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I. INTRODUCTION

1 The "nightmare scenario" of which the Economic Commission for Africa has warned African
countries since 1983 is materializing even earlier than expected. * It was pointed out, inter aha, that "cities
would become over-populated shanty towns as housing would become less available ... the political situation
would worsen ... riots, crimes and misery would be the order of 2008 ... [and] self-reliance and
independence will, to the generations of 2008, sound like slogans of the past". Indeed, structural weaknesses

of African economies coupled with deficiencies in their management are the root causes of this situation.

2 The present widespread political instability has undoubtedly made economic recovery more difficult
for most African countries. But in addition, natural calamities have persisted and were even exacerbated
by the recent severe and devastating drought in a large part of Eastern and Southern Africa, following the
failure of the rains in early 1992 for the second consecutive year.

3. Another important aspect of Africa's critical economic situation in the early 1990s is the continued
unfavourable international economic environment. A major characteristic of that environment is external
factors which impede Africa's efforts to devote adequate resources to the financing of its development.
Among such factors is the ever-increasing debt burden and, consequently, the inability of a large number
of countries to meet their debt-servicing obligations. As a consequence of both mounting indebtedness and
diminishing export earnings, by the end of 1991 the full debt-servicing obligations for a number of African
countries exceeded 50 per cent of their export revenues. 2 Deteriorating terms of trade also continue to have

a negative impact on domestic consumption and on domestic savings.

4. The above constraints have been further aggravated in recent years by the stagnation or decline in
real terms of net financial resource flows to the Africa region. For example, it has been reported that net
transfers to sub-Saharan Africa have now declined for two successive years. 3 Specifically, with respect
to the World Bank group which, together with the IMF, plays a large role in economic policy matters in
Africa, its confined IBRD and IDA flows to sub-Saharan Africa fell steeply from US$1.3 billion in 1990
to $520 million in 1991. This decline is ominous because most bilateral aid has often followed the pattern
set by the major international financial institutions. For example, net disbursements from the countries of
the European Community rose only slightly, in nominal terms, from $1.6 billion in 1990 to $1.7 billion in
1991, out of which about 20 and 15 per cent respectively were devoted to food aid and policy reform support
(i.e.,'budgetary support). Also, there is increasing doubt about the effectiveness of technical assistance
which forms a substantial part of bilateral and multilateral aid flows to Africa.

5. At a time of growing global competition especially from Central and Eastern European countries and

the newly created Commonwealth of Independent States for external resources, there are some who would
argue that Africa's poor record in implementing sound economic policies does not warrant a substantial
inflow of resources and that such resources would be better used in other regions. Such an argument grossly

underrates all the efforts by African countries to embark on far-reaching policy reforms beginning in the
1980s. Nevertheless, investment has remained well below what is required to sustain these reforms,

particularly in areas vital to economic recovery and development.

1 Economic Commission for Africa, "ECA and Afylca's development 1983-2008 - A

preliminary perspective study", April 1983, Addis Ababa.

2 When rescheduling agreements as well as unilateral debt-servicing moratoria are taken into

account, however, the actual debt-service payments generally consumed 25-35 per cent of African countries'

export revenues. For scjme countries, this exceeded 50 per cent.

3 The Global Coalition for Africa, "African social and economic trends -1992 annual report",

Washington, D.C.
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6. On the average, the gross domestic investment (GDI) rate in many African countries is below 20 per

cent. Until the investment rate has risen from the low point to which it sunk in the 1980s, it will not be

possible to address critical factors such as inadequate physical, institutional and social infrastructures, a weak

productive base, the rather low level of human resources development, environmental degradation and
political instability.

7. The insufficient development of transport and communication infrastructures in Africa is a major

impediment to economic integration within and among individual countries. In this regard, as for the first

United Nations Transport and Communications Decade in Africa (UNTACDA I), the implementation of the

programme for UNTACDA II is mainly constrained by the lack of financial resources, in spite of major

international financial institutions such as the African Development Bank (ADB) and the World Bank being

members of the Resource Mobilization Committee of UNTACDA II. With dwindling public finances,

institutional and social infrastructures deteriorated seriously in the 1980s. In actual fact, many African

countries are increasingly unable to provide such basic services as schooling, primary health care, safe water

and sanitation facilities because the corresponding institutional and physical infrastructures have collapsed.

8. Many programmes formulated by both African countries and the international community over the

last decade and a half have emphasized the strengthening and diversification of the production base of

African economies. Still, Africa's present underdeveloped production structure is characterized by a narrow

range of goods and services which do not meet the most elemental needs of the population. To diversify

Africa's production structure requires a sound industrial base to be built in individual countries, initially

based on the processing of agricultural and mineral raw materials and, at subregional and regional levels,

basic industries whose success requires larger economies of scale, as called for in the Treaty establishing

the African Economic Community (AEC) which was signed at Abuja, Nigeria, in June 1991.

9. Perhaps the most critical feature of Africa's economic and social conditions is the low level ofhuman

resources development. Indeed, special emphasis was given to building human capital in the immediate post-

independence period in most African countries. However, this trend has been interrupted by cuts in public

spending during the 1980s, in the framework of economic reform programmes. With signs of deterioration

in vital administrative, managerial and technical capabilities and even in the distribution of the most basic

human capacities - literacy and numeracy - Africa continues to lag far behind all other regions of the world

due to lack of an adequate educational infrastructure. If this inadequacy is not corrected, the region as a

whole will not be able to attain sustainable development and growth in agriculture or any other sector. The

deficiency in human capacities is most glaringly visible in the field of science and technology.

10. African economic recovery and development also calls for sound management of the linkages

between population, food supply and the environment. High rates of population growth have intensified the

pressure on arable land, triggered deforestation and accelerated soil degradation. Technological under-

development and widespread poverty are at the core of environmental degradation in Africa. Addressing

these root causes will be essential to the successful implementation of Agenda 21 in Africa.

11. Finally, it should be understood that development and democracy are intertwined. While deepening

poverty paves the way to political instability, riots and armed conflicts, sustained improvement in the

economic situation facilitates transition to a democratic order. Without doubt, there is no substitute for

domestic efforts by African countries, individually and collectively, to engineer self-sustaining growth,

transformation and development, the only way that African countries can escape creeping marginalization

in the global economy and participate as full and responsible partners in the quest for international collective

security, stability and peace for a common future of the universal human family.

12. Findings from an ECA study presented in this document support the view that the primary

responsibility for launching and sustaining Africa's development belongs to the people of Africa, their

governments and institutions. It also demonstrates, however, that in the foreseeable ftiture external resources
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will continue to play a critical role in sustaining Africa's recovery, growth, transformation and development.
Thus if Africa is to become a full partner in the processes for establishing a more secure world (politically,
economically socially and environmentally) adequate resources will have to be mobilized domestically as
well as externally to boost the rate of investment in the transformation of Africa's economic sectors.

13 In section II, this document attempts to identify the elements of strategies for the mobilization of
financial resources for the development of Africa in the 1990s and it articulates their implementation. An
essential starting point is an analysis of past trends and patterns of domestic financial resources mobilization
and external resource flows in African countries, as well as their utilization in domestic investment to support

economic growth and development.

14 Then, based on past experiences and expectations of African countries as well as Africa's partners
in the international community enshrined in the United Nations New Agenda for the Development of Africa
in the 1990s (UN-NADAF), section in presents a tentative assessment of the order of magnitude of domestic
aM external resource requirements for Africa to achieve the UN-NADAF target annual growth rate - an
average annual rate of at least 6 per cent over the 1990s - -aimed to recoup the decline in the quality of life

in Africa during the 1980s.

15. In section IV, measures are proposed which not only relate to official development assistance (ODA)

but also to other external resources, especially foreign direct investment (FDI). Most importantly, however,
it will be necessary to address the fundamental issue of domestic resource mobilization - public as well as
private - including intra-African free mobility of capital in the context of the Abuja Treaty for the African

Economic Community.

II. TRENDS AND PATTERNS OF FINANCIAL RESOURCES MOBILIZATION

AND UTILIZATION IN AFRICA

16. African economies are characterized by a low level of per capita income, high marginal propensity
to consume, as well as political and institutional factors, all of which lead to low gross domestic saving
(GDS) rates' in proportion to national income. It has been established that in the majority of countries over
the last three decades, the public saving rate hardly exceeded 5 per cent of GDP and that the bulk of savings
have come from the private (including the "informal") sector. This saving has, for the most part, not been
properly channelled to productive investment. For Africa as a whole, GDS (public and private) as a share

of GDP increased from 11.9 per cent in the 1960s to 17.8 per cent in the 1970s, but it stagnated during the

1980s at around 16 per cent.

17. For the least developed countries (LDCs) as a group, over the 1980s, the GDI rate averaged 15.3
per cent of GDP against a GDS of only 3.8 per cent, according to World Bank data. As domestic financing

barely covered 25 per cent of capital investment requirements, these countries depended heavily on external

financial resources whose share averaged 11.5 per cent of GDP.

A. Analysis of trends and patterns of financial resource flows to Africa

in the 1980s and their overall impact on economic development

18. In an analysis of likely determinants of the saving propensity in 12 African countries, it was

established4 that the export sector was the single most important element. Thus, during the 1980s, the loss

of revenues through trade as a consequence of the drop of prices of major primary commodities led to the

decline of investment in most African countries. This situation, compounded by a more skewed income

4 J.U. Umo, "Empirical tests on some savings hypothesis for African countries", Financial

Journal. Vol.2, no.2, African Centre for Monetary Studies (ACMS), Dakar.
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distribution, contributed to a further decline of the rate of domestic saving. The result has been increased

reliance on external resources for maintaining existing socio-economic infrastructures as well as financing

new investments. The sources of such resources included external debt, foreign direct investment and ODA

from members of the Development Assistance Committee (DAC).

1- Structure and magnitude of capital inflows

19. Total financial resource inflows grew in nominal terms at an annual rate of about 18 per cent

throughout the 1980s as figure 1 indicates. From 1982 onwards, about 70 per cent of total inflows consisted

of ODA, of which public bilateral resource flows formed the largest share, especially during the latter half

of the decade, averaging 61 per cent of total resource flows (figure 2). For sub-Saharan Africa, multilateral

ODA, mainly from the Bretton Woods institutions, declined regularly during the decade from $11.9 billion

in 1979-1980 to $6.7 billion in 1989-1990.

20. There were other donors of concessional development assistance, notably the Organization of

Petroleum Exporting Countries (OPEC) and the former centrally planned countries of Eastern European and

the Soviet Union.

21. Private financial inflows mainly consisting of bank loans as well as export credits and foreign direct

investment, as shown in figure 3, represented the second important source of development resource flows

to Africa, but its share steadily decreased from 19.9 per cent during 1981-1983 to 12.7 per cent over 1988-

1989. Because of mounting indebtedness, the share of bank loans in total private flows declined from 8 per

cent in 1981-1983 to 6.8 per cent in 1984-1985 and to 2.5 per cent in 1987-1988. In addition, export credits

also declined from $3.4 billion in 1981-83 to $1.4 billion in 1984-1986 and to $0.8 billion in 1987-1989 due

to the collapse of primary commodity prices and stagnating demand for Africa's export commodities.

22. Foreign direct investment (FDI), which represented only a small share of total private flows at the

beginning of the decade, declined during the first half of the 1980s but showed a slight improvement during

the latter half of the decade, representing 3.2 and 4 per cent of total flows in 1984-1986 and 1987-1989

respectively. However, its main characteristic is the uneven distribution among the countries. The bulk of

direct investment went to oil- and mineral-exporting countries, even though some net oil-importing non-

mineral exporting countries in sub-Saharan Africa (e.g., Liberia and Kenya) received significant flows. The

remaining countries' share remained insignificant.

23. Other private resource flows were channelled through non-governmental organizations (NGOs) and

portfolio investment by transnational corporations, but the latter remained insignificant, the observed increase

in the share of other private flows from 9.2 per cent of total FDI in 1981-1983 to 39.5 per cent in 1987-

1989 being mainly attributable to resources mobilized by NGOs.
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Figure 1
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Figure 2
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Figure 3
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2. Trends in net transfers

24. Net transfers through bilateral concessional borrowing declined steadily throughout the decade, even

though they remained positive. On the other hand, net transfers through private borrowing became negative

from the middle of the decade. Also, in spite of a steady increase of total net transfers through borrowing

from 1986, due mainly to rescheduling of public debt and publicly guaranteed debt as well as partial

cancellation granted to some of the poorest adjusting countries, the net debt-related transfers slightly

increased in 1987. However, it turned negative in 1989-1990, when debt-servicing outflows exceeded

inflows of new lending by roughly $2.5 billion. With respect to multilateral concessional assistance, inflows

hardly compensated outflows. For example, IMF's total stock of debt in Africa was about $6 billion at the

end of 1986 and its extended structural adjustment facility (ESAF) for African adjusting countries was about

SDR 6 billion - just adequate to permit the repayment of capital and interest on the stock of debt.

25. A major component of financial outflows which has had serious consequences on investment in

Africa has been capital flight. Though difficult to assess because of concealment and fraud associated with

the phenomenon, the IMF 5 has estimated annual average rates of capital flight from Africa at about $4.1

billion during the period 1979-1982 and $1.8 billion over 1983-1985.

26. Overall, the net external financial flows to Africa by the end of the 1980s had reached 10.9 per cent

of GDP, compared to 6 per cent in 1970. This increase, however, is mainly due to bilateral concessional

flows in support of imports.

3. Impact of net resources flows

27. Analysis by ECA 6 of the impact of net resource flows in a sample of 16 African countries over the

periods 1980-1985 and 1986-1990 has revealed that:

(a) For an average annual GDP growth rate of 3.7 and 2.3 per cent over 1980-1985 and 1986-

1990 respectively, the investment rates represented 22.7 and 19 per cent of GDP, implying a relatively high

and increasing incremental capital-output ratio (ICOR);

(b) Foreign direct investment has been the main contributor to the observed growth;

(c) Non-concessional financial flows had only a marginal impact on growth over 1980-1985 and

a negative impact over 1986-1990, mostly because of the conditionalities tied to the resource flows, which

often served no productive purpose;

(d) Debt-creating flows contributed little to growth owing to the fact that development

programmes financed against such resources did not yield enough foreign currency earnings, even to service

the corresponding debt.

International Monetary Fund, "Capital flight", Washington, D.C., November 1987.

6
ECA, "Effets de la r&ente evolution de 1'environnement international sur les transferts nets

de ressources vers l'Afrique", document E/ECA/TRADE/92/10, 1992.
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Figure 4
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Figure 5
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B. Effectiveness of past resource mobilization and utilization

in support of Africa's development

1. Domestic background

28 Government interventions strongly affected overall efficiency in the use of resources. As a result,
the capital stock has deteriorated and many investments yield little or nothing. Large state monopolies,
controlled prices and central allocation of credit and foreign exchange have been common features. The
resulting inefficiency in resource allocation worsened as governments tried to use administrative measures

to cope with tightening foreign exchange constraints and shortfalls in public revenues.

29 Inefficient use of investment funds was, therefore, a significant cause of poor economic performance.
For example, many infrastructure and industrial projects were ill-designed and often turned out to be white
elephants. These factors were compounded by inadequate management of public enterprises and ot the

economy as a whole.

30 Historically, African countries have relied mostly on export earnings as the main component of
domestic resources. However, the effectiveness of export earnings has been steadily undermined by leakages
arising principally from the manipulation of foreign trade transactions (over-invoicing of imports and under-
invoicing of exports as portent conduits for capital flight); adverse terras of trade losses; losses in the value
of external reserves due to currency fluctuations and poor portfolio management; and other channels of
capital flight The prices of Africa's export commodities have particularly been subjected to steep declines
of a secular nature and are currently at the lowest levels in 30 years. On the other hand, aggregate demand
for external finance (including leakages) has steadily mounted, exerting severe pressure on scarce foreign
exchange earnings, import capacity, the level of industrial output and employment and the development

process, in general.

31 The effectiveness of resource mobilization and utilization has also been largely constrained by
external indebtedness and debt servicing, especially during the 1980s. Debt-service payments absorbed on
average close to 40 per cent of Africa's export earnings. So far, Africa's request for the cancellation of 80
per cent of official bilateral debt has met with entrenched opposition on the part of some creditors, which
has frustrated the implementation of the Trinidad proposals on commercial debt. Thus, in spite of the
initiation of the "enhanced Toronto terms" for eligible African countries, the debt burden of the African

region is likely to increase in coming years, unless far-reaching measures are taken.

32. Internal factors which have contributed to the growth in external debt include: inadequate incentives
to generate increased public and private domestic savings; inappropriate development strategies and public

investment priorities; low productivity of investments generally; lack of deliberate and appropriate policy
to generate foreign exchange; poor balance of payments and external debt management; inappropriate fiscal
and monetary policies; and inability to actively promote foreign direct investment. Indeed, the strategy of
financing development by direct borrowing - as opposed to nondebt-creating capital flows - was a major

source of the prevailing external debt problem.

33. The low saving rate is largely explained by poor performance in the growth of income, as already

pointed out earlier. However, inadequate incentives and lack of an institutional framework for the
mobilization of savings contributed much to this development. African countries have generally maintained
negative real interest rates, making it unattractive to save on the part of the private sector. The lack of
incentives for saving behaviour domestically, to some extent, induced capital flight by individuals and
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corporations, estimated at about $40 billion over 1976-1987 - equivalent to about half the total ODA received
during the same period. 7

34. Fiscal deficits have been identified as among the most important negative factors affecting African
economies. Budgetary shortfalls led, among other things, to drastic reductions in real wages in the public

sector as well as to the compression of salary scales. Consequently, the incentives available to public

employees were steadily eroded. This fomented the brain drain, moonlighting, low morale, a careless
attitude, inefficiency and corruption in the public bureaucracy. As these phenomena became generalized,

government started to break down. Incompetence in public bureaucracies justified more foreign technical

assistance, adding both to debt and dependence.

2. External background

35. Up to now, the United Nations ODA targets of 0.7 and 0.15 per cent of GNP of the developed

countries to be devoted to developing countries and LDCs respectively are yet to be achieved. During the

1980s, actual percentages were only about 0.35 and 0.09 per cent respectively. The decline in export

earnings coupled with insignificant ODA flows led to acute shortages of foreign exchange resources which

weakened African countries' capacity to finance medium-term development plans, or to implement other

agreed international programmes such as the Substantial New Programme of Action (SNPA) for the Least

Developed Countries in the 1980s and the United Nations Programme of Action for African Economic

Recovery and Development, 1986-1990 (UN-PAAERD).

36. The gravity of the debt burden has compelled African countries to persistently seek relief from their

creditors. The response of the international community has been encouraging on the whole, though it has

not gone far enough in relieving African countries' debt-servicing burden. Various debt-relief initiatives

were undertaken in the 1980s, including those under UNCTAD Trade and Development Board resolution

165 (S-IX) and the 1988 Toronto Menu of Options. The debt-relief measures adopted so far have proved

to be inadequate in restoring African countries' external viability. This has been largely due to the fact that

a substantial proportion of the debt is owed to multilateral financial institutions, which is ineligible for

rescheduling according to terms which govern multilateral financial institutions. It is in recognition of the

inadequacies of the Toronto Options, in terms of the low levels of relief and the shortness of the period of

consolidation which prompted proposal of the Trinidad Terms by the United Kingdom, aiming to alleviate

the constraints imposed by the Toronto terms and to increase access of low-income countries to debt relief.

37. The expectations raised by UN-PAAERD, of additional net resource flows over and above the 1986

levels, did not materialize. In fact, net resource flows to Africa declined in real terms from $24.6 billion

in 1986 to $23.3 billion in 1990. ODA stagnated in real terms at around $16 billion annually over 1986-

1989 while private flows fell sharply.

38. It should be stressed that, while the developed countries have been providing aid and loans to African

countries for the past three decades, the results have been disappointing mainly because little productive

capital was actually transferred. This is a basic issue which must be taken into account in all future

consideration of external resource flows needed to support Africa's development. Specifically, technical

assistance is far from a transfer of capital. It does not contribute significantly to easing a country's foreign

currency constraint, as a large part of the assistance granted is usually retained in the donor country to pay

for the services of expatriate personnel. Also, a substantial share of the external resources - including debt -

has been spent on the importation of luxury goods at the expense of productive investment.

7 Jorge Culagovski, Victor Gabor, Maria Christina Germany and Charles P. Humphreys

"African Financing Needs in the 1990s", the World Bank, November 1990.
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C. Emerging factors in international flow of development resources

39 The international scene is going through fundamental changes with foreign investment and
transnational corporations playing an increasing role in the process of world development, j" Afnca^the
trend towards democratic systems of government is a pos.tive s.gn, however, due to lack of resouroesto
render possible concrete improvements in economic opportunities and in the people s standard of living,
progress in the direction of political reforms will remain highly tentative. On the front of economic reforms
in spite of a decade of implementing SAPs, African countries' efforts have yet to attract substant.al foreign

direct investments.

40. The dynamic international situation poses a number of challenges for Africa. To meet these
challenges consideration must be given to the following emerging trends, inter alia:

1. Increased competition among countries and regions for capital

41 The leading industrialized economies face an uncertain recovery from the recent economic recession
which began in 1991. The prospects for increased international savings therefore appear bleak. There will
be heightened competition for the limited available saving which will be attracted only to opportumties which
offer the best risk-return trade-offs. Among the developing regions, Africa can expect extremely tough

competition from:

(a) Latin America, because of the sweeping economic reforms which have been implemented
over the last 10 years and its proximity to the North American Free Trade Area (NAFTA);

(b) The transitional economies of Eastern Europe and the former Soviet Union, because of their
well-developed physical infrastructures, highly capable human resources, proximity to the European

Community (EC) and perceived strategic importance; and

(c) Thedynamicfast-adapting,fast-growing?high-productivityeconomies of Asia-Pacific, South:

east Asia and China, expected to be joined by India, Vietnam and perhaps Bangladesh which loosely

constitute an informal trade area centred on the Japanese yen.

The development finance requirements of these regions must be added to reflationary fiscal deficit financing
by OECD countries; the enormous structural deficit of the United States which will continue to defy
politically acceptable remedies over the medium term; the cost of German reunification; and increased capital
demands by European corporations undergoing restructuring - mergers and acquisitions - in the process of

consolidation in response to the Single European Market.

42. This should give a rough idea of the quality of the competition which Africa faces and of the kind
of rates of return, investment risks and incentives which Africa must be prepared to offer if it is to attract

external financial resource flows.

43. With regard to ODA, if the 1980s trends of the growth in the flow of resources from the DAC

countries were to continue, there would not be any increase in real terms in ODA flows during the 1990s.8
Furthermore, rich and developed nations now tempt to attend in priority to their own agendas including the
control and management of industry-induced pollution, the restructuring of their economies towards more

competitiveness in integrated markets and the containment of increasing unemployment. Indeed, the most

likely scenario among the various alternatives envisaged by the OECD is that ODA flows in the 1990s will

8 ECA, "Etude sur 1'analyse et les perspectives des flux financiers vers l'Afrique", August

1992.
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at best keep a similar trend as in the 1980s. With regard to multilateral development assistance, the

international finance institutions which provides the greatest share of resources are also faced with increasing

demands from other regions, especially Eastern and Central Europe.

2. The aid fatigue syndrome

44. Among the donors themselves, it has been increasingly recognized that ODA hardly brought about

any significant impact. This opinion is particularly strong among the tax payers in those countries whose

opinion exerts considerable influence over aid policies of their governments.

45. No doubt the pathetic picture of a starving African mother and her child will continue to draw

spontaneous sympathetic generosity for Africa. But increasingly, public opinion in the donor countries holds

that only long-term solutions will prevent the recurring famines and starvation and that African countries

themselves bear the principal responsibility for the implementation of such solutions. Over the years, much

publicized stories of corruption in high circles and capita! flight associated with foreign aid are an important

contributory element in donor fatigue.

3. New priorities of the DAC countries

46. Following the end of the cold war, apart from localized violent eruptions of ethnic conflicts, global

tensions have receded significantly. In the place of strategic considerations of the cold war era, economic

powers are becoming more selective in their allocation of external assistance, increasingly taking into account

the development of potential markets as well as emphasizing new priorities.

47. Besides regional criteria, international cooperation in development is increasingly based on the

following priorities:

(a) Economic adjustment; It is likely that resources channelled for this purpose will continue

to absorb a great share of available development resources;

(b) Environment: Increasingly, donors are associating environmental concern with development

project assistance. This is one of the reasons why African countries should develop a more coherent policy

on the environment; and

(c) Poverty alleviation: Donor support for human basic needs in the 1970s and early 1980s is

steadily giving way to donor interest in human capacities development, with special emphasis on projects

targeted at women and children and enhancing popular participation at the local community level.

48. Altogether development assistance will come with more conditionalities attached. In the political

domain, the multiparty model of democracy appears to be favoured by the donor community. There is also

concern about ensuring that assistance that they provide is efficiently channelled to the intended beneficiaries

e.g., the rural and urban poor, etc. For this reason, the role of expatriate as well as indigenous African

NGOs is likely to increase in the years to come as a channel of assistance. This is already the case in the

Republic of South Africa where, in 1992-1993 alone, community-based organizations and other NGOs have

served as conduits of about $340 million of bilateral ODA to South Africa. 9

9 UNDP, "Development cooperation report for South Africa: 1992", Consultant report to the

United Nations Development Programme submitted by Salih Boker, Lusaka, Zambia, September 1992. It

should be noted that, in South Africa's case, this situation arises in large measure because a non-racial post-

apartheid government with the world's blessing has not yet been established, while the international

community feels strongly that the time has come to begin assisting the victims of apartheid.
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D. Resource aspects of international initiatives to promote

African economic recovery and development

49 Throughout the 1980s, there were a number of international initiatives to assist African countries
to get out of the crisis of underdevelopment, economic retrogression and natural disasters. Such initiatives
ranged from those that focused on individual African countries or subgroups of countries to continent-wide
plans of action All of them, however, involved a promise and/or expectations of a major component ot
explicit or implicit transfer of resources from the international community to the African countries.

50 At the individual country level, there were efforts undertaken in the context of the World Bank's
consultative groups (CGs). To date, there are such CGs for a total of 17 African countries. In addition,
the World Bank introduced a special programme of assistance (SPA) to benefit mainly African countries.
As of now, there are 26 African countries eligible to obtain financing under the SPA arrangement.

51 Under both the arrangements of the consultative groups and the special programme of assistance for
individual African countries, the principal condition is the adoption of SAPs. Thus, it has become common
to refer to the transfer of financial resources under these arrangements as being in the category of resources
supporting structural reforms. These international arrangements are likely to become even more important

in the 1990s.

52. At the level of subgroups of countries, the most important international initiative has involved the
African LDCs. In 1981, the international community unanimously adopted resolution 122 (V) supporting
a comprehensive programme of action for the world's LDCs of which currently the overwhelming majority

(31 out of 43 countries) are African. The SNPA for the 1980s for the LDCs set an annual GDP growth
target of 7 2 per cent. However, the results were far from what was expected, as indicated earlier, mainly
owing to the non-achievement of the ODA target of 0.15 per cent of GNP to have been allocated to the

LDCs.

53. A major international initiative that took a regional view of the economic recovery and development
of Africa was UN-PAAERD which was adopted by a special session of the United Nations General
Assembly in May 1986. The international community committed itself to assist Africa to engineer the
process of recovery during 1986-1990. Specifically, the international community was expected to transfer
to Africa an additional $9 billion annually over and above the previous level of ODA. For the successor
programme, UN-NADAF, which was adopted with the extremely limited success of UN-PAAERD in mind,
it was estimated that the international community should assist Africa with a minimum of $30 billion in net
ODA in 1992. Subsequently, ODA would need to grow in real terms at an annual average rate of 4 per

cent.

54. In the course of the implementation of UN-PAAERD, the Secretary-General of the United Nations
launched a special initiative to coordinate international support to Africa by appointing an Advisory Group
to "propose practical recommendations designed, within agreed programmes, to alleviate the financial

burden" of African countries.

55. The Advisory Group noted that the scale of financial resources required to finance the development

process in Africa depended to a great extent on the efficiency and effectiveness with which such resources

would be used as well as on the success of governments in their implementation of adjustment programmes.

However, the Group was also convinced that the resource requirements for the continent depended on future

developments in commodity markets, in global financial markets and in the dynamic state of the world

economy in general.
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56. Another important initiative that had an African regional perspective (although limited to sub-Saharan

Africa) was the one outlined by the World Bank in its long-term perspective study entitled From Crisis to

Sustainable Growth.

57. In examining the prospects of African countries in the 1990s, the study contends that the "momentum

of aid generated in the past few years will have to be maintained". The study farther contends that external
resource requirements of African countries could be met if:

(a) Gross ODA continued to increase during the 1990s at about 4 per cent annually in real terms;

(b) Debt-relief mechanisms were put in place to keep actual debt-service payments within

manageable limits (not exceeding $9 billion annually); and

(c) Multilateral agencies continued to mobilize special additional financing for low-income

countries.

58. In its assessment of UN-PAAERD, the forty-sixth session of the United Nations General Assembly

in 1991 in its resolution endorsed the conclusion that UN-PAAERD had not achieved its objectives and

targets. Overall, Africa's economic performance during the period of the programme had remained lack

lustre, unsteady and well below the rate of population growth. Income and consumption per capita and the

quality of human life - already the lowest among all the regions of the world - had continued to decline

during the UN-PAAERD period.

59. It was against this background that the UN-NADAF was adopted by the forty-sixth session of the

General Assembly. This new programme was necessary because there was need for another framework to

carry on with the unfinished task for which UN-PAAERD had been originally conceived. Indeed, with the

establishment of Africa as one of the five priorities of the United Nations in the 1990s, there was need for

mechanisms that would give new directions for the much needed international support in favour of African

countries. The New Agenda can thus be seen as a catalyst that will give political impulse and strength to

other activities going on within and outside Africa to assist Africa in regaining economic growth in the

1990s.

60. Generally, one major characteristic of the New Agenda for Africa is that it is a programme that

constitutes a document of faith in Africa and its peoples to build their own future and of faith in the world

community to give its support to that endeavour. In this programme the international community has

accepted the principle of shared responsibility and full partnership with Africa and accepted the responsibility

and commitment to give "full and tangible support to the African effort". As such, it constitutes an

undertaking of considerable political importance, being as it were "a new compact" between Africa and the

international community for Africa's development in the 1990s.

61. The New Agenda places emphasis on human-centred development and, within this broad context,

it sets specific and clearly focused objectives to be achieved in the 1990s. In addition to the ODA target

already indicated, an important objective is to achieve accelerated transformation, integration, diversification

and growth of the African economies.

III. FINANCIAL RESOURCE REQUIREMENTS FOR SUSTAINED ECONOMIC

RECOVERY AND DEVELOPMENT IN THE 1990S

A. The context

62. All African countries are faced with the challenge of how to stimulate vigorous economic growth

and emerge from prolonged stagnation; but they are diverse in terms of the objective circumstances from
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which their recoveries must start. Some have already made substantial progress in the direction of
industrialization. Others are rich in mineral resources and historically have built their prosperity on
extracting and exporting them. Most African countries, however, have relied almost exclusively on
agricultural production. A proper analysis of the policies and resource flows required to stimulate and
sustain recovery and growth, of necessity, should therefore focus on the circumstances and requirements of

specific countries based on their material conditions.

63 A number of studies on the magnitude and timing of financial resource flows to support economic
recovery in Africa have been reported previously (notably by ADB i0 and by the World Bank ). It
should be noted that the World Bank study focused only on sub-Saharan Africa. Both studies assume
average annual growth rates lower than the target set in the UN-NADAF. In the ADB study, average annual
growth rates are projected at 4.5 per cent for the period 1992-1997 and 5.5 per cent over 1997-2001. In
the World Bank Study, an average annual growth rates of 4.5 to 5 per cent were targeted for the period

1990-2000 to achieve economic recovery in sub-Saharan African countries.

64. The objective of this document is to estimate the magnitude of the financial resource flows, domestic
as well as external, that are required to attain the growth target set for the UN-NADAF programme. Thus,
an attempt is made to assess the aggregate financial requirements for robust economic growth and structural
transformation for all of ECA's 51 member States. To that end, they are grouped into lower- and upper-

income countries, as follows:

(a) Lower-income group, comprising 36 countries: Angola, Benin, Burkina Faso, Burundi,

Cape Verde, the Central African Republic, Chad, Comoros, Djibouti, Equatorial Guinea, 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;

(b) Upper-income group, comprising 15 countries: Algeria, Botswana, Cameroon, the Congo,

C6te d'lvoire, Egypt, Gabon, the Libyan Arab Jamahiriya, Mauritius, Morocco, Namibia, Seychelles,

Swaziland, Tunisia and Zimbabwe.

65. The first group consists of countries with annual per capita gross national product (GNP) ranging

from $80 to $650 (in 1990 US dollars) in 1990. Their average GNP per capita is about $335. This group

includes all African LDCs except Botswana. n It also includes other non-LDCs which are IDA-eligible.

This group has a combined population of about 440 million and a GDP of about $140 billion, Taken
together, these countries* economies have grown at an average annual rate of only 1.8 per cent between
1980-1992 and 2.9 per cent over the period 1985-1992 (table 1). Both rates are such that per capita income

has been declining on the average during the respective periods.

10 An account of the resources requirements estimated by ADB for African for the period 1992-

2001 is rendered in a paper entitled "Etude sur l'analyse et les perspectives des flux financiers vers

l'Afrique", op. cit.

11 Notably the World Bank's "Sub-Saharan Africa - From Crisis to Sustainable Growth; A

Long-term Perspective Study", 1989. An account of the analytical work behind the LTPS is rendered in a

paper by a World Bank team, op. cit.

12 In General Assembly resolution 46/206 of 20 December 1991, Botswana will graduate from

the list of LDCs in 1994.
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66. The lower-income countries are mainly exporters of primary commodities with minimal value-added,

the most important being beverage crops (cocoa, coffee, tea), minerals and petroleum for Angola and

Nigeria. The manufacturing sector contributes less than 10 per cent to the GDP on the average. Thus, the

poor economic performance of the group is mainly attributable to the continuing fall in the prices of export

commodities.

67. The second group includes countries with annual GNP per capita ranging from $650 to $4,250 in

1990 - on average about $1,265 (table 1). Their combined population and GDP respectively are about 160

million and $195 billion (in 1990 US dollars). Six out of the fifteen countries are heavily dependent on

petroleum exports, but among the net oil-importing countries in the group as well as some of the oil

exporters, manufacturing is on the whole more developed than in the first group, and it contributes from 6

to 20 per cent of GDP and as much as 35 to 60 per cent of exports. This group is also characterized by

substantial private transfers in the form of remittances (of the order of $5 billion in 1989) from migrant

workers in Europe and the Gulf region. Over the period 1980-1992, this group's GDP grew at an average

annual rate of only 1.9 per cent. This has declined to 1.6 per cent over 1985-1992, well below the rate of

population growth. This is attributable largely to the sharp decline, over 1985-1990, in the price of

petroleum.

Table 1. Growth of gross domestic product and population. 1980-1992

Aggregate GDP in 1992

(1990) (in billions of dollars)

GDP growth rate {%) in 1990

Average GDP growth rates (%) 1980 - 1992

1980 - 1985

1985 - 1992

1989 - 1992

Population (mid-1990) (in millions)

Estimated population growth rate (%)

GDP per capita in 1990 (in US dollars)

Lower-income

group

140.40

2.74

1.80

0.37

2.89

2.03

414

3.1

339

Upper-income

group

196.17

2.43

1.93

2.36

1.63

2.00

153

2.9

1,282

Sources: UNDP/World Bank, "African Development Indicators" data file; IMF, "Balance of

Payments Statistics Yearbook", 1992; ECA, annual economic survey data file.

68. It should be noted that the distinction between the two groups is not as marked as the difference

between the average income levels would suggest. This is partly because the better performance of some

of the countries in the second group, particularly between the first and second oil shocks in 1973 and 1979

respectively, has been predicated on an enclave sector, such as petroleum or diamonds, rather than on any

fundamental transformation of the underlying socio-economic structures leading to diversification of the

production sector, gains in productivity and international competitiveness. Consequently, most of the

countries in this group remain very vulnerable to world demand and the price level of their small range of

export commodities.
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B. The quantitative methodology

69 The financial resource requirements to launch a sustainable recovery and economic transformation
were determined for each group by use of a two-gap macroeconomic framework. Broadly, two resource
gaps are computed, namely an internal investment-saving gap and an external gap. The external gap is
determined from balance-of-payments variables, namely imports, exports and net factor and non-factor
incomes to abroad and net transfers. The macroeconomic system is closed by an ex-post facto equilibrium
between the two gaps, i.e., the shortfall between gross domestic investment and aggregate domestic saving

is exactly counter-balanced by a supply of external saving from the rest of the world. This external saving
is equal in magnitude to the deficit on the external account, taking into account the level of external reserves.
Conversely, a surplus between gross domestic investment and domestic saving is counter-balanced by

equivalent outflows of resources to the rest of the world.

70. Within the two-gap framework, gross domestic investment is related to the desired rate of growth
of GDP through the efficiency of capital as measured by the incremental capital to output ratio (ICOR) - the
rate of growth of productive capital required to boost gross domestic output by one unit. This capital-output
relationship, therefore, is a proxy for the economy's production function and a measure of the productivity

of the economy.

71. Exports are assumed to be generated by demand from the rest of the world, especially in the

foreseeable future, from the countries of the OECD. Imports are assumed to be positively elastic with the
GDP. In order to convert export and import volumes into streams of foreign currency credits and debits,
further assumptions are required to describe the possible evolution of export and import prices, the terms

of trade and the index of domestic prices.

72. In view of the critical constraints of the external debt burden on African economies, particularly on

their capacity to grow and in order to estimate the financial resource requirements, the following possible

measures for the management of external debt are envisaged:

(a) Rescheduling under certain rules such as the Toronto terms;

(b) Cancellation of debt stock;

(c) Debt-to-equity conversion, and debt-for-nature or debt-for-poverty alleviation swaps; and

(d) Debt buy-back.

73. Of the above measures, obviously the most significant for African countries and to which, therefore,

special attention is paid in this document, are debt-rescheduling schemes and outright debt cancellation.

Indeed these measures were given prominence in the Secretary-General's report on the final review and

appraisal of the implementation of UN-PAAERD. 13

C. Broad assumptions and objectives

74. The rate of economic growth of the African economies was considered to be given exogenously.

In this document, the desired growth rate was taken to be the target rate of 6 per cent per annum on average

for the 1990s which is enshrined in General Assembly resolution 46/151 of 18 December 1991 on UN-

13 Critical economic situation in Africa: Final review and appraisal of the implementation of

the United Nations Programme of Action for African Economic Recovery and Development, 1986-1990,

Report of the Secretary-General. A/46/324 of 6 August 1991.
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NADAF. From this assumed economic growth target, the objective of the two-gap framework therefore was
to estimate the levels and rates of growth of:

(a) Gross domestic investment;

(b) The volumes and values of exports and imports;

(c) Aggregate domestic saving that can be channelled into productive investment;

(d) Liabilities to external agents based in the rest of the world - in the form of external debt and
foreign equity ownership; and

(e) Overall external resource requirements (in the form of foreign currency) from all possible
sources that are compatible with, or are required to achieve the growth target.

75. As indicated above, the two-gap framework model involves various assumptions to be made
regarding the dynamics of the following key behavioral parameters:

(a) Efficiency of productive capital as measured by the ICOR;

(b) Elasticity of exports to world economic output and demand;

(c) Elasticity of imports to domestic economic output;

(d) The terms of trade; and

(e) Domestic inflation and the price levels; etc.

D. Specific assumptions of the study

76. The two-gap framework used in this document does not pretend to capture all the linkages between
specific domestic and external policy measures as well as the evolution of specific key behavioral parameters.

Instead, assumptions were made regarding the possible trends of these parameters. Table 2, below, lists
some of the key behavioral parameters, and their assumed evolution over time.
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Table 2. fie.havioral assumptions regarding the domestic economy during UN-NADAF

ICOR

Elasticity of non-oil exports to growth in OECD

countries

Oil exports growth rate (%)

Elasticity of imports to GDP

Prices (1990 = 1.00)

Unit price of non-oil exports

Unit price of oil exports

Unit price of imports

Local price level (1990 = 100%)

Share of capital goods in total imports

Lower-income group

1993

7.5

0.0

1.0

1.25

0.98

0.99

1.05

130

0.75

1998

5.9

1.8

1.0

1.07

0.93

0.95

1.19

249

0.70

2005

3.6

3.2

1.0

0.75

1.04

0.90

1.41

317

0.64

Upper-income group

1993

6.5

1.5

1.0

1.27

1.02

0.99

1.03

120

0.60

1998

5.5

2.5

1.0

1.07

1.07

0.95

1.17

164

0.57

2005

3.6

3.2

1.0

0.70

1.21

0.90

1.39

204

0.53

77. External resource requirements are the aggregate of the deficit on the trade account; total debt-

service obligations; any expenditures on repurchase of debt instruments from the secondary market;

remittances of dividends by foreign direct investors; and increases in the ievei of external reserves less net

private transfers from external sources to domestic agents. It is expected that those external requirements

will be met from a combination of the following sources:

(a) Debt relief due to debt restructuring and rescheduling;

(b) Outright cancellation to reduce the stock of external debt;

(c) Bilateral concessional and non-concessional lending;

(d) Multilateral concessional and non-concessional lending;

(e) Private long-term lending by commercial banks and from international bond markets;

(0 Short-term export credits to finance Africa's imports; and

(g) Net foreign direct investment inflows, including the acquisition of equity shares in Africa's

production and financial sectors.

78. It should be emphasized that debt relief and reduction of debt stock through outright cancellation are

essential measures in the context of the global partnership which is being advocated as a main feature of the

post-cold war world order. Unfortunately, since the eruption of the global debt crisis in 1982, creditors have

tended to safeguard the stability and credibility of the international financial system, without due regard to

its unfairness to developing countries in general including, in particular, African countries.

79. With respect to Africa's credit worthiness, it is implicitly assumed that, after embarking on a course

of fundamental economic restructuring, African countries' credit rating will be raised sufficiently to make

it easy for them to obtain the required import finance as well as long-term capita!. Thus, short-term credits
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are assumed to be proportional to Africa's import requirements. 14 Also, it is assumed that external

creditors would consider Africa's growing export revenues as a rough indicator of countries' ability to

service their external liabilities. The supply of private long-term credit, therefore, was assumed to be elastic

with export revenues. On the other hand, the rate of growth of FDI inflows was assumed to be a policy

variable, i.e., if countries desire that FDI should grow by a given annual percentage, they would implement

an array of suitable policies to attract and keep foreign capital.

80. The assumptions with respect to ODA, official grants, bilateral and multilateral concessional and

non-concessional credit are based on the need to slow down the rate of growth of high-cost, high-risk private

capital (likely to be available at high variable interests and with short grace periods). Hence, ODA, as a

share of aggregate external finance requirements, was assumed to be an exogenously given policy variable

to be jointly determined by African countries and their development partners.

E. Financial resource requirements for Africa's economic recovery

and development in the 1990s

81. In the present document, 1993-2005 was chosen as the period within which the economic growth

target enshrined in UN-NADAF would be achieved. Indeed, although this programme of action for

launching economic recovery in Africa was adopted at the end of 1991, the attention of the international

community has not, to date, been adequately focused on Africa as intended, for various reasons including:

(a) The recession in the leading industrialized economies, accompanied by worsening

unemployment, fiscal deficits, high public as well as private indebtedness, collapse of property values and

instabilities in the international financial system;

(b) The magnitude of the external financial resource requirements to facilitate the transition of

Eastern and Central European economies towards market economies, requiring greater attention from the

leading bilateral donors and, to an extent, the multilateral donors such as the World Bank and the IMF who

are collectively Africa's most important partners-in-development;

(c) Intensified preoccupation of the international community through the United Nations, with

the restoration of peace, security and stability in an unprecedented large number of countries - Yugoslavia,

Somalia, Angola, Cambodia, El Salvador, Mozambique, Afghanistan, etc. - which have placed heavy

demands on financial and human resources;

(d) The social and political transitional difficulties in a number of African countries in their

efforts to introduce democracy; and

(e) The most severe drought in their recorded history which ravaged many countries in Eastern

and Southern Africa during 1991-1992 and increased the need for massive emergency and humanitarian

assistance.

82. In 1993, favourable conditions for the launching in earnest of the UN-NADAF programme appear

to be taking shape. The following are some encouraging signs:

(a) Recovery in the OECD economies is believed to be already under way;

14 According to "The World Debt Tables", published by the World Bank, arrears in the

repayment of interest obligations are also normally classified as short-term debt until these arrears are

capitalized. However, in the projections contained in this document, such arrears are assumed not to occur.
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(b) The growing recognition and realism in the international community that the transition to

free markets by the former centrally planned economies will take considerably a longer time than initially
anticipated, and that attention should not be withdrawn from other equally deserving regions of the world
which are going through equally difficult transitions of their own towards free market and democratic

systems;

(c) The commonly shared view that there cannot be durable international peace, security and
stability without maintaining conditions of economic growth, social progress, equity and political

democracy;15

(d) The emerging broad consensus within individual countries and across Africa on the

desirability of democratic governance; and

(e) The reasonable possibility, with the assistance from the international community, of restoring

peace, security and stability in African countries which have suffered prolonged civil wars.

83. From the above considerations and assumptions, the gross aggregate external finance requirements

were estimated (see table 3).16. For the lower-income group of countries to achieve the UN-NADAF
growth target by the year 2005 their financial requirements would, in nominal terms, be about $34 billion
in 1993, $42 billion in 1998 and $86 billion in 2005. In constant 1990 dollars, these amounts are equivalent
to $33 Million in 1993; $35 billion in 1998; and $61 billion in 2005, or a 5 per cent average annual growth
rate. At 1990 prices, the external resource requirements for this group of countries are estimated at about

$584 billion for the period 1993-2005.

84. For ypper-income countries, their aggregate external resource requirements were estimated, in

current dollars, to be about $32 billion in 1993, $33 billion in 1998 and $59 billion in 2005. In constant

1990 dollars, the corresponding amounts are $31 billion, $28.5 billion and $42 billion respectively or a 2.3
per cent average annual growth rate in real terms. The cumulated requirements of external resources for

upper-income countries are estimated at about $463 billion at 1990 prices.

85. Table 3 below shows trends of the components of Africa's external financing requirements between

1993 and 2005. A major feature for the lower-income group of countries is that, in the absence of far-

reaching debt-relief measures, a substantial part of it (i.e., in current dollars over $25 billion in 1993, $14.5

billion in 1998 and about $23 billion in 2005) would be for the servicing of obligations for inherited and new

external debt. In the case of the upper-income group, debt-servicing obligations account for about $31
billion in 1993, about $21 billion in 1998 and $37.5 billion in 2005. In other words, in 1993 about 74 per

cent of aggregate external resource requirements of the tower-income countries and about 96 per cent of the

requirements of the upper-income countries are needed just to service inherited debt on the outset of UN-

NADAF. Subsequently, the share of debt servicing in aggregate external resource requirements would

decrease, assuming that appropriate measures are taken with respect to the outstanding debt before 1993.

15 As expressed eloquently by the United Nations Secretary-General Boutros Boutros-Ghali,

in his report to the Security Council, "An Agenda for Peace: Preventive diplomacy, peacemaking and peace

keeping", published in July 1992.

16 The estimates provided should be seen as being only an order of magnitude since they are

based on average estimates of the external debt stocks and debt-service flows. Definite figures would require

more detailed information on individual countries' debt, contractual repayment obligations, and eligibility

for rescheduling under existing schemes.
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Table 3. Structure of gross external financing requirements

(in current dollars)

Trade deficit (in billion dollars)

Total debt-service obligation

without relief (in billion dollars)

Increase in external reserves (in

billion dollars)

Net private external transfers (in

billion dollars)

Of which:

Outflows

Inflows

Gross external finance requirement

before debt relief (in billion dollars)

Lower-income Group

1993

7.7

25.4

2.0

-0.9

0.6

1.5

34.2

1998

24.1

14.5

2.7

0.3

2.2

1.9

41.6

2005

55.0

22.9

3.1

5.5

8.2

2.7

86.5

Upper-income Group

1993

1.8

30.9

2.0

-2.4

3.1

5.5

32.3

1998

10.1

21.1

2.7

-0.7

5.6

6.3

33.2

2005

10.4

37.5

5.7

5.1

12.9

7.8

58.7

86. It should be stressed that debt management arrangements that do not substantially reduce the

magnitude of the accumulated stock of external debt will only postpone the problem for a few more years,

the duration of the grace period for the restructured obligations. As shown in table 4 below, actual debt-

service payments, taking into account debt relief, would continue to increase steadily to reach about $28.6

billion in 2005 for the lower-income group, a much higher amount than the obligations resulting from the

loan normally contracted. In other words, the present mechanism and format for debt rescheduling need to

be substantially reviewed, to provide both short- and long-term relief to the beneficiaries. Indeed, the

restructuring of debt, under conventional arrangements without substantial reduction in debt stock, will not

give African countries, especially the lower-income countries and severely debt-distressed upper-income

countries, enough flexibility to restructure their economies and put them on a sustainable growth and

development path. This conclusion should be impressed upon Africa's creditors in all negotiations for debt

relief within the spirit of UN-NADAF.
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Table 4. Aggregate external financing components

External debt service

obligations without relief (in

billion dollars)

Actual debt-service payment

(*): (in billion dollars)

Official transfers (in billion

dollars)

Foreign direct investment (in

billion dollars)

New external borrowing

requirement (in billion dollars)

- Of which:

Bilateral credit

Multilateral credit

Private long-term

credit

Short-term credit

Aggregate external financing

(in billion dollars)

Lower-income Group

1993

25.4

10.4

2.9

3.1

13.2

4.3

2.4

2.4

4.1

34.2

1998

14.5

11.2

8.1

3.4

27.0

11.9

6.6

2.6

5.9

41.6

2005

22.9

28.6

21.4

6.1

65.3

32.1

17.8

4.2

11.2

86.8

Upper-income Group

1993

30.8

26.7

1.6

4.0

22.6

5.6

7.1

4.2

5.7

32.3

1998

21.1

16.4

0.8

5.5

22.2

3.1

3.9

6.0

9.2

33.2

2005

37.5

41.3

2.3

7.5

52.7

9.2

11.5

13.2

18.8

58.7

Note (*): Assuming that all bilateral debt and private long-term debt respectively are consolidated in

1993 and restructured along arrangements similar to Toronto terms and that short-term

obligations are rescheduled over 15 years with seven years' grace.

87. As shown in table 4, assumptions were made in the present document regarding the sources of

finance for the aggregate external gap, excluding short-term debt. In this regard, ODA to the lower-income

group of countries would have to increase from about 6.5 per cent of their GDP in 1993 to 16 per cent in

1998 and 23 per cent in 2005. For the upper-income group, the corresponding figures are 7.7, 3 and 4.5

per cent respectively. The external resource requirements of the lower-income group of countries, therefore,

are rather acute. Overall, taking into account short-term and private long-term credits, these countries have

to borrow 8.6 per cent of their GDP in 1993, raising to over 20 per cent between 2000-2005 to finance their

external resource gap. For the upper-income countries, their new external borrowing requirements, to

achieve the same growth target, is between 8-12 per cent of GDP over the 1993-2005 period.

88. With regard to external trade (table 5) and based on the assumptions in this respect, the lower-

income group of countries would expand their aggregate exports at an average annual rate of about 4.25 per

cent between 1993 and 2005 in volume terms. Imports, on the other hand, would expand by about 5.75 per

cent annually over the same period. The deficit on the trade account, therefore, would grow from a

magnitude of $7.7 billion in 1993 to $24 billion in 1998 and $55 billion in 2005 in current dollars. This
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imbalance on the external trade account is structural, i.e., until the production and export sectors of the
lower-income countries are fully restructured, with the objective of increasing competitiveness and stabilising
terms of trade within the global market, financing from external partners will be needed by these countries
to support their large trade deficits.

89. For the upper-income group, aggregate exports would expand at an average annual rate of 7 per cent
between 1993 and 2005, while imports would grow at an average annual rate of about 6 per cent. Because
the terms of trade are projected to improve steadily for these countries starting from a larger base, their trade
deficit in current dollars would first increase from $1.8 billion in 1993 to $10.7 billion in 1998, and then
decrease steadily turning into a sizeable trade surplus of $10.4 billion in 2005.

Table 5. External

(in

Exports (1990)

Imports (1990)

Exports

Imports

Trade balance

trade characteristics. 1993-2005

billion dollars)

Lower-Income Group

1993

33.0

38.2

32.4

40.1

-7.7

1998

36.7

49.2

34.5

58.6

-24.1

2005

57.0

78.9

56.4

111.4

-55.0

Upper-Income

1993

62.4

63.1

63.3

65.0

-1.8

1998

82.7

83.3

86.8

97.5

-10.7

Group

2005

151.0

135.8

178.2

188.6

10.4

90. On the domestic front (table 6) for the lower-income group, the attainment of the UN-NADAF
growth target by the year 2005 would require the gross domestic investment (GDI) rate to increase steadily

from about 26 per cent of GDP in 1993 to 40.7 per cent in 1998 and 37.3 per cent in 2005. The required
aggregate domestic saving rate would be 20.5 per cent of GNP in 1993, rising to 26.1 per cent in 1998 and

decreasing to 19.5 per cent in the year 2005. In the case of the upper-income group, the GDI would
increase from 24.4 per cent of GDP in 1993 to 32.8 per cent in 1998 and 33.5 per cent in 2005. The

required aggregate domestic saving rates would be 22.9 per cent of GNP in 1993, 28.6 per cent in 1998 and
31.4 per cent in 2005.
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Table 6. Gross capital investment in Africa under IJN-NADAF:

Requirements of aggregate domestic saving and external financial resources

GNP (in billion dollars) (1990)

Average GNP growth rate (% since 1991)

Gross domestic investment (GDI) (in

billion dollars) (1990)

GDI rate (% of GDP)

Gross domestic saving rate (% of GNP)

Share of GDI financed by external

resources (%)

Lower-income group

1993

149.5

2.2

38.0

26.2

20.5

21.8

1998

184.3

3.9

62.1

40.7

26.1

35.9

2005

309.4

5.9

91.0

37.3

19.5

47.7

Upper-income group

1993

208.1

2.0

49.3

24.4

22.9

6.1

1998

263.0

4.3

79.5

32.8

28.6

12.8

2005

434.2

6.0

132.5

33.5

31.4

6.3

F. Conclusions

91. From the above analysis, it is clear that relatively high GDI and GDS rates would be required in
both lower-income and upper-income groups of African countries if the UN-NADAF growth target is to be
achieved by the year 2005. This is so because of the low level of economic productivity from which
economic recovery has to start and the need to steadily accelerate economic growth if the UN-NADAF target
is to be met. Domestic saving rates are also relatively high, but feasible, as such rates have been attained

and sustained in other developing regions of the world.

92. Indeed, to encourage a sustained inflow of external resources, these efforts are necessary.

Calculations based on the two-gap model indicate that aggregate external financial resource flows to all 51
member States of ECA during the period 1993-2005 would amount to about $950 billion in 1990 dollars.
This figure however includes about $490 billion (in 1990 dollars) of aggregate external debt-service

obligations for inherited as well as new debt. Aggregate nei transfers to Africa over the entire 12-year
period, therefore, are only of the order of 140 per cent of Africa's aggregate GDP in 1990.

93. In order to sustain high GDI rates, external resources will be required especially during the peak

period 1995-2005. In the lower-income countries, external resources would represent 21.8, 35.9 and 47.7

per cent of GDI in 1993, 1998 and 2005 respectively. The corresponding figures for upper-income countries

are 6.1, 12.8 and 6.3 per cent respectively.

94. To achieve the growth targets set out in UN-NADAF, it will be necessary to open Africa's

production and financial sectors to the world and to step up the drive to attract more foreign private direct

investment inflows for the following benefits:

(a) Minimizing the rate of growth of external debt;

(b) Sharing investment risks;

(c) Promoting the transfer of technologies and managerial skills from the more successful

economies to Africa; and
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(d) Gaining access to external markets, and integrating the emerging African economy more

closely into the global economy.

95. Even more crucial will be the readiness of Africa's public and private sectors as well as households

to boost their aggregate saving rate, to channel a substantial share of economic output towards capital

investment. Domestic resources are projected to contribute 60-75 per cent of the required GDI during the

years of economic acceleration. These are challenging demands - especially viewed against the stark fact

that the GDI and domestic saving rates have fallen consistently during the 1980s, both in the lower-income

and upper-income groups.

96. The present document reveals that debt servicing would consume a substantial share of aggregate

external resources, even under the terms of the existing international creditor initiatives on debt management

(e.g., the Toronto terms). In the first year of launching Africa's socio-economic restructuring under UN-

NADAF, external resources going towards gross domestic investment are about 25 per cent of the overall

external resource requirements for the lower-income group, and only about 5 per cent for the upper-income

countries, the rest being consumed by the servicing of inherited debt. Therefore, Africa should use all

available channels to highlight this aspect and to press its creditors and partners-in-development for a

substantial reduction in the stock of debt as a boost for Africa's far-reaching restructuring effort, and as a

necessary condition for its success in launching an era of sustained robust economic recovery and

development.

97. Finally, taking into consideration that the study reported herein assumes a faster rate of growth than

the one projected by the World Bank, 17 there is broad convergence of conclusions between the two studies.

Both reports stress the need for far-reaching structural reforms to be implemented by African countries to

bring about the desired evolution in the key macro-economic behavioral parameters. Both highlight the

structural imbalance on the external trade account over the duration of the recovery programme, even under

conditions of drastic economic restructuring. Both point to the large share of external resource requirements

that will be consumed by the servicing of inherited debt, if early meaningful action is not taken to reduce

the stock of debt.

98. In the present document, the magnitudes of external and domestic resources required by the lower-

income group of countries are somewhat more than those recommended by the World Bank study for sub-

Saharan African countries. This is so because the ECA document assesses the resource requirements for

a faster rate of economic recovery and growth as recommended in the UN-NADAF programme. Further,

the report also examines the resource requirements for launching sustained recovery and growth in the upper-

income countries, including North African countries which are excluded from the World Bank study.

99. As indicated earlier, the results presented in this document are predicated on feasible 18

assumptions. African Governments, private sector operators - artisans, farmers, industrialists, merchants,

bankers and financiers, workers and households will have to make their contribution by tightening their belts

and focusing intensely on what is required from each of them. Indeed, Africa's people and the international

community cannot afford yet another failed international initiative for Africa's socio-economic recovery and

17 Culagovski, J., Gabor, V., Germany, M.C. and Humphreys, C.P., op. cit.

18 Feasible from the viewpoint that successful political socio-economies in other region of the

world have launched and sustained robust economic recoveries and structural transformations requiring

prolonged high saving and investment rates, resulting in average annual growth rates in the range of 6 to

10 per cent. African countries and their international partners should adapt and apply the experience of these

successful economies.
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development. To that end, it is useful to highlight the main measures that are required to achieve the desired

results, in terms of resource mobilization.

IV. MEASURES FOR INCREASED MOBILIZATION OF RESOURCES

FOR DEVELOPMENT

A. Overview

100. To effectively mobilize resources for development, African countries will have to adopt specific
strategies and measures in three basic areas, namely (a) creation of an environment conducive to efficient
mobilization and use of scarce resources; (b) dynamization of domestic resource mobilization; and (c) coping
with the issues of external financing. In each of these three areas African countries may have to tailor their
strategies and measures with due regard to their resource endowment, the peculiarities of their economies
and level of development and the nature of their relationships with the outside world. Thus, the measures

outlined below should be taken as indicative directions in which countries should reorient the policies for

increased resource mobilization.

B. A general framework for increased resource mobilization

101. There are at least six general areas which constitute a desirable framework for ensuring increased
resource availability, be they domestic or external. These will require specific measures as outlined below:

(a) Sustaining the momentum of growth and macroeconomic stability is important in establishing

general confidence in the economy. Measures are thus needed to cushion the economy from excessive
fluctuations that undermine the motivation and incentives of savers and investors. Such measures include:

(i) adoption of appropriate fiscal, monetary and financial policies that do not destabilize

or contract growth;

(ii) prudence and efficient management of external resources particularly reserves;

(iii) control of non-productive expenditures such as military expenditures;

(iv) adoption of realistic, but relatively stable exchange rates;

(b) Political stability is an important element in the environment needed to promote development,

avoid capital fl ight and attract resources from outside. African Governments therefore need to adopt political

systems that permit a significant measure of pluralism, governance, accountability and transparency;

(c) African entrepreneurial drive and private initiative have to be nurtured, promoted and given

a greater role to spearhead the acceleration of economic growth and to provide efficient solutions to Africa's

outstanding social deficiencies. A large number of the social and economic problems must be turned over

to the private domain for solutions since governments will still be in a condition of fluidity and more

occupied with consolidating democracy and pluralism. Efficient solutions to problems through private sector

initiatives call for governments' role to be changed from direct intervention and control to that of facilitating,

coordinating, regulating, and fine-tuning. It requires the elimination of needless red-tape and the

discontinuation of policies that engender micro- and macro-economic distortions and inefficiency;

(d) Improving the infrastructure is another key factor in government facilitating development

in Africa, boosting overall economic efficiency and productivity, the rate of return of investments and

attracting foreign direct investment. This requires measures for targeted improvements in services which

are critical to endogenous and foreign economic operators particularly:
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(i) transport and communications;

(ii) electricity supply;

(iii) water;

(iv) housing; and

(v) education and health facilities;

(e) Improving the institutional structure in which resource mobilization takes place is vital in

a number of ways. In general, the process of financial intermediation that takes place in each of these

institutional frameworks dictates the extent to which policies and strategies needed to enhance domestic

resource mobilization will be successful. For example, standard traditional monetary policy tools that may

be applicable to the formal banking sector are of little relevance in guiding the behaviour of actors in the

informal or unorganized financial sector. Accordingly, the realities of the segmentation of the African

financial system will need to be taken into account when devising policies and strategies for domestic

resource mobilization. Indeed, this was the case in South Korea where an informal financial market - kerb

finance - played an important role in finance mobilization complementing the formal financial market. In

this respect the measures that have to be considered by African countries include:

(i) deepening financial intermediation through the formal banking and non-bank

financial structures;

(ii) facilitating increased direct capital transfers between private institutions through

money markets, banks, etc.;

(iii) increasing the negotiating capacity of government and non-government financial

institutions, private companies and individual entrepreneurs.

(f) Factor mobility among African countries is an area in which subregional and regional effort

must be increased to boost intra-African mobilization of resources and capital mobility. Measures in this

respect include:

(i) establishment of subregional clearing houses;

(ii) attainment of convertibility of subregional currencies;

(iii) adoption of legal instruments allowing free mobility of capital by, inter alia.

streamlining the financial systems among countries.

C. Measures for mobilization of domestic resources

102. To appreciate the importance of domestic resources, especially in the context of the principle of self-

reliance, it should be stressed that from experience it has been found that "despite the unprecedented

financial flows from developed to developing countries that had been recorded since the Second World War,

domestic savings had financed the bulk of investment in developing countries in that period" (emphasis

added). 19 This fact is buttressed by the findings outlined in section III of this document showing the need

19 United Nations, "Savings for development", Report of the International Symposium on the

Mobilization of Personal Savings in Developing Countries, New York, 1981.
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for very high domestic saving and investment rates over the 1993-2005 period, ranging between 20 and 32

per cent of GNP to achieve reasonable rates of growth.

103. Essentially, the measures to increase the mobilization of domestic resources fall under three main

categories, namely (a) raising public savings; (b) controlling public expenditure; and (c) increasing private

savings. Measures in each of these areas are outlined below.

(a) Raising public savings

104. As African countries have continued to pursue structural adjustment reforms, they have adopted a

number of measures to increase their revenue. Some new measures that seem to require further efforts

include:

(a) Restructuring taxation to reach a better pattern in terms of balance among trade taxes,

consumption taxes and direct income taxes;

(b) Making appropriate price adjustments for public services including charges for infrastructure

services;

(c) Improving efficiency in collection of taxes including better assessments and accountability.

(b) Controlling public expenditure

105. Again, within the context of SAPs, a number of measures have been initiated to control public

expenditure. However, there are some measures which, in the long-term context, African Governments

should pursue with increased vigour and vigilance. These include:

(a) Control of military expenditures with a set target of the ratio of defense spending to GDP;

(b) Tightening procurement procedures to minimize the tendency of waste in terms of payment

for undelivered material;

(c) Focusing of expenditure (on the ordinary and development budgets) on areas of national

priority set within the context of the redefined role of the state.

(c) Increasing private savings

106. Measures to increase private savings should be conceived at three different levels, namely corporate

savings, personal savings and community savings. As such, the measures require a mixture of

complementary approaches that would optimize the saving pattern and increase the magnitude of savings.

Such a mixture could incorporate the following elements of policies:

(a) An appropriate interest rate policy which, on one hand, will affect the structure and

magnitude of savings and will, on the other hand, enable the channelling of savings into the most appropriate

and productive forms of investment; ^

(b) Undertake a thorough study of saving behaviour so as to facilitate the elaboration of effective

incentives;

20 As recommended in the "African Alternative Framework to Structural Adjustment

Programmes for Socio-Economic Recovery and Transformation", E/ECA/CM.15/6/Rev.3, April 1989.
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(c) . Establishment of people's banks specially designed to tap the savings of low-income earners

and subsistence farmers;

(d) Community resources should be efficiently mobilized to carry out community-based projects

building on the rich African traditions of community and group welfare; and

(e) Encouragement of informal financial institutions such as tontines in West and Central Africa.

D. Mobilization of increased external finance

107. In assessing measures for increased external finance in the 1990s, as indicated earlier, Africa has

to first come to terms with certain emerging realities to which the measures will have to be adopted. Among

such realities are the following:

(a) Aid flows will increasingly finance a smaller proportion of the continent's development

financing gap;

(b) Notwithstanding the end of the cold war, many donor countries are facing financial

constraints and internal demands apart from having to adjust to the rapidly changing international

environment;

(c) The emerging strategic and market importance of countries of Eastern Europe and the former

Soviet Union have dramatically changed the geo-strategic importance of Africa;

(d) The globalization of the world economy and intensification of efforts to create economic and

trading blocs in other regions;

(e) Rising global demand for international savings and, therefore, greater competition for such

savings; and

(f) A tightening of aid and more conditionalHies such as adoption of political pluralism,

adherence to democratic principles, respect for human rights, governance, accountability, and transparency

of government.

108. In essence, external finance for African countries will hinge on four principal pillars, namely (a) debt

relief; (b) official development assistance; (c) trade; and (d) private capital flows. In each of these areas

specific measures have to be elaborated and implemented by African countries.

(a) Debt relief

109. The debt burden and debt overhang continues to hamper the economic growth of most African

countries, despite a number of debt relief initiatives that are now in place. African countries have welcomed

the various debt relief initiatives that have so far been put forward including, the "Toronto Agreement," "the

Trinidad and Tobago Initiative," "the Enhanced Toronto Terms" as well as the decisions of the "Munich

Summit of the Group of Seven". However, it should be noted that, notwithstanding these initiatives, the

debt burden remains significant for most groups of African countries and hence the need for more innovative

measures to deal with the debt problem. Overall, the following measures and actions appear necessary:

(a) Full implementation of the Toronto Agreement;

(b) Making further improvements on the Paris Club terms for some highly indebted lower

middle-income countries;
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(c) Assistance from surplus countries, especially in some developed and newly industrialized

countries, in alleviating the debt burden through trilateral arrangements among debtors, creditors and the

surplus countries;

(d) Making debt swaps with local assets through debt-for-equity and other innovative forms of

debt conversion or debt purchases;

(b) Official development assistance CODA^

110. Bilateral and multilateral ODA will continue to form a significant part of external resources. The

approaches that Africa should pursue to increase ODA are thus important. Some of these should include

the following:

(a) Making a special case for special assistance either for individual countries or for specific

groups of countries, in the context of the implementation of the Abuja Treaty:

(b) Convincing donors on the seriousness with which countries are undertaking reforms and thus

requiring support to sustain the transition; and

(c) Selling to the donors well-designed special programmes of assistance.

(c) Trade

111. In the context of reducing dependence, resources from trade are the most important. African

countries collectively should strive to expand their exports to the rest of the world while slowing down the

growth of their demand for imports by, inter alia, steadily increasing the quality of domestic products and

their price competitiveness. Specific measures include the following:

(a) Recapturing the share of the world market that was lost by many African countries in the

1980s;

(b) Arresting the decline of the average unit price of aggregate exports and stabilizing the terms

of trade through diversification of the composition of exports and increasing the share of manufactures with

high value-added per unit;

(c) Decreasing, for the region taken as a whole, the import content of consumption and

investment thereby reducing the elasticity of imports to GDP.

(d) Private capital flows

112. As African Governments disengage from direct involvement in the productive sectors, private capital

flows will become increasingly necessary as a source of external financing. In this respect, much will need

to be done in order not only to reverse capital flight out of Africa but more importantly to entice new

investment. Most of the measures to attract foreign investment may require a radical shift in policies. Some

of the most important shifts will have to include:

(a) Recognizing the central role of the private sector and creating a more favourable environment

for African and foreign investors;

(b) Acceptance of foreign participation in the Africa's economies through, inter alia, joint

ventures;
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(c) Retraining the labour force for a wide array of new skills;

(d) Establishing an efficient physical and institutional infrastructure;

(e) Removing bureaucratic bottlenecks in the government machinery that impedes the activities

of private investors.

E. Improving the quality and effectiveness of international support

to Africa's development

113. The quality of international support to Africa's development efforts will need to improve significantly

in the 1990s. Central to this change will be the acceptance, on the part of the donor community, that

African countries are in transition and their willingness to support that transition. On their part, African

countries have to demonstrate their unwavering commitment to successfully complete the transition and

thereby reduce their dependence on the donor community. Some of the measures that need to be examined

by the donor community and African countries individually and collectively include the following:

(a) Adherence to well-articulated priorities ofthe recipient countries, avoiding to finance military

expenditures and luxury consumption and discouraging capital flight;

(b) Recognition of the need and subsequent re-channelling of aid flows to development

programmes;

(c) Re-examination of the appropriate proportions of technical assistance in the overall flow of

resources especially as regards the impact on development and the welfare of the people;

(d) Exploring alternative but efficient mechanisms for channelling resources as, for example,

the Investment Bank for Africa along the lines of the European Bank for Reconstruction and Development

established for the countries of Eastern Europe;

(e) Switching to non-debt-creating assistance; and

(f) Ensuring that assistance has achievable conditionalities which preferably should be jointly

agreed between donors and recipients rather than being unilaterally imposed by the former.




