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I. INTRODUCTION

The arguments and conclusions contained in this report

follow from analyses of data and information prepared by the

governments in the subregion in their economic and social

situation, data and information available in publications by

international institutions and press reports on the situation
of the subregion. More accurate and abundant data and infor

mation are required for the preparation of.such a survey.

These shortcomings should be taken into account on evaluating
the conclusions reached.

The performance of the world economy in 1988 was strong.
In the industrial economies, GNP grew by 4 per cent and in the

middle and low-income countries by 5 per cent. The volume of

world trade grew by 9 per cent. These aggregates mark signi
ficant differences among countries, subregions and regions.

Growth in the industrial countries was a result of in

creased fixed investment, increased consumption and expansion

of world trade. This trend continued in the early part of
1989.

Increasing growth enforced by high inflation and tightened

monetary policies generated short-term interest rates. High

income oil exporters increased their oil production in 1988.

But, the weighted average price fell 20 per cent below the
level of 1987. Hence, oil export earnings were about 9 per

cent below those of 1987. Inspite of the fall in export

earnings, imports of these countries were maintained at the
level of previous year.

The November 1988 OPEC agreement reinstated market con
ditions again. Consequently, prices firmed. The price rise
was amplified later by supply failure in Alaska and North Sea.

GDP for low- and middle-income countries grew by 5 per
cent in 1988. There were substantial differences among

countries. Countries with high investment/GDP ratios have

grown more quickly. As in previous years, the best perfor
mances were realized in those countries whose ratios of Gross
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Domestic Investment to GDP have exceeded 20 per cent over

a number of years. The corresponding average ratio, for

Africa, over the five years, has been 15 per cent. This

average conceals lower investment ratio for some countries,

in which gross investment is not even sufficient to cover

depreciation. Such countries are becoming decapitalized.

GDP has increased modestly in Africa, after declines

in previous years. However, the increase was not enough to

stimulate a rise in per capita GDP in the face of rapid po

pulation growth. Growth in Africa was promoted by a return

to normal weather conditions, and by structural adjustments,

resulting in an increase in per capita agricultural produc
tion.

Performance in heavily indebted countries was mixed.

It is now realized, that correction of the serious macro-

economic imbalances that have accumulated over years in

these countries will take a long time. The efforts already

taken seem to be only first steps in a long and difficult

process of sustainable steady growth.

The heavily indebted countries were not able to attain

a GDP growth greater than their population growth; implying

a decline of about 0.6 per cent in their per capita income

level. In addition, investment in these countries continued
to fall to 15 per cent of their GDP in 1988, compared to 25

per cent in 1980. These investment rates have to be restored

to their earlier levels, if sustained growth has to be resumed

There are regional differences among the group of low-

and middle- income countries. Africa, for instance, has

declining trends in investment and exports, with little gain
in consumption. The downward trend in investment is dis
turbing. The balance of payments on goods, services and

private transfer continued to deteriorate. Much of the

change was due to higher factor-service payments.

The economic situation of the highly indebted countries

deteriorated in 1988/89. The negative trend in resource trans
fer continued. Total debt for the developing countries was
estimated at about US$1.0 trillion, an amount equal to 5O

per cent of their combined GNP. The year 1988 saw an increase

in voluntary reduction by commercial creditors of the debt of
a number of middle income debtors. In addition, the US dollar

appreciated vis-a-vis other major currencies, bringing down

the dollar value of debts paid in these currencies.
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Africa lending increased by 6.5 per cent, an increase

that was lower than the 18 per cent experienced in 1987.

However, much of this could be attributed to currency adjust

ment. There is a growing recognition by the international

community of the need to reduce both the debt stock and debt-

service burden of the debt stressed countries.

The nominal dollar price index of 33 non-oil commodities

increased by about 20 per cent in 1988, after stagnating for

two years. The dollar manufacturing unit value (MUV) index

went up by 6.4 per cent during the year. Inspite of these

gains, real non-oil commodity prices were about 30 per cent

below the 1980 level. Prices of tropical beverages were

depressed. Export revenues were seriously affected and pros

pects for improvement are modest.

Minerals and metals enjoyed a price recovery in 1988.

The dollar price level of these commodities increased by 40

per cent over the 1987 level.

The average oil price was down by about 20 per cent.

But it began to recover after the OPEC production agreement

of November 1988.

The high prices of manufactured goods tilted the terms

of trade in favour of non-oil producers. Oil exporters

experienced a loss of T7 per cent in their terms of trade,

while non-oil primary goods exporters registered a gain of

about 7 per cent.

In 1988, world trade increased by about 9 per cent in

volume. Trade in manufactured goods was particularly strong;

it responded to an investment and consumption boom in the in-
dustralized countries. In the developing countries, those

countries that had re-oriented their export composition towards

manufacturing, together with some metal exporters, had bene

fited from the trade boom. Exporters of tropical beverages,
mostly in Africa, together with the stagnating economies of

the highly indebted countries, suffered from a decreased share
in global trade.

Despite the progress on tariff-cutting in multilateral

trade negotiations under GATT, many non-tariff barriers remain.
There was a growing tendency towards voluntary export, res

traints and administrative procedures under antidumping laws.



- 4 -

II. ECONOMIC TRENDS IN NORTH AFRICA

The North African subregion is characterized by a

great diversity: diversity in economic management and

diversity in stages of development. The subregion includes

oil importers, such as Morocco and Sudan, and oil exporters,

such as Algeria, Libya, Egypt and Tunisia.

Output, in North Africa, grew by 3.4 per cent in 1989,

after a mere 0.4 and 2.4 per cent in 1987 and 1988, respecti
vely (Table 1). This growth was also diverse in the coun
tries of the subregion. For example, Morocco had a particu

larly good economic results, due to favourable weather and
government reform measures. The divergence in economic

growth is country specific, and can be explained by differing
exposures to externally induced shocks, continued low oil

prices, growth in oil exports, drought and differing economic
policies. Investment has expanded rapidly, while the current
account balance has improved.

TABLE 1

Growth Rates in North Africa

Output

Agricultural produc

tion

1987

0.4

4.08

1988

I — " —i

1 A*
2.4

0.65

1989

3.4**

4.69

* Revised estimate

** Projections
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III. SECTORAL DEVELOPMENT IN NORTH AFRICA

Performance of agriculture was particularly good in

1988 and 1989. Growth rates for agriculture, in the sub-

region, had been 4.08, 0.56 and 4.69 per cent for 1986,

1987 and 1988, respectively. The main cause for this good

performance had been good weather conditions and the supply

response of the farming population to better incentives

provided by the policy reforms introduced in recent years.

In Morocco, for example, cereal harvest was doubled. Sudan

despite damaging floods in 1988, had harvested a crop per

5.3 million tons of cereal, to only 1.7 million tons in
1987.

North African oil exports have, in general, suffered

painful losses as a consequence of price slip in 1988
(Table 2).

TABLE 2

Oil Production in North Africa 1984-1988

{Million tons)

Algeria

Libya

Sub-Total

(OPEC

members)

Egypt

Tunisia

Sub-Total

(non-OPEC)

TOTAL:

1984

35.

50.

85.

41.

5.

46.

131.

20

00

20

20

49

69

89

1985

34.

50.

84.

44.

5.

49.

134.

00

60

60

30

40

70

30

1986

30.

52.

82.

40.

5.

45.

117.

10

00

10

20

25

45

55

1987

32.

49.

81.

45.

4.

50.

131 .

00

00

00

20

99

19

19

1988

31.60

50.80

82.40

42.60

4.80

47.40

129.80

1989*

29

51

80

42

5

47

127

.60

.00

.60

.20

.00

.20

.80

Source: UN Monthly Bulletin of Statistics

* Preliminary figures
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The low oil prices have created special problems for

Algeria, which increasingly relies on condensates, natural

gas and refined petroleum products which are not subject to

OPEC quotas. Algeria's gas customers have requested reduc

tions in the price of Algeria gas, in line with those of

crude oil. At the end of January, Algeria signed a new

contract with one of its main customers, to pay US$1.3O -

1.97 per million BTN, instead of US$2.30 contracted.

Metal prices increased slightly. Cotton prices declined

sharply and lost nearly 15 per cent on the Liverpool market.

This badly hit countries like Sudan, where cotton is a major

export product. In contrast, sugar prices were buoyant with

an average increase of nearly 50 per cent on the free market.

The high prices were apparently the result of severe drought

in USA, during the Summer of 1988.

There was no significant change in the structure of North

African trade in 1988/89, apart from the fact that the fall of

oil prices reduced the share of mineral fuels in total exports.

The countries of the subregion are food importers, and

are heavily dependent on cereal imports. For the 1988/89

season, Egypt alone had imported nearly 6.2 million tons of

wheat and coarse grains, nearly a third of total African

cereal imports. Moreover, because of drought, both Tunisia

and Algeria sharply increased imports in 1988.

Recent figures from the 1988 OECD Report on Development

Co-operation show that total net ODA flow to North Africa,

which has reached $4.1 billion in 1985, had fallen to $2.7

billion in 1987. This is an indication of the contraction

of resource flows in the subregion. However, new moves have

been made to encourage foreign investment to coincide with

the privatisation of public companies.

North Africa external debt position worsened in 1980

and it is predicted to become more critical in 1990 and

beyond (Table 3). Many of the countries are suffering the

double squeeze of rising debt service obligations and collap

sing export prices. Rising debt service obligations coincided

with the erosion of capacity to service the debt, as prices

and demand for subregional exports continued to weaken and

its terms of trade to deteriorate. Recent reschedulings and

the accumulation of arrears, by a number of countries, have

kept the actual debt service ratio well below its scheduled

level. This gap between obligations and actual capacity to

service debts, reflected in the rising volume of arrears, is

putting further strain on the recovery efforts.
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TABLE 3

External debt and debt service

in North Africa

Debt

Debt

Debt

service

service/Export

! 1985

78-9

12.3

29.9

1986 1987

Billion of dollars

91 .9

12.7

100.5

12.0

In percentage

49.9 39.2

1988*

104.2

12.4

40.1

* Estimate

Source: ECA Secretariat

IV. COUNTRY PROFILES

Over the past five years, Morocco has undertaken important

structural reforms, which, despite difficult circumstances,

have lead to considerable progress towards achieving internal

and external equilibria. At the same time, Morocco has succeeded

in achieving a modest rate of growth with low inflation. It has

avoided decline in domestic per capita consumption experienced

by other heavily indebted countries, facing a similar deterio

rating terms of trade. rt has adopted an active exchange rate

policy which has helped to maintain, at high levels, proceeds

from tourism and worker!s remittances. It has also contained

import demands following reduction in trade barriers. Budgetary

subsidies have been reduced by about 3 per cent of GDP, and

public investment has been rationalized. The government has

implemented comprehensive tax-reform measures to improve

allocation efficiency and to ensure that the tax burden is
equitably shared.



In addition to the macro-economic reform programme,

reforms have been implemented at the sectoral levels.

Consequently, the economy has responded positively. Total

exports have increased by about 5 per cent a year since

1984, led by a great rise in the share of manufactured

exports, which now represent about 30 per cent of the

total. The current account deficit, which was 8 per cent

of GDP in 1980, improved to a surplus of 1 per cent in
1988. The fiscal deficit declined from almost 12 per cent
of GDP in 1985 to about 4 per cent in 1988. Economic acti
vity is expected to be strong with GDP growth, officially
projected at 4 per cent in 1990. But, a widening trade

deficit, due to weaker exports and rising import costs, may
jeopardise the small current account surplus forecast.

In Algeria, the movement from a centrally planned eco

nomy to a more market-oriented system has been eminent.

State farms have been privatized - a structure which has

resulted in low and stagnant productivity for long time.

Real GDP, after an estimated decline of 1.8 per cent in

1988, was projected to grow by 2-3 per cent in 1989. Export

driven growth is expected to be 4 per cent in 1990.

The ongoing investments in hydrocarbon sector will con

tribute to growth and it may favourably affect related ser
vices, such as transport, commerce and communications. The
envisaged market liberalization should stimulate economic

activity. However, the gradual devaluation of the Algerian

Dinar, combined with the reduction in subsidies, will tigger
inflation. Efforts to promote local industry imports may

increase in 1990. But, with high gas sales and increasing
export earnings, the trade balance may be kept in surplus.

Adjustment has been a feature of the Tunisian economy
for a number of years. Stabilization measures, initiated in
1988, reduced the budget imbalances and foreign current account
and stimulated the conditions for the liberalization programmes.
However, despite the measures for adjustment, recent economic

achievements have not been favourable. In 1988, for example,
the economy was affected by a severe drought and locust infes
tation that, together caused a 24 per cent reduction in agri

cultural production, bringing GDP growth down to 1.5 per cent,
as compared to 5.8 per cent in 1987. Nevertheless, imports

grew modestly and export performance was strong. Consequently,
the current account was slightly in surplus. But, hopes of
economic recovery in 1989, based on improved performance of the
agricultural sector, have faded due to lack of rainfall for the

second year in succession. Food imports have risen sharply and
so was the cost of imported food. These had a determinal effect
on the balance of payments. Estimated GDP growth was put at 3.5
per cent. The level of foreign currency reserve has sharply

fallen, reflecting the sharp rise in the country's import bill.
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Production and export of phosphates have fallen, but

earnings increased due to recovery of international prices.

Production of other minerals registered modest increases.

Power consumption continues to rise sharply. Con

sumption rose by 6.1 per cent in 1988.

Despite the downturn in the economy, Tunisia's credit

rating remains high, the best indeed of any African country.

Economic liberalization in Libya has created a new

socio-economic climate. It is expected that earnings from

oil exports to exceed $6 billion in 1989. Libyan price of

oil rose to $19.O6/b in September 1989. Also, during 1989,

Libya signed a number of new exploration and production

sharing agreements with a number of oil companies. The

contract for the construction of the second phase of the

Great Man-Made River {GMR) went up to a South Korean cons

truction company. The Misurata Steel Complex was opened in
1989, as part of the 20th anniversary celebration, along
with 63 other factories; 19 in strategic industries sector,

9 in electro-engineering, 5 in chemical industries and 44

in light industries, including textiles, food products and
construction materials.

Libya signed a transport and shipping co-operation with

Algeria. This provides for the maintenance of a number of
highways, coastal roads, Tripoli harbour and the Tripoli
marine port barrier.

Trade with some of the country's leading European part

ners was rising. For example, strong growth was recorded by

West Germany, the purchase from which rose by 32 per cent.

Libyan indebtedness was relatively low, it is less than

a tenth of its GDP. It is predominantly short-term and

essentially in form of trade financing. Moreover, nearly

most of the official loans take the form of export credits
or guaranteed supplier credits.

In Sudan, new economic policies have been worked out.
Prices of some products have been raised. Self-financing

by importers has been denied. Tax revenues are forecast to

rise. Sudan's Bank Debts have fallen.

Forecasts for the 1989/90 cotton crop vary. Gold mining
has continued to flourish.
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Sudan external debts are estimated at US$15 bn, while

its domestic debt stands at SE20 bn. Exports can buy less

than 30 per cent of imports and it is believed that the

economy has witnessed a negative growth of 4 per cent during

the past decade.

A combination of the political environment, unfavourable

weather conditions and shortages of inputs may lead to a de

cline in exports in 1989. Shortage of foreign exchange will

prevent any significant growth in consumer goods imports.

Trade deficit, which is put at $1.15 bn in 1989, will pro

bably remain at $1-1.5 bn in 1990. Meanwhile, the current

account deficit, which may have more than doubled to reach

some $700 mn in 1989, could widen still further.

The value of Egypt's foreign exchange earnings, which

had increased from $9.7 bn to $11.3 bn in 1987/88, dropped

to $6.1 bn in 1988/89. Merchandise exports rose to $2.7 bn in

1988/89, but imports reached $10.6 bn, including $1 bn spent

on wheat imports and $2.1 bn on consumer goods.

In 1989, the government launched dollar bonds to raise

$460 mn to finance development projects. Every six months

the bonds will pay a return of half per cent over the London

Interbank offered rate.

Fresh discoveries of oil and gas enabled Egypt to raise

its estimate of recoverable reserves. Prices of Egypt's oil

sales matched tracked the recovery of the international oil

market. The stronger revenue should lift Egypt's net oil

revenue to about $1,500 million in 1989 from the low $750

million in 1988.

Egypt's cotton output in 1989 was more disappointing

than in 1988. By raising cotton procurement prices 34 per

cent and offering premiums for early planting, the govern

ment hopes to reserve the steady downward trend of recent

years.

The area to be sown wheat is to be greatly increased

and productivity to be raised by developing new wheat strains.

However, farm-gate prices for wheat are still 2O per cent less

than world prices. Farmers have tended to reduce acreage

planted to wheat since actual production costs have exceeded

crop prices.

The price of sugar cane paid to farmers has been raised

to combat another chronic shortage.
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V. ARAB MAGHREB UNION (AMU)

The consolidation of links within the Maghreb countries

continues to maximize the economic and political potentials

of the Arab Maghreb Union. The governments are also pursuing

individual policies of strengthening ties with the West - in

particular the EEC.

The inaugural session of a fifty member consultative

Assembly, formed of ten deputies from each state, was held

in Algeria in June 1989. The assembly approved by laws, and

in a statement called on all political and professional orga

nisations, in the five countries, to intensify contacts to

promote unity. It is especially urging co-operation in edu

cation, culture, information and joint economic ventures.

The last item was high on the agenda when ministers of indus

try from the Maghreb countries held a meeting later in Tunis.

Harmonization of economic legislation was given high priority,

to promote the development of regional industrial structures.

A working group was set up to draw up new laws covering inter

alia customs transactions, investment, and the role of public

and private sectors in industrial projects.

The upgrading of transport links, throughout North Africa,

has emerged as a priority. An early success was scored in June

with the resumption of the direct passenger rail service between

Tunis and Casablanca. Air links, in the subregion, are also to

be upgraded, following the agreement of all five AMU countries
to establish a jointly owned airline, AIR MAGHREB.

Agreement was reached between Tunis and Algeria on ways

of harmonizing regulations concerning freight and passenger

transport between the two countries and on the modernization

of the Algerian-Tunisian railway line. The passenger coach

service due to open soon, linking the two countries, was

discussed too.

VI. CONCLUDING REMARKS

Economic performance in the subregion, in 1990, will

depend on both the external and internal environment.

Weather conditions, debt servicing and the overall economic

conditions in the main trading partners of the countries in

the subregion are important factors. The exported price level

of oil and the flow of resources are prime factors that are

shaped by the world economy.
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Growth prospects for 1990 look fair. A good agricul

tural performance is anticipated in 1990. The manufacturing

sector offers a mixed picture with structural problems. How

ever, investment in this sector continues to grow inflation

and debt will remain a matter of concern. High interest

payments on external debt will contribute to keeping the

current payments position in red.

Economic recovery calls for an integrated approach to

the issue of resource flows. Debt, primary commodity export,

interest rates, official development assistance and other

direct transfers need to be dealt with simultaneously and in

the complex interrelationships to ensure that adequate re

sources are available for implementing recovery programmes.

Economic integration is required for quick recovery and

long-term development. North Africa seems to be well suited

for economic integration. The subregion is essentially one

geographical unit with fairly homogeneous population. It is

not divided by a natural barrier. Furthermore, infrastructure

links between most countries in the subregion are adequate.

North Africa has long experience in joint production and has

considerable scope for similar projects.

Integration efforts have to be comprehensive, covering
the essential areas of infrastructure, production and trade.

There is a need for the countries of the subregion to move

closely together. Progress on integration projects will be

slow.
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APPENDIX II

ELECTRICITY PRODUCTION IN SOME NORTH AFRICAN COUNTRIES

1984-1988

In gigawatt-hours)

Egypt

Libyan Arab

Jamahiriya

Morocco

Sudan

Tunisia

27

7

6

1

3

1984

800

500

401

209

812

30

7

6

1

4

1985

000

600

770

218

055

32

7

6

1

4

1986

300

112

928

316

215

36

7

7

1

4

1987

053

685

256

408

546

1

40

7

8

1

4

988

200

900

628

857

359

Source: UN Monthly Bulletin of Statistics




