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I. JINTRODUCTION

1. The econcmic situation in the African least developed countries
remained difficult during 1980~1981. Despite more favourable weather
conditions in Africa over-all, some least developed countries experienced
irregular rains and drought which led to a precaricus food supply situation.
The foreign exchange position tightened in virtually all countries as

import prices, particulaorly of oil and oil products, rose again and the

need for food imports increased further. While export prices showed a
generally rising trend, most countries were unable to take advantage of

this as export volumes remained stagnant, il they did not actually decline,
because of long-term adverse trends in output and exceptional circumstances
in some countries. The consequent reduction in impert capacity ccupled with
domestic supply shortages deprived industry of essential raw materials and
spare parts. There was widespread under-utilization of capa01ty. Reduced
production constrained growth in govermment +tax receipts, which in turn
brought about large-scale bank borrowing o finance ovudgetary deficits,

The average rate of price inflation accordingly remained high, Balance of
payménts deficits widened and international reserves fell to dangerously

low levels, External public debt rose again, exacerbating the already heavy
debt-service burden currently running at over 25 per cent of exports of goods
and services in some couniries.

2e In short, developmeints in the African least developed countries over
the past two years demonstrated once again the pervasive effects of these
countries' underlying structural weaknesses and their poor ability to adjust
to disturbances. Consistent policies and measures urgently need to be applied
to provide relief from current imbalances and lay the tasisfor longer—term
growth and structural adjustment. In this regard, the support of the
international community, particularly in respect of the urgent provision of
adequate external resources, assumes a central and crucial role,

II. GROWTH, DOMESTIC SAVINGS AND FIXED CAPITAL FORMATION

e The growth rate of the combined GDP of the 21 African least developed '
countries stagnated in 1980, reaching only 3.2 per cent as compared with

3¢1 per cent in 1979, barely above the average rate of population growth.

The rate of growth in 1980 was well below the 1978 rate two years previously
(4.6 per cent) and not different from the anmal average for the 1970s

(3,1 per cent). The corresponding rates of growth of GDP for developihg
African countries as a vhole were 4. 5 per cent in 1980, 6 per cent in 1979
and 5,9 per cent in 1978, In 1980 seven of the African least developed
countries (the Central African Republic, Chad, the Gambia, Guinea~Bissau,
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Lesotho, Mali, and Uganda) registered negative rates of growth. The
decline in GDP was particularly steep in Ched and Guinea-Bissau, where

it reached 6 and 5 per cent respectively. On the other hand, a few
countries (Cape Verde, Comoros, Guinea and the Niger) grew at about the
average rate for developing African countries as a whele, and one country
CBotswana) surpassed it by far, with a growth rate of 12.6 per cent.

4 Preliminary estimates for 1981 indicate that total 0DP for the
African least developed countries rose by 3.4 per cent. This compares with
an over-all rate of growth for zll developing African countries of 4.1 per
cent.

5e Thus, ir terms of growth, the African least developed countries made
no worthwhile gains during the past few years. The prevailing unfavourable
international enviromment constrained grouth in the developing African
countries as a whole. However, because of their inherent structural
weaknesses, the inflexibility of their productive sectors, their fragile
institutional ffamework, their general lack of skills and gross inadequacies
in their infrastructure, ihe African least developed countriss have teen most
severely hit by the impact of adverse external factors. In 1979 and 1980,
the unit value irdex of imports of the non~oil-exporting developing
African countries, which can be assumed to be the same as that of the least
developed African countries, rose by 17 and 25 per cent respectively. About
one third of these increases were the result of movements in petroleum
prices, A% the same time the volume of exports from the least developed
countries remained depressed as long~term adverse trends in output, coupled
with exceptional circumstances such as drought and civil strife in some
countries, held dowm export supplies. i

6 The shortage of foreign exchdnge led to a drastic curtailment of
imports in virtually all the least developed countries. This in turn
deprived”the export sector of inputs necessary for normal operation,

further aggravating the foreign exchange crisis and slowing down economic
expansion in general.

Te At the domestic level, the lack of growth in the agricultural sector
continued to be the most pervasive factor affecting total economic growth
in the least developed countries., This sector accounts for about 82 per
cent of the economically active population of the African least developed
countries, 44 per cent of their total GOP and 90 per cent of their expert
earnings. In 1980-1981, droughts, flcods and pests tock their toll

on agricultural production in countries such as the Gambia, Malawi, Lesotho,
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t+he Sudan and the United Republic of Tanzania. In most countries, farm
gate prices continued to be kept at excepiionally low levels and the sur-
plus was used %o subsidize urban consumption. Facilities and arrangements
for the distribution and marketing of products left much to be desired,.

8. Value added in agriculture rose by 2.6 per cent in 1980 in the

African least developed countries as a whole, an increase barely ecual

to the rate of population growth., Although this represented a slight
improvement over 1979, it was insufficient to offset the accumulated

losses sustained as a result of the low rates of growbth of agriculture

during the 1970s {an average of 1.7 per cent per annpm). In per capita

terms there remained considerable shortfalls in 1980; these were particularly
marked in Chad, the Gambia, Guinea-Bissau, Lesotho; Malawi and Mali.

However, as a result of concérted government efforts to ensure a wider
distribution of betier seeds, fertilizers and extension services, a few countrlns,
notably Botswana, Cape Verde, Ethiopia, Guinea znd the Niger, made gignificant
gains. » None the less, most. countries required substantial -amounts of food
aid, A number of countries imported large quantities of food at peak
international prices,. This imposed severe strains on the balence of payments,
which as further strained by increased ocean freight costs, particularly
- for the island and land-locked least developed couniries.

Q. The mamifacturing sector in the least developed countries remained
small and closely linked to agriculture. In 1980 the sector accounted
for 8.1 per cent of these countries total ODP., Aggregate output in

the sector declined in 1980 after having grown by about 5.5 per cent in
1979. Apart from the direct effect of poor performance in agriculture,
manufacturing output was affected by shortages of fuel, spare parts,
imported raw materials and skilled manpower. Frequent interruptions in
water and power supply were also at play. Productivity of beth labour
and capital declined and industrial plants operated much below capacity
in a number of countries. In the United Republic of Tanzania, the rate
of capacity utilization was estimated at between 40 and 60 per cent during

1980-1981.

10, Mining is an important sector in the economies of Botswana, the
Central African Republic, Guinea, Lesotho, the Niger and the United
Repulbic of Tanzania. ~The relatively rapid rete of growth enjoyed by the
Niger and Botswana has been largely due in the former to rapid growth in
uranium exports and in the latter to diamonds. Growth in this sector
continued to be limited in the other couniries not only by the behaviour of
international prices but also by structural limitations existing within
the countries, These limitations include: +the high cost of ektraction,
weak infrastructure, the shortage of skilled manpower for mineral pros—
recting and mining development, lack of capital and the general remoteness
of potential mineral sites,
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11, The expaﬁsion of the physical infrastructure in the least developed
countries has been badly affected by the shortage of foreign exchange for
fueli vehicles and spare parts. There has been a serious deterioration in
the transport sector, which led tc the disruption of traffic in basic
commodities in countries such as BEthiopia, the Sudan and the United Republic
Tanzania.

12, In many of the least developed countries total consumption exceeded
total ocutput for most of the period 1970-1980,‘implying that there was
considerably dissaving and external borrowing to finance consumpfion.

For the group as a whole, the marginal propensity to save and as the average
savings ratio remained at extremely low levels. The former averaged only
0.04 during the 1970s and the latter dropped from 11.2 per cent in 1970 to
8.4 per cent in 1980,

13, The rate of investment in the least developed countries reached
15.9 per cent of GDP in 1980, as compared with 14.30 per cent in 1980,
These rates compared unfavourably with the regional averages for
Qeveloping African countries of 25,7 and 17.4 per cent in 1980 and 1970
respectively. The capacity to finance investment from domestic savings
was 7843 per cent in 1970. The ratio progressively declined to reach.the
low level of 52,5 per cent in 1980,

14, What is more worrisome, however, is the fact that the productivity of
investment which has also been low, is declining. The incremental capitale
output ratio (ICOR) for the group as a whole stood at about 5 ‘throughout
the 1970s. This average was sbout the same as that recorded for all non-
oli-exporting developing countries. However, while in this latter group

of countries the excessive use of capital-intensive technigues and the
virtual disregard of the comparative advantage of cheap labour were the
major factors contributing to the general decline in capital efficiency,
the major factors at play in the least developed countries were the effects
of greatly underdeveloped infrastructures, the poor level of organization

and administration,faulty project planning, inappropriate technology and
the lack of adequate linkages between sectors, resulting in gross underw
utilization of capacities,

III. EXTERNAL TRADE AND BALANCE OF PAYMENTS

15. The volume of external trade of the African least developed countries
contracted markedly during 1979 ard 1980, with no relief apparent in 1981.
In 1980 imports fell for the second year running while exports which had
risen by 4.5 per cent in 1979, declined sharply by 6.3 per cent.
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16, As already noted, import volume fell in most of the least developed
countries, This drep was the result of deliberate cut-backs in imports
made by countries whose purchasing power, which derived from their export
earnings, dropped sharply while import costs rose. In per capita. 1979 -
dollar terms, the murchasing power of exports declined in 1980 in all
African least developed countries except Comoros, the Niger and Rwanda.
The rate of decline wes highest in Botsiana, the Gambia, the Central
African Republic, the Suden and the United Republic of Tanzania. The
rise in import costs wos largely due to the rise in the prices of
petroleum and imperted food stuffs. In the past two years these itcms -
together absorbed well over 50 per cent of the toial earnings of. individual
lezst developed countries,

17 Paradoxically, the volume of exports from the least developed countries
fell in 1980 a%t a time when expert prices were generally rising, The index
of export unit values for the non—oil~ecxporting developing Africen countries
rose by 21, 56 and 10 percentage points in 1979, 1980 and 1981 respectively.
The African least developed countriecs were unsble to take advantage of rising
export prices because of widespread supply failures in the productive ééé%ors,
transport difficulties, other interrelated factors such as weak institutional
supnort and the fact that in some cduntries rising consumption had begun to
cut in the export surplus.

18, Despite the depressed level of import volumes, the net effect of the
increased in import and export prices was such that in virtually all the
least developed countries the trade deficit widened substantially in 1979
and 1980. The trade deficit frr the group as a whole amounted to $US 3.6
billion in 1980, a 43,3 per cent increase over ihe 1979 ideficit. Most
countries also hadlto contend with pérsistent gaps in the services account
since they depended, heavily on foreign services to move their trade, The -
current account deficits of most African lcast developed countries thus
widened substantially., To manage the enlorged deficits, heavy losses

of international reserves were incurred. Since the reserves of most of these
countriés were already inadequate or barely adequate, the international
financial positions of many of these countries became negative. A& number
af countries also turned increasingly %o short—term borrowing, including
supplier credit and. increased accumulation of poyment arrears.

IV. AID AND DEBT
19« In 1980 total aid (ODA) to the African least developed countries pose by

446 per cent in nominal terme to reach BUS 344 billion (see table). This
represented 34.4 per cent of the total * aid Flows to developing Africa which
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grew By only 5 per cent in 1680, The increasc in 0DA to the l:ast developed
countries was due largzly to inercased flows {rom the DAC couatries and
multilateral agencics. Together, these two sources accounted {or abdout 75 por
cent of total ODA to the least developed countries. OPEC bilateral and
multi-lateral ODA rosc at a lower rate and accounted for 13 per cent of .
total ODA to least developad countriec in 19¢0. Aid flows remained highly
concentrated to tho extent that in 1080, the Sudan, and the United

Republic of Tanzahia togother received 26 pur cont of the total aid
disbursed. On a per capita basis, too, tac distridution remained Cxtremely
uncven, ranging firoi 75.6 rnillion for Zthiopia to $182.4 million for
Cape Yerda. Chad and Ugande lilke Zthiopia also reccived less than half

the average whereas Jotswana, Cape Verde, the Central African Republie,
Corioros, the Gambia, Cuinea-3issau, Lesothio and Somalia received mors than
twicc the average. The cxictence of special political and historical

links, fixed ainimusm costs for certain types of projcets and the availability
of suitable projects have Deen adduced as factors contributing to thesc
disparitics,

Resource flows to the African lzast developed countries in 1900

(iiillions of US cdollars)

3ilatéral ODA - Total  Per capita
frona DAC Othor Total Hon-— resource  rasourca

countries - QDA . ODA ODA flous flous

Jénin o 55 Bl 7647 299.7 0 3754 10845
Botswana 83.4 15,4 13,0 =52.1 0 4507 5749
3urundi 59.6 45.2  104.0 Da3 105.1 2448
Capc Verce 25,9 20,2 501 0.9 59,1 122.4
Central African

Republic 75.1 2h.2 SCalk 13.4 117.5 51.4
Chad 20.1 - : 5.1 2He2. =07 2545 5¢7
Comoros 13.4 25.5 39.3 0.9 Q.2 112.3
Zthiopia 01.3 . 25, 1775 -l.4 175.1 5.5
Camvia 1544 23,5 44,9 2745 i 129.1
Guinca - 325 358 53,3 1540 114,.3 2245
Guineca-3issau 3hel 4.4 ASed 745 55.3 G3.3
Lesotho . 59.5 2545 85.1 -0,1 J5.0 634
tialavi 755 47,1 122.7 2C.7 152.4 . 28.0
Mali 131.3 9.1 210.4 1.9 212.3 . . 30.5
Higer 104.9 T 55640 160.9 C2e? 2441 £5.9
Ruanda - 5.5 7.2 0 133.7 0,3 134.0 275
Somalia 130.4 166.1  333.5 106.5 L45.0 9540
Sudan . 2715 - 333,3 600.3 3543 595.1 37.6
United Republic 4 . B

of Tanzania 52340 102,54 625.4. 130.3 805.7 bl oS
Upper Jolta  151,1 50,6 201.7 1567 2174 315
Uganca L2,2 46,0 Ol,.2 16.5 110.8 Seh
Total African )

least developed ' : .

countries 2 00753,8 1 282.2 3 423.2 960.5 L 2G61,7 31.0

" Total dewvelop-—
ing African
countries 5 814.3 2 131.5 O 945.2 2 9G4.3 13 930.1

Source: 0ICH, Developnent Co—operation 1681 Revicw,
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20, The total outstanding disbursed ecxternal debt for the African least.
developed countrizs rose 2y C per cent to rcach A0.71 Dillion in 1930 as the
countries continued to find it nccessary to talke out substantial coumercial
and short-term loans o cover the ever-widening resource gaps. [jost of the
total debt outstanding in 1680 (50 per cont) was concentrated in four
countrics; namely Ethiopia, Guinea, the Judan and the Tnited Republic of
Tanzania. In 1900 the African least dovelopad countrics paid out 5$754.%5 million
to cover debt-scrvice liabilitisss This ropresented 17.€ per cent of their
combined export carnings. The highest ratios ucre recorded for the Sudan
(5244 per cent), Cuinca (3.5 per cent), Chad (25.7 per ceat) and 3enin
(25.2 per cent).

v, LOHEY, FISCAL AND PRICES DZVELOPIIENT

2la During 197G and early 1980 the African lecast developed countries
sustained supstantial shortfalls in govermacnt Dudgetary receipts as a
result of the prevailing acpressec level of their international trade, which
is the prinary source of pgovernnent revenue, To manage the revenue gap, most
Governmnents resorted to suostantial money creation through bank borrewing,
The rasultant rise in the stock of noney in the face of pervasive domestic
supply shortages and the imweact of rising world prices contribuied to a .
flare-up of inflation. . In the latter part of 1930 aad early 1631, nmost
Coverntents appliced tightor fiscal and monetary policies to curp inflation
and reduce import demand and coxternal deficits on current account.

15 lcact developod countries hoving available data was about 22 per cont
b -
in 1979, The ratz decelerated to about 17 per cent in 1630,

22. Thac average rate of growth of noney supply (broadly defined) for the.
T

23, Two couwittries, Jurundi and Ithiopia, registered rates of growth of
noney supply of & and 7 per cont respectively in 1990, 1In both countrics,
contraction of the money supply twas duc to substantial Joclines in

foreign assets at a tine vhen tigat ceredit policies wers in force,

Apart from these two cases, the risc in monzy supply in the African

least developed countries as 2 uwhole was prinarily dus to excessive
expansion in domostic eredit, rarticularly public sector credit. Total
domestic credit contrimutec Z4 percentage points to the total poreentage
risc in the volume of noncy, considerably outweigning the contractionary
impact of the deeline in {oreign asscts and other items. Twenty-onc .
pereentage points were duc to the rise in public szotor borrowing alonc,
Developrients in net foreipn assets had only a 7 por cent contractional
effect on moncy supply, uvhercas changes in othor itens exerted a § por cent
contractional eflzct,

2L, The rise in govermicnt cxpenditure doosted the demand for goods and
services at a time of low growth in domestic output and linited iuports.
Conswaer prices in the lcast developed countrices as a whole conseguently
rose by 1C.2 per cent in 1970 and by 29.7 per cent in 1G39. Prices also
rose as a roesult of other factors such as the increases in taxes on goods,
which were generally oifected to mitigatc fiscal imbalances; inported
inflationary pressurcs which were transmitted throupgh the offects of fixed,
usuzlly over—-valued, cxchange rates; and the risc in the cost of cil,

ray materials and intermediate goods, which inercacec procuction cocts in
general.
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At current rates of growth this will require considerable restraint on credit
craation and govermment borrowing, Accordingly, fiscal poliey will have to
be executcd judiciously with a view to rationalizing expenditure and
mobilizing additiomal revenue. The financial performance of public enter-
prises will also nced to be improved. On the supplv side, production and
investment policies must emphosize the fuller utilization of existing
capacity and the completion of directly productive investment projects,
particularly thoce gearcd to the cxpansion of the export scctor. The
crucial role of the agricultural szctor in the adjustment process,
particularly as a scurce of expanded exports and foodstuffs, needs to be
enhanced, with particular emphasis placed on improving production and
productivity through appropriate pricing policies, the provision of

better incentives and adequatc input supplies and the application of
rasearch findings to local concitions. At the same time, complementary
measures will nesd to be taken to alleviate bDottle-necks in the supporting
sectors, particularly transport.

30. During the perid under roeview a number of countrice, notably the
Sudan, Ugenda, the Unitod Republic of Tanzania, the Upper Volta and Malaui
had initiated or were implementing adjustment programmes along the
guidelines listed above with the help of I7F and the World 3ank. However,
it is evident that to put the required policies and measures immediately
and successfully into a2ffect will require significantly greater zxtoernal
regources than what may be forthcoming from IiF and the VWorld 3ank. Against
this background, thc urgont neod to implement the international support
measurcs in rcspect of the immediatc action component of the Substantial
New Programme of Action for the 19C0s for the Least Developed Countries
adopted by the United Nations Conferencc on the Least Developed Countries
in September 1901 becomes readily apparent. It will be recalled that for
the immediate term, the programme calls for the immediatc provision of
suvstantial resources to the least developed countrics to enavl: then

mect their nost urgent needs.
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