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IN THIS ISSUE

What does election ‘84 mean for the future of
U.S.-African relations? In this issue of Africa Re-
port, Democratic candidate Walter F. Mondale and
spokesmen for the Reagan administration answer
questions about their stands on Africa-related is-
sues and on the policies they plan to pursue.

This issue also includes a thorough look at Afri-
ca’'s debt crisis and the roles of the IMF and the
World Bank in African economies.

Robert S. Browne looks at Africa’s relationship
with the IMF, paying particular attention ic the pres-
sures placed on African econcmies and policy-
makers by the conditions imposed by the Fund.
E.|.M. Mtei recommends adjustments that could be
made in the relationship thai would turn it into a
partnership for development. Timothy T. Thahane
looks at ways the Worla Bank, the IMF, other do-
nors and African countries can cooperate to reform
their policies and arrive at a comprenensive devel-
opment strategy. Ekwow Spio-Garbrah faults the
individual countries for not seriously addressing
their economic problems and ror being inade-
quately prepared to deal with multilateral financial
institutions.

Next, Africa Report presents in-depth examina-
tions of six countries. Gamaliel O. Onosode ana-
lyzes the Nigerian economy sector by sector and
prescribes a large dose of austerity. Thomas M.
Callaghy looks at Zaire's relationship with its credi-
tors, explaining why it continues to have its debts
rescheduled despite gross corruption and eco-
nomic mismanagement. Africa Report editor Mar-
garet A. Novicki assesses the efforts of the Ghana-
ian government to revive the country’s economy.

In other articles, Reginald Herbold Green dis-
cusses Tanzania's relationship with the IMF; Ho-
ward Schissel looks at Mali's economy; and Joan-
marie Kalter describes Lesotho's attempts to free
itself from South Africa’'s economic stranglehold
Antonio-Gabriel M. Cunha says that membership in
the CFA franc zone has not provided all of the bene-
fits that were promised and has included several
unpredicted drawbacks

Finally, in our In Washington column, Congress-
man Don Bonker questions the effectiveness of the
Reagan administration’s private sector approach to
African development
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Interview

The Reagan
Administration

In a special ELECTION '84 feature, Africa Report presents the Republican
and Democratic presidential candidates’ views on major issues in
African-American relations. The Reagan administration evaluates its
four-year Africa policy record and outlines its plans for a second term.
These written replies were provided on behalf of the Reagan
administration by the U.S. Department of State.

Africa Report: What are the goals of the Reagan administra-
tion's Africa policy? Which of these goals have you attained,
and which have you failed to reach? Do you expect to change
any of your basic strategy during a second term?

rReagan administration: The goals of this administration in
Africa have focused on two objectives in which the U.S. and
African nations have mutual interests: regional peace and sta-
bility, and economic development. These objectives are un-
abashedly in the U.S. interest. The United States’ interests
and objectives are best advanced in a climate of economic
cooperation, peaceful commerce, trade, and development.
That is where our strength lies and that of the West as a
whole.

Our global adversary is the largest arms supplier to Africa.
It provides almost no economic assistance. Where African
nations are diverted from peaceful development, either by
internal strife or cross-border military activity, there is a mar-
ket for arms and subversion. Most important, hundreds of
thousands of people suffer, are uprooted, lose their homes
and their livelihood. Many die. No African nation wants this
situation. Neither do we.

In pursuing these objectives—regional peace and economic
development—we have sought a mature partnership with
African nations. What does this mean? It means that we have
engaged African leaders and nations in a candid and open
dialogue, searching for answers together, working in cooper-
ation on each of these problems. We do not claim to have all
the answers. We do not always agree with our African friends
on the solutions. But it is a collaborative process and for that
reason, it gives us promise of success.

What distinguishes this administration’s policy the most in
these areas is that it has been an extraordinarily activist one.
This administration has made the independence of Namibia
and the bringing about of peace in southern Africa its number
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one priority in Africa and has devoted enormous efforts and
resources to that end. This is a priority shared by all of Africa.
We have pursued this objective in full cooperation with the
frontline states, other members of the OAU, and our Western
partners in the Contact Group. There has not always been full
agreement on how to achieve the objective. But there is no
doubt of America's commitment and the relevance of the
United States to finding peaceful solutions. We have defined
an agenda of regional peace-making and negotiated change
which contains potential for all parties and groups in southern
Africa. We will continue, for the rest of this term and for the
next, to work toward these objectives in southern Africa as
one of the highest priority world-wide foreign policy goals of
the United States.

Our concern with regional peace has shaped our policy in
othe parts of Africa. Where friends have been threatened by
external attack, or territorial integrity violated and regional
peace threatened, the U.S. has been willing to help. We have,
for example, temporarily stationed AWACs in Sudan when
there were Libyan air attacks or provocation. We have pro-
vided emergency military assistance to Chad when Libyan
troops entered the country and threatened to impose a gov-
ernment on the capital in place of the one recognized by the
OAU. We have provided selective increas=s in military assis-
tance to other countries that faced real threats from across
their borders.

Our security concerns parallel those of African nations
themselves. The U.S. has firmly and consistently supported
the principle of respect for territorial integrity that is en-
shrined in the OAU charter. We have lent support to the
OAU's efforts at collective security as in our financial support
to the OAU peace-keeping force in Chad in 1981. We have
placed ourselves on the side of peaceful resolution of disputes,
including internal disputes, in every part of Africa, e.g. over
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the Western Sahara and in the border tension between Ethio-
piaand Somalia. Our security assistance is provided in support
of those principles.

Security assistance is an important part of our partnership
with Africa, but it is a carefully limited part and secondary to
our overwhelming emphasis on economic assistance. Less
than one out of every five U.S. bilateral aid dollars for Africa is
military assistance, and that is the kind of ratio we expect to
continue.

The economic plight of Africa is a major concern of this
administration. In a speech on Africa of February 15, 1984,
Secretary of State Shultz said Africa “is a continent of enor-
rious diversity. Yet today, virtually all sub-Saharan African
nations are in nmic crisis of stark proportions. This is
Africa’s mos roblem.”

We recognize that this crisis arises from several causes.
Natural disasters have hit Africa in unprecedented waves in
recent years: crippling drought over western, central, and
southern Africa, cyclones and typhoons of devastating charac-
ter in Mozambique and Madagascar. There has also been the
fallout from worldwide recession in the late 1970s and early
1980s which saw prices for most African exports fall to un-
precedented lows. Finally, there has been frank recognition of
policy failures and distortions in the economic systems of
many African countries that have worked against agricultural
production and against the incomes of the rural poor and have
prevented the free play of market forces or the development
of competitive industries. Africa thus rema: s dependent on
primary commodity exports and is losing the capacity to grow
enough food for its populations. These problems were first

articulated by African leaders in the Lagos Plan of Action in
1977, and later elaborated in several World Bank and other
reports.

The United States has responded to this extraordinary
crisis in unprecedented fashion. We have expanded the tradi-
tional U.S. role in humanitarian aid. At the outset of this
administration, the U.S. pledged $285 million, the largest
single pledge of any group of donors, to the International
Conference on Assistance to Refugees in Africa (ICARA ).
This past year the United States provided more food to Africa
than during anv year in history: 1.4 million ¢ fi! g
$440 million. In emergency food aid alone, the U.5. pioviico
$172 million, two to three times the amount in recent years.

The U.S. economic turn-around now in full swing is produc-
ing the greatest market for exports to the U.S. in recent
history, fueling the recovery of the world economy. Our trade
deficit, and our opening to the least developed countries
through our generalized system of preferences, offers mar-
kets for African countries to enter. But we recognize that
Africa cannot take full advantage of the opportunities in the:
world economy unless some of the basic structural problems
are addressed. The U.S., acting in close coordination with
other donors, the international financial institutions, and Afri-
can governments, has played a central role in shaping an
agenda of policy reform and structural change around which
increased assistance as well as domestic and foreign invest-
ment can be mobilized.

The U.S. has placed steadily increasing amounts of re-
sources behind this effort. U.S. economic assistance to Africa
has increased 30 percent since 1981. Africa is getting a stead-

President Ronald Reagan meeting with Zimbabwe's Prime Minister Robert Mugabe: ‘“We are working in constructive engagement with

all of the countries of southern Africa”
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ily higher share of U.S. assistance resources world-wide. We
heve also made our assistance more flexible and responsive to
priority needs of African countries, for example increasing
substantially the assistance available for essential non-food
imports such as fertilizer, machinery, spare parts, and petro-
leum.

The United States carried this process further in early 1984
with the announcement of the Economic Policy Initiative
(EPID) for Africa. This initiative represents our belief that
working more closely together, African nations and the donor
community can accelerate the process of restructuring and
development. Under EPI, the administration has proposed to
Congress that $500 million in additional assistance be provided
to Africa over the next five years. This assistance would be
concentrated on those countries, perhaps four to six each
vear, carrving out difficult but essential reforms and would
provide the means to ease the cost and speed the results ot
those reforms. With EPI, we are also calling for closer coop-
eration between African countries and the several donors and
donor institutions involved in each country so that assistance
from several sources can become coherent, that African coun-
tries are not pulled in several different and even conflicting
directions by different donor emphases, and that sufficient
resources are mobilized to enable countries that are perform-
ing well to achieve their objectives. Asking Congress for addi-
tional assistance under EPI means that funds will not be taken
away from the essential tasks of research, training, agricul-
tural development, and institutional development that make
up the bulk of our programs in Africa.

As noted earlier. U.S. interests are best served in a world
free to focus on economic development and trade. That inter-
est is reflected in the distribution of our assistance throughout
Africa. Our emergency food aid goes to every African country
in need, regardless of political system or the state of our

bilateral relations. Our share of total food aid delive. « d to the
24 FAO-designated “food emergency” countries during 1982-
83 averaged 40 percent and will be at least as great i1, 1934.
Ethiopia, Ghana, and Mozambique were among the principle
recipients of U.S. emergency food aid. Our development as-
sistance program operates in nearly every country in Africa.
We are proud and pleased to make economic cooperation a
central feature in our relations with Africa.

Southern Africa

For more than a decade, southern Africa has been gripped
by a deepening cycle of violence, of cross-border raids and
terrorist attacks, of bombings, of internal dissidence with out-
side support, and growing insecurity. South Africa’s system of
apartheid—unacceptable to the majority of South Africans
and Americans—its sense 0. isolation and encirclement, and
its dominant military and econhomic position, have fed that
cycle of violence. So, too, have the Soviets and their allies
outside Africa, ready to fuel military solutions and exploit the
deeply rooted problems of the region. So, sadly, have many
voices in Africa and the West who blithely argue that violent
solutions are inevitable, even preferable, and why thrive on
the politics of racial polarization. The victims of this syndrome
are first and foremost the peoples of southern Africa whose
lives become militarized and whose scarce resources are di-
verted to security needs, real or perceived. Some countries
have seen their economies ruined. Most countries of the re-
gion have found themselves caught up in a diplomacy of battle
lines and confrontation.

The United States has committed itself to lend its influence,
resources, and diplomatic ability to help solving not just the
problem of Namibia, as central as that is, but to helping ad-
dress the cycle of violence which threatens the entire region.
There is no question that these issues are related, i.e., there

-
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“In the Horn of Africa we have consistently urged restraint on all parties™
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is no solution to the independence of Namibia that does not
take account of the wider regional context of a settlement. By
the same token, a Namibia settlement can have fundamental
and positive consequences for regional security throughout
southern Africa.

Throughout the past three and one-half years, this adminis-
tration has worked tirelessly with its allies in the Contact
Group, with the frontline states, with South Africa, and with
SWAPO and the other Namibian parties to overcome, one by
one, each of the obstacles to the implementation of UN Secu-
rity Council resolution 435. That task has now been accom-
plished: the issues that arose in previous conferences and
negotiations on UN resolution 435 have been resolved. What
remains is the need for an understanding on the withdrawal of
Cuban combat forces from Angola. This is neither an extrane-
ous issue, nor one that can be wished away. The U.S. has
carried out fruitful discussions with Angola on this issue and
we remain convinced that a formula can be found, consistent
with Angola’s security, that will trigger the implementation of
South Africa’s commitments under UN resolution 435.

To reach this objective we have worked with African lead-
ers to create building blocks of peace and greater mutual
confidence. In Lusaka last February, South Africa agreed to
withdraw its forces from Angola. That process, involving a
joint monitoring commission between the two countries, is
almost completed. This necessary first step has the potential
to bring further progress, including a ceasefire in Namibia and
the beginning of the transition to Namibia’s independence.

Problems of escalating violence and economic decline risk
becoming endemic across the region. We have made clear our
position: if there is to be development, there must also be a
fabric of security; if there is to be a way out of the cycle of
violence, it must be based on mutual commitments to respect
boundaries and co-exist peacefully, despite fundamental dif-
ferences of domestic systems. In this spirit, we have pursued
a systematic normalization of relations with Mozambique, a
two-way process that has enabled us to lend our good offices
to negotiations between Mozambique and South Africa. This
has resulted in the Nkomati Accord of March 16, 1984, a
watershed of potentially historic meaning for the region. Both
countries pledged their respect for the OAU principle of the
integrity of borders, and to control cross-border violence.
The way has been opened for peaceful development in Mo-
zambique and, given its geographical importance, a boost to
the prospects of all the countries in the region.

Our regional efforts in southern Africa are integrally related
to our position on South Africa’s domestic racial policies. The
U.S. has made clear that we find that system repugnant and
incompatible with U.S. values and interests. We are commit-
ted to encourage change within South Africa toward a govern-
ment based on the consent of the governed. We believe that a
climate of violence in the region only strengthen internal
resistance to such change, as will efforts to bring violence into
southern Africa.

Many forces are at work within South Africa which are
opening up opportunities for peaceful change. Economic
forces, social forces, changes in attitudes and political realign-
ments are all potential contributors to constructive change.
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Recognizing as we do that the situation is far from static, we
are working to strengthen those forces for change. With the
support of Congress, we are spending $10 million this year to
support the traising and education of black South Africans. We
have clearly bicted higher standards of citizenship by U.S.
corporations in South Africa.

At the same ume, this administration has sent powerful
messages on those things we cannot support or condone: e. g.
forced removals, the “homelands” policy which constitutes
the denial of citizenship and effective political participation to
the majority of South Africa’s citizens, and legally entrenched
racial restrictions on where people may live, work, travel, and
go to school. Clearly, the equation of change in South Africa
presents a mixed picture. We can afford neither to be compla-
cent nor to deny that change is occurring. In the coming years
our role will be to communicate as cleagly as we can that
negotiated charige is imperative and that|all South Africans
have a night to shape their future, free of foreign intervention.

As we look back on the past three and one-half years, we
believe we have set some important priorities, established
principles for pursuing them, achieved cooperation from key
African leaders in furthering the process of peace in southern
Africa, and helped alert the world to the special character of
the economic crisis in Africa. The decade of the 1980s will not
be easy for Africa. But we are pledged to play a steadily
greater role in providing the encouragement and resources
required for the task.

Africa Report: What th~’ iiterests exist in Af-
rica? Do you consider « . 1 ot apartheid to be a
threat to U.S. interests? Should the U.S. use its infiu

end the apartheid system? How could this best be don
Reagan administration: The U.S. has a strong national
interest in seeing the emergence in Africa of a community of
free nations with healthy economies and democratic political
institutions. Economic decay, weak institutions, and political
instability attract foreign adversaries who will seek to take
advantage of misery and instability to the detriment of the
U.S. Such conditions deter foreign and indigenous investment
and delay Africa’s proper role in the world economy.

Apartheid is clearly a threat to U.S. interests as weii as an
invitation to heightened instability and economic decline af-
fecting all southern Africans. If that system does not change
peacefully, it will be challenged violently, and all will suffer.
Violence in southern Africa does not contribute to U.S. or
African security. The U.S. is using its influence to end apart-
heid by, as has been noted above, actively working to create
conditions which will lead to peaceful change. The South Afri-
can government is under no illusions about the depth of our
opposition to 2partheid. We oppose forced removals and arbi-
trary detentions and bannings. We do not accept the indepen-
dence of “homelands” and oppose the deprivation of citizen-
ship which that system entails.

America is playing a positive role. American businesses in
South Africa have taken the lead in improving working condi-
tions for black workers, as for example: equal pay for equal
work; moving blacks into management positions; and improv-
ing the life in black communities generally. Many American
companies have signed the Sullivan Code principles which call
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for the improvement in the lot of the black South African
worker. The administration endorses the Sullivan Code and
encourages American firms to adhere to it. We believe that
such positive imvolvement directly supports peaceful change
in South Africa.

Africa Report: Your administration criticized the Carter ad-
ministration’s approach to South Africa for not producing any
tangible results. Do you feel that there have been any changes
within South Africa as a result of “constructive engagement?”
If so, what changes have taken place, and does the administra-
tion consider them to be sufficient? If not, do you foresee any
change in U.S. policy?

Reagan administration: We are working in constructive
engagement with «/l of the countnies of the region, to create
conditions which will reduce violence and allow all the nations
of the region to concentrate their energies and rescurces on
economic development and social betterment. This clima‘ of
peace would permit South Africans to get on with the process
of internal reform and to address the role and rights of the
nation’s black majority. South Africa’s agreement to UN Secu-
rity Council resolution 435, its move toward disengagement of
forces from Angola. its diplomacy with African neighbors, and
the Nkomati Accord all help to create those conditions. This
comes about from a process of intense interaction and negoti-
ation.

- One fact stands out clearly: South Africa and its neigh-
bors—immediate and near—are not locked in cross-border
violence today. As recently as eight months ago, this was not
the case. In the place of violent confrontation, a dynamic in
iavor of peace and détente is in motion. In our view it is high
time that romantic illusions about violent solutions—illusions
held by both white and black—were called into question.
Today, responsible leaders are exploring peaceful alterna-
tives. That situation could lead to larger gains in the months
and years ahead. Constructive engagement cannot claim
credit for all of this, but the U.S. has played an indispensable
role as a middleman, encouraging negotiation and dialogue.

U.S. Assistant Secretary of State for African Affairs Chester
Crocker with José Luis Cabaco, Mozambican Minister of
Information: ‘‘American aspirations for change in South Africa
are more likely to be achieved in the wake of the Nkomati Accord’
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Similarly, inside South Africa, there are signs of positive
change. It would not be approprate for the United States
government to claim credit for these developments but we do
believe our message and our actions have encouraged a cli-
mate of ferment, change, and reflection among South Afri-
cans. Working conditions for blacks have improved; legal black
trade unions exist; bannings and detentions are greatly re-
duced; police have been tried and punished for assaulting a
black prisoner; two-thirds of the white electorate voted for
change when it adopted the new constitutional proposals last
November. Those proposals are flawed because they do not
address the political rights of South Africa’s black majority, but
the vote does reflect a willingness on the part of the white
electorate to make incremental changes. vo are working to
encourage that trend and to extend positive change to South
Africa’s black majority. Our influence will be committed to
achieving further movement. We will continue to press for
change and encourage positive movement whenever and
wherever it occurs.

Africa Report: The Nkomati Accord between South Africa
and Mozambique has often been cited as an example of the
success of “constructive engagement.” How do you react to
criticism that Mozambique had no choice after being terror-
ized by South African-backed guerrillas, and that “construc-
tive engagement” was directly responsible for South Africa’s
aggressive posture?

Reagan administration: The leaders of Mozambique and
South Africa made a political decision that it was in their coun-
tries’ national interests to end the escalating spiral of violence
and explore an alternative road. These were difficult decisions
for both governments. Both negotiated, a process that entails
concessions to achieve broader interest. Mozambique bene-
fits immediately and directly, as does South Africa. There is
first of all the promise of peace and increased security.

Furthermore, the accord is expected to lead to substantial
economic benefits for Mozambique and South Africa in the
fields of energy, trade, employment, transportation, tourism,
and investment. Our aspirations for change in South Africa
itself are also more likely to be achieved in the wake of the
Nkomati Accord and a reduction of violence in the region. If
cross-border violence is controlled, the South Africans will be
encouraged to direct their energies toward internal reform. If
it is not controlled, there will simply be a return to the cycle of
violence, death, and destruction—and no necessarily com-
mensurate move toward change away from apartheid. The
Nkomati agreement entails reciprocal obligations. Both sides
endorse fundamentai principles of international oraer—princi-
ples enshrined in the OAU and UN charters. Nkomati repre-
sents the ability and readiness of black and white to negotiate
in southern Africa. That principle has broader ramifications,
not least for black South Africans.

Africa Report: Despite a flurry of diplomatic activity, there
has been no real progress toward Namibian independence.
What new policy initiatives should the U.S. take to bring about
the independence of Namibia? Will the U.S. continue to insist
on linking independe.ce to the withdrawal of Cuban troops
from Angola?

Reagan administratisn: The premise of the question is
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inaccurate. There has, as has been explained earlier, been
real and tangible progress toward Namibian independence.
We are closer than we have ever been. All parties, including
South Africa, have agreed to Namibian independence in ac-
cord with UN Security Council resolution 435. Namibian inde-
pendence now depends on political decisions being taken by
the concerned parties. The South African government has
repeatedly made clear that the issue of the Cuban troop pres-
ence in Angola has to be addressed before South Africa will
impicment resolution 435. This is a political reality that must
be dealt with if Namibian independence is to be achieved and
South Afncan forces are to leave Namibia. We are actively
seeking to find ways to overcome this last obstacle to Nami-
bian independence and South Africa’s disengagement of
forces from Angola is part of that effort. For our own part, we
believe that the withdrawal from Angola of the largest number
of Cuban troops on African soil is very much in the interests of
Angola and the region, and can torm part of the context in
which all foreign forces return home. This will promote
greater security and greater confidence for all nations in the
region that their borders and sovereignty will be respected.
Africa Report: How do you answer critics who say that the
Angolan government must maintain the Cuban troops in order
to defend itscif nzainst externally based threats to its security
aind that, by backing UNITA, South Africa contributes to this
threat by destabilizing the Angolan government? Does not the
U.S. insistence on “linkage” allow South Africa to forestall
indefinitely a Namibian settlement by continuing its destabili-
zation of the Angolan government?

Reagan administration: The Angolan government has
stated repeatedly that the Cuban troop presence in its country
is related to the threat from South Africa. Therefore, positive
movement on the Namibia issue can directly remove the con-
cerns which the Angolans have said necessitate the Cuban
troop presence. Furthermore, we have recognized that the
Cuban troop presence in Angola is a political reality which
must be dealt with in order to move toward a settlement in the
region acceptable to all parties. We certainly are not asking
the Angolan government to act against its own interests, as
we could not expect it to do so. On the contrary, and as we
have clearly stated to the Angolans, our view is that a resolu-
tion of the Namibia issue will contribute greatly to a reduction
in outside involvement in the internal Angolan conflict and
permit the Angolans themselves to reconcile their differ-
ences. It should be made very clear that we have never asked
that one side move first or that one side first inplement the
other side’s preconditions. Rather we seek parallel commit-
ments—on implementing resolution 435 and on Cuban with-
drawal—that would be implemented in tandem.

Africa Report: What role should the U.S. play in the resolu-
tion of African regional conflicts such as the wars in the West-
ern Sahara, Chad, and the Horn of Africa? Is the provision of
military assistance to countries friendly to the U.S. a barrier
or an aid in finding peaceful solutions to these conflicts?
Reagan administration: The U.S. supports peaceful reso-
lution of conflict. Negotiation is far and away preferable to war
and violence. In Africa, where there is so much poverty and
need for development, the spectre of armed conflict among
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nations is a tragedy. Our goal is to permit Africans to develop
their own solutions. In the Western Sahara, the U.S. has
consistently supported the OAU's call for a referendum to
determine the territory’s political future. We supported the
OAU peacekeeping force in Chad in 1981. Military assistance
to governments threatened by or under attack is an aid to
deterring aggression. We have provided such assistance
when the alternative would be further aggression and greater
instability. Our assistance, as noted earlier, has been limited
and selective. In 1983, when Chad was again mvaded by
Libyan forces, we responded by dispatching military equip-
ment and supplies to the legitimate government there. Our
assistance and that of other nations, notably France and Zaire,
has stabilized the military situation blocking further Libyan
advances and permitting the Chadian government to under-
take steps aimed at internal reconciliation.

In the Horn of Africa, we have consistently urged restraint
on all parties. We do not see military solutions to the intracta-
ble and intricate political conflicts of the area. In the face of
Libyan-promoted and Ethiopian-supported subversion, and,
in some instances, direct aggression and occupation of an-
other country’s territory, we have provided defensive military
equipment and supplies to Somalia and Sudan. To do less
would encourage further violation of the norms of interna-
tionai behavior. We are at the same time actively promoting
dialogue among the states of the Horn. Our position on the
principle of territorial integrity as endorsed by the OAU is
clear and is the basis for our belief in negotiated settlement of
border tensions.

U.S. military assistance programs in Africa are a small
fraction of our overall assistance, which is principally focused
on economic development and relief efforts. We do not seek
the militarization of Africa; overall, we are one of the conti-
nent’s smaller arms suppliers. But we do recognize that states
have the right to provide for their own national defense. Eco-
nomic development cannot take place in a climate of national
insecurity. We seek to help nations friendly to us to meet
those security needs. In doing so, we keep in mind the over-
arching goal of economic development and the concern which
we and many Africans have about the intentions of the USSR,
Cuba, and Libya to exploit regional tensions in Africa for their
OWN purposes.

Africa Report: What is the administration’s rationale in de-
creasing the U.S. contribution to multilateral development
agencies? How do you respend to the criticism that this shows
the administration to be more concerned with exercising polit-
ical leverage than with promoting development?

Reagan administration: The United States strongly sup-
ports both multilateral and bilateral assistance programs for
Africa and for the developing world as a whole. Last year, the
administration led a tough but successful fight to enlarge the
quota of the International Monetary Fund (IMF). The IMF
has lent Africa some $4 billion in the period 1980-84 and
helped preserve Africa’s liquidity in the face of rising debt
payments and lower export earnings. This year, the adminis-
tration supported an enlarged replenishment for the African
Development Fund (ADF), and agreed to increase the U.S.
annual contribution by 50 percent. In the case of the Interna-
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tional Development Association (IDA), the administration
made a decision that will enable IDA VII to be replenished on
schedule. Previous administrations had made pledges that
lacked bipartisan support in Congress and which were not
fulfilled on schedule. This stretched out the actual disburse-
ment of IDA VI well beyond the original plan. IDA V11, fulfilled
at $9 billion in three years, provides for a more predictable and
reliable continuation of this vital program.

The administration has also taken the lead in supporting a
higher share of IDA VII for sub-Saharan Africa, where the
need and justification for these highly concessional resources
is greatest. Other parts of the world have greater access to
other sources of development funding, vet have traditionally
taken a major share of IDA. Taken together, the increase in
ADF, timely replenishment of IDA VII, and the increase in
Africa’s share of IDA VII, should provide Aifrica with an in-
creased level of multilateral assistance in the next three years.
Finally, the administration is encouraging more effective in-
ternational donor coordination—under the auspices of the
World Bank. In this context, we have proposed a substantial
mcrease in our bilateral aid for Africa under the EPI, which
would lend credence and effectiveness to a more coordinated
effort.

Africa Report: What have been the results so far of efforts
to promote policy changes to encourage private mvestment in
Africa? Do you feel that this approach to development should
replace multilateral development assistance? Is such an ap-
proach suitable to every African country?

Reagan administration: We have worked with African
governments, other donors, and international financial institu-
tions to help shape a framework for policy reform in Africa that
stimulates the private sector and increases the efficiency of
economic resource allocation. This is not a substitute for mul-
tilateral assistance; as noted in the previous answer, the U.S.
has advocated substantial resource flows to Africa through
both multilateral and bilateral programs. But we do believe
that sound economic policies are a necessary framework for
effective use of either bilateral or multilateral assistance. For
example, the hard work and large 2mount of resources that go
into research on improved varieties of grains and other foods
grown in Africa will not lead to more production if farmers
cannot get a fair price and therefore afford the seeds and
fertilizer they need, or if marketing is so inefficient and expen-
sive that goods cannot be sold to the markets that desire
them. Health and education budgets will be starved if parasta-
tals drain government budgets to cover large losses. All of
these considerations are behind the efforts to improve the
policy framework and give more freedom to the private sector
in Africa.

The private sector includes the vast majority of farmers,
who are still the poorest of Africa’s population, as well as the
merchants, market women, traders, entrepreneurs, and
manufacturers. Policy changes to stimulate the private sector
are underway .n many African countries, not just because we
support them, but because there is consensus behind them.
They make sense. Similarly, many countries have made it
clear that they would welcome foreign investment. We are
actively involved in promoting American investment. Several
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countries have expressed interest in bilateral investment
treaties with the United States. So far, two treaties have been
signed, with Senegal and Zaire.

In some countries, increased foreign investment is unreal-
istic in the short-run. However, in our view, in virtually every
country, greater incentives for the domestic private sector
will be productive, and where private investment is attracted,
there will be more jobs, more agribusiness, and more diver-
sity in Africa’s economy.

Africa Report: Some members of Congress have called for
anend to assistance to U.S. allies such as Zaire, characterizing
the government as “repressive” and “corrupt.” Should the
U.S. continue to aid these states despite their reputations for
repression and corruption? How should the U.S. respond to
requests for aid from countries such as Mozambique and Ethi-
opia, which have socialist political systems?

Reagan administration: The U.S. government has a long-
standing policy of providing emergency humanitarian relief to
suffering people without regard to politics. As noted earlier,
Mozambique, Ghana, and Ethiopia have been the principle
recipients of U.S. emergency food aid in the wake of the
drought. We cannot stand by while several million people in
these and other countries are seriously threatened by drought
and famine. Our development assistance program operates in
virtually every country in Africa. This is consistent with our
emphasis on the economic problems of Africa.

In the case of Zaire, we believe it is in the U.S. interest to
work with Zaire, which has consistently shared U.S. concerns
over regional and international issues. It sent troops to Chad
to help keep the peace in 1981 and again in 1983 to help
President Habré fight the Libyan-backed rebels. It has voted
to condemn the Soviet downing of the Korean jetliner and the
invasion of Afghanistan. It renewed diplomatic relations with
Israel in 1982. Gur reliability as a partner in Africa as else-
where is judged by how we treat our friends, how we act
toward those states that share many of our concerns, and how
clearly we perceive our own interests. Furthermore, Zaire's
continued stability has vital implications for almost all parts of
Africa, given its central location and many shared borders.

Inrecent months, Zaire has successfully implemented a far-
reaching economic reform program which has brought the
budget deficit and inflation under control, made foreign ex-
change readily available for imports through officials channels,
and stabilized the value of the currency. Substantial progress
has also been made in reducing corruption.

It is true that Zaire's human rights record has major short-
comings. However, it should be noted that there has been
progress in recent years, including Zaire's welcoming over a
quarter million refugees from neighboring countries, a general
amnesty last year which resulied in the release of all political
prisoners, the return of several prominent exiles, and the
opening of prisons to the ICRC [International Committee of
the Red Cross].

With Zaire, as with other countries, the U.S. has made
known its concerns over human rights issues, but has empha-
sized ways to improve the situation. In Zaire, we welcome the
improvements that have taken place and want to encourage
them. O
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Interview

Walter F. Mondale

Democratic Candidate for
President

The Democratic party and presidential candidate Walter F. Mondale take
issue with the direction and emphasis of the Reagan administration’s
policies and recommend a new role for the U.S. in Africa. These written
answers were provided in response to questions put to former Vicz

President Mondale by Africa Report

Africa Report: What are the United States’ basic interests in
Africa? What would be the Mondale administration’s Africa
policy goals, and the most appropriate means of pursuing
these interests and goals?

Mondale: The United States has economic, strategic, and
moral interests in Africa. Our policy must seek to promote
economic development in and trade with Africa; thwart Soviet
meddling in African affairs; and foster respect for democracy,
human rights, and social decency throughout the continent.
Achieving these goals will require a range of means: humani-
tarian and developmental assistance; skilled diplomacy that
understands the history and culture of each African nation;
and a steadfast insistence on basic values. Apartheid, murder-
ous dictatorships, and extremes of wealth and poverty are
wrong and dangerous. We must work patiently but firmly to
overcome them, in Africa and around the world.

Africa Report: Some African governments credited the
Carter administration with improving U.S.-African relations
and commended it for its concern with human rights, yet the
policy did not achieve any tangible results in changing the
South African government’s policies. The Reagan administra-
tion on the other hand appears to weigh strategic concerns
very highly in the formulation of its Africa policy. In what
specific areas would a Mondale administration’s Africa policy
differ from that under Carter and Reagan? Should the U.S.-
Soviet relationship be an important consideration in the for-
mulation of U.S. Africa policy?

Mondale: | disagree with your statement that the Carter
administration policies did not achieve any tangible results.
President Carter’s policies helped bring about majority rule in
Zimbabwe. Just prior to the 1980 U.S. elections, the South
African government had agreed to virtually all the conditions
of UN resolution 435, which provides for UN-supervised elec-
tions and independence for Namibia. The U.S. has been for-
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mally committed to Namibian independence since 1977, but
when the Reagan administration took office, progress on this
matter virtually halted.

While our relations with the Soviet Union may sometimes
influence gs with other nations, I believe that a
successfu wolicy rests on the detailed knowledge of
the needs of each individual nation. In addition, where a Soviet
threat does in fact exist, the effective way to thwart it is to
help build thriving African economies.

Africa Report: Neither the Carter nor the Reagan adminis-
tratior. has succeeded in binging about Namibia’s indepen-
dence despite differing policy approaches. What new initia-
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Former Vice President Walter F. Mondale: “Apartheid,
murderous dictatorships, and extremes of wealth and poverty
are wrong and dangerous”
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tives would you undertake to achieve Namibia's indepen-
dence? What is your view of the linkage of the withdrawal of
Cuban troops from Angola to Namibia’s independence?
Mondale: The first thing I would do with regard to Namibia is
to revive, in close cooperation with our European and African
allies, UN resolution 435, which provides for Namibian inde-
pendence and UN-supervised elections. I think it is important
that we remember what is at stake when we discuss Namibia.
What is at stake is the system of apartheid in the Republic of
South Africa. The South African government continues to
exclude 25.5 million people out of a total population of 30
million, from social, economic, and political participation. Now
the South African minority is beginning to fear pressures from
outside to reform its exclusionary practices, and has reacted
by taking a hostile stance toward its disapproving neighbors.
When the Reagan administration began its espousal of “con-
structive engagement,” South Africa jumped at the chance to
link independence for Namibia to Cuban troop withdrawal.
The U.5. has been formally committed to Namibian indepen-
dence since 1977, and just prior to the 1980 U.S. elections,
the Repubiic of South Africa had agreed to virtually all condi-
tions of UN resolution 435. The Reagan administration threw
that commitment away.

The withdrawal of Cuban troops from Angola is, of course,
a highly desirable objective. But a free and independent Nami-
bia would probably be the most powerful argument against the
continued presence of Cuban troops.
Africa Report: Would your administration extend diplomatic
recognition to Angola? If so, under wh ¢ conditions?
Mondale: We should be willing to sit down and work out an
acceptable basis for relations with Angola. Our failure to do
this has certainly hurt us, as the current Namibia stalemate
demonstrates. Angola’s future is intimately tied to the future
of Namibia and South Africa. We cannot maintain a realistic
view of the region without incorporating Angola into our goals.
As1§4id before, one of our primary goals with regard to Africa
is to immediately begin to establish forthright dialogue with all
of its nations. No resolutions can be achieved without commu-
nication, and the situation in Angola is no different. As presi-
dent, I would immediately begin that process with Angola.
Africa Repoert: Some observers cite as evidence of success
of the Reagan administration’s policy of “constructive engage-
ment” the Nkomati Accord between Mozambique and South
Africa, and South Africa’s disengagement from southern An-
gola. Others say the policy has given the South African gov-
ernment a freer hand to destabilize southern African states
and to force them into signing non-aggression pacts. What is
your view of the administration’s “constructive engagement”
policy? What southern Africa policy would your administration
pursue?
Mondale: Two years after the Reagan administration re-
versed our policies in southern Africa, their policy has pro-
duced few positive results. Rather than directly confronting
the difficulties South Africa poses for American interests in
southern Africa, they instituted “constructive engagement.”
They proposed to turn South Africa around by offering a
series of unilateral concessions. It is hardly surprising that the
United States has gotten nothing in return.
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When I met with former Prime Minister Vorster in Vienna
in 1977. I made it clear to him that South Africa must allow all
its people to share fully in the political life and future of the
country. Apartheid is antithetical to our most basic values.
Tolerating or ignoring it is not an acceptable American policy.
As president, 1 would press South Africa for meaningful
action. I would make certain the South Africans understood
that if they did not make progress on Namibia and apartheid,
we would be prepared to use sanctions in cooperation with
other nations. We should also be prepared to employ a range
of unilateral measures, such as restriction in the areas of
exports, nuclear materials, and air traffic.

Finally, as president, [ would move to restore the trust that
the Carter-Mondale administration had been able to create
between the United States and black Africa. Working to-
gether, we were able to bring about majority rule in Zimbabwe
and real movement toward independence for Namibia. The
distance the Reagan administration has put between itself and
black Africa has encouraged South Africa to assume that we
will no longer pressure them relentlessly to change. “Con-
structive engagement” has merely emboldened South Africa
to delay 'eaving Namibia and to destabilize neighboring Mo-
zambique, Angola, and Zimbabwe.

By making it clear that we stand with black Africa against
these strategies, we can greatly increase South Africa’s incen-
tive to change course.

Africa Report: What measures should the U.S. government
utilize to bring about change in South Africa? Would you sup-
port economic sanctions such as those proposed by the Gray
amendment to the Export Administration Act? Should the
U.S., as the Reverend Jesse Jackson has suggested, initiate a
scheme for progressive divestment from South Africa of
American firms? What should be the U.S. governiment’s rela-
tionship with the African National Congress of South Africa?
Mondale: In our efforts to bring about change in South Af-
rica, we must utilize every means available to us. This in-
cludes exerting political pressure through international bodies
such as the United Nations, as wel! as a carefully considered
program of economic sanctions. My administration would be-
gin by enforcing the UN arms embargo against South Africa,
including restrictions on “dual use” equipment, and would
reimpose export controls which the Reagan administration
has seen fit to relax. I would support the Gray amendment and
ban new loans by U.S. businesses to the South African gov-
ernment and private sector until it demonstrates progress
toward ending discrimination. [ would also impose a ban on the
sale or transfer of sophisticated computers and high technol-
ogy to South Africa on the same conditions. Programs such as
those I have outlined will require careful coordination with our
allies, both regionally and globally.

Africa Report: What role should the U.S. play in the resolu-
tion of African regional conflicts such as the war in the West-
ern Sahara, Chad, and the Horn of Africa? Is the provision of
military assistance to friendly countries a barrier or aid in
finding peaceful solutions to these conflicts?

Mondale: A Mondale administration would seek to prevent
the intervention of outside forces who exploit African regional
conflicts to their own benefit. We would understand the com-
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plex historical background of conflicts such as those that exist
in the Horn and the Western Sahara. Where we discerned
Soviet exploitation of such conflicts, we would join with Afri-
can allies to pressure the Soviets to withdraw.

African nations oppose foreign intervention in their regional
conflicts. I would have the U.S. join with them, if invited, to
assist the Organization of African Unity [OAU] in fulfilling its
mandate to find a peaceful solution to conflict in the region.
The OAU is seized with the problem of the Western Sahara at
this time and is seeking to forge a settlement based upon the
principles of self-determination, non-intervention, and settle-
ment through negotiations rather than violence. In my judg-
ment, these OAU principles form a sound basis for a settle-
ment. While making our own position clear, however, we
should not intervene in OAU deliberations in ways that divide
the Africans or obstruct their chosen processes.

Africa Report: Critics maintain that the Reagan administra-
tion has used military and economic aid as leverage to influ-
ence African governments’ political and economic policies. It
has also decreased the U.S. contribution to multilateral aid
agencies upon which Africa relies for economic assistance.
What criteria should be used in allocating foreign aid to Africa
and should the U.S. use its aid as leverage? Are current aid
levels to Africa sufficient in your view?

Mondale: A solid relationship with the nations of Africa is
important to us. To achieve it, we must play a substantial role
in fostering Airica’s economic development. During the
Carter-Mondale administration, U.S. economic and technical
assistance to Africa more than doubled, from $300 million to
well over $700 million. The Reagan administration, on the
other hand, has increased military assistance at the expense
of vital development aid. Among the important consequer s
of this trend has been a sharp reduction in the funds ava.able
to support the highly effective programs of American volun-
tary agencies in the developing world.

This policy is terribly shortsighted. By now, we should
have learned that instability throughout the world thrives on
hunger and grinding poverty. Of the world’s 30 poorest coun-
tries, 20 are in Africa.

We must respond to Africa’s economic problems, not only
to promote human decency, but also from an enlightened
concern for our long-term interests. If we want an Africa
canable of buying American cars or grain, if we want an Africa
that sees us as a partner and endorses our values and objec-
tives, we must increase our contribution to Africa’s develop-
ment. We must undertake this foreign assistance, not as a
dole, but as an investment in the future. Aid must go to the
poorest and neediest regions of the continent, not just to
those countries defined as strategically important to the
United States.

Currently inflated levels of military aid tend to destabilize
Africa by escalating the East-West conflict. Development as-
sistance, coupled with prudent diplomacy, will be much more
effective in fostering peace and security on the continent.
Africa Report: The Reagan administration’s development
aid policies emphasize the role of the private sector in devel-
opment and encourage economic policy reforms which would
promote private investment. Is this a realistic approach to the
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continent’s developu.ient needs? Should Africa be regarded in
special terms considering that it contains many of the poorest
nations in the world? How should trade and investment be
promoted in Africa?

Mondale: The Reagan administration’s private sector devel-
opmental aid policies have come positive aspects. In light of
Africa’s special circumstances, however, it would be unrealis-
tic to base our entire policy on this approach. To spur long-
term economic growth, African nations need a range of addi-
tional assistance in education, infrastructure, and other key
areas. Enhanced trade and investment will require, as well,
increased political stability and assistance from multilateral
institutions.

Africa Report: Some members of Congress have called for
an end to U.S. assistance to American allies such as Zaire,
characterizing the government as “repressive” and “corrupt. ’
Would you favor continued aid to Western client states despite
their reputation for repression and corruption? Would you
support aid to countries such as Mozambique which follow
socialist political systems?

Mondale: The single most important consideration in provid-
ing aid to any nation is the needs of its citizens. U.S. aid should
be given to nations that use it to promote decent standards of
living. I do not believe that aid is a carrot to be held out in front
of hungry nations with the admonition, “If you take our side in
global politics, then we’'ll consider feeding those who are hun-
gry, sheltering those without homes, but if you do not, we will
leave them to suffer.” Such a policy ignores the principles of
human rights which must guide our foreign aid policies.

At the same time, we must avoid policies that encourage
and strengthen repressive regimes. In particular, arms sales
and othicr exports that increase brutality and divert resources
from vital human needs must be scaled back or halted. []

to bring about change in South Africa we must utilize every
means available to us”
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Africa and the IMF 1

Conditionality: A New
Form of Colonialism?

With the African continent in economic crisis, more and more countries are
finding that they have no other option but (o strike a deal with the IMF. But
at what cost to their political and economic sovereignty?

BY ROBERT S. BROWNE

he economic crisis which Africa

has suffered over the past decade
has wreaked so much damage on basic
structures and has saddled the continent
with so large a debt burden that it will
take many years for the effects to be
undone. The sources of the devastation
are many: drought, increases in the
price of petr leum, the prolonged re-
cession in the industrial countries, dete-
rorating terms of trade, and inappro-
priate policies pursued by African gov-
c.nments.

The true extent of the damage to Ai-
rican economies was concealed, or de-
layed perhaps, for several years by the
heavy flow of commercial bank loans to
the continent, which enabled it to ignore
for a while the grim implications of the
multifold increase in the price of energy
and the deterioration in its terms of
trade. But the escape was only tempo-
rary. As a result of unprecedented oil
price rises, oil exporters began to regis-
ter heavy payments surpluses, while
non-oil exporters experienced compa-
rable deficits, and lowered standards of
living. To counteract this trend, indus-
tralized countries moved to protect
themselves by raising the prices of their
exports, thus shifting a portion of their

Robert S. Browne is a senior research fellow in
Howard University's African Studies and Re-
search Program. He was formerly executive direc-
tor of the African Development Fund in Abidjan,
Tvory Coast.
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share of the deficit onto the Third
World, whose raw material exports
could not command comparable price in-
creases.

Commercial banks, flush with the
burgeoning deposits of the newly
wealthy oil exporters, and eager to find
borrowers for these deposits, offered
the Thi*d World an easy outlet by which
5 wvoid, or at least posipone, the
wrenching adjustments which were
called for by the new global economic
situation. These money salesmen of-
fered loans which would enable oil im-
porting countries to maintain their
former levels of spending, despite the
double financial squeeze to which they
were being subjected.

What politician could resist such an
offer, especially when real interest rates
were at all-time lows, and banks were
far more concerned with making the
loans than with how they would be re-
paid? Indeed, some political leaders
were unable to resist the temptation to
borrow beyond what was required to
close their balance of payments gap in
order to finance massive new projects
which often had little economic justifica-
tion.

This unprecedented surge in loans to
Third World countries was a few years
later brought to an abrupt halt by the
deepening recession -in the industrial-
ized nations and by the steep rise in real
interest rates. By the end of the 197&&'
borrowers were finding it increasingly
difficult to meet their interest and princi-

pal payments, and were forced to re-
schedule or renegotiate their loans at
higher interest rates. Many of the loans
had been made on a short-term basis to
suit the requirements of the lender, but
were used to finance projects which had
only long-term payback possibilities.
To meet these debt servicing re-
quirements, and to pay for ever-increas-
ing food imports caused by the drought
and by faulty agricultural and administra-
tive policies, African countries found
themselves obliged to cut their non-food
imports and to use up their remaining
foreign exchange reserves, which had
fallen dramatically as a result of the de-
pressive effect of the global recession
on export earnings. It was into this eco-
nomic chaos that the International Mon-
etary Fund (IMF) made its debut as a
major financier on the African continent,
although it had been providing occa-
sional loans in Africa for many years.
The IMF was created in 1944 with
the aim of stabilizing the international
monetary system, a task it pursued by
establishing rules and mechanisms for
regulating exchange rate fluctuations. A
stable monetary system was thought to
be essential to the expansion of global
trade in the post-World War Il era. The
IMF’s principal stabilizing mechanism
was the provision of loans of relative
short-term duration to countries experi-
encing temporary deficits in their bal-
ance of payments, thereby permitting
these countries to maintain their flow of
imports. To obtain these loans, the bor-
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rower was obliged to observe certain
IMF conditions. But as the borrowers
were mainly the industrialized nations
and the conditions attached to the loans
usually entailed orthodox economic poli-
cies, conditionality rarely created prob-
lems between the IMF and the debtor.

In recent years, however, the IMF’s
focus has shifted from the industrialized
nations to the Third World, a shift which
has proved to be more than a mere
change of geography. The IMF, which
became active in Latin America prior to
its heavy involvement in Africa, quickly
four ! itself at loggerheads with its new
customers. Latin American countries
frequently objected to the conditions at-
tached to their loans on both ideological
and fiscal grounds. On more than one
occasion, efforts by governments to im-
plement IMF-imposed conditions led to
riots and social upheaval. With the ar-
rival of the IMF in Africa on a large
scale, such friction has intensified and
critics of the IMF have characterized
the Fund as the vanguard of a new form
of colonialism.

Under the best of circumstances, the
task whici the IMF performs is hardly
likely to endear it to its borrowers (all of
whom are members). Almost by defini-
tion, IMF stabilization programs impose
hardships, sometimes severe, on the
borrowing country. But such is the nat-
ure of the institution—it funds countries
confronted with a need to impose aus-
terity on their economies in order to en-
able them to reverse their payments im-
balances.

Before the formation of the IMF, na-
tions adjusted their balance of payments
by unilateral devaluation or revaluation
of their currencies, a practice which in-
vited destabilizing currency manipula-
tions. This foreign exchange anarchy
contributed to the collapse of the global
trading system in the period before
World War II. Prior to 1973, during the
era of fixed exchange rates, the IMF
operated mainly by constraining the ex-
change rate movements of its mem-
bers, lending them funds to enable them
to correct their balance of payments def-
icits. If a country’s deficit appeared to be
chronic rather than transitory, then ne-
gotiations for a major devaluation would
take place, and a new rate for the cur-
rency in question would be mutually
agreed to among IMF membership.
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The IMF also negotiated currency re-
valuations for countries experiencing
chronic balance of payments surpluses.

In the present era of floating ex
change rates, and with the Third World
rather than the developed countries as
the major borrowers, the IMF has found
itself in a new environment. Unlike de-
veloped countries, most of which are
creditor nations, Third World countries’
development strategies require vast in-
jections of external financing, as well as
a continuing supply of imported capital
goods and raw materials. A crival seg-
ment of their population is 2lso heavily
dependent on imported consumer
goods.

If this stream of financial and real in-
puts is interrupted, the country’s ability
to export is rapidly impaired. Further-
more, Africa’s exports are primarily
goods over which governments can ex-
ert little or no influence on prices or de-

mand. Thus the most obvious means for
closing a payments gap—by either im-
porting less or exporting more—is not
as readily available to African and other
Third World countries as it is to the de-
veloped world.

The IMF gradually accepted that sta-
bilization efforts in the Third World
could not be addressed effectively with
its traditional formulas. In 1979, after
extensive discussion, the Fund's guide-
lines on the use of its resources were
amended to permit longer-term loans.
The Fund also recognized that in helping
members to design adjustment pro-
grams, due regard would have to be paid
to social, political, and economic priori-
ties and objectives. These were steps in
the right direction, but unfortunately,
they were overtaken by the fast-moving
events of the 1980s.

As long as private loans were readily
available, IMF money, with its odious

Food riots in Tunisia: “Riots and social upheavals have occurred when governments

have been forced to remove subsidies beczuse of IMF austerity policies”
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“conditions,” was not very attractive. In
fact, during the late 1970s, so few coun-
tries went to the Fund that it was re-
celving more in repayments than it paid
out in new loans. But as the first hints of
possible defaults by Third World bor-
rowers reached Wall Street, they sent
shudders through the private banking
community and transformed the for-
merly glib loan pushers into dour loan
collectors. IMF money subsequently
took on a new allure.

The IMF was eager to be accommo-
dating, for it correctly perceived that a
rash of loan defaults could easily destroy
the international financial system which
had been so laboriously constructed
over the past 40 years. Its involvement
with Third World debtors became more
extensive. Whereas in 1978, the Fund
was repaid four times more than it lent,
by 1983, it was lending six times more
than it was receiving in repayments.

For many African countries that had
turned the ease of borrowing in the
1970s into excessive spending, closing
payments gaps and finding the re-
sources to service their debts was very
difficult. Although both the debts and
the deficits were generally smaller in Af-
rica than in other Third World areas, Af-
rican economies were also more fragile,
more dependent, and had in many cases
deteriorated far more seriously. Thus
the dilemma of how to close a balance of
payments gap when options of reducing
imports or expanding exports are either
highly risky or nonexistent cast its
shadow over every loan negotiation.

African borrowers quickly lined up to
request IMF loans, but whatever eu-
phoria they may have experienced at
finding a willing lender was promptly dis-
pelled as they learned of the conditions
attached to the loans. The IMF's coun-
try analysis teams discovered broad

development bank’’
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similarities in the underlying nature and
causes of the financial crises in the vari-
ous countries, and the prescriptions
they recommended for “adjusting” the
failing economies fell into a fairly consist-
ent pattern.

In the IMF’s view, the principal cause
of each country’s economic crisis was in
almost every case the same—expan-
sive demand policies—with the follow-
ing results:
® government spet«iing far in excess of
revenues, leading to budget deficits and
inflation;
® failure to adjust exchange rates to re-
flect internal inflation, leading to over-

-alued currencies;

® failure to maintain a balance between
imports and exports in the face of rising
prices for imported goods;

e insufficient attention to supply side
factors.

The IMF maintains that unless such
deficiencies are corrected, a country’s
payments imbalance cannot be rectified.
The longer the correction is postponed,
the more serious the problem becomes.
The medicine is bitter, but failure to
take it is even worse, it is argued, for
until it is swallowed, finances will con-
tinue to deteriorate, no new capital
flows will be forthcoming, and the mo-
ment of collapse moves ever closer.

Most African countries, however,
have found the IMF analysis inadequate
and the adjustment packages untenable.
These complaints derive from the
IMF’s exclusive focus on the borrow-
er’s behavior, while ignoring developed
countries’ share of responsibility for Af-
rica’s current predicament. African gov-
ernments argue that it was the industni-
alized countries which raised the prices
of their manufactured goods and cut
back purchases of Africa’s exports, thus
turning the terms of trade against them;
it was the industrialized countries which
raised interest rates to astronomical
levels. Therefore, African governments
should not be expected to bear all of the
burden of adjustment.

The IMF responds that it monitors
the economic policies of the developed
countries as well and urges them to
avoid measures which are inflationary,
protectionist, or otherwise harmful to
the global financial and monetary sys-
tem. It has been particularly vocal, for
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example, in calling on the U. 5. to reduce

its deficit and lower its onerous interest
rates. But the Africans are perhaps jus-
tified in characterizing this as mere rhet-
oric because there are no comparable
strictures on developed countries’ con-
duct, whereas developing nations’ nen-
compliance with IMF conditionalities
results in a prompt penalty, usually the
suspension or cancellation of the loan.

It is this asymmetry in the IMF's rela-
tions with its members which, critics
charge, constitutes one of the more se-
rous flaws in the Fund. Although the
criticism is not entirely valid because it
compares borrowers with non-borrow-
ers, neither is it completely without
merit. It illustrates a bias which perme-
ates the international monetary and
trading system overall, one which fa-
vors developed economies at the ex-
pense of those in the developing world.

Complaints about the untenable
terms of the adjustment packages are
numerous. Some of the conditions fre-
quently incorporated into IMF loans to
African countries include:
® limitations on the level of domestic
spending, often entailing wage ceilings,
reductions in employment, and elimina-
tion of subsidies on consumer goods;
® expansion of government revenues,
through additional or more effective tax
collection;
® elimination of unprofitable or ineffi-
cient public enterprises;
® ceilings on credit creation, domestic
or external borrowing, and monetary
expansion;
® redirection of credit away from gov-
ernment and toward the private sector;
® relaxation of price controls;
® increase in interest rates;
® devaluation of the currency;
® expansion of exports and reduction of
imports;
® removal of exchange and import con-
trols.

While no single loan will contain all of
the foregoing conditions, the list none-
theless is representative of the policies
the IMF regularly imposes upon African
borrowers. Since loans are disbursed in
pre-arranged installments which are
keyed to the compliance deadlines, it is
quite common for them to be termi-
nated after only one or two installments
if borrowers fail to meet their targets.

It is widely believed that since the
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arrival of the Reagan administration, the
IMF's lending policies “have become
even tougher. One observer has calcu-
lated that in the first six months of 1982,
“The IMF cancelled agreements, many
of them in Africa, of greater value than
its gross new commitments, on the
grounds that members had failed to
meet strict performance targets. In
consequence, its new commitments
were actually negative—during the
worst recession since the 1930s!”

In some cases, failure to meet targets
may merely lead to renegotiation of the
loan. On the other hand, there are many
cases where loans are not made be-
cause the borrower and the IMF cannot
come to an agreement on the terms and
conditions. Nigeria, for example, has
been negotiating with the Fund for
nearly two years with no agreement yet
in sight. In this instance, the major
stumbling blocks appear to be the size of

“As long as private loans
were readily available, IMF
money, with its odious
conditions, was not very
attractive.”

the proposed devaluation and the reduc-
tion of the domestic petroleum subsidy.

The reality, however, is that the poor
countries have virtually nowhere else to
go for help once their economies have
deteriorated to a certain level, so while
they may temporarily reject IMF loans
because the conditions are unaccepta-
ble, the Fund generally concludes an
agreement on terms only marginally dif-
ferent from those originally put forward.
Both the IMF and the borrowers know
who is in the driver's seat. And the
result, as in all negotiations between
two grossly mismatched antagonists, is
highly predictable.

The mismatching arises not only from
the vast disparity in power of the two
parties, but also from that of the human
resource base from which they can draw
to negotiate the loan agreements. The
IMF installs a team of well-paid and
highly skilled experts in the borrowing
country for whatever time is needed to
persuade the local authorities to accept

its analysis of the country’s problems
and how they should be addressed.
Against this impressive array of power,
skill, and resources, the local govern-
ment is likely to have at best only very
limited personnel with the appropriate
training and experience to deal with the
IMF team. Therefore, it is not surpris-
ing that African governments regularly
agree to conditions which they find ob-
jectionable on policy grounds-—and
ones which they are unable to fulfill.
The IMF’s relentless insistence on
such conditions has given it an unflatter-
ing image in much of Africa and the
Third World. The riots and social up-
heavals which have occurred in Sudan
and elsewhere, when governments
have been forced to remove subsidies
and raise prices on staple food items,
have in the public consciousness, linked
the IMF to austerity policies. Compli-
ance with any one of the IMF conditions
is likely to inflict considerable hardship
on some segment of the population—an
option African leaders are understand-
ably eager to avoid. Certainly no gov-
ernment leader is going to take the med-
icine, no matter how miraculous it may
be, if he believes that the likely result
will be the overthrow of his regime.
The IMF experience in Africa has not
been all bleak, but the success stories
are few and far between. Probably the
best known (because it is so frequently
cited by IMF officials) is that of Somalia,
which, with IMF partnership, a cur-
rency devaluation, and liberalization of
its pricing and marketing policies, was
able to reverse its economic decline and
eliminate its external payments arrears,
all within a two-year period. Mauritius is
also cited as a success story. But these
cases are clearly aberrations from the
general pattern of the results the IMF
has obtained in the rest.of the continent.
The IMF was created“to deal with
transitory imbalances in developed na-
tions’ balance of payments—it is there-
fore ill-equipped to deal with the long-
term, structural imbalances which char-
acterize most of Africa’s economic
crises. A major criticism of the IMF’s
role in Africa is its overemphasis on re-
straining demand (by the restriction of
monetary and credit expansion), while
paying inadequate attention to supply
side factors, such as increasing produc-
tion and exports. That it does so is not

17




surprising. Supply side changes are
long-term in nature and generally re-
quire considerable long-term financing,
preferably at low interest rates. The
IMF has very little money available for
this, and its managing director, Jacques
de Larosiere, regularly reaffirms that
the IMF is not a development bank;
therefore its function is limited to the
provision of balance of payments sup-
port during temporary periods of adjust-
ment.

While its critics would accept the ar-
gument that the Fund is not equipped to
finance long-term structural change,
they also point out that the Fund makes
little effort to increase condition-free,
low interest loans which could, within its
existing structural and legal limitations,
be made available to the poorer coun-
tries. By choosing to replenish its re-
sources with high-cost borrowed funds,

rather than exercising the option of low-
cost quota increases or the creation
of additional special drawing rights
(SDRs), the Fund appears to have made
a deliberate decision to force high condi-
tionality loans on the poorer countries.
The implication here is that the IMF is
aggressively seeking to expand its con-
trol over the economic policies of Third
World borrower nations.

No one has contested either the need
for some policy changes on the part of
the borrower countries or the right of
the lender to place some reasonable
conditions on its loans. However, the
friction has arisen over the extent of
conditionality, its appropriateness, and
its time frames—issues which could be
worked out over time if good faith is
maintained on both sides. Suspicion that
the IMF is manipulating its own re-
source base to better extend its control
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over its poorer clients introduces a new
and alarming twist to the relationship,
feeding the charges of neo-colonialism
which inevitably surface whenever con-
ditions become oppressive.

Recently, fuel has been thrown on
the fire, first by the World Bank’s move
to expand conditionality in its loan pro-
grams for Africa, and secondly, by the
Reagan administration’s proposal for a
high-conditionality aid program for Af-
rica—the Economic Policy Initiative.
The World Bank, through its newly cre-
ated structural adjustment lending pro-
gram, has moved toward providing the
longer-term adjustment funds which the
IMF cannot provide, but in doing so, it
has not only made compliance with IMF
conditions a prerequisite, but it has also
added ones of its own. The Bank is even
considering extending such conditions
to its regular project loans.

The zid request for the Economic
Policy Initiative is still before the Con-
gress, but the clear signal from the
White House is that future U.S. aid will
be increasingly dependent on the tecipi-
ent country’s willingness to accept pol-
icy direction from Washington. There
are similar stirrings coming out of the
European Economic Community, Afri-
ca’s largest single source of aid monies,
and there is an effort afoot to “coordi-
nate” resource flows to Africa from all
sources—bilateral and multilateral—as
well as commercial loans and private in-
vestment.

There is some merit in rationalizing
the anarchy which currently prevails in
the transfer of resources to Africa, but
the continent is at serious risk if all re-
soyrce flows are channeled through a
single, conditional funnel. In effect, it
will become necessary to trade sover-
eignty for aid. Adherence to the IMF
“good conduct” cachet is swiftly becom-
ing a sine qua non for African countries
wishing to obtain financial assistance—
whether from commercial banks, multi-
lateral institutions, or bilateral donors. If
this scenario fully materializes, African
countries will be justified in feeling that
donor nations are “ganging up” on them.
If the record of donor intentions or suc-
cess rates were a more positive one,
then one might feel comfortable in coun-
seling Africans to be optimistic. But un-
fortunately, that is not the case. O
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Africa and the IMF

An Evolving
Relationship

The IMF's alternate executive director, E.|.M. Mtei, believes that the Fund
can better address Africa’s development needs if its programs are made
more responsive to the continent’s economic and political realities.

BY E.ILM. MTEI

hen the United Nations Mone-

tary and Financial Conference
which established the International
Monetary Fund (IMF) was convened at
Bretton Woods in July 1944, most of Af-
rica was still under colonial rule. Only
three African countries (excluding
South Africa) participated in the confer-
ence.

Today, the African bloc of countries in
the Fund is numerically the largest.
However, this has done lit*le to increase
Africa’s influence in the IMF’s decision-
making process. Sub-Saharan Africa ac-
counts for under 5 percent of total
votes, and together with the North Afri-
can group of countries, the entire conti-
nent can muster only 7.54 percent of the
votes in the Fund. By contrast, five in-
dustrial countries, led by the United
States, account for about 41 percent.
Africa’s weak position within the Fund'’s
power structure is based on the fact that
the combined quota of African countries
is jow, and that successive quota re-
views have not materially changed the
basis for quota distribution.

One of the areas where the Fund has
developed a close relationship with its
African members is in technical assist-

E.I.M. Mtei is an alternate executive director of
the International Monetary Fund. He has held
various posts in the government of Tanzania, in-

cluding governor of the Bank of Tanzania (1965-

73) and minister for finance and planning (1977-

79). He also served as secretary-general of the
East African Community (1974-76).
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ance. This area might not receive as
much attention as the IMF’s role in de-
signing adjustment programs in Africa,
but it is very significant, given the short-
age of skilled manpower in Africa. The
scope of assistance covers the fields of
economic research, sometimes in con-
nection with requests from regional or-
ganizations such as the Economic Com-
munity of West African States (ECO-
WAS), statistics, foreign exchange
operations, bank supervision, and tax
and customs administration. Officials
from African countries have also bene-
fited from the training programs con-
ducted by the IMF Institute. About
3,500 officials from 144 member coun-
tries have participated in the Institute’s
programs since its beginning two dec-
ades ago.

Lately, the Fund has become more
visible in Africa. African countries ac-
count for about half of the standby ar-
rangements in effect with members, an
indication of the serious economic prob-
lems facing the continent. A Fund-sup-
ported program has become a sine qua
non not only for debt rescheduling, but
also for the release of resources from
other international institutions, com-
mercial banks, and donor countries.
Lending agencies and donor countries
leave the impression on debtor coun-
tries that Fund financing, whichis predi-
cated uron a borrowing country under-
taking an adjustment program, will nec-
essarily produce the desired result—a
viable balance of payments position, sta-
ble prices, and sustained economic

growth. Such a result is not only neces-
sary in order to make their aid effective,
but it also guarantees ultimate repay-
ment of the debt incurred.

Saddled with a heavy debt service
burden, many African countries there-
fore are left with little choice but to turn
to the IMF. It should be noted that al-
though this problem came to the fore in
the 1980s, it had been brewing since the
first oil price shock in 1973. Within a
period of nine years, the price of a barrel
of crude oil rose from about $3 to over
$36 at the beginning of 1982. Conse-
quently, most developing countries’ bal-
ance of payments positions came under
enormous strain, and governments
were required to borrow to finance the
increased cost of petroleum as well as
investment projects. Because of the
ease with which investors could secure
petrodollar loans at the time, a large
number of investment projects financed
were of doubtful viability in the long run,
compounding the debt problem.

The situation did not develop into a
crisis immediately because of the con-
siderable improvement in developing
countries’ terms of trade and the sub-
stantial rise in prices of primary com-
modities beginning in 1976. The com-
modity boom, however, proved to be
only temporary. The second oil price
shock in 1979 was followed quickly by
high interest rates which resulted from
undue reliance on restrictive, deflation-
ary monetary policies in a number of
industrial countries, and the most se-
vere global recession since the second
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World War. The prices of commodities
produced by developing countries tum-
bled. Even those countries which ex-
ported manufactured goods found their
markets drastically reduced and their
foreign exchange reserves virtually
wiped out. By mid-1982, the debt ser-
vice problem had reached crisis propor-
tions.

Today, Africa’s economic situation is
somber. It is estimated that per capita
GDP has dropped by more than ten per-
centage points since 1980. The conces-
sional element of African countries’ debt
has declined, while vanable interest rate
loans, which accounted for 8.8 percent
of total disbursed debt in 1973, in-
creased to 21.4 percent in 1982. This
underscores why Africa is concerned
about policies in the industrial countries
which keep international interest rates
high.

Financial developments have become
even more problematic for Africa’s
many low income countries. Of the 30
counties so classiied by the World
Bank in its 1983 World Development Re-
port, almost two-thirds are African. In
1982, disbursements to these countries
fell to two-thirds of 1980’s level, and the
expansion projected in 1983 was not
sufficient to keep pace with external
debt service requirements. All this
shows that while no single African coun-
try’s debt is large enough to send shock
waves through the international financial
system, the problem for Africais no less

serious than it is in other regions. In-
deed, because of the low income levels
of most African debtor countries, the
servicing and amortization of the debt
have a more painful and destabilizing im-
pact on the social and political fabric.
Prescribing too much austerity is like
halving the diet of an already underfed
child. This fundamental point must be
borne in mind by the Fund and the rest
of the international community.

There appears to be very little dis-
agreement in Africa that adjustment
programs aimed at ensuring financial
discipline, bringing demand more in line
with available resources, and facilitating
payment of adequate and remunerative
incentive prices for the productive sec-
tors have a great deal of ment. Nor is it
disputed that indefinite subsidies for
consumer goods not only strain govern-
ment finances, but also introduce distor-
tions in the allocation of resources for
production. indeed, many countries
agree with the Fund'’s general stance on
this point and have adopted measures in
this direction.

However, there is less agreement on
whether the IMF’s policy prescriptions
give sufficient consideration to some of
the unique characteristics of African
economies. The main concern is that
Fund programs tend to concentrate on
short-term movements in macroeco-
nomic variables, whereas African econ-
omies suffer from deeper structural
problems such as high commodity con-

e

as the lack of sufficient skilled manpower"”
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centration of exports, which leaves
them vulnerable to external market con-
ditions; low income levels, which lead to
low domestic savings; a high rate of pop-
ulation growth; and the lack of sufficient
skilled manpower in the critical areas of
technical, economic, and financial man-
agement.

African economies’ weak external
payvments position, the low level of eco-
nomic growth and declining per capita
income, and dependence on external
capital inflows are a reflection of deep-
seated constraints which can only be re-
moved over an extended period of time.
This is one of the reasons why a number
of Fund-supported programs in African
countries have become noperative, or
why in many cases economic growth
targets were not achieved.

A recent study of IMF-supported ad-
justment programs in Africa shows that
the economic growth target was
reached in only 20 percent of the cases.
Given declining per capita income
trends in Africa, it is not difficult to ap-
preciate why this result must be alarm-
ing to African policy-makers. The same
study is revealing in other respects. It
shows that programs were not fully suc-
cessful in reducing inflation—measured
by the rise in the consumer price in-
dex—and that the current account posi-
tion as a proportion of GDP was not
achieved in most countries. Comparing
the performance of countries relative to
the previous year, the same study notes
that there was a decline in economic
growth in most countries; inflation
worsened in over half the countries; and
neither the current account position nor
the overall balance of payments appears
to have improved or worsened signifi-
cantly in most countries.

Although only limited conclusions can
be drawn from one study covering a
short period of time, the situation does
suggest a number of things. First, it
seems obvious that any program de-
signed to correct or ameliorate the situ-
ation will have to be better integrated
into the development plans of African
countries because the standard policies
of demand management and exchange
rate devaluations by themselves do not
guarantee price stability and sustained
economic growth. The Fund has already
taken a step in the right direction with
the establishment of the extended facil-
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ity which provides support to a member
country for a three-year period. How-
ever, only a few African countries have
benefited from the extended facility.
Second, there is need for additional
resources to be made available to the
IMF to enable it to provide adequate
funds to members undertaking medium
to long-term adjustment programs. The
recent quota increase appears to be too
small. This has prevented the Fund
from making larger commitments to
countries where problems are struc-
tural in nature and require a longer pe-
riod of adjustment, although IMF credit
to sub-Saharan Africa has grown over
the years, from $161.2 millionin 1973 to
$3,987.9 million in 1983 (excluding the
Reserve Tranche and the Trust Fund).
The Fund takes the position that under
such circumstances, the revolving char-
acter of its resources dictates that the
best it can do is to play a catalytic role in
attracting financing from other sources.
African countries anticipated this
problem and had argued for a substantial
increase in quotas in order to alleviate
pressure on Fund resources, making it
possible for the organization to provide
adequate resources to members, par-
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ticularly low-income countries, which
have limited access to private capital
markets and must rely more on the
IMF. Increased pressure on IMF re-
sources has also led to the reduction of
the amounts countries can borrow and
to a somewhat stricter application of the
rules on access to its resources.

Third, because its resources are not
likely to be increased in the near future,
the IMF should be prepared to take a
more forthright attitude in seeking
longer-term financing for African coun-
tries. This sort of catalytic role would
have the greatest impact. It is not
enough that member countries obtain
debt relief. There is also need for addi-
tional resources. A longer term commit-
ment by the Fund in African countries
would send a signal that might encour-
age the international community and bi-
lateral donors to increase their assist-
ance to countries undertaking adjust-
ment programs.

Fourth, it is important that Fund-sup-
ported programs should be more flexi-
ble in order to respond to the factors
which limit the speed of adjustment in
Africa. Because Africa is more depen-
dent on trade than other developing re-

gions of the world, pragmatism requires
that Fund programs make greater pro-
vision for contingencies beyond the con-
trol of the local authorities.

Lastly, the Fund needs to show a
greater appreciation of the political reali-
ties in Africa. Even where there is
agreement on the need to take firm cor-
rective action, there are limits to the
demands that can be placed on policy-
makers at any given time. Otherwise,
setting inflexible targets for economies
that are vulnerable to unforeseen devel-
opments, such as drought, will lead to
slippages. In such cases, it would be un-
productive to take the view that the au-
thorities lack sufficient political commit-
ment to the adjustment process.

Instead, the Fund should work with
government authorities to modify the
performance criteria prescribed in the
programs in accordance with the new
realities, and where possible, to assist in
mobilizing additional resources to meet
the emergencies. It should be under-
stood that for any program to be suc-
cessful, it must be supported by the
people of the country implementing the
program, and an atmosphere of peace

and social stability must prevail. ]
3
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Zaire

The Ritual Dance of the
Debt Game

President Mobutu Sese Seko’s latest efforts at economic reform are
earning him accolades from Western governments, banks, and
multilateral institutions. But given Zaire's record, is their optimism

warranted?

BY THOMAS M. CALLAGHY

n August 2, Frank Wisner, U.S.

Deputy Assistant Secretary of
State for African Affairs, held a press
briefing to announce the signing of a bi-
lateral investment treaty with Zaire,
only the second such treaty between
the U.S. and an African country. Wisner
praised Zaire for its decision to “restruc-
ture and reform its economy and take
very deep biting measures to make cer-
tain that it succeeded.”

Though Zaire has instituted some re-
forms during the last year, the U.S. op-
timism over Zaire’s economy seems to
be more closely tied to political consid-
erations than to economic realities.
There is little in the history of Zaire's
economy or in its relations with multila-
teral institutions and Western creditors
that would lead most observers to con-
clude that Mobutu is seriously under-
taking substantial economic reforms. In-
deed, the corruption and mismanage-
ment which have become associated
with Mobutu and his ruling elite are the
very elements which keep them in
power.

Mobutu and his ruling group have an
insatiabie desire for revenue. The reve-
nue collected by the state belongs to

Thomas M. Callaghy is assistant professor of po-
litical science and associate director of the Re-
search Institute on International Change at Co-
lumbia University. He is the author of the recently
released book, The State-Society Struggle: Zaire
in Comparative Perspective (New York: Co-
lumbia University Press, 1984).
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them, and they should be able to spend
it as they see fit. Mobutu is a political,
not an economic man. He knows that his
continued dominance depends very
heavily on available financial resources,
but the costs of power, order, defense,
glory, grandiose projects and lifestyles,
and the inherent corruption and largesse
of such a personalized regime have
come at too high a cost for Zaire, espe-
cially for its citizens, or subjects, more
accurately.

Zaire's reliance on extraordinary fi-
nancial measures has been significant.
Numerous and often quite inventive,
they include shady forms of borrowing,
extortion, confiscation, bribery, smug-
gling, and the operations of foreign busi-
nesses and financiers, all of which are
almost “normal” practice. The result of
such activities in Zaire, especially in con-
junction with structural economic diffi-
culties brought on by neglect and the
effects of a world recession, has been
financial and economic crisis.

Zaire's financial condition in the late
1960s and early 1970s was excellent,
particularly because of the high price of
copper which accounted for about two-
thirds of Zaire's foreign exchange. The
price of copper peaked at $1.40 per
pound in April 1974, but declined to as
low as $0.53 by late 1975; in 1976, it had
stabilized at around $0.65. By early
1976, Zaire was in the middle of a grave
economic and financial crisis.

As the 1980s approached, Zaire was

nearly $5 billion in debt and on the verge
of economic collapse. The percentage
debt breakdown by category was as fol-
lows: International Monetary Fund
(IMF)-3.1 percent; World Bank and
other international organizations—8.7
percent; bilateral credits, including pub-
licly-insured private bank loans-75.8
percent; uninsured bank debt-11 per-_g
cent; and uninsured commercial debt—
1.4 percent.

There were many reasons for this
crisis: the dramatic fall in copper and
other commodity prices; the closure of
the Benguela Railroad after the Angolan
civil war in 1975-1976; the disastrous
economic effects of the Zairianization
moves (1973-1975); rising oil costs; and
a world recession. This situation was
compounded by the Shaba invasions in
1977 and 1978. As serious as these fac-
tors were, however, they are far from
the whole story. All of these conditions
were made far worse by other factors:
massive and rash spending and borrow-
ing when revenues were high, rampant
corruption and fiscal mismanagement,
grandiose and unproductive develop-
ment schemes such as the Inga-Shaba
powerline and the Maluku steel mill, the
almost total neglect of agriculture and
the transportation and productive infra-
structure, and lack of understanding and
concern about the rapidly deteriorating
situation by Mobutu and his associates.

Due to their nonproductive nature,
Mobutu and those around him need the
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resources and assistance provided by
Western governments, the IMF, the
World Bank, and the private interna-
tional banks, but cannot afford to comply
fully with their demands for reform. To
implement the bureaucratic changes de-
manded by these actors would under-
mine the very basis of their power—
access to and free use of the state’s re-
sources. As a result, Mobutu and his
ruling group use their control of the
state apparatus to sabotage major and
long-lasting change, while manipulating
the external actors’ partially competing
interests and fears about the conse-
quences of a collapse of the regime to
fend off effective and sustained coopera-
tion between them.

Given the severity of Zaire's situa-
tiori, Mobutu and his ruling group have
done amazingly well in this game of
brinkmanship. They may not have un-
derstood the finer technicalities of the
international financial system at first,
but they did understand the politics of
international finance. Thus far, Zaire's
rulers have adroitly blocked almost all
efforts by international lenders to con-
trol their financial practices.

Under the IMF and other external
pressure and guidance, Mobutu and his
government put together five stabiliza-
tion programs, the “Mobutu Plans,” in
1976, 1977, 1979, 1981, and 1983. In
each case, Zaire entered into a standby
or extended fund facility (EFF) agree-
ment. The plans reflected the IMF’s
conditions and were designed to cut cor-
ruption, rationalize and control expendi-
tures, increase tax revenues, limit im-
ports, boost production in all sectors,
improve the transportation infrastruc-
ture, eliminate arrears on interest pay-
ments, make principal payments on
time, and generally improve financial
management and economic planiing.

Zaire’s public and publicly-insured
debt has also been rescheduled by the
Paris Club five times between 1976 and
1983. Zaire's private creditors resche-
duled their part of the debt in April 1980,
and eight World Bank and Western
country aid consortia meetings were
held to generate further official assist-
ance between 1977 and 1983. Without
this international support, the regime
might well have collapsed.

The government of Zaire had no clear
understanding of what it had agreed to
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do when i. signed the first two standby
agreements with the IMF in 1976 and
1977—and no intention of living up to
their terms. Given the gravity of Zaire’s
situation, the degree to which the gov-
ernment could have fully lived up to the
agreements is not clear, but, since no
real effort was made, it is impossible to
tell. President Mobutu and his ruling
group do not view international organi-
zations and aid agencies as sources of
development assistance, but rather as
channels for access to more resources,
particularly foreign exchange.

Since the results of the first two stabi-
lization plans were so meager, the IMF
and the World Bank decided in 1978 to
send their own teams of experts to Zaire
to take over key or supervisory posi-
tions in the Bank of Zaire, the Finance
Ministry, the Customs Office, and Plan-
ning. In December 1978, the head of the
Bank of Zaire team, Erwin Blumenthal,
a retired German central banker, took
dramatic measures which struck at the
heart of the power of the ruling elite. He
cut off credit and exchange facilities to
firms of key members of the political
nobility, including several of Mobutu's
closest collaborators, and imposed very
strict foreign exchange quotas. Since

President Mobutu needs the foreign ex-
change to keep the warring elements of
his ruling group in line, this appeared to
be a major threat.

Many Zairians viewed the expatriate
teams as a crude form of neocolonial-
ism, and they began to refer to Blumen-
thal as Bula Matari—"he who breaks
rocks,” a term used during the colonial
period for Belgian administrators. From
the Western point of view, the teams
were an attempt to bring some rational
order to the chaos of Zairian “misman-
agement.” In large measure, the teams
were an effort to create and “buffer”
from political pressure a “technocratic
core” of competent Zairian officials. The
bureaucratic enforcers were to do battle
with this personalized authoritarian re-
gime.

The valiant efforts of the internation-
ally sponsored teams at the Bank of
Zaire, the Office of Debt Management,
Customs, Finance, and Planning have
had limited impact. The maneuvers of
Mobutu and his people to detour around
the controls have been creative, per-
sistent, and, to a substantial degree,
successful. The Zairians have both sys-
tematically harassed and “worn down”
the teams over time; the teams change

by Reagan for sending 2,700 troops to Chad
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Presidents Mobutu and Reagan at the White House, August 1983: Mobutu was praised
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composition periodically, are often diffi-
cult to recruit, and are small in number.
They are not substitutes for domestic
political will and administrative capabil-
ity. At best they are supplements.

The Zainan system has given the in-
ternational bureaucrats a good drub-
bing. After Blumenthal's departure in
1979, the expatriate teams were more
careful to avoid the “political hot spots, "
as one expatriate officidl put it. It was a
way of keeping the level of harassment
at manageable levels, particularly from
the Presidency and the military.

In August 1979, Zaire hired a multina-
tional “triumvirate” of investment bank-
ing firms—Lazard Fréres, Kuhn Loeb
Lehman Brothers, and 5.G. Warburg.
For very high fees, they assessed the
actual size and structure of Zaire's debt
(the World Bank had already tried to do
this once); compiled a series of useful
information memoranda; assisted Zaire
in two Pans Club reschedulings (1979
and 1981) and in several donor meet-
ings; advised on and helped to guide the
complex negotiations for the London
(Club private bank rescheduling in 1980;

and dealt with the IMF, the World Bank,
Western governments, and private
banks in an ongoing, albeit informal,
way.

In October 1982, this “holy trinity”
severed its contract with Zaire, in large
part because of the intransigence of its
ruler and key elements of the ruling
group. It can be argued that Mobutu and
his people used the triumvirate quite
consciously to provide international
“management” cover or legitimacy be-
hind which they could continue to pur-
sue their own narrow personal and class
interests.

The role of Western governments in
the external efforts to cope with Zaire’s
debt crisis stems from their influence on
the IMF and the World Bank, their dip-
lomatic presence in Kinshasa, and the
fact that 43 percent of the roughly $3
billion debt rescheduled under Pans
Club auspices is guaranteed private
bank debt. The Western governments
have partially and often fitfully coordi-
nated their efforts to get Zaire to ser-
vice its debt, control its expenditures,
diminish corruption, and implement
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Gécamines cobper smelting plant: “Over $30 million was reportedly diverted from
Gécamines over a 15-month period”
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badly needed managerial and economic
reforms. They have rescheduled its
public and publicly-insured debt five
times via the Paris Club mechanism.
They have also helped to generate addi-
tional assistance for Zaire from a variety
of sources.

There is general agreement, even by
many bankers themselves, that the
banks loaned money to Zaire unwisely,
in too large amounts, and without any
clear indication of what they were get-
ting into. General agreement also exists
that a 1976 Memorandum of Under-
standing with Zaire, which was essen-
tially a Citibank-led rollover effort that
eventually failled, was a mistake. De-
spite the fact that it at least temporarily
preserved Zaire's creditworthiness, it
helped to delay driving home the seri-
ousness of the country’s situation to the
government of Zaire (and to the bankers
themselves).

In the end, the bankers had to re-
schedule Zaire's uninsured private debt
in the April 1980 London Club agree-
ment. The delay in arriving at this point
resulted in part from the banks’ desire
to let the Western governments and in-
ternational organizations reschedule
Zaire's public debt (including the pub-
licly-insured private bank debt) and pro-
vide much-needed “adjustment” assist-
ance, thereby leaving more foreign ex-
change available to service the
uninsured private debt.

In fact, the banks’ repayment ratio
has been ten times that of the public
creditors. The tendency was reinforced
by the banks holding out the enticement
of further lending, much of it to individ-
ual members of the ruling group, how-
ever, rather than to the state. Since the
1980 agreement, many of the banks
have been quietly writing down Zaire's
uninsured debt, long before the Comp-
troller of the Currency ordered U.S.
banks to reclassify most of their loans to
Zaire. At the same time, they have been
maintaining pressure on Zaire to stay
current on its London Club payments.

3y the end of 1982, Zaire was still
over $4 billion in debt, and the economy
continued to disintegrate. The decline in
agricultural production continued, as did
the deterioration of the country’s trans-
port and communications infrastruc-
ture. The impact of this dismal fiscal and
economic situation on the welfare of the
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population has been severe, although so
far it has not been manifested in major
outbreaks of political unrest.

With the collapse of Zaire's relation-
ship with the IMF in 1982 and continued
missed public and private debt service
payments, there were those within the
highest reaches of the political aristoc-
racy who counseled that Zaire need not
make any serious efforts to service the
debt or institute reforms because its ex-
ternal “patrons” or “kin"” in the interna-
tional “extended family” would have to
bail it out.

On the other side, there were those
in Western circles who argued that Mo-
butu and his people should be allowed to
stew in their own juices. After a brief
lapse, however, the logic of the inter-
ests on both sides dictated that the ritual
dances of the debt game begin again.
The result was a period of waiting, test-
ing, and fencing, and the eventual emer-
gence of a “shadow agreement” with
the IMF that existed throughout most of
1983.

An IMF team visited Zaire in eariy
December 1982 to gather information.
A rare congress of the Mouvement Pop-
ulaire de la Révolution (MPR) was held
the same month, only the third since the
founding of the single party in 1967. Mo-
butu used the occasion to stress national
unity, to reaffirm the one-party state,
and to call again for economic reforms
and financial discipline! In a plea to his
foreign supporters, Mobutu noted that
“in order to arrive at the sound manage-
ment of our economy, the successive
rescheduling and rearrangement of our
foreign debt must be placed in a nore
realistic context. . . Plainly speaking,
this means that the periods of grace and
maturity of the foreign debt must be ex-
tended.” The party congress was fol-
lowed by a “major” anti-corruption drive
with the arrest of over 100 state offi-
cials, and 1983 was declared “the vear of
strictness in Management.”

Negotiations with the private banks
over payment arrears in January 1983
led to an agreement that the banks
would not declare Zaire in default on the
1980 agreement if it made up the ar-
rears by the end of the year. That same
month, during his visit to Kinshasa, the
Chinese prime minister announced the
canceilation of a $100 million debt. IMF
teams arrived in the capital in late April
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and again in July to discuss the establish-
ment of another standby agreement
over 15 months. Finally, during Mobu-
tu's August 1983 visit to Washington,
D.C., where he was praised by Presi-
dent Reagan for sending 2, 700 troops to
Chad, Zaire and the IMF agreed on the
terms on the new standby arrange-
ment.

A major precondition of the informal
agreement with the IMF was accom-
plished in mid-September when the
Zairian government abolished the fixed
parity of the zaire and immediately de-
valued it 77.5 percent. This brought the

“There is general
agreement that the banks
loaned money to Zaire
unwisely, in too large
amounts, and without any
indication of what they
were getting into.”

official rate almost down to the “parallel”
or black market rate. President Mobutu
admitted that “the terms of the agree-
ment with the IMF are tough, although
it is true that the program is only for 15
months.” He called “once again on the
patriotism and on the revolutionary dis-
cipline of all MPR militants,” once more
ruled out any modification of the one-
party state structure, and attacked lead-
ing internal dissidents as “outlaws” for
forming an illegal opposition party, in
part “with external backing.”

The impact of these measures was
readily apparent to most Zairians as the
prices of oil, other fuels, and key food
items rose between 200 and 300 per-
cent over the next three months. The
price of a sack of manioc flour, the basic
foodstuff, more than doubled. In the
meantime, wages increased by only 20
percent. There was a brief flurry of
strikes which were quietly suppressed
by a mixed dose of bargaining and coer-
cion.

Finally, on December 15, 1982, a for-
mal agreement with the IMF was signed
for a 15-month stanaby agreeinent
worth $237 million and another $119

million in compensatory financing. The
signing of the new agreement had been
delayed until there was some confi-
dence that the September changes
were having the desired effect. Several
days later, Zaire's official debt was re-
scheduled by the Paris Club for a fifth
time. This was followed immediately by
an eighth consultative group meeting on
Zaire in Paris on December 21-22—
more an aid coordinating session, now-
ever, than an occasion to pledge new
funds.

By this time, Zaire's accumulated ar-
rears for 1983 totalled over $800 mil-
lion. The Paris Club rescheduled $1.28
billion or 85 percent of the amount of
official and officially guaranteed debt dve
in 1983 and 1984 over a longer than nor-
mal 11 years, including a five-year grace
period. By the end of the year, Zaire
was still not current with its London
Club payments and talks with the banks
continued.

After the signing of these agree-
ments, there was an air of cautious opti-
mism on the part of most of the external
actors. By mid-1984, this was trans-
formed on the part of the United States
“ato full-blown enthusiasm. When an-
nouncing the signing of the new bilateral
investment treaty with Zaire, Deputy
Secretary Wisner said that Zaire is now
“an example where this very tough in-
ternational medicine is taking eftect.”
While admitting that past IMF programs
had not been very successful, he
stressed that Zaire has now put into ef-
fect “a program of economic reform as
deep and as far-reaching as any that's
been undertaken in the Third World,
and happily at this point, one of the most
successful.” This fifth IMF facility came
only after Zaire had managed to abide by
most of the performance criteria of the
informal or trial “shadow program” of
1983.

There has bee.. some apparent
change. Evidence exists that, for now at
least, the budget is under control and
the parallel currency market has been
significantly weakened. A number of
subsidies to parastatals are being elimi-
nated; some price controls have been
“liberalized”; and inflation appears to be
down at the moment. The underlying
assumption is that the increased avail-
ability of domestic currency and fereign
exchange and the loosened state con-
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trols will somehow be trar. ated into
more productive economic activity; this
may not be a fair assumption, however.
This also leaves aside the question of
the appropriateness of the IMF'’s per-
formance criteria and the strategy be-
hind them, as well as that of their con-
sistent application over time.

Wisner also claimed that, due to the
IMF’s conditions and actions of the Mo-
butu government, there has been a sig-
nificant impact on the level of and capac-
ity for corruption. In this context, he
pointed to the laie June announcement
of the abolition of Sozacom, the state
marketing organization for minerals, as
“one of the most significant reforms
that’s been undertaken.”

The long and complicated Sozacom
story, however, might well give pause
to any optimistic projection about pro-
gress in Zaire. Sozacom had been one of
the major sources of “leakages” of for-
eign exchange. For years, one of the
most significant issues preoccupying
both external and internal actors was
whether Gécamines, the state mining
corporation, could know how much it
was due for the minerals it produced,
much less whether it actually received
those funds. This question was, of
course, central to the ability of Gé-
camines to maintain any kind of rem-
vestment program, thereby protecting
its capacity to produce in the future.

In September 1982, after sustained
long-term pressure by a variety of ex-
ternal actors, Mobutu finally agreed to a
new Sozacom-Gécamines convention
which was to resolve this issue. The
convention threatened the free flow of
foreign exchange and had to be
“rammed down Mobutu's throat,” ac-
cording to one World Bank official. A
variety of special measures were to en-
sure that Gécamines received its fair
share of the profits from its production.
They were to include the establishment
of special accounts with Belgolaise, a
major bank owned by Belgium's giant
Société Générale. Money due to Gé-
camines never apeared in these ac-
counts, and up to $30 million was re-
portedly diverted over 15 months after
the convention was signed.

Société Générale once owned Union
Miniére du Haut-Katanga before Mo-
butu nationalized it and eventually trans-
formed it into Gécamines. Société

26

Générale also owns Société Générale
des Minerais which has had contracts
with both Sozacom and Gécamines to
provide numerous services and person-
nel and, via its Métallurgie Hoboken-
Overpelt, refines a substantial propor-
tion of Zaire's copper.

A crucial player in the Sozacom-Gé-
camines drama was the latter’s Belgian
managing director, Robert Crem. He
had aggresively struck out to protect
the interests of Gécamines. This in-
cluded the skillful negotiation of a signifi-
cantly bettei deal for Gécamines with
Hoboken-Overpelt. This earned him
the antipathy of. Société Générale,
which began to lobby for his removal.
Finally, after this latest Sozacom scan-
dal, one that clearly made a mockery of
the 1982 convention, Crem was fired by
Mobutu and replaced by another Bel-
gian with close ties to Société
Générale. Technically, Crem resigned
“for reasons of ill health” on February
8th.

The World Bank and the IMF investi-
gated the charges about Sozacom and
eventually recommendea its abolition. it
was, and the staff of the IMF recom-
mended in mid-summer that Zaire be
allowed to make its next drawing under
the standby agreement. Although Gé-
camines will reportedly market its ows:
minerals, it is not clear as of this writing
what the new structure will be or who
will control the lines of authority. One
tantalizing hint is that the former head of
Sozacom has been appointed minister of
trade. This Sozacom story is but one
recent caution against undue optimism.
As one European banker related in
1982, as soon as one set of leaks is
plugged, new ones appear upstream.

Western actors have gone through
previous waves of optimism, for exam-
ple, over externally induced political
“liberalization” after the 1977 invasion of
Shaba province, or over the vigor with
which Erwin Blumenthal attacked his
job at the Bank of Zaire in 1978. These
waves have always come crashing
down; this latest one most likely will as
well.

The ultimate issue is, of course, the
productive capacity of the economy as a
whole and the viability of its infrastruc-
ture, both of which are disintegrating. In
this regard, it should be noted that the
1984 investment budget is only $35 mil-

lion; this figure constitutes just the
counterpart funds on existing external
donor projects. This leaves aside the
question of implementation. Given this
climate, one might wonder how many
American firms or investors are going to
be willing to make major new invest-
ments in Zaire, even if the new bilateral
investment treaty is fully implemented
and the Overseas Private Investment
Corporation decides to again issue con-
vertibility insurance for Zaire as it is be-
ing urged to do.

What are the chances for reform?
The chances are very slim for any major
and persistent improvement. To carry
out the externally demanded reforms
effectively over time would undermine
the very core of this personalized au-
thoritarian state—the personal discre-
tion of its ruler and the financial largesse
and corruption which constitute the glue
holding the system together. This is not
to say that the level of corruption cannot
be curtailed and diminished somewhat
for a while. But over time, the impera-
tives of calculability and rationality come
into direct conflict with personal and
dominant group interests. When ®e bu-
reaucratic clashes with the personal, the
latter will most likely win out. Because
of the nonproductive nature of the ruling
group, any major and sustained threat to
the wviability of the patron-client net-
works that are so central to the regime’s
survival, especially to the financial re-
sources holding them together, must be
avoided at all costs.

The degree of external acquiescence
is critical. External pressure for reform
may only be able to slow the rate of
decline of the downward sloping eco-
nomic curve, to dampen the pillage.
Above all, the chance for a significant
improvement in economic performance
is small, especially with the continuing
disintegration of productive capacity and
infrastructure.

In this case, who is more dependent
on whom? Only time will tell, but the
element of personalized ruler will most
likely domunate for now. Mobutu's abil-
ity to control Zaire depends in large part
on the existence of adequate, but not
necessarily unlimited resources, of suf-
ficient financial “slack.” For now it ap-
pears tricadly Western powers, banks,
and international organizations will con-
tinue to give him that slack. ]
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Nigeria seeking to improve its position

in OPEC hierarchy

Nigerian Bonny Light crude oil,
which is among the finest quality
petroleum in the world. is the foun-
dation of the Nigerian economy. Oil

provides more than 90 percent of

Nigeria's foreign exchange earnings
and 80 percent of all government
revenue. leaving Nigeria danger-
ously exposed to the vagaries of the
world oil market. The recent fall in
oil prices cut Nigeria's oil revenue
from $23 billion in 1980 to only $10
billion in 1983.

The lack of diversification in the
Nigerian economy has made the
country almost completely depen-
dent upon imports for its daily sur-
vival. Food imports alone will cost
Nigeria $2 billion in 1984, and bil-
lions more will have to be spent im-
porting medicine. raw materials. in
dustrial equipment. and spare parts.

The fall in oil revenues has forced
Nigeria to cut back on imports. re-
sulting in shortages of raw materi-
als. plant shutdowns. massive iay-
offs. and inflation now estimated at
80-100 percent. A million Nigerians
have lost their jobs in the last three
years.

I'he military coup that deposed
the Shagari administration last De-
cember 31 was. according to Nige-
rian leader Muhammadu Buhari.
“‘necessary in order to put an end to
the serious economic predicament
and the crisis of confidence now af-
flicting ocur nation.”” Buhari, a
former commissioner for petroleum
resources and ex-chairman of the
state-owned Nigerian National Pe-
troleum Corporation, declared bet-
ter o1l management to be one of his
highest priorities. A campaign
against oil smuggling is estimated to
have prevented the diversion of al-
most 100.000 barrels per day—as
much as 10 percent of all produc-
tion. valued at nearly $1 billion a
year.

Although the anti-smuggling
drive has increased Nigeria's oil
re renues. the real problem is Nige-
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ria’s inability to influence OPEC’s
pricing policies. Nigeria has, since
it joined in 1971, been the most vul-
nerable of the OPEC states to oil
price fluctuations. Nigeria's mem-
bership in OPEC has restricted its
ability to tailor its own export poli-
cies to meet its own needs.

The high quality of Bonny Light
is. in some ways, Nigeria's undo-
ing. Since only the North Sea fields
tapped by Great Britain and Nor-
way produce oil of a similar quality.
Nigeria's real competitors are out-
side OPEC. But Nigeria is bound,
as an OPEC member, to adhere to
the OPEC price structure, which is
based on the heavier crude oil pro-
duced by most members of the car-
tel.

In March 1982. the British Na-
tional Oil Corporation (BNOC),

which oversees Britain’s oil pro-
duction. dropped the price of its
Brent Light by $4 to $31. At that
time, Nigeria’'s official oil price was
$35.50 per barrel. OPEC reacted to
the British move by lowering pro-
duction quotas, but refused to lower
its prices.

Drastically underpriced by the
British, Nigeria watched its oil sales
plummet. Finally, in February
1983, when the price of British oil
went down another 50 cents to
$30.50, Nigeria broke OPEC ranks
and cut its own price to $30 per bar-
rel. Nigeria then pledged to meet
any future British price cuts **dollar
for dollar.™

The other members of OPEC
were furious. OPEC was forced to
drop its prices. but the cartel was
able to get Nigeria to set its produc-
tion ceiling at 1.3 million barrels per
day. less than half of Nigeria's pro-
duction capacity.

Since then—except in the first

Continued on next page

Students riot in Liberia after Doe arrests

prominent politician

Head of State Samuei K. Doe cut
short a visit to Western Europe,
rushing home on August 19 *‘to at-
tend to some important state mat-
ters.”” Doe then announced the ar-
rest “‘for security reasons’’ of three
members of his People’s Redemp-
tion Council (PRC): George Kieh, a
doctoral student at the University
of Liberia: and Prof. Amos Sawyer,
a professor of political science at
the university who chaired the com-
mittee that drafted Liberia’s new
constitution.

Students at the university re-
sponded to Sawyer’s arrest by boy-
cotting classes and maintaining an
all-night protest vigil, while the aca-
demic authorities demanded Saw-
yer's immediate release. The uni-
versity. which is located within a
stone's throw of Doe's residence,
the Mansion, was then surrounded
by government troops. On August

22, the soldiers swept through the
campus dispersing the protesters.
The Ministry of Health confirmed
that at least 73 people were
wounded in the operation, and there
were unverifiable reports that sev-
eral people were beaten or raped
and that as many as 13 people may
have been killed.

The U.S. government lodged a
formal protest against the violent
suppression of the demonstrations,
during which at least one American
citizen was wounded. But news of
the violence was slow in reaching
the West. Pointing out that the wire
services in Monrovia must dispatch
their reports from the American em-
bassy there, a New York-based
group of Liberians opposed to
Doe’s government claimed that the
U.S. was **squashing the truth.™

Before the arrests. there had been

Continued on nexi page
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rumors that Doe was orchestrating
a “‘fake coup™ in which leftists
would seek to overthrow him. giv-
ing him the necessary pretext for
abrogating the new constitution and
returning the country to military
rule for an indefinite period.

In announcing the arrests of Saw-
ver. Kieh. and the PRC members.
Doe lent some credence to those ru-
mors. He announced that the men
had been connected with a plot to
overthrow the government. Doe
charged that the conspirators

planned to sow confusion among

L

Doe: Military tactics in civilian clothing

the people. in order to force him »
cut his trip to Europe short and de-
clare himself president. The new
constitution. calling for the presi-
dent to be chosen by elections.
would then have been violated. and
the conspirators could seize power
under the pretext of preserving le-
gality.

But the arrests also came just
weeks after the referendum in
which Liberia’s voters approved
the new constitution. which calls
for a return to, civilian rule and the
resumption of political activity by
opposition  groups.  Observers
found it difficult to believe that
Sawyer, who was the chief architect
of the new constitution and a de-
clared candidate for the presidency
at the helm of a newly formed party.
would so rashly seek to overthrow a
system he had been so instrumental
indesigning. Doe’s claims that Saw-
yer planned ‘‘to have the city of
Monrovia set on fire by trained sab-
oteurs’ did not make the charges of
conspiracy more convincing.

In an unprecedented public state-
ment, the Liberian Council of
Churches issued an appeal. read
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from pulpits throughout the coun-
try. for Doe to stop the “arbitrary
arrests and mysterious disappear-
ances” that had occurred since the
approval of the constitution. Like
the leaders of other political parties.
who had also protested the arrests.
the churches were reflecting a
growing concern that the constitu-
tional transition to civilian rule may
only be a pretext under which Doe
would step out of his military uni-
form and into the civilian presiden-
cy. L]
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quarter of 1984—Nigeria has ad-
hered scrupulously to its quota.
Meanwhile. OPEC as a whole ex-
ceeded.its production ceiling of 17.5
million bariels perday by nearly ten
percent throughout much of 1983-
84. and Saudi Arabia was rumored
to have disgorged 36 million barrels
of oil onto the market in one gush
this July as part of a barter arrange-
ment for British airplanes.

So. while Saudi Arabia. Indone-
sia. Qatar. Kuwait. and the United
Arab Emirates have all regularly ex-
ceeded their quotas. and while
Libya and Iran undercut the official
OPEC price. Nigeria was left out in
the cold.

One of Buhari's first announce-
ments as Nigerian head of state was
that he would seek an increase in
Nigeria's production quota. and at
OPEC’s meeting in Geneva this
July. Nigeria pushed for an increase
to 1.6 million barrels per day. Bu-
hari’s minister of petroleum. Tam
David-West. threatened that Nige-
ria would increase its production as
it pleased if OPEC did not agree to a
new quota.

“The interest of the Nigerian
state is not negotiable.”” said David-
West. “*We can’t sit here forever
discussing quotas. . . I will go for
the happiness of Nigeria before the
happiness of OPEC. Otherwise |
would not have a country to go back
to. Only a surviving Nigeria is rele-
vant to OPEC.™

OPEC finally agreed to allow Ni-
geria a production increase
100.000 barrels per day in Augusi
and 150.000 in September. After
September. Nigeria ““would be ex-

of

pected™ to revert to the original
quota of 1.3 million barrels per day.
but a special OPEC meeting at the
end of Nigeria's ““grace period™” will
re-evaluate the quota.

Home in Lagos. David-West
made it clear that Nigeria had no in-
tention of reverting to its original
quota of 1.3 million barrels per day:
“If we (OPEC) are to have a meet-
inz in October on the basis of 1.3. no
way." From now on. Nigeria in-
tends to negotiate on the basis of
# 45 million barrels per day. its re-
vised quota for September.

But the new quota simply makes
Nigeria's plight more conspicuous.
Although David-West claims that
demand exceeds the supply of Nige-
rian oil and that an even higher
quota will be necessary to fulfill
new contracts awaiting signature,
Nigeria is not even able to sell 1.3
million barrels per day,. let alone
1.45. In order to sell more oi!, Nige-
ria will have no choice but to drop
its prices from their official level of
$30 per barrei. Russian oil is now
officially priced at $27.50. and
North Sea oil was trading on the
spot market for at least $1 less.

Nigeria does not sell on the spot
market. relying instead upon sales
under contract based on the official
price. But technological advances
in the oil industry are making it
more difficult to sell Bonny Light at
a premium: most U.S. oil corpora-
tions have invested in catalytic
crackers at their refineries. which
enable them to get good gasoline
yields from heavier. and cheaper.
bilends.

Furthermore. comprehensive
“indigenization””  measures—di-
rected by Buhari under the previous
military administration—increased
Nigeria's state participation in oil
companies to 60 percent. which is
higher than that of most other oil
producing nations. Smaller govern-
ment participation. and lower cor-
porate taxes, make the comparable
North Sea oil much more profitable
for the major oil companies.

Nigeria is thus left with less and
less leverage in the oil market.
OPEC continued to overproduce in
July. exceeding its overall quota by
more than a million barrels per day:
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in August, OPEC appeared to be ad-
hering more closely to its quota. But
OPEC’s attempts to solicit formal
cooperation from Great Britain,
Norway, and Mexico to prevent an-
other fall in oil prices have been
only partially successful. Mexico is
planning to conserve its oil reserves
by setting a ceiling of 1.5 million
barrels per day on its oil exports un-
til the end of the century. But Brit-
ain continues to pump out North
Sea oil as fast as possible to obtain
maximum income for its economic
recovery.

The BNOC has a tacit under-
standing with OPEC to hold its offi-
cial price at $30, but only if the
BNOC remains confident that
OPEC is taking measures to stop
flooding the market. If OPEC con-
tinues to overproduce, the BNOC

will eventually be forced to lower its
price to maintain sales in a saturated
market. And Nigeria will have no
choice but to follow suit.

There could well be a major alter-
cation at the October meeting of
OPEC, which is scheduled to re-
view Nigeria's production quota.
Nigeria is attempting to use the very
small amount of leverage it has on
the world oil market to strike a bet-
ter deal, but the best possible sce-
nario will not be adequate to pull it
out of its current predicament. A
larger production quota, and even a
price increase in the distant future,
will increase oil revenues by a few
percentage points at best. The Bu-
hari government still presides over
a completely undiversified econ-
omy that leaves Nigeria with few
choices. ]

L WESTERN V-7
How Upper Volta became Burkina Faso

Last December, the government
of President Thomas Sankara de-
clared that Upper Volta's national
independence holiday would be Au-
gust 4, the day on which Sankara
took power in 1983. Sankara had a
surprise ready for this year's inde-
pendence celebrations. He an-
nounced that Upper Volta would
now be L own as Burkina Faso,
from Moré and Dioula words mean-
ing *‘the land of honest people.™

Besides its new name. Burkina
Faso also has a new flag, national
anthem, and national motto. The
changes are the most dramatic in
Sankara’s year-long effort to *‘revo-
lutionize the masses.’” Experiments
with parliamentary democracy un-
der previous governments had
made no dent in the country’s pov-
erty and illiteracy. so Sankara has
sought to expand the realm of politi-
cai participation beyond a small
elite in Ouagadougou. The Commit-
tees for Defense of the Revolution
(CDRs) have mobilized both the ur-
ban and rural populations for a wide
variety of cooperative efforts in ed-
ucation, agriculture, ‘‘political
awareness,’” and construction.

But Sankara clearly felt the need
fora symbolic break with the past as
well. The new changes extend the
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reach of Sankara’s revolution into
every home: a different national an-
them is now heard on the radio, cur-
rency and postage stamps have
changed, the flag is redesigned, and
the very name of the citizens has
changed from ‘‘Voltaiques” to
““‘Burkinabés.”

Material objects are the outward
symbols that give patriotism its fo-
cus and expression. Dr. Whitney
Smith of the Flag Research Center
in Winchester, Mass., pointed out
that *‘these changes are never arbi-
trary. . . A state that adopts new
national symbols is asserting a new
identity for itself and declaring its
second independence.””

Nearly all the national symbols of
francophone African nations were
designed by the French and ‘‘be-
queathed™ to the African countries
on independence. Most nations
have retained the colonial designs,
but some have changed their sym-
bols and names, as ‘‘the French
Soudan’” did when it became Mali
as Dahomey did when it became
Benin, and as Congo did when it be-
came Zaire.

Although Upper Volta's national
anthem was composed by Robert
Ouédraogo. a Voltaic priest, it was
written in the style of a 19th-century

European martial tune. And al-
though the Voltaic flag. with its hor-
izontal bands of red, white, and
black, was meant to symbolize the
three branches of the Volta River, it
also featured the same design as the
flag of Germany under the rule of
Bismarck.

The new national anthem, known
as the *'Ditaniya,”” is more African
in style, and the new flag features a
five-pointed gold star on two hori-
zontal bands of red and green.

In Burkina Faso, the changes will
affect everything from official docu-
ments and stationery to passports,
currency, postage stamps, military
uniforms, and license plates. But
the conversion to new symbols
should not be a severe burden to the
weak Burkinan economy. Rather
than incurring large expenses with a
comprehensive changeover, the
government will replace most af-
fected items with new designs only
as the old ones run out. Many items,
such as postage stamps, can simply
be overprinted with the new name.
The relative smallness of the na-
tional economy will itself keep the
amount of inconvenience to a mini-
mum.

Burkina Faso’s radical **national-
ism of symbols™ is meant to shake
up the complacent. It could also
arouse anger. There may be some
ideological resistance to the
change, as there was in Dahomey/
Benin in 1975 and in Congo/Zaire in
1971, where opposition figures at-
tempted to use the abolished na-
tional symbols as rallying points for
dissension. Since taking power,
Sankara has already survived two
attempted counter-coups. and his
deputy military chief of staff, Maj.
Amadou Sawadogo, died in a Paris
hospital on August 7 after having
been shot by unknown assailants
near Ouagadougou at the end of Ju-
ly. ]

GUINEA _
Toward economic recovery

The Military Committee for Na-
tional Recovery (CMRN). which
seized power in April after the death
of President Ahmed Sékou Touré,
has taken initial steps to implement
an economic recovery program.
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The Central Bank of Guinea has
restored the right of privacy for all
individual accounts, to “allow
Guinean citizens to increase their
wealth without interference for ar-
bitrary reasons.”” Farmers will no
longer be ordered to sell their pro-
duce at less than market prices. and
several state-owned agricultural co-
operatives have been abolished.
Multinational corporations have
been invited to explore Guinea's
immense mineral reserves. and a
liberal new investment code is being
prepared. Importex. a state corpo-
ration controlling foreign trade. is
being dissolved. Two long-term
actions are also being contem-
plated: devaluing Guinea’s cur-
rency. the syli. by as much as 600 or
700 percent: and the eventual aban-
donment of the syli in favor adop-
tion of the CFA franc and member-
ship in the Monetary Union of West
Africa (UMOA).

Prime Minister Diara Traore vis-
ited several European countries in
July. including France. Great Brit-
ain, Belgium. and Hungary. to ap-
peal for economic assistance. The
French government pledged $2.4
million in aid for education and in-
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frastructure and vowed to encour-
age French businesses to explore
the potential for commerce and in-
vestment in Guinea. After Traoré
met with British Prime Minister
Margaret. Thatcher in London. the
British government announced the
appointment of a chargé d affaires
in Conakry. The British post in
Conakry will be the first in approxi-
mately a decade: Anglo-Guinean re-
lations deteriorated drastically in
the 1970s.

The CMRN is also sefking aid
from the United Nations High Com-
mission for Refugees (UNHCR) for
the resettlement of returning exiles.
Out of the estimated 1.5 million
Guineans living in other countries.
some 200.000 have returned since
Sékou Toure’s death. according to
the CMRN. The Guinean economy
is unable to absorb the influx: em-
ployment prospects are virtually
nil. housing is inadequate. and food
shortages are worsening. UNHCR
pledged around $1 million in emer-
gency assistance for the remainder
of 1984. but Guinea will need more
aid if it is to provide adequately for
the returnees. |

GUINEA-BISSAU
New government

In July. President Joao Bernardo
Vieira announced an extensive cab-
inet reshuffle. filling some posts
that had been vacant since May.
Headed by President Vieira. the
Council of State now has two dep-
uty chairmen. Paolo Correia and
lafai Camara. Correia is a former
minister of the armed forces. Cam-
ara. who replaced him in 1982, will
retain the armed forces ministry in
the new government. Vasco Cabral.
the former minister of economic
planning. was reinstated: he had
been out of the government since a
purge of “‘left-wing ministers™ in
1982.

The appointments complete re-
cent governmental changes that be-
gan in May when the newly-created
150-member National Assembly se-
lected the 15-member Council of
State and approved a new constitu-
tion. Despite the restructuring of
the government. however. the rul-
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ing African Party for the Indepen-
dence of Guinea-Bissau and Cape
Verde (PAIGC) remains in firm
control both structurally and ideo-
logically. The reshuffle is the culmi-
nation of Vieira's effort 1o
strengthen his control in the wake of
an attempted swing to the right led
by former Prime Minister Victor
Saude Maria.

Soon after tightening the reins on
internal affairs. Vieira made two im-
portant trips abroad. On his first of-
ficial visit to Portugal since assum-
ing power in 1980. Vieira met with
Portuguese Prime Minister Mario
Soares. who expressed his govern-
ment’s willingness to improve rela-
tions with its former colony. The
visit followed Portugal’s decision to
reschedule Guinea-Bissau's $417
million debt and to pledge $10 mil-
lion in aid for development projects.
Earlier. Vieira had made a one-
week tour of Brazil in which he
stressed the importance of eco-
nomic and cultural ties between the
two lusophane countries. "
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MAURITANIA
Pardons and austerity

On the sixth anniversary of his
seizure of power. President Mona-
med Khouna Ould Haidalla par-
doned approximately 20 political
prisoners. as well as former Presi-
dent Mokhtar Ould Daddah. who
from his exile in France leads an op-
position group seeking to over-
throw Haidalla’s government.

Haidalla also declared that the
army ““does not intend to remain in
power indefinitely and that we are
preparing the people for democ-
racy.”” Mauritania did return briefly
to civilian rule in late 1980. but
Haidalla retook power only months
later.

Haidalla reiterated his call for the
Mauritanian people to confront
their economic difficulties with
“solidarity and harmony.” Under
the government’s austerity pro-
gram. taxes have been raised and
wages have been frozen although
the cost of living continues to rise.
Haidalla. in an effort to make the
bureaucracy more efficient. has
banned the traditional tea hour in
government oifices.

Sharia or Islamic law. is being
applied more stringently: murder-
ers have been publicly executed,
thieves have suffered amputation.
and alcohol has been forbidden.
One report claims that a Malian who
sold alcohol was beaten to death by
the police: the neighborhood near
his bar—a district where trade in il-
licit goods continues—has become
known as “le quartier Keita™ in his
memory. ]

NIGERIA
War against indiscipline

The government of Maj. Gen.
Muhammadu Buhari has added
force to its War Against Indiscipline
(WAI). It recently made 17 more
crimes punishable by death. includ-
ing counterfeiting. use or sale of
drugs. arson. tampering with elec-
trical or telephone cables. and un-
authorized oil trafficking. Food
smuggling nov. carries a 10-year
sentence. The penalties for minor
crimes are also severe. Cheating on
exams by students 17 or older is
now punishable by sentences of up
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to 21 years.

The state governments have is-
sued their own decrees specifying
penalties for other crimes. In Borno
state. any pregnant student will be
automatically expelled from school,
and the father of the illegitimate
child will have to pay the state for
the expense of the girl’s education
up to the time of her expulsion.

One of WAI's most important
battlefields is the workplace. The
Buhari regime has fired some junior
civil servants for chronic lateness
and has made others do menial la-
bor as punishment. By equating la-
ziness with lack of patriotism. it has
pressured private businesses to
take similar measures with their
own employees.

The government claims that WAI
is already showing positive results.
Buhari said recently that Nigerians
were learning to queue again. a
practice they had abandoned under
civilian rule. Statistics are not yet
available. but labor productivity is
believed to be improving.

But some Nigerians say the gov-
ernment is going too far in pushing
WAI. Even those who applauded
making armed robbery a capital
crime have questioned whether co-
caine use is an offense worthy of
death. or whether cheating on ex-
ams should even carry a jail sen-
tence. let alone one of 21 years.

The government has already
made an example of seven thieves
who were publicly executed on Au-
gust 11. At ieast 100 other criminals
have been sentenced to death. so
more executions are likely in the
near future. |

SENEGAL
Economic tensions

In late July. rival factions of the
National Workers™ Federation of
Senegal (CNTS) clashed in Dakar.
One unionist was killed and several
hospitalized when a fringe group of
the CNTS attempted to hold a meet-
ing in the main CNTS assembly
hall. The police had to be called in to
quell the resulting violence.

Although the CNTS is closely af-
filiated with the ruling Socialist
Party (PS) of President Abdou
Diouf. the union has recently shown
signs of disunity. with some fac-
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tions favoring a tougher stand in ne-
gotiations with the government,
while others have begun leaning to-
ward association with political par-
ties other than the PS.

Senegal has more than a dozen
political parties, although only the
Senegalese  Democratic  Party
(PDS) was strong enough to win
seats in the 1983 legislative elec-
tions. The PS holds 111 of the 120
seats in the National Assembly,
while the PDS has eight and the
People’s Liberation Party (PLP). a
faction that defected from the Na-
tiona! Democratic Rally, has one.
Dakar’s Africa magazine recently
reportcd that PDS leader Ab-
doulaye Wade may soon order all
the PDS legislators to resign their
seats in protest against the domina-
tion of the PS. Africa commented:
It is urgent to re-establish the par-
ties' confidence in the continuity of
our democratic institutions. The
crisis. which is on the verge of erup-
tion. could, in an atmosphere of mu-
tual recriminations, lead everyone

to extremes. The failure of Sene-
gal’s democratic experience would
represent a setback for freedom in
Africa.”™

Meanwhile. students in Dakar.
whose strikes closed the university
down for long periods over the past
year, are concerned about their fu-
tuie in a weakened economy. The
government of Senegal can no
longer afford to hire all university
graduates, as it has traditionally of-
fered to do: public salaries in 1982
consumed more than 59 percent of
Senegal’s annual export revenue.
Most public employees also receive
pensions when they retire at the age
of 55; their pensions are approxi-
mately equal to the salaries earned
by university graduates after three
years. To help alleviate the shortage
of work for graduates, the govern-
ment has created new state compa-
nies that each can hire several grad-
uates. To create 47 companies, Sen-
egal will spend more than $3
million. Barely over 100 new johs
are expected to result.

I 71/ 7/ AFRICA
Ethiopia prepares to institute a state

communist party

To mark the 10th anniversary of
the revolution that overthrew Em-
peror Haile Selassie. Ethiopian
leader Mengistu Haile Mariam will
preside over the official formation
of the Ethiopian Workers' Party
(EWP) on September 12. The estab-
lishment of the party is the culmina-
tion of the Ethiopian government’s
efforts to transform the country into
a Marxist-Leninist state—a transi-
tion that has been in the works for
the last five years. It is expected
that the transition will strengthen
still further Ethiopia™;, ties with the
Soviet Union.

The creation of the EWP by the
military government represents
perhaps the most important politi-
cal exercise since the overthrow of
the emperorin 1974. It comes. how-
ever. in a year that has been difficult
for Mengistu’s ruling Dergue. Gov-
ernment troops have been locked in
battle with liberation groups in Ti-
gre and in Eritrea where. after a

two-year stalemate. the Eritrean
People’s Liberation Front (EPLF)
is gaining ground and support. In
addition. there are signs that the
smoldering rebellion among the
Oromo people. Ethiopia’s largest
ethnic group. is now gathering some
momentum.

Ethiopia is also facing a severe
drought that is showing no signs of
letting up. an economy on the brink
of ruin, and hostility from the West-
ern countries whose help Ethiopia
will need to counter both of these
maladies.

Together, all of these factors add
up to dwindling support for the gov-
ernment among the Ethiopian peo-
ple. Therefore. one of the most im-
portant tasks for the EWP will be to
bridge the gap between the rural
populations and the government.
which is seeing its power and influ-
ence increasingly limited to the ur-
ban centers.

The government is also expecting

31



Camerapix

that the adoption of the party will

Committee.

KENYA
Over at last

alleged misconduct of

unexpected end. The three judges
who heard the evidence have re-

dent Daniel arap Moi. It will now be
to prosecute Njonjo.
ing to drag on for at least a few more

a battery of witnesses and evidence
against Njonjo. When Njonjo fi-

cutor, Lee Muthoga. was also very

Revolution Square in Addis Ababa: Five years of preparation

lead to increased military and eco-
nomic support from the Soviet Un-
ion. This development. however.
may serve to further alienate radical

nationalists and pro-Western mem- |
bers of Ethiopia's ruling Central

U.S. officials are quietly hoping

that the adoption of the party will
cost Mengistu more in domestic
support than it gains him in foreign
backing, and some officials are even
expecting that the transformation
willlead toa coup d'état. **The U.S.
is waiting. and hoping to deal with
the next guy.”” commented an
American government source. W

After seven months and 109 ses-
sions, the judicial inquiry into the
Charles
Njonjo has come to an abrupt and

tired to prepare a report for Presi-
up to Moi to decide whether or not
It appeared that the trial was go-

months, as the state still possessed

nally took the stand at the end of the
inquiry, however. he instructed his
lawyer. W.S. Deverell. not to pro-
long the proceedings. Deverell
never examined Njonjo on the
stand, nor did he call evidence on
his behalf. The government prose-

brief in his examination of Njonjo.
The government offered no ex-
planation as to why the inquiry was
cut short, but in all likelihood it was
because it had stopped serving its
original political purpose. The in-
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quiry began with widespread popu-
lar enthusiasm. but as time passed.
the popular tide began to turn to-
ward the underdog Njonjo.

Kenyans also began to see the in-
quiry as an attempt to distract the
public’s attention from the coun-
try’s mounting economic problims,
particularly an impending food cri-
sis. Western sources estimate that
Kenya will need to import 1.5 mil-
lion tons of grain before the end of
1985. more than the country has
ever had to import.

Though government officials are
playing down the severity of the cri-
sis, there is growing panic within
the country as food lines have be-
gun to sprout in urban areas. Talk of
food hoarding has prompted offi-
cials to issue stern warnings to
hoarders. and the governnment has

clamped a ban on all exports of

food. .

Kenya has not asked to be in-
cluded in the list of 24 African coun-
tries which are receiving emergency
relief from UN organizations. But
the U.S. has pledged $10 million to
purchase 33,000 tons of grain, and
more  bilateral  assistance is
forthcoming. ]

SOMALIA
Rapproachment with Kenya

In late July, Kenya's President
Daniel arap Moi spent three days in
Somalia meeting with President
Siad Barre. It was the first visit by a
Kenyan head of state to Somalia
which has. in the past, claimed the
entire northeastern province of
Kenya.

The visit followed a four-day
meeting between Kenyan and Ethi-
opian officials which resulted in

joint communique in which both

countries renewed their commit-
ment to respect the inviolability of
the region’s borders. Although So-
malia was not mentioned in the
statement, the entire exercise was
part of a regular ritual in which
Kenya and Ethiopia implicitly ad-
monish the Somalis to curtail their
territorial ambitions.

The official **memorandum of un-
derstanding’” from the Kenya-So-
malia meeting listed fields in which
the two countries would cooperate.
There was no mention of territorial
disputes or of the massacre of eth-
nic Somalis that took place innorth-
western Kenya earlier this year. W

UGANDA
Human rights wrangle

In August., U.S. Assistant Secre-
tary for Human Rights. Elliott
Abrams, called the human rights sit-
uation in Uganda “‘horrendous.™
claiming that the government of
President Milton Obote was respon-
sible for Kkilling or deliberately

starving  100.000-200.000 people
since 1980.
Other sources made larger

claims. The Archbishop of Kam-
pala claimed that the Obote govern-
ment was holding 80.000 political
prisoners. and the London Ob-
server quoted anti-Obote guerrillas
as saying that at least 300,000 peo-
ple have been killed by the govern-
ment.

But the British Foreign Office
commented that “‘there is no evi-
dence to substantiate reports of
hundreds of thousands being
killed.”” The Ugandan government.
seeking to disarm the criticism
abroad. issued its first official esti-
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mate of casualties. saying that ap-
proximately 15.000 people had been
killed since Obote returned to
power in 1980. The government ad-
mitted that some of those casualties
may have been inflicted by its own
troops. but that many others were

caused by guerrillas posing as sol-
diers.

“*My master is the people. not the
gunmen in the bush. and it is cer-
tainly not the newssheets from out-
side Uganda.™” Obote said while de-
fending his record in late August. B

I ;- '/ 1 :7: AFRICA
Zairians go to the polls to give Mobutu

the ‘green light’

President Mobutu Sese Seko won
99.16 percent of the vote and was
re-elected to a third seven-year
term in Zaire's national election on
July 28 and 29. Mobutu. who ran
unopposed. conducted a five-week
campaign.

Every Zairian automatically be-
comes a member of the Popular
Movement for the Revolution
(MPR) at birth. and Zaire is one of
the few countries in the world
where voting is mandatory. A
“yes™ vote for Mobutu meant sim-
ply placing a green ballot in the bal-
lot box. while a *'no"" vote could be
made only by specially requesting a
red ballot and handing it to a soldier
in the polling place. (**Red."" a Zair-
ian official explained. **is the color
of blood and chaos. Green is the
symbol of nature, of
strength.™) Every citizen’s identifi-
cation papers will be inspected from
now on: they must bear the word
“voted.™”

As long ago as May. Mobutu had
ordered the military to “‘take an ef-
fective part in the election cam-
paign.”” and there have been fre-
quent reports of beatings and har-
assment. When the head of Zaire's
Catholics. Cardinal Joseph-Albert
Malula. suggested that citizens
“*should vote according to their
souls and consciences. keeping in
mind the past. the present. and the
future of the country.”” Mobutu
placed a curfew on religious ser-
vices between 6 P.M. and midnight.

In many polling places. red bal-
lots were not available: as one Mo-
butu loyalist commented. “*There is
no need for them. Everyone is vot-
ing green.”” Inan interview with for-
eign journalists on the day after the
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life. of

elections. Mobutu said that “‘the
voting was a real election and could
not be considered a referendum or a
plebiscite. . . I have found it very
difficult to make my people accept
the idea of elections because those
held before [Mobutu’s presidency]
brought to power people who were
responsible for all the miseries the
country suffered. In the minds of
the people of Zaire, the idea of elec-
tions represents a phenomenon
causing all kinds of trouble. The
most remarkable illustration of that
was during the [latest] elections.
when the militants of the party felt
that red ballot papers were unac-
ceptable in the polling places. These
observations demonstrate the need
for intense electoral campaigns in
order to explain to the citizens the
necessity for elections.”” Mobutu
denied that he would seek to be
named president-for-life and said
that the people. and not Mobutu
himself. would designate his suc-
Cessor.

Just two weeks before the elec-
tions. Mobutu made a five-day offi-
cial trip to Belgium. Coming soon
after a visit to France during which
he had received pledges of a large
loan and considerable military aid.
Mobutu’s trip to Belgium was his
first visit to the former colonial
power in five years. Mobutu’s noto-
rious record of human rights viola-
tions is an embarrassment to the Be-
lgians. who enraged Mobutu in 1982
by asking him to grant clemency to
13 opponents of his regime.

On this visit, however. the Be-
lgian government whisked three of
Mobutu’s well-known opponents.
who were living in Brussels. out of
the city for the duration of his visit.

Although protesters picketed Mo-
butu nearly everywhere he went. he
was granted an audience with King
Baudouin and was given access to
prominent businessmen and gov-
ernment officials. He presented a
long shopping list. including a guar-
anteed credit increase for the Zair-
ian national bank. substantial loans
to the Zairian government, agricul-
tural aid, and credits to help Zaire
import Belgian goods. Mobutu’s re-
quests. totalling hundreds of mil-
lions of dollars, are being consid-
ered individually by the Belgian
government. |

CAMEROON
Economic measures

The thwarted coup attempt in
April against the government of
President Paul Biya has severely
damaged Cameroon’s reputation
for stability, and the nation’s eco-
nomic planners are taking measures
that they hope will restore Camer-
oon’s image as a safe haven for for-
eign investment.

Although agriculture and large
state-owned companies have tradi-
tionally dominated the economy.
the government is now seeking to
expand the role of small and me-
dium-sized businesses. The state-
owned enterprises are now widely
perceived as failures, and the Biya
administration has instituted two
government agencies to encourage
the growth of private businesses:
one will provide technical advice
and the other will offer financial as-
sistance to fledgling companies.

In the new budget. national de-
fense receives greater importance
than ever before. totalling 7% of the
budget: only education receives a
larger allocation. But the ministries
of territorial administration and
public health also won substantial
increases in funding. More than a
third of the budget will be spent on
capital investments in various sec-
tors of the economy. ]

CENTRAL AFRICAN REPUBLIC
Two found guilty

In late July. two former govern-
ment ministers were found guilty of
complicity in the March 1982 coup

33



LA = R N RN 5 0 L A A RN

attempt against President André
Kolingba: Gaston Ouédane. 2 colo-
nel who had served as mimster of
the civil service, and Maj. Jérome
Allam, who had been secretary of
state for trade and commerce, were
sentenced by a special court to ten
years' imprisonment.

Their conviction for conspiracy is
surprising. Ouédane was appointed
to the government on the day after
the coup attempt. in a cabinet re-
shuffle that supposedly promoted
only those officials most loyal to
Kolingba. Allam was part of Ko-
lingba’s first cabinet and retained a
place in the government until Au-
gust 1982, when he was dropped
from the cabinet with no public ex-
planation.

Analysts believe that the implica-
tion of the two men in the coup at-
tempt is simply a pretext to purge
them from the inner circle. Like
Sylvestre Bangui. another promi-
nent official demoted at the begin-
ning of this year, Ouédane and Al-
lam are believed to have been con-

ducting clandestine political
activities of their own. [ ]
CHAD
Negotiations fail

The **national reconciliation con-
ference™ scheduled to be held in
Brazzaville. Congo, in late July.
never took place. President Hisséne
Habré and rebel leader Goukouni
Oueddei were unable to agree on
matters of protocol and procedure
and, like all previous efforts, the ne-
gotiations collapsed.

Chad therefore continues to be
divided in two along a **‘Red Zone,’
with Goukouni's forces. helped by
Libya, occupying the north, while
Habré's army, reinforced by
France, controls the south. The sta-
tus quo seems to benefit Habré
more than Goukouni: the French
troops boost the local economy and
help Habré to maintain stability,
while Goukouni's troops are report-
edly short of supplies and resentful
of their Libyan allies. The rebels
have claimed to have won several
recent skirmishes with Habré's
army, but Habré's troops are now
able to cross the **‘Red Zone'" with
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ABC sums up Africa at the Olympics

During its coverage of the opening ceremonial procession of Olympic athletes. ABC
News. “uniquely qualified to bring you the world.”” provided descriptions of the
participating nations. Here is a transcript of the commentary on Africa by Peter
Jennings (PJ) and Jim McKay (JM).

ALGERIA PJ: Much more friendly to the U.S. since Algeria played such an effec-
tive role mediating the hostage crisis when the Americans were trapped in Iran.
BENIN PJ: A lot of people wiil remember it as Dahomey. Look at those wonderful
costumes! Not a terribly happy place. It's essentially a military. one-party dictator-
ship.

BOTSWANA PIJ: First inhabited by the Bushmen. A very rich nation. full of gold.
CAMEROON PJ: West Africa again. Just south of Nigeria. The Portuguese were the
first settlers there. You can see it in the ease of relations with which foreigners are
treated.

CHAD PJ: An example of a nation in very much trouble by war. Libya supporting
forces in the north. the French supporting forces in the south. And still they manage
to break away. these athletes. to participate in the Games. which says something.
surely. about this universality for athletes.

DJIBOUTI PJ: A former French colony. It has a staggering unemployment rate of 80
percent.

EGYPT PJ: Perhaps over the last decade the most popular Arab country in America.
largely because of Anwar Sadat. Its participation in the Camp David agreements
helped in the minds of some people to move peace in the Middle East a fraction of an
inch closer.

EQUATORIAL GUINEA JM: Well. tell me about Equatorial Guinea. please. Peter.
PJ: What can I tell you. Jim? It was discovered by the Portuguese. 1t's terribly poor.
It’s off the coast of Africa.

GABON PJ: The Equator runs right through the middle.

THE GAMBIA PJ: Do I recall correctly—I may get it wrong—if somchod\ will
correct me. Is Gambia not where Alex Haley's roots are? JM: I wouldn’t swear to it
erther. but I'll back you up.

GHANA PJ: Where a resident of this city. Shirley Temple Black. was once the
ambassador. JM: That’s right. PJ: Put Ghana on the map in some ways. Wonderful
country known for its high life. its wonderful late-night dancing revelry. Look at

little risk. The intensity of the war,
however, is indisputably low.

After the collapse of the Brazza-
ville conference, Habré reshuffled
his government for the first time.
Gouara Lassou. executive secre-
tary of Habré's newly-formed Na-
tional Union for Independence and
Revolution (UNIR) party. became
minister of foreign affairs and coop-
eration: he is the most prominent of
several southerners in the new cabi-
net. Lassou replaces Idriss Mis-
kine, who died in January. Abba
Siddick, one of the founders of
Chad’'s original rebel movement.
Frolinat, was promoted from minis-
ter of education to minister of
higher education.

Meanwhile. early August marked
the first anniversary of “*Operation
Manta."" the airlift of 3.000 French
troops to Chad. Chad now repre-

sents the biggest French military in-
volvement overseas since the Al-
gerian war ended in 1962. French
Defense Minister Charles Hernu
said on the anniversary that France
would maintain its troops in Chad
“*as long as one Libyan soldier re-
mains.” Aside from military assist-
ance. French economic aid to Chad
in 1983 exceeded $15 million. |

CONGO
New number-two

On July 30. at the third general
congress of the ruling Congolese
Labor Party (PCT). President Dénis
Sassou-Nguesso was unanimously
re-elected. New constitutional re-
forms made the president the head
of government. a function previ-
ously performed by the prime min-
ister. The prime minister will hence-
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those wonderful costumes!

IVORY COAST PJ: One of the most well-developed of the former French colonies
in West Africa. And, Jim. if you ever go to the Ivory Coast you can take your ice
skates.

LESOTHO PJ: A kingdom in southern Africa. Virtually surrounded by South Af-
rica. About 50% of its citizens go to work in South Africa.

LIBERIA PJ: Look at that flag. So familiar to so many Americans, particularly
American blacks. Founded by American slaves in 1821. 115,000 American slaves
finally settled there. And it is a country that for many years. basically until the coup
in 1981, has had the strongest identity with America.

MADAGASCAR PJ: World's fourth largest island. Got its independence from
France back in 1960.

MAURITANIA PJ: Enormous representation from West Africa. Mauritania is in
northwest Africa. The majority of the population is still nomadic. JM: A country that
has known famine five of the last ten years. PJ: Absolutely. JM: We don’t know of
that here.

MAURITIUS PJ: Mauritians are very proud of their high literacy rate. One of the
highest literacy rates of any former colony.

MOROCCO PJ: Home of the Casbah. King Hassan, always regarded as one of the
more moderate leaders in the Arab world. Wonderful fezzes they ‘re wearing.
MOZAMBIQUE PJ: Mozambique is developing closer relations to the U.S. than
previously. Fairly dependent on South Africa. A former Portuguese colony. A coun-
try of fairly easy race relations.

SOMALIA PJ: With its five-pointed star. Now somewhat of a friend of the U.S.
Used to be a friend of the U.S.S.R.. until basically the two sides, Somalia and
Ethiopia, changed sides.

SUDAN PJ: Located in the eastern end of the Sahara. Largest country in Africa,
with its Arab north and African south. A very strict Islamic country.

SWAZILAND PJ: The King of Swaziland died a short while ago after having ruled,
Jim, for 6} years.

UGANDA PJ: One of the most beautiful countries in all of East Africa.

ZAMBIA JM: Formerly Northern Rhodesia. PJ: A country with enormous difficul-
ties because it was essentially a one-commodity country, copper.

ZIMBABWE PJ: Formerly Rhodesia. n

forth be responsible for **coordinat-
ing ministerial action.”” Ange
Edouard Poungui was named prime
minister, replacing Col. Louis-Syl-
vain Goma. who became chairman
of the Constitutional Council.

The Political Bureau. the ruling
council of the PCT. was expanded
and reshuffled. Formerly a ten-
member group. it now inciudes 13
men. The most dramatic change
was the exclusion of Jean-Pierre
Thystére-Tchicaya, who had been
considered the ““number-two man™’
in the regime. Two days before the
party congress, Sassou-Nguesso
summoned all the members of the
outgoing Political Bureau to an in-
formal “‘session of self-criticism.™
After blaming himself for a variety
of petty shortcomings. Thystere-
Tchicaya found himself confronted
with documents implicating him in
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several anti-government bombings
that took place in 1982. Thysteére-
Tchicaya, who had long been re-
sponsible for political education
and the ideological direction of the
PCT, was ordered to **start again at
the bottom to be re-educated.”” ®

ZAMBIA
Debt and copper

Zambia has managed to resche-
dule most of its $2.6 billion public
debt and was expected to obtain
$225 million in additional credits
from the International Monetary
Fund after the reschedulings be-
came official.

But rescheduling does not begin
to solve the Zambian economy’s
fundamental problems. In fact.
President Kenneth Kaunda's agree-
ments with the IMF have, in the

short run at least, left most Zambi-
ans worse off than before. IMF
pressure was directly responsible
for the 40 percent devaluation of the
kwacha in 1983-84. The devalua-
tion, along with reduced food subsi-
dies, caused a 30 percent jump in
food prices. Meanwhile, wages rose
less than 10 percent. Not surpris-
ingly, Zambia's labor unions are op-
posing the adoption of more IMF
proposals, especially the elimina-
tion of all food subsidies. Kaunda
has recently suggested that food
subsidies might have to be aban-
doned for the first time since inde-
pendence. Work stoppages have
become more and more frequent: in
the first three months of 1984, more
than 10 times as much work time
was lost as in all of 1983.

Although many Zambians are dis-
contented, the recent policy shift
has impressed most Western econo-
mists, some of whom speak of Zam-
bia as an economic model for other
African nations. The U.S. has in-
creased its financial assistance to
Zambia, while Secretary of State
George Shultz said that Zambia *'is
on the right track.™

But what the U.S. gives with one
hand it might take back with the
other. The Reagan administration is
under heavy pressure from domes-
tic copper producers to cut back im-
ports by at least a third. The low
price of copper has already caused
American copper companies to shut
down some domestic mines. But an
American restriction on imports
would hurt other copper-producing
nations by restricting the largest
single market and causing a sharp
fall in prices. Copper prices—now
around 70 cents per pound, down
from a peak of $1.40 in 1973—could
drop at least another 25 cents. Zam-
bia derives 90 percent of its foreign
exchange earnings from copper.

In recent years, the cost of pro-
ducing copper has substantially ex-
ceeded the revenues Zambia can
derive from it. However, the coun-
try’s powerful labor unions have ef-
fectively prevented any significant
cutbacks in production. ]
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Alliances shift again in the Maghreb

The Maghreb states—Algeria.
Libya. Mauritania, Morocco. and
Tunisia—have regularly discussed
the possibility of joining together in
a federation. They remain sharply
divided. however. over the future of
the Western Sahara and over which
of their headstrong and charismatic
leaders should preside over the un-
ion. The result has been that the fre-
quent attempts at regional alliances
have failed to include more than two
or three countries at a time.

In the latest realignment. Moroc-
co’s King Hassan Il and Libyan
leader Col. Muammar Qaddafy
signed a treaty on August 13 estab-
lishing a ““union of states.”” Under
the union—which is subject to ap-
proval by the people’—both
countries would remain autono-
mous and would retain their exist-
ing institutions. A permanent secre-
tariat, alternating between Rabat
and Tripoli. would administer the
union. A joint communiqué de-
clared that the treaty **would be the
basic mortar for the unity of the
Arab Maghreb.™

After signing the treaty with Has-
san, Qaddafy also visited Algeria
and Tunisia. He met with Algerian
President Chadli Benjedid later in
the same day and claimed that
Chadli “*had given his blessing to

Hassan: Looking for allies
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this step toward unity.”” In Tunis.
where he was accompanied by **“the
adviser to King Hassan.” Qaddafy
met with Prime Minister Mohamed
Mzali and other Tunisian leaders.

The signing of the treaty. and par-
ticularly the claim that it could be
the model for uniting all the nations
in the Maghreb. elicited a chilly re-
sponse from Algeria. Algeria’s offi-
cial daily newspaper. El Moudja-
hid. insisted that only the 1983 Alge-
ria-Tunisia-Mauritania treaty ‘'is
and remains from the historical
viewpoint the cornerstone. the solid
and healthy foundation upon which
Maghreb unity must be buiit.™

There is no ideological basis for a
Libyan-Moroccan alliance. Has-
san. however. is desperate for any
ally he can find in his dispute over
the Western Sahara—which he sees
as a war with Algeria and now. in-
creasingly. with Mauritania. Qad-
dafy. in his continuing quest for the
mantle of leadership in the
Maghreb. was upstaged last year by
Chadli’s regional diplomacy. which
resulted in Algeria’s tripartite pact
and discussions with Hassan. Qad-
dafy has also proposed a summit
meeting to be held in Tripoli for the
five states of the region to discuss
the Libya-Morocco accord.

Pressure on Mauritania

The pact between Libya and Mo-
rocco may have been designed to
exert pressure on the government of
Mohamed Khouna Ould Haidalla of
Mauritania. which recently angered
Hassan by recognizing Polisario’s
Saharawi Arab Democratic Repub-
lic (SADR).

On July 20, Hassan claimed that
two recent attacks by Polisario
guerrillas against the town of
Dakhla in the Western Sahara had
been launched from Mauritanian
territory. Hassan sternly warned
Haidalla: “*This state of affairs can-
not continue without our Royal
Armed Forces finding themselves
being forced. while repulsing at-
tacks on them. to pursue the aggres-
sors to the places from which they

had set out. And if we find ourselves
faced with this possibility. you are
not ignorant of the magnitude of the
grave consequences of this to our
two countries. . . Morocco cannot
accept that its national soil should
be subjected to armed attacks with-
out making a suitable reply. There-
fore. we hope you will take the nec-
essary steps to control the situa-
tion.””

Haidalla denied Hassan's
charges. saying that ““our territory
has not been used and will never be
used as a base for an attack on your
forces. . . Why, every time there is
fighting in the Western Sahara,
must Mauritania take the blame for
incidents with which it has no con-
nection?™”

Hassan’s warning. and his threats
of hot pursuit across the Maurita-
nian  border. caused concern
throughout the region. The Tuni-
sian secretary-general of the Arab
League. Chedli Klibi. told Moroc-
can and Mauritanian representa-
tives that he was “‘preoccupied™
with the breakdown in their rela-
tions and *‘ready to take any possi-
ble measures to re-establish con-
cord between the two neighbors and
stability in the Arab Maghreb.™
And the Algerian minister of foreign
affairs. Ahmed Taleb Ibrahimi. vis-
ited Nouakchott three days after
Hassan’s warning, bearing a private
message from Algerian President
Chadli Benjedid.

An editorial in Algeria’s govern-
ment newspaper. E/ Moudjahid
commented: ““*Hot pursuit’ is a
pure product of colenial ideology.
. . There is aclear choice to be made
between adventurism and the con-
struction of a Greater Maghreb.
which requires the satisfaction of
the national rights of the Saharawi
people.”” Any hot pursuit action
against Mauritania by Morocco. the
paper said. could not be treated pas-
sively by Algeria or Tunisia, with
whom Mauritania signed a *“‘treaty
of fraternity and concord™ in De-
cember 1983. &

ALGERIA
Natural gas dispute

Algeria’s state-owned oil and gas
company. Sonatrach. has asked the
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International Chamber of Com-
merce to arbitrate its dispute with
Spain’s Empresa Nacional del Gas
(Enagas). The wrangle between the
two national companies began with
Spain’s attempts to extricate itself
from a 1975 contract in which Spain
agreed to purchase 4 5 billion cubic
meters of liquified natural gas
(LNG) each year for twenty years
beginning in 1980. The contract
contained a ‘“‘take or pay’ clause
requiring Spain to pay for the gas,
imported or not.

In 1979, Enagas argued that it
could no longer use the Algerian gas
in the quantities agreed to in the
contract. Sonatrach signed a codicil
that pushed the delivery date back
two years. Despite the compromise
in its favor, Enagas has only im-
ported about 30 percent of the vol-
ume originally contracted.

Enagas has argued that the con-
tract level is three times what is
needed to cover Spain's require-
ments, but the Algerians insist that
they have detailed information
proving that the Spanish market
could absorb the LNG. At any rate,
the Algerians claim that Spain is still
under contract to pay for the gas.

‘Besides seeking arbitration, the
dispute has left the Algerians little
alternative but to cancel a deal with
a Spanish consortium to construct a
dam at Mexanna. The project has
been valued at $74 million at current
exchange rates. Other trade repris-
als being sought by the Algerians in-
clude the suspension of approxi-
mately half of all Spanish goods and
services, totalling over $1 billion for
the coming year, and the suspen-
sion of the repayment on a $150 mil-
lion soft loan which was granted
with the Sonatrach by Enagas dur-
ing the 1975 contract negotiations.l

EGYPT
Back with the USSR

On July 7. Egypt restored full dip-
lomatic relations with the Soviet
Union. after more than a year of
hints that a restoration was forth-
coming. Diplomatic links with tne
USSR were broken in 1972 by the
late President Anwar Sadat, who
accused Soviet diplomats of spying
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and attempting to stir up religious
strife.

President Hosni Mubarak indi-
cated soon after taking office in
1981 that he would like to re-estab-
lish relations with the Soviet Union
Mubarak waited until this July to re-
store Egypt’s links with the USSR
out of concern over Soviet covert
activity in the Middle East and
North Africa. Mubarak has been es-
pecially concerned that Moscow is
pushing Libya and Ethiopia to over-
throw Sudan’s President Gaafar al-
Nimeiry. Another likely reason for
the delay was concern over the
American reaction, but U.S. offi-
cials gave little public response
when the move was finally an-
nounced.

President Mubarak: End to isolation

Egypt could benefit substantially
from friendly relations with the
USSR. The Egyptian military still
depends heavily on equipment ob-
tained from the Soviets in the 1960s
and early 1970s, and spare parts for
Soviet equipment will now be read-
ily obtainable. In addition, Egypt
pays up to $50 million annually to
cover various debts incurred before
the break in relations. A negotiation
of easier terms for Egypt may now
be possible. Finally. Egypt is seek-
ing to regain its former position as a
ieader of the non-aligned move-
ment, which it was instrumental in
establishing. Mubarak hopes that
resuming relations with the Soviet
Union will help alleviate the diplo-
matic isolation of Egypt that re-
sulted from its peace treaty with Is-
rael.
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New cabinet

Seeking the “*achievement of sta-
bility,”” Mubarak installed his new
cabinet on July 17. True to his word.
there are only nine new faces from
the previous cabinet, which was
dissolved after the June parliamen-
tary elections. The latest cabinet
features two new ministries—hous-
ing and education—raising the
number to 32.

The new prime minister. Kamal
Hassan Ali, who previously had
been the foreign minister, had
served as acting prime minister
since the death of Fuad Mohieddin
onJune 5. Otherwise, there were no
changes among the top positions ex-
cept the demotion of the interior
minister. Hassan Basha. Mubarak
was said to have blamed him for
pre-election rioting. ]

SUDAN
Chevron’s dilemma

The seesaw battle between the
U.S. oil company, Chevron. and
the regime of Sudan’s President
Gaafar al-Nimeiry continues. Chev-
ron, after rebel attacks in the south
forced it to abandon its exploration
activities, has yielded to govern-
ment pressure and resumed explo-
ration at Babanusa and Muglad oil-
fields. which are north of the areas
in which violence has occurred.

Dr. Sharif Tukami. the minister
of energy and mining, met with
Chevron representatives at the end
of July and reached an agreement
on the resumption of oil prospect-
ing. The accord requires the Suda-
nese army to protect Chevron facili-
ties and employees from the south-
ern guerrilla threat led by the Sudan
People’s Liberation Army (SPLA).

The SPLA. which has killed five
Chevron employees since last No-
vember, has vow=d to continue dis-
rupting Chevron's activities. If the
Sudanese army cannot adequately
protect Chevron's facilities. the
company may be forced to pull out
of Sudan. Nimeiry's government,
which expects to earn $136 million
annually once the oil is flowing reg-
ularly, cannot afford such a loss.

Chevron has substantial interests
in Sudan. In the last ten years. the
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company has spent about $900 mil-
lion. With a large investment ex-
pected to be committed for con-
structing the controversial pipeline
from Bentiu to Port Sudan, Chev-
ron’s total investments in Sudan
could reach $2 billion.

The government’s new under-
standing with Chevron places more

pressure on Nimeiry to modify his
stance on the movemerit for auton-
omy in the south. Since late last
vear, he has seemed dedicated to
pursuing a military solution, while
forging ahead with his plans to make
Sudan an Islamic republic. Those
policies continue to place Chev-
ron’s operations in jeopardy. ]
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South Africa’s economy suffers as
interest rates go through the roof

On August 3, South Africa’s ma-
jor banks raised their prime lending
rate from 22 percent to a record 25
percent. Barend du Plessis. who be-
came finance minister in June, said
that the increase was part of an aus-
terity plan designed to reduce infla-
tion. control consumer spending.
curtail the rand’s decline in value.
and curb the growth in money sup-
ply.

As the price of gold fell from its
1980 peak of $850 per ounce to its
current level of $340, South Africa’s
current account surplus has turned
into deficit. Gold is priced in dol-
lars, and the value of the rand is
pegged to gold. Therefore, as gold
prices dropped. the rand steadily
lost value against the dollar, making
all of South Africa’s imports more
expensive.

The current drought kas forced
farmers to borrow heavily, and the
government has had to grant them
interest subsidies to cushion the
high cost of borrowing. Before the
drought, South Africa had been the
third-largest exporter of maize in
the world and had been deriving
nearly $1 billion annually from agri-
cultural exports. The drought has
now turned South Africa into a net
importer of staple foods; maize im-
ports in 1983 alone cost more than
$200 million.

There are other pressures on
South Africa’s economy. Inflation
reached 11.7 percent in June, and
the money supply continues to grow
to record levels. Government
spending has exceeded most budg-
etary allocations for five years in a
row; in April and May of this year.
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government expenditures exceeded
the budget by more than 8 percent.
On July I, the general sales tax rate
rose from 7 to 10 percent. Defense
spending will consume 21.5 percent
of the South African national
budget in 1984, and the war in
Namibia is estimated to cost well
over $1 million per day.

Foes of the South African regime
have long pointed to South Africa’s
economic strength as the main bar-
rier to achieving majority rule. Anti-
apartheid activists have recom-
mended trade sanctions as the most
effective way for the West to pres-
sure the Pretoria regime. Gold.
however, has always been South
Africa’s ace in the hole, allowing
the government to skirt oil embar-
goes and render most attempts at
sanctions ineffective.

Opponents of apartheid are now
calling attention to the vulnerability
of the South African economy to
falling gold prices. FEconomists
have pointed out that another sharp
decline in the gold price could crip-
ple the South African economy.
Some have suggested that the West,
if it so desired, could use gold sanc-
tions to pressure South Africa to
abandon apartheid. As British
economist David Piachaud recently
pointed out: “*If the United States
decided to release an eighth of the
gold in Fort Knox it would double
the world supply, and South Africa
would face economic catastrophe.’”

ANGOLA
Sabotage in the north

After months of threatening to at-
tack the oil-rich northern province

of Cabinda, the anti-government
Unita rebels claimed responsibility
for blowing up an oil pipeline owned

jointly by Sonangol, the govern-

ment oil company, and Gulf Oil of
the U.S. At least ten Angolan civil-
ians in a nearby house were killed
by the blast on July 12, which shut
down the pipeline for four days.

Gulf spokesmen explained that
the bombing had done less damage
to the pipeline than most reports ini-
tially suggested. The saboteurs had
chosen a pipeline that carries only 6
percent of Cabinda’s daily oil pro-
duction, and only a small amount of
oil was lost, since the main shut-off
valve was left intact. From Lisbon,
Unita issued a communiqué claim-
ing responsibility. but Unita’s inac-
curate description of the site sug-
gested that the Front for the Libera-
tion of the Cabinda Enclave, which
has launched several similar attacks
in recent years, may in fact have
been responsible.

Three weeks later, Unita claimed
to have struck again in the north,
this time mining the harbor of
LLuanda and severely damaging two
cargo ships. Unita claimed that the
two ships—one of them Angolan
and the other West German—were
loaded with munitions; the Angoian
government stated that the ships
were carrying food.

Military analysts believe that, un-
like Unita’s land assaults. the latest
attacks could not have been made
without South African assistance.
The mining of the harbor must have
been carried out from the sea, and
Unita has no access either to a port
or to ships from which commandos
could operate.

The two acts of sabotage are simi-
lar to the bombing of a pipeline and
the mining of a harbor in Mozam-
bique in October and November
1981, which could also have been
launched only from the sea. Al-
though the Mozambique National
Resistance (MNR) claimed respon-
sibility for those attacks, there was
little doubt of South Africa’s in-
volvement.

South Africa’s apparent complic-
ity in the latest Unita attacks could
be related to the delayed South Afri-
can withdrawal from southern An-
gola. In the “‘Lusaka accord”
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signed in February, South Africa
agreed to withdraw its troops from
Angola by March 31. But the South
African soldiers are still occupying
a large area of Angola just north of
the Namibian border, and officials
in Pretoria recently hinted that the
troops may remain there or even be
reinforced.

The South African presence in
Angola has allowed Unita to ad-
vance northward without having to
defend its rear. Unita’s success is
tactically convenient for South Af-
rican diplomacy: a strong Unita po-
sition guarantees the co. inued
presence of Cuban troops to fight
the rebels. and South Africa has
refused to grant independence to
Namibia so long as the Cubans re-
main in Angola. 7

BOTSWANA
Masire calls elections

President Quett Masire dissolved
Parliament on July 20, in prepara-
tion for general elections to be held
on September 8.

In the national campaign, the first
since the death of former President
Seretse Khama in 1980, six political
parties will contest 34 seats. Before
Parliament was dissolved, Masire’s
ruling Botswana Democratic Party
(BDP) held 29 seats, the Botswana
National Front (BNF) held two, and
the Botswana People’s Party one:
two new seats have been added for
this election. The BDP has won a
majority in each of the four general
elections held since independence
in 1966. Another BDP victory is
likely, but because Masire is leading
the campaign for the first time. the
results are not certain.

The BNF, led by Kenneth Koma.
is the most serious challenge to the
BDP: it is the only other party con-
testing every seat. The BNF has
made the economy a major issue,
accusing Masire of not doing
enough to narrow the gap between
rich and poor. Although Botswana
has one of the highest per capita in-
comes in Africa—$1067 in 1981 —
the BNF charges that the govern-
ment’s recent devaluation of the
currency, the pula, has made life
harder for the poor. Koma has
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Pretoria breaks links with New Zealand

On July 31, the South African government announced the closure of its
consulate in New Zealand. After defeating incumbent Prime Minister Sir
Robert Muldoon in a mid-July election, New Zealand's new Labor govern-
ment, led by Prime Minister David Lange. announced that it would fulfill its
campaign pledge to sever diplomatic ties with South Africa.

South Africa pre-empted Lange by instructing the consul-genera! to leave
Wellington “*without delay,”” and South Africa’s Minister of Foreign Affairs,
Roelof Botha, said with hauteur: It will not be necessary for the new prime
minister of New Zealand to issue a statement later on the status of the South
African mission.”’

New Zealand's action is part of a general trend in the region’s foreigu
policy. Australia has recently declared a moratorium on uranium sales to
France, which it claims is testing nuclear weapons in the South Pacific. And
New Zealand has banned nuclear-powered or armed ships from its ports,
causing concern among American military officials, who consider New
Zealand a vital outpost for American ships.

Earlier this year, Australia angered South Africa by allowing the ANC and
SWAPO to open information offices; the Australian government also
banned sporting exchanges with South Africa and barred a proposed visit by
two South African politicians. Lange’s government has said it will **discour-
age’’ New Zealand’s rugby team from making a proposed tour of South
Africa later this year. @

promised a more equitable distribu-
tion of resources and to increase
subsidies for farmers.

The BNF also opposes Botswa-
na's membership in the Southern
African Customs Union. Koma has
called Botswana a ‘‘neo-colony of
South Africa’ because of Botswa-
na’s dependence on revenves from
SACU. SACU provides 40 percent
of the Botswana government's re-
ceipts.

The other parties—the BPP and
the Botswana Independence Party,
which has not held a seat since the
1966 election—are conducting re-
gional, not national, campaigns.
They are expected to win no more
than one or two seats each. 1

LESOTHO
Elections af last

As Lesotho prepares for the first
elections in 14 years, tension be-
tween Prime Minister Leabua Jona-
than’s cabinet and the various op-
position groups is escalating.

Some members of the official or-
position Basotho Congress Party
(BCP) have boycotted sessions of
the National Assembly in a dispute
over Jonathan's policy. But the
BCP itself is divided: disagreement

over whether or not to boycott the
upcoming elections has split the
party into at least two factions.

In recent National Assembly ses-
sions, the proposal to install a care-
taker government has aroused
fierce debate. One BCP faction in-
sists that once the campaign begins.
Jonathan and his cabinet should re-
linquish their posts in favor of a
caretaker cabinet until the elected
government assumes office.

Jonathan and his supporters have
sharply criticized the proposal, call-
ing it an attempt by the BCP to cre-
ate a “‘vacuum’’ in the government
that the BCP could use to manipu-
late the outcome of the elecuons.
However, the BCP contends that a
safeguard is needed against Jona-
than’s unlimited power to postpone
or annul the elections. (In the last
electionin 1970, Jonathan usurped a
certain BCP victory by declaring
the elections void, assuming power
himself, and decreeing a “‘five-year
hoiiday from politics.™")

Jonathan has still not set a defi-
nite date for the elections, although
he has been hinting at a return to
constitutional government for at
least four years. “‘Instability’” has
caused the delay. Since the 1970s.
violence has intensifiecd between
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the government and the armed wing
of the BCP. the Lesotho Liberation
Army led by Ntsu Mokhehle. Con-
flict with the Roman Catholic
church and within Jonathan's ruling
Basotho National Party (BNP) over
the Prime Minister's warm diplo-
matic relations with communist
countries has caused further ten-
sion.

Relations with South Africa have
deteriorated seriously in recent
months. South African Foreign
Minister Roelof Botha has met with
several anti-Jonathan leaders—in-
cluding Jonathan's former minister
of information. Charles Molapo.
and Phoka Chaolane. a prominent
BCP member—to form a new oppo-
sition group called the United Dem-
ocratic Alliance (UDA). The South
African government is funding the
new group. and reports also indi-
cate that South African mining au-
tnorities have been coercing Ba-
sotho mine workers to support the
UDA. threatening to fire them if
they do not comiply.

South Africa is angered at Le-
sotho’s refusal to sign a mutual non-
aggression pact. Shipments of “*in-
ternal security equipment’” that Le-
sotho purchased from Britain have
been detained at South African
ports. in reprisal for Lesotho’s re-
calcitrance. The delay in allowing
the weapons to pass through South
African territory is expected to give
the LLA temporary superiority in
attacking government security for-
CES> .

MALAWI
Death sentences commuted

On the occasion of Kamuzu Day.
the national celebration of his birth-
day. President-for-Life Hastings K.
Banda announced that he had com-
muted the death sentences of Orton
and Vera Chirwa and had released
their son Fumbani from prison. The
Chirwas, the most prominent oppo-
nents of Banda’s rule. have been in
jail since 1981

Meanwhile, elections scheduled
to be held in the Central Region
were postponed indefinitely on
Banda's orders. The district elec-
ticn conference of the Malawi Con-
gress Party (MCP) was dissolved by
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Banda without warning. and local
party leaders were summoned to
MCP headquarters in_the capital of
Blantyre. Local ¢lections in the
Northern and Southern Regions
were held as planned. Observers
believe that the cancellation of the
election in the Central Region was
related to che continuing suspicion
surrounding the death last year of
Aaron Gadama. minister for the
Central Region in the national gov-
ernment. Gadama. like several
other politicians who had fallen out
with Banda. died in a car crash:
many opposition figures have called
his death a “‘liquidation.”’ Banda.
who is from the Central Region him-
self. seems to have postponed the
elections to avoid any embarrass-
ment that could result from a lack-
luster turnout. [ ]

MOZAMBIQUE
Trying to make Nkomati work

Foreign Minister Joachim Chis-
sano said in Lisbon at the beginning
of August that the Nkomati ac-
cords—the mutual non-aggression
pact signed with South Africa in
March—""are being progressively
implemented. and Mozambique has
no reason to complain against the
South African government.”” Chis-
sano said that ““the problems that
arose are all being discussed with
Pretoria.”” and he was careful not to
blame the government of South Af-
rica for the continuing activity of
the Mozambique Resistance Move-
ment (MNR). The MNR. which
used to receive covert backing from
South Africa. is now receiving only
illegal support from South African
“interests in contradiction with
those of the Pretoria government.™

South Africa is now providing
“logistical support’™ to Mozam-
bique in an effort to ensure the
safety of the Cabora Bassa hydro-
electric dam. which provides both
countries with much of their electric
power and which is a favorite target
for MNR commandos.

The Nkomati accords have
opened other potential areas of co-
operation. Negotiations are now
underway for South Africa to pro-
vide medical assistance for Mozam-
bique: for Mozambique to accept

South African tourists again, as it
did under Portuguese rule: for a bu-
reau to be opened in Maputo for
South African businessmen: and
even for the possibility of compen-
sating South Africans for invest-
ments confiscated after Mozam-
bique's independence.

But the most significant issuc be-
ing discussed by the two countries
is the joint development of the now-
dilapidated port of Maputo, which
according to some estimates could
inject more than $65 million per
year into the Mozambican econ-
omy. Improvement of the port’s in-
frastructure. and a public relations
campaign to build South African
businessmen’s confidence in the
port. could make it into a thriving
and lucrative operation.

The port of Maputo is hu“areds
of miles closer to the mining and
manufacturing centers of the
Witwatersrand and the eastern
Transvaal than are South Africa’s
own major ports. Beiore Mozam-
bique’s independence. Maputo was
South Africa’s third- mesi important
shipping outlet. South African firms
could now save at least $i0 a ton on
the cost of exporting minerals by
routing them through Maputo. and
the South African cargo tonnage
handled in Maputo is expected to
double in 1984-85. =

SOUTH AFRICA
Rumor of Africa tour for Botha

On August 7. Western newspa-
pers carried a Reuters report from
Johannesburg quoting official
sources™” in the South African gov-
ernment as saying that Prime Minis-
ter P.W. Botha. fresh from his tri-
umphant tour of Europe. would
visit several African countries in
October. Reuters said that Botha's
itinerary **could include such coun-
tries as Ivory Coast, Zambia, Zaire,

Gabon, Mozambigue. and Mo-
rocco.”’
A week later. Newsweek re-

ported that Botha “*will visit Mo-
roccoin October. . . and, according
to diplomatic sources in Paris. the
prime minister will go on to Zaire,
Ivory Coast, and Gabon."" Anothe:
source added Togo to the list.

But other observers were not so
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sure. American diplomatic sources
told Africa Report that a trip to Ivory
Coast “*could be in the wind.” but
that they did not believe any formal
agreement had yet been reached be-
tween Botha and the Ivorian gov-
ernment. let alone with any others
in Africa. Official South African
sources in the U.S. vehemently dis-
missed the report. calling it **purely
speculation™ and pointing out that
the opening of South Africa’s first
“multi-racizi’”  Parliament  would
keep the prime minister extremely
busy throughout the month of Octo-
ber.

The Reuters report was not offi-
cially denied by any of the countries
mentioned: only Zambia made any
comment at all, saying that the gov-
ernment “*denied having knowledge
of South African Prime Minister
Pieter Botha's visit here.”” The
carefully-worded statement did not
say that Zambia would oppose such
a visit.

President Kenneth Kaunda of
Zambia has met several times with
Botha and has frequently called {or
a regional summit in which all the
heads of state in southern Africa,
including Botha, would meet.

Throughout the 1970s. Ivorian
President Félix Houphouét-Boigny
advocated dialogue™ with South
Africa. He hosted a visit by South
African Prime Minister John Vor-
ster to Ivory Coast in 1974; Léopold
Senghor, then the president of Sen-
egal. also attended. In 1975,
Houphouét said that African coun-
tries should exchange ambassadors
with South Africa. and he met
openly in Geneva on at least three
occasions with South African For-
eign Minister Roelof Botha or with
Vorster.

A recent editorial in Fraternité
Matin, the government daily news-
paper of Ivory Coast. praised South
Africa’s constitutional “‘re-
forms'—which continue to ex-
clude the black majority from the
parliamentary process—as “*a small
step in the right direction.™

By not denying the possibility of a
Botha vi Ivory Coast and the

other cou. .iies appear to be send-
ing a signal to Pretoria. Their over-
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whelming silence suggests that
most of the countries mentioned
would, under the proper conditions,
agree to host a Botha visit. It now
seems clear that the rumor of Bo-
tha's tour was a premeditated leak
by the South African government to
determine how the potential **host
countries”” would react to the idea.
and many diplomats claim they
would not be surprised by an ** Afri-
can tour’” by early 1985. ]

SWAZILAND
ANC members expelled

On July 25, the 41 remaining
ANC members in Swaziland, out of
a total of 86 arrested by Swazi po-
lice after entering the country ille-
gally from Mozambique in April,
were deported to Tanzania. The
government dropped all charges
against the ANC members.

The ANC has been active in Swa-
ziland since 1965. but in recent
months there have been frequent
accusations by the Swazi govern-
ment of ANC robberies and law-
lessness, and accusations by the
ANC of Swazi torture of arrested
members.

The July expulsions removed the
last of the group of ANC members
who entered Swaziland in April.
There had been repeated exchanges
of gunfire between the Swazi secu-
rity forces and the ANC group since
their arrival.

In a July interview, ANC Presi-
dent Oliver Tambo explained. **The
ANC related to Swaziland-as to a
country that helped bring it about.

. basically relations between the
ANC and Swaziland. despite every-
thing, remain intact. . . The sor-
rows and irritations that we have
experienced should be seen as part
of the problems that Pretoria has
created for decades.™ ]

ZIMBABWE
Mugabe consolidates his power

While the party congress of Prime
Minister Robert Mugabe’s  ruling
Zimbabwe African National Union
(ZANU) opened on August 8 with a
blast of revolutionary rhetoric. it
concluded five days later on a qui-
eter, more pragmatic note.

INOIAON 'Y laseBiey

Prime Minister Robert Mugabe

A resolution calling on Zanu to
endorse the immediate introduction
of a one-party state was defeated.
Instead. the congress approved a
resolution, drafted by ZANU mod-
erates, calling for the party to strive
for the establishment of a one-party
state “*in the fullness of time and in
accordance with the constitution
and the law.”" Likewise, the initial
threat to drop a number of moderate
ZANU lcaders from the Central
Committee was not acted upon.

Mugabe was elccted to the newly-
formed Politburo. along with his
deputy. Simon Muzenda. Mugabe
was then able to consolidate his
power by selecting the remaining 13
members of the Politburo. which
will be the decision-making body of
ZANU.

Early next year. in the first gen-
eral election campaign since inde-
pendence. ZANU will seek to
strengthen the party’s base and win
a decisive majority over its major
rival, Joshua Nkomo's Zimbabwe
African People’s Union (ZAPU).

ZANU believes a one-party state
is necessary to oversee the socialist
transformation of Zimbabwe's
economy and to prevent politics
from dividing along ethnic lines.

ZANU. however. has not yet
won the support of the Ndebele-
speaking people in Matabeleland. a
prerequisite for the establishment
of a stable one-party state. While
the government’s use of force has
reduced the activities of armed dis-
sidents in the area. it has also alien-
ated many of the area’s residents. B
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Ghana

The Economics of the
Rawlings Revolution

The Ghanaian government has launched a major effort to reverse the
country’s two decade-long economic decline, while attempting to
restructure society along egalitarian lines. But difficult choices have been
made and the challenges ahead remain daunting.

BY MARGARET A. NOVICKI

efore Flight Lieutenant Jerry
Rawlings’ December 1981 revolu-

tion, the residents of Golinga, in
Ghana'’s drought-plagued Nort .ern re-
gion, were employed by commercial
farmers in Tamale, the regional capital,
to cultivate the crops on the irrigated
land surrounding their village. In return
for their labor, the “rich men,” said
Fusheini Burow, a wizened farmer who
is chairman of the village people’s de-
fense committee (PDC), would provide
a few bags of fertilizer and maize and
some used clothing, taking the bulk of
the produce to sell in the markets in
town. Now the villagers have set up
their own community farm on the land
and are using the proceeds from the sale
of their crops to construct a school and
to rebuild the dirt road that winds be-
tween their village and their neighbors.
In Winkogo, in the Upper East region
where 70 percent of last year’s harvest
failed, viiagers contributed nearly
$3,000 and their labor to build a commu-
nity center and health clinic which will
serve seven villages and 8,000 people.
Residents of Taha, outside Tamale,
wanted a feeder road to connect their
village to the main road, explained a
farmer, “so we could get our pregnant
women to the clinic and our food to mar-
ket.” The local PDC organized the vil-
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lagers into work brigades, and the re-
gional mobilization committee provided
the supplies and road grader. The 8 km
road is near completion pending arrival
of gravel, and planning has begun on the
next project—a school.

And at 9 in the evening, at a school-
house in Tamale, a farmer, a tractor
driver, a trader, a tailor, a second-hand
clothes seller, sit huddled over note-
books at a table lit by kerosene lanterns.
The voluntéer teacher explains that his
students, ranging in age foom their mid-
20s to 60s, meet four umes a week after
their day’s labors to learn basic English
language skills. The night school is one
of 60 that have been set up in the North-
ern region under the coordination of the
regional defense committee.

Innorthern Ghana, amid these exam-
ples of the self-help, populist spirit
which underlies both the economic and
political philosophy of the Rawlings gov-

"~ ernment are stark reminders of a coun-

try in economic crisis. The decaying
frame of a tractor, long inoperable from
lack of fuel, lubricants, and spare parts,
stands idle and rusted on a farm ten
miles out of Tamale; the villagers use
hoes and cutlasses—even these, costly
and in short supply—to cultivate their
maize, rice, and cassava. A farmer in
Bolgatanga, in the dusty Upper East re-
gion, says the reason he is not taking
advantage of the recent rains to plant
maize on his farm is that the fertilizer

needed to raise this staple crop is not
available.

At Tono, Ghana's largest working ir-
rigation scheme, the managing director
explains: “The key thing in agriculture is
planting at the right time. It’s criticalthat
inputs—fertilizer, seeds, fuel, trac-
tors—are there when the farmer needs
them.” With foreign exchange for such
inputs stretched to the limits, a lowered
water table in the reservoir from two
years of drought, and a dearth of skilled
manpower to manage the scheme, even
this government-run project has failed
to meet its targets.

The shortage of tires and spare parts
for the tankers which traverse the de-
crepit road network from the coastal
Tema refinery to Ghana's north, bear-
ing the diesel needed to fuel the power
generators, makes electricity supply er-
ratic at best, and often non-existent for
days on end. Petrol for cars, trucks, and
particularly tractors—in this most heav-
ily agriculturally mechanized region in
Ghana—is rationed. And when the
power is off, industry grinds to a halt and
planes carrying needed supplies from
Accra cannot land at Tamale airport.

Such is the legacy of Ghana's two
decade-long downward spiral and hence
the level of the challenge faced by the
Provisional National Defense Council
(PNDC) government. Two and one-half
years after the Rawlings revolution,
there are signs that the country is
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slowly, painstakingly breaking out of its
economic stagnation and that the
themes of this government—self-reli-
ance, productivity, and the community
work ethic—are taking root. The
PNDC has won the endorsements and
financial support of those who initially
held the Rawlings revolution at arm’s
length—Western donors and credi-
tors—for, says Werner Schelzig, the
World Bank’s representative in Accra,
“They have done one thing that no other
government in Ghana has done for
years, and that is to give the economy a
direction.”

But Rawlings’ efforts have been
daunting and controversial, for few Afri-
can countries have witnessed as precipi-
tous a decline in their short post-inde-
pendence histories and few govern-
ments have faced such overwhelming
historical and natural odds—and consid-
erable skepticism—in attempting to
turn the trend around.

When Rawlings seized power in late
1981 on a platform of ending corruption,
restoring accountability, and redistrib-
uting the nation’s economic and political
power, Ghana's economic profile was
among the bleakest in all of Africa, all the
more tragic because of its abundant nat-
ural wealth—gold, diamonds, timber,
cocoa, bauxite, manganese, offshore
oil, and rich agricultural land.

As with his three-month intervention
in 1979, Rawlings’ 1981 revolution was
an angry reaction against the failures of
Ghana's post-independence leadership
to address the problems of underdevel-
opment, permitting the rural areas to
sink further and further into subsis-
tence—fueling the stream of rural mi-
grants into the decaying cities—while
the elite squandered foreign exchange

on unnecessary imports and grew

wealthy off of institutionalized corrup-
tion. It was indicative of how easily frag-
ile political structures not rooted in the
country’s traditions cracked under the
strains of economic crisis. Above all,
Rawlings’ revolution was born out of the
frustration and despair bred by a political
and economic system which had allowed
Africa’s “Black Star,” once the inspira-
tion of a continent, to reach a point of
near collapse.

Throughout the 1970s, Ghana'’s im-
port-dependent economy was grossly
mismanaged. The pursuit of wrong
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headed monetary, fiscal, foreign ex-
change, and pricing policies discouraged
local production in agriculture and manu-
facturing. The export sector, and there-
fore the country’s foreign exchange
earnings, plummeted. The economy
was plagued py high rates of inflation
caused by mounting budget deficits, and
a severe shortage of consumer goods

Fit. Lt. Jerry Rawlings’ government has
won the support of those who initially
held the revolution at arm’s length

and raw materials. These problems
were exacerbated internally by the at-
tendant ills of corruption, black marke-
teering, and tax evasion, and externally
by world recession and deteriorating
terms of trade.

The mantle of economic woes Rawl-
ings took on when he overthrew Hilla
Limann’s civilian government was stag-
gering. Production of the main foreign
currency earner, cocoa, was roughly
half the level a decade earlier, and was
fetching one-third of 1975’s world mar-
ket price. Lorryloads were smuggled
across the border to exchange for con-

Margaret A Novicki

vertible CFA francs. Foreign exchange
earnings could finance only a week's
worth of imports; the oil bill consumed
over 50 percent of government reve-
nues. Mismanagement and years of po-
litical instability—partly cause and
partly effect of the economic crisis—cut
donor assistance to a trickle. The road
and transport system, deteriorating
from lack of spare parts and inputs, was
in so advanced a state of disrepair that
exports could not be evacuated to the
ports, and cocoa was left to rot in the
bush.

Seventy-four percent of the non-agri-
cultural workforce, employed in the
bloated public sector, was kept on the
payroll by the only means available—
printing more money—and inflation
raged out of control, reducing annual in-
comes to $350, one-third their level a
decade earlier. Skilled professionals fled
Ghana in droves to take up more remu-
nerative posts in neighboring countries
and abroad. The grossly overvalued
cedi bred a thriving black market, which
made sales and distribution of the na-
tion's increasingly scarce imports and
domestic goods more profitable than
production.

Rawlings explained: “At the end of
1981, Ghana was like a runaway train,
rushing downhill toward a broken
bridge. The economy and the moral fi-
ber of the people appeared to have
reached a point of no return.” To initiate
the process of socio-economic transfor-
mation promised by the revolution, new
structures were erected: Public tribu-
nals heard cases of economic crimes
against the state; citizens’ vetting com-
mittees and the National Investigations
Committee examined allegations of tax
evasion and criminal conduct on the part
of officials of previous regimes. A net-
work of defense committees, in work-
places and rural and urban communities,
sprung up to promote grassroots devel-
opment initiatives, defend workers’
rights, and provide vigilance against the
attacks on the revolutionary process.

But amid the formation of these “or-
gans of the revolution, ” the litany of eco-
nomic crisis confronting the govern-
ment was magnified by natural disaster.
In 1982, the worst drought in Ghana's
post-independence  history  struck,
causing unprecedented food shortages,
raging bushfires which cost the country
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one-third of its aging cocoa trees and
acres of timber forests, and a hydroelec-
tricity shortage leaving industry operat-
ing at 10-15 percent of capacity. And in
early 1983, over one million Ghana-
jans—one-tenth of the population—
were expelled from Nigeria, arriving
home amid a food and employment cni-
SIS,

It was against this desperate back-
drop that the government embarked on
a thorough economic review. Con-
fronted with the harsh reality of a nearly
bankrupt economy, and with the scale of
assistance required to rebuild it forth-
coming from neither East nor West,
Ghana's financial planners devised a
comprehensive recovery program for
1983-86, combining a one-year stabiliza-
tion phase with a medium-term develop-
ment strategy.

Explained Kwesi Botchwey, PNDC
Secretary for Finance and Economic
Planning: “The main objective of the re-
covery program was to redress the im-
balances in the economy not in the name
of some abstract fiscal or monetary tar-
gets, but to achieve certain basic social
and political objectives—namely, to im-
prove the material conditions of the peo-
ple, to provide incentives for produc-
tion, and to redistribute incomes by
mopping up the liquidity sitting outside
the formal sector and in the hands of
speculators and middlemen.”

Launched in April 1983, the strategy
was directed at reviving the moribund
productive sectors—agriculture, tim-
ber, and mining—and opening up the
trade bottlenecks the decaying infra-
structure had wrought. The first year
was designed to realign prices in favor of
production and the export sectors, to
reduce the budget deficit, and to ease
the flow of essential imports.

These targets were given fiscal ex-
pression by an unprecedented dose of
austerity measures and market incen-
tives. Reform of the exchange rate, a
politically sensitive issue which had pro-
voked coups in the past, was the first
and most critical step. In three stages
over the past year and a half, the cedi
has been devalued by a cumulative
1,060 percent, and further adjustments
are expected.

Producer prices of cocoa and other
export crops were hiked, retail prices
on petroleum doubled, subsidies re-
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duced, and taxes increased on a range of
public services. Public spending was
slashed to bring down the budget defi-
cit, and efforts undertaken to trim the
fat in the public sector by redeployment
of surplus labor and reorganization of in-
efficient parastatals.

The recovery program, however,
hinged upon attracting the financial
wherewithall to import the raw materi-
als and equipment required to fuel the
export sectors. In a controversial
move, Ghana turned to the International
Monetary Fund (IMF). Said Kenneth
Dadzie, Ghana's High Commissioner in
London, “We were in a more fortunate
position than other countries which are
negotiating with the Fund, because we
had already decided that there were
certain areas in which we needed to take
corrective action. There was an overlap
in concerns.”

With an austerity program in place,
the government worked out a one-year

“Rawlings’ efforts have
been daunting, for few
African countries have
witnessed as precipitous a
decline in their short
post-independence
histories.”

stabilization program with the IMF, in
return for which it received $377 million
in standby and compensatory financing
facilities for 1983-84. As an IMF official
familiar with the negotiations said: “The
Ghanaians came up with their own pro-
gram, and apart from a few refine-
ments, we said this is the kind of pro-
gram we can support.”

The Fund's seal of approval was
enough to grease the financial wheels of
other donors and creditors. In rapid or-
der, Ghana received a $40 million World
Bank credit for importation of urgently
needed inputs for the agriculture and
transport sectors, and an additional $93
million for export rehabilitation. And af-
ter a 13-year hiatus, the World Bank
consultative group on Ghana was recon-
vened in November last year and Bank
officials characterized the recovery pro-
gram as “well-conceived, feasible, and
realistic.” Western donors responded
by pledging $150 million in support of

the first year of the program, while
some $550 million more in concessional
aid is required for the next two years.

Previously skeptical Western observ-
ers credited the government for its cou-
rageous identification of the country’s
economic problems and its willingness
to take harsh corrective measures. Said
one Western diplomat: “The program
the Ghana government has undertaken
is a very, very difficult one. Would that
some of these steps had been taken be-
fore so that the measures now being
followed would not be so severe.”

But the austenty program also elic-
ited harsh criticism from domestic de-
tractors on the left and right. The re-
gime’s leftist ideologues saw the IMF-
backed cure for the ailing economy, with
its attendant repercussions on the
working classes, as a sell-out of the rev-
olution’s egalitarian goals, whereas the
right criticized the government for hav-
ing turned to those institutions which it
characterized as part of the neocolonial
system which “had chopped Ghana
small ”

Botchwey maintains: “We see no
contradiction between criticizing the
weaknesses in the system as we see
them on the basis of empirical data as
opposed to blind ideology, and the pur-
suit of policies that will enable us to get
access to the resources of the World
Bank and IMF, both of which we are
members and to which we make contri-
butions in foreign exchange. The impor-
tant thing for us is to ensure that the
conditions for access to the use of these
resources are consistent with our own
aspirations and are tempered by our ef-
forts at mobilizing our people in produc-
tion.

“It is not our intention to simply im-
plement an orthodox Fund program
which is not supported by adequate con-
cessional long-term resources, and
which would really just result in our pay-
ing our debts on time and not registering
any growth. Our intention has always
been to combine a set of sound macro-
economic measures and a sound pro-
gram of restructuring industry and
other sectors of the economy with our
own mobilization efforts so that we can
be self-reliant. But this will take time.
The textiles here can be fed by local
cotton, but it takes time and money to
grow the cotton.”
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A year later, the PNDC has been
given outstanding first-term grades on
macroeconomic performance and fiscal
discipline from its multilateral financiers.
Noting that the government had stuck
to virtually all the performance criteria
required by the Fund, an official com-
mented, “I don’t think they do it to get
the money, but because they believe in
it, which makes a big difference.”

Ghana 20 percent of its crop. Producer
prices have been revised upwards twice
since mid-1983, to a level equivalent to
35-40 percent of the world market price
and comparable to the rate paid farmers
in neighboring countries.

But cocoa production in 1984 is likely
to be the lowest in history—156,000
tons, down from 1965's peak of
550,000—owing to the destruction of
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The macroeconomic indicators are
beginning to register signs of improve-
ment—inflation is down from 115 per-
cent in 1982 to 40 percent in mid-1984,
and the timber industry has responded
most dramatically to the devaluation in-
centive, with exports up by 55 percent
this year over last. But the export sec-
tors continue to be bedeviled by the leg-
acies of a shattered economy—deterio-
rated equipment, costly inputs, and
transport bottlenecks. Upturns are rel-
ative, and often put off track by exoge-
nous factors.

Consider the plight of the cocoa in-
dustry, which provides Ghana with 60
percent of its foreign exchange earn-
ings. Last year, the massive devaluation
enabled the parastatal Cocoa Marketing
Board to cover its operating costs and
pay the government revenues for the
first time in three years. It also re Juced
smuggling across the border to Ivory
Coast, a practice which at one time cost
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acres of cocoa trees from bushfires. De-
spite the government’s emergency re-
planting program and priority provision
of fertilizers, sprayers, and other in-
puts, farmers have reacted to the high
food prices caused by drought-related
shortages by turning over their iand to
more remunerative food crops. And the
biggest disincentive to cocoa farmers is
the non-availability of goods and inputs
to purchase with their revenues—a sit-
uation which will only improve when the
economy as a whole begins to turn
around.

The past year therefore has been an
extraordinarily difficult one for. the
Rawlings government. For despite its
adherence to the austerity regimen and
the slight improvements in the macro-
economic picture, the payoff for the
IMF-backed cure is painfully slow in
coming, the promised donor assistance
has only begun to flow, and the govern-
ment’s own meager foreign exchange

reserves have had to be diverted to
emergency imports necessitated by the
drought.

Most importantly, the hardpressed
urban and rural workers, who still dem-
onstrate faith in the government’s inten-
tions, have yet to feel that they have
benefited substantially from the tough
economic measures Rawlings has insti-
tuted. The PNDC chairman candidly ad-
mits that Ghanaians “have seen little
material improvement in their daily
lives” over the past two years, and the
weight of the austerity measures has
fallen most heavily on average workers’
already bowed shoulders in the form of
higher prices, restricted availability of
consumer goods, and a daily wage bear-
ing little relationship to the cost of living.

The Trades Union Congress has de-
manded a daily minimum wage of 300
cedis, arguing that the current wage of
40 cedis, which huys two eggs or one
beer, is insufficient to provide for one
person, let alone a family. But the gov-
ernment maintains that the decades-
long decline in living standards cannot be
reversed overnight by raising salaries to
meet t\lle cost of living, for the increase
would not be real and would only fuel
inflation.

Says P.V. Obeng, the PNDC Coordi-
nating Secretary, “The easiest way out
is to panic and put more money in the
worker’s pockets. But if this is unsup-
ported by higher productivity, the spiral
that would create will subvert the econ-
omy and make the plight of the worker
even worse.”Adds Joyce Aryee, the
PNDC Secretary for Information, “It is
really a vicious circle because it is higher
productivity that would help to increase
the purchasing power of the worker,
and yet the higher productivity will
come as a result of the worker’s ability
to cope with his most basic needs. But
the circle must be broken somewhere.”

Arnid although the rains have been fall-
ing more steadily this year, replenishing
thirsty lakes and reservoirs, transform-
ing the sunburnt landscape into fields of
ripening maize, and forcing down the
sky-high food prices last year’s shortage
created, the costs of basic goods are still
beyond the means of urban salaries.
Middlemen continue to derive exces-
sive profits from distribution—a bunch
of bananas soid by a farmer in the Volta
region costs 35 cedis; in Accra, the
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same bunch is 350. And government ef-
forts to mitigate the burden of the aus-
terity program by launching a network
of People’s Shops, for the “democratic
distribution” of basic goods, have barely
begun to take off.

While the unprecedented devaluation
has brought down the costs of some
goods diverted to the black market, it
has not yet curbed the parallel econ-
omy. Visitors are besieged by offers to
buy dollars at a rate of $1 to 120 cedis
against the official exchange rate of $1
= 35, and a gallon of petrol which sells
officially for 55 cedis can be had on the
black market for 250. For in a situation
of shortage, corrupt practices flourish
as a means of survival and it is virtually
impossible to ensure equitable distribu-
tion of goods when there simply isn't
enough to go around.

In Accra, an air of optimism about the
country’s medium-term economic pros-
pects coexists among signs of the hard-
ships of everyday life. After two years
of drought, the hydroelectricity short-
age caused by the low level of the Volta
Lake has required severe power cuts;
at dusk as the lights in one section of the
city flicker on, those in another go off.
Petrol queues wind down the potholed
streets and a sadly limited selection of
goods line shop shelves.

The political tensions which peaked
during last year’s economic difficul-
ties—most violently expressed in four
coup attempts in two years—appear to
have eased. Ghana's borders with its
eastern and western neighbors, closed
in late 1982, were recently reopened
and the curfew in place since Rawlings’
1981 coup has been lifted. Fences are
gradually being mended with the profes-
sional classes, churches, and traditional
rulers who were unalterably opposed to
the government’s revolutionary goals.
There is grudging acceptance that an-
other bout of political instability would
spell doom for any future attempts to
reverse Ghana’s economic decline. Fur-
ther, there is agreement that this gov-
ernment’s commitment to improve the
lot of Ghanaians is a sincere one, and
that all are suffering equally from the
harsh economic medicine required to
cure the country’s ills.

Today, the predominant messages of
Rawlings’ “national democratic revolu-
tion” are productivity, self-reliance, and
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accountability. The PNDC chairman has
sought to instill a sense of discipline
among all ranks of the revolution, the
PDCs and military included, and those
“unused to the responsible use of
power” are being weeded out.
Rawlings exhorts Ghanaians to mo.bi-
lize for the long haul, for, “In the last
analysis, Ghana's economic recovery
depends much more upon the produc-
tivity of our people. Without hard work
and a substantial effort to produce
more, no economic plans, fiscal mea-
sures, or external financing can do more
than provide temporary relief.” A socio-
logical change is going on, says one

“Despite the government’s
well-intentioned long-term
goals, its efforts will
continue to be undermined
by the sheer difficulty of
everyday existence for the
average Ghanaian.”

Western observer, for Rawlings’ appeal
to Ghanaians to leave the “parasitic ur-
ban areas” and go back to the land to
grow food is being heard.

Despite the haunting memories of
two years of drought and the critical
problems of input supplies, farming in
the Northern region, Ghana's granary,
is at an intensity not seen in recent
years, and, says Ibrahim Adam, the re-
gional undersecretary for agriculture,
“We hope to be able to match 1974’s
record level of agricultural production.”
University professors, civil servants,
and businessmen tend backyard garden
plots. The economic program’s empha-
sis on self-reliance and increased pro-
ductivity, and its efforts to reverse the
urban bias, says a Western diplomat,
are strikingly in tune with the messages
of the two blueprints for Africa’s eco-
nomic development—the World Bank's
Berg Report and the OAU’s Lagos Plan
of Action.

The new structures of the revolution
have taken on an increasingly important
role in the recovery effort. The National
Mobilization Programme, intended to
harness all available resources toward
maximum production in priority sectors
of the economy, also played a critical

part in two of the major crises of the past
two years—resettling the returnees
from Nigeria, and distributing emer-
gency food assistance. And the PDCs,
which have suffered from problems of
organization, direction, and discipline,
are becoming more actively involved in
developmental tasks, particularly in the
rural areas.

Despite the difficulties of city life, the
sprawling slums of Nima, in the center
of Accra, are getting a facelift. The
building-high piles of human refuse that
accumulated from an inoperable sewage
system among the shacks and open
market stalls are gone, and passers-by
no longer have to roll up their car win-
dows to block out the stench. The mess
has been cleared by the residents them-
selves, under the direction of the local
PDC, and work is going on to renovate
the public sanitation facilities.

Meanwhile, the confidence of the pri-
vate sector is coming back. Ghanaian
entrepreneurs in self-imposed exile
abroad consider returning home to take
advantage of the improved commercial
climate, and foreign businessmen hop-
ing to cash in on lucrative contracts lin-
ger in Accra’s hotels. The government
is revising the 1981 invesiment code,
and Botchwey says, “We welcome and
indeed actively encourage foreign in-
vestment in the areas we define as pri-
ority.” Seminars have recently been
held in Britain, the U.S., and Canada, to
declare open for petroleum exploration
some 7,300 kms of Ghana's virtually un-
exploited offshore blocs.

Even the Reagan administraticn ap-
pears to have altered its view of the
PNDC government. Relations hit a low
point in mid-1983 when Ghanaian offi-
cials accused the U.S. embassy of in-
volvement in a coup plot, and develop-
ment assistance was frozen in re-
sponse. This year, the U.S. provided
some $26 million in drought relief food
aid, and in July, the remaining tranche of
development assistance was unfrozen.
Ambassador Robert Fritts commends
the government on “a very credible per-
formance in addressing the food crisis,
and says, “We are very impressed by
the integrity of this government in ad-
hering to what is a very difficult [eco-
nomic recovery ] process. It is our belief
that if that program is sustained, it will
begin to have a visible impact upon not
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only the economy of the nation, but on
the individual welfare of every Ghana-
ian.”

And although it might appear that the
revolutionary process has been side-
lined by the crisis management of the
past two and a half years, steps are be-
ing taken to broaden the political partici-
pation of the masses. Groundwork is
being laid for the formation of a “repre-
sentative national assembly,” to be the
culmination of Rawlings’ efforts to build
democracy “from the bottom up.” The
ruling four-member PNDC which Rawl-
ings chairs has been enlarged with the
addition of D.F. Annan, a former ap-
peals court justice who will take charge
of the democratization process, and
Nkrumah's minister of social welfare,
Susanna Alhassan.

Explaining the political tasks ahead,
Justice Annan says: “This government
is committed to the establishment of in-
stitutions of true democracy as the end
result of the present process. Everyone
should be engaged in the process to re-
evaluate our political past and come out
with new ideas and new structures for
the future. I think this is very critical not
only for Ghana, but for the whole of Af-
rica. What we have to address is the
continued failure on the part of the tradi-
tional constitutional processes to with-
stand pressures. There is a basic struc-
tural weakness which we have to iden-

tify and address. This is being worked
on and the necessary steps will be taken
to put on the ground structures which
will actively encourage discussion.”

But despite the Rawlings govern-
ment’s  well-intentioned  long-term
goals, its efforts will continue to be un-
dermined by the sheer difficulty of ev-
eryday existence for the average Gha-
naian—until the benefits of the eco-
nomic cure can be felt in a living wage—
and by the hostage position in which it is
held by exogenous factors—the
weather, the international terms of
trade, and donor generosity. There are
limits to what can be achieved in such an
environment.

Even the most significant victory for
the government'’s principles—the rene-
gotiation of the agreement with the
Volta Aluminium Company (Valco)—has
been a double-edged one. After more
than a year of discussions to rewrite the
onerous terms of the 1962 agreement
under which Africa’s largest aluminum
smelter was buiit—part of the Nkrumah
era’s grand industrialization scheme,
the Volta River project—a new deal was
struck in July, which will go some way
toward making amends for development
dreams never realized, and which, in
real terms, could earn Ghana $50 million
a year in sorely needed revenues.

But for the time being, the conces-
sions won from Kaiser Aluminum’s Gha-
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naian subsidiary—higher taxes, tolls,
and import duties, a tripling of the fee
paid for electricity, and a 15 percent re-
duction in its use of power—will not add
a penny to the government’s hungry
coffers. That is, not until the Volta Lake,
which feeds the vast hydroelectric
scheme upon which Valco depends for
power, recovers from the drought.
Valco's smelter, which prior to the rene-
gotiation, was purchasing two-thirds of
the Volta River’s hydroelectric power,
and at prices set in 1962, has been
mothballed since last November when
the level of the lake dropped so peril-
ously low that the government was re-
quired to ration electricity.

And even if the current rains hold up,
enabling the smelter to resume opera-
tions as projected by the end of the
year, Valco will still be paying less for
power than the Ghanaian consumer;
rather than developing Ghana’s bauxite
reserves, it will continue to import alu-
mina from its Jamaican mines; and the
increase in the rate it pays Ghana for
electricity will be tied to the currently
depressed world aluminum price.

Rawlings’ efforts are at a critical
stage. Governments who fear the do-
mestic repercussions of the IMF-style
cure for their ailing economies, neigh-
bors who view with apprehension the
political precedent he has set—one
which has been repeated in other West
African capitals over the past year—and
Western donors who after more than a
decade are gingerly reopening aid lines,
are watching to see if he will succeed.

The IMF and World Bank are clearly
hoping that he does, for Ghana’s suc-
cess or failure will have far-reaching im-
plications for their policies in sub-Sa-
haran Africa as a whole. The World
Bank plans to make a strong case for
increased assistance when it convenes
the next donors’ meeting at the end of
the year, and the IMF has just granted
Ghana another $185 million standby for
1984-85, for any hard-won improve-
ments in the economy could be jeopard-
ized by insufficient financial largesse.

The road ahead is hard. Says the
World Bank's Schelzig, “I'm convinced
Ghana can make it. They are doing for
the country whatever can be done to
better the lot of the people inn the me-
dium and longer term, but there is very
little hope to do it in the short run.” [
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Africa and the World Bank

The Development
Challenges Ahead

Timothy T. Thahane, Vice President and Secretary of the World Bank,
discusses the role of the Bank and the importance of coordination with
donors and other multilateral institutions in efforts to promote Africa’s

economic development.

BY TIMOTHY T. THAHANE

Ithough during the past two dec-

ades, there have been concemns in
the donor community about the devel-
opment, the constraints, and the needs
of sub-Saharan African countries, the
fact is that today, most of their econo-
mies are still underdeveloped. With
some variations from west to east, and
from country to country, African nations
still have low incomes per capita with a
very high proportion of the population
living off subsistence agriculture, far be-
low a minimum standard of social needs.
They have weak agricultural support in-
stitutions and an extremely low level of
exploitation of natural resources—min-
erals, energy, etc. Sub-Saharan Africa
still suffers from acute scarcity of skilled
labor at all levels, a high dependence on
a vulnerable and narrow spectrum of
primary commodities, and a lack of
physical and institutional infrastructure
to provide the foundation for develop-
ment.

As a whole, the economic condition in
sub-Saharan Africa is grim, and the out-
look is bleak. All major indicators give
cause for serious concern: overall eco-

Timothy T. Thahane is Vice President and Secre-
tary of the World Bank. He was previously am-
bassador of Lesotho to the United States and to the
European Economic Community, and held sev-
eral posts in the Central Planning and Develop-
ment Office in Maseru.
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nomic growth is stagnating; per capita
incomes are declining and are now be-
low pre-independence levels in most
countries; fiscal and balance of pay-
ments positions have weakened mark-
edly. The burden of debt service pay-
ments has become heavy in many coun-
tries and some are even in arrears.
Foreign exchange reserves have dwin-
dled.

What went wrong, and what can be
done about the deepening economic cri-
sis in the region? What role should multi-
lateral institutions such as the World
Bank play in the efforts to help African
countries in their search for ways and
means to overcome their development
constraints? In this article, I shall at-
tempt to delineate and analyze the
World Bank responses to the needs of
its member countries in Africa. It is im-
portant, however, to understand the
magnitude of the developmental chal-
lenges facing African governments in
the post-colonial period. For unless we
view the current economic condition of
the region in its historical perspective,
we will not be able to understand and
appreciate the depth of the crisis.

Nature of Development
Challenges

One of the major problems faced by
many African countries at independence
was institutional fragility in the political,

social, economic, and financial sectors.
The World Bank and other donor agen-
cies did not directly tackle the issue of
institutional development, which re-
quires long-term and sustained commit-
ments of funds and other resources, nor
did governments of the region give insti-
tutional development top priority. In-
stead, they jointly focused on expanding
economic production and physical infra-
structure, and building more schools
and hospitals to extend services to a
larger percentage of the population.
With the political and social turbu-
lence of the two decades following inde-
pendence, institutional performance
was strained; development institutions
took on new and sometimes onerous
tasks unrelated to their original man-
dates. Many government ministries re-
vealed a lack of capacity to determine
and evaluate appropriate policies for in-
vestment selection and stimulation of
private sector development, including
the fragile cooperative movement, and
for designing appropriate tax structures
that could stimulate production and en-
sure long-term sustainable growth.
Therefore, a meaningful develop-
ment strategy for sub-Saharan Africa
must include as a central component in-
stitutional and policy reform. This is a
major challenge whose solution is a long-
term one and one which the Bank and
other donors cannot avoid if they are to
be credible partners. Through its pro-
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ject and sector lending, including eco-
nomic and sector work, the World Bank
has sought to address this problem.
However, project lending alone has not
always proved to be an effective vehicle
to address institutional issues and con-
cerns.

Developing Africa’s agricultural sec-
tor, which has been characterized by
falling output per head since the mid-
1960s and a growing dependence on
food imports, is another major economic
challenge in Africa. Since 1961, food im-
ports have increased from about 8 per-
cent to about 23 percent of total cereal
requirements. This import dependence
reflects both the low output of agricul-
ture and the growth in population—in-
creasing at one of the highest rates i
the world. Compounding this is the re-
cent drought and the large refugee pop-
ulation, numbering over 400,000, which
has resulted from internal political insta-
bility. Therefore, no strategy by African
governments and international agencies
can reverse the situation without ad-
dressing the problems of agricultural de-
velopment, population growth, and ris-
ing dependence on food imports.

Another challenge relates to the
overdependence of several African
countries on a few primary commodities
whose prices are likely to remain sub-
stantially lower than they were in the

1960s. Many low-income African coun-
tries have lost almost a fifth of the pur-
chasing power of their exports because
of declining prices for such products as
cocoa in Ivory Coast and Ghana; copper
in Zambia and Zaire; sugar in Mauritius;
and cotton in Sudan. A strategy for ex-
port diversification must therefore be
included among the tools to lift Africa
out of its present situation. However,
effective evport performance requires
open access to the markets of devel-
oped countries, as well as appropriate
policies on the part of African countries
in the areas of exchange rates and tax
incentives to support exports.
Addressing shortages of skilled man-
power was placed at the top of the
agenda of many African governments,
which expanded the primary education
school systems and built high schools
and national universities. However,
these institutions failed to produce the
right mix of graduates with appropriate
skills to man many of the development
institutions or infrastructural agencies.
Consequently, donor agencies and gov-
ernments, in the concern to make the
design of their projects correct and pro-
ductive, imported expatriate personnel
under various technical assistance
schemes, while local graduates re-
mained unemployed. Some govern-
ments, such as that of Sudan, enacted

legislation guaranteeing employment to
every graduate. Ministries and parasta-
tals came under pressure to employ
more nationals. In the process, the ca-
pacities of ministries to prepare and
evaluate projects and to design flexible
and specific policy-oriented plans for
guiding decision-making were eroded.
Again, the scope and nature of this ad-
justment and reform requires time and
long-term commitment by the govern-
ments.

Finally, a problem that is often re-
ferred to but is never fully analyzed is
the private sector and the development
of indigenous entrepreneurship. Taken
as a whole, foreign private investment
with its management, financial, and
marketing expertise, has never plaved a
meaningful role in Africa outside the
mining sector and plantation agriculture.
Both the policy environment and the
specific rules of licensing, site allocation,
and import permits are frequently cum-
bersome and not very encouraging. It
may also be noted that there is very
little work and analysis on the nature of
the African private sector. In addition,
political rhetoric in some countries,
coupled with bureaucratic confusion in
others, portrays this group as money-
hungry capitalists instead of seeing
them as a means of expanding the pro-
ductive base of the economy.

World Bank
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While impressive progress was made
in building roads, railways, ports, power
systems, schools, and hospitals after in-
dependence, little attention was paid to
creating an effective operation and
maintenance capability. Consequently,
the quality and frequency of these ser-
vices in most sub-Saharan countnies are
poor. As the economic crisis deepens, a
number of governments have re-
sponded by reducing funds for mainte-
nance of many of these services. Roads
have deteriorated because of lack of
maintenance funds, schools lack essen-
tial textbooks, health clinics have insuffi-
cient drugs and dressings, and funds to
pay staff have become more and more
scarce. Thus, to reverse these condi-
tions, the donor community must be
willing to provide recurrent funds for
maintenance of these services.

Africa responded to the balance of
payments crisis of the late 1970s, espe-
cially increases in the prices of oil and
cereal imports, by using its reserves
and by borrowing from commercial
banks and from the International Mone-
tary Fund (IMF). This has resulted in an
increased debt service burden for many
countries. For sub-Saharan Africa, av-
erage annual amortization payments will
rise from $2. 3 billion in 1980-82 to about
$8 billion in 1985-87, exclusive of IMF
obligations of about $1.6 billion falling
due in the next few years. Clearly,
something has to be done. Debt resche-
duling alone is not enough; it must be
supplemented by measures to make
available external financial resources in
a timely fashion and suitable form, and
by government policies to ensure the
efficient use of these external and do-
mestic resources to increase output and
incomes.

The Bank’s Response

The World Bank's development part-
nership with sub-Saharan Africa dates to
the early 1950s when the first loan was
granted to Ethiopia. Since then, the
Bank and its affiliates, the International
Development Association (IDA), which
provides soft loans, and the Interna-
tional Finance Corporation (IFC), which
participates in equity and loan financing
with the private sector, have committed
over $19 billion for priority development
projects and programs in the region.
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These include agriculture and rural de-
velopment; infrastructural improve-
ments, including roads, railways, ports,
telecommunications, and power sys-
tems; human resource development, in-
cluding education, health care and nutri-
tion; and industrial develepment
through the intermediary of develop-
ment finance corporations and IFC joint
ventures with the private sector.

In the 1960s and 1970s, the Bank ex-
panded its support in Africa for one of its
priority sectors, agriculture and rural
development, focusing on techniques of
achieving growth with equity, alleviating
poverty, and improving the quality of life
for many of the poor and disadvantaged
people living in rural areas. In East Af-
rica alone, there were 116 projects be-
tween 1972 and 1982, amounting to

“A meaningful development
strategy for sub-Saharan
Africa must include
institutional and policy
reform.”

about $1.8 billion, financed primarily
from IDA resources, as most sub-Sa-
haran countries are not eligible for Bank
borrowing.

In the livestock sector, several World
Bank projects failed to achieve their ex-
pected results due to political factors
ranging from war and revolution to
changes in governments and policies;
inappropriate technology design; and in-
novations that failed to take full account
of local conditions and the strength of
domestic institutions. However, we are
beginning now to see signs of success in
livestock development in our projects in
Mali and Madagascar, for example.

Lack of adequate knowledge of the
soils, climate, and diseases may also
have contributed in varying degrees to
the mixed performance of about 15-20
percent of agricultural projects in sub-
Saharan Africa. But because agriculture
and rural development constitute top
priority for the World Bank, we must
persevere and never waiver in our re-
solve. Ernest Stern, senior vice presi-
dent for operations, summarized our
commitment in the following comments
to staff: “It may be true that Africa has
limited absorptive capacity and that the
preconditions for a rapid growth in agni-

culture are not there. But then that is
our challenge. We, I think it is fair to say,
among all of our achievements, have
failed in Africa, along with everybody
else. We have not fully understood the
problems, We have not identified the
priorities. We have not always designed
our projects to fit the agro-climatic con-
ditions of Africa and the social, cultural,
and political frameworks of African
countries. While I don’t have the solu-
tions, some of the elements are clear.
We need to do much more to support
research. We need to help build up more
institutions in the agriculture sector. We
need to work very much more at the
simple approaches to extension.”

The second of the World Bank's pri-
ority sectors relates to energy develop-
ment. In response to the dramatic oil
price increases of 1973 and 1978 and the
resultant balance of payments deficits of
oil-importing developing countries, the
Bank increased its lending for en.-rgy
from 15 percent to 22.8 percent of total
Bank lending in 1984. It assisted coun-
tries like Ivory Coast with co-financing
of about $1 billion for oil development;
Tanzania with exploration for gas; and
Guinea-Bissau, Senegal, and the Gam-
bia with technical assistance for a legal
and institutional framework that would
enhance their capacity to attract and ne-
gotiate with private oil companies. The
Bank has also been conducting energy
assessment studies on several sub-Sa-
haran countries, including Nigeria, Mau-
ritius, Zambia, and Zimbabwe, identify-
ing all forms of energy in each country in
order to propose a program for their
efficient utilization. In the course of this
work, it has become clear that improve-
ment in energy efficiency, through reha-
bilitation of existing refineries and affor-
estation to provide fuelwood and anti-
erosion measures, deserve high priority
in sub-Saharan Africa.

Another important area of Bank fi-
nancing is structural adjustment lending
(SAL), which provides short-term bal-
ance of payments assistance through a
series of operations over a three to five-
year period to help a country restruc-
ture its investment portfolio and reduce
its current account deficit to a sustain-
able level in the medium and long-term.
This involves preparation of an adjust-
ment program by the government and
agreement on the objectives it should
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achieve and the criteria for monitoring
its success or failure. The focus of SAL
is policy and institutional reforms which
will enable the economy to adjust to new
structural changes that have taken place
as a result of increases in the cost of
energy, or shifts in demand or prices of
exports such as copper in Zambia or co-
coa in Ghana.

Within sub-Saharan Africa, structural
adjustment lending varies by country
according to its unique economic charac-
teristics. In several countries, some
progress has been made toward finan-
cial stabilization through policy changes
which have helped to reduce budget def-
icits and moderate inflation. In other
countries, progress has also been made
in restructuring the incentive system
through adjusting exchange rates and
pricing policies, improving public re-
source management, or restructuring
external debt. It is.evident that a great
number of countries continue to face the
kinds of problems that structural adjust-
ment loans were designed to address.
However, participation remains limited
because of the poor quality and credibil-
ity of the programs with which govern-
ments propose to address their struc-
tural adjustment problems, despite ana-
Ivtical and technical advice from the
Bank.

Structural adjustment lending re-
quires as a precondition that a short-
term financial stabilization program such
as those supported by the IMF be in
place. While Fund programs focus on
demand management and act on such
policy instruments as interest rates,
taxes, subsidies, exchange rates, and
incentives, the S:iLs focus on medium-
termissues of reform of policies, institu-
tions, procedures and structure of in-
vestment, and the efficiency of resource
use. The relationship between the pro-
grams of the Fund and the Bank reflects
the fact that the Fund cannot be totally
indifferent to the medium-term impact
of its programs, neither can the Bank
overlook the short-term financial viabil-
ity of the country.

Collaboration between the Bank and
the IMF is essential for achieving the
broad objectives of adjustment pro-
grams. IMF balance of payments assist-
ance has played an important role in sub-
Saharan Africa in restoring short-term
financial viability and creating macroeco-
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nomic conditions in which longer-term
structural adjustment can begin to take
place effectively. The Bank's work,
drawing on its continuing analysis of
general developmental and sectoral is-
sues, views financial questions in rela-
tion to the policy and institutional
changes necessary for sustained devel-
opment. One illustration of this interac-
tion between the Bank and the IMF is in
reform of state enterprises. The IMF-
supported adjustment programs often
include measures to reduce subsidies to
state enterprises, thereby reducing the
claims on the government’s budget, or
increasing public savings. The Bank’s
complementary focus is generally on
measures to improve the efficiency of
state enterprises themselves by
strengthening management proce-
dures, improving incentives, and staff-
ing, and encouraging use of appropriate
production techniques. In general, IMF-
supported adjustment programs seek to
establish the macroeconomic conditions
for balance of payments improvement,
while the Bank seeks to supplement
these measures by introducing institu-
tional changes and efficiency in such ar-
eas as investment selection and man-
agement practices.

Bank and IMF collaboration is impor-
tant because of the broad nature of both
the SAL and IMF-supported adjust-
ment programs, and the consequent
need to ensure comy: >mentarity be-

tween them. The balance of payments
adjustment programs supported by the
IMF help to create the macroeconomic
conditions in which longer-term struc-
tural adjustment can begin to take place
effectively. The Bank’s work, drawing
substantively on its continuing analysis
of general developmental and sector is-
sues, views financial questions in rela-
tion to the policy and institutional
changes negcessary for sustained devel-
opment.

The expertise and purview of each
institution remain distinct, vyet it is in-
creasingly a distinction regarding em-
phasis and balance of the respective pro-
grams, transcending any formal charac-
terizations of perspective (long-term
vs. short-term), orientation (supply vs.
demand), or analysis (“real” vs. mone-
tary). Eachinstitution, fromits own per-
spective, has views about the appropri-
ateness of key elements of a country’s
economic policy, but each respects its
particular institutional concerns in dis-
cussions with governments. For exam-
ple, while Bank staff views on the ex-
change rate may incorporate immediate
implications for the balance of pay-
ments, they are more geared to the
longer-term impact of exchange rates
on the structure of production. Exten-
sive discussions on this issue between
Bank and IMF staff normally occur, but
policy advice to the national authorities
on specific exchange rate adjustments is
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the Bank expanded its support to Africa for agriculture and rural development. . .
improving the quality of life for many of the pcor and disadvantaged people living in rural
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the responsibility of the IMF. On the
other hand, the IMF has relied on Bank
staff for analysis and judgment on the
content of the public sector mvestment
program. However, there are large ar-
eas of economic policv, e.g. 1ssues re-
garding financial sector reform and fiscal
and price policy, where there is a com-
plementarity of involvement by the
Bank and the IMF.

More generally, IMF-sup-
ported adjustment programs seem to
establish the macroeconomic conditions
for balance of payments improvement,
the Bank seeks to supplement these
measures and to introduce institutional

while

changes—such as investment selection
criteria and improved management
practices—to ensure that excessive
spending and the musallocation of re-
sources do not systematically recur.

Undoubtedly, from time to time there
have been differences of opinion be-
tween the Bank and IMF, such as on
pricing subsidies and the size of public
investment programs. But those differ-
ences have been resolved through in-
tensive discussion. Long-term develop-
ment programs cannot be implemented
effectively by a country that is disrupted
by an immediate financial crisis, nor can
the longer-term balance of payments
SAL programs be
achieved, since the macroeconomic pol-
icy measures included in IMF-sup-
ported adjustment programs are critical
to the overall adjustment package. Ex-
perience during recent years has shown
that the Bank's SALs and the IMF-sup-
ported adjustment programs are in
practice both complementary and mutu-
ally reinforcing. Development objec-

objectives  of
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tives and balance of payments adjust-
ment objectives ultimately converge.

Conclusion

It 1s difficult to build a recovery plan
for sub-Saharan Africa because the con-
ditions within each country vary accord-
mg to problems, potential, require-
ments for external assistance, and re-
sumption of growth. However, the
World Bank believes that a general
strategy among donors to support gov-
ernment-sponsored reforms 1s neces-
sary to avoid a discordant development
effort. Hence, this year, the Bank has
been working on another study, the
results of which will emphasize the need
for a coordinated approach and strategy
by donors toward Africa’s development
effort. First, there must be recognition
by governments of the need for domes-
tically inspired design and implementa-
tion of national rehabilitation and devel-
opment, defining priority needs, such as
the primary importance of improving ag-
ricultural production. Donors should
also re-examine their aid strategy in
general and look for better ways to use
aid effectively. They should target their
assistance to long-term development
programs, particularly since most do-
mestic resources are used for short-
term purposes to contain immediate cri-
ses.

Secondly, unless development aid is
carefully coordinated, some of it will un-
doubtedly be wasted. Hence, a greater
coordination effort under governmental
direction is needed and should be finan-
cially supported. This would require
more frequent meetings, particularly at
the country level; sector groups work-
ing under a lead donor's guidance; and
coordination of technical assistance. It
must, however, be realized that aid is
not necessarily the answer to Africa’s
chronic problems: indeed, it could in-
crease a country's debt burden. Al-
though I am not in any way advocating
frugality, I am emphasizing the need for
efficient use of scarce resources.

The economic potential as well as the
challenges of development i sub-Sa-
haran Africa are enormous. Without
question, the time for action is now, and
the Bank is firmly committed to making
a contribution in the effort to improve
the human condition in its member
countries in the region.
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Nigeria

Financing the Economy
for Revival

In a speech to members of the Nigerian Stock Exchange, Gamaliel
Onosode examines the reasons for Nigeria's current economic crisis and
recommends a reordering of the nation’s long-term development

priorities.

BY GAMALIEL O. ONOSODE

he subject of financing the Nigerian

economy for revival is as contro-
versial as it is topical. The controversy
is an indication of the complexity of the
problems faced by the operators within,
and the managers of, the economy vis-
a-vis popular feeling, which 1s not always
as informed as it is vocal. Because there
is no economic soiution which does n t
involve explicit or tacit political choices
of consequence, it must be recognized
that it is the government which must
ultimately take a position with which it
can live.

The Nigerian Debt Situation

What has been remarkable about the
reports appearing in the press is the sin-
gular lack of precision and agreement as
to the actual size of the nation’s out-
standing foreign debts. The subject has
clearly been receiving the close atten-
tion of government officials who have
been agonizing over it, while our foreign

Gamaliel Onosode is a financial and public af-
fairs consultant with Intercommerce & Consult-
ing Associates, Ltd. of Nigeria. He was special
aduviser to former President Shehu Shagari on
budget affairs and director of the budget. In early
1984, he was named chairman of the Federal
Military Government's Projects Review Commit-
tee. This article is excerpted from a speech Mr.
Onosode delivered on April 12, 1984.
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creditors follow developments with ei-
ther concern or sadistic cynicisr. Judg-
ing from the amount of time and space
devoted to the debate, it is reasonable
to conclude that there is certainly a
problem, although perceptions of it may
be as varied as the solutions being pro-
ferred.

To define the problem, it is necessary
to trace back the explosion in Nigeria's
outstanding medium-term debt from
1978 to the present time. The most fre-
quently quoted estimate of the size of
this debt is $10 billion. This figure com-
pares with the level of $2.8 billion in
1978, $4 billion in 1980, $5 billion in
1981, and $8 billion in 1982. There are
also the past due trade credits estimated
at $6 billion. The total outstanding of $16
billion (which excludes undrawn por-
tions of committed loans) by itself is not
large for a country of Nigeria's size, es-
pecially when compared with those gi-
ants of the debt world, Brazil, Mexico,
and Argentina, whose estimated out-
standings range from $43 billion to $90
billion. Where, then, lies the problem?

There is nothing wrong with nations
borrowing in order to implement per-
ceived priority projects that would
strengthen their economies and im-
prove the standard of living for their citi-
zens. This must, however, be done
within the constraint of resources avail-
able to meet debt service and to finance

other ongoing obligations. To the extent
that a nation borrows outside its cur-
rency boundary, prudence in borrowing
is measured in terms of the percentage
of foreign exchange earnings required
to service outstanding external loans.

Inthe case of Nigeria, the picture was
exemplary until 1982 when debt service
with respect to term loans was only
$1.13 billion, or 8.7 percent oi export
earnings. In fact, as recently as 1980, it
was as low as 1.9 percent. We now
know that the picture has changed radi-
cally for the worse. The IMF estimates
that debt service (for outstanding term
loans) in 1983 was $1.9 billion, or 20
percent of export earnings, and will in-
crease to $3.27 billion in 1984 and $3.61
billion in 1985. These figures do not take
into consideration the $6 billion in out-
standing trade debts which are past due.
At current levels of export earnings, the
debt service ratio in the mid-1980s
would exceed 40 percent. Some esti-
mates indicate that it could be as high as
50 percent. The prospect is simply
frightening.

It is true that in Nigeria's case, events
outside our borders which affected the
ability of our traditional customers to
continue to buy as much of our export
products, principally oil, as they used to,
has depressed our earnings. The phe-
nomenon of the world oil glut has af-
fected all oil-exporting countries and ne-
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cessitated the establishment of produc-
tion quotas for members of the
Organization of Petroleum Exporting
Countries (OPEC) to which Nigena has
belonged with advantage since the early
1970s. Unfortunately, the worst effects
ol past inadequate economic policies
have come to roost with the decline in
our export earnings. This has raised the
spectre of a debt trap from which we
may escape only taking certain policy
decisions that are bound in the short-run
to be economically inconvenient and po-
litically embarrassing.

The lessons of the past five years
which must be learned if we are to cure
the current malady is that the judicious
and intelligent application of hard-
earned revenue and borrowings is far
more crucial to an economy than the
mere generation of these resources.
Just as it is inaavisable for an individual
to borrow solely to finance consump-
tion, soit is almost suicidal for a nation to
borrow externally to finance projects
that do not contribute in any way to en-
hancing its external resources or to ma-
terially reducing the demand on them
and making a worthwhile contribution to
internal revenue. That the management
of our economy since independence has
not put sufficient emphasis on these
principles and has placed us in the posi-
tion of depending increasingly on im-
ported food, raw materials, machinery.
and spare parts can hardly be contested.
Our position has been further aggra-
vated by the near total dependence on a
single product for our export earnings in
a continually volatile market situation
and by commitment to a massive capital
expenditure program which cannot be
sustained, given the emerging resource
@ap.

Given the realities with which we are
confronted, there should be no doubt in
anybody's mind that as a nation, we
have no viable alternative to lowering
our sights with 1 ¢ to our develop-
ment expectations w1 the short and me-
dium-term. The days are now gone
when we may blandly expect govern-
ment to provide everything at the same
time and, for that matter, free for ev-
erybody. We wanted free education,
free health, an almost free constant
“power supply, goeod roads, free better
housing, as good as ' ee steel plants and
refineries offering heavily subsidized
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products, a brand new capital city, etc.
all at once and without adequate regard
for the absorptive capacity of the econ-
omy in the short-run or a conservative
long-term projection of available finan-
cial resources.

Of course, with ol revenues rising to
dizzying heights in the md-1970s,
money was not perceived as likely to
constitute a problem. How to spend it
was the problem, and how not to have
spent it has turned out to have been the

Gamaliel O. Onosode:
“We must lower our sights”

real problem. We imported everything
that was needed to implement gigantic
projects in the time we set ourselves, in
addition to importing a long list of ines-
sentials including American long grain
rice. We grew sugar cane with signifi-
cant foreign input, manufactured brown
sugar from it, refined *s nutrients using
imported chemical o produce white
sugar, which was then sold with diffi-
culty to domestic brewers and other
manufacturers to produce Stout, Coca-
Cola, and the like. Nigeria was literally
invaded by foreign labor, skilled and un-
skilled, who regarded our shores as “El
Dorado” but lacked, understandably,
the basic commitment to make Nigena
great, thanks to the ready availability of
indigenous partners in crime and collab-
orators. Nigerians joined in the gold
rush.

The current predicament in which we
have found ourselves is yet another
chance to reorder and restructure our

priorities. We must accept that we can-
not do everything at the same time for
everybody. If we accept this principle,
then we must also accept the necessity
for planning on a longer-term basis. The
kind of planning which we have engaged
in during the last 24 years of indepen-
dence has evidently failled. We must ex-
plore an alternative route. Experience
has shown that the mere fact that a
quantity of money has been spent during
a particular period does not mean that
physical and qualitative objectives have
been met. It is amazing to me that there
1s no sector in the country, outside per-
haps port development, in which we can
boast of excess capacity or even suffi-
ciency.

Sectoral Analysis

One cannot sensibly talk about financ-
ing the Nigerian economy for revival un-
til one has identified the cancerous ele-
ments and the excess fat which need to
be excised if a real chance of revival was
to be held out. In other words, it 1s nec-
essary to identify on a more realistic ba-
sis the essentials of an economy which
we may wisely seek to be financed.

For good or evil, Nigeria has opted
for a modern economy. It is therefore
obvious that the demand for energy will
continue to be on the increase as the
economy expands. Heavy investments
are being made both by the public and
private sectors on the assumption that
power will be available and at reasonable
prices. When this expectation is frus-
trated by the inefficiencies currently as-
sociated with the National Electric
Power Authority (NEPA), the cost to
the economy is astronomical. More-
over, valuable foreign earnings are di-
verted as companies and individuals opt
for uuto-generation to overcome the
lack of supply from NEPA. In my view,
because of the linkage effect of the
power sector on the rest of the econ-
omy, we as a nation must decide to do
something decisive about the power
sector.

We must regard the investment re-
quired to bring the power sector to op-
erate efficiently and ‘neet the demand of
the various sectors of the economy as
money well-spent. Such an investment
should have the highest prionty. The
state of the power supply in Nigeria is
s.aply a national disgrace which must
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not be tolerated indefinitely. It has be-
come the monumental symbol of a na-
tion’s failure to realize anything near its
full potential, unwittingly breeding de-
spair and total disrespect for law and
order.

Hardly a charitable comment can be
made about the state of the supply of
potable water in the cities, not to talk of
the rural areas where pipe-borne water
is something they might only read about
or see on television.

The problem of drought which has
bedeviled the economies of the West Af-
rican sub-region in the last three years
underscores the need to harness our
water resources for more effective use.
The impact of the drought on agriculture
in the last year is a cause for genuine
concern. While heavy investments have
been made in the last ten years through
the various river basin authorities, the
flow-through that one would have ex-
pected in terms of increased agricultural
output has far from materialized. With-
out making further enormous invest-
ments, more can be achieved through
the expansion of irmgation systems us-
ing, where appropnate, simple earth
dams to bring more land under cultiva-
tion.

It is a matter of self-respect as a na-
tion that we shouid be in a position to
feed ourselves, strategic considerations
apart. We can become either a net ex-
porter of food products or be in balance.
I have never been comfortable with poli-
cizs that ban the importation of particu-
lar food items, such as apples or the
exportation of others, such as yams. We
seem to be operating as though we have
never heard of the doctrine of compara-
tive advantage in international e« iiomic
relations. The Nigerian entrepreneur
must be encouraged to develop agricul-
tural resources for domestic and export
markets.

Let us organize ourselves to grow ap-
propriate food items locally in as much
quantity as possible to feed our people
and export the excess. Europe talks of
its “milk lakes” and “butter mountains,”
America of its grain reserves, which
represent excess production over their
immediate consumption and even ex-
port requirements. To maintain such
surplus, the government subsidizes
farmers. It is money well spent if, for no
other reason, it guarantees food to the
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people and provides @1 important
weapon in the pursuit of foreign policy
objectives.

We have tended to neglect the impor-
tance of agriculture as an important
source of raw materials for our indus-
tries. There could be no justification for
Nigeria to import palm oil, corn, and, to
some extent, wheat and barley to feed
our industries. Yet we do this ona grand
scale. All of these raw materials or via-
ble substitutes can be grown locally re-
sulting in considerable savings in foreign
exchange.

What then is the strategy that we
must pursue to achieve our goals in the
agriculture sector? First, | think we
must rapidly disabuse our minds of the

“The days are gone when
we may blandly expect
government to provide
everything at the same
time, and for that matter,
free for everybody.”

notion that the industrialist must himself
become a farmer. I do not see the viabil-
ity of this approach on a wholesale basis.
This is not to exclude the possibility of
backward integration into agriculture in
some cases. The inefficiencies that are
bound to attend any policy which re-
quires every manufacturer to grow its
own agro-based raw materi's could
lead to waste of valuable resources and
misdirection of precious entrepreneurial
zeal and managerial ability.

The second point I wish to make on
the strategy for agricultural develop-
ment in Nigeria is t¢ recognize that
smallholder farms and large plantations
can exist side by side with desirable
results. We have heard calls in recent
times for the establishment of large
mechanized farms. They have their
role. We must, however, not forget that
small farmers still constitute the back-
bone of our economy even in terms of
farm production and employment op-
portunities. We need, therefore, to en-
courage the small farmers without de-
nying the larger ones the support and
encouragement which they require.
The concept of nucleus estates must be
revitalized and pressed into national ser-
vice. .

Thirdly, I believe that we need ongo-

ing multi-dimensional dialogue between
government, industrialists, and agricul-
tural investors if the strategy outlined
above for determining and prioritizing
our agricultural output is to be produc-
tive. These discussions must also fix
production goals on the farms and viable
marketing and pricing policies support-
ive of their achievement.

Overall Priorities

Within the general framework of a
long range plan, we should concentrate
our available resources on developing
power, water, and agricultural inputs
immediately. If we set a five-year goal
for these three sectors to receive the
maximum attention, we will be laying a
solid foundation for a more purposeful
development of the economy.

What about the other sectors? Given
the reality of our situation today we can-
not afford to be over-ambitious. It is,
however, possible for us if we establish
greater respect for law and order, exer-
cise a higher degree of discipline at all
levels and a better organized approach
to our problem, to achieve much more in
other areas, especially with a more criti-
cal appraisal of ongoing government
projects. Take, for example, the lique-
fied natural gas (LNG), petrochemicals,
and steel sectors. We should seek to
implement or complete these projects
with minimal burden on our own scarce
financial resources, present and future.

The Structure of Financing

How do we go about financing the
Nigerian economy for revival? As a first
principle, we must learn to apply our
now meager resources in the most as-
tute way to achieve the best for our peo-
ple. We must also be more circumspect
in the acquisition of debt financing, espe-
cially from abroad, once the ongoing dis-
cussions are satisfactorily concluded.
There must be a concerted effort di-
rected at mobilizing domestic resources
to finance development in the private as
well as public sector.

Largely as a result of the oil boom, we
tended to neglect other important
sources of revenue to finance the econ-
omy. Prior to the boom, our greatest
source of revenue had been taxes and
customs duties. The neglect of recent
years must be reversed. Tax adminis-
tration in this country, which enables
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thousands of companies making losses
vear in and year out to remain comfort-
ably in business, even though their
share capital has in the meantime been
ostensibly wiped out according to their
records, 1s clearly scandalous inits inef-
ficiency or deliberate indulgence of ac-
counting pranks. While not seeking to
discourage the entrepreneurs among us
or to stifle the entrepreneurial spint, we
need to find a better tax administration
system which takes cognizance of the
realities and idiosyncracies of the Nige-
rian environment. As a first step, all
companies must be made to pay a fixed
minimum tax if they choose to remain in
business. As long as we remain compet-
itive internationally, we need not jeop-
ardize our growth by slavish adherence
to traditional concepts of corporate tax-
ation.

We also need to examine the delicate
issue of subsidies whih are currently
being enjoved, and consider whether
these are required in their present form
and in every case, with or without IMF
prodding. There are two types of subsi-
dies operating in Nigena today—volun-
tary and involuntary. The voluntary
subsidies arise from deliberate govern-
ment policy to peg prices of certain
products and services below their open
market levels in order to meet certain
policy objectives. These subsidies, such
as those applying to petroleum prod-

ucts, would need to be cntically exam-
ined especially now that there is ewvi-
dence that some Nigerians and for-
egners  are  taking advantage of
low-priced products by exporting them
illegally at the expense of the nation.
From the revenue generation point of
view, the review of such subsidies can
produce significant results. The involun-
tary subsidies are those which are ei-
ther unauthorized and arise only be-
cause parastatals fail to collect receiv-
ables in addition to operating generally
inefficiently or by failure to review tariffs
in step with general price levels.

The effort of the present regime to
mobilize revenue from local sources de-
serves every encouragement. Various
levies and taxes have been introduced
by some state administrations. Since
modern amenities cannot be provided to
everyone at this time, those few who
enjoy these facilities must be required to
make reasonable contributions to the
cost of providing them. Otherwise,
those who do not have these facilities,
be it telephone, power, water, etc.,
would be suffering double injustice,
quite apart from the inherent misalloca-
tion of scarce resources which these
subsidies tend to promote.

The role of the domestic capital mar-
ket in mobilizing savings for allocation to
priority sectors of the economy is cru-
cial to the success of our strategy. The

excess capacity or even sufficiency”
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time has come when parastatals must be
encouraged to use the services pro-
vided by the capital market for the fi-
nancing of their projects and forge dy-
namic interaction with the private sec-
tor. To do this, however, they must
learn to abide by the rules and discipline
of the capital market. It is obvious that
the current practice whereby some
parastatals do not have audited accounts
for years will be inconsistent with the
discipline of the capital market. There is
no justifiable reason why this practice
should be allowed to continue six
months longer especially now that we
have a regime that places high value on
accountability. How can accountability
be fixed when audit is lacking? Chief ex-
ecutives of parastatals ought to be held
vicariously responsible if annual audits
are not completed within six months of
the end of each financial vear.

The External Sector

The impact of the external sector on
the survival or revival of the economy
must now be plain to all. There is an
inescapable connection between the in-
tegrity of the economy and its healthy
interface with the rest of the world. The
nation’s present debt situation cannot be
wished away without some difficult deci-
sions being taken by the government. In
this task, the government deserves the
sympathy and understanding of all men
and women of good will. In the context
of re-ordering our priorities and reform-
ing the management and scope of opera-
tions of our parastatals or public enter-
prises, there appears to be no viable
alternative to raising some new loans to
keep our sensible factories open and the
economy generally afloat. More than
ever before, to promote the inflow of
foreign investment in areas where it is
welcome, incentives must be real, ad-
ministrative  procedures must  be
streamlined, and unnecessary and ener-
vating regulations abolished. Exchange
control must not be perceived as a per-
manent feature of Nigeria's develop-
ment strategy. Long-term plans must
provide for its progressive relegation to
the faded memories of history. In the
meantime, while the economy is being
re-structured, the naira must float down
to a more realistic level to reflect its
comparative international purchasing

power. ]
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African Debtors

SUDAN

Sudan'’s debt situation is among the most severe in the
world. While most countries borrow money in order to
finance debt service, imports, and development schemes,
Sudan's borrowing is what keeps the government afloat.
Sudan has been tottering on the verge of bankruptcy for
the last three years and, since 1979, has undergone three
major reschedulings and received a string of standby
agreements.

Sudan’s total debt of $7 billion is equal to its GNP, and its
debt service is twice the country's export earnings. As
Sudan's import bill is three times what it earns from ex-
ports, the debt continues to grow. Sudan now runs a trade
deficit of $600 million. Sudan received partial relief in
June, signing a $90 million standby agreement with the
IMF.

Last year, Sudan was only able to pay half the interest
on its debt and none of the principal; interest payments
continue to mount. While countries with better credit re-
cords and a better history of meeting IMF targets ha.
struggled with their IMF negotiations, Sudan has had a
relatively easy time obtaining additional loans on Ienient
terms. One reason for this has been that the U.S., which
sees President Gaafar al-Nimeiry as a strategic ally, has
pressured Sudan’s other Western creditors to accept the
reschedulings despite world-wide agreement that Sudan
will never be able to pay up.

Sudanis the largest recipient of U.S. bilateral aid in sub-
Saharan Africa. The U.S. gave $190 million in economic
aid and $45 million in military assistance this year. In addi-
tion, the U.S. covered $25 million of Sudan's commercial
debt in order to facilitate the June standby agreement with
the IMF.

Sudan's most optimistic creditors believed that the
country’s infant oil indusiry offered the best hope for eco-
nomic development. Bui the fighting in the south has put
an end to oil operations for now, and $280 million is still
needed to finance the oil pipeline. The imposition of Is-
lamic law earlier this year has scared off potential inves-

tors and alienated the country’s educated and middle
class. The cost of fighting the growing insurgency in the
south is bound to escalate, and Nimeiry is looking to the
U.S. for increased assistance. The U.S., however, is not
as anxious as it was last year to support Nimeiry, and
Congress is reluctant to foot the bill.

NIGERIA

Nigeria's new government is committed to the task of
settling, to whatever extent possible, its $10 billion exter-
nal debt. With the largest debt in Africa and considerable
economic potential, Nigeria is in a better position to press
its own terms on the IMF than are other African countries.

Nigeria has been wrangling with the IMF since the be-
ginning of the year over a $3.1 billion standby credit. The
Nigerians have steadfastly resisted the IMF's call for a
devaluation, and the talks remain at a standstill.

The stalled IMF talks also jeopardized Nigeria's at-
tempts to secure favorable terms in its repayments to
commercial creditors. Credit agencies—led by Britain's
Export Credits Guarantee Department (ECGD)—have
said that they will not refinance Nigeria's short-term debts
until an IMF package is in place. In an attempt to skirt
ECGD's refusal to refinance, Nigeria announced in late
July that it was willing to go directly to its insured commer-
cial creditors and pay off $2.4 billion with six-year promis-
sory notes. Earlier, Nigeria had come to terms with unin-
sured creditors to cover sums up to $3.6 billion. Bankers
saw the Nigerian proposals to creditors as an attempt to
pressure the IMF to agree to the standby credit. The
ECGD is now owed $650 million, and the agency is telling
creditors not to settle because it would be in violation of the
rules of international debt refinancing. The British . rea-
sury is now faced with the possibility of having to bail out
the ECGD for loans made to Nigeria long after it was
apparent that the country would not be able to pay.

Most experts feel that Nigeria has no chance of reviving
its economy without assistance from the IMF, but the
country seems ready to go it alone if it cannot deal with the
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IMF on favorable terms. Nigeria took the first step in this
direction when it received permission from OPEC to in-
crease its oil production quotas during August and Sep-
tember. The higher quota will mean an extra $210 million
in revenue for Nigeria.

KENYA

Among African countries, Kenya may have the best
overall relationship with the IMF. The country’s economic
philosophy—reflected in the economy’s reliance on the
private sector and the government's recent commitment
to cut spending—is generally in agreement with IMF con-
ditions for loans. “We have so far been able to meet all the
ceilings with the IMF without any problems at all,” Kenya's
Finance and Planning Minister George Saitoti said re-
cently.

The IMF is now considering a three-year extended
credit facility for Kenya to begin when the current $184
million standby agreement expires on September 20th.
Kenya should have no problem coming to terms with the
Fund, as there are now indications that the economy is
improving. Coffee and tea exports have been increased at
the same time that prices for these commodities have
risen, lifting Kenya's foreign exchange reserves to $408
million. The opening of Kenya's border with Tanzania last
year should help the Kenyan manufacturing sector some-
what, and Kenya's role as a dependable U.S. ally has
added to the willingness of Western financial institutions to
regard it sympathetically.

Still, the country is almost entirely dependent on ex-
ports of coffee and tea. Kenya's current economic prob-
lems began when coffee prices began to drop in 1977
after several years of unprecedented highs. Though the
country's foreign currency reserves began to fall, the de-
mand for imported consumer goods remained high, and
Kenya experienced a rapid deterioration in its terms of
trade. At the same time, the corrupt and inefficient man-
agement of food during a severe drought led to massive
food imports.

Debt service payments rose from $93 million in 1975,

on a total debt of $675 million, to $360 millionin 1982, ona
total debt of $2.5 billion, accounting for 23 percent of ex-
port earnings. Kenya's total debt now stands at $3.1 bil-
lion.

Kenya also has the world's highest population growth
rate, and soaring unemployment; of the 400,000 young
people leaving secondary school at the end of this , -
only 140,000 will find jobs. Nearly half the population now
lives below the poverty line.

ZIMBABWE

Zimbabwe's $305 million standby agreement with the
IMF was suspended in mid-August after the country ex-
ceeded the deficit ceiling imposed by the Fund. it was an
18-month facility, and $125 million still remained undrawn
when the IMF cancelled the loan. In late August, Zim-
babwe’s Minister of Finance, Economic Planning and De-
velopment Bernard Chidzero said that negotiations had
begun with the Fund aimed at releasing the remaining
tranche of the loan.

The original agreement, signed in March 1983, followed
a 20 percent devaluation of the Zimbabwe dollar, which
was subsequently allowed to fail an additional 10 percent.
The government also cut back short-term bank borrow-
ing, reduced food subsidies, and placed a ceiling on
budget deficits.

But last January, Zimbabwe lifted its budget deficit
above the IMF celling in order to raise wages and increase
defense spending. The IMF then froze the $125 million
which remained in the facility. Zimbabwe also requested
an additional extended Fund facility for September 1984,
when the agreement is due to expire.

Zimbabwe's failure to meet the IMF targets is also the
result of the drought which has devastated agricultural
production, and of the depressed prices for Zimbabwe's
mineral exports. Should Zimbabwe and the IMF fail to
reach an agreement, it will serve to further weaken Zim-
babwe's economy.

—NMichael Maren
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The CFA Franc Z(;ne

The Other Side of the

Coin

. The CFA franc zone was intended to stabilize member countries’
economies, promote trade, and encourage foreign investment. But as
Africa’s debt crisis grows, membership in the zone may be more of a

burden than a benefit.

BY ANTONID-GF BRIEL M. CUNHA

he performance of the French

franc within the European mone-
tary system (EMS) is watched with par-
ticularly keen interest in most of Africa’s
francophone states. For as the franc os-
cillates within the parameters of its
agreed parity with the European Cur-
rency Unit in the EMS, so does the pur-
chasing power of all African countries in
the CFA franc zone. What is surprising
about the latter, given its key impor-
tance in many countries’ economies, is
that it is so little understood. Further-
more, there is growing evidence that
the costs associated with membership
may be too onerous, therefore more
than outweighing the often-mentioned
benefits.

The CFA franc zone is a monetary
union embracing France and most of the
countries that formerly comprised
French West and Equatorial Africa. The
two former territories are still grouped
within the currency areas that existed
before independence: the West African
Monetary Union (UMOA), comprising
Benin, Ivory Coast, Niger, Senegal,
Burkina Faso, and Togo; and the Cus-
toms and Economic Union of Central Af-
rica (UDEAC), consisting of Cameroon,
Chad, Central African Republic, Congo,

Antonio-Gabriel M. Cunha ts an cconomist with
a major New York-based bank.

AFRICA REPORT » September-October 1984

and Gabon. Mali voluntarily left the
franc zone and UMOA in 1962, and was
readmitted to the former in 1968, and
the latter in June this year.

The joint central issuing banks for
UMOA and UDEAC are the Central
Bank of West African States (BCEAO)
in Dakar, Senegal, and the Bank of Cen-
tral African States (BEAC), in Yaoundé,
Cameroon, respectively. Both organi-
zations use a common currency, the
CFA franc, which since 1948 has been
fixed by the French treasury to the
French franc (FF) at the rate of 50 CFA
to 1 FF. The convertibility of the CFA
franc into the FF is guaranteed by the
French treasury. But in return, the
francophone countries are required to
transfer at least 65 percent of their for-
eign exchange earnings to the Bank of
France where they are exchanged into
French francs and deposited into indi-
vidual country accounts. Members are
entitled to draw upon these accounts at
short notice, provided that the global ac-
count of their joint central bank is not in
deficit.

In theory, therefore, France under-
writes the CFA franc by guaranteeing its
value and by permitting each of the
zone's central banks to accumulate prac-
tically unlimited overdrafts with the
French treasury at an interest rate that
varies according to the amountswin-
volved and the nature of the overdraft.

At the same time, credit balances earn
interest equivalent to the going money
market rate at the Bank of France. The
countries pool foreign exchange re-
serves in each of the two joint central
banks’ operations accounts.

In the past, the system enabled coun-
tries with severe balance of payments
problems to utilize foreign exchange re-
serves previously accumulated by
members in a surplus position. The
overdraft facilities have permitted the
holding of a much lower level of foreign
exchange reserves than would other-
wise be the case without disrupting a
country’s international transactions.
For example, since 1980, Ivory Coast
has been able to simultaneously run an-
nual current account deficits of over $1
billion, while holding international re-
serves below $20 million ($8.5 million by
last March). Concurrently, the coun-
try’s overdraft debit position with the
French treasury amounted to an esti-
mated $650 to $690 million, as of De-
cember 1983.

In practice, the tight controls exer-
cised over monetary policy by the joint
central banks prevented the zone as a
whole from overrunning its own foreign
reserves. Historically, these restric-
tions were so effective that the zone as a
whole has always been in a surplus posi-
tion with its operations account at the
French treasury. Only since 1981,
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when world economic recession and
lower commodity prices hit even the
most stable economies such as Ivory
Coast’s, has the West African zone,
UMOA, been in the red. And it is be-
lieved that the entire CFA franc zone
went into a deficit position with the
French treasury in 1983.

With a minimum of exchange control
regulations, these financial arrange-
ments were intended to stimulate the
flow of trade and capital both within the
zone and with other countries. While

vantage of being considered a “hard”
currency because of its convertibility, it
cannot be traded independently on in-
ternational money markets. Its value 1s
determined by exogenous factors, in
particular, the state of the French econ-
omy.

With little possibility of influencing the
French government’s monetary policies
despite the (often ignored) provision for
consultations prior to policy changes,
and an even dimmer prospect of creat-
ing stronger national currencies, the

R

Abidjan, lvory Coast: ‘‘No African country’s creditworthiness has fallen more '

spectacularly than that of lvory Coast”

the potential or actual wealth in hydro-
carbon resources has attracted multina-
tional companies and banks to countries
such as Gabon. Ivory Coast, Congo,
and Cameroon, it has also greatly ex-
panded their external indebtedness.
And, contrary to its professed inten-
tions, the system has failed to diversify
the industrial base or to develop the
very narrow range of mineral and agri-
cultural commodities which generate
the bulk of GDP, government revenue,
and foreign exchange income. The
share of manufacturing in total GDP in
most countries does not exceed 10 per-
cent, and substantial growth in intrare-
gional trade has not occurred.
Although the CFA franc has the ad-
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francophone countries have seen the
CFA franc fall in value by over 55 per-
cent against the U.S. dollar since 1979.
For the net oll importers (all zone coun-
tries except Congo, Cameroon, and Ga-
bon), this has meant crushing increases
in local currency costs of goods, notably
of dollar-priced petroleum, imported
from outside the franc zone (affecting
about three-fifths of francophone im-
ports). It has also increased inflationary
pressures, and made heavier the bur-
den of servicing external debt not de-
nominated in French francs.
Moreover, membership in the CFA
zone has not shielded many francophone
countries from the rash of reschedulings
which have taken place since 1982. Of

Africa’s $5.5 billion total estimated pub-
lic sector reschedulings, an estimated
$2 billion belonged to CFA countries, in-
cluding Ivory Coast, Gabon, Senegal,
Togo, Niger, and the Central African
Republic.

The benefits of recent devalua-
tions—given that the majority of min-
eral exports are denominated in U.S.
dollars—have bee: offset by the contin-
ued depression of commodity prices,
the slowness of the world economic re-,
covery, and protectionism. Also, as the
French franc loses value against other
currencies, economic ties between the
CFA zone and France become even
tighter. This is reinforced further as
French goods become more competi-
tive and loans denominated in FF more
attractive in relation to those from other
countries. Therefore, a substantial jump
in France's trade with the CFA zone is
projected.” Historically, nearly 25 per-
cent of the zone's total exports go to
France, and France supplies over 35
percent of all imports.

Theoretically, inflation differentials
between one or a group of a countries
and another will affect exchange rate
parities. Failing this mechanism, huge
distortions in trade and financial flows
result. Domestic inflation in the zone in
the last ten years has averaged about 5
percent higher than in France, while the
CFA franc has been fixed at a parity of 50
to 1 FF. The result has been that the
CFA is overvalued against its big
brother. This overvaluation, coupled
with the big devaluation of the CFA
against “outside” currencies, reinforces
further economic ties between the CFA
countries and France. As the FF falls in
value relative to other hard currencies,
CFA purchases from other industrial-
ized countries become too expensive,
while at worst, the price of French
goods remains unchanged.

The ready convertibility of the CFA
currency and unrestricted capital flows
within the zone were originally designed
to produce a stable currency, stimulate
trade from and within the area, and
serve, therefore, as a major attraction
to foreign investors. Concurrently, the
CFA member foregoes the right of au-
tonomy in monetary, credit, and inter-
est rate policies.

In practice however, francophone Af-
rica’s virtual lack of control over move-
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Francophone Africa Selected Economic Indicators

BIS-REPORTED COMMERCIAL BANK DEBT

1979
Benin 27
Cameroon 801
Central African Republic 21
Chad 44
Congo 315
Gabon 1,090
lvory Coast 2,429
Niger 251
Senegal 368
Togo 400
Burkina Faso 29
1979 1980
Discount Rate (%) 80 10.5
CFA Francs/US$ 201 2258
(end of year)
% Change +4.0 -9.1

1. Projected.

($ millions)

1980 1981 1982 1983
54 92 120 190
1,036 979 1,046 1,069
8 26 14 10
27 17 10 7
403 432 805 905
993 765 701 646
3,032 3,218 3,387 3,095
376 336 334 220
382 423 410 320
385 321 253 170
19 26 37 40
MEMORANDA
1981 1982 1983 1984’
105 125 10.5 10.5
287.4 336.3 417 450
-21.4 -145 -19.4 =72

ments of capital, profits, and remit-
tances has resulted in unilateral out-
flows of these transfers to France. In
the context of francophone Africa’s bal-
ance of payments, in addition to the
great use of French ships and insurance
companies for freight shipments, these
transfers account for most of the deficits
on the invisibles accounts, particularly in
some member countries, such as Ivory
Coast, where there are large contin-
gents of French advisers.

Moreover. foreign investment has
been either negligible, as in the smaller
countries, or rather modest, averaging
below $100 million a year in countries
such as Congo, Ivory Coast, and Ga-
bon. The sole exception, Cameroon,
with an average $130 million per year,
seems to be explained more by the
country's oil wealth than by the mone-
tary system in place.

French aid, however, has been negli-
gible when compared to the level of CFA
reserves at the French treasury. More
often than not, such aid comes with
strings attached that are more in
France's interests than in the interest of
long-range economic development for
the zone. In all due fairness, for France,
now emerging from its own economic
recession and short of foreign reserves,
an expansion in economic aid at this
point in time may be too much of a bur-
den. Inlate 1983, the French authorities
refused some cash-strapped members’
requests to draw hard currencies other
than the FF.
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Western bankers’ perceptions of
francophone Africa’s creditworthiness
appear to have been more a function of
the borrower’s actual or potential oil
wealth than based on membership in the
CFA franc zone. A closer examination of
the pattern of external commercial in-
debtedness of francophone countries
shows that the share of the main bor-
rowers, which interestingly either are,
or have the potential to be net oil ex-
porters—Cameroon, Congo, Gabon,
and Ivory Coast—account for over 80
percent of the total. Meanwhile, some
members, particularly those from the
Sahel, have been, or are now, effec-
tively barred from the markets. Two
main credit risk rating systems confirm
these observations; Nigeria, Ivory

Coast, and Gabon are rated higher than
Kenya, Niger, Mauritania, Senegal, and
Tanzania.

A case in point: No African country’s
creditworthiness has fallen more spec-
tacularly since mid-1982 than that of
Ivory Coast. Its total external debt was
an estimated $7.3 billion at the end of
1983, up more than 85 percent from the
level at the end of 1979. About 50 per-
cent of the debt was owed to Bank
for International Settlements-reporting
banks, and almost half of it was denomi-
nated in U.S. dollars. As a result, the
strengthening of the U.S. dollar and the
weakness of the French franc are be-
lieved to have added over $500 million
to debt servicing costs. The debt ser-
vice ratio more than doubled from an
estimated 18 percent in 1979 to over 50)
percent in 1983.

Ivory Coast’s severe liquidity crunch
is largely the result of the commercial
loans it acquired in the late 1970s, which
are scheduled to mature in 1984 and
1985. Although the 1977 commodities
boom was short-lived, and the subse-
quent deterioration in the terms of trade
was almost immediately felt, inadequate
policies led to ever deeper budget and
external accounts deficits which were
financed by external borrowing; it was
probably believed that declines in com-
modity prices were only temporary, and
that the country would soon benefit
from substantial oil revenues. But oil
production increased much more slowly
than originally expected; the Ivorian bal-
ance of payments problems became
structural rather than cyclical, and in

entire CFA franc zone went into deficit with the French treasury in 1983"
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1981, the country decided to enter into
a three-year IMF facility worth SDR
484.5 million. The stabilization mea-
sures did not produce the intended cor-
rective results—perhaps because com-
maodity markets remained depressed—
and in December 1983, the authorities
requested a rescheduling of $1-1.2 bil-
lion in term debt falling due in 1984.

But in the meantime, Ivory Coast had
run a debit position of at Jeast $650 mil-
lion with the French treasury and an es-
timated $125 million in external pay-
ments arrears. No longer did Ivory
Coast have easy access to the syndi-
cated loan market to compensate for its
inadequate supply of investment capital
flows. Suddenly, international bankers
had become apprehensive because of
the high debt service ratio and the news
that oll reserves were less than ex-
pected. It 1s important to recognize that
the market's reluctance was not justified
by any sudden deterioration in the Ivor-
1an economy, which was operating ex-
actly as prescribed by the IMF stabiliza-
tion program, but was more a reflection
of the general debt cnisis in 1982 and
depressed world oil markets.

In contrast to the Ivorian case, Congo
and Cameroon have been considered

TEL:
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relatively better bets. At least, in Con-
go's case, these positive perceptions
have been based on well-demonstrated
oil wealth and a relatively low debt bur-
den. Both countries managed to in-
crease their commercial bank debt be-
tween 1981 and 1983—in Congo, al-
most doubling in 1982.

Another factor crucial to investment
and to economic development is inter-
est rate policies. Until recently, there

“The minuses of
membership in the franc
zone mor. “han
counterba...nce the pluses.”

has been a significant gap between in-
terest rates in francophone Africa and
those in France. The application of a rig-
idly uniform discount rate (central bank
lending rates to domestic financial insti-
tutions in need of funds) across the
board in francophone Africa is difficult to
defend, for it ignores the diversity of the
CFA economies in terms of size, mar-
kets, resources, and overall level of ec-
onomic development. In other words,
the cost of money in the CFA zone is the
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same in every country, whereas the
rate of return on investment varies con-
siderably from one country to the next.
In very few respects are the investment
climates in Chad and Gabon compara-
ble.

While it is difficult to compare interna-
tional interest rates, interest rate differ-
entials between the CFA zone and
France have tended to favor the latter.
For example, the difference between
savings rates in France and francophone
Africa as a group widened in 1979, re-
quiring an upward adjustment of the Af-
rican rate against the French in 1980,
probably in order to check capital out-
flows. In countries like Ivory Coast, the
fact that the CFA rate lagged behind the
French rate contributed to undesirable
early remittances of expatriate salaries
and profits. Given that foreign interest
rates fluctuate considerably, it would be
desirable if interest rates in the zone
were accordingly allowed some flexibil-
ity.

Membership in the CFA zone has
conferred some degree of international
confidence in member states, and has
checked the emergence of black mar-
kets so prevalent elsewhere in Africa.
This would explain why Mali has re-
joined the UMOA and why other African
countries, notably Equatorial Guinea,
have petitioned for CFA membership
despite the steady drop in the value of
the French franc against most major
hard currencies over the past three
vears—especially against the U.S. dol-
lar.

Still, the minuses of membership
more than counterbalance the pluses.
Although a “hard” currency, the CFA
franc’s value internationally depends on
the health of the French economy.
Francophone Africa’s leaders are ulti-
mately responsible for rethinking the
currency alignment their countries
adopted on independence. There are
other choices available to them, such as
tying the CFA franc to a trade-weighted
basket of currencies that would include
for example, the French franc, the U.S.
dollar, the German deutschmark, and
even Nigeria's naira. But essential to
the success of such an alignment would
be a relaxation in the rigid parity of the
CFA franc to the French franc, from to-
day’s 50 to one, toward a more realistic
rate. OJ
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Mali

No More Room for
Maneuver

Failed development strategies and persistent drought have forced Mali's
military leaders to take a sharp U-turn toward economic liberalism. But
does the IMF have the answer?

BY HOWARD SCHISSEL

Mali represents a critical test case
in Africa for the economic reform
philosophy of the World Bank and the
International Monetary Fund (IMF).
These international financial agencies
are badly in need of a success story
south of the Sahara to overcome the ret-
icence of African and other Third World
countries to adopt their ultra-liberal eco-
nomic remedies, which are often per-
ceived as worse than the original illness.

The prescriptions put forward to cure
Mali's deeply rooted economic malaise
were a classical IMF package: trim the
budgetary deficit and revitalize public fi-
nances as a means of correcting struc-
tural economic imbalances; reduce do-
mestic and external arrears to restore
confidence in the economy; liberalize
the trading sector, particularly in the
area of cereals; and radically curtail t
dimensions of the state sector.

In many ways, Maliis an ideal lab
tory in which to experiment with the
IMF formula. For one, all avenues short
of radical reform had been exhausted by
1980. The economic imbalances had
reached critical proportions, and the
government of President Moussa
Traoré had lost most of its room for ma-
neuver. From the political point of view
too, the stage was set for a new deal. A
wide consensus had developed among
the ruling elite—a tandem of military of-
ficers and technocrats—that things had
to change, for the situation had become
intolerable. In addition, the military had

Howard Schissel is a Paris-based freelance jour-
nalist specializing in French-speaking Africa as
well as economic questions relating to African
natural resources.
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shown that if necessary, it was willing to
brutally suppress any social or political
opposition to the new policies.

With little organized resistance, Mali
has taken a sharp “U-turn” toward eco-
nomic liberalism. But the Traoré admin-
istration is also cognizant of the political
risks involved, as the living standards of
the urban population, already among the
lowest on the continent, have started to
suffer, and promised improvements for
the rural masses are at best still years
away.

Mali has indeed come a long way
since the first heady days of indepen-
dence under the late President Modibo
Keita. With Nkrumah's Ghana and Sé-
kou Touré’s Guinea, Mali stood for a
radical revision of West Africa’s colonial
past. The stated aim of the Keita admin-
istration was to put the Malian society
and economy through a socialist trans-

mation, which was thought to be the
t way of assuring rapid growth and
onomic independence. The state was
the principal vehicle for carrying for-
ward economic reform, adopting a mo-
nopoly over external trade, assuming all
banking activities, and nationalizing all
private industry of any significant size.
The surpluses to be generated by public
sector companies and the taxes levied
on the rural economy were to finance a
rapid march toward industrialization.

Reality, unfortunately. did not cor-
respond to theory. The public sector
failed to generate profits, most parasta-
tals becoming costly “white elephants.”
The rural economy responded poorly to
attempts to push collective agriculture
and farmers reduced output because
state marketing monopolies did not pay

incentive prices for cereals and other
produce. Corruption and nepotism
flourished in the state administration.
Mali's 1962 withdrawal from the franc
zone also proved to be a costly failure.
Faced with soaring inflation and disrup-
tion of the trading network and ap-
proaching the limits of expedients to fi-
nance the budget deficit, the govern-
ment was obliged to sign a monetary
agreement with France at the end of
1967, restoring the convertibility of the
Malian franc in exchange for a 50 per-
cent devaluation and strict monetary
and budgetary discipline.

But it was already too late for Mali’s
brief experiment with “scientific social-
ism.” As in Ghana in 1965, the military
put an end to Keita's socialist experi-
ment in 1968. The military government
critically reviewed the policies of the
early 1960s, but did hittle to carry out
basic reforms. It was as if the new lead-
ers found that the state sector, once
stripped of its socialist pretensions, pro-
vided a convenient vehicle for personal
enrichment and social control through
the provision of employment and low
cost cereals for the urban dwellers. The
Traoré regime undertook only piece-
meal reforms, such as boosting agricul-
tural producer prices.

But in the early 1970s, Mali was badly
affected by the Sahelian drought, partic-
ularly in the northern half of the country.
Per capita food production steadily de-
clined, reinforcing Mali's structural ce-
reals deficit. The cattle-producing sec-
tor was devastated, impoverishing no-
madic herders and reducing one of
Mali's traditional sources of hard cur-
rency earnings through exports to the
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richer states to the south. The rural
population flocked to the urban centers
in search of emergency food aid, and
many preferred a precarious existence
in shanty towns to the uncertainties of
earning a livelihood by working the land.
The drought also provided the opportu-
nity for rapid enrichment of a handful of
government officials. An entire neigh-
borhood of luxury villas in Bamako, deri-
sively called “the drought quarter,” was
said to be financed by funds amassed
through the illegal sale of food aid.

Although, according to World Bank
statistics, Mali is the twelfth poorest
country in the world and the fourth
poorest in Africa in terms of gross do-
mestic product per capita, it has the po-
tential not only to feed itself, but also to
provide its population with a decent
standard of living. More than other
states in the Sahel region, Mali has failed
to tap a significant part of its economic
potential.

For example, Mali boasts the great-
est agricultural possibilities in the area:
its acreage of arable land represents
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Algeria

Burkina Faso

22.6 percent of the total of the seven
Sahelian states, and it also has consider-
able imigated farming potential thanks to
the Niger River. Less than a quarter of
urigable land i1s used, and then often in-
efficiently. The ratio of cultivated land to
cultivab’ 1and area is below the Sahelian
average of 19 percent and well below
the Food and Agriculture Organization’s
(FAO) optimum level of 30 percent.
Furthermore, Mali's enterprising farm-
ing community has not been encouraged
to raise labor productivity or modernize
its cultivation methods.

FAO estimates put annual cereals
production in the period between 1967
and 1970 at some 854,000 tons—a per
capita average of 170 kilos. Although an-
nual production climbed between 1975
and 1978 to 1.08 million tons, the per
capita average stagnated at 167 kilos be-
cause of population growth. FAO ex-
perts reckon that about 250 kilos of ce-
reals per annum are required to ade-
quately feed a Malian. Consumption of
meat products has also declined as
herds dwindled in size because of

drought. The fishing industry, providing
a cheap and renewable source of pro-
tein, has also declined. The catch from
the country’s rivers was 125,000 tons in
1970; between 1980 and 1982, this fig-
ure fell to between 80,000 and 100,000
a year.

The principal reasons for the crisis in
the rural sector were declining terms of
trade and costly technical and organiza-
tional failures. Mali, like many other
countries in Africa, chose to maintain
grai prices at as low a level as possible
in order to indirectly subsidize the urban
populace. Studies of the Malian agrarian
economy underline that profit margins
were simply insufficient to stimulate ru-
ral producers. Development projects
for irmigated rice were poorly coordi-
nated. Each new acre of land brought
under irmngation was matched by an-
other going out of production because of
lack of maintenance.

The only area which has experienced
growth over the last decade is cotton
cultivation in the better-watered south-
ern part of the country. It is the only
major crop showing consistent vield and
acreage increases. While procuring
good earnings for farmers and valuable
hard currency for the government, cot-
ton has tended to monopolize the most
fertile lands, thereby limiting the sur-
face area accorded to food production.
With cultivation of this cash crop spread-
ing to central Mali and areas surround-
ing Bamako, food production could suf-
fer further.

Mali's state administration is pletho-
ric and inefficient, while the parastatal
sector, consisting of 55 enterprise, of
which seven are joint ventures with local
and foreign private partners, is a mill-
stone around the exchequer's neck, as
most parastatals are solidly in the red. A
recent IMF study found that Mali
spends 79 percent more on government
wages and salaries than might be ex-
pected considering its mcome level and
economic structure. By comparison,
Burkii.: Faso and Niger, two Sahelian
neighbors with similar economic charac-
tenistics, spend 26 percent and 10 per-
cent less than expected.

State enterprises employ about
15,000 people and account for some 70
percent of industrial output and ar im-
portant share of trade and transport ac-
tivities. These companies suffer from
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the same factors which have bedeviled
most parastatals in Africa—overstaft-
ing, poor management, badly calculated
investments, outdated technology, and
rigid price regulations. The contribution
to GDP by government-owned compa-
nies i1s msignificant, just over 5 percent.

Public enterprises survived on short-
term credits which were rescheduled,
creating a liquidity crisis and a danger-
ous inflationary spiral. With little wealth
created by the public sector, the wages
paid to employees increased demand,
particularly for imported goods, thereby
further exacerbating the balance of pay-
ments deficit.

A 1980 World Bank memorandum on
the Malian economy unequivocably
stated: “The structure of the state-
owned Malian economy is characterized
by a series of complex transfer mecha-
nisms which allow a plethoric civil ser-
vice and students to receive more than
90 percent of the country’s budgetary
resources and guarantee employment
for a minuscule portion of the Malian
workforce in an mefficient parastatal
sector; this relatively privileged sector
of the population also almost exclusively
benefits from an assured supply of con-
sumer goods. The resources permitting
this come not only from the rural world,
but from all potentially efficient and pro-
ductiv - activities which are—in the cur-
rent state of affairs—incapable of in-
vesting. All the internal mechanisms of
the Malian economy work toward the
transfer—of- resources from the have-
nots to the haves and from the produc-
tive to the non-productive.”

In 1980, with Western donors “no
longer willing to continue to throw their
money into the sand,” the Malian gov-
ernment began to formulate a compre-
hensive reform orogram. The main
thrust of the meas res aimed at stimu-
lating production, improving economic
efficiency, ameliorating the balance of
payments position, and stimulating pub-
lic savings. The areas singled out for
thorough reform were publi: finances,
the public and private enterprises, and
the rural economy.

In May 1982, the IMF granted Mali a
$:34 million standby credit on the basis of
measures already carried out and in line
with the new redressment efforts to be
undertaken through the end of 1983.
The World Bank, for its part, approved
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an International Development Associa-
tion credit to finance a broad program of
technical aid and studies, to pave the
way for additional reforms and future
structural adjustment credits. In De-
cember 1983, the IMF agreed to an-
other standby arrangement worth $42.3
million, running until May 1985, whose
purpose was to support reform of public
finances and enterprises and to encour-
age private sector activities.

The most significant immediate
change in the economy provoked by the
IMF-inspired reform scheme involved
the overhauling of the cereals market
and pricing poiicies. An agreement
reached in 1982 between the govern-
ment and food donors dismantled the
monopoly of the Malian Office for the
Marketing of Agricultural Products
(OPAM) and approved the licensing of
private traders. The purpose of this
scheme was simple—to restore farmer
incentives by re-establishing the free
market for cereals, which in turn was
supposed to increase producer prices.

A safety valve included in the program
was the role to be played by village co-
operatives who were to take over a
share of the local market, thereby pre-
venting usurious prices from traders.
In reality, however, local coopera-
tives, because of insufficient credit facili-
ties, were not able to play their part.
OPAM'’s share of the cereals market
plummeted from 30 percent to a mere 5
percent. Private traders, many of whom
were linked to leading politicians or
army officers, moved in to corner the
market with a 90 percent share. Private
traders, as elsewhere in the world, at-
tempt to pay as little as possibie for their
products at the source and then sell to
consumers at as high a price as possible.
With the government unable to regulate
the market, especially during a drought
year as in 1983, producer prices failed to
rise significantly, while consumer prices
in the towns literally soared. As ex-
pected, farmers were not stimulated to
produce more. The result of the reform
of the grain market has simply been to

President Moussa Traoré: Turning inefficient state enterprises over to the private sector
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shift the profits to be made by interme-
diaries from the state administration to
the private sector.

A purge of the public sector was high
on the list of IMF priorities, because in
1981, the parastatals chalked up a loss of
$14.3 million—a heavy burden for the
parlous Malian economy. Addressing
the ruling party, the Democratic Union
of Malian People (UDPM), in early
1983, President Traoré summed up his
government's approach in these terms:
“Recovery of the public sector demands
that the state turn over to the private
sector those activities where public
ownership and management have failed
or proven inefficient.”

The most immediate effect of this
policy was the restriction of the state
import-export monopoly, the Malian
Company for Imports and Exports (SO-
MIEX), tojust seven basic commodities
and the closing of all but a handful of its
retail outlets. Other state firms, like Air
Mali, are up for grabs, but few local trad-
ers or foreign businessmen are rushing
in to take over. It is likely that privatiza-
tion vill be limited to trading activities
and a few other lucrative sectors like
public rac transport. Private banking
has also been encouraged. The coun-
try’s only private bank, la Banque Inter-
nationale pour I'Afrique Occidentale
(BIAO), ~ has been opening new
branches for the first time since the
1960s. A second institution, Bank of Af-
rica-Mali, was started up at the end of
1983. A speculative venture, it has al-
ready practically ceased operations be-
cause of financial irregularities. Shoddy
management practices are apparently
not solely a monopoly of the public sec-
tor.

The state budget deficit, running at
about 20 percent of total expenditures,
was a special target of IMF action. To
rein in spending, the government was
obiiged to curtail scholarship expendi-
tures, suspend automatic hiring of all
graduates in the public sector, and re-
strain public sector wages. These mea-
sures touched off serious disturbances
in student circles, which were brutally
repressed by the armed forces. This po-
tent medicine has started to produce
results—the budget deficit was slashed
from 20.5 billion French francs in 1980
to FF9.5 billion in 1983, and to a pro-
jected FF6.5 billion this year.
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Little progress has been made in ab-
sorbing the halance of payments deficit,
which stood at FF9.9 billion in 1983,
against FF9.6 bilion in 1981. Public
transfers in the form of gifts and loans
failed to grow sufficiently to make up for
the deterioration in the invisibles bal-
ance. As a percentage of GDP, the bal-
ance of payments deficit has remained
practically stationary at 16.8 percent in
1983, compared with 18.2 percent in
1980. Mali's foreign debt as a percent-
age of GDP stands at some 80 percent,
putting it in the cnitical range. However,
after restructuring, the debt profile re-
mains favorable, with less than 10 per-
cent of exports and public transfers
needed for making debt repayments in
1983. During the 1986-88 period, this
ratio 1s expected to edge slightly above
the 10 percent mark.

After years of negotiation and finan-
cial house-cleaning, Mali finaily rejoined
the franc zone last June. The Malian
franc was phased out over a three-
month transitional period and the CFA
franc became the only legal tender last
September. The changeover caused
some psychological resistance because
the CFA franc is worth twice the defunct
Malian franc. Although the value of sala-
ries and payments remains the same, its
translation into CFA francs appears to
halve the sums. Likewise, private trad-
ers sought to profit from the introduc-
tion of CFA francs by maintaining prices
at former levels, but expressing them in
new currency, thereby boosting real
prices by 50 percent. The government
has stepped up policing efforts in the
markets, but it has little real power to
control prices.

Beyond the technical problems, Ma-
I's IMF-inspired reform program is
likely to have important political conse-
quences. Since the armed forces took
over in 1968, their power has been
based on a tacit alliance between the
military, private traders, civil servants,
and public sector employees. This latter
category, along with the students, has
been the principal loser from the mea-
sures so far enacted and stands to suffer
even more in the next stages of reform.

For example, civil servants face the
prospect of minor salary increases over
the next few years and had considered
the low price of food staples as part of
their compensation. The curtailment of

the administration and public enter-
prises threatens the livelihood of some
20,000 people, about 15 percent of the
salaned sector. The lower ranks of the
military are also liable to suffer from the
liberalization of the rice trade, unless the
government makes special efforts to
compensate them. All together, those
directly affected by the reforms number
about 500,000 out of a population of 7
million. But they account for half of the
urban population, and nearly all those
with formal education. By antagonizing
them, the Traoré regime is dangerously
cutting itself off from its political base,
especially since its support in the coun-
tryside is largely symbolic.

As it now stands, the benefici ies of
the Malian economic reform will be the
senior army officers, many of w’.om are
engaged in lucrative transport, trading,
and ranching activities, top politicians
and civil servants, and the trading sec-
tor. Not only can they extend their op-
erations into new spheres, but the CFA
franc will enable traders to brush up
their profit margins. It remains to be
seen, however, if traditional traders will
be able to accumulate sufficient re-
sources to convert their activities to
more directly productive ventures
which will provide a fillip for ¢conomic
growth and create employment for Ma-
Ii's increasingly well-educated youth.

After 16 years in power, President
Traoré’s regime has exhausted most of
its domestic political credit. Although
the social situation has remained rela-
tively quiet since the student unrest in
1980, the authorities are troubled by the
regional political context. The revolu-
tionary government of Captain Thomas
Sankara in neighboring Burkina Faso is
viewed with apprehension in Bamako
ruling circles. The recent foiled coup
attempt against President  Seyni
Kountché in Niger was another sign of
the regional malaise, as was the unex-
pected crumbling of Sékou Touré’s sys-
tem in Guinea.

The Malians remain fatalistic about
their country’s future. This outlook was
aptly summed up in a banner hung
across one of Bamako's principal arter-
ies: “Act, because it is never too late to
doa good job.” But the problem for con-
temporary Mali is that time is growing
increasingly short to do that “good
job.” U
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[ Lesotho

The Economic Squeeze

Despite recent efforts to assert its economic independence, Lesotho’s
fortunes remain at the mercy of South Africa’s regional designs.

BY JOANMARIE KALTER

It is Friday evening on the border,
and a long line of miners streams
back into Lesotho on weekend leave.
They come from the Welkom gold
mines in the Orange Free State, and
though visibly tired, they cross the Ma-
seru bridge into the capital with confi-
dence in their step. Just ahead, women
line the roadsides, selling bread and
chickens, laughing and calling out greet-
ings. From here, the men crowd into
buses that will take them to their home
villages, down dirt roads, across moun-
tains and ranges, traveling far into the
night. This is a joyous weekly ritual, for
these miners carry satchels of food and
clothing and bring money home in their
pockets—the money that is the life-
blood of Lesotho.

But it was here, too, at the Maseru
bridge, just over a year ago, that South
Africa staged *2 “slowdowns.” Police
on the South Afrcan side searched
every vehicle, carefully and slowly,
sending Lesotho a powerful reminder of
its vulnerability. Traffic was backed up
for miles, and Lesotho’s supply of fresh
food, including milk and vegetables, was
choked off.

The narrow Maseru bridge links Le-
sotho to South Africa like a giant umbili-
cal cord. From this relationship flow the
fruits of Lesotho’s seeming prosperity,

Joanmanrie Kalter is a freelance journalist who
has recently returned from Lesotho. She received
fimancial and logistical support from the United
Nations Development Programme for the prepa-
ration of this article; the views expressed herein
are her own.
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and also its unique set of problems. In
this small mountain kingdom—officially
classified by the United Nations as one
of the world’s 25 least-developed coun-
tries—shops are well-stocked, produce
stands overflow, citizens are well-
dressed, and gas is so plentiful that
noonday traffic jams snarl the sunny
streets of the capital. But it is a tenuous
prosperity, for South Africa supplies Le-
sotho with virtually everything—all the
electrical power, all the gas, half the
food. “Britain betrothed us to our neigh-
bor as a labor reserve and market, ” says
J.R.L. Kotsokoane, secretary to the
cabinet. “We have been trying to change
that relationship, but it has not been
easy.” Indeed, some would say Le-
sotho’s dependence has only grown
greater.

South African farms and mines em-
ploy 160,000 Basothos—fully 40 per-
cent of Lesotho’s male work force, and
four times as many as find employment
in Lesotho itself. As a member (along
with Botswana and Swaziland) of the
Southern African Customs Union, the
Lesotho government receives a rebate
on the South African goods it imports.
And together with the remittances from
its migrant labor, these funds now ac-
count for more than 70 percent of Le-
sotho’s operating revenues. With a
growing population of 1.4 million in a
country the size of Maryland—where
only 13 percent of the land is arable, and
steadily eroding—food imports have
more than doubled over the last decade;
this year's drought will drive productiv-
ity even lower. Said Thabang Motsohi,
director of civil aviation at the new inter-
national airport, “We still depend on

South Africa for our lifeline. And when
South Africa squeezes, we suffocate ”
There are signs now of just such a

squeeze:

® As South Africa mechanizes its
mines and hires more South African
blacks, Basotho mine employment de-
clines: from 123,500 workers in 1981,
to 117,700 in 1982, to 102,000 in 1983.
Because contracts for the more skilled
and experienced of the Basotho miners
are more likely to be renewed, and their
salaries to rise, total earnings have con-
tinued to grow. But the hardest hit have
been young miners with only a few
vears’ experience; in Lesotho, where
20,000 new job seekers enter the mar-
ket each year and no more than 2,500
new jobs are domestically created, this
squeeze in mine employment is a tight-
ening vise.

® A new South African tax system in
effect since March 1984 will, for the first
time, tax Basotho miners and farm-
workers—despite a 1973 labor agree-
ment that specifically left any such taxes
as an option for the Lesotho govern-
ment to levy. Indeed, under pressure
from the International Monetary Fund
to bring its budget more into balance,
Lesotho was considering such a tax it-
self. “There was no prior consultation
from the South Africans on this,” said
Kotsokoane, “and we are concerned be-
cause our people are looking to the gov-
ernment and asking: ‘How are you going
to protect us? What are you going to
do?" "

® A commission of the Southern Afri-
can Customs Union approved a change
in the formula under which I ¢ zotho re-
ceives its payments, eliminating a two-
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Lesotho's King Moshoeshoe Il (ieft) and Prime Minister Leabua Jonathan at

g A

lasi year's SADCC conference in Maseru: ““Lesotho’s dependence ori South Africa
can never be broken, it can only be minimized™

vear lag in reimbursements. Where Le-
sotho received $56 millior, in 1981, it
would now be entitled to $40 million
more-—money sorely needed for devel-
opment. But, for the first time in the
history of the customs union, South Af-
rica refused to honor the commission’:
decision.

Certainly, South Africa’s economy it-
self is in a weakened state—the coun-
try’s military spending, the drought in
the western Fransvaal, and the world
1 2cession in mining have all contributed
to a record $3.2 bilion deficit. And
Sou i Africa has an unemployment
problem of its own. But Lesotho's offi-
cials attribute the squeeze to “subtle ec-
onomic destabilization,” and say its ulti-
mate goal is twotold—to maint- South
Africa’s economic démihai e and to
force Lesotho to recognize the “home-
lands,” the cornerstone of the apartheid
system.

Witness South Africa’s proposed
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“constellation of states,” they say—an
association that would expand the com-
mon market of the customs union to in-
clude the bantustans, and provide ac-
cess to the rich funds of a regional devel-
opment bark. Membership not only
would involve de facto recognition of the
homelands, but would undercut the ef-
forts of the region’s black-ruled mem-
bers of (the Southern African Develop-
ment Coordination Conference to forge
new economic links among themselves.
Witness, too, the blind eyve turned to the
activities of the Lesotho Liberation
Army (LLA), the insurgent group that
uses South African territory as a base
for its attac..s. While “he war it wages is
a minor ~ne, Lesotho must increasingly
divert its resources from development
to defense; military expenditures in its
1984-85 budget are almost three times
those for agriculture. And when Le-
sotho recently protested about LLA ac-
tivities launched from the homelands,

South Africa’s advice was to seek a solu-
tion directly with homeland leaders.

For Lesotho, an island in a threaten-
g South African sea, economic de-
pendence can never be broken, it can
only be minimized. “Agricultural yield
must be increased, industry expan
and most of all, jobs created,” says Kot-
sokoane. Yet even in its development
tasws, Lesotho depends on South Af-
rica.

Consider the Food Self-Sufficiency
Program (FSSP). With low yields as a
result of the use of traditional farming
techniques, and with land sorely limited,
the government in 1980 launched a pro-
gram that would increase productivity,
in the short-term by concentrating mod-
ern agricultural technology on selected
sites, and in the long-term by educating
farmers in its use.

Moeketsi Mohapi was one of 640
farmers to volunteer his five-acre plot in
Makhoathi, 10 km. south of Maseru.
The government brought in tractors to
prepare his field, provided seeds and
planted them, weeded with high-quality
herbicides, and harvested his crop. At
the end of the season, the government
paid itself with part of his corn, and left
the rest for Mohapi.

Yet in the first two years of the pro-
gram, Lesotho depended entirely on
both South African machinery and per-
sonnel. And inits third and fourth years,
though the South African technical staff
had gone, the program’s inputs of ma-
chinery, seeds, herbicides, and fertil-
izer were still South African— "ali ex-
cept the jo'e bags from Bangladesh,”
said Anthony Phakoana, FSSP’s direc-
tor.

And how has the program fared? Mo-
hapi used to realize 50 bags of corn fr
his fields, which now yield 100; i e
the government takes its share, he
keeps only a few bags more. For the
government, problems in management
and the recent drought have kept yields
at only half their targets, and the pro-
gram has not vet come close to covering
its costs. Perhaps only for the South
African contractors has Lesotho's self-
sufficiency program so far been a clear
success.

“No, we cannot count on agriculture
for our breakthrough.” says P.P. Mo-
folo, director of the Lesotho National
Development  Corporation  (LNDC).
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“We must attract industrial enterprises.
If they are small in scale, they can even-
tually be run and manned by our growing
Rasotho work force.”

It was to that end—job creation—
that the LNDC was created in 1967.
And in the past several years it has con-
centrated on attracting such small-scale
joint ventures with a generous incentive
package, including a six-year tax ex-
emption, 100 percent repatriation of
profits, and duty-free access, as a signa-
tory of the Lomé Convention, to the
lucrative EEC market.

Yet as generous as the package is,
only 5,000 new jobs have been created
in the last four years—for 80,000 new
job-seekers. Why? Lesotho is simply
saturated with cheap, high-quality South
African goods, frustrating anv new
starts in domestic manufacturing. Its
potential market is small. And geopoliti-
cal uncertainties, partcularly in the
wake of the December 1982 raid by
South African commandos, n which 42
people in Maseru were killed, have
frightened off investors.

But worst of all is the competing in-
centive package South Africa recently
offered in its homelands: Compan

that locate there receive rebates—in
cash—of up to 95 percent of the wages
that they pay to employees. They also
receive rail rebates. Harbor rebates.
Electrical rebates. Cash training re-
bates of 125 percent—with the top 25
percent exempt from income tax. Inter-
est subsidies on loans and housing.
“South Africa is pouring money into the
homelands,” says a European econo-
mist in Lesotho, “and it is a major set-
back to industrial development here.”
According to Mofolo, “It would he eco-
nomic suicide for us to match it.’

The LNDC has had some modest
successes, however. A fruit and vege-
table can ery iniually funded by the UN
Development Programme and UN Cap-
ital Development Fund has concen-
trated on such labor-intensive and
drought-resistant crops as asparagus—
which can be peeled only by hand, and
for which there is great demand in Eu-
rope. Though a similar cannery in South
Africa is much larger and more efficient,
turning out 200 times as many cans per
minute, Lesotho, as part of the Lomé
Convention, can sell its asparagus with-
out the EEC's 23 percent duty, and thus
has a competitive edge.

But ironically, most of Lesotho’s new
industries are South African subsidiaries
in search of “internationally respect-
able” outlets. They enjoy Lesotho's
duty-free EEC access and its ability to
trade with other black African countries,
while Lesotho enjoys the South Afni-
cans’ capital investment and manage-
ment skills. There is the new industrial
estate at Maputsoe, where manufactur-
ing of.umbrellas, shoes, and swimsuits
is entirely South African-owned. There
are the new Holiday Inn and OK Bazaar
shopping mall in Maseru: 50 percent
South African. The Maloti Mountain
Brewery is managed by South Africans.
And even the cannery received its initial
asparagus seeds from South Africa;
when last year’s bean and peach crop
were destroyed by drought, the can-
nery simply imported them from its
neighbor. Indeed, South Africa has been
responsible for the LNDC’s most con-
spicuous new  investment—which
turned into its most striking failure. Le-
sotho leased the land at Letseng-la-Te-
rai.to De Beeis for a diamond mine;
when De Beers pulled out in 1982, citing
depressed world market conditions and
lower-than-expected yields, Lesotho
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Miners on weekend leave returning to Lesotho from South African gold mines: ““South Africa employs 40 percent of Lesotho’s male

workforce”
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lost more than 800 jobs and, after labor,
its largest xport item.

In the face of this utter dependence,
the government of Prime Minister
Leabua Jonathan bravely persists in de-
nouncing apartheid at every opportu-
nity. “I think it's mad,” says a voung
musician in  Maseru, echoing the
thoughts of many in the opposition.

But there's a method to the madness,
for Lesotho has used its plight to attract
a flood of international aid. Technical as-
sistance, capital loans and grants, and

ity will accommodate larger and heavier
planes in Lesotho’s export trade with
other black African countries—and free
it of dependence on South Africa’s Jan
Smuts Airport.

Never mind that Lesotho does not
produce any exports that cannot now be
accommodated on its present airfield.
“We hope to develop those, " says one of
the planners. Never mind that it does
not have the larger planes to make use
of the airport. Never mind that main-
taining it will be a continuing drain on

., ” W
4
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Runay construction at Lesotho's new international airport: “Tﬁe éirport is six times
more costly than any other project Lesotho has ever seen”

food aid totaled $48.6 million in 1977; by
1982, they had swelled to $220 million.
Indeed, foreign aid accounts for 60 per-
cent of Lesotho's development funds—
and many of the major donors are, curi-
ously, those Western nations most
deeply committed to the South African
economy. They have made Lesotho one
of the largest per capita aid recipients in
the world.

But it is a strategy with problems of
its own. Take the case of the new inter-
national airport, now in construction at
Mazenod, 20 km. south of the capital.
With $54 million from 10 international
funding organizations, the airport is six
times more costly than any project Le-
sotho has ever seen. Scheduled for
completion by May 1985, the new facil-
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Lesotho's economy—and that those
maintenance supplies will come from
South Africa. And never mind that Le-
sotho will still be dependent on South
Africa’s airspace and on its roads to de-
liver petroleum—nboth of which can eas-
ily be blocked. “The world responds to
Lesotho’s need to break dependence,”
says the planner, “and aviation is always
glamorous.” He pauses, then adds,
“though I do quietly consider that there
are more desperate needs here.”
Lesotho has attracted so many expe-
triate aid workers that they now replace
the former British administrators as the
country’s elite class. They dine in res-
taurants with names like Boccaccio’s
and Auberge. They swim in the pool at
the Maseru Club. And where the Ba-

mmane Kaiter

sothos once worked as gardeners and
servants for the Bntish, they now do so
for the aid workers. From the local peo-
ple’s point of view, one wonders
whether much has changed.

Matjeka Pali, 20, a recent technical
school graduate, has accepted a job as a
plumber in the Sout: African mines.
Asked why he doesn't put his skills to
use at home, he replies, “In Lesotho,
the locals don’t make much. Contracts
come, but most of the money goes to-
ward paying expatriates.”

Yaradoxically the one project that
promises Lesotho its brightest future is
not one of international aid but one of
cooperation with South Africa. The $2
billion Highlands Water Scheme (now in
the study stages) will allow Lesotho to
sellits one plentiful resource—water—
to neighboring South African farmlands
and industrial regions. This liquid asset
could eventually double Lesotho's cur-
rent annual revenues, as well as provide
irrigation for its own lowland areas. But
the money will not flow for another 10 to
20 years.

In the meantime, Lesotho faces a cri-
sis of unemployment and growing pock-
ets of poverty. Six percent of its popula-
tion now commands a third of its national
income, while in mountainous and re-
mote rural areas, land is becoming e ver
more sparse. Where there were fewer
than 2,000 landless families in 1970 (13
percent of the population), there were
35,000 landless families (more than 20
percent) by 1980. The wages of migrant
labor, which have provided such rural
areas with a living they could not have
earned from the land, will soon become
more scarce. And the numbers of Ba-
sotho youth, unable to find employment
either in South Africa or at home, will
grow—and grow restless.

A teacher from the National Univer-
sity of Lesotho takes in the peaceful
vista of Maseru with the sweep of his
arm—the South African-run shopping
mall, the lunch-time picnickers, the
horses and cows that graze in the midst
of busy streets, and the neat stone
houses that pepper the hillsides bevond.
“There is a saying here,” he laughs.
“We may live in the armpit of South Af-
rica, but it's a comfortable armpit.”

Then he grows more serious and
adds, “At least, that is, it's comfortable
for now.” ]
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( Tanzania 1

Sparring with the IMF

The failure of IMF programs in Africa raises questions regarding the
Fund's relevance to Third World economies. In Tanzania’s case, the
prolonged and inconclusive negotiations may have exacerbated the

country’'s problems.

BY REGINALD HERBOLD GREEN

he International Monetary Fund

(IMF) has become a major factor
in African economic negotiations—and
in African economic demonology. Africa
has become a quicksand swallowing up
IMF programs with, in most cases, little
to show for them. The resulting public
debate has generated more smoke and
sparks than lucidity or light.

Does this matter? Clearly to most Af-
rican countries and their people it does.
Low-income  economies—especially
those of sub-Saharan Africa—generally
adjusted to and recovered from their
1973-75 economic crises. Since 1979,
however, they have been gripped by a
nearly universal economic malaise from
which, for all but a few, there is little
evidence of early recovery. For most
sub-Saharan African economies, the
IMF is now a lender of the first (and
often only) resort. Once concessional
aid and reserves are exhausted, mobili-
zation of International Development As-
sociation (IDA), bilateral, structural ad-
justment, and balance of payments sup-
port funding is contingent upon the
IMF’s approval of therr stabilization and
recovery programs. It matters more
generally if one believes—whether on
mutual economic interest, global secu-
rity, financial system maintenance, or

Reginald Herbold Green is a professerial fellow in
the Institute of Development Studies, University
of Sussex, England. He was economic adviser to
the Tanzaman treasury in 1966-74 and 1980,
and consultant to the treaswry on intexpational
monelary issues in 1964-65, 1979, and 1981-84.
The views expressed in this article are his ofen.
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Tanzanian President Julius Nyerere: “‘His
1980 and 1983 meetings with the IMF were
peculiarly disastrous”

humanitarian and moral grounds—that
Africa’s continuing economic crisis is of
global concern.

The argument which follows is within
the broad context of the IMF and of Afri-
can economies as they exist, and implic-
itly assumes that what is possible at
present is reform designed to prevent
deterioration or to win limited gains, not
a total restructuring of the system. A
general review of the IMF's approach to
sub-Saharan African economies is fol-
lowed by an examination of these points
with respect to Tanzania.

The massive deterioration in terms of
trade, increasing debt service costs,
drought, and external aggression are

Camerapix

shocks which have buffeted a majority of
African economies since 1979, As these
negative trends will not easily be re-
versed, substantial and painful adjust-
ment is necessary either by the IMF's
route or some other. The basic criticism
of IMF programs is that they do not
result in statistically better economic
performance, but do entail significant
political costs.

The IM.i* was created as the interna-
tional financial adjustment mechanism
for the world capitalist external pay-
ments system. Since the global system
is predominantly capitalist, even social-
ist states must relate to it in capitalist
ways. The IMF opposes controls on
trade and payments—nationally and do-
mestically—and prefers the manipula-
tion of market instruments (e.g. ex-
change rates, interest rates, producer
prices) to any alternative economic
management instruments.

The Fund is not in any rigid sense
monetarist. Though it lays some stress
on monetarist methods and processes,
it does not subscribe to the theorem
that free markets make free men, if Gnly
because concern with freedom—other
than relative freedom of markets—is
not on its agenda. Indeed, IMF officials
privately accept that the price of adopt-
ing IMF programs is likely o be loss of
office via electoral or other methods.

The IMF has been ideological in a
negative sense in showing a lack of in-
terest in the impact of its programs on
the vulnerable—the poor and unem-
ploved, avomen and children, and low
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income consumers of basic services.
The argument is that little is known and
less can be done about distribution, and
that restoration of balance and overall
growth matters much more (although
over 1983-84, the managing director
began to express the view that the IMF
should be more open to client states’
attempts to shield their vulnerable
groups from at least some of the costs of
adjustment programs).

The standard IMF model presup-
poses that external imbalance is caused
by overheating through rapid expansion
in the use of resources, without a com-
parable increase in production, leading
to external account deficits. The cure
therefore lies in rapid cuts in resource
use, preferably by cutting government
spending and consumer real incomes to
reduce pressure on money supply and
imports and, via reducing domestic de-
mand, shifting production from home to
export markets. Supply enhancement
does not play a significant role in the
IMF’s stabilization programs. This
flows from the premise that demand ex-
pansion is the key problem.

This model ceased to apply in Africa
after 1979. Reduction of supply, not ex-
pansion of demand, triggered the eco-
nomic decline of most countries. In
many cases, the unit purchasing power
of exports has fallen by one-quarter to
one-half, and drought has reduced over-
all national production by up to 10 per-
cent in several others. Real imports and
real government spending have fallen,
causing breakdowns in basic infrastruc-
ture and public services. Import stran-
gulation has resulted in further produc-
tion declines (including export produc-
tion), and erosion of the revenue base.
Domestic policies have in many cases
exacerbated these problems.

IMF missions in Africa have not
adapted their model to varying eco-
nomic structures, their prescriptions to
diverse economic situations, nor their
proposed instruments and timing mea-
sures to government proposals for al-
ternative adjustmient routes and se-
quences. A senior analyst who had seen
boih the Ivory Coast and Burkina Faso
proposals remarked that only the coun-
tries and the figures varied, otherwise
the IMF packages for these two very
dissimilar economies were virtually
identical.
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Devaluations are almost always pre-
scribed n a single dose, rather than
gradually. There has been some recog-
nition of the fact that massive devalua-
tions prexduce massive inflation which
wipes out any external” price gains.
Therefore. in some cas.s, regular de-
valuation adjustments (taking into ac-
count a situation where doi..stic infla-
tion is higher than in a country’s trading
partner) have been prescribed.

Higher interest rates, urespective of
their effects on savings or inflation; abo-
lition of food : d other consumer subsi-
dies; and “liberalization” of imports (i.e.
substituting high prices for market man-
agement) are all elements in IMF pre-
scriptions. However, country proposals
for phasing measures so that the costs
are at least parallel to or lag behind pos-
sible gains; for concentration on supply
enhancement (not demand redvction);
and for use of selective pricing or cther
measures to limit burdens on vulnerable
groups are treated as attempts to avoid
adjustment, rather than as efforts to de-
vise adjustment routes more suitable to
domestic conditions.

The IMF’s Criteria:
How Appropriate?

IMF program criteria in Africa are al-
most all macromonetarist, involving ex-
change rates, levels of external borrow-
ing, domestic credit formulation, wage
ceilings and producer price increases,
and external commercial payment and
debt arrears. These conditions are set
avith definite targets to be met quarter
by quarter. Failure to meet “trigger
clauses” causes suspension or renegoti-
ation of the program.

The targets are open to criticism on
the following counts:
® They are too numerous, i.e. a single
target on current account deficit would
serve as well and would provide more
flexibility for alternative programs.
® They are all macromonetary and tend
to be divoreed from geal changes.

@ Most relate to inputs and not output,
e.g. growth of exports or real govern-
ment revenue.

® Little account is taken of sectoral or
distributional impact.

® Single targets, as opposed to ranges,
are inappropriate given the levels of un-

certainty mevitably surrounding econo-
mies as poorly documented and as open
to exogenous shocks as those in Africa.
@ There are no built-in mechanisms to
alter targets if, despite fuil performance
on the government policy and practice
side, exogenous events or failure of the
economy to respond falsify the results,
or positive overall movement is too
slow.

The lack of success of IMF programs
in Africa—to a large extent drawn up by
IMF missions—and the substantial er-
rors in many projections raise questions
as to the adequacy of the IMF model,
the quality of its global economic fore-
casts, and the competence of its country
missions.

The IMF's insistence on measures
with ' social, political, and economic
costs, but not resource transfers which
could soften costs and speed output re-
covery, has caused couniries to delay
applying for programs and has length-
ened negotiations. As a result, their im-
balances become worse than if the
IMF’s stance had encouraged eartier ap-
plications and shorter negotiations.

The IMF's reputation for putting
forth “take it or leave 1t” proposals and
for pontificating on issues well beyond
those actually under negotiation hardly
contributes to smooth relations with
would-be borrowers. It is debatable
whether or not the IMF deters other
lenders or donors until it has reached
agreement with a country. However,
the Fund and the World Bank tacitly
agree that the Bank will not differ openly
on proposed IMF programs (especially
devaluation), nor will it grant structural
adjustment or sectoral support credits
until a Fund program is concluded.

Fund programs in Africa are, with
few excepdons, inadequate to achieve
lasting adjustment, 1.e. regaining man-
ageable current account deficits, Hidg-
etary balance, and growtn rates. The
inadequacies of the programs manifest
themselves in the following respects:
® Financingis insufficient, in most cases
less than 25 percent of existing current
account deficits, even when imports are
already cut to levels inconsistent with
minimum adequate utilization or mainte-
nance of existing capacity.
® Financing is over too short of a pe-
riod.
® The repayment terms are too harsh
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(over at most ten, or normally six years
from initial drawings), whether the ex-
ternal economic environment has al-
lowed rebuilding of import capacity or
not.

The IMF has argued that it is not in
the business of providing long-term
loans, but rather short-term adjustment
financing. However, it is apparent that
many African economies cannot adjust
and stabilize in less than five years. Nor
can they stabilize at all without substan-
tial bridging finance to restore imports
to the level necessary to rebuild govern-
ment revenue and export bases and to
reduce commercial arrears. The barrier
to IMF acceptance of this argument may
be cost—a more adequate sub-Saharan
Africa program might require net draw-
ings of $22.5 billion per year for five
vears, plus interest rate subsidies to
hold the cost to borrowers to 6 percent
a year (assuming 4 percent OECD infla-
tion rates). At present, the IMF does
not have the resources to mount such . n
enlarged program and several of its key
members would oppose attempts to
raise the necessary finance.

The IMF has, to date, done little to
mobilize World Bank structural adjust-
ment programs and bilateral balance of
payments, sectoral, and rehabilitation
soft credits and grants to meet the mini-
mum external financing needs for coun-
tries to achieve adjustment along with
rehabilitation and renewed growth.

Tanzania As An Example

Until 1979, Tanzania’s relations with
the IMF were mutually satisfactory. In
1974 and 1975, Tanzania used substan-
tial low conditionality drawings, espe-
cially the compensatory financing and oil
facilities. Its adjustment left it with a re-
current government surplus, 6 percent
output growth, a food surpius, and rising
external reserves over 1975-76. How-
ever, the 1979 and 1980 agreements
collapsed at their first quarterly review
and the 1981-84 period has been
marked by time-consuming, often acni-
monious and fruitless negotiations, with
no agreement forthcoming.

Tanzania's basic disagreement wich
the IMF is not ideological, if by that is
meant IMF capitalism is at odds with
Tanzanian transition to socialism. The
major ideological disagreement has
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been over distribution. Tanzania’s com-
mitment to protecting the real incomes
of minimum wage earners and peasants
ana to sustaining or expanding access to
basic services has not met with much
IMF favor or understanding. However,
failure to agree on a program has never
overtly turned on this issue.

Tanzania’s post-1978 » problems—
apart from the $700 million cost of the
war to depose Idi Amin in Uganda—
have stemmed primarily from the col-
lapse in the terms of trade and from the
drought over 1979-84. These factors
forced the government to cut back im-
ports and recurrent spending, which in
turn eroded maintenance, capacity utili-
zation, the government revenue base,
and exports. The government then ac-
cumulated $500-600 million in external
commercial debt equal to 25 to 30 per-
cent of recurrent revenue.

Tanzania was imprudent in 1977-78.
It liberalized imports and budgeted a
large current account deficit for 1977-
78—on specific and repeated IMF ad-
vice. Its 1977-80 recurrent budgets
were (unlike those before or since) fis-
cally reckless. In 1978-80), it used sup-
plier credit to sustain domestic fixed in-
vestment and allowed commercial ar-
rears to accumulate. However, these
were secondary failures—the basic
problems were infrastructure mainte-
nance, productive capacity utilization,
supplies of incentive goods, declining
manufacturing output (by 50 percent
over 1978-83), which eroded real tax
revenues, and above all, shortage of for-
eign exchange. Unused capacity could
not be shifted to export production; fall-
ing world commodity prices acted as a
disincentive to production; import cuts
consirained both food and export out-
put.

IMF Rigidity and
Tanzanian Reactions

Given the total divergence of IMF
and Tanzanian perceptions of the under-
lying economic problems, negotiations
centered on three particular measures:
devaluation, food subsidies, and pro-
ducer prices.

Tanzania has consistently sought
small (5 to 15 percent), phased devalua-
tions; the Fund has sought large
“shock” measures, 25 percent in 1979
and 1980, 60 percent thereafter. Dis-
cussions between the IMF and Tanzania
from 1979-81 over devaluation of the
Tanzaman shilling did not result in an
agreement. The IMF's request for a
massive devaluation resulted in a “no
devaluation” reaction. As aresult, actual
exchange rate changes were delayed by
about a year. Had the IMF agreed to
phased adjustment, the 17 shilling to the
dollar rate of June 1984 could have been
reached in mid-1983.

In 1980, food subsidies were cut and
limited to one product, maize meal.
Thereafter, subsidies accounted for
about 2 percent of recurrent spending.
IMF demands for tota! »emoval of subsi-
dies created a mirror-image opposition
to change, which, when combined with
the difficulty of phasing out subsidies
when real wages were falling, delaved
any additional action until 1984, when a
35 percent minimum wage increase and
decentralization of grain marketing per-
mitted their abolition.

From 1980 on, increases in producer
prices outpaced the cost of living and
climbed even faster than wages. IMF
demands for a 25 to 50 percent real in-
crease, in the face of falling availability of
consumer goods and minimum wage

Villagers weeding a Ize field: “Government food sbsidies wer ct}t abnd
limited to one product, maize meal”
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consuming power, were literally impos-
sible. Indeed, the 40 percent average
increases of 1983 and 1984 appear more
likely to raise inflation and marketing
body deficits rather than output.

The targets in the 1979 program
were unreaiistic—in the middle of a war
whose duration and cost were un-
known, this was hardly surprising.
Those in the 1980 program might have
been met. despite an unanticipated col-
lapse in the terms of trade, had actual
arrears been estimated correctly (the
IMF insisted on scaling down the Tanza-
nian estimate); had the World Bank
structural adjustment program been
concluded as projected; and, had the
IMF agreement remained in force al-
lowing drawings.

Since then, IMF-proposed targets
have been so rigid with respect to mon-
etary magnitudes and so optimistic over
the impact on prices of large devalua-
tions that their adoption would have led
to further failed agreements, failure to
pay government wages and salanes,
collapse of education and health ser-
vices, and/or mability of enterprises to
hold even constant inventories, let alone
expanded ones, to restore output.
From 1981-82 on, the rate of domestic
credit formation has been held below
that of inflation; real government spend-
ing has been cut; and government fi-
nance has been held near targeted lev-
els. Tanzania saw these as austerity
measures and as an indication of some
success in planning and management.
The Fund did not.

The record of Fund and Tanzanian ec-
onomic projections over 1979 to 1981
suggests that neither side was very ac-
curate, but that the Fund was less so.
The Fund repeatedly based its data on
inappropriate criteria, e.g. it computed
cost of living by random purchases and
not by official prices, and agricultural
out at by overall physical estimates,
sub equently priced and divided be-
tween household conswnption and mar-
keted output. Fund mission personnel
hardly inspired confidence in their ana-
lytical or empirical expertise. In 1980,
Tanzania, against its better judgme-t,
agreed to several target adjustments
which turned out to be based on bad
guesses uir misplaced optimism.

The Fund's negotiating tactics have
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been characterized by consistent lack of
tact. The IMF's criticisms of Tanzania
extended far bevond issues and policies
actually under negotiation, to discus-
sions of overall economic strategy and
management. The Fund ignored Tanza-
nia’s efforts to adjust downward re-
source use and to promote exports
(which, oddly, seemed of no interest to
Fund missions with the sole exception
of producer prices; indeed in 1984, the
IMF is believed to have advocated re-
imposition of export taxes). The IMF
also did nothing to create a working rela-
tionship with the Treasury or Bank of
Tanzama and did a great deal to mobilize
domestic opposition to any adjustment
measures.

The 1980 and 1983 mission meetings
with President Nyerere were peculiarly
disastrous. The first—probably unin-
tentionallyv—presented a still negotiable
set efproposals as a “take it or leave it”
ultimatum, and the second combined a
broad critique of socialism and self-reli-
ance with an assertion that Tanzania had
fatled to adjust at all. Neither meeting
should have been held. Inboth cases the
IMF’s munatory, headmasterish tone
and the president’s predictable negative
reaction led to recrimination and delay.

Based on present quota levels, the
potential IMF funding available to Tan-
zania over three years is on the order of
$400 million. A fairly conservative esti-
mate of the five-year requirement to
clear arrears, restore import levels to a
point adequate to reactivate idled basic
productive capacity, and to restore in-
frastructure, basic services, and the tax
base is at least $2 billion: $750 million
from the IMF, $500 million in World
Bank structural adjustment lending, and
$750 million in rehabilitation, sectoral,
and balance of payments support from
bilateral sources. Even based on the
most optimistic assumptions, repay-
ment could 1ot begin until the seventh
year and would need to be phased over
at least nine years. In other words, Tan-
zania’s requrements are twice the
IMF’s present lending level, and a dou-
bled repayment period would be needed
for the adjustinent program to stick.

On “linkage”, the Fund's present po-
sition is obscure. In 1980, the jointly-
drafted “letter of intent” noted that addi-
tional World Bark and bilateral finance

were necessary for the Tanzanian ad-
justment program to succeed. How-
ever, the IMF did little or nothing to
help ensure that they were forthcom-
ing. Over 1981-84, the deadlocked ne-
gotiations with the Fund have also pre-
vented negotiation of a structural adjust-
ment program (or a set of sectoral
support programs) with the World Bank
and have to varying degrees discour-
aged bilateral sources from responding
to Tanzania's proposals for expanded
funding for adjustment and rehabilita-
tion. If a Tanzania-Fund agreement is
reached, it will lend weight to Tanzania's
efforts to convene a conference to se-
cure Bank and bilateral finance.

Tanzania has not avoided, or since
late 1979, sought to avoid, adjustment.
It has cut real imports by about 50 per-
cent and per capita expenditures by al-
most as much since 1978. Fiscal and
monetary policy: have been tightened,
spending reoriented toward production,
and basic services and management im-
proved. Major efforts to reorient pro-
duction and investment toward exports
have been made. With steadily shrink-
ing import capacity, these measures
have bought time and averted the eco-
nomic collapse which otherwise would
have come in late 1980. The decline of
output has been held to 2.5 to 3 percent
a year, but at a cost of growing arrears
and a day-to-day juggling of both foreign
exchange and real resources. Time has
been bought, but to what end?

Unless an IMF-Bank-bilateral pack-
age can be achieved or a totally unex-
pected gain develops (such as a 50 per-
cent terms of trade improvement or a
substantial oil discovery), these efforts
will only limit hardship and avert a total
collapse. In this respect, Tanzania is like
many other African countries—it can-
not overcome an externally caused cri-
sis solely by domestic means. A more
flexible IMF approach, backed by more
finance, could be a significant compo-
nent of a five-year rehabilitation and re-
covery program. But without significant
changes in the IMF's present stance
with respect to sub-Saharan Africa
overall, such a development seems un-
likely. As John Williamson wrote in
1982: “The resulting perpetuation of a
tragedy does not reflect credit on any of
the parties.” O
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Opinion

A Strategy for Africa’s
Financial Management

There are a number of options that African leaders can avail themselves of
to maximize their financial, trade, and investment opportunities amid the

current economic crisis.

BY EKWOW SPIO-GARBRAH

W ith Africa’s economic and finan-
cial condition in mid-1984 show-
ing little improvement or cause for im-
mediate optimism, it has become more
urgent than ever for African govern-
ments to pay closer attention to the in-
terrelated tasks of managing debt, main-
taining good relations with the interna-
tional financial community, attracting
foreign investment, and promoting ex-
ports and tourism.

Of course, these tasks would be sim-
pler and less arduous if most of Africa’s
debts could be cancelled at a stroke or if
a massive new Marshall Plan-type re-
construction program could be devised
for Africa; if U.S. deficits and interest
rates could be reduced and Africa’s pri-
mary commodity prices increased; or if
substantial new funding could be pro-
vided for the multilateral financial insti-
tutions—the International Monetary
Fund (IMF) and the World Bank.

Unfortunately, the world is not so
simple. Nor are African nations suffi-
ciently organized to achieve these ob-
jectives. So while striving for these and
other laudable medium-term goals, Afri-
can governments need to take short-
term actions that would minimize the
continent’s financial hemorrhage.

Ekwow Spio-Garbrah counsels foreign govern-
ments and multinational corporations on thetr
mvestment, trade, and financial needs at Hill
and Knowlton, the New York-based international
consulting firm.
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African countries are still suffering
from the effects of the recent recession
in industrialized nations: a collapse in
commodity prices, declining aid and ex-
ternal capital flows, wide swings in ex-
change rates of the major convertible
currencies, and high interest rates. Afri-
ca’s economic health has, as usual, been
subject to the debilitating vagaries of the
international economic environment.
These external factors are severe by
themselves. But they are compounded
by a wide range of variables occurring
within Africa, such as excessive govern-
ment spending and financial mismanage-
ment, unrewarding exchange rates, fis-
cal and monetary policies, a notable un-
willingness to provide incentives to
agriculture—the most productive sec-
tor of African economies—and, in some
countries, overly adventurous political
experiments that have aggravated the
continent’s chronic post-colonial insta-
bility.

Added to these problems are natur-
al disasters—droughts, desertification,
bushfires, livestock and human dis-
eases—and the man-made tragedies of
internecine and border conflicts, coups,
mass deportations, and refugee prob-
lems. The combination foretells disaster
that is both predictable and well-chroni-
cled.

A constructive approach to address-
ing some of these issues lLes not so
much in the fashionable restatement of
the well-known causes, but in concrete
proposals for managing the controllable

elements while working to assuage the
effects of the unconfrollables.

There have been numerous reports
and proposals to remedy Africa’s eco-
nomic crisis. However, few meaningful
corrective steps appear to have been
taken. From the Cancun and Williams-
burg summits last year to the recent
London Economic Summit, from Com-
monwealth Secretariat meetings and
numerous conferences within the
United Nations system to annual re-
views by the World Bank and the IMF,
there is clear recognition, amid the pi-
ous declarations and solemn pronounce-
ments, that Africa’s condition is dire.

African governments, for their part,
issued the “Lagos Plan of Action” in
1981 to guide their collective economic
emancipation. The UN Secretary Gen-
eral, for his part, has appointed the Ex-
ecutive Secretary of the UN Economic
Commission for Africa (ECA) as his spe-
cial representative for Africa’s economic
crises. And in clear recognition of Afri-
ca’s worsening financial condition, the
ECA, OAU, and the African Develop-
ment Bank jointly organized a meeting
of African finance ministers in Addis
Ababa in June to discuss the debt situa-
tion.

While Africa’s debts may not seem as
overwhelming in absolute figures as
those of Latin America, they are serious
when measured in terms of debt service
requirements and ratios such as GNP to
debt, annual debt to annual exports, or
even per capita debt. According to an
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ECA report, Africa’s outstanding exter-
nz' debt is estimated to have increased
to $150 billion at the end of 1983, from
$143 billion in 1982. This, the ECA cal-
culates, represents about 180 percent
of the value of Africa’s annual exports of
goods and services, up from 161 per-
cent 1982 and 138 percent in 1981. Ad-
ditionally, to compensate for the drop in
concessionary lending and grant aid, pri-
vate commercial lending to Africa in-
creased from 32.5 percent of total capi-
tal inflows in 1971 to 39.5 percent in
1980. At the same time, average inter-
est rates on these loans jumped from
4.2 percent in 1971 to 10.1 percent in
1981 and are higher today.

Clearly, to the extent that levels of
productivity, production, rates of capital
investment, and export growth are
lower in Africa than in Latin America, it
is that much more difficult for African
countries to relieve themselves of their
debt burdens. While it should be noted
that this burden varies from country to
country and is exacerbated by the high
population growth rates in many parts of
the continent, ironically the lower abso-
lute debt of Africa vis-a-vis the Latin
American debtors reduces the bargain-
ing power of African debtors in negotia-
tions and subjects them to higher rates
and fatter front-end fees and service
charges then their Latin American coun-
terparts.

Not surprisingly, more than 30 Afni-
can countries have found themselves at
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the feet of the IMF in the last three
vears. According to that institution, 26
African countries were among the 37
nations whose multilateral debts were
rescheduled, mostly by the Paris Club,
between 1975 and October 1983. Of the
27 sovereign debt agreements resche-
duled or negotiated during the first nine
months of 1983, eight involved African
countries. At the end of 1982, eight Afri-
can countries were among the 27 most
indebted countries. Currently, the IMF
1s supporting economic adjustment in at
least 18 African countries with financing
of a paltry $3 billion. Several countries
also are negotiating with the Fund for
standby, extended fund, enlarged ac-
cess, or compensatory fiancing facili-
ties.

While the IMF invariably recom-
mends an unpalatable economic diet and
strict financial regimen for most of its
developing country members, there is
no 1cason why African governments
should intensify domestic political insta-
bility by casting the IMF as a “neo-colo-
nial devil” prior to negotiations. African
officials who ultimately agree to “sup”
with the Fund, accept its policies, and
promote them in their countries, soon
find themselves defending “devilish”
policies to their disbelieving populaces.

A country has to either accept mem-
bership in the F.nd—knowing its pre-
ferred policies and even working with
like-minded nations to change those pol-
icies at the multilateral level—or de-

cide, as some countries have done, to
have nothing to do with it. Certainly,
nearly 40 years after Bretton Woods,
and with significant changes in the global
financial configuration, the IMF is in
need of reform. But this must be done
multilaterally. Since the IMF has no real
domestic African constituency except
its member governments, Africans who
criticize their leaders for merely talking
to the IMF find that they have to swal-
low their words once they accept posi-
tions in government.

Beyond the lessons of dealing with
the IMF, African finance ministries and
central banks need to project more pre-
cisely the time profiles of their debt obli-
gations and forecast more conserva-
tively their export earnings, domestic
revenues, and future access to various
sources of finance. They must also mon-
itor more effectively their potential for
refinancing or prepaying their debts, not
only to adapt loan maturities to reve-
nues generated by projects financed and
to take advantage of new borrowings on
better terms where possible, but also to
factor in unanticipated expenditures and
reduced export earnings.

Obviously, improved ability to pro-
ject, forecast, monitor, and adjust vari-
ous internal and external macroeco-
nomic expectations requires that Afri-
can governments focus more closely on
efficient collection and analysis of their
debt statistics, including borrowings by
autonomous public corporations or even
private entities that borrow with gov-
ernment guarantees. These analyses
may be highly complex and should in-
volve computer-based models and sen-
sitivity analysis because of the volatility
of interest rates and the need te con-
sider a multiplicity of internal and exter-
nal scenarios. No matter how it is done,
there can be scant excuse, for example,
for the wide disparity in claims that ex-
isted between Nigeria and its creditors
during debt negotiations last year. (At
one point during those talks, Nigena es-
timated its short-term debts at $3.3 bil-
lion while its foreign creditors claimed
that it owed $6.6 billion. )

Beyond knowing at all times the cur-
rent status of their debts, African gov-
ernments must maintain a prudent but
persistent search for the best combina-
tion of external financial instruments. A
good borrowing strategy must, for ex
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ample, diversify the currency exposure
of external loans to minimize the impact
of interest rate and exchange rate fluc-
tuations. Debt currency diversification
would, for many African countries, also
imply a widening of trade and invest-
ment partnerships.

Agamn, while devaluations ought to be
approached cautiously, there must be a
philosophical willingness, when neces-
sary, to adjust to appropriate exchange
rates, since inappropriate rates, over
time, generate cost-price distortions
that negatively affect a country’s con-
sumption and investment patterns and
its trade balances. Certainly, inappro-
priate rates make export-oriented and
import-competing activities less profit-
able, unjustly rewarding bnefcase-tot-
ing middlemen and penalizing produc-
tive export-crop producers.

At the continental level, African coun-
tries should begin to play a more active
role in international debt discussions,
since there i1s no doubt that they, rather
than the larger debtors in Latin Amer-
ica, are most squeezed in the drying-up
of international lending. While numer-
ous high-level meetings among Latin
American debtors have not resulted in
debt repudiation or a debt cartel (and
the advisability of these is dubious), the
major commercial banks are aware of
the medium-term potential for taking
such radical measures. As such, the
banks are in a imore compromising mood
then ever before. In preparation for the
worst, some have already drawn up
debt repudiation strategies, including
the possible seizure and attachment of
liquid mobile and immobile national as-
sets held by sovereign debtors, over-
seas.

As Lord Lever, former economic and
financial adviser in the cabinets of Brit-
ish Prime Ministers Harold Wilson and
James Callaghan, wrote in the Wall
Street Journal of June 7, 1984: “The
banking system of the West has become
hostage to its overseas creditor. We are
not dealing with the isolated misjudg-
ments of two or three banks or the de-
fault of individual debtors. We are faced
with the worldwide overcommitment of
an interlocking banking system and po-
tential default of a scale that could ex-
ceed the entire capital and reserves of
most of the world’s famous banks. . .."”

On the heels of the near collapse of
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the Continental Illinois Bank of Chicago
(the eighth largest U.S. bank) and a
short-lived “scare” run on Britain’s Mid-
land Bank and Manufacturers Hanover,
the latter and other banks, such as Citi-
bank and Chase Manhattan, have been
persuaded by the financial markets to
adjust their quarterly financial reports to
reflect their non-performing loans.
With these developments, which are
bound to affect loan availability, major
African debtors, such as Nigeria, Ivory
Coast, Zaire, Zimbabwe, Sudan, Ken-
ya, and “sabon, need to mount effective
international financial relations and eco-
nomic information programs that can
explain persuasively to commercial and
mvestment bankers and their regulators
major projects and capital investments
undertaken with past borrowings, and
describe how new loans wil' serve not
only to enable repayments, but also for
investment in self-repaying and produc-
tive sectors of their economies. Donors’
conferences, visits by finance ministers
to major creditor banks, or increased
reliance on multilateral institutional
lending will not do the trick entirely.
For example, Nigeria—with a $17
billion foreign debt, a 21.7 percent debt
service ratio, a 24 percent debt-to-GNP
ratio, and an estimated $4 billion current
account deficit—or Ivory Coast—with
a $9.4 billion foreign debt, a 44.5 per-
cent debt service ratio, a whopping
116.9 percent debt-to-GNP ratio, and a

$1.16 billion estimated current account
deficit—simply cannot expect to con-
tinue doing business as usual without
the help of finely tuned international fi-
nancial relations efforts, which can,
among other things, help shave off frac-
tions of percentage points from their in-
terest rates.

And while the reverse capital transfer
from developing countries to the indus-
trial nations could continue—the net
negative transfer swelled to $17 billion
last year, from only $4 billion in 1982—
African countries can attenuate the neg-
ative impact of such capital shortfalls by
fostering more realistic attitudes and
creative approaches to foreign invest-
ment. Doubtless, the foreign investor
intends to make a profit, but the host
government should expect the same.

Contrary to African intellectual my-
thology, foreign investment in a country
is not a zero-sum game. However, the
odds may be stacked in favor of the in-
vestor if a government lacks either the
will or the capacity, or both, to negotiate
in its own interest and to supervise the
investor's activities effectively. By iden-
tifying, selecting, and contracting with
investors based on a country’s stated
investment and economic development
priorities, a government can benefit
from foreign capital, technology, and
skills while providing the investor with
incentives and the ability to transmit le-
gally earned profits.
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Africa remains the world's richest
continent in natural resources. Tuere is
no reason why an nordinate fear ol
multinational corporations or overly
zealous adherence to political dogmas
should be permitted to impe ' the con-
tment’s development for the benefit of
all its peoples.

In seeking mvestment, African gov-
ernments cannot passively expect in-
vestors to come to them. What they get
with that attitude are fly-by-night busi-
nessmen who are looking for a quick kill,
and whose head offices may exist only
on their business cards. A search for
serious investors with long-term inter-
est in a country is a slow, meticulous
process best handled by professionals
with in-depth knowledge of the foreign
markets and industnal sectors in which a
government is interested. Once serious
mvestors are identified and attracted,
government negotiators can take over.
It is painful, if not shameful, to read Afri-
can countri»s’ investment brochures
that are several years out of date and
that contain introductions signed by de-
posed presidents or dismissed minis-
ters.

A more serious and professional ap-
proach to export promotion is another
way in which governments can try to
manage debts and increase foreign ex-
change availability. True, Africa’s major
exports are unprocessed commodities
that are subject to external price manip-
ulations. But because prices are deter-
mined on the basis of current and future
demand and supply projections, there
are many creative, yet unexplored,
ways through which primary coinmod-
ity producers can collectively engineer
higher prices for their output. In addi-
tion, notwithstanding the cold winds of
protectionism, there are lucrative ex-
port market niches that African govern-
ments can identify and exploit for their
fledgling manufacturing industries.

The Lagos Plan of Action endorsed
import substitution industries as best
for Africa, whereas the World Bank's
1981 report, Accelerated Dev-lopment in
Sub-Saharan Africa, recommended ex-
port-oriented industries. But there is no
reason why governments cannot plan
import substitution industries that will
initially satisfy internal and regional de-
mand and eventually supply overseas
export markets as well. African textiles,
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processed wood products, seafood
products, handicrafts, iewelry, and
spices hold particularly good prospects
for certain foreign markets.

Another potential source of toreign
currency liquidity for African govern-
ments is the tourism sector. Here, de-
epite feared socio-cultural problems,
many African countries have promoted
tourism for quite some time and have
gained valuable experience. But even
well-known tounism destinations, such
as Kenya, Senegal, Morocco, and Ivory
Coast, face serious and often better or-
ganized competition from Caribbean,
South American, and Pacific countries.
Increasingly, African countries will re-
quire creative approaches simply to
maintain their current traffic, especially
as airline costs zoom into the strato-
sphere.

With increasing numbers of Africans
now opting to live and work overseas,
African governments car learn a lot
from the southern European nations and
from such countries as Turkey, Paki-
stan, India, and Egypt, which ea.  con-
siderable amounts of foreign currency
from remittances from their nationals
working abroad. But, once agamn, Afri-
cans living in the diaspora will only re-
spond to exchange rates that do not un-
dermine the value of their transfers.

With the failure of the London Eco-
nomic Summit to address the mounting
problem of global debt, developing
countries, including African nations,
now realize that they must seek their
own salvation. Whether to seek imme-
diate reductions or a cap on interest
rates (as some foreign bank regulators
have proposed), to ask that bank ser-
vice fees be tied to the real cost of funds,
to demand an extension of payment pe-
riods and longer maturities, or to seek
the alignment of a country’s debt ser-
vice to a percentage of its export re-
ceipts are questions over which Africa’s
central banks and finance ministries can
no longer dither.

Other proposals for ameliorating Afri-
ca’s debts that are worthy of consider-
ation include the conversion of some
project financing of resource-based in-
dustries into equity (although some
countries could see this as a diminution
of sovereignty) and the encouragement
of the practice reportedly begun by
some German and Swiss banks of con-

verting a sovereign borrower’s dollar
debts into the currencies of the lending
banks (to reduce the harmful effects of
dollar appreciation). Also worth consid-
eration are the use of variable maturity
loans, contingency-based payments, or
foreign lending insurance facilities.

To be sure, foreign bank regulators
and legislators prefer more stringent
loan loss provisions for the banks: the
U.S. Federal Deposit Insurance Corpo-
ration and the Comptroller of the Cur-
rency have proposed, for example, that
U.S. lenders be required to maintain a
minimum_ capital-to-asset ratio of 5.5
percent to minimize under-capitaliza-
tion. The banks, for their part, are ea-
ger to protect their shareholders’ earn-
ings. It is estimated, for instance, that a
$5 drop in the price of Citibank stock
could cost its roughly 59,000 sharehold-
ers $600 million.

The short-term prognosis for Africa’s
economic health remains gloomy. While
the continent’s economic malaise is
partly caused by uncontrollable external
forces, African governments have the
collective power to influence some ex-
ternal variables to their own benefit.
And clearly they can do more about
those domestic factors that are within
their centrol.

At the very least there has to be
greater coordination and consultation
among African debt agency officials, just
as creditors consult with each other to
adopt common positions. Additionally,
efforts to seek reform of the IMF ad
increased funding for the multilateral in-
stitutions should be pursued. And pres-
sure for reductions in tariff and non-tariff
protectionist barriers in the industrial
countries should be maintained.

Questions remain: Will African gov-
ernments seek to maximize their finan-
cial, investment, trade, and tourism op-
tions ina compley, competitive, interde-
pendent global economy or will they
seek options bordering on disengage-
ment from the international economy?
Will they continue to mortgage the
enormous potential for matenal growth
of their economies through conscious or
unintended restraints on entrepreneur-
ship, and blatant mismanagement? And
will some of them relieve themselves of
their misconceived policies that have led
to the dashed hopes and thwarted aspi-
rations of their peoples? ]
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In Washington

Reagan’s Private Sector Initiative

in Africa

The Reagan administration is promoting its private enterprise approach as
a solution to many of Africa’s economic problems. Congressman Don
Bonker suggests that there is nothing new in this approach, and he
questions how effective it really is.

BY DON BONKER

hen the Reagan administra-
tion with great fanfare un-
veiled its “new” private sector ap-
proach to development in 1981, it
raised fears among many observers
in Congress and in the development
community that the basic human
needs philosophy underiying U.S.
foreign aid programs would become
emasculated by, if not altogether lost
in, a magic-of-the-marketplace men-
tality. Rather than seeking to incor-
porate this “new direction” into the
existing programs of the Agency for
international Developmeant's (AID)
functional and regicnal bureaus, as
had been done in the late 1870s with
environmental and naturai resource
concerns, the administration set
about creating a new structure—the
Bureau for Private Enterprise (PRE).
With the Reagan administration at-
taching great importance and pres-
tige to it, PRE was initially perceived
more as a competitor than represent-
ative of a new emphasis to be inte-
grated into existing programs. No-
where would this perception of com-
petition with the basic human needs
approach to development seem more
apparent than in Africa.
Had the global economy been
stronger, the administration’s new di-

Congressman Don Bonker (D-Wa.) 1s chatrman
of the House of Representatives Subcommuttee on
International Economic Policy and Trade.
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rection might well have been trans-
lated into appeals for increased trade
and reductions in aid. But the end of
the energy crisis, combined with the
U.S. recer on, put U.S.-African
trade on a <1..p downward trend. In
1982, for example, U.S. imports from
sub-Saharan Africa fell by 15 percent,
due particularly i d :<lines in oil pur-
chases from Niger.1. In the same
year, U.S. exports were off by almost
7 percent, from $6.6 billion in 1981 to
$5.4 billion by 1982. In the face of
such trade stagnation, and the severe
debt problems encountered by some
African nations, trade-promotional
aid becarne the basis for the adminis-
traton’s pregram.

Now, weli into the fourth year of the
Reagan administration, it is appropri-
ate to ask how the free enterprise
rhetoric has been translated into AID
and other government foreign assist-
ance programs in Africa, and what
impact these programs have had on
development in the continent.

AID's Bureau for Private Enter-
prise, headed until recently by Elise
Dupont, is the bureaucratic ceriter-
piece of the free enterprise emphasis.
Since its creation in early 1981, the
bureau has operated on a budget of
about $15 million per year. PRE also
oversees some $150 million annually
in funds “set aside” under AID's regu-
lar regional and functional programs.
A special revolving fund, approved by
Congress in 1983, will enable the bu-
reau to finance small projects and re-

invest in new projects without de-
pendence upon annual authoriza-
tions and appropriations, once a $60
million initial capitalization level is
met. The fund has a ceiling of $100
million and will be replenished by loan
repayments. No more than 20 per-
cent of the revelving fund's total re-
sources can be allocated to any one
country. By the end of fiscal year
1984, out of a total budget ailocation
of some $40 million, PRE will have
loaned $6.5 million for specific pro-
jects and will have provided an addi-
tional $1 million in technical assist-
ance to ccuntries in Africa—about
one-fifth of its total resources.

The Bureau for Private Enterprise
got off to an agonizingly slow start.
The first year was spent sending out
sur.ey missions made up of repre-
sentatives of the U.S. private sector,
contracting out for reports on the pri-
vate sector climate in selected coun-
tries, and conducting seminars by the
Young Presidents’ Organization. Fi-
nally, in early 1982, the bureau got
around to project development, de-
ciding to “target” its activities in 12
countries. Three sub-Saharan coun-
tries made the target list: Ivory Coast,
Kenya, and Zimbabwe. Two projects
in Kenya have begun, but negotia-
tions are still ongoing on several in
Zimbabwe and lvory Coast. In addi-
tion, divestiture of a state-owned farm
has been completed in Malawi, and
projects in Liberia, Mali, Zambia, and
Sudan are on the drawing board, al-
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though these countries are not on the
target list.

To date, PRE's principal focus in
Africa has been Kenya, and the coun-
try has, in fact, already run up against
the 20 percent funding ceiling on the
revolving fund's commitments. In
January 1983, PRE signed a $2.5
miition loan to the Kenya Commercial
Finance  Corporation  (KCFC),
matche " Yy $2.5 million in local cur-
rency wwom KCFC's own funds. The
combined $5 million is earmarked ex-
clusively for lending to small and me-
dium-sized private Kenyan agribu-
sinesses and light manufacturing en-
terprises. Nearly one-third of the $5
million had been disbursed to 18 sub-
borrowers by April of this year. The
sub-loans range in terms from four to
six and one-half years, and so far, 78
percent have gone to new busi-
nesses. All of the recipients are small
enterprises located in rural areas.
Among the sub-borrowers are a nl-
ing operation for corn and other cere-
als, a sugar cane hauling service fr. n
farm to factory, a tractor-leasing oper-
ation, a distributor of animal feeds
and farm implements, village bak-
eries, a new manufacturing facility for
multi-use adhesives, and a plant for
insulated electric cables.

PRE has also loaned $2 millionto a
local tannery in Kenya to produce
leather products for export. The loan
is for 12 years (with a two-year grace
period) at a 10 percent interest rate.
The bureau has also provided sup-
port to a $1 million program to formu-
late management training courses for
accountants through the Accounting
Association and Institute for Certified
Public Accountants; for loan officers
with emphasis on the needs of small
businesses through the Banking As-
sociation and Institute for Banking; for
strengthening the management and
consulting skills of the Kenya Wom-
en's Finance and Trust; and for the
establishment of a small business mi-
crocomputer training center at Kenya
Polytechnic. The contributions of the
participating institutions will consti-
tute more than 50 percent of total pro-
ject cost.

Kenya has also been the benefi-
ciary of the only two “set-aside” pro-
jectsin . ‘rica: $41 million in follow-on
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funding to the Kenya Commercial
Bank project, and a $1 million com-
munity-level small business develop-
ment project. These are programs
with a specific private sector compo-
nent, supported by AID functional
and regional bureau accounts.

In Zimbabwe, PRE has funded sur-
veys of the local business environ-
ment by Business International for
use of local and U.S. investors, and
lent support to a private trading com-
pany to provide financing for export
and import services to accelerate
trade as part of its technical assist-
ance efforts.

PRE provided funding for a similar
survey of the business climate in
Ivory Coast, and recently helped with
the creation of a joint agricultural con-
sultative committee thcie for the pur-
pose of identifying investment and
joint venture opportunities.

The bulk of the administration’s ef-
furts in Africa, however, have em-
erged from pre-existing aid programs
such as the Housing Guarantee and
Agricultural and Rural Development
programs. These programs have
long had a private sector emphasis.
n Africa, as in other parts of the
world, farms constitute the vast ma-
jority of private businesses. Since it
created the housing guarantee pro-
gramin 1961, AID has used the U.S.
private sector as a conduit for hous-
ing development projects by guran-
teeing loans to Third World housing
authorities which, in turn, purchase
materials and services from the pri-
vate sector.

So far under the Reagan adminis-
tration, about $80 million in housing
guarantee funds have been autho-
rized for projects in Africa out of a total
program of some $400 million. Since
fiscal year 1981, Botswana has re-
ceived $15 million under this pro-
gram; Zimbabwe, $36 million; Kenya,
$20 million; and Ivory Coast, $10 mi!-
lion. In 1984, $148.6 million out of th
total $350 million agricultural and ru-
ral development program is sched-
uled to be expended in sub-Saharan
Africa with emphasis on agribusi-
ness, rural industries, and private ag-
ricultural service enterprises.

The Trade and Development Pro-
gram (TDP), affiliated with AID, has

proved probably the most innovative
and effective at involving the U.S. pri-
vate sector in developmentally wor-
thy projects. It is, again, a program
that preceded the current administra-
tion, but with strong Congressional
support, the administration has in-
creased its funding. Congress raised
its authorized funding leve! steadily
from an initial $3.8 million in 1980 to
more than $20 million in 1984. It is
currently operating on $13 million an-
nually—the amount requested by the
administration and appropriated. Afri-
ca's share of TDP project funding has
gradually grown over the years from
4.5 percent in 1980 to about 13 per-
cent in 1984.

The prooram provides funds for
feasibility studies by American firms
of projects that are not only develop-
mentally sound but, if carried out,
would result in substantial U.S. ex-
ports. The theory on which the pro-
gram is based—that feasibility stud-
‘es performed by American firms give
aninside track for follow-on exports of
materials and services—has proven
itself. More than $40 in follow-on U.S.
exports have been directly generated
for each federal dollar expended un-
der the Trade and Development Pro-
gram.

Recent TDP-funded feasibility
studies and projects in sub-Saharan
Africa include:

® In Swaziland, a $75,000 study of
the feasibility of manufacturing con-
struction-quality brick and ceramic
tile, which presently must be im-
ported. The U.S. firm conducting the
study is a poiential investor in the pro-
ject if it proves attractive.

® In Kenya, a $350,000 study of the
feasibility of expanding the port of
Mombasa, the best natural East Afri-
can harbor north of Durban. If the ex-
pansion project is eventually under-
taken, it represents an opportunity for
more than $200 million in U.S. ex-
ports.

® In Gabon, a $250,000 feasibiiity
study of port and road construction to
facilitate the development and mar-
keting of the country’s forestry re-
sources. This investment has already
led to purchases from the U.S. of
more than $675,000 of goods and
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services related to port and road pro-
jects.
® In Nigeria, a $93,000 feasibility
study of opportunities for American
agribusiness investments there has
led to the delivery or contract for
some $37 miillion in U.S. goods and
services. Another $185 million in
American products and services are
xpected to be realized within the
next four years.

The Overseas Private Ir,vestment
Corporation (OPIC) is yet another el-
ement of the administration’s private
enterprise approach. Created by
Congressional initiative in the first
Nixon administration, OPIC provides
political risk insurance and in some
cases, investment guarantees for de-
velopmental projects in less devel-
oped countries. OPIC has organized
investment missions to lvory Coast,
Ghana, Nigeria, Cameroon, and
Kenya. Partly as a resuit of these mis-
sions, in fiscal years 1980-83, 23 per-
cent of OPIC insurance and financial
guarantees went to projects in sub-
Saharan Africa, altiiough that region
has traditionally attracted only about
5 percent of totai U.S. foreign invest-
ments. During the previous three
years, OPIC provided $344 miiliion in
political risk insurance and $155 mil-
lionin loans and loan guarantees, ac-
counting for about $300 million in new
U.S. investment in the region. Since
1978, OPIC has paid $33 million in
claims to U.S. investors on projects in
Africa, all of them for iosses due to
inconvertibility of funds.

OPIC's review of projects for devel-
opmental value, which has been
closely scrutinized by Congre s, in-
cludes not only generation oi local
employment, but foreign exchange
earnings, generation of tax revenues,
and related economic activity. The 53
OPIC-supported projects in sub-Sa-
haran Africa in 1980-82, 60 percent of
which were in countries with per cap-
ita incomes of $680 or less in 1979
doliars, are expected to generate
7,00C new jobs, $612 million in for-
eign exchange savings, $133 million
annual tax revenues, and $709 mil-
lion in related economic activity.

Unfortunately, despite its ex-
panded role in foreign policy-making
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and in shaping foreign assistance
programs, Congress still lacks the ca-
pability to evaluate the quality of
many of these programs at the pro-
ject level. It must depend heavily on
the bureaucracy’s skills in selecting
projects that truly contribute to the ba-
sic human needs mand:‘e. The in-
creased emphasis on frllow-on ex-
port benefits, which the “private en-
terprise” approach includes, surely
increases the risk of increased U.S.
support for projects which are less
than optimum from the viewsoint of
their development impact At the
same time, there is no indication that
private enierprise involvement is, by
definition, less developmental than
government-sponsored, public sec-
tor projects.

“A number of AID missions
have found themselves
rewriting existing projects
to highlight their private
sector benefits in order to
jump on the bandwagon.”

All of which is to say that, in prac-
tice, there is very littie new in the “pri-
vate enterprise” approach. At worst, it
is a somewnhat deceptive rewrapping
of existing programs and practices.
As could be expected, a number of
AID missions as welt as the functionai
and regional bureaus in Washington
have found themselves rewriting ex-
isting projects to highiight their private
sector benefits in order to jump on the
bandwagon. The mest graphic evi-
dence of the deceptiveness i~volved
the attempt, in testimony by various
administration officials. tc portray Ec-
onomic Support Funds (ESF) as part
of the “private enterprise” approach
because monies under that program
are available to pay foreign current
account deficits, many of which are
unpaid accounts with foreign firms for
imports.

At best, the private enterprise initia-
tive demonstrates a renewed empha-
sis on the importance of private sec
tor activity and the contribu
make to economic developmeri.. « 1is
has enabled an administration othe:-
wise hostile to government-sup-

ported foreign aid to justify and main-
tain such programs. As such, it would
appear to be a small price to pay for
the preservation of these critical pro-
grams.

For African nations, the private en-
terprise direction has unsurprisingly
meant no dramatic increase in U.S
foreign assistance, nor has the rela-
tively small amo 'nt of funding de-
voted to this effort taken a huge bite
out of traditional foreign assistance
accounts. It may even have helped to
preserve at ieast pre-existing levels of
support. U.S. bilateral aid to Africa
has increased from about $200 mil-
lion in 1975 to about $800 miliion this
year, and the U.S. continues to pro-
vide about 10 percent of all Official
Development Assistance to Sub-S:
haran Africa. The major (and perhaps
only) impact one can clearly pointto is
that the policy has tended to benefit
private sector-oriented economies,
like Kenya's, at the expense of gov-
ernments in the region which prefer
greater public sector involvement.
Even that redistribution within the
continent, however, has been iess
than could have be~ nected from
the vigor of the a  istration’s early
rhetoric. ]
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I~ France 110 FF _J Eng'and £11 l
|5 Other European Countrics U.S.$20

i} Africa U.S.$22

I3 Asia U.S.$25 l
) North and South America U.5.$28

All subscriptions are sent by air mail except for France. l
| am enclosing l

|5 a bank cheque _! a postal mones ‘er

NAME . . . T aSrioes sesrstonsrn Yo
(Last) (First)
Address — . B
Postal Zone : : o cressecasssnirannsns (GERY
Country S e
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For free sample copy, write to head offi~e in Puris.




Now in its seventh year, South Africa/Namibia Update is a concise four-page newsletter
focusing on the last white-controlled countries in Africa. Published monthly, it provides
timely, objective coverage of U.S.-South African relations.

Please enter my subscription as indicated below:

$24/1 year (First-class within USA)
$34/1 year (Air Rate Overseas)

NAME
ADDRESS
CITY STATE ZIP

The total amount of my order is $

] Please bill me

[] My check is enclosed (please insert card and check in your own envelope). Make
checks payable ta the African-American Institute.



BUSINESS REPLY CARD

¢: FIRST L £ PERMI™ NO. 7578 NEW YORK NY

south africa g namibia
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African-American Institute
833 UN Plaza
New York, N.Y. 10017

No Postage Stamp
Necessary if Mailed
in the United Sictes




OVER 100,000 READERS

EVERY WEEK...

1
2
3
4 Cape Verde Is
(West of Senegal)
5 Central African
Republic
6 Chad
7 Conge /
8 Equatonal J 20 Sao Tome &
Guinea 14 Liberia Principe
9 Gabon 15 Mali 21 Siema Leone
10 Ghana 16 Mauritania 22 The Gambia
11 Guinea 17 Niger 23 Togo
12 Guinea Bissau 18 Nigena 24 Upper Volta
13 Ivory Coast 19 Senegal 25 Zaire

who would like details of Rates and
Special Features, plus an Information
leafiet and specimen copy, should
contact
STRUBE COUBXLIN ASSOCIATES,
112 Laurel Avense, Larchmest, New York 10538.
Tolophons (914) 834 0228. Tolex 68340.

..rely on WEST AFRKR magazine to bring them the
news and information that matters — quickly and

accurately.

Since 3 February 1917 WEST @FRIR has been the
leading authority on West African affairs.

@FRICAA reports on events and supplies weekiy

valuable background information in all 25 West
African nations. Coverage includes:

* % % % %

West African current affairs
political and economic commentaries

news anc_j yiews on markets and investment
opportunities

industrial and commercial information
art and culture

Subscribe TODAY to

WEST AFRICA

Complete the Coupon
to receive a FREE cBpy or
-to take out a Subscription.

The ONLY magazine that gives you

first-hand news
and analysis of

West African affairs

EVERY WEEK

AIR AIR
SUBSCRIPTION RATES [ AR . | Wi,

U.S.A., CANADA 52 weeks| US$75.00 | US$95.00
& S. AMERICA 26 weeks| US$40.00 | US$50.00
AFRICA & 52 weeks £37.00 £50.00
MIDDLE EAST 26 weeks £19.00 £26.00
AUSTRALASIA, 52 weeks £44.00 £52.00
JAPAN & FAR EAST 26 weeks £23.00 £29.00
EUROPE & EIRE 52 weeks £35.00 £39.00

26 weeks £18.00 £20.00
OTHER COUNTRIES 52 weeks £44.00 £52.00

26 weeks £23.00 £29.00

* AIR MAIL direct posting from London to suhscriber's address
* AIR SPEEDED by air to rountry of subscriber and thence by internal mail

r Complete this coupon and mail it to: West Africa,
53 Holborn Viaduct, London EC1A 2FD, U.K.
Telephone (01) 236 5511  Telex 892420 ’

[0 Send me a FREE COPY of West Africa.

O lenclose USS ...... cheque/International Money Postal |
Order* for 6 months/12 months* subscription.

| O Air speededt O Air mail* * Please check or delete |
NAME s e e o e e ek efeetmte |
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Bargain for a beautiful Dan
mask in the morning and enjoy a
delicious martini in the evening.
The excitement, beauty and so-
phistication of West Africa is wait-
ing for you.

The African mask is not a
disguise. Nor is the wearer a man
pretending to be a god. Rather,
mask and man become a god who
is visible in its real form.

Music and dance were the
first African arts to attract the at-
tention of travelers and histo-
rians. A shieldfrom ancient
Greece depicts an African
trumpet player. African sculpture
was not appreciated until the end
of the 19th century.

Among the Dan people who
live in the Ivory Coast, the impor-
tance of a mask is in proportion to
its size. The biggest, most impres-
sive ones, the “Masks of Peace,”
are sufficiently powerful to end
hostilities between villages.

Much of the great African art comes
from West Africa, and the best way to get
to and around West Africa is to fly Air
Afrique. We have the most complete
schedule of interconnecting flights be-
tween West African cities, New York, Eu-
rope and the rest of Africa.

Part of the
fun of West Afric
is bargaining.
here are the rules
successful

the price you're
willing to pay.
2. Never hurry. 3.
Always keep your
sense of humor.

While African food is both varied
and delicious, you'll be pleased tc know
that should you get a craving for Italian
food, or French food, or Oriental food, you
can usually find instant gratification in any
major city.

By the way, if you like hotels with air
conditioning and swimming pools, you will
find a hotel to your
liking in virtually
every West African
capital city.

The Croess of Agadez, The Bateke people of the Republic of the Congc ha
one of the most famous silver  of a boy child, a statue is carved by a talented villager. T
jewelry designs in all of Af- the boy until he reaches puberty. Although the quality of th

rica, is worn by the Tuareg  best of them are worthy of a place among the k
people of the south Sahara .

desert in Niger. Ancestors appear frequently in the ﬁ

West African people. This emphasis reflects a basic

~bout the nature of African existence, that is that each
rican is what he is and has what he has as a mem
family, i.e., the descendant of an ancestor. It is thé
sculpture that so amazed European cubists ai **

of this century.

istent, the

The great wealth of West African art is j
hours away on = 'uxurious, non-stop Air Afrique jet fro
JFK. For more information write: Marketing Manag
Air Afrique, 683 Fifth Avenue, New York, N.Y. 1002
Or call your Travel Agent or your nearest Air Afriqu

Air France ticket office. g
Traditional African cultures use A’R @ AFR’O”E

basketry for a wide variety of purposes. - ) -

Everything from houses to milk bottles Africa begins with Air Afrique.

are woven in beautiful designs And it’s just seven hours to the New Sun...
from plant materials. West Africa.
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America’'s Leading Magazine
on Africa

Please enter my subscription as indicated below (six issues per year):

IND!VIDUAL INSTITUTION

$21/1 year $28/1 year —Regular Mail to Canada/Overseas: Add $6 per year.
$39/2 years $53/2 years —Air Rate Overseas: Add $24 per year.

$56/3 years $72/3 years —First-class within USA: Add $7 per year.

NAME e

ADDRESS :

CITY STATE ZIP

The total amount of my order is $
[J My check is enclosed (Make checks payable to Transaction Periodicals Consortium).
[ Please bill my: [JMasterCard []VISA

N

Expiration Date __Interbank ho.

Signature



