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I • BACKGROUND

1. The impact of the heavy external debt burden on the economies

of developing countries, including those in Africa, has received

extensive debate both in the media and other fora including the

United Nations General Assembly. Mr. Perez de cuellar, the

previous Secretary-General of the United Nations even appointed ,

Mr. Bettino Craxi, as his Personal Representative on Debt to try

and find ways of coordinating efforts at overcoming the debt

crisis. 1 The current Secretary-General of the UN, Boutros Boutros

Ghali, has also indicated that he intends to make debt alleviation

for the poorest countries of the world a priority of his tenure of

office.

2. The debilitating impact of the debt burden on the performance

of the economies of developing countries has also been at the

center of discussions during meetings of the Group of Seven Major

leading industrial countries as well as meetings of the

Commonwealth Heads of State and Government. A number of

initiatives have emerged to try and deal with the crisis but most

of them remain largely not implemented and even then they appear

significantly inadequate to deal with the massive debt problem of

developing countries.

3. The pervasive impact of the debt problem on the economies of

developing countries has never been more obvious than in Africa

where combined with periodic drought and rapid desertification of

the continent, declining terms of trade, falling real net resource

flows, reduced access of African exports to markets of

industrialized countries, and internal civil strife and wars, it

1 Bettino craxi, "Over com i nq the Debt crisis: Resuming
Development", Statement delivered to the Uni ted Nations General
Assembly by the Personal Representative of the United Nations
Secretary General on Debt, New York 23 October, 1990, Document
A/45/380.
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has given rise to a massive human catastrophe in Africa.

4. Earlier optimism that African countries could grow out of

their crisis through the adoption of short-term stabilization

programmes has now given sway to a more pragmatic realization that

the continent's debt problem has become so large and intractable,

as to hamper any prospect for sustainable adjustment or permit

better policies to work in the absence of significant debt relief,

including debt cancellation. A general consensus has, therefore,

emerged between African debtor countries and their creditors that

the external debt overhang is an albatross weighing heavily on

African economies and thereby making it virtually impossible for

them to attain sustainable development unless the burden is

significantly reduced. This has been the main argument African

countries have been advancing under various fora including the

adoption by the African Heads of state and Government of the

HAfrican Common Position on Africa's External Debt Crisis fl
•

2

II. FUNDAMENTAL REASONS FOR THE AFRICAN DEBT PROBLEM

5. A number of reasons have been advanced as to why a sharp

increase in Africa's external debt occurred in the 1980s and the

attendant failure of a number of these countries to service their

external debts. The reasons include: progressive and continued

decline in Africa's terms of trade, uncontrolled fluctuations in

exchange rates, realignment of exchange rates, and debt

rescheduling and refinancing which in some cases only served to

increase external obligations rather than provide debt relief,

falling real net resource flows and reduced access of African

2 Organization of African Unity, African Common position on
Africa's External Debt Crisis, adopted by the Third Extra-ordinary
Session of the Assembly of Heads of state and Government of the
Organization of African Unity, December, 19987.
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exports to markets of industrialized countries.

6. This is not to deny that domestic factors also contributed to

the crisis. It has to be acknowledged that certain domestic

policies contributed to the African debt crisis including capital

flight in the form of transfer of funds to unnumbered accounts

abroad; inefficient utilization of resources, including

construction of white elephant projects; economic mismanagement;

and military and political tensions and civil strife which have

given rise to serious problems of refugees and displaced persons

and thereby rendering part of the African population unproductive

and heavily dependant on food aid.

7. Whatever the fundamental causes of the African debt crisis

are, one element that has become explicit is that the continent

cannot attain sustainable economic growth and recover without a

significant reduction in the debt burden. The continent's current

export earning capacity and general economic activity has been

eroded to such levels as to make it impossible for the continent to

continue to service its debts while at the same time being able to

allocate resources for development purposes. The major debt

indicators attest to this fact.

III. THE STRUCTURE AND PROFILE OF THE AFRICAN EXTERNAL DEBT

8. The structure and profile of Africa's external debt changed

markedly in the 1980s. The share of commercial debt in Africa's

debt stock declined significantly from 26 percent of total debt

outstanding in 1983 to about 15 percent in 1990. At the same

time, the share of debt owed to official creditors and multilateral

institutions has increased. Public and pUblicly guaranteed debt at

the end of the 19905 accounted on the average for nearly 84 percent

of Africa's external debt outstanding, 72 percent of which was
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provided by official creditors. Private non-guaranteed long-term

debt rose at an annual rate of 20 percent during the period of

recycling of petrodollars (1979-1984) before it declined sharply

during the second half of the 1980s. The accessibility of many

African countries to international capital and money markets became

impaired by their failure to service their debts and accordingly

this created a vicious circle of inaccessibility to such markets

and lack of credit worthiness.

9. Africa's external debt stock nearly trebled between 1979 and

1990, having risen from US$ 89.6 billion to US$ 271.9 billion. On

an annual basis, the continents's debt stock which had risen by

US$ 12.8 billion (5 percent in 1989) rose by US$ 6.5 billion in

1990 notwithstanding the various measures that were being put in

place in order to alleviate the debt burden.

10. The magnitude of the African debt crisis is more apparent

after examination of the ma jor debt service indicators. According

to the united Nations Economic Commission for Africa (ECA) , the

ratio of debt outstanding to Gross National Product (GNP) rose from

38 percent in 1979 to nearly 91 percent in 1991. 3 For a number

of African countries, their stock of debt outstanding is equivalent

to their yearly Gross Domestic Product (GDP) and for others it

ranges from 125 percent to 165 percent of GDP.'

11 . The continent's external debt service payments also rose

3 United Nations Economic commission for Africa,
Report on Africa 1991 « Addis Ababa « Ethiopia,
E/ECA/Cm.17/2

Economic
Document

4 See Alwyn Taylor (edited by Helen O'Neill), Third World
Debt: How sustainable are Current strategies and Solutions, The
European Journal of Development Research, Volume 1, No.2,
December, 1989.
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sharply in the 1980s, both in absolute terms and as a share of the

continent's export earnings. Total debt service payments

(principal and interest) rose from US$ 21.4 billion in 1987 to US$

27.3 billion in 1990. The ratio of external debt service payments

to exports of goods and services increased from 13 percent during

the early 1980s to 30 percent in 1990 while the ratio of debt

outstanding to exports of goods and services soared to more than

300 percent (on average). These statistics indicate that the

continent was earmarking a larger proportion of its scarce foreign

exchange to servicing of debt rather than to development projects.

For a poverty stricken continent this is indeed an anomaly that is

difficult to understand.

12. The share of multilateral debt in Africa's external debt stock

rose sharply in the 1980s reflecting mainly lending associated with

the implementation of structural Adjustment Programmes (SAPs)

supported by the World Bank, the International Monetary Fund (IMF)

and other aid donors. The African Development Bank stated that the

growing importance of multilateral debt in total debt of developing

countries is not without difficulties for many fragile economies,

especially since multilateral debt cannot be rescheduled. The

combined effect is that servicing of mul tilateral debt exceeds

fifty (50) percent of total repayments. 5

13. A comprehensive solution to the African debt problem would

invariably have to deal with all facets of this problem.

Accordingly, it would have to include measures needed to deal with

bilateral debt (debt owed to foreign governments and their

agencies), mUltilateral debt (debt owed to institutions such as the

World Bank and the International Monetary Fund), debts owed to

foreign commercial banks, and private sector debt (inclUding

5 African Development Bank, African Development bank Report
1991, Abidjan, Cote D'Iviore.
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suppliers credit). The elements of a lasting solution would have

to include debt cancellation.

14. The African debt problem has not only become an economic issue

but also a social and moral issue. At the center of this issue is

the moral question of whether an impoverished continent whose

people lack most of the basic necessities of life and is ranked the

poorest in the world should continue to spend a large proportion of

its resources and scarce foreign exchange to pay for its debts.

Put it alternatively, the fundamental moral question is whether

the poor South should continue to transfer resources to the rich

North while denying their populations of basic human sustenance.

This is the moral question facing the international community in

the 19905.

IV. DEBT RELIEF INITIATIVES

15. The serious impact the debt burden was having on the overall

performance of the economies of developing countries gave rise to

a number of suggestions for alleviating the debt burden. For

Africa it is stated that the servicing of external debt during the

years 1980-1986 for the Sub-Saharan region caused 3.1 percent drop

in per capita Gross Domestic Product (GDP), a 2.4 percent drop in

consumption , a 2.1 percent yearly reduction of exports in real

terms. Furthermore I although there was a nominal increase in

resource flows to these countries during this period constituting

about 7 percent of their GDP, only 2.3 percent was used for

productive investment and a large proportion went back to service

the external debt. 6

16. A number of external debt relief measures emerged in the

6 Bettina Craxi, opcit.
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second half of the 1980s and early 1990s. These included the Baker

Plan (1986), the Toronto Plan (1988),the Brady Plan (1989), the

Dakar Plan (1989), the Netherlands Plan (1990), and the Trinidad

and Tobago Plan (1990). The proliferation of these initiatives

clearly indicates the complexity of dealing with the debt problem

of developing countries mainly because of the diversi ty of the

economies grouped together as "developing countries" ranging from

such large countries as Mexico and Brazil to small countries such

as Benin and Cape Verde. Secondly, it also shows the difficulties

of finding solutions that are acceptable not only to all creditors

but also to most debtor countries.

17. The Baker and Brady Plans were designed to provide debt relief

to the heavily-indebted middle-income countries and arose out of a

consensus in early 1989 that a new debt strategy was desirable to

deal with the debt problems of severely indebted middle-income

countries, most of which were in Latin America.

18. The then u.S. Treasury Secretary, Brady, proposed that

countries with sound adjustment programmes should get access to

debt and debt reduction facilities, supported by international

financial institutions and official creditors. These debt relief

initiatives utilize market-based case-by-case menu of options

negotiated between the debtor countries and their Bank Advisory

Committee. Few african countries have been able to use such

facilities, except Nigeria and recently Mozambique. Furthermore,

few initiatives have emerged for dealing with the official debt of

middle-income developing countries which is of more relevancy to

middle-income African countries.

19. The Toronto Plan, the Dakar Plan, the Netherlands Plan and the

Trinidad and Tobago Plan are initiatives which were intended to

provide debt relief to the low-income countries, a significant

proportion of which are in Sub-Saharan Africa. The Toronto Plan
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emanated from the Toronto Summit of June, 1988 of the leaders of

the Seven Major Industrial Countries (G-7). The leaders agreed

that the non-concessional bilateral debt of low-income African

countries could be rescheduled at the Paris Club under a menu of

options that would include concessional terms. The creditors were

given options between partial cancellation, extended maturities,

and concessional interest rates .

20. Although the Toronto accord was hailed as a major breakthrough

in dealing with the debt problems of low-income c »urrt.rLe s its

subsequent application revealed that the amount of debt relief

delivered was insignificant relative to the maqn i tude of the

problem. It was in this respect that other Lni t i at.Lves followed.

21. The Netherlands initiative was announced in 1990 It the Second

Conference on Least Developed Countries (LDCs) held in Paris,

France. The Plan called for a complete and collective cancellation

of the official bilateral debt of the heavily indebted countries,

on the condition that they implemented economic adjustment

pOlicies. However, the radical nature of the proposal did not find

acceptance among most official creditors.

22. The Trinidad and Tobago Plan was announced by the then British

Exchequer, Mr. John Majors (current British Prime t i n i s t.ez-) at

Commonwealth Finance Ministers meeting held in Trinidad in

September, 1990. The proposal contained a four point plan to

improve the terms of the Toronto Plan. According to the proposal,

the whole stock of eligible non-concessional Paris club debt was to

be rescheduled in one go instead of repeated annual rescheduling;

the amount of the debt write-off was to be doubled to two thirds;

interest obligations on the rescheduled debt would be capitalized

during the first five years, with interest rates at market terms;

and the repayment period to be lengthened to 25 year8.



E/ECA/TRADE/92/11
Page 9

23. The application of the Trinidad and Tobago Plan remained

stalled for sometime because of bureaucratic red-tape. The Summit

of the G-7 held in London in July 1991 endorsed the application of

the Trinidad and Tobago Plan. However, its application has not

been wide spread. Furthermore, the Plan only applies to twenty

three African countries of the Special Programme of Assistance

(SPA) which leaves a lot of African countries which are also

heavily indebted out of debt relief. Finally, multilateral debt

has also become a major burden on African economies and a durable

solution needs to deal with this problem.

24. A lasting solution to the African debt problem lies in a

combination of bold measures to be adopted by African countries to

reform their economies, goodwill from the international community

to reduce the external debt burden of the continent and a recovery

of the world economy which will allow African countries' access to

world markets and to obtain decent prices for their exports.

25. African countries have been calling for a comprehensive

solution to be found to deal with the debt problem. It is in this

respect, that the African Heads of State and Government adopted

the "African Common position on Africa's External Debt Crisis,

which inter-alia called for the convening of an International

Conference on the African External Debt Crisis. 7 However, the

creditors have been reluctant to agree to such a conference for

fear that it would set a precedence and more important strengthen

the bargaining position of debtor countries. It is becoming

apparent that dealing with the African debt crisis requires more

than a technical solution. What is needed is poli tical decision by

7 Organization of African Unity, African Common position on
Africa's external Debt Crisis, adopted by the third Extra-ordinary
Session of the Assembly of Heads of State and Government of the
Organization of African unity, 30 November to 1 December, 1987,
Addis Ababa, Ethiopia.
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creditor governments, multilateral institutions and international

financial institutions. A political solution to the debt problem

is possible as was demonstrated by the international community/s

willingness to cancel Poland/s debt in order to encourage that

country with market-oriented reforms and cancellation of Egypt's

debt. A similar bold approach to the debt problems of African

countries is possible given goodwill by aid donors and the

international community.




