following its strong growth of 26.4 per cent in 1986, agricultural value added
grew by 5.9 per cent in 1987, but fell dramatically to register a negative
growth of 7 per cent in 1988. This arose from the lower production of cotton
and the sharp decline in the output of food crops. The 1988 performance has been
greatly influenced by the devastating impact of the widespread flood which afflicted
the country and which left in their wake considerable damage of crops and

infrastructure.

528. Public consumption continued to fall while private consumption recovered.

The relative shares of these categories in total expenditure amounted to 15.2
nor cent and 70.1 per cent respectively in 1986. At the same time, the share of
gross fixed capital formation in total expenditure continued its slide. At only

4.7 per cent of GDP in 1988 it is one-third of its relative share at the

beginning of the currant decade.

529. High rates of monetary expansion are also cause for grave concern. Honey

supply rose by 47.1 per in 1986 and again by 34O2 per cent in 1987, essentially
because of the acceleration in credit to the public sector. This, together with
the widening of the nominal budget deficit fuelled by repeated currency

devaluations resulted in the faster growth in aggregate demand than that of supply.
As a result, inflation rates picked up considerably. The consumer price index
increased by 29.1 per cent in 1936 and by a further 25 per cent in 1937 and is
believed to have surged further at an accelerating rate in 198b.

II. MAJOR DEVELOPMENT PROBLEMS At© POLICIES

530. Tho low level of productivity and the erratic performance of the dominant
agricultural sector had adverse impacts on the general level of economic activity
and in particular on manufacturing and the trade sectors. Macro-economic

management problems and inadequate inflow of financial resources in recent years

together with the obligations for the armed conflict in the southern part of the
country further complicated the situation and inhibited the restoration of
development momentum. The payments position also remains chronically tight and

the debt service situation continues to worsen.

531 Tho government budget, which critically dependents on the performance of the

external sector on the revenue side, has been accordingly strained. With
expenditure proving increasingly inelastic downwards, the size of budget deficits
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widened in nominal terms which, in the face of falling external resources had

to be increasingly bridged by massive recourse to the banking system.

532. to halt the deterioration of the economy and restore some measure of

stability to it the Government adopted a Four Year Programme for Slavation

Recovery and Development with the following objectives:

(1) Rehabilitation of the existing agricultural, industrial and

mining corporations;

(2) Completion of the on-going investment projects and soil

service programmes;

(3) Development of infrastructure;

(4) Provision of basic needs for the population;

(5) Initiation of balanced regional development? and

(6) Reconstruction of the war-devastated southern part of the country.

533. The economic reform programme also included policy measures directed towards

correcting price distortions, streamlining of public sector operations and

rationalization of resource use. The 1988/89 budget which has been conceived

within the framework of the Four-Year Programme for Slavation, Recovery and
Development (1988/39-1991/92) crystalizes some of the programme's broad objectives

while attempting to address some of the urgent and critical issues, notably:

(1) Realization of food security and provision of basic needs in

rural and urban areas;

(2) Achievement of internal and external balances and price stabilization;

(3) Attainment of equitable income distribution and regional balances;

(4) Optional utilization of the labour force and solving the various

unemployment problems: and

(5) Maintenance of security.

534. The 1988/89 budget forecasts total expenditure at Ls9,767 million, of which

current expenditure is estimated to account for about 73.6 per cent. This

represents some 43.8 per cent increase on the 1987/88 estimates. Revenue is

estimated to rise by 3.0 per cent to Ls5,885 million, of which direct taxes will

contribute about 18 per cent and indirect taxes to account for about 51 per cent.

The overall deficit is estimated to drop sharply, from Lsl,687 million in 1987/88

to Ls895 million.
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III. SECTORAL PERFORMANCE

A. Food and Agriculture

535. After the 1983-1985 severe drought, the weather returned to normal in 1986.

In that year, bumper crops, particularly food crops, has been harvested while

cash crops recovered considerably. The year 1987 was yet another year of

localized droughts and poor overall agricultural performance. Widespread floods

proved a major disaster in 1988, washing away crops or delaying plantings.

However, recent FAO reports indicate substantial recovery in agriculture in the

1988/89 season. Cereals production is expected to register a new record. The

production of sorghum and millet in 1988/89 is currently estimated at some

5 million tons, against 1.5 million tons in the previous year. iTheat production

is also expected to rise by about one-third to about 240 thousand tons.

B. Manufacturing

536. The manufacturing sector is fairly small, narrow-based and critically

dependent on imported inputs and spare parts. Partly due to technical problems

and partly because of lack of foreign exchange to import inputs and spare parts

or rehabilitate existing capacities, the performance of this sector has generally

been poor in recent years. Sugar production, for instance, fell by about 23

per cent in the first nine months of 1987/88 while the fruit vegetable canning

factories continued to stumble. Host of the new public-sector-owned textile

factories are operating at less than 30 per cent capacity. However, the

production of edible oil, soap and tanned leather is expanding.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

The payments position tightened further, despite an estimated rise of 18.2

per cent in export earnings in 1988/89. With imports estimated at Lsl,497 million,

the trade deficit is expected to widen by about Ls900 million or by about 152 per

cent of export earnings. The government is attaching special importance to the

attraction of savings by Sudanese working abroad in its bid to manage the external

deficit particularly now that the inflow of resources has fallen or stagnated and
debt service obligations mounted.

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

538. The country is currently experiencing increased difficulties in obtaining

new loans from, in particular, the western donor community. Disbursements of agreed

loans is also reported to be very slow. Under the circumstances and given the

relatively slow growth in exports, the servicing of the $12-10 billion debt is

proving ever the more difficult. As a result arrears accumulated and are estimated

to exceed £3.5 billion by end 1938, including some $1.0 billion owed to the IMF
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VI. MEDIUM-TERM PROSPECTS

c,q The medium-term prospects will depend on the government's ability to
implement the Four-Year Programme for Slavation, Recovery and Development
(l983/39-l$91/92). This programme focusses on rehabilitation, completion of
on-going projects and development of infrastructure particularly where potentials
of economies of scale could be exploited and where existing capacities could be
better utilized. The programme envisages total investment outlay of Lsl5-4 billion,
Agriculture has been allocated about 26.9 per cent of investments, industry

10.5 per cnet, energy and mining 17.2 per cent, transport, communications and
storage 16.9 per cent and the servicing sector 28.5 per cent.
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TANZANIA

I. OVERALL GROWTH PERFORMANCE

540. The economy of Tanzania sustained the recovery in 1987/88, the second

consecutive year that GDP growth has exceeded the annual population growth rate

of 3.3 per cent. Real GDP grew by 3.9 per cent in 1987, an improvement compared with

the 3.6 per cent .increase in 1986. The overall growth is below the ERP target of
4.5 per cent per annum but the positive trend is a healthy sign for a sustainable

growth path as well as a reversal of several years of decline in per capita income.

541. The main source of GDP growth was the agriculture sector where real output is

estimated to have risen by 4.4 per cent. Food crops and cotton output continued

to take the lead in agricultural output growth. However, industry remains depressed

with the share of manufacturing sector in GDP declining to 4.6 per cent in 1987

compared with 11 per cent in 1980. Manufacturing output increased by 4.2 per cent

in 1987 despite the shortage of raw materials and spares itself a result of

shortfalls in foreign exchange receipts.

542. The inflationary tendencies in the economy which has been persistent over

several years may be difficult to reverse. In 1987, the poor short rains and

marketing difficulties occasioned an escalation in food prices. Favourable

climatic conditions in the year supports a reasonable harvest, which will

have a positive impact on food prices in 1983, During 1987, there was a slight

moderation in the rate of inflation with the annual average dropping from 32.4

per cent in 1986 to 29.9 per cent. This performance however, still falls short

of the government's objective of reducing the rate of inflation to 20 per cent

during fiscal year 1987/88.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

543 The major problems that hampered the implementation of the Economic Recovery

Programme (ERP) in 1987/88 are: (i) structural rigidities and physical constraints

in transporting and processing agricultural products which led to unsatisfactory

export and excessive credit growth; (ii) worsening external terms of trade;

and (iii) delays in disbursements of external assistance. 1987/88 is the second

year of the implementation of the programme and since it contained a mixture of

measures that are short, medium and long-term in design, its overall impact can

best be judged against the effectiveness of policies implemented so far. The

government adjusted the exchange rate, interest rates, improved incentives and

reduced recourse to bank borrowing. To support the recovery of output and exports

consistent with the objectives of the ERP, the government will continue with the re
habilitation of tho physical infrastructure in support of the directly productive

sectors; improve the processing and marketing of agricultural products and timely
provision of inputs and spares; accelerate the rehabilitation and restructuring of the

industrial sector in order to improve efficiency, reduce import dependence and

restore positive industrial growth.
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544 „ The financial system will be reformed so as to enhance savings and its

allocation to productive activities. These structural policies will be accompanied

by appropriate external and aggregate demand policies which will be aimed at

improving resource use, support external adjustment and contribute to the

decline in the inflation rate. Since 1986 there has been very substantial

adjustments in the official exchange rate which has resulted in a significant

devaluation in the real exchange rate (i.e. the exchange rate adjusted for changes

in relative price levels). The inflationary presures arising from this measure

could be mitigated by increased inflow of foreign exchange which will ensure

increased output and improve provision of services.

545. There has been an increased availability of official foreign exchange

resulting from external finance in support of the Economic Recovery Programme.

As exchange rate adjusted has increased the shilling price of foreign exchange,

some potential foreign exchange users find it increasingly difficult to utilize

foreign exchange allocations because of shortage of shilling "cash cover". It

will be necessary to strike a balance between the need to restrain monetary

expansion in order to check inflationary pressure while providing sufficient

credit to ensure that available foreign exchange can be utilized to expand real

productive activity. Adjustments in pricing need to be undertaken with more

flexibility in order to cope with changes in costs thus improving liquidity of

producers and other users.

546. Generally, fiscal performance has been compatible with the objectives of the

Ecpnomic Recovery Programme,, The real value of recurrent expenditure has been

stabilized, with increases largely occassioned by inflation, increased debt

service payments and the depreciation of the Shilling. Government borrowing from

the banking system has been limited to Shi.7 billion in 1986/87 as compared to

Shs.5.6 billion in 1985/86 and it is expected to be as low as Shs. 600 million

in 1987/88. The budget for 1988/89 envisages a planned investment of Shs.48114.6

million. Development expenditure is estimated at Shs.28,4C0 million corresponding

to a 39 per cent increase over the 1986/87 level of Shs 17,255 million. It is

anticipated that Shs 16,200 million or 57 per cent of the development expenditure

will come from external sources while internally generated resources is expected

to cover the remaining Shs. 12,200 million. Forty-two per cent of the development

budget is allocated to the directly productive sectors, of which 30 per cent are

with agriculture and livestock development.

547. Recurrent expenditure for 1988/89 is estimated at Shs. 90,272 million compared

to Shs. 60,071 million in 1987/88= This brings the total expenditure envisaged for

1988/89 to Shs. 118,672 million. To finance the budget, the Government plans to

raise revenue totalling Shs* 62,670 and based on donor pledges in support of the

ERP, an amount of Shs. 45,360 million will come from external soruces. Another

Shs. 2,500 million will be derived from domestic non-banking sources and the adjust

ment in tax rates to generate more income. The budget gap will be bridged by

bank borrowing amounting to Shs. 600 million.
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III. SECTORAL PERFORMANCE

A. Food and Agriculture

548. On average agriculture accounts for 54 per cent of GDP (in current prices)

in 1987/88 and provided employment for 90 per cent of the country's labour force.

In general, 1987/88 was a good year especially for major food crops. Available

estimates indicate that maize output increased from 2.4 million tons in 1986/87•

Paddy production increased only slightly to 644,000 tonnes in 1987/88 but the

output was substantially higher than such record year as 1981/82. Production of

mixed pulses also reached record levels in 1987/88. Sorghum production is estimated

at 954,000 tonnes in 1986/87 while cassava output fell from 2.03 million in 1985/86

to 1.71 million tonnes in 1985/87.

549e Overall, production of export crops has recovered significantly during the

past two crop seasons after several years of low output. Almost all production

of the major export crops are- sold through official marketing channels and such

purchases are a good measure of production levels. Purchases of coffee in 1987/88

are estimated at 50,000 tonnes up from' 41,200 tonnes in 1986/87. The major

constraint on coffee output has been the lack of timely supply of inputs rather

than price or climatic factors. Cotton purchases doubled in 1986/87 to 213,100

tonnes increasing to 226,100 tonnes in 1987/88. The processing and transport

sector are major implemented to the expansion of cotton output. Production of

other cash corps - cashew nuts, sisal, cocoa, tobacco, tea and pyrethrum - have

also recovered significantly as evident by increased purchases in the 1987/88

marketing year.

550. The revival in agricultural output results from a combination of good weather

and significant policy and institutional changes. Through increases in producer

prices, the real price of maize has been restored to the levels prevailing at

the end of the 1970s while the real price of paddy is higher than at any time in

the 1970s. Overall prices of export crops have also shown a significant real

improvement since 1983/84.

551. Food production and distribution has also been facilitated by the multi

channel food marketing system which started in 1984 with the increase in the

limits for up-country movement of grains. In 1987 special permits to move food

in the country were abolished. In 1987/88 it is estimated that the National

Milling Corporations (NMC) accounted for only one third of marketed nnize and 20 per

cent of marketed rice and beans. The opun market is now the major source of supply

for urban areas, including Dar es Salaam. Measures are now underway to improve

the efficiency of the official food marketing system and reduce cost to the

economy.

B. Manufacturing

552O Afte^ reaching an all time high in 1979 of Shs. 2,821 million (1976 prices)

(or 12B3 per cent of total GDP), industrial production declined, reaching a low

of Shs. 1,935 million in 1986, a mere 7.6 per cent of GDP. There were some output
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improvement in 1987 compared with 1986; textiles (20 per cent), tyres (49.3 per
cent), cement (14,5 per cent) and shoes (15.2 per cent). Production increased
mainly on account of improved supply of raw materials due to enhanced import

support under the ERP, but in some industries output continued to decline. There

were a number of good export performances suggesting good prospects for further

expansion.

553 Overall, improvement in capacity utilization to 60-70 per cent as envisated
in the ERP will be difficult to achieve given the magnitude of resources required

for recurrent inputs. Moreover, after some years of idleness, major rehabilita

tion is required in some key industries to restore actual operational capacities.

One weakness of the manufacturing sector is its excessive import dependence. In

the longer term,sustained industrial expansion can be achieved only if there is

a greater reliance on domestic inputs or the sector itself becomes a dynamic

source of export expansion,

C. Transport

554. Road and Rail transport are the most important means of transporting

agricultural inputs, produce and other essential goods. Over the past decade
these modes of transport have been adversely affected by shortage of foreign

exchange needed to maintain the equipment stock, the physical infrastructure and

supply of recurrent inputs, notably fuel. Increases in the road vehicle fleet

and better fuel supplies have eased some of the bottlenecks, but the bad conditions
of the roads, insufficient operational rolling stock and deterioration in the

rail track impose severe difficulties in the transport system.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

555. In 1987, Tanzania's external trade deficit increased to $770 million

compared to $701 million in 1986. The trade deficit remains at more than double

the"value of export for the third consecutive year. The increases are largely

due to the inability of exports to keep pace with the higher level of imports

which have been necessitated by the import requirements of the ERP. In real terms,

the value of imports in 1987/88 is estimated at $1,190 million or about 98 per

cent of the ERP target and it is forecast to reach $1,265 million in 1988/89. On
the other hand, the value of exports was adversely affected by declining coffee

prices despite increasing volume of coffee exports. Estimated at $363 million in
1987/88, the total value of exports is forecast to rise by about 17 per cent to

$424 million in 1988/89. . . .

556. Overall, the balance of payments have adversely affected by this lopsided
structure of the merchandise trade account with the declining export commodity

prices and escalating prices of crucial imports needed for the implementation of

the ERP. In many respects, the underlying balance of payment situation remains

shaky. The economy is heavily dependent on aid flows and in 1987/88 export
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earnings were only equivalent to about 32 per cent of the total value of imports.

Despite the significant improvement in the capital account occasioned by funds

for investment"and balance of payment support the overall balance of payment
deficit is expected to persist until an improvement in domestic output of major

export crops combined with better commodity prices that will enhance the country's
export earnings, narrow the trade gap and bring the external account to manageable

levels =

V. DEVELOPMENT AID AND EXTERNAL DEBT

557_ In collaboration with the World Bank, Tanzania had organized two consultative

group <CG) meetings with donors. In 1986/87, new pledges made at the CG amounted
to £660 million in loans and grants of which $420 million, excluding Technical

Assistance, was utilized. In 1987/88, a total sun of $740 million was pledged
and $420 million was made available for the implementation of the ERP. For 1988
and 1989, the government's investment and balance of payments support requirements

is estimated at $2,800 million of which $1,600 million is expected to be in the
form of loans and grants and the remaining to come from resources to be released
as a result of Paris Club rescheduling of the country's external debt.

558 The total external debt is currently put at $US3.6 billion. In October 1986
an agreement was reached to reschedule 97.5 per cent of the accumulated debt
(principal and interest) for a period of five years effective 1986. Following

the expansion of the government's activities particularly within the context of
the ERP and the Five Year Development Plan, resource requirements have increased
beyond the revenue generating capacity of the country. The potential for economic

expansion in Tanzania needs a requisite international support for several years

to come especially those in the form of debt relief measures so that resource

which are earmarked for debt servicing can be channelled into production activ

thereby sustaining the recovery efforts.

VI. MFDIUK TERM PROSPECTS

559 Tanzania is expected to continue to face difficult external adjustment problems
in the next few years. The Government's adjustment strategy should emphasize

external adjustment through the continued maintenance of an appropriate exchange
rate regime. The pricing system for export crops should result in a marked
increase in producer prices and contribute to output increases of export crops. _
The rehabilitation and restructuring of the industrial sector, should also lead to
the realization of substantial import savings, through improved efficiency in the
use of imported inputs and through the development of import substituting activities
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560=Given that appropriate adjustment measures will be implemented, and a moderate

increase in real per capita consumption, the Government? s target of a rate of

growth of 4 to 5 per cent per annum during 1988/89-1992/93 should be achieved.

However the success of this adjustment strategy depends not only on maintaining

the level of aid disbursements in real terms but also on a temporary boost in

external support over the medium-term in the form of official transfers, other

concessional capital flows and debt relief.
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TOGO

I. OVERALL GROWTH PERFORMANCE

561„ After a period of economic recession from 1980 to 1983 when real GDP

diminished by 4.1 per cent per year, the Togolese economy began to recover

in 1984 with a growth rate of 1.4 per cent which went up to an annual average

of 2.2 per cent between 1905 and 1988. The recent performance was occasioned

by substantial aid flows into the country, the cancellation of nearly one

sixth of the national debt, better management of that debt and reforms carried

out in the public sector. Mention should be made of a recovery in the mining

sector with the upswing in phosphate prices recorded at the end of the period.

562«. During the period under review, rural sector contribution to GDP

formation rose from an annual average of 26.7 per cent between 1980 and

1983 to 30.6 per cent between 1984 and 1988. Sectoral growth rate rose from

-3.1 per cent a year to 2.6 per cent during the two periods. The share

of other sectors in GDP expressed at 1980 constant factor cost remained

relatively stable at 7.8 per cent for extractive industries, 7.4 per cent

for manufacturing industries, 3.1 per cent for the water energy sector,

3.9 per cent for building and public works and nearly 50 per cent for

miscellaneous services. The importance of the last of these sectors has

to do with the transit role that Togo plays for neighbouring countries more

particularly the land-locked countries of the Sahel. The value added of

the secondary sector diminished by 2.7 per cent per year in real terms from

1980 to 1987 and increased by a mere 0.9 per cent from 1987 to 1988. The

rates for the same periods in the tertiary sector were -0.7 and 2.4 per
cent respectively.

563. On the demand side, final consumption increased in volume by only 1.1

per cent in 1987-1988 as compared to a mean annual decrease of 0.1 per cent

over the period 1980 to 1987. This trend resulted from the strict control

of consumer spending instituted since 1984 and which ended up expanding
public consumption by 1.3 per cent per year and reducing private consumption
by 3.2 per cent per year from 1980 to 1988. The outcome was a domestic
savings rate equivalent to 19.4 per cent of GDP in 1987-1988 as compared

to an annual average of 17.5 per cent between 1980 and 1987. Over the same

periods, investment rates were 19.8 and 24.1 per cent respectively for

resource deficits that were estimated respectively at the equivalent of
1.5 and 8.2 per cent of annual GDP.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

564. The early 1980s were characterized by satisfactory performance in nearly
all productive sectors of the Togolese economy, the exception being extractive
industries. The impediments to Togo's development were mainly financial.
When phosphate prices quadrupled and budget revenue doubled as a result
in 1975, the Government launched an ambitious investment programme that
was highly expansionist in terms of fiscal and monetary policy. In this

way, substantial investments were made in the industrial and tourism sectors

to the detriment of the rural sector at the same time as the States broadened
its scope of intervention by setting up new public enterprises, increasing
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the number of public servants and raising real wages. In spite of losses

in phosphate revenue which were not offset by steady coffee, cocoa and cotton

prices, these trends continued until 1983. The Government had to resort

to heavy borrowing, particularly on commercial terms, in order to cope with

virtually irreducible recurrent costs, to sustain an annual investment rate

equivalent to 25.4 per cent of GDP per year while honouring debt-service

obligations which accounted for about 20 per cent of export earnings. These

difficulties were worsened by (a) the disruption of trade with Nigeria and

the external payment difficulties that neighbouring land-locked countries

in the subregion had to face. This reduced the transit role played by ,the

port of Lome which needed to be renovated at high cost; (b) the weakness

of the French franc to which the CFA franc was pegged; (c) the narrowness

of the revenue base which recuced any prospects for braodening the tax base;

and (d) the weak multiplier effect of investment on other sectors of the

economy.

565. The public finance crisis continued into the second half of the 1980s

despite the austerity measures taken by the Government. During this period.

State revenue and grants diminished by 19.2 per cent in 1986-1987 after

having increased annually by 7.8 per cent over the period 1984-1986. This

situation resulted from the declining contributions received from the Office

togolais des phosphates (DTP) and the Office des produits agricoles du Togo

as well as declining customs revenue. Together with the fall in export

revenue of more than CFAP 35 billion in 1986 and nearly CFAF 5 billion in

1987, this situation compelled the country to revise its investment programme

downwards and to accumulate substantial payments arrears which reached a

record figure of CFAF 34 billion in late 1987. The annual average budget

deficit of the State remained stable at around CFAF 14 billion on the basis

of obligations and CFAP 16 billion on the basis of disbursements.

566. in its search to find solutions to the aforementioned problems, the

Togolese Government has launched stablization and structural adjustment

programmes with the help of the International Monetary Fund and the World

Bank. The programmes spell out the economic and financial policy objectives

pursued as a matter of priority since 1980. From 1979 to 1985, the IMF

supported these programmes with four confirmation agreements in a total

amount of $US 114.4 million of which $US 60 million has been utilized. The

World Bank granted two structural adjustment loans in the directly productive

sectors. The objective was to bring about a high level of activity in the

three key sectors of agriculture (in order to achieve food self-sufficiency),

mining and manufacturing industries. The activities conducted in this area

concerned: (a) extension of the phosphoric acid project with a view to

increasing to 24 per cent, by the year 1990, the share of this product in

national exports and to make major inroads into the markets of ECOWAS member

countries; (b) petroleum prospection over more than half of the country

together with agricultural research; (c) liberalization of distribution

channels with particular reference to agricultural products; and (d) fiscal

and banking incentives for private nationals working in the industrial sector

(tax rebates and holidays, effective protection and financing of project

preparation).

5S7o The main objective of the adjustment and stablization effort, however,

is still to reduce the State budget and current account deficit. So, at
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the same time as revenue is being increased, expenditure is being reduced

through the introduction of selective recruitment, a freeze on wages and

promotion, the reduction by 20.7 per cent of the investment budget below

its 1980 level and the levying of a 5 per cent national solidarity tax on

public and private wages.

568„ With regard to institutional reform, the State has withdrawn from

unprofitable public enterprises and set up structures for the strict

management of investments. This led to the stoppage of production by the

Socie*t£ des ciments de 1' Afrique de 1' Quest (CIMAO) which also accounted

in 1985 for about 7.3 per cent of the principal of the foreign debt. The

success of these austerity measures supported by several debt rescheduling

exercises and substantial inflows of foreign funds have enabled Togo to

honour its commitments and to reverse the trend that had been declining

until 1984.

569
The 1986-1990 structural adjustment programme concluded with the IMF

and the World Bank comprised investments estimated at CFAF 102.3 billion.

Of this, 16.8 per cent went into water schemes, 11.5 per cent into energy,

51.5 per cent into transport, 15.7 per cent into posts and telecommunications,

4.5 per cent into urban development and tourism. The privatization exercise

that went with this programme affected industrial plants.

III. SECTORAL GROWTH

A. Food.and agriculture

570„ Agricultural value added fell slightly by 0.2 per cent in nominal terms

from CFAF 126.2 billion in 1986 to CFAF 126.0 billion in 1987 before rising

to CFAF 132.4 billion in 1988. Food crops recorded performances that were

not as good because their value added declined by 4.5 per cent in 1987-1988

as compared to an average increase of 2.0 per cent to 352,500 tons. Cassava

production declined from 410,700 to 352,500 tons. Yam production also

decreased substantially from 409,400 tons to 360,400 tons while that of

millet and sorghum fell from 212,700 tons to 168,200 tons. Only maize

improved from 126,900 tons to 172,100 tons, but still, the output was lower

than what had been produced in 1984 and 1985.

571. Agricultural export value added increased by 7.6 per cent in volume

terms. Coffee production increased from 0,600 tons in 1986 to 11,400 tons

in 1987 while that of cotton rose from 63,300 tons to 79,100 tons because

of the increase in producer prices and the support given to the SRCC and

SOTOCO projects. Aging plantations and land tenure problems explain the

slow-down in cocoa production from 14,300 tons to 12,600 tons in 1987.

However, the activities undertaken by the national company for the renovation

and development of coffee and cocoa growing are beginning to bear fruit.

572. In terms of food, Togo is self-sufficient in roots and tubers. As

to cereals, the self-sufficiency rate during the 1987-1988 crop season when

a total of 469,000 tons was produced, was about 85 per cent.
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B. Industry and mining

5-73 Sectoral value adeko grew in real terms by 2.8 per cent over the period

1984-1988 as compared to an annual average of a mere 0.3 per cent from 1980

to 1964. The main activities in this sector are extractive industries,

manufacturing industries and building and public works. Extractive industries

mainly concern phosphate production even though quarrying has been stimulated

through the coastal erosion control project. Phosphate production has been

stagnating since 1987 at 2.2 million tons while clinker production has

virtually ground to a halt since 198.;. Phosphate exports increased in volume

in 1987 to 2,662 million tons as compared to 2,266 million tons in 1986.

However, average prices fell by 28.7 per cent from CFAF 12,650 per ton to

CFAF 9,800 per ton. The growth of manufacturing industries is linked to

the impact of the ongoing restructuring of public enterprises and

SME-promotion policies. Eight public enterprises have been closed since

1983 while 11 have been made over to private national or foreign

enterpreneurs.

574. The building of the Naugheto dam which began in 1984 was completed

in February 1988. It is located on the border between Togo and Benin and

has a hydropower-generation capacity of 65 million kWh which can be expanded

to a maximum of 150 million kWh per year. The dam would reduce the energy

import needs of Togo by 20 per year. In the past, those needs were met

by the Akosombo dam in Ghana. Electricity generation rose from 259,757

kWh in 1986 to more than 283,522 kWh. Of this, 257,757 kWh were purchased

from CEB and 25,765 kWh generated from local sources for the last three

quarters of 1987. The increase was 9.15 per cent. Petroleum product

consumption rose from 66,750 m3 in 1986 to 73,150 m3 for petrol (an increase

of 59 per cent) and from 107,418 tons in 1986 to 108,625 tons in 1987 for

other petroleum products such as kerosene, gas oil diesel-oil, fuel-oil.

C. Other sectors of the Togglese economy

The tertiary sector remained predominant in the Togolese economy mainly

because of commercial activities and the transit role that the country plays

in particular for its land-locked neighbours. For example, growth in this

sector is largely determined by the flow of traffic with Nigeria. The rate

increased from an annual average of -2.7 per cent in 1980-1984 (the period

during which several disruptions of traffic with Nigeria occurred) to 2.1

per cent in 1985-1988. To derive greater benefit from its transit role

and to develop certain productive activities, Togo launched a transport

infrastructure rehabilitation programme costing a total of SUS 310 million

which is to be financed jointly by the World Bank and the United States

of America.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

576,- External trade performance has a strong influence on the Togolese economy

because of the magnitude of export earnings allocated to investment. As

with GDP, exports decreased substantially from 1980 to 1984 and even in

1985, from $US 337.7 million in 1980 to $US 190.1 million. During the same

period, imports were steadily reduced from $US 550.5 million to $US 2.88
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million The result was a mean annual deficit of 5US 217.9 million between
1980 and 1982 oiJUS 118.8 million and then ?US 88.3 million in 1983 and
Lnl9B4 and ?1985 respectively. The rate of coverage of

by the L^rrf toaolaise des hydrocarbures (8TB), and (o) the
p

in the phosphate sector.

-hfc o-ricd l«0^-19GS, there was a net improvement in the trade

coverage rate of y& per ctntc ^^u^i-axa.^ r

i.rJS3 sj=xss. --=?.• - ^rS
a substantial amount of the foreign debt. Th, deficit increased from $US 18.9
million 1980 to $US 101.2 million in 1^P7

V. DEVELOPMENT FINANCE AND EXTERNAL DEBT

578. The development aid received by Togo from 1980 to 1987 amounted to
SOS 7 C million in 1980 and averaged 5US9S.1 million a year. Net ODA

aid was 56 per cent. The main problem remains the absorptive
the TogolesePeconomy and the requirements, procedures and policies of donor
countries and organizations.

of the total cost.

regard to external debt, the outstanding amount as of 31 December

:VT£
rr " »

million and $US 84 million in 1983.

VI. MEDIUM-TERM PROSPECTS

•*"■
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3.8 per cent of that of the secondary sector and 3.2 per cent for the tertiary

sector. Over the same period, public consumption should grow at a moderate

rate of 1.8 per cent while private consumption increases at a rate of 2.8

per cent. The domestic savings rate that would result should be 20.9 per

cent for an investment rate of 19.3 per cent. The trade balance position

should deteriorate mainly because of the reduction of exports by nearly

20 per cent and the increase of imports by 2.8 per cent. The overall external

payments and public finance situation would remain precarious.
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UGANDA

OVERALL GROWTH PERFORMANCE

582. The recovery of the Ugandan economy in 1986 with 0.8 per cent increase in

GDP was sustained in 1987 with an increase in real GDP of 4.5 per cent in real

terms. The main stimulus to the healthy growth is the agriculture sector.

Monetary agriculture in 1987 rose by 5.5 per cent while non-monetary agriculture

registered an increase of 6.8 per cent* Other contributing factors are increase

in manufacturing value added by 2=4 per cent and a high growth of 14 per cent

recorded for the construction sector.

583. Monetary and credit developments in 1987 reveal a rapid expansion in the

money supply (broad money), which was up 156.1 per cent. Most of this growth

was due to increase in currency in circulation and private demand deposits. Total

domestic credit increased by 100.4 per cent* Credit expansion to the private

sector rose by 154 per cent, a large proportion consisting of crop finance which

rose by 118.5 per cent over 1986. The Government's share of credit expansion

was down from 45.3 per cent to 30,7 reflecting a policy initiative to prevent the

"crowding out" of the private sector in credit use.

5Q4o In 1987, prices for the middle income group in Kampala, increased by 162 per

cent, and the lower income group by 177 per cent. After the currency reform of

May 1987, prices actually fell as liquidity was severely squeezed leading to a

corresponding fall in consumer purchasing power. Price rises, however, have

exceeded 200 per cent on an annual basis. The main underlying causes of inflation

are, the persistent shortage of consumer goods, transport bottlenecks, inefficient

marketing and distribution systems, and the rapid expansion in the money supply.

II. MAJOR DEVELOPMENT PROBLEMS AND POLICIES

585. The performance of the Ugandan economy has been adversely affected by

price instability on the international commodities market for the countryfs main

cash crop - coffee and cotton. This had led to pressure on the external trade

balance and on the exchange rate* The distortions in domestic equilibrium

resulted from the sizeable budget deficit, rapid expansion in the money supply,

sporadic insecurity problemfborder closures with Kenya which disrupted the flow

of trade, foreign exchange shortages and the failure of the productive base to

expand fast enough to meet the increasing demand for basic consumer and producer

goods and imports.

586= In response to these problems, the government had adopted a four-year

rehabilitation and development plan (1987/88-1990/1991) which aims at an annual

average GDP growth rate of 5 per cent, a reduction in the rate of inflation to

10 per cent, and achieving a sustainable balance of payment position during the

plan period. Priority is been given to the acquisition of agricultural production;

industries producing essential commodities are being rehabilitated and the transport
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system is being overhauled. As part of the economic reform measures,

further 10 per cent devaluation of the Uganda shilling was effected in December

1988 which brings the exchange rate to $US1 - Ush. 165 from $US = Ush. 150. Also

the government is seeking to reverse the mode of deficit financing by reducing

the level of non-bank financing through the Jncreased issue of Treasury bills

with a view to mopping up excess liquidity in the economy and thereby easing

pressure on the exchange rate and domestic inflation.

50-7 The revised estimate of recurrent revenue for fiscal year 1987/88 was UShs.

26.08 billion with tax revenue accounting for UShs. 17.21 billion or 65 per cent

of total intake. The increase was principally due to an improvement in tax

base, and higher tax yields due to inflation in view of

the large unforseen extra-budgetary expenditure during the fiscal year,

the government had to issue a supplementarybudget of Shs 35„7 billion which,

in effect, reduced the recurrent expenditure from the original Shs. 29.7 billion

to Shs 19.5 billion and development expenditure from Shs 31O6 billion to Shs= 9.7

billion, in order to contact the deficit within the limits originally planned.

588. In 1988/89, total expenditure is estimated at UShs. 120*6 billion. This

large increase is a reflection of a number of factors, principal amongst which

are: the rehabilitation demands? the need to provide further relief

supplies; the heavy debt burden, etc. On the revenue side, a total income of

Sh. 81.7 billion was estimated to be collectable in 1988/1989 of which Shs. 55.7

billion will come from taxes and non-tax sources and another Shso 26 billion in

grants. With anexpenditure of Shs. 120.6 billion, this implies an overall budget

shortfall of Shs. 38.9 billion which the Government hopes to finance from domestic

sources and through debt relief measures.

589. To support the rehabilitation and development plan along with other economic

reform measures, a three-year structural adjustment programme has been adopted

with an IMF seed funding of SDR 46.8 million and complementary financing

facility drawings of SDR 25 million- The World Bank is also supporting the

programme with an Economic Recovery Credit of SDR 50.9 million and another

SDR 18=8 million under the African facility.

III. SECTORAL PERFORMANCE

A" Food and Agriculture

In the monetary agriculture sector there was a healthy growth of 5.5 per

cent in real output compared to a 11.5 per cent in 1986= Subsistence agriculture

grew by 6.8 per cent in marked contrast to the fall of 8.2 per cent in 1986.

Coffee production is estimated at 160,300 tons in 1987, significantly higher

than the 143,300 tons registered in the 1986 crop year. Cotton production

dropped from 4,500 tons to 2,700 tons, while tobacco output rose from 866 tons

to 933 tons. Food crop production has been generally favourable reflecting the

concerted efforts of Government to attain adequate supply for domestic require

ments and generate a surplus for export, partly through barter trade agreements.
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591. The present structure of production, which evolved overtime, involves low

levels of capital outlay and unimproved methods of production by small, widely

scattered farmers. With the limited technologies and production inputs, the

shattered transport and marketing system, spiralling inflation and low producer

prices, farmers are unable to produce significant surpluses over their domestic

needs. This has resulted in low volumes of export commodities and declines in

per capita food production and consumption.

592. In order to address these weaknesses. Government's policy for agricultural

development is to increase food production for self-sufficiency and diversify
agricultural exports so as to reduce the country's dependence on a limited

number of cash crops. The sectoral goals over the present plan period are:

(i) to produce sufficient food to ensure food security and

nutritional levels;

(ii) to increase and diversify the production of agricultural

export commodities; ;

(iii) to promote utilisation of agricultural raw materials by

domestic agro-based indsutries;

(iv) to create employment opportunities in the agricultural
sector;

(v) to pursue integrated -rural development in order to reach

the majority of the population, 90 per cent of whom live

in rural areas„

593. As an incentive to the peasantry for increased production, a Rural Farmers

Credit Scheme was established in July 1987 to provide agricultural credit to small

holder farmers engaged in crop production, animal husbandry, poultry and fishing.

The scheme which has 32 participatory branches, is evenly distributed in almost all

the region's of the country to ensure a broad-based access to the failities.

Producer prices have also been increased substantially especially for cash crops,

so as to encourage a farmers to enhance production of these crops which are the

main sources of foreign exchange earnings.

B. Manufacturing

594. The manufacturing sector recorded a healthy growth in 1987 with. food
processing rising by 21.4 per cent and miscellaneous manufacturing by 24.6 per

cent. Capacity utilisation improved from around 20 per cent to 35 per cent in

1987/88. Changes are been introduced in the structure of the parastatal sector
as Government moves to divest itself of loss raaking companies and institutes

more effective management control and accounting systems. Central to this

initiative is the establishment of d. Public Industrial Enterprise Secretariat

(PIES) in the Ministry of Industry and Technology to guide parastatal restructuring.
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C. Transport and Communications

Significant progress has been made on the many road projects currently being
undertaken throughout the country, including the Mityana-Fort Portal road and the
northern corridor trunk road with, various stretches between the boarder at Malaba
in the east and Kabale in the west either under reconstruction or completed.
Under the Third Highways project a number of other major roads and rural feeder
roads are being rehabilitated. Improvements to Kamapala city roads are also under
way with 42 km completed under phase I and 30 km under phase II. Much work is
planned to be undertaken on the railway networks with special emphasis on the
link to Kenya and the Kampala-Kasese segment. Over the past year a substantial
number of railway wagons and locomotives were either ordered or delivered. In
the Civil Aviation subsector, air traffic at Entebbe International Airport showed
noteworthy increases with total passengers handled growing by 40.6 per cent from
96,000 in 1986 to 135,000 in 1987. A 13 fold increase in freight was also
recorded.

96 • Rehabilitation of the telecommunications system continue with some
improvements to the network in Kampala and links between the major town

country. Subscriber Trunk Dailing (STD) facilities are now available between

Uganda, Kenya and Tanzania. With the construction of a second earth satellite
station and the installation of the Kampala International Telephone exchange,
International Subscriber Dailing (ISD) will become operational.

IV. EXTERNAL TRADE AND BALANCE OF PAYMENTS

597. Uganda's balance of payments showed a marked deterioration in 1987 compared
to 1986. On the current account, the deficit was US$125.7 million compared with
US$6.9 million surplus in 1986. On the capital account, the surplus was US$103.5
million,a notable improvement on the 1986 outturn of US$75.8 million. Net arrears
increased by US$19.1 million. The net result was overall deficit of US$3.1
million in the balance of payments. The trade deficit was $US285.8 million in
1987, due to an increase in imports from $US476.1 million in 1986 to $US605.5

million in 1987, and reduction of exports from $US407.5 million to $US319.6 million
This trade imbalance was financed mainly by a sh^rp jump in grants (unrequited
transfers) and disbursements of medium- and long-term loans.
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V. DEVELOPMENT AID AIJD EXTERNAL DEBT

598. During 1987/1988 the mobilization of external resources have been

characterized by a sharp increase in both committments. and disbursements; a

progressive increase in the share of grants in disbursements; and a further

increase in the financing of productive inputs for the rehabilitation of the

economy in both new committments and disbursements.

599. The disbursements of both loans and grants increased sharply compared to

previous fiscal years, reflecting mainly the increased absorptive capacity of the

economy, and possibly because of the depreciation of the US dollar. Overall,

total disbursements (loans, grants and suppliers credit for funding of develop

ment projects) reached record levels of $US454 million in 1987/1988 from $US298

million in 1986/1987, or an increase of 52 per cent. Loan disbursements

increased from $US134 million to £US159 million (a 19 per cent increase), whilst

grant disbursements increased from $US136 million to *US235 million (74 per cent

increase). Thus grants share of total disbursements increased from 46 per cent

in 1986/1987 to 53 per cent, while loans fell from 45 per cent to 35 per cent.

The Governments financial requirement from donors as presented to the Consulta

tive Group meeting 21-28 October 1988 was &US440 million for 1989 to meet

programme targets. Indications are that the Government can expect to draw on aid

and concessional loans worth :/US550 million in 1989 on the basis of pledges made

at the meeting.

600. At the end of 1987, Uganda's external debt stood at $US1.8 billion

compared to $US461.8 million at the end of 1980. More than 95 per cent of

outstanding debt was official or officially guaranteed debt, of which 83 per

cent was on concessional terms. Debt servicing in 1987/1938 on medium- and long-

term debt (including the IMF) amounted to $US17O million, of which $US126.4

million was principal and '"US43.6 million was interest. The debt service

ratio was 59.6 per cent of export earnings, assuming no increase in arrears which

stood at ?US70 million at the end of 1987. Government steps to ease the debt

servicing burden include increasing exports through diversification, concentrat

ing on grants assistance and negotiating new credits of long term maturity. In

June 1987 Uganda had, through the Paris Club, received debt relief amounting to

$US11.3 million.
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VIo MEDIUM TERM PROSPECTS

601, The objective of the 1988/1989 budget is to hold down inflation from the current

level to no more than 5 per cent per a month of an annual rate of 30 per cent by the
end of the Plan period in 1991. Fiscal deficit is expected to be reduced to

3 per cent of GDP through such measures as refraining from contracting non-concession

al debt, restriction on expenditures and relieving debt owed to the Central Bank.
Taxes have been adjusted upwards to increase revenue intake. An open general

license (OGL) system have been introduced for the importation of raw matrials

for industries so as to increase capacity utilization.

602 With these reforms measures, the Government expects to achieve the planned

target of 5 per cent GDP growth per annum up to 1991 which will be brought about

by a 4-5 per cent growth in agricultural value added and a 10 per cent increase

in industrial output annually vhilethe other sectors are expected to register

growth rates between 3-5 per cent.
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