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1. Introduction

On few subjects is there so much agreement as on the recognition that Africa is in deep
crisis and that its position has been worsening. This paper deals mainly, but not ex-
clusively, with Sub-Saharan Africa (SSA) and neither intends to analyse the causes of
this tragic situation nor to explore strategies to solve or alleviate it. Its main purpose
is to highlight the impact of foreign financial flows on Africa’s present predicament and
their eventual contribution to the continent’s recovery. However, by questioning the cur-
rent wisdom, namely Africa’s need for more trade and, consequently, for substantial
resources from abroad, the paper also contributes to the ongoing debate on alternative
approaches to the continent's development policies. As it seems likely that Africa is
going to be able neither to expand its exports nor to receive the inflow of external
resources on the scale deemed necessary by international organizations, its develop-
ment must come largely from within.

2. General Background

Africa’s main problems centre around poverty, limited capital and human resources,
dependence upon primary commodities, and environmental deterioration.

(1) Extensive and growing poverty, resulting mainly from lower economic growth, rapidly
rising population and recurrent famines.

The annual average growth rates of African GDP has declined from 4.1% in the 1960s
to 1.3% in the 1980s which, given Africa’s rate of population growth, means that the
per capita income has dropped from 1.3% to -1.9% in the same period. The conti-
nent’s total population, close to 600 million in 1989, is growing at an annual rate above
the 3%. More than 80% of Africa's population is concentrated in SSA, where its rate
of growth is still accelerating. On the basis of present trends, Africa could have 1
billion inhabitants by the year 2010 [WB, 1989, 4], although even then almost one-
third of African countries will have a low population density.

1 This is the revised version of the paper presented to the Workshop "'African Banks and Human Resources,
National Savings and Foreign Capital in the 1990s "' organised by Finafrica and the Bank of Tanzania at Arusha,
17-21 November 1991

2 Dr, S. Sideri is professor of international economics at the Institute of Social Studies, The Hague, The
Netherlands.
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In 1987 per capita income averaged $550 for the whole of Africa, but only $360 for
SSA [OECD, 1991, 326]; overall African per capita income grew at an average an-
nual rate of 1.1% during the period 1965-1987, while in SSA it declined from 2.9%
in 1965-1973 to -2.8% in 1980-1987, averaging a mere 0.4%. If Nigeria is exclud-
ed, the per capita income of SSA has been steadily declining since 1967 [WB, 1989,
figure 1.1, 17] and presently only three countries in SSA have per capita incomes
higher than $1,000 [WB, 1990, 1, 90]. The life expectancy at birth barely reaches
53 years for Africa and 51 years for SSA [UNDP/WB, 1989, Table 1-1, 3] [WB, 1989,
Table 1, 221], while the infant mortality rate is about double that of other develop-
ing countries (LDC). According to a World Bank's study, *'low-income Africa is poorer
in 1986 than it was a generation ago in 1960"3 and the same study prophetically
predicted that "if present trends continue, the human disaster of 1983-84 in Sub-
Saharan Africa will return to haunt the world economy' [WB, 1986, 1].

(2) Limited and deteriorating capital stock, particularly human resources.

For the whole of Africa gross domestic investment averaged 21.8% of GDP in
1980-1985 and 20.7% in 1986-1987 [UNDP/WB, 1989, Table 1-9, 11]. For SSA the
average investment rate grew from 16% of GDP in the 1960s to 20% in the 1970s,
although in real terms, given SSA'’s higher costs, these investment rates were lower.
In SSA during the 1980s “‘investment rates have declined by a quarter... reflecting
the drop in both the domestic and foreign saving rates' [WB, 1989, 25]4.

Actually, the gross domestic savings of SSA have dropped from an average of 13.9%
of the GDP in 1980-1985 to 11.8% in 1986-1987, while those of Africa as a whole have
fallen from 20.8% to 17.5% in the same periods [UNDP/WB, 1989, Table 1-10, 12].

The decline of the foreign savings rate resulted from the sharp fall of non-
concessional flows in 1984-1985 and the reduced creditworthiness of SSA [WB, 1989,
25] and Africa in general. During the same period direct foreign investment (DFI)
averaged 1.7 billion current dollars annually. More relevantly, machinery and
transport equipment imports have declined from around $35 billion in 1981 to less
than $22 billion in 1985 and 1986, further reducing the utilization of manufacturing

3 Few years later The World Bank states that "overall Africans are almost as poor today as they were 30 years
ago'’ [WB, 1990, 1]. OECD estimates Africa’s and SSA's real GNP per capita in 1987 at 94% and 92%, respec-
tively, of 1980 levels [OECD, 1991, 330].

4 Gross domestic investment has been declining, averaging less than 22% of the GDP in the first half of the
1880s and around 20% in the second part [UNDP/WB, 1989, Table 1-9, p. 11].
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(3)

capacity [UN, 1990, 20], while the inability to maintain the existing poor infrastruc-
ture has raised the cost of production and exchange. According to the World Bank,
“Africa's investment and operating costs are typically 50 to 100 per cent above those
in South East Asia — the most comparable region’’, while ‘‘wage costs are high
relative to productivity'' [WB, 1989, 3 and 27].

As for the human capital, 125 million Africans are illiterate, although enrolment in
primary schools has certainly increased — from 47% to 75% between 1980 and 1987.
Enrolment in secondary schools also has risen, but only from 7% to 29%. The figures
are much lower in SSA: from 41% to 66% for primary schooling and only from 4%
to 16% for secondary education [UNDP/WB, 1989, Table 1-1, 3], and the quality of
education has deteriorated throughout Africa [WB, 1986, 29], due to the low and declin-
ing expenditure per head in education — from $32 in 1980 to $15 in 1987 according
to UNESCO's figures [UN, 1990, 23]5 — and to the accelerating brain drain which
pulls intellectuals, professionals and technicians northward.

Two further considerations must be voiced. While borrowing abroad clearly has "'pro-
ved insufficient to check a widespread erosion of the physical and human capital stock”
[C. Hardy in Berg and Whitaker, 1986, 459], contrary to IMF and World Bank analyses,
some African countries, like Sudan, "‘cannot be said to suffer a shortfall, either of
savings or of foreign exchange'' but that instead their
adjusted accounts reveal a huge current account and savings surplus. The "pro-
blem’ is that the state in such countries has no capacity to harness these
surpluses for productive investment in the domestic economy... The migrants,
who need to remit their earnings to support their families, provide the foreign
exchange and the transfer mechanism through which the private entrepreneurs
can engage in capital flight [Brown, et al., 1991, 15].

Heavy dependence on primary commodities and consequently on declining, and
unstable, export earnings caused by factors largely beyond African countries’ control.

Within the Third World, Africa’s dependence on primary commodities is the most
pronounced, as they account for between 85 and 85% of the total value of its ex-
ports, a large part of which consists of fuel — about 83% of total export earnings
in 1987 — [UN, 1990, 15, fn. 1].

5 During the period 1980-88 the GDP share of expenditure on defense and on health and education has averag-
ed 7.8% and 5.8% respectively in Egypt, 12.0% and 4.4% in Angola, 8.2% and 5.2% in Ethiopia, and 4.2%
and 5.6% in Algeria; The Economist, November 2nd 1991, p. 67
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The volume of SSA imports has declined at an annual average rate of -1.5% during
the period 1980-1989 [UNCTAD, 1990, Table 2, 5]6 and its imports per capita have
been falling since 1970. Declining imports have negatively affected the growth of
SSA’s investment rate, already the lowest among developing regions, and the
deterioration of these two variables threatens to undermine the structural adjust-
ment programmes undertaken by many of these countries. Yet, if the loss of the
import capacity is accepted as the basic cause of SSA’s economic decline [Green,
1986, 15], it cannot be ignored that the fall in farm production — from nearly 3%
in the 1960s to half that rate since the early 1970s — has also resulted from develop-
ment strategies which tended to neglect agriculture.

In absolute value, Africa’s exports have declined drastically, from $96.1 billion in
1980 to $54.8 billion in 1987 — those from SSA from $51.3 to $31.8, respectively
— and more sharply than imports, the value of which declined from $77.9 to $54.7
billion during the same period [UNDP/WB, 1989, Table 2-1 and 2-2, 36-37]. The
volume of Africa’s exports declined by 4.1% annually during the first half of the 1980s
and then grew at a positive, albeit modest rate of 2.5% in 1985-1989 — SSA's by
-4.9% and 5.0%, respectively [UNCTAD, 1990, Table 3, 6]. Declining export volumes
have contributed more to poor export revenues than have declining export prices
[WB, 1989, 19-20]. As prices are set in world markets, while volumes are largely
decided domestically, the impact of the misguided policies pursued by African
governments cannot be denied. With respect to OECD countries, African exports
have declined from $61.8 billion in 1985 to $50.6 billion in 1988, while its imports
have moved from $48.5 billion in 1983 to a minimum of $43.7 billion in 1986 and
then back to $48.1 billion in 1988 [OECD, 1991, 336)].

During the period 1980-1987, Africa’s terms of trade deteriorated from 100 to 66
— from 100 to 70 those of SSA — [UNDP/WB, 1989, Table 2-14, 49]. The share
of SSA exports in the total world trade has declined from 2.4% in 1970 to 1.3%
in 1987, its share of non-fuel primary commodities from 7% to below 4%, a fall ap-
proximately equivalent to its total debt service [WB, 1989, 19-20 and 173). By 1988
the continent's market shares for its main exports, namely cocoa, coffee, cotton
and copper had fallen by between 20 and 40% below 1970 levels [UN, 1990, 15].

6 While in the text of the World Bank's study the average annual growth rate of SSA's exports is given at 6.6%
in 1965-1980 and at -0.8% in 1980-1987, in Table 12 of the Statistical Appendix the figures are 15.1% in 1965-1973,
0.2% in 1973-1980 — s0 8.1% for the whole period 1965-1980 — and -1.3% in 1980-1987 [WB, 1989, 173 and
Table 12, 240-241].
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Furthermore, the $18 billion Africa earned in 1988 from the exports of its primary
products — excluding fuel — ‘‘compares poorly with the $17.2 billion needed in
1987... for debt servicing [obligations not actual disbursements] or with the $13 billion
needed in 1988 for food imports’ [UN, 1990, 16] excluding food aid received.
Dramatic also is the food situation in a continent that as recently as 1970 was self-
sufficient in food; now almost one in four Africans is undernourished and the food
deficit is estimated at more than 30 million tons per year — 10 million tons for SSA
alone — and likely to rise to 50 million tons by the end of the present decade [UN,
1990, 18]. Even if average birth rates may have declined, child malnutrition has in-
creased as have many other diseases, including Aids, not directly connected to food
shortages.

Both the continuous decrease in the export prices of primary commodities, particular-
ly those of tropical beverages, and the growth of food imports, have contributed
to the deterioration of Africa's trade and overall current account balances, the lat-
ter having leapt from -$15 billion in 1987 to -$21 in 1988 and being estimated to
about -$25 in 1989 and 1990 [UNCTAD, 1990, Table 17, 33].

The African agricultural crisis is rooted in the structural weakness of the sector anc
precedes the financial and economic crisis. Therefore, although the agricultural
policies followed by the African governments share some of the responsibility for
the region’s predicament, it seems rather naive to believe that it can be overcome
simply by pricing and marketing measures. And, finally,
serious environmental deterioration through a self-reinforcing process of:
(a) desertification, which already affects over 60% of Africa’s arid and semi-arid land.
(b) deforestation, i.e. the destruction of 3 to 4 million hectares of forest annually;
(c) land degradation, as results of which in most of Africa soil fertility is declining
and the ecological balance of grazing grounds is being upset.
The environmental degradation is closely linked to rapidly expanding populations
and industrialization efforts. If coping with these problems requires “sustained
political commitment and appropriate conservation policies on the part of African
governments”, the challenge cannot be undertaken without “'substantial technical
and financial support from donors extending over many years' [WB, 1986, 31].
The real challenge for Africa is now to reverse these trends and to start a process
of economic growth compatible with a sustainable and equitable development for
maost of the continent.
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3. International Primary Commodity Markets

Even though the problems related to food, population, ecology, debt, and exports are
all interconnected, it is generally agreed that it is the failure in the commodity sector
which has been central to the economic crisis facing Africa — as both a contributor
and a casualty’ [UN, 1990, 28]. Therefore, the analysis of this sector represents the
starting point for attempting to understand the present quandary of this continent and
to explore the developmental options available to it.

Clearly, this failure results from external as well internal factors. It appears that although
world consumption of most of Africa’s major non-fuel commodities has been rising, their
prices have grown less than those of manufactures and consequently Africa’s terms of
trade declined through most of the last three decades. Undoubtedly, the same external
conditions have not prevented other LDCs from prospering. Yet the low level of diversifica-
tion, together with the other factors indicated above and with what has been called *‘the
poor public sector management” [WB, 1989, 27], all have contributed to the different
response generated by most of African countries to the changing world environment. The
existence of the Lomé Convention has not really helped ACP (African, Caribbean and Pacific)
countries to take fuller advantage of the trade preference it offers and has not encouraged
diversification. For ACP countries, access to developed markets is essential and until now
the Lomé Convention has failed to open up the EC market [WB, 1989a]. Its overall impact
on the ACP countries has been modest and certainly much less than many expected from
it [Sideri in Sideri and Senguta, 1992]. It is true that SSA exports confront no effective EC
tariff and get an average tariff preference margin of 2% when compared to other LDCs.
EC tariff preferences for SSA exports also are more generous than the GSP benefits of-
fered by other DCs, which are equally open to all LDCs exports [Erzan and Svedberg, 1989].
Yet, the share of SSA in total extra-EC imports declined from 6.6% in 1980 to 5.4% in
1988 — the decline of the share of EC exports to SSA, 7.4% and 4.4% respectively, was
even more marked — with the EC absorbing more than half of all SSA exports. Only EFTA
— by just few points — has a larger share of trade with the EC as a percentage of trade
with the rest of the world. The composition of SSA exports to EC has changed little bet-
ween 1975 and 1987, aside from the share of manufactured goods, which has increased
from 5% to 14% of total exports [Tovias, Table A2, A6 and A7, 56-61], a share that is large-
ly made-up by simply processed raw materials and cheap textiles, the production of which
remains concentrated in a few countries.

Finally, there are the difficulties encountered by both international commodity agreements
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(ICA) and regional co-operation schemes. In the past ICAs, with very few exceptions, have, for
various reasons, not performed well. Yet some form of co-operation between producers and con-
sumers could substantially help African economies as they embark upon or continue their inter-
nal economic restructuring. Foreign expertise and technology is required to expand, diversify
and process most primary products, but it is particularly needed for expanding mineral produc-
tion and exports, which require better infrastructures and better relations with foreign companies.
The list of the internal factors that have contributed to the failure of African commodity
sectors is equally long and includes "‘low productivity and uncompetitive production.
_.il-advised government policies, unenlightened administration and organization, a
serious lack of agricultural scientists and extension officers, a poor knowledge of inter-
national markets, a lack of investment in transport and other infrastructure essential
to effective competitive production and an economic policy framework which offer
overseas investors few incentives” [UN, 1990, 28].

While most countries in Africa have embarked upon major policy reform programmes
under the tutelage of the IMF and of the World Bark, the declining prices of many of
their main exports, the restrictive trade policies of the developed countries and the per-
sistent debt-servicing problems all contribute to render the reforms envisaged in these
programmes, more difficult, if not impossible, to carry out. Therefore, it seems that the
cause of chronic exchange crises in many African countries is less the accumulation of
debt and debt service obligations and more on the deterioration of their debt-servicing
capacity, i.e. the secular decline of their earnings since the late 1970s [Brown, 1991, 10].

Agriculture and mining remain the pillars of any development strategy for Africa. Due
to the fact that nearly four-fifths of the population depend on agriculture, increased
agricultural production is essential for any real and lasting improvement in living stan-
dards. Meanwhile, the level of export revenues crucially depends on the mining sector,
and mining exports are expected to expand more than those of other primary com-
modities. However, since prospects for significant increases in the world price of most
primary commodities are poor, higher export earnings can only come from increased
output, diversification into new products and penetration of new markets. If, as com-
monly assumed, the required investment cannot be financed entirely by domestic sav-
ings, then the net inflow of foreign resources would be a substantial share of the GDP.
The same road Africa travelled in the 1980s.

4. International Debt

The more than doubling of Africa's external debt since 1980 represents a crushing
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burden for the continent. Africa's foreign debt has increased from $107.7 billion in 1980
to $219.6 billion in 19877, SSA's from $56 billion in 1980 to $147 billion in 1989 and
a projected $161 billion for 1990 [WB, 1990, 1, 130]. Debt service for the whole of Africa
has risen from $12.6 billion to $17.3 billion during the period 1980-1987 absorbing a
growing share of export revenues, namely from 11% in 1980 to 26% ex post (33% ex
ante, i.e. in terms of obligations) in 1988 [UNDP/WB, 1989, Table 3-18, 90 and Table
3-21, 93]. Growing international interest rates contribute to the worsening of the situa-
tion and rescheduling — if not accompanied by reduction of the principal, i.e. write-
down — increases total indebtedness as it capitalizes arrears [UN, 1990, 85].

The increase in Africa's debt burden indicates that the problem is one of deep-rooted
poverty and insolvency rather than temporary liquidity. That most of it cannot, and will
not, be repaid was recognized in the Toronto Agreement of 1988 which, however, should
not be seen by the African ruling elites as an invitation to repeat the experience of the
1980s. The Toronto Agreement established the principle of debt and debt service reduc-
tions on public and publicly guaranteed debt for low-income developing countries —
28 of the 42 least developed countries (LD) being in Africa. Although the Agreement
has had some impact on African indebtedness, cancellation does not yet apply to private
debt and moratoria must be extended. Actual cancellations in 1986-1989 saved low-
income countries in Africa less than $250 million in debt service [ODI, 1990, 4). Two
new proposals to alleviate the debt burden of low-income countries, exist. J. Pronk,
Dutch Minister of International Co-operation, has proposed a collective declaration of
forgiveness for all bilateral official debts; J. Major, then British Chancellor of the Ex-
chequer, has suggested a more complex scheme, which tends to further improve the
terms of the Toronto agreement relative to Paris Club reschedulings8. However, as the
poorest countries are not servicing their debts anyway, the ‘'British proposal to cancel
two-thirds of what they owe would cost creditors precious little”. Instead it may cause
some outflow from the debtor countries, ‘‘since they would require that the remaining
third of the debt should actually be serviced’. Although the British proposal "‘would
match the Brady plan for the less desperate countries”, it has received little support
from the rest of the rich countries. Thus, at the Harare Commonwealth Summit in Oc-

7 According to UNCTAD, the African outstanding debt was $272 billion in 1987 and $274 in 1988 and it is estimated
to have reached £299 billion in 1990 and $309 billion in 1991 [UNCTAD, 1990, Table 19, 35]

8 Major’'s proposal involves to include in a single operation a country's total debt; to rise the write off 1o two
thirds; to capitalize the interest payments relative to the first five years and spread their payments over time
and according to the country's economic progress; and to lengthen the repayment period from 14 to 24 years.
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tober 1981, Major declared that Britain was *‘going it alone' on this proposal after fail-
ing to secure backing from the Paris Club of creditor nations.

SSA's debt has grown faster than that of the whole of Africa. Its total debt service ex
post has increased from $6.3 billion in 1980 to $8.8 billion in 1989 and projections for
1990 put it at $11.2 billion. SSA’s debt represents only about 10% of Third World in-
debtedness. The ratio of this debt — both short-and long-term — to exports of goods
and services has therefore risen from 97% to 371% between 1980 and 1989, while the
debt service ratio has grown from 11% to 22% [WB, 1990, 1, 130; 89 and Table 6, 20].
The latter ratios refer to service payments actually made, which in 1989 represented on-
ly 39% of the amount due [WB, 1990, 1, Table A6.1, 89]. Therefore, the ratio of due debt
service to exports of goods and services has grown from 29% in 1983 to 34% in 1988,
a share larger and growing faster than that of LDs as a whole, i.e. 24% and 25% respec-
tively [OECD, 1990, Table 18, 203]. According to the World Bank the ratio of debt service
actually paid averaged 27% of SSA's exports in 1988,° but scheduled debt service
payments were about 47% of export earnings, the same level than those of Latin America
[WB, 1990, 1, 89]. About 70% of SSA's debt, including short-term commercial trade credits
and drawings from the IMF, is at market rates, but only 39% is owed to private creditors,
one third of which is guaranteed by creditor governments [WB, 1989, 20-21).

No wonder then that "'of the 44 countries in the region, 30 have resorted to reschedul-

ing of their debt with their creditors’ [WB, 1990, 1,89] and
no more than a dozen Sub-Saharan countries have serviced their debt regularly
since 1980. For the others debt service payments have had to be reduced, either
through rescheduling or the accumulation of arrears. Altogether during 1980-88,
25 sub-Saharan countries rescheduled their debts 105 times [...and) only four severe-
ly indebted countries have not rescheduled their debt in the past eight years [WB,
1989, 21].

Multilateral debts and short-term trade credits have been much more likely to be serv-
ed, while ‘‘the payments to private creditors have been virtually suspended by most
of the African Countries’". Of the debt service payments actually made by SSA, half
went to official creditors and one third to the private ones [WB, 1990, 1, 89 and 91).

The more recent evolution of the various types of debt is summarized by the World Bank
as follows [WB, 1990, 1, 92-94].

9 And not 34% as calculated by OECD [QECD, 1990, Table 18, 203] and reported above in the text
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(1)

The outstanding debt of SSA with multilateral institutions and the IMF amounted
to $38 billion in 1989, generating $4.2 billion in debt service. The same year, the
multilateral institutions increased their loan disbursements to $3.4 billion which,
after subtracting repayments and interests, represented a net transfer of $1.8 billion.
These institutions then provided another $2 billion as official development assistance
(ODA) grants. In 1990, net transfers to SSA by the World Bank alone amounted
to $1.2 billion, while IDA’s, and its commitments for adjustment-based lending, rose
to $1.3.

The claims of official bilateral creditors on SSA reached $56 billion, with service
payments of $6.7 billion. To improve SSA's debt burden they have:

(a) increased the flow of concessional aid from 10% of the total ODA in 1960 to
more than 30% at the end of the 1980’s;

(b) cancelled or converted bilateral loans owned by various SSA countries into grants,
although with little aggregate impact, of such action has been small in the ag-
gregate, while the risk remains that forgiveness may reduce the level of new
grants and concessional loans to the same countries to which it applies; and

(c) accepted the rescheduling of the Club of Paris, where debts for more than $5
billion have been consolidated since October 1988, with a cash flow savings of
only about $100 million a year, but with a substantial buildup of the debt, to the
tune of 40% of the long-term non-concessional debt of the rescheduling coun-
tries.

The role played by private creditors has been rather modest in the external financ-
ing of Africa; their outstanding debt was $31 billion in 1989, only $20 billion if Nigeria
is excluded, with a debt service of $9.1 billion, or $4.3 billion without Nigeria. To
help countries to reduce their debt, in 1989 IDA established the Debt Reduction
Facility, which provides grants of up to $10 million to countries with adjustment pro-
grammes to buy back or exchange commercial bank debt at a discount.

At any rate, net financial transfers to SSA have declined from $4.7 billion in 1981 to
-$1.2 in 1985 and to the estimated $1.1 billion of 1989 [UNCTAD, 1990, Table 10, 19].
Decisions on aid and debt relief must be more adequately harmonized and "'viewed
as elements of a single financial plan in support of growth-oriented adjustment”. This
is also needed in order to avoid using increases in aid — and the expected rise in ex-
port earnings, which has not yet materialized — to reduce debt instead of supporting
growth [WB, 1986, 45].
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5. External Capital and Foreign Aid

Yet, all international organizations and most African governments insist that policy
reforms aiming at promoting economic growth depend on additional financing, in order:

(1) toincrease the use of existing capacity, allowing the import of essential goods and
industrial inputs;

(2) to raise investment rates; and

(3) to alleviate the negative effects that price changes (caused by greater reliance on
market mechanisms) are going to have on the social and political tissue of the coun-
tries undertaking adjustment programmes.

The main source of financing for external payments is export earnings, a source which
in the case of Africa, not only has been shrinking, but given the production structure
and the composition of the exporting sector cannot be expected to respond rapidly to
export-oriented policies and/or to growing external demand. Even intra-regional trade
is very modest and is bound to remain so for some time to come. Thus it is difficult
to imagine Africa’'s economic recovery without a substantial and sustained inflow of
foreign capital. But how large have these inflows of foreign resources have been recently?

Bilateral ODA to Africa by OECD countries (DAC) has increased from $6.8 to $12.7 billion
between 1883 and 1989. This continent has been absorbing the largest share of this
form of assistance to the Third World during the 1980s, namely about 37%. Most of
bilateral ODA to Africa has accrued to SSA, whose share in relation to total ODA to
the Third World has grown from 27% to 30% and with respect to all of Africa from 73%
to 80% [OECD, 1991, A.18].

According to OECD data, net ODA to Africa reached $18.3 billion in 1989, at 1988 prices
and exchange rates, from $15.2 billion in 1980 to almost $20 billion in 1985 [OECD,
1990, Chart 3, 17). A similar trend characterizes total net disbursements of ODA to SSA.
The aggregate net financial transfer to SSA has grown in current dollars from an average
$11 billion in 1980-1982 to a peak of $16 billion in 1987 and then to $14 billion in 1989
[OECD, 1990, Table 16, 202]. At 1988 prices and exchange rates, the transfer becomes
$16 billion in 1980-1982, $17 billion in both 1986 and 1987 and $14 billion in 1989 [OECD,
1990, Table 17, 202].

In 1988-1989 the ODA received by SSA averaged 11.2% of its GNP (up from 7.5% the
previous year and from 4.2% at the beginning of the 1980s [OECD, 1990, Table 37,
226]). The share of ODA received by the region's LDs averaged 14.2%, and within these
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countries reached, for instance, 76.1% for Mozambique, 18% for those of the Sahel
Group and less than 5% for Zimbabwe [OECD, 1990, Table 19, 204]. According to The
World Bank the net transfers to SSA have averaged 4.8% of its GDP in 1975-1980,
3.3% in 1980-1985 and 6.2% in 1986-1987 [WB, 1989, Table 8.3, 174].

Direct foreign investment in Africa is very small — about 10% of DFI in the Third World,
mostly from France and the UK and little from the US and Japan — and since the oil
crisis of 1979 it has been also declining. The transnational corporations (TNC) are
disinvesting in Africa. Over the period 1980-1988, the total cumulative net amount of
DFI received by SSA exceeded $7 billion. Yet, the share of DAC in total DFI in SSA
declined from 14% to 4% between 1981-1982 and 1987-1988, while that of European
DFI fell even more during the same period, from 19% to 3% [OECD, 1990, 128 and
Table 3-3, 127]. The decline of DF| in Africa has been explained by the shortages in
foreign exchange, growing lack of access to foreign capital, declining ODA, rapid in-
creases in the external indebtedness, social and political instability and last, but not
least, the steady decline in returns on investment (i.e. the ratio of growth of output to
the rate of investment in a given year) which in 1980-1987 were just above 6% com-
pared with almost 37% in South Asia [WB, 1989, 25-26].

Since the problem of foreign exchange shortages and external debt means that spare
parts cannot be imported and therefore existing plants are forced to operate below
capacity or are completely paralyzed, any attempt to increase the inflow of DFI depends
on the solution of the debt problem. Debt-equity swaps have become an opportunity
for DFI in the LDCs, although the fact that Africa’s liabilities tend to be public rather
than commercial limits the utilization of this measure.

DFI inflows into Africa could grow as result of better world or regional conditions, by
a more welcoming attitude to DFI on the part of African countries0, by the utilization
of new forms of investment and privatization programmes and by the commitments to
exploit the region’s abundant natural resources. With respect to the resources sector,
particularly gold and diamonds, the low levels of DFI in the recent years have probably
caused a more than proportional reduction in growth of productive capacity, so that
a revival of investment in this sector may be expected. Tropical products could also

10 Actually, most African countries have already reduced or reversed their hostility towards TNCs and have
either introduced or made adjustments to their investment codes or guidelines in order to attract DFI. To further
promote it they allow tax holidays, removal of controls on remitting dividends and relaxation of rules on retaining
export income. Furthermore, export processing zones are being established in growing number.
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see an increase in DFI due to the favourable entry into Europe provided by the Lomé
Convention and now by the opening-up of Eastern Europe. Foreign investors have re-
mained active in the energy sector, where oil and gas exploration have continued even
during the late 1980s, despite low oil prices. It is expected that Japanese investors will
find this sector increasingly attractive.

The intensification of intra-regional trade may also enhance DFI because such trade
can absorb part of its output — often too large for domestic markets — before it can
enter industrial countries’ markets.

A wider applicability is having in Africa the participation of foreign investors in invest-
ment packages that include local private investors, government, local or regional banks,
and investment or management advise from non-African international institutions —
such as the International Finance Corporation of the World Bank, the Commonwealth
Development Corporation, the Deutsche Finanzierengesellschaft fur Beteiligungen in
Entwicklungslandern, The European Investment Bank, and the United States Overseas
Private Investment Corporation.

Other incentives for stimulating DFI are the establishment of appropriate legal
frameworks, the streamlining the licensing procedures, the use of counterpart funds
generate by commodity aid, tax incentives. Last, but not least, all African govern-
ments should start or should accelerate the process of divestiture, disengaging from
those state enterprises that would be more efficiently and profitably run as private
businesses.

Yet, in order to work these incentives must be accompanied by the implementation of
macro-economic policies which TNCs judge favourable to their investment goals. This
means that if the macro-economic adjustment tends to produce deflationary effects —
as most of the structural adjustment schemes preferred by IMF and the WB do — then
DFI may be discouraged.

Aside the incentives available at the national level, countries should launch joint efforts
to attract DF| rather than compete for it by multiplying the advantages to foreign in-
vestors. Regional action is the more important in SSA given the modest size of most
of its national markets. Furthermore, the design and implementation of infrastructural
development plans — a very important incentive for attracting DFl — cannot be much
effective without regional coordination.

Compensatory financing is very useful in bridging over a temporary, self-reversing short-
fall in foreign exchange earnings. The Structural Adjustment Facility (SAF) establish-
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ed by the IMF in 1986 and the Enhanced SAF (ESAF)!" of 1987, both aim at providing
additional short-term contingency financing on soft term and at reducing the flow of
funds to the IMF from low-income countries. They have then been integrated into the
Contingency and Compensatory Financing Facility (CCFF)'2, but the mechanism of in-
tervention needs improving [UN, 1990, 87] and the IMF is still reducing its exposure
to low-income countries. Based on short-term programmes the Facilities carry rigorous
short-term IMF policy conditions and additional medium-term strings. As result they have
neither been popular with debtors nor have prevented net transfer by low-income na-
tions to the Fund. At the same time the Facilities have reduced additionality as the con-
tributions to ESAF have also come from existing aid budgets.

The World Bank refinances interest payments on its loans by reducing them by 60-90%,
depending on the size of the matching contributions from the Nordic governments, but
imposing adjustment policy conditions similar to those of ESAF.

The Special Facility for SSA established in 1985 aimed at focusing aid, especially non-
project assistance (the importance of which is being recognized by an increasing number
of donors) on countries willing to adopt adjustment programmes and at facilitating col-
laboration between multilateral and bilateral agencies. Project assistance is also con-
centrating on projects that maintain (the backlog of road maintenance is estimated to
cost $5 billion on top of the $700 million needed annually during the present decade
to avoid further deterioration [WB, 1989, 176]) or rehabilitate existing capacity, while
aid coordination is being strengthened both at the central level — both bilaterally and

11 Both the IMF and the World Bank maintain the rule that their loans cannot be rescheduled. Yet in 1986 the
IMF created the Structural Adjustment Facility (SAF) to refinance some service due to them by re-lending low-
income countries’ payments on softer terms. SAF was enlarged in 1987 and Enhanced SAF (ESAF) has been
created with capital from OECD countries, except the US, plus Saudi Arabia. Furthermore, low-income coun-
tries with heavy debt burdens can use 25% of an IMF ESAF credit for commercial debt reduction and 40%
of quota for debt service reduction.

In 1988-1990 the World Bank refinanced $650 million of $700 million interest payments due to it from 13 low-
income African countries. Under its Special Programme Assistance (SPA) $1.35 billion was targeted for low-
income "debt distressed'’ Africa in 1987-1990. The World Bank has allocated also $100 million of income on
its past loans to be used as grants for debt or service reduction, with a maximum of $10 billion per country [ODI,
1990, 3].

12 In April 1988 the IMF Board moadified two of its lending facilities: it widened the Compensatory Financing
Facility (CFF) into the CCFF, by adding an “‘External Contingency Mechanism' to compensate for foreign ex-
change shortfalls during IMF programmes and for unexpected interest rate and import price rises; and it also
agreed to use Extended Fund Facility (EFF) loans for countries with a record of sustained adjustment, loans
that have longer repayment periods and lower interest rates.
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multilaterally, with expansion of donors’ formal arrangements, consultative groups and
round-tables — and at the local level — multiplication of special meetings on aid for
selected sectors and growing importance of the regular meetings of local representatives
of major donors — [WB, 1986, 43-44].

Another initiative of the World Bank has been the establishment, at the end of 1987, of
a three-year Special Program of Assistance (SPA) for Africa’s low-income, debt-distressed
countries to which it should provide highly concessional and quickly disbursed finance.
In practice, ‘'however, the SPA has increased financial flows by less than expected'’ [ODI,
1990, 4], although there are higher expectations for SPA’s Second Phase 1991-1993.

Export credits to LDCs have not revived, although in the first half of 1989 their negative
net flows slightly exceeded 30%, from about 50% in 1986-1987.

For Africa the negative net flows have declined more — 24% in the first half of 1989
— while they averaged about 55% in 1986-1987. In absolute terms, net flows of total
medium- and long-term export credits to Africa have been reduced from $3.6 billion
in 1981 to -$2.3 billion in 1988 [UNCTAD, 1990, Table 8 and 9, 17-18] and those to
SSA from $1.9 million to $0.6 million [OECD, 1989, Table 1.6, 29].

In summary, the net private transfers that Africa obtained between 1980 and 1987 have
changed from $1.9 billion $6.2 billion, net official transfer from $3.2 to $6.0 billion and DFI
from almost zero to $1.5 billion. For SSA the flows are the following: from-$1.3 to $0.8 billion;
from $2.9 to $4.8 billion; from zero to 0.5 billion, respectively [UNDP/WB, 1988, Tables 2-5
to 2-8, 40-43], figures lower than those presented above from OECD publications and lower
than those used by the World Bank and reported below. Although net transfers have in-
creased, they remain rather modest. These flows could be larger if due consideration would
be given to the growing levels of informal, unrecorded activities which also generate flows
across frontiers and often strongly alter official data [Brown, 1991].

According to World Bank calculations, to make the per capita income increase by less
than 1% annually'® during the 1990s (between 1 and 2% during 2000-2020!), while
overall per capita consumption stagnates, African GDP must grow at a rate of 4%, total
investment rise to 25% and domestic savings to 18% of GDP by the year 2000 when,
after allowance for interest payments, the gap between investment and savings will be

13 "If real average incomes in Africa's poorest ten countries were to rise by just 1% a year, It would be 50
years before they reach even the pitiful level currently achieved by the average Indian’ commented The Economist
on March 4 1989, p. 15.
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about 9% of GDP. This gap should decline to 5% in 2020. In order to close its saving
gap SSA alone will need annually at least $22 billion of gross ODA at 1990 prices —
or $27 billion at 1987 prices [UN, 1990, 88] — up to the year 20004 [WB, 1989, 13-14
and 174-75]. For SSA alone this implies a net transfer of $12 billion in 1990 rising to
$19 in 2000, at 1990 prices, equivalent to 8% and 9% of its GDP, respectively [WB,
1989, Table 8.4, 179]15.

To these net additional transfers, one has to add another $10 billion to meet the estimated
financial needs of Northern Africa [UN, 1990, 88], only to stop the continent's decline
and to give it a chance of re-igniting its development process. In order to obtain this
flow of resources to SSA during the 1990s, ODA must continue to grow at about 4%
a year in real terms — actually lower than the rate of growth achieved in the 1980s
— while concessional debt relief, preferably debt reduction, must be agreed so as to
avoid that debt servicing exceeds recent payment levels, namely about $9 billion dur-
ing 1987-1989. Yet, the projected amount for 1990 is already $11.2 billion [WB, 1990,
1, 130].

For the foreseable future, the economic growth of SSA will continue to rest on agriculture
and other primary products, the prospects of which depend both on the supply, taking
into account unpredictable climatic conditions, and on the availability of markets abroad.
To shift the ratio of exports to GDP from about 19% in 1986-1987 to the required 24%
in the year 2000 and more later on [WB, 1989, 174] will not be easy. The manufactur-
ing sector — which still contributes only 11% of SSA's GDP — depends both on the

14 In its 1986 study the World Bank estimated that "'IDA-eligible’’ or "'low-income’’ countries of Africa needed
al least $11 billion a year in concessional flows and since $8.5 billion alone were expected to materialize, a
gap of $2.5 billion was predicted, a gap which could be closed only by extra multilateral and bilateral aid [WB,
1986, 2-4]

15 More specifically the ODA requirement for SSA are as follows

Annual average Projected
(billigns of curren! dollars) (billions of 1990 dollars)
1981-1985 1986 1990 2000
MNet transter 5 B 12 19
(% of GDP) (3) (5) (8) 9)
Dabt service payments 9 9 a9 L:
Other flows, incl. DF| 3] [:] 6 6
Gross ODA 8 1" 15 22

Source: [WB, 1886, Table 8.4, 179)
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access to foreign market as well as on foreign investment, including human resources,
imported inputs and technology. More regional co-operation could help to reduce the
dependence on overseas markets for Africa's manufactures, though it would not lessen
the need for net capital inflows from outside the continent. Exports will also remain con-
centrated on few primary commodities for which other markets have to be found, as
prices are not expected to improve much.

Imports are expected to grow at 1% over and above the 4% rate of growth of the GDP
during the 1990s, and in line with the latter afterwards, assuming that SSA is able to
curtail its dependence on food imports, which are estimated to reach 15 billion tons
by the 2000, at a cost of about $4 billion at 1988 prices [WB, 1989, 175].

6. Future Perspectives

To resume economic growth African producers must be determined to regain a substan-
tial share of the international market for their commaodity exports. This requires a pro-
found transformation of the economic structures of most African countries, a transfor-
mation that — and here it is difficult to disagree with the main conclusion of one of the
most recent reports on the African situation — “‘will remain an idle hope’" without substan-
tial and sustained assistance from the international community [UN, 1990, 3]. This means
that although most of the efforts must be made internally — like drastic cuts in military
expenditures which averaged more than 11% of government expenditure during the
period 1980-1986 [UNDP/WB, 1990, 4-27, 125]; strengthening of the African govern-
ments' capacity to design “‘their own favorite package of policy reforms™ and ‘‘coor-
dinate their foreign assistance’ [WB, 1988, 45], and increasing domestic savings —
the response of the international community remains essential.

Before considering the external response it seems appropriate to assess the possibility
of mobilizing household savings, which implies rehabilitating and deepening the finan-
cial system. Starting with the need for increased domestic savings — mainly by cutting
government financing requirement (public spending averaging 27% of SSA's GDP
against 19% in poor countries outside Africa), freeing prices and increasing interest
rates — one must also address the problematics of such an objective. In fact, it seems
that “'with earned import capacity (export earnings) at or below operating levels and
these already 25 to 50 per cent below the levels needed to maintain and operate ex-
isting core production and infrastructure capacity, ex post domestic savings cannot ex-
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ceed the domestic content of fixed investment... They can therefore not be increased
absolutely except by expanding exports or increasing the complementary external
finance" [Green, 1986, 10-11]. Furthermore, increased savings cannot be discussed
without tackling the issue of income re-distribution if it can be demonstrated that the
latter strengthens the saving capacity. Simple calculations show that if the bottom 40%
of households have 10% to 15% of income, then a 2% to 4% shift of total GDP to or
from them affects their income by 20% to 40% [Green, 1986, 23]. This also means that
the problem of raising domestic savings cannot be separated from that of the develop-
ment strategy pursued. A basic needs strategy with agrarian reform, selective import
controls, liberalization and privatization guided by socially acceptable goals, regional
co-operation, may require less foreign financial assistance. The problem is then whether
or not such an approach is acceptable to the ruling elites, namely government,
bureaucracies and most intellectuals, who routinely accuse foreign interest, but actual-
ly constitute the main linkage — a linkage not analysed by A. Hirschman — between
those interests and the countries they rule or, more appropriately, occupy.

Although the African financial system has certainly expanded, *'the quality of services
has evolved differently among countries”, mainly according to whether or not
macroeconomic policies have forced the commercial banks to finance the public sec-
tor deficit and to the extent that political considerations have influenced the allocation
of the banks' resources [WB, 1989, 169 and 171]. Undoubtedly, the economic and/or
social objectives pursued with the system of preferential credit generated by political
considerations, can be best achieved by means of price, trade and fiscal policies. Also
links between the formal and the extensive, often more effective, informal financial sector
must be created or strengthened, while interest rates must be liberalized so that they
can fully take into account the level of inflation, therefore reducing the scope for credit
rationing and capital flight. Yet, the utilization of the savings thus created must be perceiv-
ed as laking place according to some acceptable development strategy.

Furthermore, since liberalization requires restoring the confidence of the public and
the business community in the banking system, it becomes imperative to strengthen
the central banks' supervisory controls over the commercial financial system and to
introduce new financial instruments which in turn prosper only if money and capital,
including stock, markets are properly functioning [WB, 1989, 169-173).

External support need not materialize exclusively through financial transfers. Not all of the
following proposals imply financial flows and all represent a quite exhaustive list of how
the international community could concretely contribute to Africa's recovery. In brief, by:
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(1)

&)

(3)

(4

—_

(5)

(6)

@)

encouraging private companies to invest and provide technical co-operation, while
convincing them to utilize the World Bank’s Multilateral Insurance Guarantee Agency
(MIGA) to protect themselves from non-commercial risks and to make use of such
mechanisms as import-export banks and bilateral credit and export guarantee
organizations;

co-operating in sharing information; in collaborating on research, particularly on new
end-uses, and on market promotion and development; and in stabilizing price and
income, possibly through the re-establishment of ICAs for coffee and cocoa and
eventually, and possibly the operationalization of the Common Fund;

sustaining effective producer/consumer associations and regional co-operation
schemes;

improving the access of African commodities and manufactured goods to industrial
countries’ markets. If this implies not only the reduction or elimination of tariffs —
which are already relatively low in many cases — and the more difficult issue pos-
ed by non-tariff barriers, existing preferences must also be liberalized. Yet, any such
liberalization reduces their relevance and therefore is opposed by the African coun-
tries, which instead favour a reduction of the limitations — like the rules of origin,
anti-dumping and other administrative measures which, together with tariff escala-
tion, hamper their diversification efforts — characterizing the preferences granted
them by the Lomé Convention. Concerning diversification it is interesting to note
that while the imports of manufactures from Africa by the US have increased at the
annual rate of 6% in 1980-1985 and almost 33% in 1985-1989, those by the EC
have grown by -2.6% and 25%, respectively [UNCTAD, 1990, Table 4, 7]

reducing or eliminating in the industrial countries their internal taxes on tropical pro-
ducts. The proposed scrapping of the remaining excise duties on coffee and cocoa
in some EC countries should cause the expansion of their imports, while the har-
monization of taxes on tobacco should increase its price and therefore reduce its
consumption and imports. More complex problems arise with respect of sugar and
bananas [Davenport and Page, 1991, chap. 3] [Matthews and McAleese, 1990] [Sideri
in Sideri and Sengupta, 1992] [Davenport and Stevens in Stevens and Faber, 1990];

discontinuing or phasing out the Multifibre Arrangement (MFA), plus the industrial
countries’ promise not to invoke safeguard procedures against textiles and clothing
imports from LDCs [Page in Stevens and Faber, 1990];

shielding vulnerable sectors in the African economies from adverse effects by means
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of adequate World Bank and IMF programmes. This “does not suggest relaxation
of the macro-economic reform efforts by African countries’, but follows logically
from the World Bank's admission that ''the improvements in macro-economic policy
and economic performance are ultimately only a means to the priorities of improv-
ing health”, expand education, ensure food security and create jobs [UN, 1990,
B2]. "External assistance should extend' — according to the World Bank — *‘beyond
investment to cover development expenditures more broadly defined'’ and "to ac-
tivities of non-governmental and private sector organizations™ [WB, 1989, 193],

(8) coordinating donors’ and non-governmental organizations’ aid policies — building
on the "historic North-South compact” UN Programme of Action for African
Economic Recovery and Development created in 1986 — so as to more effectively:

(a) sustain the external supply of goods and services needed by each particular coun-
try; and

(b) provide high-level training and strengthen existing educational institutions, so
as to reduce the role of expatriates — presently more than 80,000 people are
estimated to be working in Africa as technical assistants. According to the World
Bank, the development of human resources in SSA alone will cost about $10
billion (1990 prices) annually [WB, 1989, 181 and 175].

(9) increasing the resources of the International Finance Corporation in order to ex-
pand the latter’s capability for financing more joint ventures with private foreign com-
panies;

(10) untying bilateral and multilateral aid — and, for EC countries, tenders should not
refer to donor's country norms, but to EC-wide standards, refraining from dump-
ing subsidized food surpluses in African countries and possibly purchasing food
aid from other African countries;

(11) increasing non-project assistance in order to support adjustment programmes and,
particularly for the EC, providing assistance aimed at upgrading product quality
so as to conform to improved environmental and safety requirements established
in Brussels;

(12) finding ways to refinance the arrears of IMF and World Bank loans and making
commercial debt eligible for special treatment, particularly when the countries con-
cerned have undertaken strong and comprehensive reforms. This objective could
be obtained — following the suggestion of an Expert Group [UN, 1990, 90] — by
selling part of the IMF gold holdings and using the proceeds to rectify arrears with
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the IMF and to augment the resources of the IMF Trust Fund to be used for in-
terest rate relief on new loans;

(13) committing annually an additional and growing amount of financial resources which
starts, roughly, with $22 billion now and reaches $39 billion in the year 2000; and,
finally,

(14) making clear the time-frame (for example, through multi-year indicative pledges)
of this or any commitment of resources, as no medium-term adjustment plan is
possible without such an indication and consequently attempted policy reforms
are bound to fail.

As for the question of the availability of extra external resources for the African develop-
ment, at least for avoiding further deterioration of an already tragic situation, one has
to consider the whole international scene and the rapid changes that are taking place
in the North, particularly in Europe.

The special relation that Europe pretends to have with Africa is best illustrated by the
Lomé Convention and by the fact that almost half of total aid received by SSA comes
from the EC’s bilateral and multilateral ODA. No less than 45% of the EC-7 bilateral
aid goes to SSA, France and Italy contributing about two thirds of this, a substantial
part as tied aid. It has been estimated that by untying this aid SSA would save at least
$600 million a year and probably more, although it is not clear whether "‘France and
Italy would maintain their present levels of bilateral aid if they were obliged to untie
it entirely” [Tovias, 1990, 41]. Another 17% of EC-7 aid to SSA is channelled through
the European Development Fund (EDF) and more should after 1992. However, even
this multilateral aid does not seem completely untied and the concentration of aid in
large multinational institutions reduces SSA's possibility of “'shopping around" in bilateral
aid negotiations.

The EC’s Project 1992 is not expected to have any significant impact on Africa even
considering the greater demand for imports that the rapid growth of Europe should
generate. Given Africa’s great dependence on primary commodities, with their relatively
low income elasticities;® and ‘‘the past delinking of most SSA countries from the global

16 For the period 1963-84 the income elasticities of demand for LDC's primary products have ranged from less
than 0.3 for industrial materials to 0.7 for non-ferrous metals, with the exception of fuels the elasticity of which
is estimated at 1.9. On average, "'a one percent increase in the gross domestic product of the developed coun-
tries appears o have been associated with a 0.5 percent increase in their imports of non-fuel primary products
from the developing countries'' [Balassa, 1988, Table 1, 5 and 4].
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economy"’ — although one should be sure that the delinking is the result of African action
or instead the effect of Europe economic disinterest for that continent; considering then
that Europe's perception of Africa appears characterized by cyclically changing mythologies
[Hopkins, 1986, 1475] — it would be difficult to expect such a growth dividend to play any
part in SSA exports" [Tovias, 1990, xi]. Furthermore, as there is no apparent relationship
between trends in the EC's GDP and in SSA exports to the EC — and particularly striking
is the divergent trend since 1985 — it is not clear what impact, if any, the EC's economic
growth (largely deriving from trade diversion resulting from improved European com-
petitiveness) could have on the exports of SSA and Africa in general [Sideri and Davenport
in Sideri and Sengupta, 1992] [Davenport and Page, 1991] [JCMS, 1990).

It is expected, however, that the acceleration of the EC's GDP will contribute to a substan-
tial increase of EC aid to SSA after 1992. it is also expected that the eventual harmoniza-
tion of EC member countries’ export credit policies could foster competition among EC
export credit suppliers and therefore reduce the net import prices of machinery and
other equipment of which the EC is the main supplier to SSA [Tovias, 1990, 4244]. The
positive impact of Project 1992 for third parties will remain limited to industries produc-
ing goods and services with high income elasticities of final demand in the EC, a feature
that within SSA is possessed only by tourism which, however, represent one, if not the
most important, source of external revenue for the ACP countries taken as a whole
[Nicolaides, 1990, 120].

Furthermore, Project 1992 is being strongly transformed by the opening-up of Eastern
Europe. This wider, and looser, process of European unification will tend to place more,
and competing, demand on Western European resources and consequently further
marginalize the Third World, and particularly Africa [Sideri, 1991]. Even the demand
for its fuels may not necessarily increase [Matthews and McAleese, 1989, 163 and Ap-
pendix], since common EC energy policies are not yet decided upon and are likely to
aim for a reduced dependency on crude oil, a product which is the bulk of EC imports
from SSA subject to national quota systems. Given the potential expansion of imports
from Eastern Europe, and particularly from Russia, and the less-than-unity income
elasticity of the EC demand for petroleum products (estimated at between 0.5 and 0.8
for the period 1973-1988), it is not unlikely that SSA fuel exports to Europe may decline.
At any rate the share of fuel in EC imports has already declined to 30% in 1987 from
50% in 1983 [Tovias, 1990, 25 and 8]. The stiffer competition that Project 1992 is meant
to cause, will tend to increase the danger of trade and investment diversions which may
also negatively affect Africa’s exports of non-traditional food and sugar, plus
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its tourism and air transport sectors [Tovias, 1990, 47].

The process of wider European integration tends also to strengthen the drive towards
bloc formation — i.e. Europe, North America and the Pacific Basin — the effects of
which are not likely to benefit the Third World, and even less SSA'7, whose export pat-
terns tend to overlap with those of the Mediterranean and Eastern European countries
still negotiating the terms of their relationship with the EC. In order to keep obtaining
assistance, the African countries may even have to show willingness to police the outflows
of potential emigrants to Europe [Sideri, 1991, 19]'8. The mere adoption of common
EC visa policies may affect adversely some SSA countries whose citizens presently
do not need entry visa in some EC countries.

To conclude, although here and there Africa shows a few signs of improvement'®, its
troubles are far from over and a prompt and adequate international response to its plight
cannot be taken for granted, as some international institutions seem to do??. Even EC
response to African problems may be limited as result of the trade and investment diver-
sions that Project 1992 implies. Under these circumstances, the further opening of Africa
does not seem to be of much consequence if its products face supply constraints, weak
demand and limited market access. Yet, Africa cannot contemplate significant economic
growth without further integration into the world economy.

It seems, therefore, that even if one accepts that the structural change Africa badly
needs cannot be carried out without a higher level of net capital inflows — since only
a constant inflow of net resources can give conditionality, with all that it implies, the
necessary flexibility to achieve the targets within a reasonable time — it is not certain
that many African governments will be able to mobilize the political consensus needed
to implement stabilization programmes that necessarily require further cuts in the already

17 Also C. Stevens '‘The Impact of Europe 1992 on the Maghreb and Sub-Saharan Africa’ in [JCMS, 1990,
241).

18 Following the events of the summer 1991, the Albanian government has accepted on Albanian soil ltalian
military personnel to help preventing would-be illegal emigrants to leave the country.

19 ““Africa’s farmers have increased their output by 4% a year for the past four years, after 1.25% a year in
the previous 15 and for the first time in two decades the average African is not gefting poor" [The Economist,
1989, 15]. Starting 1989 the volume of exports has also 'taken an upward turn, but terms of trade losses have
neutralized these gains''. The annual percentage change of the current account balance deficit has kept grow-
ing, yet the GDP Is expected to have grown by an unprecedented 4.2% in 1990 [WB, 1990, 1, 91].

20 One of the main criticism of the earlier Accelerated Development in Sub-Saharan Africa: An Agenda for Ac-
tion of 1981 had been its ""undue optimism about the international trade environment and the likelihood for in-
creased foreign assistance to Africa from the industrial cuuntries"}[Gordoanarker. 1984, iii].
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low living standards. The limited political base and modest popular support enjoyed by
most African states make them scarcely viable for large international rescue operations.
Consequently, the contribution of external resources deemed essential for re-starting Africa
on the road to economic growth, is also bound to remain limited unless the internal con-
ditions change radically. Yet it is also the greater dependence of African economies on
external assistance, particularly on ODA, which has put into motion contradictory forces
that have tended to reduce the state’s capacity to actually manage the allocation and
use of scarce foreign exchange resources according to any given set of priorities.

According to Brown et al., this has resulted from the increasing proportion of these resource
inflows being channelled through the state and from the growing ‘“incapacitization’” of
the state due both to the emergence of informal or parallel relations and to the prolifera-
tion of donor-conceived, - finance, and - managed projects [Brown, 1991, 17]. Therefore,
the loyalties of many civil servants has shifted towards donors agencies where wages
are higher and resources more available. The policy recommendations suggested by the
preceding considerations, and in contrast to those propagated by the World Bank, are
that Africa’s recovery seems to depend more on enhancing the state’'s administrative
and managerial capacity, incorporating the informal sector into the economic analysis
in the context of the actual, ongoing processes of transformation already taking place
in many countries; analysing the role of the informal sector and its connections with the
public sector; and further stressing the development of human resources [Brown, 1991,
20]. Furthermore, ''with the substantial levels of unrecorded foreign exchange surpluses
earned through remittances and smuggled exports, ...[too large] aid flows could also end
up supporting the capital exports and luxury consumption of those clients on whose sup-
port the political leadership depends most™ [Brown, 1991, 21].

Regardless of the or not foreign assistance will be available, Africa must fundamentally
change its political and social structure. Only then might it be able to restart the pro-
cess of development, with its one resources, which if properly mobilized could result
less scarce than commonly believed. Foreign assistance will continue, but neither in
the large amounts desired by the international organizations nor with the effectiveness
expected. Under such circumstances a development strategy that is inward-looking and
driven from within might be the only alternative available. Left to its own devices Africa
may do no worse than it has so far. Its worst enemies have always been foreign in-
terference and its own ruling groups — often closely interconnected. The interference
is being lessened by the evolution of the world economy, the second can only be weaken-
ed by the Africans themselves.
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Abstract

By analysing the predicament in which Africa, mostly Sub-Saharan Africa, finds itself,
the paper assesses past contributions and the future role of the flow of external financ-
ing in the region’s development. The easy appeal of the current wisdom — Africa needs
more trade and more aid — seems to ignore the more recent evolution of the world
economy, with its reduced availability of more exports opportunities and extra financial
resources for Africa, as well as research findings which indicate the existence of un-
tapped internal resources, the mobilization of which cannot be obtained without assuming
different governments and different development policies. Yet, it is their dependence
on foreign assistance that has contributed to many governments’ growing “‘incapacita-
tion" to actually manage the allocation and use of resources according to any given
set of priorities. More aid will not necessarily result in the more efficient governments
hoped by the international agencies. As for different development policies, these must
address more explicitely the informal or parallel systems that have emerged in each
country and, considering the further marginalization of the continent, by necessity must
be more inward-looking and possibly more regionally-oriented.
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LES FLUX FINANCIERS EXTERIEURS: LE CAS DE L'AFRIQUE

RESUME

En analysant la situation difficile dans laquelle se trouve I'Afrique, surtout I'Afrique Sub-
Saharienne, I'article évalue les contributions passées et le réle futur de I'apport de
finances extérieures dans le développement de la région. Le recours facile de la sagesse
actuelle — I'Afrique a besoin de plus de relations commerciales et de plus d’aide —
semble ignorer la plus récente évolution de 'économie mondiale avec ses disponibilités
réduites quant aux possibilités d'exportation et aux ressources supplémentaires pour
I'Afrique, ainsi que des résultats de recherches indiquant I'existence de ressources in-
térieures non-utilisées dont la mobilisation ne peut étre obtenue sans envisager des
gouvernements différents ou des politiques de développement différentes. Cependant.
c'est leur dépendance a cette assistance extérieure qui a contribué a “I'incapacité”
des gouvernements a gérer l'allocation et I'utilisation des ressources en fonction de
priorités déterminées. Plus d’'aide ne vas pas forcément résulter a creer plus de
gouvernements compétents comme ['espérent les agences internationales. Quant a
des politiques de développement différentes, celles-ci devraient plus explicitement
s'adresser aux systemes officieux ou paralleles qui ont émergé dans chaque pays et
qui, considérant la marginalisation avancée du continent, doivent necessairement étre
plus tournées vers l'intérieur et si possible s'orienter davantage vers les régions.
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