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EXECUfIVE SUMMARY

The Economic Commission for Africa (ECA) will present, at the twentieth meeting of the Conference
of Ministers responsible for economic and social development and planning, a preliminary repan on a frame..
work ageoda for buDding and utilizing critical capacities in Africa. lbis report will summarize recommenda
tions from eight priority areas of capacity building. One of those areas, and which is the subject of this paper,
is the mobilization and efficient allocation of financial resources to facilitate the building and utilization of capa
cities in Africa. Needless to say, in view of lhe crucial role of financial resources in capacity-building activities,
the recommendations of this paper underpin the recommendations from the other seven priority areas within the
overall capacity-building framework agenda.

Even though it is rather early at this stage to &CCUralety assess the volumes of resources that are
required, still it is wonhwhile establishing at least the order of magnitude in order to size up the scope of the
task ahead. The benefit of such an exercise is to highlight, for the attention of African and external policy
makers, the resource constraints which will have to be overcome in order [0 put as wen as keep African capacity
building on track in the following decades.

There have been several previous assessments of the fInancial requirements for Africa's economic
recovery and development. ECA itself presented a paper at the nineteenth meeting of the Conference of
Ministers in AprillMay 1993, outliwng its own assessment based on a two-gap model incorporating simplifying
assumptions on debt rescheduling and aiming to achieve an annual average economic growth rate of 6 per cent
over the period 1993-2005.

For the 1994 Conference, the ECA model has been revised and used to project domestic and external
financing requirements over the period 1995-2015 for two groups of African countries: (I) a low-income group
composed of 37 countries, and (b) an upper-income group composed of 15 countries. The key results over the
2Q-year perspective for the two groups are presented in the annex in tables A.l(a) and (b), A.2(a) and (b), and
A.3(a) and (b), respectively. Some key results on financing requirements are consolidated for the region as a
whole in table A.4

The key findings from the ECA model are these: In order [0 put African countries on the path of rapid
economic growth at rates averaging slightly above 6 per cem per annum over 1995-2005 and 7 per cent over
1995-2015, the gross domestic investment (GDI) rates In the African countries would have to be raised and
maintained at rates well above 30 per cent of gross domestic product. This, in tum, would require gross
domestic savings rates to be raised as high as 35 percent of national income. Considerable volumes of external
fmancing would also be rajUired 10:

(a) Supplement domestic resources by covering the investment minus domestic saVings gap
(US$433.8 billioo in 1994 dollars over 1995-2005);

(b) Cover Africa's structural trade deficits during the period while African countries are restructur-
ing, building capacilies, and divenifying their production and export bases ($445.6 billion in nominal dollars
over 1995-2005); and

(c) Cover external debt·servicing obligatio~ rema1lUIl8 after bilateral debt cancellation and
rescheduling under the Enhanced Toron'o Terms ($434.7 billion in 1994 dollars over 1995-2005).
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The figures in bral.':kets are consolidated for both groups of countries. As the external savings required to
finance the investment minus domestic savings gap are virtually the same resources required to finance tbe deficit
on the trade account, Africa's aggregate external financing gap over 1995-2005 is S868.5 billion (in 1994
doll...).

Thus, in the first two to three decades of the lwemy-first century. two related issues will continue to
exercise veto power over the pace of Africa's development through capacity building, namely the strucnua.l trade
imbalance, especially in the case of the low-income countries and the external debt burden inherited from the
first three decades of the post-independence era. Absence of generous goodwill and forbearance over a pro.
longed period on the part of creditors and trading partners in the rest of lhe world towards the reforming African
countries has the potential to choke off economic growth among the African countries. On their pan, the
African countries need to deepen economic structural reforms to boost efficiency and competitiveness. They
also need to create and maintain an environment that is conducive to investing in Africa and which encourages
the mobilization and efficient allocation of the massive amounts of domestic and external savings that are
required.

The high debt-servicing obligations which are implied under the capacity-building programme require
countries to develop strong insurutional :md human capacities for the mamgement of external debt, to assess pro
jects which deserve to be ftnanced within the obJectivcs of the programme, (0 attract external fmancial resources
at minimum cost and, through a prudent stance, to minimize risk exposure and avold unsustainable aggregate
service profiles. The historic policy mistakes and government practices that contributed greatly to the explosive
build-up of unserviceable external and internal debt over the span of just one decade must DOt be repeated in
the furure, if the African capacity-building effon is to be kept on track.

In view of the massive domestic and external fmancing requirements, policy makers should identify the
most likely panncrs and cssential actors (African as welt as external ones) and what needs to be done to mobilize
maximum initiative, cffon and resources from them. In such a complex task numerous key partners must be
involved. The eoonnity of the capacity-building programme means that it cannot be executed by the govern
ments alone.

The African financial sector is just beginning to emerge from a crisis in countries which have began to
implement programmes to liberalize this sector. Due to a number of factors, African financial institutions have
been ineffective in mobilizing domestic and external resources for productive investment in African countries.
This has left the bulk of the indigenous economic actors with no alternatives other than those offered by the
informal financial sector whose OperatiOrui are considered to be more extensive than those of the formal sector.
The narrow range of financiallDStirutions, as well as the instnunents and services that they offer, have not made
for effective financial inrermediation in Africa. Govemmems established conunercial banks and specialized
inteormediaries Liter independence. But they also took measures to direct the allocation of credit and to control
the detennination of interest rates, which led to fmancial repression. A perverse relarionship emerged which
left the banks burdened wiili massive amoun~ of non-performing assets on their books due to excessive lending
to loss-making public enterprises under guarantees from the government.

a



ElECAlCM.20/11

The options for the development of a dynamic financial sector in Africa therefore include the broadening
of the range of institutions, instrumeDls and services, liberalizing the ownership of institutions, strengthening
the legal and regulatory framework, creating and maintaining a stable macro-economic environment and reducing
fiscal deficits through improved management of taxation. The need to promote the infonnal sector and
strengthen linkages between it and the informal sector cannot be understated and operators in both sectors can
learn from each other's experiences and methods. Policies aimed at increasing the contribution of the private
sector to domestic savings and the efficient utilization of scarce resources need to be tailored to specific groups
of savers and investors within the private sector.

Finally, efforts in financial institution capacity building must not only stop at the national level, in view
of the coming into force of the Abuja Treaty establishing the African Economic Community on 12 April 1994.
Financial institution capacil}' building must be carried out at lhe subregional and regional levels hand·in-hand
with similar efforts at the nationaJlevel. It is generally acknowledged that one of the most important non-W'iff
barriers to intra·African trade is the multiplicity of national currencies that are not convenible. Therefore,
within the context of the Abuja Treaty. countries must work hard to consolidate their economic fundamentals
in preparing themselves, through stable fiscal and monetary policies, for monetary coordination within
subregional exchange rate mechanisms (ERMs), followed eventually by integration under common currencies.
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I. INTRODUCTION

1. The Economic Commission for Africa CECA) is organizing the twentieth meeting of its Conference of
Ministers responsible for economic and social development and planning under the theme: -Building critical
capacities in Africa for accelerated growth and sustainable development".

2. The Commission will present at the Conference a preliminary report on a framework agenda Cor build
ing and utilizing critical capacities in Africa summarizing the salient findings from eight priority areas of capa
city bUilding. Seven areas cover good governance, political stability, peace and security; socio--economic policy
analysis and management; human resources; entrepreneurship; physical infrastructures; sustainable agriculture,
food security and self-sufficiency; and economic diversification through sustainable exploitation of natural
resources and industrialization. 1be eighth area, which is the subject of this paper. considers the mobilization
and efficient allocation of financial resources to facilitate the building and uEilization of capacities in Africa.
It therefore underpins the reconunendations from the other seven areas.

3. This paper therefore revisits in pan n the problem of mobilizing the fmancial resources upon which
would hinge Africa's accelerated growth, sustained rapid poverty reduction and the attaimnent of the goal of sus
tainable development within the span of one generation.

4. Part ill goes on to recommend strategies to remove the obstacles which are posed in the way to
economic recovery and robust growth by the heavy burdens of both external and internal public debt that the
reforming African States have inherited from the last three decades. This pan also looks at policies and best
practices to ensure that external and internal debt resources in future will be used efficiently to fmance the
sustained expansion of the capacity of the African economy to grow, satisfy its people's needs for steadily
improving living standards as well as promptly hooouring all its external obligations.

S. Pan IV proposes a framework for imtirutional capacity building in the African financial sector to meet
the challenge of mobilizing and efficiently allocating the vast amounts of domestic and external resources over
the long term wen into the next century to finance capacity bUilding in hwnan resources, instiwtions, physical
infrastructures, the agricultural sector and for the diversification of the African economy through the extraction
and processing of naturat resources, the processing of agricultural output and manufacturing.

n. MOBILIZING THE FINANCIAL RESOURCES FOR AFRICA'S DEVEWPMENT
THROUGH BUILDING CAPACITIES AND THEIR UTILIZATION

A. The order of magnitude of the fiIWlCial requirements

6. It is too early at this stage to assess accurately the magnitude of the resources required [0 build the
critical capacities in Africa. This is because the objectives and goals for African capacity building are known
only in the broad sense. 1bey have yet to be translated into concrete targets, policies, programmes and lists
of executable projects. Secondly. as the capacity-buiJding process and the accompanying policy reforms get
under way, the underlying economic structure and behavioral patterns will certainly change, responding to
increased opponunicies and new rules of the game, fuus invalidating calculations chat are based on extrapolations
of past behaviour of the African socio-economic systems.

7. Even at this early stage, though, it is wonhwhile aUetnpting to establish at least the order of magnitude
of the flllaDCiat and other critical resource requirements. First of all. the assessment of Ihe magnitude of the
wk that lies ahead is, in practical terms, an estimation of the magnitudes of the various resources chat are
required and the difficulties involved in marshalling them and applying them to the task at the eUCl stages when
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they are needed. Secondly, this exercise eenainJy ought to conceD1Tate the minds of the policy makers on the
resource constraints which they face. This. in turn, should lead them [0 identify the most likely partners and
essential actors and what has Co be done to mobilize maximum initiative, effort and resources from them. In
a complex task, such as a comprehensive capacity-buiJding strategy for the development of Africa, numerous
key partners must be involved.

8. There have been several previow assessments of the financial resource requirements for Africa's
economic recovery and development, notably, Africa's Priority Programme for Economic Recovery (APPER),
adopted by the Organization for African Unity (OAU) in 1985, estimated lIlat $128.1 billion (1985 dollars)
would be needed over the five-year period of 1986-1990 to sustain economic recovery from the crisis conditions
of the mid-1980s. Of this amount, it was proposed that the African States could themselves provide S82.S
billion, leaving a balance of $45.6 billion which, it was hoped, would be forthcoming from the international
community. These financial requirements were endorsed in 1986 in the United Nations Programme of Action
for African Economic Recovery and Development, 1986-1990 (UN-PAAERD) which was adopted by the
thirteenth special session of the General Assembly convened to discuss the African economic crisis.'

9. The recovery programme proposed by the World BanJc in 1988 for 36 su~aharanAfrican countries
which aimed to raise the annual rate of economic growth to 5 per cent by the year 2000 envisaged the gross
domestic investment (GOI) rate in that subregion rising from IS to 25 per cent of GOP. This was to be financed
by a rise in the gross domestic savings (GDS) rate from 8 to 20 per cent of GNP, plus $28-29 billion (1988
doUars) of gross external financing annually over the 19905. However, of this extemaJ financial requirement,
S16 billion was to meet the countries' scheduled external debt-service obligations.'

10. For a number ofreasons, the much hoped-for recovery under UN-PAAERD did not materialize. Among
these, three are directly linked to the inadequate levels of external financial resource flows. While this pro
gramme had anticipated an increase of S9 billion annually over and above the 1986 levels of net flows, in real
terms, there was actually a slight decline over the period.) Secondly, Africa's terms of trade continued to fall,
while export volwnes stagnated. Thirdly, the measures adopled by Africa's creditors to reschedule its external
debt under the Toronto tenns for bilateral debt plus some concessional debt cancellation proved too modest to
yield significant reductions in Africa's debt-servicing burden in proportion to its hard-pressed export earnings.

11. With no recovery in Sight, the United Nations, at the urging of DAU, in December 1991 adopted the
United Nations New Agenda for the Development of Africa in the 19905 (UN-NAOAF), as a successor pro
gramme to the UN-PAAERD. This recommended Min 1992 a minimum of $30 billion in net official develop
ment assistance (ODA), plus further significant reductions in external debt serviceM, with aDA growing at an
annual rate of 4 per cenl to the end of the decade.·

12. The African Development BanJc (ADB) has assessed the extemal financing lIlat would be required to sus
tain economic recovery in Africa, with annual growth rates averaging 4.5 per cent over 1992-1997 and 5.5 per
cent over 1997-2001. This would call for an average gross domestic investment rate of 26 per cent of GDP
partly fmanc:ed by a gross domestic savings rate of 16 per cent of GOP and annual average inflows of about $50
billion (1990 dollars) of external resources net of debt-service payments.'

13. At the nineteenth meeting of the Conference of Ministers, ECA presented its own assessment of Africa's
domestic and eXle.mal financial ~equirements, based on a tw~gap ~el incorporating simplifying assumptions
on debt rescheduhng along the hoes of the Toronto Terms. 6 It e5l1rnated that in order for its 52 member States'
to attain an average annual economic growth rate of 6 per cent over the period 1993-2005, ready for an
economic takC-{)ff similar to that which has been sustained over the last decade and a half by the fast-growing
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economies of China, Asia·Pacific and the ASEAN countries of South-east Asia. the gross domestic invesnnent
rate would have to be raised and maintained at an average of about 3S per cent of GDP. This, in tum, would
require the gross savings rate to be raised to the range of 25-35 per cent of GNP. External financing, in gross
terms amounting to about $950 billion (1990 dollars), would be required. Of this, however I $490 billion would
cover external debt service payments, leaving $460 billion for capital investment in Africa.

14. For the 1994 Conference, the ECA model bas been revised by incorporating the Enhanced Taromo
Terms for rescheduling bilateral debt, even though simplifying assumptions are still made regarding debt consoli
dation and other essential minutiae which vary from country to country and on which complete data is hard if
not impossible to assemble. There have also been some minor revisions of model parameters here and there,
in light of new data or to better reflect realism. OvenIl, however, the two-gap model structure has remained
the same. Below are the model's key features:

(a) African countries were aggregated within two groups:

(i) a lower-income group of 37 councries - Angola, Benin, Burkina Faso, Burundi, Cape
Verde, the Central African RepUblic, Chad, Comoros, Djibouti, Equatorial Guinea,
Eritrea, Ethiopia, the Gambia, Ghana, Guinea, Guinea-Bissau, Kenya, Lesotho, Liberia,
Madagascar, Malawi, Mali, Mauritania, Mozambique, the Niger, Nigeria, Rwanda, Sao
Tome and Principe, Senegal, Sierra Leone, Somalia, the Sudan, Togo, Uganda, the
United Republic of Tanzania, ZaIre, and Zambia; and

(ii) an uwer-income group of 15 countries - Algeria, Botswana, Cameroon, the Congo,
COte d'Ivoire, Egypt, Gabon, the Libyan Arab Jamahiriya, Mauritiw, Morocco,
Namibia, Seychelles, Swaziland, Tunisia and Zimbabwe;

(b) The rate of economic growth was assumed, as shown in tables A.l{a) and (b), to average slightly
over 6 per cent annually during the first 10 years. Starting off with a rate equal to the rate of population growth
in 1995, economic output growth accelerates steadily for a decade, attaining in the middle of the first decade
of the twenty-first century growth rates currently observed in the South~tAsian countries and China. Then
the African countries, having attained th: dynamism for fast growth, maintain annual growth rates averaging
7 per cent. The effect of such robwt economic performance, if combined with sensible distributive policies,
will be to double average personal incomes and reduce poverty by more than 50 per cent within two decades;

(c) The efficiency of African capital investtnem as measured inversely by the incremental capitaJ
to output ratio (leOR) is expected to increase steadily between 1995 and 2004, as shown in tables A.I{a) and
(b) from an ICOR of 7.5 (or a gross annual rate of return on investment of 13.3 per cent) to 2.8 (a gross rate
of return of 35.7 per cent). The ECA model thus calls for a faster rate of improvement in the efficiency of
capital than the ADD model which assumes an average leOR of 6.0 (or a gross annual rate of rerum of 16.7
per cent) over 1992-1996 and an average of 5 (a gross rate of return of 20 per cent) over 1997-2001. ECA's
optimistic assumption can be justified, however, from the point of view that measures to enhance capital effi~

ciency do not apply only to new capital, a significant part of which in Africa's case will not yield returns until
after the medium term. Rather. a conducive political climate, as well as macro and microeconomic policies
aimed at removing gross distortions of market signals will stimulate investments that boost the efficiency of the
existing capital base and increase its rate of capacity utilization. Such investments should yield high rates of
return and they should facilitate a faster reduction in the incremental capital to output ratio;
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(d) The elasticily of Africa's oon-petroleum exports is expected 10 be inereased [!abies A.2(a) and
(b)], e.g., through more effective expon promotion, diversification into non-traditional products with higher
value-added and greater resilience to the economic downturns in the expon markets, greater emphasis on quality
control. forging mutually beneficial links with transnational corporations to increase access to world markets,
etc. The model targets a 12 per cent annual growth rate for African exports early in the next decade, assuming
an average world economic growth rate of 3 per cent per annum. Petroleum exports, on the other hand, are
expected to grow only slowly at no more than 1 per cent annually;

(e) In view of the assumption that African countries would maintain serious efforts towards
economic diversification, the model assumes that the decline in terms of trade would be slowed do)Vf1, attaining
stability with world prices in the later half of the next decade, as indicated by tables A.2(a) and (b);

(f) The elasticity of Africa's imports to economic output would be reduced sJowly but steadily
before slabilizi"8 in the laner half of the oext decade [lables A.2(a) and (b)]. This would be done, for example,
through currency exchange policies and import tariff structures decidedly biased in favour of producers of
exportables and efficient producers of import substitutes with high contents of African raw materials and inter
mediate inputs. The latter would no doubt be promoted by subregionaJ market integration that removed all
barriers to flows of trade, fmance, and labour, thus creating opportunities for economies of scale;

(g) The unspoken but all-important assumptions that pervade the modelled relationships, of course,
are that:

(i) all African countries will attain and maintain a state of peace and stability. which is a
conditio sine qua Don for sustained developmen\;

(ii) they will intensify their commiunem to sensible reforms of their socio-economic struc
tures with a view to steadily increasing economic efficiency and competitiveness within
the global economy;

(iii) to make the initial pains of adjustments politically bearable, governments and their
external partners will as a matter of principle always strive to more equitably distribute
the burden and benefits of adjustments, taking measures to cushion the disadvantaged
segments of society, ensuring that there is tangible pay-off accru.ing in the early mediwn
tenn to sweeten the pill of further refonns, and bUilding a strong popular consensus in
their favour;

(iv) Africa's official external panners stand ready to suppIemem African effons to build and
strengthen its own capacities; and

(v) indigenous as well as external private sector agents will show no hesitation in exploiting
profitable opponunities that Africa will present as it takes measures to strengthen its
comparative advantages within the global economy;

(h) In line with assumptions g(iv) and (v) above, the extemal fInancing gap is notionally distributed
out among:

(i) African countries' bilateral panners;
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(ti) multilateral development ftnance institutions, such as the World Bank, the International
MonetaI)' Fund (lMF), the African Development Bank (ADB), the Islamic Development
Bank (IDB), etc.:

(iii) commercial banks and other private creditors accessible, for example, through
international bond markets;

(iv) shorHerm export lines of credit;

(v) foreign direct investment (FDI) leading to full equity holding or joint ventures with
indigenous African enterprises; and portfolio funds attracted by African securities when
the continent's securities markets have been brought to an adequate level of maturity and
lhe underlying economic fundamentals have been adequately strengthened; and

(vi) African flight capital returning to the continent, plus other transfers from Africans
residing and working abroad, both actracted by new opportunities created by political
and economic refonns.

It is assumed that commercialleDding. private credit and FDI are attracted in proportion to sustained export per
formance as a proxy for ability to service external obligations. Short-term credit is in proportion to the annual
import bill. Bilateral and multilateral finance COllers the gap left by private credit and FOI flows, in order to
capture the consequence of African countries' currently poor auractiveness to commercial and private sources
of credit and their consequent heavy reliance on official development assistance (ODA).

IS. The ECA model was used to obtain 20~year perspectiVes for the two groups of countries under the
assumed macroeconomic conditions. The key results are presented in tables A.I(a) and (b), A.2(a) and (b) and
A.3(a) and (b) for the low-income group of countnes (a) and the upper-income group (b). respectively. Table
A.4 presents some consolidated results for the region as a whole, The key results are given in subsequent
paragraphs.

16. To stimulate the economic recovery and accelerate the transition to sustained fast growth will require
the gross domestic investment rate to rise sharply within the first five years, as shown in tables A.I(a) and (b).
In both groups of countries, in spite of the relatively low rates of economic growth, GO! will need to rise from
30 per cent of GDP to over 40 per cent by 1998. This is because of the initially low efficiency of capital. It
is likely, therefore, that even under thorough-going structural reforms conducive to sustained economic effi
ciency gains, African countries might be able to maintain rates of growth only in the range of 3.0 to 4.0 per
cent for the rest of the decade, positioning themselves ready for accelerated growth from the year 2000. Tables
A.I(a) and (b) indeed sbow the GDJ rate declining slowly after the year 2001, in both group', from 33-34 to
23-25 per cent in 2015. The enonnit)' of the task involved in putting the African countries on the path of robust
recovery and accelerated growth through capacity building can be gauged from the fact that since 1980 the
African GDI rate has averaged only about 20 per cent of GDP and only about 15 per cent in the sub-Saharan
countries.-

J7. In absolute terms, the iaw-income group of countries would require $377.2 billion (1994 dollars) of
cumulative gross domestic investment over 1995-2<XXl, $709.2 billion over 1995-2005 and $1.118 billion over
1995-2015. The corresponding figures for the upper-income grQup are $512.9 billion, $964.4 billion and
$2,336.6 bilJion. These figures give an order of magnitude of the fmancial dimensions of Africa's capacity
building programme for accelerated development, during its first two decades.
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18. The bulk of the resource!i, according to the model results, will have to come from domestic sources in
African countries. Tables A Ha) and (b) show the share of GDI financed by gross domestic savings (GDS) fail
ing from 9()..92 per cent in 1995 to 61-69 peT cent before 2005 then increasing slowly to 80 per cent in the IQW
income countries and to over J25 per ceDL in the upoer-income coumries by 201S. This is because, under the
model assumptions on the evolution of trade parameters for these group of COUnl:ries, their trade account will
pass into surplus after 2012 11lese assumptions are most likely too optimistic, however, but they were kept
for the sake of urriformity with the treatment of the low·income group of countries.

19. In proponion to the gross national product (GNP>, the GDS rate will need to be raised from 26--27 per
cent in 1995 to slightly over 35 per cent in 1998-1999 in both groups of countries. It will then decline to about
17-18 per cent in 2007-2008 in the low·income countries before rising again to over 20 per cent in 2015. 10
the uDper-income countries. tM ODS rate falls to 19~20 per cent of GNP by 2005 and is projected to rise back
to 30 per cent by 2015. These patterm of ODS growth are the result of the assumptions that have been made
regarding the development of Africa's extemal trade over the two-decade period, which wiH be discussed in sub
sequent paragraphs. The high ODS rates 10 the fust five years of the programme are due to the initial low effi
ciency of capital. Once more, the enonnity of tile challenge of African capacity building is revealed by the fact
that since 1980, the African ODS rate bas averaged only about 18 per cem of GOP and only about 13 per cent
for [he sub-Saharan countries.' The ODI and ODS Tates called for by the model compare quite well with the
rates in the range of 3040 per cern which have been maintained by the fast-growing economies of China, the
Asia-Pacific rim and the ASEAN countries over the last decade and a half 10

20. The absolute imperatives - to rapidly increase the efficiency of African ecooomjes in order to make
capital invesunenr more productive; to boost the rate of domestic savings; and to step up the rate of investment
in the African economy - are clearly identified by the ECA model. Economic efficiency calls for sustained com
mitment to structural refonns to n:.move pricing distortions, inefficient channelling of scarce resources, poor
management (indeed, often mismanagemem) of productive assels, corruption and rent-seeking practices. To
raise domestic savings and investment ratcs calls for efficient, effective, highly prudent and yet not necessarily
risk-averse financial intermediaries that are well tailored to the needs of their saving and investing clienteles.
Part IV analyses the issues Ihat need to be resolved in African countries' financial sectors in order to build such
intermediary institutions.

21. On the external front. in the first two to three decades of the twenty-first century, two related issues will
continue to exercise veto power over the pace of Africa's development through capaCity building. These issues
are Ihe structural trade imbalance, especially in the case of the low-income countries and. the external debt
burden inherited from Ihe first three decades of the post-independence era. Absence of generous goodWill and
palience over a prolonged period on the pan of creditors and trading panners in tbe rest of the world towards
the reforming African countries has the potential to choke off economic growth among the African countries.
This is due to the imponance of imported goods and services. especially technological inputs in the production
sectors, and the supply of external savings to supplement domestic ones in African capital fonnalion.

22. Based on the assumptions incorporated in the ECA model regarding the developmem of African coun
tries' capacities to expon and to restrain the rate of growth of imports without constraining economic growth,
the results in tables A.2(a) and (b) show the following treods:

(a) Agg~egate expo~ will grow in volume terms in both groups of countries - at an average annual
rate of 6,6 per ceDl m the IQWer-UlCQme group and 9.4 per cent in the upper-income group over 1995-2015;
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(b) In the lower-income group, in proportion to the GOP. export revenues would steadily decline
from just over 21 per cent in 1995 to about 17 per cent in mid-20lOs before rising sloWly back to almost 20 per
cent in 2015. On the other hand, the UpPer-income countries which are assumed to already possess more diver
sified export sectors (for example, in the case of Egypt, Mauritiw. Morocco. Tunisia and Zimbabwe) and are
expanding from a stronger base, will actually see the ratio of export revenues in their GDP increase steadily
from 26 per cent in 1995 to just over 40 per cent in 2015. This laner result is perhaps over-optimistic,
especially after the mid-20tOs when the growth rate of non-petroleum exports should slow down to a more
realistic 5-8 per cent per annum;

(c) Aggregate imports will grow in volume terms at an annual rate of 5.4 per cent in the low-income
&r2lU1 over 1995-2015 and at 6.5 per cent in the upper-income group. In the low-income group, the import bill
in proportion to GOP rises from 24 per cent in 1995 to nearly 30 per cent in the early 2000s before falling back
to just over 24 per cent in 2015. In the UPPer-income group, it rises from 29 to 38 per cent in the mid~2000s

before declining to 35 per cent in 2015. In both groups of countries, if economic policies are not applied to
restrain the rate of growth of imports - preferably by allowing the market to efficiently price and allocate scarce
foreign currency resources - the impon volume and bill would grow even faster. Alternatively, the rate of
economic growth would have to slow down;

(d) The trade deficit grows from $4 billion in 1995 to $48 billion in the early 20105, towards the
end of the 2o-year period, in the case of the low-income grouP. This is in spite of the rather optimistic
assumptions regarding trade development in the ECA model. Over 1995-2000. in nominal dollars. the cumula
tive trade deficit for these countries amounts to $67.6 billion, growing to $212.6 billion over 1995-2005 and
S654.2 billion over 1995-2015. This clearly indicates the gravity of the structural imbalance of trade from
which the 37 African countries have [0 struggle to free themselves. The model also clearly shows that this prob
lem will take decades to overcome. In the case of the upper-income group, on the other hand, prospects appear
much more promising. Their trade deficit worsens from nearly S6 billion in 1995 to $35 billion in the mid
2000s after which it shrinks SleadUy. passing into surplus hy 2015. Over 1995-2005, in nominal dollars, the
cumulative trade deficit for the upper incor.le group amounts to $81.6 billion, growing to $233 billion over
1995-2005 and $239.2 billion over 1995-2015, due to a projected trade surplus after 2012. In conjunction with
comments made in (b) above, this picture is most likely too optimistic. Still, it is conceivable that by 2015, with
the right mix of exchange rate and trade policies, the upper-income countries would have restored their balance
of trade to vinuaJ equilibrium.

23. These trends in the trade sector indicate that if capacity building and accelerated growth in Africa are
to be swtained over the next two to three decades, the rest of the world will have to be willing to extend sub
stantial credit and grants-in-aid to African countries over thaI period. Otherwise, capacity building will be slow,
especially in the areas of physical infrastructures and production plane; competitiveness in the global economy
will continue to be lost; diversification of the production and export base will be slow and hesitant; and
economic stagnation and social decline will continue.

24. The second reason why African capacity building and accelerated growth and development hinges on
the willingness of the rest of the world to extend credit in different forms to African countries is the substantial
investment minus domestic savings gap which needs to be closed, especially in the first 5-10 years of launching
the apacily-buiJding and recovery programme. Indeed, the rather high levels of gross domestic savings in !abies
A.l(a) and (b) for both groups indicate that the ECA model assumptions do underestimate the level of external
savings that is required to set in motion African capacity building. In this case, much higher import elasticities
to GOP and larger volumes of imports and trade deficits are therefore indicated.
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25. The third reason why African countries need substantial external flnancing is the heavy obligations to
service the external debt accumulated over the last three decades, especially after the first and second oil shocks
in 1973 and 1979, respectively, followed by shocks linked to the collapse of the prices of African export
commodities and high real international interest rales in the 19805. II

26. Integrating these three factors, the ECA model detennines the external finance gap for each of the two
groups of African countries. Tables A.3(a) and (b) show trends of the external financing gaps before
rescheduling bilateral debt; after rescheduling; and after debt-service payments, respectively. On the basis of
the simplifying assumption that the entire bilateral (concessional plus non-concessionaJ) pre-eut-off debt11 is
consolidated in 1995 and rescheduled under the Enhanced Toronto Tenns, both groups of countries obtain a
reduction of almost $4-S billion (1994 doBan) in their debt-service obligations in the first five years. After
2009, however, the countries' obligatiom rise above what they would have been without reschedUling. The
implication, therefore, is that countries should use the 14-year breathing space to put their economies on a
sounder f()()(ing to cope with their external obligations, otherwise the debt overhang problem will recur.

27. The external financing gap after debt-service payments is equivalent to the investment minus domestic
savings gap after allowing for transfer payments from African accounts abroad back to the continent and changes
in external reserves. In the case of the lower income group, this gap increases from $4 billion in 1995 to over
538 billion over 2010-12 before declinin8'o 534 billion in 2015 (1994 dollars). Thus over 1995-2000, external
savings going directly into capacity building in the low·income countries would amount to $67.5 billion, growing
to $201 billion over 1995-2005 and S565.3 billion over 1995·2015. In the case of the upper-income group of
countries, the external financing gap after debt service rises from just over $1 billion to 530 billion over 200s
2006; then it declines steadily, becoming negative after 2013, indicating net saving abroad by the upper-income
group. This result is quite anious. Were such external savings by this group to materialize, part of it could
possibly be channelled to the Jow·jncome group countries through regional fmancial institutiom. Over 1995
2000, external savings going directly into capacity building in the upper.income countries would amount to
$66.4 billion (1994 dollars), increasina to $132.8 billion over 1995-2005 and 5347.1 billion over 1995-2015.
Note that the figures for the external gap (in current dollars) after debt-service payments are matched by the
aggregate of the trade deficit, changes in external reserves and external remittances on FOI less transfers to
Africa from the rest of the world.

28. Tables A.3(a) and (b) clearly indicate that the bulk of African countries' aggregate external financing
requirements over the period 1995-2015 and beyond arise from external debt-servicing obligations. For the low
income ll!OUJ?, over 1995-2000, this amounts to S96.8 biHion; over 1995-2005 debt service amounts to $197.6
billion; and over 1995-2015 it amounts to $499.2 billion (1994 dollars). Over the 20-year period, therefore,
debt-service accounts for almost SO per cern of this group's gross extemaJ financing gap. In the case of the
upper-income group of countries, the corresponding figures are S127.1 bilJion over 1995-2000, $237.1 billion
and S555.4 billion over 1995-2015. Over the 2Q-year period, external debt-service payments account for over
60 per cern of these coumries' gross external financing requirements.

29. African countries' external debt is the sum of two streams of debt - "old debt" inherited from the last
three decades and "new debt" contracted after 1995 to finance capacity bUilding capital investments, supple
mentary or complementary to African countries' own domestic savings. Trends have not been shown in the
tables; but as "old debt" is serviced, it falls in absolute terms as well as relative to the GOP. "New debt",
however, ~~ates steadily. Tables A.3(a)~ (b) show that the "old plus new debt" stock. grows steadily
from 5123.1 bdhon (about 80 per cent of GDP) m 1995 to 5957.1 billion (abou' 117 per cent of GDp) in 2015
for the low-income group of countries. In the case of the upper-income group, aggregate "old plus new debt"
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stock grows from $1l5.4 billioo (about 55 per ceot of GOP) io 1995 to $642.8 billion (about 55 percent of
GOP) in 2015.

30. Tables A.3(a) and (b) clearly show that the need for external credit would be of crucial L.'1lpOnaJlCe for
the development of both groups of countries, but more so in the low-income countries. The high debt-servicing
obligations which of necessity attend such high levels of leverage imply strong1)' that countries must develop
highly competent institutions and professionals for the procurement and management of external credit. This
subject is taken up in pan UI of this paper. They must implement policies tailored not only to attracting external
savings (return of African flight capital, bilateral grants, POI, portfolio funds, bilateral credits, multilateral
credits. shon-term export lines of credit, and commercial bank and other private lending -in that order of pre
ference). They must also implement thorough economic restructuring aimed at maintaining a high rate afprofit
ability of capital investments to sustain dividend paymems and debt-servicing obligations sufficient to maintain
African countries' credit-worthiness without which external finance inflows will decline.

31. In addition to the finding that both the GDI and the GDS rates would have to be boosted and maintained
at high levels (in the range of 30-35 per cent of GOp), another very important observation from the ECA model
is that African countries will require substantial amounts of new credit from the rest of the world over the next
several decades in order to sustain African capacity building and rapid economic growth. It is worth stressing
this latter finding, because it flies against the prevailing conventional wisdom within and outside Africa which
holds that absolute emphasis must be placed on reducing Africa's external debt. On the contrary, economic
recovery and robust growth wi.ll require African countries as a group to be accessible to large volumes of new
external credit on a sustained basis over the foreseeable future. This is not a controversial finding - the rationale
of tbe "Baker Plan" and its successor, the "Brady Plan,,1) was to stimulate new bank lending to the middle
income heavily indebted countries (Mexico, Brazil, Argentina, etc.) to enable them to r¢$umc growth. Africa's
external debt problem, therefore, is of two dimensions: "old debt", the problem of which is how to reduce it
to the point where it ceases to frighten away autonomous resource flows to Africa; and "new debt", the problem
of which is how to attract it on the most favourable tenns that will minimize future servicing obligations. Part
III takes up these twin problems.

32. An imponant conclusion, therefore, is that if African capacity building is to succeed (especially in the
areas of physical infrastructures and production sectors), it must be carried out hand-in-hand with the spreading
and deepening of economic structural reforms. TIlese should aim at boosting the efficiency and competitiveness
of African economies, creating and maintaining an environment that is conducive to investing in Africa,
encouraging lite mobilization and promoting efficient allocation of massive amountS of domestic and external
savings. On the other hand, structural adjwtment policies not accompanied by a comprehensive capacity
buildiD8 progranune may well raise economic efficiency and move countries to their production possibilities
frontiers. But without expanding these frontiers steadily outwards, African countries will continue to lose inter
national competitiveness, fail to attract external capital, and sustain only weak: rates of economic growth. The
World Bank's recent repon" puts it this way: .. Adjusunent alone will not put African countries on a sustained
poverty-reducing growth path. That is the challenge of long-tenn development, which requires beaer economic
policies md. more investment in human capital, infrastructure, and institution-building, along with better
governance. " (Emphasis in the report.)

B. The polity measures for financial resource mobilization

33. The anal)'5is above has already identified the various sources which African countries will need to tap
for the enonnous resources that comprehensive capacity building will require in the decades to come. The
sources are dOlTlC$tic savings and external finance flows. On the external account, the sources have been
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identified as: return of African flight capital, bilateral grants, increased FDI flows, portfolio funds, bilateral
credits, multilateral credits, shon-term export lines of credit, and commercial bank and other private lending.
Domestic savings, for their part, are the sum of public sector savings, and private savings by households and
private sector enterprises To mobilize, efficiently allocate, and ensure adequate remuneration of these resources
is the objeaive of institutional capacity building, which is the subject of parts 111 and IV of this paper. U

34. The enormity of the capacity-building programme that is indicated in the above analysis means that it
cannot be executed by the govenunents alone Instead. the goodwill, development-promoting initiatives and
resources of diverse actors will have to be mobilized. In this respect, the large amount of resources that mwt
be applied to human capacity building through education and training, improved health care, morc adequate
nutrilion, potable water supplies and improved housing and sanitation cannot be provided through gOVCmmenl:
spending alone. An improved basic health care package alone, the World Bank has estimated, would cost $12
per capita per year (1990 dollars) in the low-income developing countries and $21.5 per capita in the middle
income coumries. 16 In the areas of education and training and health care, therefore, serious efforts must be
directed to devising ethically acceptable and socially equitable methods of mobilizing resources from all families
at large (e.g., health insurance schemes, local taxes or parent contributiom in suppo" of education, etc.), but
also requiring direct beneficiaries of exclusive services to pay for them. In the case of physical infrastructures,
govenunents need to rethink development liuategies with a view to increasing the involvement of indigenous and
external private secror agents in the construction and operation of physical systems and their related services. 17

35 The overall assessment is that African capacity building is an enormous and challenging undertaking
from the point of view of the domestic and external resource requirements, but it is by no means impossible,
especialJy jf it is understood from the outset that it is an undertaking that will span several decades. In order
(0 succeed, however, African Govern..-nents and people will have to place a higher premium on scarce resources
than in the past, to ensure that such resources are used where they are most productive and with an eye on the
attendant servicing obligations down the road.

III. MANAGING AFRICA', EXTERNAL AND Il\'TERNAL DEBT
TO PROMOTE CAPACITY BUILDING

A. The impact of Africa's debt

36. Many studies have analyzed the negative impact of external debt on Africa's capacity (0 grow and meet
the development challenges facing its fast-growing population at the threshold of the twenty-fIrst century. The
impact of the region's debt burden has been likened to a "millstone around the neck of Africa"" and tbe
general plight of the region has been characterized as the "sinking of a continent. _I' Both statements are indeed
accurate represen~ions of the .per:vasive and ~~ngly intractable nature of the African debt problem. It can
~ argued t!tal, the smgle.m~t ngruficant negauve Jmp3~ of the debt c~is is, without doubt, the rapid deteriora
tton of Africa s ~.nomlc tnfrast~cture~ hW~ ~PltaJ, both of Which are the concern of this meeting of the
Conference of MinISters In addUl?n to us negatlv~ Impact on the region's overall growth prospects, the rapid
growth of external debt, coupl~_With redu~ ear:nmgs from declining terms of trade, plus diminished resource
transfers. has produced an addmonaJ negative spm-off, which is the parallel growth of domestic debt.

37. Africa's eXlernal d~[ has grown ~ramaticallysm:e 1990, nearly tripling to an estimated 5285.4 billion
at the end of J993 (~xc1uding ~e ~ep~bhc of ~~th AfT1~}.:u This rapid growth bas been, in greal measure,
due to the rescheduling and capltahzanon of ~nnclpaland mterest arrears, which continued to build up in spite
of neady a decade of repeated debt reschedulIng arrangements for individual debtor COuntries - the fora of the
Paris and London Clubs. As the region's economic growth stagnated throughout that period,~e indicators of
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debt distress, such as external debt to the gross national product (GNP) and to exports of goods and services,
have risen inexorably. The ratio of actual debt service to the value of countries I exports of goods and services
has increasingly understated the actual level of debt distress as many countries have reached the point of being
unable to fully service their debts, which would require well over SO per cent of export revenues in many cases.
Therefore, arrears have continued to build up.

38. Africa's external debt is not uniformly distributed among individual countries; in fact, nearly 70 per cent
aCthe region's total debt is concentrated on only 10 countries (Algeria, Angola, COte d'Ivoire. Egypt, Morocco,
Nigeria, the Sudan, Tunisia, zaire and Zambia). However, even some small African countries, which account
for less than one per cent of Africa's total external debt, are severely burdened. Examples of such countries
are Guinea-Bissau and Sao Tome and Principe, whose external debt to GNP ratios were 406 and 262 per cent
respectively in 1992. On the other band, some small African countries such as Botswana (with a small popula
tion), Lesotho and Cape Verde have comparatively low levels of debt and debt distress indicators. This uneven
distribution of Africa's external debt burden makes it difficult to coordinate a unified negotiating front towards
Africa's creditors.

39. Likewise, the composition of debt has a significant bearing on different strategies for debt relief that can
be utilized to alleviate the region's debt burden. Based on figures for 1991, on a regional average, over 63 per
cent of Africa's external debt was owed to bilateral sources (in the forms of bilateral concessional, non-conces
sional and guaranteed private debt). Multilateral sources accounted for a regional average of over 22 per cent.
of total external debt. Private non-guaranteed sources accounted for only 13 per cent. Again, those regional
averages mask substantial deviations among individual countries. Most of the largest debtor countries in Africa
mainly carry bilateral debt. The great majority of low-income African countries 3fe mostly indebted to the
multilateral imtirutions, mainly on concessional terms. A few countries, particularly COte d'Ivoire, have. sub
stantial private non-guaranteed debt exposures.

40. The sources of Africa's external debt are also highly concentrated among a handful of industrialized
countries. Nearly 60 per cent of the region's external debt is owed to France, Gennany, the United States of
America, Japan, the United Kingdom of Great Britain and Italy. This has significant implications for Africa,
since these countries are the key members of the influential Group of Seven (07) industrialized nations which,
as a UNDP repan put it, -represents the closest approximation to governance of the global economy·. 21 They
are also the core of the Paris Club which manages world bilateral debt. At the same time, they are the principal
markets for Africa's exports and sources of its impons, as well as the main providers of official development
assistance (ODA) to the region. They certainly have it in their power, therefore, if they so wish, to implement
effective measwes to relieve African countries of their excessive burden of external debt. Along lines similar
to the ·Brady Plan· for the middle-income debtor countries, they can also assist countries to mobilize the new
resources needed to get on the course of recovery, sustainable growth and poverty reduction. Such assistance
would be in the form of inducements to conunercial bank and other private creditors from the 07 countries to
reschedule with substantial reductions the debt-service obligations of the African countries (e.g., Nigeri~ Cilte
d'Ivoire and Morocco) most heavily exposed to this category of extemaJ debt. All African countries implemeru
ing sound reforms need the suppon of the G7 countries in the fonn of sustained bilateral flows (preferably grants
and non-concessional lending) and guarantees to assist them to gain access to bank and other private lending.

41. Over 80 per cent of Africa's debt is owed by the public sect:or in the fonn of ·public and publicly
guaranteed debt". The large share in domestic public debt partially reflects the government guarantees to
external debt owed by African private sector agents and its assumption of the deficits of public eD1erprises.
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42. The brunt of the burden of adjustment to cope with the crunch on the external account induced by heavy
debt-service obligations fell disproportionately on public investment, as consumption expenditures were already
at very low levels. Thus, investments in infrastructure, education, health. and other so-called ·soft- sectors
(i.e., where opposition to budget reductions from entrenched constjrucncies was low) fell significantly. eroding
human welfare, undennining the education sector and setting lhe stage for long-tenn economic decline.
Empirical evidence from heavily indebted countries in ocher regions ofttle world shows that the -investment ratc
can fall as much as five percentage points when the gap is partially financed with national debt-.'22 The impact
00 private investment was also severe.

43. Overall, the external debt crisis had significant fiscal implications. As most African countries had a
weak tax base and poor institutional capacities for the collection of revenues, the fiscal response to the liquidity
crisis resulting from excessive external indebtedness involved increased reliance on domestic fmancing. Thus
domestic public debt grew throughout the 19805 in some African countries, to the point where it now represents
a substantial share of gross domestic product (GOP). Unfortunately. the poor quality. unreliability and unavail
ability of public fuwK:e dala does not permit a clearer picture of the scope of the African countries' internal debt
problem to be drawn. In some developing countries outside Africa with established capital markets, much
government borrowing was financed directly by the public through competitive placement of securities. In most
of the African countries, where capital .mark:ets do not exist or are still in the development stage, government
deficit financing relied on a combination of seigniorage through the release of currency by the central bank or
through forced credit from domestic banks and suppliers.

44. Structural fiscal deficits fuelled inflation and this, in tum, created uncertainty among private economic
agents, adversely effecting domestic savings and investment rates in the African countries. This undermined
adjustment efforts to stimulate recovery and growth and led to a funher loss of confidence on the part of foreign
and domestic creditors, discouraging foreign direct invesbllent (FDO flows while encouraging African capital
flighl.

B. The policy options for the management of Africa's internal and external debt

45. The policy options currently available to deal with the African debt problem are quite limited. On their
part, the African countries have practically no options that they could exercise unilaterally that would relieve
them of the debt burden in the short tenn. Most of what they can do is take forward-looking steps to pave the
way for sustained recovery in the medium to long tenn. On the other hand. Africa's development partners have
within their reach the necessary means to bring debt relief to African countries even in the short term. But in
spite of the general recognition that Africa's debt burden is largely unpayable and an impediment to recovery,
only weak measures have been taken so far to address the issue.

46. There are some pragmatic steps, however, that African countries can undertake to ameliorate the nega
tive impact of both the external and the internal debt crisis. On the external debt front, imprOVed techniques
need to be applied to the management of debt. These include the development and utilization of improved debt·
monitoring systems; bener targeting of new external resources; skilful operation through third parties on the
secondary market for sovereign debe instruments in cases where national debt trades at substantial discounts·
actively and imaginatively couning debt swap opportunities; and applying risk management techniques to redu~
exposure to risks arising from tlucnwions of ex.change rates, interest rates, and conunodity prices.

47. Improved debt management techniques such as computerized systems for data collection, recording,
analysis and simulation are essential and all the African countries should establish such technical units within
their Ministries of Finance or central banks. External technical assistance is necessary on the outset and a
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substantial number of well-trained financial analysts and computer technicians are needed to maintain the data
base. Thus. to the extent possible, a core of trainers. specialists and troubleshooters based in Africa should be
established to provide technical assistance to the debt management unilS. To maximize their access to vilal
statistics, and ensure high quality analysis and advisory services to their governments, it is essential that these
unilS maintain working relations with specialized agencies, notably the United Nations Conference on Trade and
Development (UNCIAD), the World Bank, thelnlemational Mooetary Fuod (IMF), the Afric&l Development
Bank (ADB) and UNECA, as well as international instirutions such as the Organization for Economic Coopera
tion and Development (OECD). For its part, ECA stands ready to collaborate with such debt-management units
in the member States.

48. Better targeting of new external resources will prevent past mistakes being repeated in the choice of
sources of external finance and in the utilization of scarce and costly external resources. New flows of resources
should be put to use where they will yield rates of socio-economic return at least equal to their opportunity cost;
and adequare resources should be channelled to projects which will increase expons or efficiently produce import
substirutes, with a view to strengthening national capacity to service external debt obligations in the future. Due
to the enormous amounts of resources required to build critical capacities in Africa in the next 10-30 years,
scarce domestic as well as external resources will need to be directed away from public and private consumption,
prestigious ·white elephants· and other projects with low rates of return and channelled towards physical infra
structures, schools, preventative primary health care and productive capacities in the agricultural and industrial
sectors.

49. The exploitation of debt-swap opponunities should relieve the debt bwden by transforming existing
external liabilities into development capacities within African countries. Examples are swaps along the lines of
debt-for-development, debt-for-nature or debt-for-education, public health, or women-in-development, and debt
for-exports, where portions of external debt would be converted into local currency-denominated gnnts to be
paid to the accounts of non-governmental organizations or specialized agencies, such as the United Nations
Children's Fund (UNICEF), which are actively involved in the promotion of sustainable socio-economic
development and ecological protection in Africa.23 Debt-for-equity swaps, where external debt is exchanged
for a corresponding foreign share-holding in a private sector enterprise (in the case of publicly guannteed debt
to the private sector) or in a public enterprise slated for privatization, in a different way also contribute towards
developmental. capacity bUilding, to the extent that they bring foreign ownership and, attendant to this, more
effective management practices, access to external markets and infusions of new technology. While it is
acknowledged that debt swaps alone will not solve the debt problem, as the experiences in Asia and Latin
America have shown, their potential contribution to the transfer of technology and managerial know-how,
environmental conservation, health and education could be substantial. Current debt-reduction strategies under
the Paris and London Clubs include the possibility of a wide variety of debt and debt-service swaps. ECA is
interested in exploring the potential applicability of various debt-swap arrangements to Mrican realities.

so. It has to be recognized, however, that measures at improved external debt management by the African
countries will not be sufficient on their own to reduce African countries' extreme debt distress, without a prlr
found initiative involving a package of measwes to tackle the African debt problem at its root - that the African
economies do not have the capacity to carry the bueden of their current levels of indebtedness. The objective,
ideally shared by African countries and their external partners, should therefore be to stimulate recovery and
restore growth in the sbon to medium tenn. This, however, requires substantial reductions in the stock. of
African countries' external debt to a point where confidence in the futu.re prospects of the African economies
is rekindled and foreign direct investments as well as flight capital are attracted back to the continem. The
reduction of debt stock is not in the hands of the debtor countries; rather, it depends entirely on the goodwill
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of the creditors. Fortunately, a large fraction of African countries' external debt is owed to official creditors
and is therefore amenable to generous steps by the creditor nations if they wish to take mem.

51. In this regard, following the limited suc.eess of the TorODlo Terms for the reduction of bilateral debt,
the Enhanced Toronto Terms have been applied which provide for the reduction of debt-servicing obligations
by 50 per cent on eHgjble debt (Le., debt contracted before the cut-off date - the date of the country's first
recourse to debt rescheduling by the Paris Club) consolidated over a period of three years. Analysis has shown
however that for the most indebted countries, even this does not go far enough in providing relief. Thus, the
British Prime Minister, Mr, John Major, while still Chancellor of the Exchequer, in 1990, proposed the
"Trinidad Tenns" which aimed at a two-thirds reduction of servicing obligations as well as principal on eligible
debt. The implementation of the Trinidad Terms has no! been possible so far due to resistance from a small
number of Paris Club members. The Enhanced Toronto Terms are only extended to countries strictly imple
menting IMF-approved structural adjustment programmes.

52. A substantial portion of African counlries' external debt and debt-servicing obligations are owed to the
World Bank. and the IMF. This debt has proven to be the most intractable to date because it cannot be
rescheduled under the statutory regulations which govern these multilateral finance institutions. It is not possible
to contemplate a solution (0 the debt problem of a number of African countries, however, without seriously
addressing me problem posed by multilateral debt. Following the easing of the global debt crisis, the time has
come to consider applying the principles of substantial write-down and/or conversion of loans originally con
tracted on ffiRD terms to the highly concessionaJ IDA terms. These initiatives for deserving countries could
be underwritten from special OECD donor contributions and from the World Bank's profits. Similarly, a reduc
tion could be applied to outstanding obligations to the IMF, financed out of limited sales of its gold holdings.
These initiatives all need strong collective approval from the governments of the Group of Seven leading indus
trialized nations.

53. With regard to the internal debt problem, as in the case of external debt options, the long-term solutions
are conceptually easy to visualize whereas in the shon to medium term the options are few. For instance, as
a large share of this problem arose from tile cumulative operational losses of the State--owned enterprises, a
future course of action is to reduce government involvement in production sector activities. This will be done
by putting existing public enterprises on a sound footing through restructuring them, privatizing those that are
viable but not considered strategic, improving the management of the strategic ones that the State wishes to
retain within its reduced ponfoJio and winding down those that are not considered strategic and are not viable
in the private sector.

54. In the shon term, meanwhile, the African countries' financial institutions and. emerprises that are
burdened with forced credit and non-performing assets need urgent relief or else they will be bankrupted, result
ing in losses by tens and hundreds of tbousands of deposilOrs and the destruction nf formal Seelor jobs _all this
due to debt-service delinquency of Stale-backed instirutiom. 1berefore, effective measures in the near tenn must
be ~ev~ed and. impleme~ted. wi~ ~ objective. of tightening State finances and resuming the servicing of State
obhga~ns to ~ financial u1SUtuUo~ and pn~ate sector enterprises. Such measures will include improved
budgetmg techniques; the strengthernng ofpubhc revenues through improved levying of taxes and duties and
their enhanced coll~ion; inst.ituting. strict: controls.~ disbursements, coupled with a general reduction in
~ovenunen[ conswnpuon; and mcr~mg the productiVity of pUblic sector employees by more closely matching
Jobs to the volume of output t~ be dehv~ed ~ually u~er each development objective, and boosting employee
morale through a package of nnproved IDcenuves, While keeping the public sector wage bill within the limits
set by fiscal collStraints.
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55. Efforts must be made to sell goverrunent securities - which means that steps will need to be taken to
establish a market for this purpose· with the aim of drawing idle savings from the general public and using them
10 service the State's internal obligations to the fma.'1.cial institutions and to retire IOUs held by private sector
enterprises and even by the rural farming community. In view of the rudimentary stage of public securities
markets in many African countries, lack of familiarity with such instruments and the absence of a secondary
market, as well as the sense of u.,cenainty and risk: on the part of !.he saving public and the generally low credit
rating of the State in ilS view, rather high interest rates may initially have to be offered before they can be
deemed anractive enough. The problem therefore is the extent to which the floatation of public securities
·crowds O\lt" private sector financing requirements as compared to generating otherwise idle savings.

56. The historical policy mistakes and government practices of the first three decades of the post.indepen.
dence era which contributed greatl)' to the explosive build-Up of an unserviceable external debt over the span
of just one decade must not be repeated in the future, if the massive external financing flows identified in part
II are to be sustained over the decades to come. In the same way, past mistakes that led to the accumulation
of massive public internal debt in the form of non-performing assets on the booies of African banking institu
tions, forced credit from suppliers and tens of thousands of public sector employees forced to go without pay
for months, should be left in the past. This means that the State in Africa shall have to strengthen its budgeting,
disbursements, procurement and inventory control departments to ensure that its financial obligations to its
employees, the financial institutions and private sector suppliers of goods and services are promptly honoured.
It also means that the State will tailor irs expenditures within its projected fiscal revenues over the medium teno,
selling public securities of various maturities to smooth over its cash·f]ow profile.

C. A policy framework for the management of African debt

57. As part n and the analysis above have indicated, an appropriate policy framework for the management
of African countries' internal and ellterna! debt needs to address the liabilities arising during two epochs: the
"old" or inherited obligatjons; and the "new~ or post-1995 debt arising from the domestic and external financing
requirements to put African countries on a robust growth path through a capacity·building prograrrune. From
the preceding section, the only effective options that offer significant reduction of ~old" debt obligations so that
they cease to pose an obstacle 10 the resumption of economic growth in African countries were seen to be in the
hands of the creditors, though African coumries needed to strengthen their external debt management capacities,
if for no other reason, to better keep track of their current financial position and be able to paniclpate more
effectively in debt reduction negotiations.

58. For the post-1995 "new" external obligations, because of their enormous magnitude as indicated in part
n, it is imperative that these capabilities built to manage the ~old" debt be strengthened and utilized to manage
"new" debt right from the outsel. Debt management should ensure that:

(a) Careful selection of projects for internal as well as external financing is carried out, on the basis
of exhaustive socio-economic analysis, to make sure that scarce resources are invested only in tbe projects that
offer rates of return at least as high as the opportunity cost of capital;

(b) An adequate portfolio of prcjects which will increase exports or efficiently substitute imports
on a competitive basis are given priority in the allocation of external resources, to strengthen the national capa
city to service external debt obligations as they ari'ie in the future;
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(e) careful assessment is made of the impacts on different aspects of ecological and environmental
equilibrium during project analysis, in view of the increased understanding about the impacts of economic
activities on the enviromnent;

(d) Projects are assessed on their income and wealth distribution effects and their capacity to reduce
poverty as well as promote economic growth, as the principal objective of African economic development is to
bring about a substantial reduction in the incidence of poveny;

(e) External and internal cash-flow requirements projections are updated periodically as the capacity-
building programme proceeds, in order to avoid either of two undesirable situations - the accumulation of idle
undisbursed resources on which service and interest charges continue to be levied, on the one band. and, on the
other, cash-flow crunches due to poor planning, which result in project delays that can create bottleneclcs
elsewhere as well as cost over-runs;

(f) Programme and project management institutional and human capabilities are strengthened, both
within the public a.'ld private sectors, as they are crucial to maximizing the African economies' capacity to
mobilize and absorb large amounts of internal and external resources during the epoch of intensive capacity
building;

(g) Highly prudent management of internal and external liabilities is developed - which involves,
inter alia,

(i) careful risk assessment and management, taking due account of currene)' exchange rate,
interest rate, and conunodity price risks; and

(ii) careful choice of creditors, credit markets, debt instruments, and debt maturities to
minimise risk exposure as well as to avoid creating an umwtainable profile of aggregate
debt-service obligations;

(h) External financing options that offer maximum risk sharing - for example, foreign direct invest.
ment (FDI) and the panicipation of external ponfolio funds in African securities markets _ are promoted to the
maximum extent possible; and.

(j) Progress is sustaine<! in implementing economic structural reforms alongside capaCity building,
the objective of both being to steadily increase the efficiency, productivity and competitiveness of the African
economies within the global economy,

IV. BUILDING FINANCIAL INSTITImO:-lAL CAPACITIES FOR EFFICIENT
MOBILIZATION AND ALLOCATIO:-l OF RESOURCES

A. The state of the African fmancial sector

59, , ~ African fmancial, sector, panicularly ~rior [0 the fiDalXiaJ liberalization programmes that are
ongomg m a number of countnts. has been charactenzed by these salient features: a low level of financial inter
mediatio~ i~ th~ f~nnal fi~cial markets r.elative to the infonnal sector; lbe small number and narrow range
of financial msutuuons and Instruments available [0 savers and investors; government dominance in the owner
ship and appointment of the managers of fmancial institutions; their heavy exposure to the blie sector (the
central govenunent plus public emerprises) and problems of non-performing assets in their ~Olios, For the
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most pan, African banks are concentrated in the capital cities and the largest towns, catering to an elite clientele,
which has perpetuated the underdevelopment of the banking culture in the majority of African population.
Africa's financial intermediaries for the most part teod to serve me external trade sector, with excessive focus
on shon-Ierm fmancing and DOt enough attention to the development: of a strong and dynamic production base
(including: the agricultural sector). All these factors have resulted in the ineffectivene5s of the financial sector
in mobilizing domestic and external resources for productive investment in African countries.

60. There was an apparent alienation of the formal financial institutions from indigenous economic actors,
especially in the rural areas, in the urban informal sector and small-scale entrepreneurs, who increasingly
resoned to the informal fmancial markets. it is believed that in some African counuies the informal fmancial
sector is larger than the formal. It includes moneylenders, murual savings and credit societies, cooperative
savings and credit associations as well as staff and welfare schemes.)4

61. Many African counlries made effons in the post-independence period to improve the institutional frame
work for financial intermediation. Measures included the nationalization and consolidation of existing institu
tions; the establishment of new conunercial banks and specialized intennediaries, especially development banks;
and the establishment of central banks. But goverrunents also took measures to direct me allocation of credit
and to control the determination of interest rates. In spite of the good intentions behind these measures, the
results have proved to be disappointing, as the flIWlCial inuitutions that emerged in many countries were essen
tially monopolies in segmented markets. A perverse relationship emerged between the public sector and the
financial sector with a high potential for conflict of interest situations. As public sector enterprises that were
their key borrowers failed to service the loans extended to them, high levels of non-perfonning assets accumu
lated in the portfolios of many financial institutions. Furthermore, excessive control of me operatiOns of finan
cial institutions by the State prevented them from developing financial management and investment decision
making capabilities and thus contributed to their problems. Thus the main feature of many financial institutions
in Africa at the end of lhe 1980s was one of insolvency, with a number even reduced to negative net wonh.

62. Many African central banks found their powers ofcontrol over monetary policy and supervision ofbanks
whittled down by governments as the latter increasingly relied on seigniorage to finance chronic budget deficits.
The results were not only unchecked money supply growth which fuelled inflation but also failure by me central
banks [0 develop the capacity to carry out prudential regulation and effective supervision of financial instirutions
and to ensure that adequate provisioning was made for bad and doubtful debts to safeguard deposits. The crisis
situation in the African financial sector at the end of the 19805 is illustrated by the experiences of COte d'ivoire,
Ghana, Senegal,lhe United Republic of Tanzania and Uganda all of whicb have embarked on fundamenla1 finan
cial restructuring and liberalization programmes.2S

63. The narrow range of financial institutions existing in Africa, as well as the financial instnunents that they
offer, has not made for effective fmancial intennediation. In most AfriCan countries, the financial activities have
been limited to the shon- to medium-tenn range. of maturity. These institutions have neither been able to
provide high-yielding long-term savings media nor to finance long-tenn indusuial development (by equity or
debt). Capital markets are desirable in this respect, as they give investors access to long-term finance and
equity, both of which are necessary for projects with long gestation periods. While capital markets have been
established in a number of African countries, notably mle d'Ivoire, Egypt, Kenya, Nigeria and Zimbabwe, these
are still at an early stage of development and they operate under restrictions on the range of financing activities
as well as the category of investors that can panicipate. Enhancing the capacity of these markets and estab
lishing new ones, wherever it is feasible, has to be pan of the strategy for improving capacities for the mobili
zation and allocation of resources in Africa.
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64. The shaky stale of the fmancial sector in many African countries reveals an urgent need to build institu
tional capacities for efficient mobilization and utilization of resources. A well-functioning fmandaI system is
essential in promoting development, in the sense that economic growth stimulates the development of fmancial
intermediation which, in tum, feeds back into economic growth, setting in motion a virtuous cycle. However,
when things go wrong in the financial system, such as with hyper-inflation and widespread bank failures, the
detrimerual effect on economic growth and development can be long-lived. 26 Thus, African countries should
view the deepening of financial intermediation as an important condition for sustained growth.

B. Policy measures for the development of the African financial sector

65. Policy measures for lhe development of a dynamic fmanciaI sector in Africa would invariably have to
stan from the premise that, in a number of African countries, the financial jmtitutional infrastructure as well
as available financial instruments are extremely deficient for the efficient mobilization and allocation of resources
in suppon of economic development. Sustained effons need to be directed towards upgrading human capacities
through the training of financial managers, accountants, auditors, regulators and central bankers.

66. Among the key policy actions would have to be the following:

(a) Broadening the range of institutions operating in African countries' financial sectors as well as
the financial instruments and services that they offer. Possible examples include insurance companies, mutual
funds, mongage financing institutions, investment banks, leasing companies, merchant banks, securities markets
and stock exchanges;

(b) Liberalizing the ownership of fmancial institutions in Africa with a view to introducing a
measure of competition and ending monopoly situations in segmems of the financial sector, increasing opera
tional efficiency in the mobilization of domestic and external savings and allocating them to investors;

(c) Strengthening the legal and regulatory framework within which the financial sector operates;

(d) Creating and maintaining a stable macroeconomic environment in African countries that offers
adequate incentives to savings and investments, which is conducive to sustained economic growth and the
development of a sound and dynamic financial sector;

(e) Reducing the fIScal burden on the financial sector through increased savings by the state and the
public enterprises; and

(f) Promoting the development of the infonnal fmancial markets in Africa - by rationalizsing interac-
tions between them and the fonnal financial markets, with a view to increasing the efficiency and risk assessment
capacities in both markets and, by fostering direct contact as well as competition between them, encouraging
institutions in both sectors [0 pass on some of the efficiency gains in the form of higher interest rates paid on
savings and lower rates charged on credit.

67. Effons that are under way to restructure financial institutions in African countries, often backed by the
World Bank's Financial Sector Adjus_nt Lending prngramme, have Sen<raily included:

. (a? Rais.in~ do~t.jc deposi( and.lending in~erest ~es while initially leaving them controlled, with
the objectIve of altammg positive real deposit rates to Induce mcreased savings and lending rates adequate to
improve the efficient allocation of scarce capilal. resources;
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(b)
rates;

(e)
credit;

(d)

Liberahzmg tm determination of interest rates by removing conreols on deposit and lending

Reducing the compleA:ily of set.'toral credit tugets and relaxing colUrols over the allocation of

Removing bank-b)'-bank credit ceilings in favour of broad instruments of monetary control;

(e) Rationalizing the licensing requirements of new banking and non·bank fmandal intermediaries
to ensure that the barriers to entry are no more than required for prudential reasons;

(f) Reducing the fiscal and quasi-fiscal burdens on the financial sector; and

(g) Liberalizing currency c:"(change controls.

68. Thus, these refonns tend to focus almost exclusively on the fonnal financial sector However, in many
African countries, the existing fannal financial inslirutionaJ infrastructure is deficient in that il is does not cater
for the current, let alone emerging. financial requirements of the great majority of the African economic actors
who operate in the curaJ areas and in the urban infonnaJ economy_The format financial institutions do not
satisfactorily perform two important intermediation functions of relevl.'lce to Africa at its current stage of
development.

69. The first function is to lrAnsform the considerable !lavings that are available ~pecially in rural Africa
in the form of idle, vulnerable and unproductive assets (e.g., heads of cattle, jewellery, or even stashes of
currency notes hidden away) into more liquid interest-bearing assets thaI could be made available to borrowers
including the public sector. Success in this wilt require some: segments of the population to be persuaded, over
an extended period of time, to adapt certain defining a.'ipects of their cultures to fit in with the cash economy.
This persuasion will be through the monetization of the rural economy by phasing in a new store of wealth and
medium of exchange (i.e., the national currency) and the infrastructure of banks and marke~ for modem goods
and services which is lubricate{! by !his new asset. Soon or later, it will be seen to be more secure than the old
stores of wealth, more. liquid as a mediwn of e.xchange and more convenient for the acquisition of the new goods
and. services in the marke-..s. The more the rural rcononlic agents value their real assets (heads of canJe, etc.)
in money terms, the more they will be induced to save and draw credits denominated in it, especially if the rural
financial intermediaries are responsive to their needs, the faster tile rural economy will be transformed.

70. The second Cunenon is to prudently intermediate shon-Ieon savings and the rl5ks associated with them,
into ponfolios of medium- to long-tenn capita! investments with carefully balanced risk expo!>ures. In order to
expand the scope of financial intennediation, in Africa it will be necessary to increase the diversity and compe
tition within the financial sector as weJl :!S the menu of financial instruments on offer to 5a~ers and investors.
However, it will be well to heed the warning voiced by The Economist that -TM dlfficu.lty is that the analogy
between free trade in goods andfru trade infirumct is not quit~ right. In marbtsfor goods, domutic or inur
ruuionaJ, it is hard to mn'/! 100 much rl~'Cl1ry .. In filumct, ill COfllrast, it sums theFt"..ay .....'t/l be such a thing
as 100 much competition. _1' A moderate degre: of competition should be fostered, nevertheless, with its pro
gressive e.xpansion linkcd to the rate of economic expansion and growth in L~ aggregate profitability of existing
financial institutioIiS.

71. The rapid expansion of the financi21 sector in any count£)' raises tricky problems concerning the pruden
tial regulation of new and e~isting institutions; the ownership of financial intennediaries; control of activities
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outside international law such as the laundering of revenues obtained through illicit trade (e.g .• in narcotics);
and access to electronic global inter-bank transfers of funds and the dangers of exposing the national ftnallCial
system as a whole to new forms of white-a>llar fraud An appropriate b&nking and fmancial institutioos leBa!
instrument (an Act of Parliamern or a Presidential Decree, as the case may be) coupted with a competent regula
tory and monitoring mechanism to enforce it will ensure that an efficient and competitive financial sector
emerges which affords adequate protection to savers, fmancial institution sha.re-holders and debtor clients. Capa
city building in this area wiU require strengthening both the institutional framework as well as the skills and
motivation of the professionals needed to tJPCrate lhese institutions and to deal in the new financial instruments.

72. As the restnleturing of the financial institutions has progresst:d in a number of African countries, it has
become dear that it will be a costly exercise. 1ltis is partly due to the massive extent to which governments
provided guarantees to chronically IOSS~Tnaking public enterprises over a prolonged period instead of liquidating
them and limiting the State's financial liabilities. It is also panly due to nOD-performing loans extended to
private sector agents (e.g., to favoured businessmen or enterprises with strong political connections) which were
explicitly guaranteed by the state. As guarantors, the State is obliged to service these delinquent liabilities
whether these are held as usets by private-sector or soon-to-be privatized financial institutions. On the other
hand, where the State holds majority or sole ownership of troubled financial institutions, it is legally obligated
to pay deposito" in the case of their bankruptcy.

73. To create a dynamic and competitive fina.ncial sector in Africa will therefore involve the following
refonns:

(a) Down-sizing of public ownership of flllaucial iruititutions to avoid the pitfalls that culminated
in lbe recenl crisis in the financial sectors of a number of African countries;

(b) Cleaning their balance sheets and fCStrudUring Swe-owned fmaocial instilU"O'" that it ha5
decided to transfer to private ownership;

(c) Encouraging the entry ofnew financial institl1tians in ordtr to stimulate competition in the sector,
provided tbat they meet capital adequacy requirements for the business lines of interest to them; and

(d) Giving enhanced and independeol powe" to Africao central bank! 10 advise on and implement
monetary pollc)', including the direct or indirect determination of interest rates; the monitoring of credit creation
and its allocation; and in the interests of savers a.'1d the economic system as a whole, to supervise and regulate
fmancial institutions to ensure that they remain in a sound state and have made adequate provisions for specific
categories of risks to which they are exposed.

74. In countries where reasonably active capital markets exist, they offer opportunities to privatize fInancial
institutions without the State haVing to dispose such assets at under-valued prices. In considering the desirability
of foreign participation in the African financial sector, African States should not throw up barrien to foreign
entry, since such panicipation can be regulated with a view to maximizing benefits accruing from it while mini~

roizing its costs and potential risk exposures. The benefits include opportunities for the transfer of better
management techniques, fioancial technology and market innovations; increased national credit-worthiness arising
from linkages to the mternauonal financIal markets; and accelerating the expansion and sophistication of
domestic capital markets. On the negative side are increased opportunities for financial leakages and vulner
ability to external factors. On balance, however, the benefits appear to outweigh the costs and risks.
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75. The stunted development of the African countries' financial sectors in the post-independence era was
not only due to lack of appropriate monetary policies, but also due to the generally poor macroeconomic
environment as reflected in the expansive fiscal stance, and policies that distoned the structure of relative prices
by arbitrarily fIXing exchange rates, interest rates and the prices of goods and services without consideration of
the dynamic conditions for market clearance. The condition of financial repression which these policies created
and maintained for three decades, however well-intentioned the policy objectives may have been, was conducive
neither to the generation of growing profits and incomes by African economic agents, nor to efficient mobiliza
tion of domestic and external resources and lheir allocation to the most productive uses by African banks and
non-bank institutions.

76. A3 fmancial repression deepened, the infonnal financial sector became more active in matching supplies
of savings and demands for credit by those alienated from the formal financial market. Examples of informaJ
sector fmandal arrangements include susu collection (in Ghana and Nigeria), the iggyl2: and iddir (in rural and
peri-urban areas of Ethiopia), the tontine (in the West and Central African CFA zone countries), the gamaiyah
(in Egypt), the xitjgue (in Mozambique), and variations of rotational savings and credit arrangements (in
practically every African country). Informal financial markets appear to have developed appropriate financial
instruments tailored to their clientele, both in tenns of those wishing to save and those requiring funds to invest.
Lacking a heavy-handed regulator, the informal market matches supplies and demands for credit at market
detennined and risk-adjwted equiJibriwn interest rates and it relies on forms of collateral and guarantees that
are well-tailored to the cultural milieu within which it operates. The undesirable hallmarks of the informal
financial arrangements, however, are the ralher high interest rates on credits (real rates as high as 300-1,000
per cent on an annual basis) that are charged by money lenders while, if they combine this function with the
keeping of savings deposits (as under the~ system), the savers earn zero nominal interest rate on their
deposits (i.e., negative rates in real terms). Funhennore, the savers are not protected from fraudulent behaviour
of those whom they hold in trust and, from time to time, keepers of savings do abscond with people's bard
earned savings.

77. A relatively recent development which holds much promise is the possibility of forging mutually bene
ficiallinlcages between African countries' formal and the informal financial sectors. A study.on Ghana found
that a significant amount of private.-sector savings hetd by indigenous banks was initially mobilized by the~
collectors in many Ghanaian towns.

78. In a typical African country, where the great majority of the peopte live in the rural areas, very little
if any use is made of the formal savings or lending institutions which are by and large urban-based. The formal
institutions. which are transplanted with little modification from the industrialised countries - with their high
costs oflransactions, complex bureaucratic lending procedures, excessive paper work, delays in the disbursement
of loans and collateral requirements not in line with African social definitions of private assets and wealth - are
largely mappropriate to African rural realities.lI

79. lt follows, therefore, that in strengthening institutional capacities for efficient mobilization of savings
and channelling them to productive applicatiOns due consideration must be given to the role of the informal
financial markets and their relationship to lhe formal markets. This mwt begin with seeking to understand how
the informal markets work and how sets of unwrinen rutes and social conventions have been able to sustain them
agaimt the risks that are always inherent in financial transactions. This would shed important light on the
savings and investment behaviour of the bulk of the African population who live in the rural areas or operate
in the informal ecooomic sector in the urban areas. In addition, it would also help in finding answers to such
questiOns as: what are their relative preferences for the different types of financial instruments and services?
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bow do they form their economic expcct.ations? how do they evaluate risks? and what is their attitude to different
risks and to reward for risk-taking?

so. Thus. policies for enhancing the contribution of the infonnal financial markets to the mobilization and
allocation of resources would need to take into consideration factors such as:

(a) The existence in some African countries of significant interactions between the formal and
informal fmancial markets in the areas of credit allocation and savings mobilization;

(b) The potential which may exist for formal financial institutions to use the infonnal financial
institutions in the mobilization of resources and allocation of credit through the networks already established by
the informal markets;

(e) The potential which exists for governments to use the informal financial institutions as conduits
for the promotion of small-scale enterprises and rural development;

(d) The scope for the possible adaplation and adoption by the fonnal financial markets of the fioan·
cial instruments used by the informal markets to mobilize savings and allocate credit; and

(e) The scope to which some of the informal sector "fmancial institutions" could be induced to
formalize their operational practices, especially to record their transactions and institute a level of internal audit
ing that is not overly cumbersome.

81. The development of the African financial sector will be speeded up to the extent that linkages can.be
forged between the existing informal markets and the formal market, each offering the other certain operational
advantages that enhance efficiency and reduce risks. The two markets could certainly teach one another some
imponant lessons which, if well-learned, would result in a strong African financial sector tailored to the local
circumsrances of its people as well as being familiar with international financial practices. 29 If the fonnal finan
cial institutions begin to offer the present captive clientele of the informal financial arrangements competitive
alternatives in the fonn of instruments and services tailored on the informal ones, the informal sector agents
might be induced to pay higher interest rates on deposits and to charge lower lending rates.

82. In view of the better infonnation networks created by informal markets, they could be used to channel
formal credit to light-risk borrowers, especially in rural areas and money lenders could be used as commission
agents of the banks. This would reduce the cost [Q banks of operating expensive branch networks and also
reduce the cost of providing credit to rural areas. Many of the slcills already existing in the infonnal financial
markets could prove extremely useful to formal financial institutions, particularly knoWledge of the clientele in
rural areas and the urban poor; knowledge about investment opponunities which exist in various local areas;
as well as the cJimatic conditions and their effect on agriCUltural output. The technical know-how of many
operators in the informal financial markets and their knowledge of the environment in which they operate is
often urunatched by operators in formal markets.

83. The Gramecn Bank in Bangladesh has been acclaimed as one oftbe most innovative banking ventures.
It bas been successful in adapting the traditional value system of Bangladeshi society, tailoring its activities in
support of the rural poor thaI arc by-passed by the city-based banks. The bank has modified collateral require
ments and it has adapted its fmancial instruments to the needs of its target clientele. The Grameen Bank's most
significant innovation has been the organization of its clients into groups of five, asking the members to coHee
tively guarantee the repayment of a loan to any of the other members. This collateral based on the principle
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of coUective credit-worthiness, which is safeguarded through close mutual supervision and peer group pressure
bas resulted in very high loan repayment rates.Xl

C. A policy framework for financial institution building in Africa

84. Before proposing a policy framework for financial institution building for efficient mobilization and
allocation of resources, it is necessary to first identify the main groups of savers and investors in African coun
tries and their requirements for fmancial intennediation. After that, the institutional fmancial framework that
would effectively satisfy these needs can be identified, as well as the role that the government should play in
the mobilization and allocation of resources; the contributions that subregional, regional and international
organizations can make to the process; and the essential human capacities needed to implement the proposed
policy framework and to operate the institutional infrastructure for financial resource mobilization and allocation.

85. It is generally acknowledged that African countries' weak fiscal capacities have coDl:ributed substantially
to chronic fiscal deficits and to the low ntcs of gross domestic savings in proportion to national income. Lack
of well-developed fmancial markets meant that govenunents had to finance deficits either through the highly
inflationary method of increasing the money supply or to oblige the banks and other financial institutions to hold
govermnent securities for which there was no secondary market and which were of doubtful value. The increas
ing exposure to public sector debt characterized by mounting non-perfonning assets steadily undermined the
soundness of the African financial institutions, whlle the crowding~teffect of domestic financing of the budget
posed an obstacle to increased resource flows to the private sector. Both factors militated against the
development of efficient mobilization and allocation of domestic savings.

86. It follows, therefore, that a policy framework for financial institution building must be prefaced by
recommendations for the strengthening of the fiscal institutional framework, inter alia:

(a) The taX base in many African countries needs to be expanded - by malcing a greater effort to
bring a much greater proportion of economic activities under the ambit of the laws which govern the direct taxa
tion of incomes and wealth and indirect taxation of consumption speming. This will not only result in increased
taxation equity but, in conjunction with controls on government spending, it should also lead to a reduction in
the maximum taxation ntes on incomes and wealth as well as a lowering of the average taxation nte, all of
which should reduce the motivation to default on taX payment;

(b) Tax administration must be strengthened in almost all African countries, including assembHng
a more complete national data-base for the design of fairer tax rate structures, beefing up the effectiveness and
honesty of national revenue collection agencies for income taxes, consumer taxes, customs duties, and various
user charges such as highway tolls and airport taxes. To improve the effectiveness of revenue col1ection would
call for good training and incentive pay to motivate the staff of these agencies as well as stiff penalties for abuse
of trust. At the same time, some of the revenue collection activities could be fanned out to private sector
agencies (e.g., wholesale and retail outlets, in the case of consumption taxes) at a fee per unit collection;

(c) The public should be sensitised about the value of honouring their taxation obligations on time.
This would require a more effective public relations effort on the part of the govenunent; but, in the medium
to long run, it must be coupled with demonstrated increased benefits flowing to the people from government's
use of taX revenues;

(d) Controls on budget disbursements need to be strengthened through improved auditing practices
in order to reduce waste of resources and leakages through corrupt pnetices, including the retention of thousands



1be introduction of these measures would result in improved fiscal health of African governments and reduce
their recourse to inflationary deficit financing and excessive borrowing from the domestic banks, although in
the short to medium term, achieving budgetary surpluses may prove difficult in many countries.

of -ghost employees- on the civil service pay_roll.JI African States could institute an autonomous watchdog
office of Chief Auditor of Government who would report directly to Parliament and the press once every year
on the state of the public accounts.
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87. The chronically loss-making public enterprise sectors in most African countries have contributed to the
low levels of domestic savings in Mrica and to the crisis in these countries' fmancial sectors. Indeed, many
pUblic enterprise make negative contribution to the economies in which they operate (i.e., they subtract rather
than add value to the factors of production which they absorb). They are heavily dependent on govermnents
for subsidies to suppon their operations. Public sector refonn programmes have aimed at reducing waste of
resources by the state-owned enterprises by restructuring them for privatisation or retention in a reduced public
enterprise ponfolio. Basically, in order to increase the rate of savings in the public enterprise sector and their
contribution to domestic resource mobilisation, they will have to be run on a commercial footing as enterprises,
subjected to the rigours of the market place for their factor inputs and for their products. Thus, the pricing of
the goods and services produced by public enterprises must reflect their production costs as well as their capital
replacement costs. Where governments feel strongly that prices should be set below the public enterprise
proouction and capital costs, subsidies should be explicitly included in public expenditures budgets.n

88. Policies aimed at increasing the contribution of the private sector to domestic savings and the efficient
utilization of scarce fmancial resources need to be tailored to specific groups of savers and investors within the
private sector. On the savings side, the larger corporate enterprises, the smaller enterprises based on single-pro
prietorship or limited partnerships, and single-owner micro enterprises especially in the infonnal sector can be
identified. To these should be added savings by households. These are derived from wage earnings, in the
urban centres, or from agricultural and anisanal incomes in the rural areas. These distinctions are imponant
for the relevance and efficacy of policy reconuneodations.

89. Thus, lhe capacity to generate saY'jogs in the different strata of private enterprises depends on how
profitable these enterprises can be which, in turn, depends to a significant extent to micro and macro economic
policies governing the pricing of goods and services, international trade, interest rates and currency exchange
rates, inflationary expectatiOns, tax suuetures, etc. Other determinants that should be considered are: social
policy, to the extent that it increases labour costs and reduces decision-making flexibility; and poJitica.1 factors
detrimental to the smooth operation of enterprises and which prevem them from recouping returns from invested
capital. The effective and fair application of a legal framework with a comprehensive coverage of economic
transactions, which proVides clear definition and protection of propeny rights, and lays out clear and just proce
dure for the enforcement of contractual obligations, is a sine Qua non for the sustained development of private
sector enterprises and the evenruaJ -fonnalization· of infonnal sector activities.

90. Household savings are determined by the rate of growth of family incomes md the rate at which the
rural economic activities can be monetized and rural production is switched from s~bsistence and barter trade
'0 a predominantly cash economy. fully integrated in'o the national, subregional and global economy. Rural
phySical infrastructures need to be ~proved. to open up ~e potential for income-generating opportunities in these
areas. Rural development also reqwres the ImpJementatIon of fundamental refonns aimed at conferring securitY
of land te~e to small- and ~iunrs~e agricultural producers, and to promote efficient marketing arrange
ments which pay farmers a high proponlon of the urban or world market price for their produce.n
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91. Finally. African efforts in ftnancial institution capacity building must not ani)' stop at the nationa11evel.
This would indeed be remiss, in view oflhe long-term development strategy based on progress towards the crea
tion of a single economic rm.rkec on the continent within 35 years which the African States adopc:ed when they
signed the "TJuty establisbin& the African Economle Community" on 3 Jwx: 1993 at Abuja. Federal eapita!
of Nigeria. This Treaty came into force on 12 April 1994. OAU, ECA and ADB were charged with jnint
responsibility to oversee its implementation.

92. Therefore, fmanciaJ insti[lJtion capacity building must also be carried out at the subregional and regional
levels hand-iIHland with similar capacity building at the national level. This is for~ reasons: First of all,
African countries will benefit from learning from each other's experiences with financial sector monns.
Secondly. the parallel developmenr: of domestic financial structures along similar lines will be conducive to
reducing inter-.countty transactions costs and fadI itate economic market integration and, concomitantly. promote
increased flows of trade and flnance. Thirdly, subregional cooperation should create opponunities for economies
of scale which are critical to the success of capital markets such as stock exchanges, investment banking, mutual
funds and insurance companies.

93. It is generally acknowledged that the single most important DOn-tariff barrier to iIltra-African trade,
rivalled only by the barriers posed by political faclors and by inadequate lranspon and telecommunications infra
structures, is the multiplicity of national currencies of constantly depreciating value, driven by divergent national
fiscal and monetary policies. 1be uncertainties attending to African currencies which have kept them non
convenible and which have rendered them, for all practical purposes, worthless outside their national borders,
have resulted. in two mainstays of African trade: The first one is the continued reliance on the major world
currencies (principally, the USS, the UK£. the Frencb Franc. the Japanese I and the OM). The perverse effect
of this has been that African countries must, in effccr. first of all trade with the rest of the world in order to earn
surpluses of these currencies and then, secondly, trade among each other in these foreign currencies. Given
African countries' stn1CtU1'2l imbalance of trade which was pointed cut in pan n of this paper, it means that
intra-African trade based on the exchange of foreign currencies is bound to be severely constnined. The second
mainstay of African trade. accordingly. has been the very low level of intra-African trade, not exceeding S per
cent of aggregate African trade withm the world system.

94. In order to remove this long-standing obstacle to the expansion of intra·African trade, in the shon to
mediwn term, subregional and regional payments clearing arrangements must be strengthened and opera
tionalized with all African countries fully commined to their success. Over the same period, the African coun
tries should master their economic fundamemals in order to faciliwe the stability of flSCal and monetary policies
in pursuit of their socio-economic development goals. In the longer tenn, however, (say, bet",eon 2005-2010)
countries will have to submit their cwrencies to subregional common exchange rate mechanisms (ERMs), with
full commitment by each country to apply an effective combination of fisca.l and monetary policies to maintain
its currency eXchange rate within an agreed band. After funher convergence of SUbregional economies (say.
in the early 20205), sin.gle subregional currencies convertible within the African and world currency markets,
cocld replace national currencies in each of the subregional economic communities (Le., COMESA, ECOWAS,
MU, and UDEAC). At the ERM stage, the SUbregional payments clearing institutiom in each subregion would
be strengtbeued to take on the ruponsibiliry of monitoring currency exchange rate stability. At the single
currency stage. this institution would be transformed into a subregional central bank with a federal strucmre.

9S. In the shon to medium term, in the spirit of promoting the objectives of regional economic integration
as well as in the spirit of trade and financial sector liberalization. African countries should open their doors to
the establishment of African trans-border banking and other financial institutions as wen as other African trans
national corporations. The successful development of such trans-border African enterprises is an essential first



,

ElECA/CM.WIlI
Page 26

stage towards the development of fully fledged African transnational corporations able to conduct business on
a global seale."

96. The proposed policy framework for financial institution capacity building in Africa in the next several
decades, therefore, foresees the development of a dynamic continent energized by high domestic savings rates
by all national constitueou, catalyzed by sustained inflows of external financial resources and powered by high
rates of domestic investments in productive projects mostly undertaken by private sector agents, both domestic
and foreign ones. To match savings and the most productive investments, African countries will strengthen their
financial sector imtitutions by implementing far-reacbing macro and micro economic ~forms aimed at
snengthening govenunent fmaoces, creating an cnviromnent conducive to profitability by enterprises, and by
strengthening the supervisory. regulatol')" and law enforcement functions of statt institutiOns, including the
central bank. Meanwhile, these developments are taking place within individual national economic spaces,
progress win be tmder wayan the building of subregional and regional institutional capacities for the integration
of the economic and fmanciaJ markets across the continent.
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Table A. 1(a): Unkages between Economic Growth; Efficient Utillaatlon of Capital; Saving. and Investment In Africa:

ATwenty·Year Pnpecdv. of the Lower-Income Group of 37 Countries

I; .,,-
'95 '96 '97 '96 '99 2000 '01 '02 '03 '04

kCONOMIC GROWTH

I •

•
GOP II1I1YOI growlh rate: " 3.0 4 4.5 5.5 6,5 7.5 6.5 6,6 g.O 8.5

GNP lTlMn growth rate since 1995: " 3,0 3.4 3.7 4 4,4 4.9 5.3 5.6 6.0 8.2

1ncc>rTle per copl'" 1994 US$ 318,g 321.3 324.9 331.6 341.5 354.8 371.2 391.1 413.4 435.1,
I
I

~ESTIC INVESTMENT AND SAVINGS

ICOA 7.5 7.5 6,8 6,1 5,2 4.1 3,3 3,0 2,9 2.8

GOI : billion Il1G4 $ 46,4 54.2 62.3 70 73.1 7;:2"'rI'~ e",."&l.il,,, eat.t 64.0 87.3

Gollo GOP roIIo: " 30,0 34.7 39.4 43.1 43,4 40.3 34.0 32.0 29.6 29.3

GDS to GNP ratio :" 26,9 30 33.1 3M 34.3 30.2 23,3 20.9 18,3 17.7

OO..-tic Ihoro of Go\: " 91,7 88.1 85.5 83.1 79.8 75.4 68.4 64,9 61.1 59.9

ElClomol Ihoro of Go\: " 8.3 11.9 1•.5 16.Q 20.2 24.6 31.e 35.1 38.9 40.1
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Tabl. A. 1(b): Linkages between Economic Growth; Effidont Utilisation of Capital; Savings and Investment in Africa: NX~

A Twenty-Year Perspective 01 the Upper·lncome Group of 15 Countries
()
:;::

~
'05 '06 '07 '08 '09 '10 '11 '12 '13 '1. '15 --)MICGROWTH

lMUaI growth rate:.% 8.5 8,5 8.2 8.2 8.0 8.0 7.8 7.5 7.2 7.2 7.0

mean growth rate alnce 1995: % 6.' 8,6 8.7 6.8 8.9 7.0 7,0 7,0 7.0 7.0 7.0

no po< capll(; 1994 US$ 1,7'8.0 1,847.0 1,946.0 2,_ 2,154.0 2,266 2,385 2,502.0 2,618,0 2,739.0 2,860.0

:mc INVESTMENT AND SAVINGS ,
2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8

billion 1994 $ 99.3 104,0 112.5 118.8 128.3 135.1 140.0 144.5 154.9 161.4 172.7

o GOP ratio: % 28.1 27.2 27.3 26.8 26.8 25.9 24.9 23.9 23.9 23.2 23.2

to GNP retlo : % 20,0 19.B 20.9 21.. 22.8 23.5 24.0 24.8 26.' 27.6 29.7

tstic share of GDI: " 71.1 72.8 76.4 80.1 85.0 90.0 95.5 102.2 109.8 118.1 126.9

naI ahara of GDI: " 28.9 27.2 23.8 19.9 15.0 10.0 '.5 ·2.20 -9.8 18.1 -28.9

•



Table A. 1(b): linkages between Economic Growth; Efficient Utilisation of Capital; Savings and Investment In Africa:

A Twenty-Year Perspective of the Upper-Income Group of 15 Countries

'95 '96 '97 '98 '99 2000 '01 '02 '03 '04

I
ECONOMIC GROWl><

· GOP annual growth rata: '" 3 4 4,5 5.5 6.5 7,5 8.5 8.75 8.0 8.5

GNP mean growth rate Since 1995; '" 3 3.4 3,7 4,1 4.5 4,9 5,3 5.7 60 6.3

· Income per capIta 1994 US$ 1,211.0 1,221.0 1,236,0 1,262.0 1,300.0 , ,351.0 1,4150 1,491.0 1,Sn.O 1,660.0

DOMESTIC INVESTMENT AND SAVINGS

,ICOR 7.5 7.5 6.8 8.1 5.2 4.1 3.3 3.0 2.9 2.9

· GDl: billion 1994 $ 63 73.8 84,8 95.1 99.4 98,8 86.5 87.1 87~O 91.6

GDl to GOP retia: '" 30 34.6 39 42.5 42.7 39.4 33.0 30.9 28.8 27.9

GDS 10 GNP raUo . '" 26.6 29.8 33 35.3 34.5 307 24.0 21.8 19.6 19.3

· Domestic share of GOL " 90.9 98.4 86.6 84.8 82.3 78.G 73.2 71.0 68,7 69.1

· External share ot GOI: '" 9.1 11.6 13.• 15.2 17,7 21.1 26.8 29,0 31,3 30.9
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A Twenty·Y88I" Perspective of the Lower-Income Group of 37 CountrIes N
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I
-

'OS '06 '07 '08 '09 '10 '11 '12 '13 '14 '15
,

, ,

ECONOMIC GROWTH
, ' 1'1. I, • , ,

~ ". II f-l ',i, ,.

· GOP ..,nuoI growth rato; % 8.5 8.5 8.2 8.2 8.0 8.0 7.8 7.5 7.2 7.2 7.0

, GNP l"OMf1 growth rate ~nce 1995: '" 6.' 6.6 6.7 8.8 8.9 6.9 7.0 7.0 7.0 7.0 7,0

· Income per copilll 1994US$ 456.3 484.3 510,3 538.8 564.9 594.4 625.8 667,0 687.8 720.0 752.2

DOMESTIC lNVE$1lJJENT AND SAVINGS

• ICOll 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8 2.8

· GOI; bllllon 1994 $ 73.0 76.5 32.7 87.3 94.3 99.3 102.9 108.2 113.9 118.7 127.0

, GOIID GOP ratio; % 29.6 26.8 29,0 28.' 28.' 27.8 267 25.6 25.6 24.9 2'.8

· GOS to GNP ratio : '" 18.1 17.4 18.0 17.9 18,8 18.6 18.3 18.1 19.0 19.2 20.3-· aon.uc ""'"' of GOI; % 60.' 59.9 81.3 62.2 64.5 68.0 67.8 69.5 73.1 78.2 80.'
• e-noI"",",ofGOI,% 39.6 40.1 36.7 37,8 35.' 34.0 32.' 30,5 26.9 23.8 19.6
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Table A. 2(8): African Economic Growth and ExtemaJ Trade:

" A Twenty·Year Perspective or the Lower·lncome Group or 37 Co\xltries

'95 '96 '97 '116 '99 2000 '01 '02 '03 '04,
EXTERNAL TRADE

EXPORTS

.Growth rates: "

- PeIroI«M'n 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0

• Non-pe~8Um a 0.8 2.1 3.8 5.' 8.' 12.0 12.0 12.0 12.0

· Expo"" (volume): billion 1\l94 US$ 32.9 33.2 33.7 304.5 35.8 37.2 39.7 '2.5 45,8 '9.0

· Exports to GOP ratio:'" 21.3 20.7 20.1 19.6 18.8 18.4 18.0 17.8 17.5 17.3

IMPORTS

• _ticily to GOP 1.1 1.05 0.99 0.94 0.9 0.85 0.81 o.n 0.75 0,74

-growth rate: " 3.3 '.2 '.5 5.2 5.8 8.' 8.9 6.7 8.8 8.3

· Imports (volume): bUlion 1994 USS 36.8 38.3 00 42.1 ".5 47.4 50.8 SoI.O 57.7 81.3

• Imports to GOP ratio:" 23.8 24.8 25.8 28.8 27.8 28.3 28.8 29.0 29.1 29.1

,." r,

BALANCE OF TRADE

.TIfl"nI 01 Trade Index I 100 96 92 89 85 83 80 78 76 75

· Trade Balance: billion current USS -3.9 -6.6 -9.' -12.5 -15.9 -19.3 -22.5 -25.7 -29.1 -32.3
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Table A. 2(a): Alrican Economic Growth and External Trade:

A Twenty-Year Perspective of the lower-Income Group of 37 Countries

'OS '06 '07 '08 '09 '10 '11 "2 '13 '1' " 5

I
XTERNAL TRADE

KPORTS

oXport growth rates: "-

'.troteum 1.0 1.0 1.0 1.0 1.0 1.0 1.0 , .0 1.0 1.0 1.0

~on-petrol8Um 12.0 12.0 12,0 12.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0

:xports (volume): bIllion 1994 US$ 52.8 57,' 61.9 67.2 73.1 79.7 87.1 95.' 104.6 114.9 126.4

:xports to GOP ratio:% 17.2 7.1 17.2 17.2 17.4 17.5 17.8 18.1 18.5 19.0 19.5

MPORTS

ttasllC1ty to GOP 0.72 0.72 0.71 0.70 0.70 0.70 0.70 0.70 0.70 0.70 0.70

rowth rate: % 6.2 6.1 5.8 5.8 5,6 5.6 5,5 6.3 5.0 5.0 4,9

rnports (volume): billion 1994 US$ 66.1 69.0 "73.1 77.3 81.6 86.2 90.9 95.7 10l),5 105.6 110.8

'Tlports to GOP ratio:" 28.9 28.7 28.4 28.0 27.5 27.0 26.4 25.9 25.4 24.9 24.4

\lANCE OF TRADE

)rms of Trade index 73 72 71 71 71 70 70 70 70 70 70

tade Balance: billion current US$ -35,4 -38.5 -41.2 -43,6 -45.4 -47.0 -47.8 -47.7 -46.4 -44.0 -40.0
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Table A. 3(b): African Economic Growth. _ Finonco Aoqul............__ Debt ~i~
00"01:

A Twonty·Y_ Poropoc:Ilvo of tho Uppor-lnoomo G10Yp 0' 15 CoonIrloo ()

3:
~

'95 '96 'e7 '96 'll9 2000 '01 '02 '04 . ---I I
rANAI. FINANCE GAP

Bolo.. bliotOfIi dobtrooched.: billion $(94) 23.6 2ll.6 33.4 37.e 43.3 48.2 51.7 56.0 57.1 60.5

/>hr_.: billion $(i4) le.4 25.6 2ll.5 34.2 39.6 44.6 48.e 53.4 54.8 56.3

/>hr dobl_: billion $(94) 1.3 5.e 8.8 12.6 17 20.8 23.0 25.7 28.0 2ll.3

~ANALDEBT
i.Debt Stock: billion $ 115.4 114.6 126.3 142.3 163.7 11'0.0 220.7 255.4 2ll1.4 334.6

Oobt to GOP ..110: % 54.9 53 56.6 61.2 66.7 72.2 n.3 61.5 84.2 87.8

'Long-term debt HfVIce to exports ratio: '" 13.1 13.7 14.2 14.5 14.5 '4,3 14.8 14.0 e.7 9.6
"'" I : .. , .. It,·IIt/Ill:. I If.~II1~1 P";I
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Tabl" A. 3(.): African Economic Growth, External FInance Requirements, and External Debt

A Twenty-Vear Perspective of the Lower-Income Group of 37 Countri..

,
'05 '06 '07 '06 '09 "0 '11 "2 "3 '14 "5

I
RNAl. FINANCE GAP

're bl_oI debtretehed.: billion $(94) 55.1 58.0 60.7 63.3 65.8 81.8 64.8 67.0 ell.O 70.0 70.2

reoched.: billion $('94) 52.8 55.8 58.7 52.4 65.2 64.8 67.8 70.5 72.8 73.7 74.2

debt ......00: billion $(94) 31.4 33.3 34.9 36.3 37.3 36.1 36.4 36.2 37.4 362 34.2

~RNAl.DEBT
,t Stode: binlon S 366.5 414.7 467.6 526.' 588.3 651.2 723.5 788.3 879.0 963.3 957.1

It 10 GOP ratio: % '21.2 124.5 127.4 129.6 130.8 130.7 131.' 131.0 130.5 '29.' 116.6

j)ng-term debt ICHVice to exportl ratio: ,. 23.1 22.' 22.0 23.5 23.6 '8.2 18.5 20.8 21.' 21.2 20.8
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Table A. 3(8): African Economic Growth. External Finance Requirements, and External Debt ~~~
ATwenty-V..,. perspective 01 the loww-11"ICX)O"l4t Group 0' 37 Countries -><~

o n
3:
~

,
'95 '96 '97 '98 '99 2000 '01 '02 '03 '04 TOTAL --I

EXTERNAL FINANCE GAP

· Betore bilateral debt relChed.: billion S(94) 23.2 27 29.5 32.6 36.9 ~.6 43.7 47.2 49.3 52.5

· Aftor r91Ched.: billion S(94) 18.5 22.5 25.1 26.4 32.9 36.9 ~.• ".3 .... 50.0

· Aft.- detbt MMce: billion $('94) 4. , 7.2 9.3 12 15.8 19.1 21.5 24.3 27.0 29.3

EXTERNAL DEBT

· Debt Stock: billion $ 123.1 128.1 139.2 153.3 171.7 194.2 220.8 251.0 284.1 323.3

Debt to GOP ratio: " 79,7 80.5 84.• 89.2 94.6 100,0 105.1 109.5 113.0 117.4

· Long-term debt service to exports ratio: % 22.8 24.3 25.8 27 27.9 26.2 29.7 29.4 24.8 24.4
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Table A. 2(b): African Economic Growth and External Trade:

A Twenty·Vear Perspective oMe Upper-Income Group of 15 Countries

'OS '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 ,

I
EXTERNAl TRADE

EXPORTS

.Growth retes: "

• Petroleum 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0

• Non-petroleum 12.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0

, exports (volume): billion 1994 USS 124.0 137.7 153.0 170.1 189.3 210.7 234.8 261.6 291.7 325.4 363.2

• Expor1a to GOP f1Itio:" 29.7 30.4 31.2 32.1 33.0 34.1 35.2 36.5 38.0 39.5 41.2

IMPORTS

·._",GOP ."- 0.90 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.86 0.86 0.88

-growth rate: '" ;r; 7.6 7.5 7.1 7.1 8.9 8.9 8.7 6.5 6.2 6.2 6.0

·1_(volumo): billion lll1l4 US$ 118.6 127.4 136.5 146.1 156.2 167.0 178.2 189.8 201.6 214.1 227.0

- Imports to GOP ratio:" 37.8 37.8 37.6 37.4 37.0 36.7 36.3 36.0 35.6 35.3 35.0

BALANCE OF TRADE

.T..,.. of Trade Inde. 75 74 74 74 74 74 74 74 74 74 74

· Trade Balanc::.~ billion 0JI'l'8t'Tt USS -34.2 -34.6 -33.2 -30.4 -25.4 ·18.5 -6.8 +4.6 +22,4 +44.7 +73.0
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I Table A. 4: Financing Africa'. Accelerated Growth· Domestic Investment, Savings, External Finance, and External Debt

A Twenty·Year Perspective for the 52 African Countries (*)

'95 '96 '97 '98 'gg 2000 '01 '02 '03 '04

I
GROSS DOMESTIC INVESTMENT,

billion 1994 US$ 109.4 128 147.1 165.1 172.5 188 150.1 151.2 151 158.9

GROSS DOMESTIC SAVINGS,

bllMon 1994 USS I 99.8 112.9 126.7 138.8 140.1 130.0 106.8 103.4 98.8 103.6

EXTERNAL FINANCE GAP: billion 1994 US$

· before bitateralretehed. 46.8 56.8 82.9 70.5 80.2 89,0 95.' 103.2 106.4 113.0

after bilateral resched. 37.9 48.3 54.8 82.6 72.7 81.7 89.5 97.7 101.4 108.3

· after debt service 5.4 13.1 18.1 24.8 32.8 39.9 44.5 50 55 58.6

EXTERNAL DEBT STOCK: billion 1994 US$ 238.5 242.7 265.5 295.6 335.4 384.2 441.5 506.4 575.5 657.9

· debt to GDP ratio: " 65.4 64 87 70.7 75.3 80.3 85 89.7 93.5 98.5

(*) Excluding the Aepublic of South Africa
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Table A. 4: Financing Africa'. AoceIerated Growth - Oomntic Investment, Savings, External FifllVlCe, and Ext..-nal Debt

A Twenty-Year perspective for the 52 African Countries (a)

'OS '06 '07 '08 '09 '10 '11 '12 '13 '1' '15

I
GROSS OOMESTIC INVESTMENT:

billion 1994 US$ 172.3 180.5 195.2 213,1 222,6 234,' 242,9 250.7 268.8 280.1 299,7

GROSS OOMESTIC SAVINGS: 114.7 121.5 138.6 149,4 169,8 187.1 203.2 221.4 253,3 281.1 320.9

bIllion 1994 US$

EXTERNAL FINANCE GAP: bm'on 1994 US$

· before bilateral ruched. 118.1 111 114.2 116.8 118.3 108 108,8 107.1 103.3 96.2 85,8

· aner bilateral resched. 113.8 106.9 110.4 115.1 117.2 113.8 114.8 113.7 110.1 103.3 93.2

· aftliM' debt service 61.5 53.6 64.1 53.7 61.6 58.5 53.' .6 36 23,2 8,5

EXTERNAL oeBT STOCK: billion 1994 uss 739.3 842.2 995.' 1,055.6 1,167.4 1,274.4 1,388.4 1,426.5 1,596.3 1,683.7 l.599.Q

· debt to GOP ratio: " 102 107.1 111.1 114.7 117,4 118.7 119.9 114.6 119.7 117.7 104.5

(.) Exduding the Republic of South Africa

•

.
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