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I.  INTRODUCTION . |

1. Duringx;the*;negt' several Yearsp*fthef central issue

of Africa's monetary and financial ‘relations would be
the question_npf‘rhfrice?s.,externe1 ‘indebtedness iand its
disequilibrati@g‘ effects  on the African economies. A -
preliminary fé&iew of thel implementation of < the ' United

Hations Proqramme of Action for African :Economic Recovery @
and Development, 1986-1990. (UN-PAAERD) * has confirmed '~

the view, .long held’ ' by ECA, that Afrlcan ‘countriés;
espe01ally those. in’ .sub~Saharan Afrlca, will not be able

to launch the desired ' economic recovery: programnes if

the issues. of resource flows and external ‘debt are not =

adequately resolved. The  efforts  towards the revival "
of economic growth, the removal'ofimess poverty and the
improvement of living standards are being frustrated
by the 1ncrea51ng debt serv1c1nq burdens, - which for a
large number . of ‘African countrles aksorb a substantlal
portion of thelr -total export earnings.. ' '

2. It is. important to note that until ‘the ~ middie"
of 1936, ~the. international  community, including the
multilateral»einstitptiOnsy;;were. reluctant to fecognize
that an African debt crisis really existed and that there
was & need for a comprehensive strategy to be taken to
deal with .the problem.:. Hence, for sométime, action wag
confined mainly  to ad _hoc measures ‘to protect the
international banking system -and the creditor community.
No efforts were made to examine the root causes of the
increasing indebtedness. While '~ frequent  debt
reschedulings, especially at the turn of the 1980s,
signalled ceep-rooted structural problensg, ‘it was felt,
by and large,athat-large—sealeﬁdefaultSVOn debt servicing
from sub-saharan Africa were remote. Conseqguently,




international debt policy focused predominantly on
structural adjustment and policy reforms in debtor -
countries, without the necessary coxresponding policy
changes in the  creditor countries. The - situation - now
appears E§ 5avé  dramatically changed as many  African
countries aré .facing serious debt servicing problems’
that are clearly beyond their capacity. There is also
the recognltlon . that UW-PRAERD may be difficult to -
implement 1n the _wake of the widespread  debt crisis.-

As a resulta;a GlOQal concensus. is emerging that concrete

action is urcently required to deal with 2Africa's debt

servicing crisis as. an ‘integral part of international -

monetary pdlicy.x It is thereforey important that a new - -«

approach be adopted to deal with this issue within the . -°

context of _UﬁfPQAERD. ..TWG obvious factors need to. be i -

stressed:

. i
pian

{a) gX?arieﬁceﬂéhas . shown that :once a ‘couﬁtry.whaS'
been traggéd in an external. debt. - situation,-
it is compelled te  borrow more and  more ‘to
refinance maturing debt obligations.
Consemuently, unless . substantial inflows :of .

conce351onal -resources . occur,  there . is. no way

that that country can. attain recovery .and qrowtb-~f

@Pd.g

(k) Afﬁicé“s.HQrospects- for .the remainder of ‘the
1280's are extremely. bleak and its capacity
to  service debts will & deteriorate further if

no comnrehen51ve‘ action .is - .adopted . to ' deal

w1th the debt Sltuatlon.-

3. Afrlca 8. concern over the sericusness of the debt
problenl Was & plym,demonstrated, by wvarious actions taken



collecrivelf by _afrieaﬁ counériesr-at the _hiqhesr 1evei
from the'Regional Ministeriei Méeting on Africa’s External“.
Indebtedness, held in Addis Abéba in June 1984, to the
Abuija Infernatlonal eonchence on Africa: The Challenge
of Lconomlc Recovery and Accelera+ee Developmentf and
the 23rd Ordlnary Bess sion of. the lseembIV' of Heads of

State and Govexmment of the OUAF reeertly.ﬂele in Aadls:
Ababa,durlng 27-29 July 1987 o ' |

II. CONCEPTUALIZATION OF AFRICA'S DEET CRISIS

4. 'The: meﬁner in which Africa’s external debt grisis
is coneeived is a 81gnrflean %autOIIJMI determiniﬁé rhexﬁ
pollcy measures recommenaed for its ;ciutioﬁ' Two factorsw
need stressmng Firstg 1t needs to he frrmly reeogn1zed-
that the recoveryg growth and. @evelopment prObpeets of
Afrlcan countrles will la*gely be influenced by the aegree
of success in deallng with Afrlca“s debt problemo That_
being the ~case, solutions 'to this crisis need to be
comprehensrve to take 1nto account the 1ntcrrelat10nsh1p
between external debtp: export performance and resource
flows. Any attempt to deal with each of these issues
in isolation mlqht create further problems of a more

compllcated_ natureﬁ oeconalyp ‘the‘ lnternatlonal debt'ﬁj

strategy has generally centered oﬁ: asaumptlons that
Afrlca s external debt was generally nanaqeable and that
the current L.rlsz_s was a short llveu one. _ The strategy”
has therefore 1argely focused on short term stabrlrzatlon_

programmes@-supported by the rnternatlonal “Oﬁetary Fund

_(IME),_ w1th1n whlch‘ the Parls' Cluk played a domlnant__

role, larqely tﬁreuqh' res;hedulrng exercises. o Thlsi'

approach also reSultea in llnklrﬂ_ flows of _resources”"'

from banks and other lendlnﬁ instit LthﬁS to ILF bupportedi"

programmes. HWorld BEank lending and nrlareral flows alsdJ




tended to be orlented in tbe same dlleﬁtlono This anmroach

tended to ‘overlook the deep Structural pLObIENa unaerlylng”'

the ert crisis, which need 1ong term solutlonsol

5. Another féf¢reaching' conreptual aspeﬂ 'cf ‘ewternal
debt has been the aSSHWleOn; plevalent in 1nqustx1allzed

countries, that since the debt crisis is a temporary

phenomenon, economic mismanagement, as avidenced _in'

improper investment policies, pOCTY I esource alloﬁatlon

extensive public expenditures and large nuéaet dcf1c1tgp
was the main cause of the debt servicing crisis. It
was thus concluded that mere stru,tuf 21 dQ3uabment ané

pollcy reforms oucht to put the economies Lac& on rall

In thlS modelF the 1mpa¢t of the inter natlonal ﬁonetary

51tuatlon on the fragl1c African econom*es was largely
left out of the plctufeu An ¢mpre551cr has, thereférep
emerged that the role &f the international community
' is to emphasize policy reforms in African countries as

a precondition for resource transfers.

5. The concept of Afr1ca s debt management ‘has assumed °
a new &1men51on whxch needs stressxng° An 1mpoLtant“
problem fac;ng both Africa and the international economlc"”'

conmunlty 1n dev¢81nq an eflectlve ‘debt management pollcy

for Afrlca;r lles 1n the divergence of views ' concerning
what constltutes AfllCa s debt pburden. This essentially

arises from the dlfferences in the' ronrea*ua11@atlon‘

of external debt and the determlnat on of the 1Lems that
should enter the computatlons of external debt " This,
in turn, has led ‘to di fferences in approaghes to  the

solutidﬁ'bf the prchlem. Unless thls Drb“lem is adeguately

dealt with at the outset, there are likely to'be‘COntinuing

differences in the 'approaches to debt policy as well  ‘5

as to debt relief programmes.
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7. From an African"peEEPectivéy the conceptualization

of debt has led to serious problems as regards the

following issues:

(2)" institution and policy mechanisms for adequately:”
or accurately determxnlng the actual magnitude -

'and levels of external debt;: and

{b) fthe determination  bf' what constltutes debt
© gervicing obllgatlons :in°'the 11ght bf'_the
capability = to serV1ce sueh debt  without
' disrupting the ewisting social and 'econemic
*'sfrdctufes. . A o

These problems, coupled with' the shifts 1n'1nternat10nal

economic ' variables (1nterest ratesF serv1ce ‘chargesp:e
exchange- rate’ a&justments)a make it extremely dlfflcult'
for countries to relate external debt serv1c1ng to thelr;
income earnlng caaacztlesp' partlcularly e?port earnlngs,_i

and to overall development pollcy. From the view poxnt"'

of African ' countries what '150 thereforeg' remulred _is
a broad defln?tlon of external debt whzch would 1nc1uae

all external obllaatlons, Consecuently, the Lollow1ng'

items are reflected in Africa’ s debt. serv1c1ng obllgat10n8°

principal repmyﬂents of publlc anﬁ publlcly quaranteed
debts; long=, medilm- and short~ ~term commerc1al loans

and credits; suppllers credlt° forelgn dlrect 1nvestments,
obligations to the ‘International uonetary Fund and World
Bank; interest payments, service charges and other related

obligations. Since the World Bank and IMF loans cannot

be re-schedule ed, they represent a critical element of
Africa's cebt r'°1::|.s:.s. | | “ |




irx, PRINCIPAL_FEATUREs OF AFRICA'S EXTERNAL DEBT .

8. The inadeguacy of debt‘reporting ih African countriee
still constitutes an impediment +to the evaluation and
monltorlng of the deot oltuatlon° Although statlstlcsz
on Afrlca s external debt are at present fragmentaryy
it has been possrble to estlmate the level of total debt
ocwed by African countries. At the end of 19863 Rfrica‘’s
total debt '(disbursed and outstanding) was .estimated
at US$200 bllllono This actually represented 54  per
cent of the Gross Domestlc Product (GDP) and almost 440
per cent of the value of exports of goods -_MAccordlng
to IMF statlstlcsf the total debt servicing obligatiions
for all African countries stood at about $19 billion
at the end of 1986 and the ratlo of scheduled debt SeerCe
to exports reached an average of about 40 per cent from_
a level of about 14 per cent in 1980. For 22 low-lncome
debt- dlstressed _countrles in‘ Sub-Saharan Africa, this
ratio averaged 55 per cent and in many cases exceeded
100 per ‘cent. In facta debt serv1ce payments became _
so_unmanageable ‘that a number of countries stoppedrpayments.
altogether; _A' high jncidence” of arrears and frequent
reschedulings' have become the norm. Projections aalao E
show that by the end of 19°0y Africa will requireléééoi

billion annually to serv1ce external' debtsQ ) This is i
clearly beyond the capa01ty of most Afrlcan economles
and even"assumlng that these economles are able to
accommodate ‘$uch repayment 1evelsy this Would be at the

expense of crowth and developmenta

9. Africa's ihdebtedness_ to multilateral institutions
(World Bank and IMF), has also increased in recent years.
For instance, overall net IMF purchases by African




countries, after declining by 72 per cent in 1985, became

negative in 1986 as re-purchases exceaded purchases by

SDRs - 348 million. In 1986, the net rescurce  outflow

from-AfriCdn countries to the 'IMF amounted to over $3560
million ‘(net purchases plus interest charges). ~ Detween
January  198& and February 1387, African countries

transferréd- mearly three “and half times as much money

to.the_IMF"than theyﬁhaa received in 1985. With regard

to tHe World Bank, between ‘1982 ‘and 1586 its lending
to Eastern and Southern Africa  increased from $714.6

million: to ”$§15,9 millicn: and to Western Africa, from-

$1,086.9 mil}ion to o $3,136.8 million. ' In -thef one-year -
period “between July 1985 -and June 1986, the World Bank

loans to 33 African countries amounted to $16.9 billion.

13. Some debt relief measures have been offered by a
few bilateral creditors, - - including - the - selective
cancellation of _debﬁ and the réscheduling of official
debt through Paris. Club on more genercus terms. These
initiatives?-fhoweverﬁ‘-were"totally inade¢guate - and have
failed to deal with the debt problem in. a fundamental

nanner.

11. The serious deb%ﬁsbroblem. wae - taking its toll  at
a time when-'two'¥hegativeffdévelopmentg, were = occuring.
Simultﬁhepusly, First;'expdrt earnings have keen declining
as a-EéSuii_df the collapse \Wn commodity prices. Commodity
p:icésf'dbllapsed' in 1886 - to their  lowest levels since '
the early 1950's and total export earnings fell by 29
per .cent, or %1% billion, :from %&4 billion in 1985 “to

$45 billion in 1986. Secondly, although some initiatives. =

have ““ been - -taken to - increéase wultilateral financial @

resources to Africa, the overall resource flow situation

falls far short of the African reguiréments. At a time - -




when -over £33 billion were needed to cover éebtﬂservicing
requirements and the Jloss -in export earnings in - 1286, ..
total ‘resource flows to Africa were a mere 18 billion
in that year. - Indeed, they were well below. 1985 levels .
in real terms.

12. It is obvious from the  above that the issues of
debt, export earnings and resource flows are interrelated.
and unless they are tackled together within the framework
of a concerted approach which would offer lasting_solutioh
to the debt problem;. stabilize export earnings and ensure

increased resource:. flows commensurate with -growth and

developnent . reguirements, the prospects f£or any regovery . .

and develepment in Africa would be very bleak indeed.

IV. PFACTORS UNDERLYIHG YHE AFRICAN DEBT CRISBIE

13, -Several major factors have combined to  precipitate

the Afzican debt crisis. Eirst of all, it must be pointed

out that  there was. a general complacency by - both the -

international community and the African countries arising ..

from the hitherte unsupported bkelief that wide-spread
defaults by. developing African countries in wmeeting their
debt servicing obligations were rewmote. - This led to:
the conviction that conventional measures  for <dealing

with external debkt would. ke adeguate. kg a, result,

comnercial banks and multilateral institutions : tended

to push loanz " and. credits  to African countries without
an. adeguate assessment of both . the debt servicing
capacities and the income generating potentials of these
countries.  Another - related issue was the absence of

concrete - proposals  for. dealing .  with . structural

diseguilibriur between import reguirements and @ export .. =’




earnings whlch forced many Axrlcan countrles to resort

to borrowing from commer01al sources in order to meet
the resource gapa_ '

14. The declihef in export 'eafnings was aooompanled by

rapidly rlelng 1mport bills and. a shlft. of the cost of

_1nflatlon from the OECD to Afrlca through 1mportatlon
of capital, intermediate and manufactured goods. A further
aggravating factor has been the increased protectionism
in the OECD and Socialist countries 'of_:Eastern Burope,
which circumscribed the ability:of'the African countries

to diversify their exports as a means of increasing. .

earnings.

15. The hlgher oost' of borrow;ngy espec1ally loans

contracted at varlable rates, has agreatly 1ncreased the ..

debt servxtlng obllgatlons of Afrlcan countrles, - This
was further aggravated by the large fluotuatlon of ‘the
major world curren01esy: Wthh resulted in mlsallgnment
of African _monetary pOllCleS wan@ adversely affected
attempts to deal with the problem of debt management°

African countrles also suffered from con51dexable net
outflow of resourcesf Lhrough the comblned effects cof .

a number of factors such as transfer pr101ng by the

transnatﬁion‘"al"*rcorporati'on'.sF _ large scale : repatrlatlon

of capital ‘and leldendsa serV1ce chargesp management
and consultancy feesp and technologyo _ The collapse ln

the system of suxvelllance of world 'currency allgnments

aiso greatly afferted Afrlcan countrles whlch are unable‘

to protect thenselves from fluctuatlon 1n exchange rates°
Furthermore, Africa could not 1mp1ement effective pollcles
compelling foreign investors to reinvest or plough,back
a given portion of their earnings in the African economies.




16, The lack of appreciation of the real situation
concerning Afrlca s external debt also contributed“'to.
the worsenlnq of the problem. As was stated earliery
no efforts were made to stabilize or improve Africa’s
export earningg and no efforts were made to ensure the
flow of addltlonal flnanc1ng to Afrlcag except through
the VWorld ﬁank SPEClal Fa0111ty for Sub Saharan Afrlca
and the IMF ompensetory Fxnanc1ng nat;'llltye

V. CURRENT DEET RELIEF INITIATIVES

{(a)  The Baker Plan for tlddle Incone Countrles

17. The Baker Plan holds the view that the expan51on

of credit to Afrlca would amellorate the ”old“ debt crlsls_ |

by enabllng debtoi” countrles to 1ncrease thelr CaSh flows,
thereky enabllng a resumptlon of economlc growth through
increased '1nvestmentu ' Howevery this adds to the debt
magnitude and hence debt service obllgatlonsy eepecielly
if interest rates rcmaln high or 1ncreasen_f The Beker
Plan proposed a threemyear expan31on of lendlné to selecte&
middle 1ncome group countrlesy of whlch three are in

Africa (Cote d"Ivoz.reP Morocco and ngerla) Its objectlve  _
was to ass;st 1n the resumptlon of economlc growth through _
the ava;lablllty _of addltlonal resources, It was alse
intended to enhance the awareness of major developed
countries to the urgent need for effectlve measures to
deal with the debt crlsls° ﬂowever” the size of the_
expanded debt and the limitation ln its scope and coverage_
has somewhet reduced the impact and usefulness of the

Baker Plan for Afrlca,‘




{b) The Paris Club

18. Official: muitilaLeral énd_, commercial baﬁk -debt
reschedulings have become  the . ;OS 3t w;dely uSed .mgthbd
of debt relief for African ¢ountr1esg .pgring thé pefiodj
1880~-1986, nineteen \frican uountried have ‘r_negotiéted;_
their loans under the Paris Club and Lhrough‘commercial
banksn Since the main component of the ai bu?sed “and
outstanding debts of most African countries is from

official'sburcesg the Paris’ Club has evolved'ﬁﬁto“a”major
debt relief . mecham.s*no The ]arqe number and°‘freqﬁéncy
of resohedullngs‘ portray a Jerjous problen of"d%bt
servicing facing many countrles 1n ?rlmau\ As waq-@ta%éﬁ
earlier, this indicates deep structural uroblems requxrlng
more effective and,.¢omprehen51ve long-term solutlons,
In any évent, rescheduliﬂg; “like ré#financingg' does not
in itself provide debt relief but merely extends maturity
datesom~ This -may also 1ncrease the debt sexvicing
obllgatlons fofn-the countiy' concerned, ' Loreovery' often

the reschedulings do not prOV1de. for longer grace and |

maturlty periods- nor do they 1ncrease consessi onal lendlnqy

(c) Thé-World‘Bank Special Programme for Rfrica

13. The World Bank considered some African countries
~{Benin, Gambia, . Liberia, Madagascar, Mali, . Mauritania,
Niger, Semalia, Sudan, Tanzania, Togo, Zambia) to be

in special need for more. concessional developmenb

assistance. 1In general, IDA has been increased in absolute N

terms to support eligible ceocuntries to meet their resource
needs as part of the measures to curb external
indebtedness. Its efforts to mobilize additional funds
for Sub-Saharan Africa_ were succassful with pledges

exceeding $1l.1 billion. This was predicated upon ?he‘,




countries undertaking satisfactory adijustment programmes.

and policy reform. Similarly, IDA VII was restored at
$12.4 billion with thé assumption that 45-50% of" this

would bé ‘allocated to Sub-Saharan Africa.  Fowever, this

was achieved at the expensé of the special fund which .

ceased to exist as of 30 June 1987.

(a) Iniftiatives from #ilateral Donors

20. In récent years, some bilateral ‘dondrs (e.g. Canada,
Britain and the Scandinavian countries) have  offered

debt relief measures +o selected African countrigs,

Countrics” such as HNorway, now provide ODA flows to the-

Least Developed Countries exclusively on a ‘grant basis.

Other DBC countries have alsd provided some form of debt

relief through an increase in the grant:element,

{e} The' 13th Summit kieeting of - the Seven Host -

Industrialized Market Economies

21. The 13th Suhnit meeting of the seven most

industrialized market ecconomies of the West endorsed

the concept of longer grace. and maturity periods in Paris.

Club reschedulings and added that consideration should
be given to the possibility of applying lower 'interest
rates to the existing debts of BAfrican countries: that
are undertaking adjustment. Welcome as they are, these

recommendations are yet to be implemented.

VI. NEW DIRECTIONS

22. Recent studies on the African debt situation;

conducted both within and outside Bfrica, suggest'a:humber
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of possible options and policy objectives to. deal with

the African situation. From a broad African view point,

the debt' relief measures need. to be. reviewed within the

framework of two major policy perspectives:

‘i) It must be recognized that there is a link
between -the availability of external rescources.

“teo hfrica, largely on consessional terms?;,the

export .earning capacity, especially from primary . .-

commodities,  the. . external debt  servicing,
 Obligations and the-'rate of . economic 'growth;_ﬁx
These aspects ‘afe=fintarwlocked in a set of
cause~and-effect relationship which mnakes it
difficult for effective solutions to be found..
in one of them in ‘exclusion of the others.
“Unless - this.  linkage is recognized the debt
and debt® gervicing prdblems will continue  to
' present a serious thrgat to the resovexy‘ and

' growth prospects of Africa.

(ii) Experience has shown that isolated -approaches
to the debt servicing c¢risis either by'African
éountries on the one hand; or the»international
community on  the other, have. not: resulted in

“sn effective sclution of the problem. _There.
“'ig therefore, an urgent need . for fa Soncertédﬁ” 
- approach to be taken to deal with the Africen
debt situation ‘involving new and more effective:_
ﬁialogue---ané consultations between  African
debtor mations,  bilateral dJonors, multilateral
institutions, and. the private lenders. These

conclusions  were particularly underscored in

‘The - Abuda Statement, adopted. by the .
International Conference - on - Africa:z _The

Challenge of Economic Recovery and Accelerated

hevelopnent.




The African Countries

23. It needs to be stressed that new debt relief measures
should have built-in. mechanisme aimed at the revival..
of real growth in African countries and epcouraging export

activities. Such policies should aim at increasing . the

productivity capacity of African countries and  improve

the @&istribution and marketing structures, savings and
resource mobilization programges; - as well - as the
encouragement of increased investment activity.  These
programmes which indeed have alrea&y rpeen  put in bkalance
in some countries, should also involve appropriate- exchange
rate"policiésp prices .« incentives and fiscal policies

aimed at addressing the balance of payment situation,

24. African countries on their part should alsc vigorously

implement policies

‘aimed at the revitalization of their

economies through inter aliz, the .opening up- of new
investment opportunities and the encouragement of the
private sector to assume a ore active role in the

development process.

25.  The debt management - programmes that  are —-already
in place or - intended to - be  adcopted should ke rnore
vigorously iwplewmented with the -active support of the
international comiaunity. To +this end, new. discipline
needs +to ke impesed so as to ensure  a more effective
and -centralized ~control of external 'borrowing:. by the
pﬁblic sector and a new wmonitoring wechanism. of ‘private
sector borrowing.  Mew guidelines and  procedures for
determining  the purpose of horrowing, the.type'oﬂ loans,
the ‘projects for which  loans are ~sought -and - how such
loans are tc be repaid should e instituted. = Part of

the " debt nmanagement’ policy should involve: very strict




