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ANNEX I

Deglaration on Africa's external debt crisis adopted by the Assembly
of leads of State and Government of the Organization of African Unity
at its third extraordinary session

EAHG/Decl.l (TII)

1. We, the lleado of State and Government of the Organization of African Unity,
meeting at our Third Extraordinary Assembly in Addis Ababa, Ethiopla, from

30 Novembor to 1l December 1987, have examined in depth the African debt orisis with
a view to adopting, on behalf of our Governments and pooples, a common position in
the gpirit of solidarity and unity of our people. We are gravely concerned that
Africa's external debt and excessive debt-service payment is a major impediment to
the full implementation of the Africa's Priority Programme for Economic Recovery
1986-1990,

2. We have, since 1984, persistently urged the international community to address
in a comprehensive manner, the critical economic situation confronting our
countries as a resgult of the mounting debt-service burden. Considering the
saoriousness of the extcernal debt cxisis, successive chalrmen of the OAU hava since
1985 pleaded our case with our partners for the convening, as a matter of urgency,
of an International Conference on Africa's External Indebtedness to provide a forum
for international creditors and African debtor countries to discuss the debt
problem with a view to arriving at appropriate emergency, short, medium and
long-term concrete and comprehensive measures to alleviate the excruciating
debt~sorvice crisis that our countries are faced with.

3. We continue to believe that a viabhle debt strategy should take fully into
account our economic and social develupment neaeds and, in particular, the need to
mobilize the necessary resources required for the implementation of the United
Nations Programme of Action for African Economic Recovery and Development
1986-1990, which was adopted by the 13th Special Session of the United Nations
General Assembly.

4, We wish to recall solemnly that, for our part, the cconomic and social
development of our peoples remains our primary objective. We reaffirm further that
our evternal debt constitutes contractual obligations entered into individually by
our Member States, and which they intend to honour. However, despite our
willingness to pay, our present economic crisis, particularly the low level of our
exXxport earnings, makes it extremely difficult for us to honour our obligations.

The problem of indebtedness is historically linked with that of development; its
golution lies primarily in Africa's ability to engender real development.
Consequently, developed countries and international financial institutions have the
duty and responsibility to contribute to the solution of Africa's external debt
problem through, in particular, a substantial increase in resource flows to African
countries on concessional terms.

5. We believe that the debt crisis of Africa will only be solved by an overall
and equitable approach within the framework of an inteqrated, co-operative
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development oriented strateygy that takes into account the particular
charactoristicg of the debt crisis in Africa. In view of the interdependance
between the cconomies of the debtor and the creditor countries the strategy for
polution of the debt problem will need to be based on co-oparation, continuous
dialogue, and shared responsgibility, and should be implemented with flexibility in
an environment of strengthoned international co-operation hearing in mind the
General Assembly and UNCTAD rcosolutions adopted in that rcgpect.

6. In full golidarity with the Group of 77 and the Non-Aligned Movement we
reiterate our common position that a lasting solution to the external debt problem
of developing countries can only be found within the framework of comprehensive and
parallel actions in the major economic sectors, in recognition of the
interdependence among the external debt issues, flow of developnent asaiatance,
improved international trading system, improved commodity prices and the reform of
the international monetary aystem.

7. We wish to recall that the present economic backwardness of our continent is
the direct result of colonialism the erfects of which are still being felt, We
reaf firm that the development of our continent is the primary responsihility of our
Govaernmonts and peoples. In fulfilling this responsibility, we adopted in 1915 the
Africa's Priority Programnd for Economic Recovery in 1986-1990. We have taken
appropriate moasures to implement the commitments we made individuaily and
collectively in that programme. We have instituted reforms at great social and
political costs to our peoples and Governments. We have adopted economic reforms
and structural adjustment measures that are aimed at redressing our present weak
economic structure and have reordered our priorities and have also adopted
strategles to facilitate an accelerated recovery and long-term development of our
economies. However, our efforts are being undermined by the exasperating and
eicruciating debt-gervice payments, the hostile economic and political
international environment including deetahilization acte of apartheid South Africa
against southern African States and the failure of the international community to
live up to its commitment to provide Africa with substantial increase in resources.

8. We note, with appreciation that Governments of a few developed creditor
countries have taken or announced measures to cancel debt owed to them by some
African countries. We urge all Governments of creditor countries to extend to all
African countries and particularly to the least developed and low-income countries,
these measures which should be implemented unconditionally, as a matter of

urgency. We further urge the creditor countries which have not yet done s0 to
emulate this example.

9. We therefore call upon the international community, in particular the
developed countries, international and regional financial institutions and private
commercial banks to take immediate measures as set out in the African Common
Position on Africa's External Debt Crisis to alleviate the debt burden of our
countries, in particular to reduce the stock of our debt in order to help our
countries resume growth., Such measures should include:

(a) Contributing effectively to improved international economic environment
that will be conducive to economic recovery and accelerated development, through,
in particular, improved export prices for African primary commodities and removal
of protect.-~~inst, quota and tariff measures impeding the export ot African raw

/oo.
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materials, manufactured and semi-processed goods to developed countries and
defreezing of African funds in foreign banks)

(b) Increased resource flows to Africa throughs
- increase in grants in bilateral assistance)

- increase in the grant elnment in the financing of international and
regional financial institutions)

- reduction in interest rates and extension of the repayment period and
grace period of financial and commercial loans for all types of new loans)}

- qranting 50 years repayment and l0-year grace peri.<1 for the repayment of
all new loans)

{c) 'The total amount of the debt service of a debtor country should not
exceed a reasonable and bearable percentage of ite export earnings)

(d) Conversion of all past official bilateral loans into grantsg

(e) Suspension of external debt-gervice payments for a period of 10 years,
gtarting from 1988, the scheduled date for the holding of the International
Conference on Africa's External Debt)

(£) Adoption of the following principlaes within the framework of the
reneqotiation of Africa's debt:

- payment of part of official hilateral debt in lccal currency)

- reduction of real interest rates on existing loans, the lengthening of
maturity and grace periods for private loans;

(g) Multi-year rescheduling of a minimum of five years should be the norm,
with maturities of at least 50 years, 10 years grace and zero rate of interest.

10. with a view to constructive dialogue that should lead to the adoption and
implementation of the measures embodied in the African Common Position on Africa‘'s
External Debt Crisis, we renew our call for the convening of an International
Conference on Africa's External Indebtedness.

11. We mandate the current Chairman of the OAU to hring the African Common
Poasition on Africa's External Debt Crisis to the attention of the international
community with a view to the convening of an International Conference on Africa’s
External Indebtedness in 1988.

12. We request the Permanent Steering Committce with the assistance of the

secretariat of the OAU, the secretariats of the ECA, the ADB and ACMS to intensify
the technical preparations for the international conference.

[ooe
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ANNEX I1

African Common Pogition on Africa's External Debt Crisis,

adopted by the Asgsembly of Heads of State and Government

of the Organization of African Unity at its third
extraordinary sesgion

EWHG/2 (1II)
PREAMBLE

1. We, the Heads of State and Government of the Orgaunization of Afrisan Unity,
meeting at our Third Extraordinary Assembly, in Addis Ababa, from 30 Novembe: ,to

1 December 1987, having exawmined in depth the African debt crisis, have adopted the
following common position.

2, The magnitude of the debt of developing countries (1,020 billion US dollars)
and the burden of the debt servicing (250 billion US dollars) are a glaring
manifestation of the imbalance currently existing in the international nonetary and
financial relations which if not corrected will continue to jeopardize future
development progpects. Africa is the most impoverished continent in the world with
27 out of the world's 37 least developed countries and a constantly declining

per capita income. At a time when Africa is involved in the implementation of
Africa's Priority Programme for Economic Recovery (APPER) and the United Nations
Programme of Action for African Economic Recovery and Development (UNPAAERD), we
are still in no position to mobilize adequate ressurces to honour our obligations.
In the majority of our countries, the question is not that of a liquidity crisis
but of solvency. Our Ministers of Finance and in solidarity with other members of
the Group of 77 have continuously attempted to impress it upon the creditor
countries and international financial institucions to view the debt crisis from the
concept of shared responsibility. ’

3. Since the early 1980s we have been concerned ainout the external debt situation
of our countries. 1In 1984 our Ministers of Finance adopted the Addis Ababa
Declaration on Africa's External Indebtedneas which we endorsed. The escalating
debt burden has nrogressively grown from bad to worse, to a point whare the
magnitude of the debt and debt-service obliqatinns have threatened the very
foundation of our economies. We have taken steps to improve and raticnalize
external debt management, We sought to address this serious problem by calling for
an international conference on African external debt when adopting Africa's
Priority Programme for Economic Recovery during our Twenty-first Summit,

July 1485, Since then, we have been trying to persuade the creditor countries and
international financial institutions to sit together with us to find solutions to
the excruciating debt problems of our countries. Despite our persistent efforts,
our endeavours have not been heeded. We decided during our Twenty-third Summit to

meet in an Extraordinary Session to exchange views and adopt a common position on
Africa's external indebtedness,
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4. When we adopted Africa‘'s Priority Programme for Economic Recovery 1986-1990,
we pledged "to take conorete actions and measures individually and collectively for
the achievement of the economic development of our continent in unity and
solidarity of African peoples and Member States". We reaffirm that the development
of our continent is the primary responsibility of our Governments and peoples. It
is now recognized by all that we are living up to our commitments. We have
instituted significant reforms at great social and political costs to our peoples
and Governments. We have reordered our priorities and adopted new strateglies to
facilitate an accelerated development of oux economies. We have adopted econoinic
reforms and structural adjustment measures. We have taken measures to improve our
economic efficlency and our micro-economic managemeni. We have rationalized our
public sector and reduced the share ¢f public expenditure as a proportion to GDP.

S. In response to the serious debt situation facing our countries, we immediately
took radical policy measures aimed at the reduction in our current account balance
of payments deficits in order to generate foreign axchange for debt-service
payments. These measures included drastic cuts in our imports and also sought to
substantially increase our exports. Due to structural rigidities of our economies,
worsening terms of trade, 1lnelasticity of demand for our commodities and
protectionist measures practised by the developed countries, most of the resources
needed to honour our debt-service obligations had to be raised through reduction of
imports which in some cases were as high as 55 per cent. We have also reduced
drastically our new commitments of external debt and strengthened our debt
managemant machinery. Despite these drastic measures our debt-service ratio
continues to rise.

6, On the other hand the general international aeconomic environment in which we
were carrying out these measures continues to be unfavourable. The prices of our
main export commodities suffered a serious collapse resulting in a loss in our
export earnings in 1986 of more than $US 19 billicn. Official development
assistance to some countries has decreased and to some others has stagnat.d in real
terms. The developed countries and international financial institutions have in
general not lived up to their commitments entered into in UNPAAERED,

7. The magnitude of our dehts is estimated to have reached $uUS 200 billion by the
end of 1986 which we have to service from drasticelly reduced foreign exchange
earnings. The greater part of this debt was simply the result of fluctuations in
exchange rates and increase in interest rates based on decisions in which our
countries did not participate in making and over which they had no control. In
1985 our debt-servicing obligations stood at about $US 24 billion. Average
debt-service ratio has reached over 40 per cent par annum with many of our Membe:
States with debt-service ratio exceeding 100 per cent. Further, our projections,
based on the continuation of the current trend indicate that unless comprehensive
measures are taken to deal with the African dett issue, by 1995 our total debt will
reach $US 313 billion, our annual debt repayment $Us 31 billion and our
debt-service ratio over 48 per cent with some of our countries far exceeding

100 per cent. By the year 2000 the situation is going to be even more serious.

Our total debt, both short and long-term, will reach about $US 600 billion. Annual
debt repayments for medium and long-term loans will reach about $US 46 billion.

Our debt-service ratio is projected to reach an average of about 72 per cent of our

/oo
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export earnings with same of our countries far exceeding 100 per cent. Moat
ominous still is the fact that this high level of indebtedness will be a reflection
of past loans, capitalization of interest arrears and accumulated charges rather
than new loans intended to promote development.

8. Clearly this situation cannot be allowed to continue, yet current remedies are
inadequate. Debt reschedulings as currently carried out, while providing a
temporary relief, edd to the medium and long-term debt problem. Official and
commercial debt reschedulings are adding over a billion US dollars annually to the
total African debt as a result of service charges and higher interest rates arising
from them. The substantial increase of reschedulings our countries had to qo
through is & further indication of the seriousness of the African debt problem.

The excruciating daebt-service burden is depriving our economies of resources néeded
not only for development but aleo in many countries for the survival of our
pecples., The result is that our economies are grinding tc a halt and many of our
countries are actually regressing.

9. Our position has all along been that external debt is an individual commitment
made by Member States which they will have to honour. We are also still convinced
that thc developed countries.and international financial institutions have the duty
and responsibility to contribute to the recovery of the economies of African States
to enable the latter to service their debt. It is also our considered view that
current international strategies have failed to address the core of the African
debt issue. We believe that to deal with the structural nature of the African debt
new and bold initiatives and measures have to be taken by the creditor community to
deal with che African debt in context that will allow the continent to implement
its priority programme for economic recovery and development. In the ahsence of
such a comprehensive approach we might eventually find ourselves in a situation

where we could no longer honour our debt obligations in spite of all our good
intent {ons. ¢

10. We believe that the debt crisis of Africa will only be solved by an overall
and equitable approach within the framework of an integrated, co-operative,
development-based strategy that takes intq account the particular characteristics
of the debt crisis in Africa. The debt strateqy should be based on co-operation,
continuous dialogue, and shared responsibility, and to be implemented with
flexibility in an environment of strengthened international co-operation bcaring in
mind General Assembly and UNCTAD resolutions adopted in that respect.

11, It is with a spirit of international co-operation and interdependence that we
are presenting this common position to the international community. We acknowledge
with appreciation the efforts of some developed countries who have adopted measures
to alleviate the debt burden of African countries and hope that more countries will
follow their example. It is our hane that this common position will open a
constructive dialogue between us arnt our parthers.

/‘..
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PART I; EVOLUTION, MAGNITUDE AND STRUCTURE OF AFRICA'S EXTERNAL
DEBT DEFINITION

12, Africa's external debt is defined broadly as all its external financial
obligations outstanding at a particular point in time. These financial obligations
are thogse contracted either by the Government; are guaranteed by the Government for
a public corporation or are contracted directly by public corporation and by the
private sector. This definition is understood to cover such items as principal on
public and publicly quaranteed debts; long, medium and short-term commercial loans
and credits; suppliers' credit; private non-quaranteed debts; undisbursed debts;
obligations to multilateral institutions including the International Monetary Fund
and World Bank; arrears on interest and other related payments.

EVOLUTION AND MAGNITUDE

13. The analysis of the evolution and magnitude of the debt indicate that Africa's
external debt increased from $US 128 billion at the end of 1982 to $US 169 billion
by the erd of 1985. As a percentage of GDP, the debt increased from 40 per cent to
50 per cent and as a percentage of exports of qoods and services, the debt
increased from 194 per cent to 260 per cent over the same period. The lack of
up-to-date and adequate statistircs on all African countries makes it difficult to
estimate accurately the magnitude of Africa's external debt beyond 1985, However,
at the end of 1986, Africa's total debt was estimated to be $US 200 billion. This
represunted 45 per cent of the Gross Domestic Product (GDP) and 293 per cent of
export earnings. The rise in the debt to export ratio shows that the qrowth in
export earnings was exceeded by that of debt.

1l4. The total debt-service cbligations for all countries for which data were
available increased from $US 19.0 billion in 1982 to $US 24 billion in 1985. For
nearly all African countries, the debt service as a percentage of exports of qoods
and gservices is now well over 40 per cent and in some cases it exceeds

100 per cent. Given the bleak prospects !n export expansion, the number of
countries with the latter debt-service ratio is expected to rise significantly by
the end of 1995. By this date, the annual average debt~service payments are
expected to reach about $US 31 billion or 48.0 per cent of export earnings, with
some of our countries far exceeding 100 per cent.

15. The fact that debt-service payments have increased faster than actual
dishursements means that the net resource transfer has declined sharply and it did
80 from $US 20 billion in 1978 to $US 3 billion in 1985. As for commercial banks,
there was a negative net resource transfer to Africa of $US 3 billion in 1984
alone. The IMF also extracted more resources from Africa than it provided in 1986
and this situation persisted up to February 1987, The clear implication of these
developments is that a large and increasing portion of Africa‘'s c¢xport earnings and
new disbursements are going into servicing debt, leaving little or nothing for
rehabilitation and new investment required to fully implement Africa's recovery
programme.

/oo
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S1TRUCTURAL CHANGES IN AFRICA'S DERT

16, The above devcelopments have been accompanied by structural shifto in Africa's
external debt. First, there has been a shift from non-deht creating to
debt-creating flows, particularly over the pericd 1970 to 1982, Although thino
shift appears to have been reversed since then, the seeds for the debt-servicing
crisis had already been sown. Of the debt outstanding, official sources
constituted 63 per cent at the end of 1978 and 47.0 per cent by the end of 1983.
Thus there was a shift from official tu private sources. Within official bilatoral
gources, concessional flows as a percentage of the total from this source deoclined
from 84 per cent in 1975 to 62 per cent in 1985 for Sub-Saharan African countries
only. This shift towards non-concessional debt was reinforced by the fact that
while financial market sources accounted for 15 per cent of the total debt in 1974,
the share from this source rose to 36 per cent vy the end of 1985, However, the
concessionality of debt appears to have increased bhetween 1983 and 1985, this
improvement has not been adequate enough to alleviate the debt-sorvicing problem of
African countries., This notwithastanding the abuva shifts implied the hardening of
the terms and conditions of new loans. For instance, the average interest rate on
new lending increased from 5.0 per cent to 10 per cent between 1974 and 1985 while
the grant element dropped from 32 per cent to 16 per cent over the same period,

17. All the above adverse development contributed to a situation whore African
countries were forced to reschedule their external debts at the Paris and london
Clubs 83 times between 1979 and 1986,

PART Il1: MAJOR CAUSES OIF AFRICA'S EXTERNAL DEBT CRISIS

18. Several factors have combined to precipitatc the African debt crisis. 'They
are both external and domestic in nature, and the debt phenomenon initially
manifests itself in the structural diseqOilibrium between import requirements and
export earnings which forced many Atvican countries to resort to increased
borrowing from external sources in ordar to meet the resource qap. As was
indirated in APPER, the following are the major causes which have aggravated the
evvernal debt crisia:

(a) EXTERNAL CAUSES:

(1) decreased flows of concessional resources to African countries resulting
in dramatic shift in debt structurce from concessional to non-concessional
loans with their hardened lending terms)

(1i) the significant fliqht of capital and other resources resulting in net
outflow of resources from Africa;

(iii) insistence of the creditor community that African countries me . their
debt-service obligations without consideration to their ability to do so;

(1v) unprecedented collapse of the prices of Africa‘'s commodities and the
consequential deterioration in the terms of trade which have undermined
Africa's capacity to service its debt;

/e
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(v)

(vi)

{vii)

(viii)

(ix)

{x)

(xi)

{xii)

(b)

(i)

(ii)

(iidi)
{iv)

{v)

(vi)

deteriorating terms of borrowing including sudden increase in the real
interest rates paid on long-term debts, particularly commercial loans,
and reduced grace and repayments periods;

subsidieg, mounting protectionist measures and restrictive business

practices in the markets of the developed countries against exports from
Africa;

strict conditionalities, high cost and short-term nature of some IMF
facilities;

activities of transpational corporations in African countries, especially
inflated contracts, over~invoicing of imports and under-~invoicing of
exports; manipulations of commodity prices and of transfer pricing;
excessive transfer of profits and other capital gains; and their
preference for external borrowing instead of bringing in new equity
capital;

exchange rate fluctuations, especially the volatility of the US dollar
vig=a~vis the other vehicle currencies particularly as witnessed in the
recent international financial and monetary turmoil;

cocnsequences of past rescheduling which only serve to increase the debt
burden, since such rescheduling is done at market-related interest rates;

aggressive economic destabilization policies by external forces and
freezing of African funds in foreign banks;

military, economic and political destabilization by the racist South
African régime against the front-line and other independent States in
Southern Africa.

DOMESTIC CAUSES:

rigidities in production structures, dependence on the export of a few
raw materials and commodities and low complementarity of the African

economies;

excessive reliance on external sources for financing development and
balance of payments;

loan funds channelled to low-return projects;
inadequate external debt management capacity at national level;

excessive resort to budget deficit financing through external borrowing
both for recurrent and developmental expenditures;

poor design, execution and monitering of projects that lead to increased
costs;

/oo
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{vii) low level of domestic resources mobilization due to lack of appropriate
incentives to encourage savings;

(viii} drought, natural calamities and environmental degradation resulting in
reduced food production and leading to increased food import bills;

(ix) economic dislocations that distort economic projectinns and necessitate
diversions of resources, because of national disasters;

%) inadequate negotiating capacity of African countries vis-a-vis complex
international financial mechanisms with respect to debt contracting and
renegotiations;

(xi) difficulties for African countries to adopt appropriate exchange rate ’
policies.

PART II1I: IMPACT OF EXTERNAL DEBT ON AFRICAN ECONOMIES

19, The vast majority of African countries have adopted far-reaching measures to
deal with the rapidly deteriorating external debt situation. Recovery and
rehabilitation plans have been drawn up and follow-up mechanisms have been
established by many Governments, Twenty-eight African countries accounting for
three fourths of Africa‘'s population and GDP are implementing structural adjustment
and reform programmes at considerable social costs, resulting in intolerable
political pressures. These programmes, in the absence of adequate external
resources to support them, have not achieved their objectives; rather they have
imposed severe conditions and constraints on African economies thus worsening the
socio-economic conditions. The impact of external debt on African economies can
briefly be summarized as follows:

-

(i) External shocks:

The impact of external shocks (such as variable interest rates,
fluctuations in exchange rates of major currencies, increase in import
bills and the decline in export earnings) was estimated to result in a .
loss of well over $US 43 billion particularly between 1980 and 1984.
This means that African countries incurred heavy losses of foreign
exchange greater than is indicated here, a development which seriously
undermined the capacity of our countries to service their external debt
and the implementation of the economic recovery programmes;

(ii) Reduction and distortions in growth rates:

As a result of mounting debt-servicing obligations (principal plus
interest) which presently stand at over $US 24 billion annually,
substantial resources are diverted from essential development projects
for debt servicing. Agricultural projects, on which both APPER and
UNPAAERD are anchored, cannot be implemented in the face of dwindling
resources. These factors have significantly slowed down the rate of

/oo
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capital formation in African countries, many of which have rogistered
stagnant or negative growth rates, This has been particularly so in
rural areas where growth hardly took place)

(1i1) Problems of structural adjustment and policy reforms:

It is a fact that while many African cou: i{es have put in place
wide~ranging structural adjustment prograwmies and economic reforms, theae
ef forts are being thwarted by the diversion of resources to service
debtsy and their economies are therefore still unable to generate or
sustain reasonable economic growth., This i8 being aggravated by lack of
additional resources especially on concessional terms. Consequently,
this situation has created serious problems in implementing economic
policy reforms which would have engondered self-sustaining growth and
recovery)

(iv) Disruption of the social and cultural structures:

Increasing external debt-servicing obligations within the present
international constra‘nts will result in serious distortions of the
present socio-economic, political and cultural structures. The 19804
have witnessed a further reduction in the living standards of African
countries. This is explained pa:stly by the curtailment of social and
infrastructural investment progvammes in the wake of net transfer of
resources out of Africa through debt servicing. Mass unemployment and
poverty, which was larqgely confined to rural areas has now spread to most
major urban centres thereby threatening the very foundation of the
African social and cultural structures, development of human resources
and the involvement of the population in a national development project;

{v) Credit-yorthingss:

The credit-worthiness of many sAfrican countries has been put to severe
test in the wake of mounting debt-servicing obligations. Many African
countries are experiencing great difficulties in borrowing on reagonable
terms and conditions at the very time when external resources are most
needad.

PART IV, MEASURES T0 ALLEVIATE AFRICA'3 EXTERNAL DEBT CRISIS

A, Measures to be implemented by African countries

20, We reaffirm our determination to implement at the national, regional and
continental levels, all the measures likely to contribute to an effective solution
of the debt problem, particularly those contained in the APPER. In addition, we
express our commitment to examine and implement, as appropriate, new or supporting
measures as may be dictated by the growing burden of Africa's external debt and the
demands for economic recovery and accelerated development.

/oo
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21, Moro spocifically, we propose to adopt and implement the following measures at
the African level to deal with the external debt crisis:

(1)

(11)

(1i1)

The external debt management mechanisms at the national level should be
otrengthened with the active support of the international community so as
to enable all African countries to exercise more effective and
centralized control of external borrowing by the public sector, and
monitoring of private sector borrowing. To this end, subregional and
regional organizations, in particular the African Centre for Monetary
Studiea (ACMS), African Development Bank (ADB), the Economic Commission
for Africa (ECA) and the Organization of African Unity (OAU) are called
upon to organize themselves fo as to contribute to a better harmonization
of African countries' positions and assist the Permanent Steering
Comnittee in deciding upon the gquidelines on which such positions shoqld
be based. They are also called upon to organize in co-operation with
UNCTAD, training workshops, courses and seminars on management of
oxternal debt for African countries;

We fully recognize that no economy can achieve a fast and self~-sustaining
growth rate 1if it depends entirely or largely on uncertain external
resources. We hold the view that Africa's economic recovery and
development will be enhanced largely by increased use of domestic
resources., Therefore, we are determined to adopt appropriate domestic
resource mobilization policies and meagures in accordance with the
commitment made by Africa in ite submission to the Special Session of the
United Nations General Assembly. We shall also cuntinue our efforts to
reduce inflation and improve efficiency in our economic and financial
management. We, therefore, count on African countries with longer
experiences in this area to be willing to assist others to launch new and
nore effaective domesgtic resource mobilization programmes. A change in
policy and attitude should be introduced in African development planning,
to ensure that we depend primarily on domestic resaurces for our economic
recovery and growth, We reconfirm our commitment to intensify effort to
uge more efficiently our domestic resources for development. To this
end, concrete measures should be taken to improve the quality of
investment in both the public and private sectors. Further, we should
give adequate incentives to projects that generate or save foreign
exchange, and should also formulate and implement programmes on the
development and effective utilization of human resources with a view to
increasing labour productivity and to promote scientific and
technological development)

Within the framework of African solidarity, African countries with net
surpluses should endeavour to invest part of these surplus funds in
Africa throwh, for instance, participation in joint investment proijecta
and the establishment of multinational companies. African Governments
are urged to support and assist these multinational joint ventures with a
view to encouraging the expansion of such activities. Aa a long-term
objective, another approach to this end i3 that subregional capital
markets need to be developed as an effective mechanism for tapping
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(iv)

(v)

(vi)

(vii)

(viii)

African surplus funds currently invested abroad. We express satisfaction
on the solidarity shown by other developing countries towards our

cont inent and hope they would keep it up in this crucial phase of our
econony and take into account the real situation of the lec it developed
countries;

The system of incentives should he improved to encourage African public
investors as well as individual private investors, to invest their
regources in other African countries, either on a bilateral basis or
through the projects being implemented by existing subreqional, reqional
and vontinental financial institutions. This would not only improve the
liquidity of the borrowing country, but would also promote further
co-agperation as envisaged in the Lagos Plan of Action and Final Act of
Lagos, The possibility of establishing an African investment quarantee
scheme or company should be studied for this purpose;

African Governments should adopt new measures aimed at increasing their
trade through the existing subregional and reqional payments and clearing
arrangements and credit insurance in all intra-African trade transactions
thereby reducing the need for foreian exchange and hence external
borrowing. This implies that the regional payments and clearing houses
should find new ways of encouraging the use of these arrangements; and
efforts aimed at facilitating the establishiment of an African Monetary
Fund should be pursued;

Joint venturas among African countries provide new opportunities for
developing Africa's capabilities for diversifying Africa‘'s export base.
Therefore, we intend to encourage African parastatal organizations
through appropriate incentives, to participate in subregional and
regional joint ventures. To this end, African development f£inance
ingtitutions are uryed to increase their financing of subreqional and
tegional projects, especially those that directly contribute to the
increase in exports. They should also play an increasing role in the
identification and preparation of sound and economically viable
investment projects in the Member States. In this regard, a special
attention should be accorded by ADB, as a Continental Financial
Institution, so as to strengthen its actions and its role as a catalyst
for financial resources to Africaj

We commit ourselves to intensify intra-African co-operation and
consultation through the exchange of information and harmonization of
positions on debt negotiations and reschedulings, The Purmanent Steering
Committee should therefore expedite its in-depth study of all aspects of
establishing an African Debtors Club which should eserve as a forum for
these matters;

We direct the Secretary General of the OAU, the Executive Secretary of
ECA, the PrLesident of ADB, the Director of ACMS to increase thelr efforts
of collecting, disseminating information on African indebtedness and
continue in harmonizinygy African position in this regard. These
institutions should continue to assist the Permanent Steering
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Committee in monitoring the African debt situation. We urge all Member
States to provide the Joint Secretariats of these institutions regularly
with all available information on their external indebtedness.

B, Measures to he implemented by the daveloped countries
and international financial institutions

22, We note with appreciation that a few developed creditor Governments have taken
or.announced measures to cancel debts owed to them by some African countries. We
etrongly urge that these measures be extended to all African countries,
particularly the least developed countries and low~income countries, and
implemented as a matter of urgency without imposing undue conditions. Trese
developed creditor countries which have not yet done so are strongly urged to,
emulate this example.

23. However, other initiatives announced, such as relating to debt rescheduling
and interest rate reduction, would not be adequate to address the African debt
problem, both in its nature and magnitude. The developed creditor countries are
called upon tn demonstrate the needed political will to inplement the relevant
resolutions of the United Nations General Assembly and UNCTAD on debt relief and
transfor of resources, and to provide effective support and positive responses to
Africa's cconomic recovery effort, as agreed in the United Nations Programme of
Action for African Economic Recovery and Development 1986-1990. They are also
invited to bring about more appropriate international economic environment by
increasing the growth rate of the world economy, promoting a more equitable
international monetary and trading system.

24. In order to alleviate the heavy debt burden of African countries and enable
them to devote a bigger share of their export earnings to development efforts, the
ratio of their debt servicing to their, export earnings should not exceed a
reasonable proportion of their foreign exchange earnings. To this end, we urge the
creditor countries and international financial institutions to adopt the following
measures as a mattar of urgency:

(1) Official bilateral and officially guaranteed loans

(1) Creditor countriecs are urged to waive the repayment of past louns by
converting them into grants;

(11) We call upon the creditor countries to allow African countries to repay
part of their hilateral debts in local currencies, which should be used
for financing development projects and programmes under agreed conditions;

(141) The terms of officially yuaranteed debts should be adjusted to the
currently prevailing terms of the African Development Fund Credits;

(iv) Developed creditor countries are urged to take urgent measures to
onsolidate non-ODA officially guaranteed debt and service payment due
from Januaty 1987 juto long term luang al lower interest rates, in real
terms.
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(2) Multilateral loang

25, The share in debt-service obligations of multilateral institutions has grown
rupldly in many countries over the past few years and is expected to continue to
grovs this situation clearly calls for action with respect to debt alleviation. At
the same time, we recognize that multilateral institutions provide the best
potential for increasing future financial flows to African countries. It is,
therefore, essential that the potential be mohilized for the effective solution of
the debt problem of African countries and for the resumption of economic recovery
and growth,

26. Multilateral development institutions, including the World Bank Group, that
provide long-term funds should ensure increasing and positive net flows to African
countries at conditions compatible with their economic situation. These resources
should, as a matter of priority, be directed to projects, sectoral programmes and
quick disbursing non-project lending for recovery and development. This mcde of
financing will generally ease the pressure on balance of payments and strengthen
economic growth, and thereby the capacity of African countries to service their
debt. The concessionary windows of these institutions should play a much greater
role in Africa. 1In view of the rising debt-service burden from this cateqory of
loans, we urge these institutions to explore, as a matter of urgency, all possible
ways and means for alleviating the African debt burden, including the creation of
Special Funds to refinance maturing loans of African countries on more concessiontl
terms,

27. wWith regard to the IMP, we are gravely concerned that it has become a net
recipient of resources from Africa precisely at a time when net financial inflows
to Africa are most critically necded. The IMF should, therefore, as a matter of
urgency, accelerate its efforts to reverse the negative flow of funds from Africa.
It is in this spirit that we support the initiative of the Managing Director of the
International Monetary Fund to triple the resources of the Structural Adjustment
Facility even though this might not be adequate. The IMF ghould also seek
innovative ways to increase net flows of its ordinary resources to Africa at terms
ani conditions appropriate to African economies. As the cost of thoge funds ulso
remain high, we call for tho enlargement of the interest-subuidy facility and the
gof ten’/ng of the conditions thereof in order to lower the cost of IMF funds
especially to the low-income countries., In the recognition of the severe hardships
they are going through, the IMF is strongly urged to grant these members with
overdue obligations the benefit of lengthened or oxtended repurchase period of Fund
resources as provided for in Article V, Section 7 (g) of the Articles of

Agreement. In addition, the following measures should be taken:

(1) The IMI should urgently consider rescheduling the credits it has extended
to developing countcies in general and African countries in particulary

(ii) Establishment of an additional mechanism for conceegsional financ ng in
order to compensate developing countries for increased debt-service
payments arising from the increase in interest rates, without increasing
conditionality;
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(111) Conditionality applied by the multilateral inatitutions should bhe
respongive to the growth and development needs of African courtries.

(3) Commercial loans

28, We are seriously concerned that in spite of the recoqnition of the serious
situation of African countries, the commercial banks still impose stringent
conditions on African countries during debt renegotiation. We, thercfore, call for
the following measurss in respect of commercial loans:

(i) The Governments of industrialized countries should adopt appropriate
requlatory measures to encourage their commercial banks to apply more
flexible conditions, including lower interest rates, longar maturity und
grace periods on rescheduling, and provision for loan losses)

(11) Commercial banks should adjust to lower level of interest rates and
longer periods of amortization that take account of funds available in
African countries for debt repayments. Such funds should be assessed on
the basis of overall resource requirements needed tor countries to
recover and rosume normal growth;

(i11) Commercial debts should be converted into tranaferrable securities, with
maturities of at least 25 years and at lower interest rates)

(iv) Arrears on short-term loans should be converted into long-term loans as a
way of debt relief.

(4) Reschedulings

29, Official bilateral and commercial bank debt reschedulings have become the most
widely used method of debt relief for African countries. During the period 1980 to
1986, not less than 22 African countries have negotiated debt rescheduling under
the Paris and London Clubs. The large number within these few years, and frequency
of reschedulings reveal a serious problem of debt servicing by many African
countries. As was stated earlier, this indicates deep structural problems
reguiring more effective and comprehensive long-term solutions. Our experience,
however, has shown that reschedulings do not in themselves provide real debt
relief, but merely postpone debt-gservice payments while at the same time increasing
the debt burdan by applying market-related interest rates, The reschedulings also
do not adequately deal with the issue of how the portion of the principal not
rescheduled should be financed in future, nor do they always provide for
rescheduling of previously rescheduled loans. Moreover, reschedulings carry heavy
cost in term of fees, additional interest on rescheduled debts.

30. We strongly urge that the rescheduling method adopted should be based on the
development and investment needs of each count.y, as well as on a realistic
assessment of the country's repayment capacity, taking into consideration expected
growth of export earnings, import requirements, and expected financial inflows as
well as budgetary situation. We specifically urge that:
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(i) in the event of the need to reschedule, multi-year rescheduling of a
minimum of 5 years should be the norm, with maturities of at least
50 years, 10 years grace and zero rate of interest;

(1i) mechanisms should be explored whereby debt-service payments agreed after
rescheduling could be applied to effectively address both interest and
the principal, for example the creation of Sinking or Redemption Fund to
amortize the principal;

(i1i) the removal of the conditionality of implementation of stabilization
programmes with IMF in order to obtain debt relief from creditors;

(iv) within the framework of debt rescheduling, the creditor countries should
not require the African debtor countries to adopt measures and economic
doctrines that are incompatible with their economic and social systems;

(v) individual creditor countries which are members of the Paris Club should
be allowed to negotiate and grant better rescheduling terms to African
debtor countries than those obtainable within the framework of the Club;

(vi) previously rescheduled debts in general should be made eligible for
further rescheduling to ease the debt~servicing burden of the debtor
countries;

(vii) action should be taken to expedite the bilateral negotiations which
follow and give validity to the agreement reached in the multilateral
fora, and for improving the internal procedures and systems.

(5) Resources for development

31. One of the most critical aspects of the solution to Africa's external debt
crisis is to increase the flow of external resources to the continent, especially
on concessional terms. We, therefore, urge the developed countries to reco.nize
the high degree of interdependence between Africa and the industrialized countries
in addressing the African external debt probiem. 1n particular, action should be
taken to reverse the decline in net capital inflows to a number of African
countries, especially since 1982; the stagnation of official development assistance
(ODA) ; the contraction in financial flows from commercial banks and foreiyn direct
investment; and the net outflow of resources from Africa.

32, We, therefore, urge the international community to adopt the following
measures as a matter of urgency:

(1) Developed countries should take action to substantially reduce
international rates of interest on existing and future loans. There
should also be an agreed formula for stabilizing exchange rates of the
major currencies in which external debt is denominated; and where a debt
burden increases as a result of the appreciation of the donor countries'
currencies (exchange rate volatility) through no fault of the borrowers,
that percentage of exchange rate appreciation should be treated ss debt
relief so as to control the random growth of the borrowers' debt burden;
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For African countries, ODA continues to play an important role in their
development efforts. Therefore, the internationally agreed target of

0.7 per cent of the gross national product of industrialized nations
should be implemented as a matter of priority preferably before 19%0., To
this end, there should be a substantial increase in quick-disbursing
lending by the Development Assistance Committee (DAC) countries as well
as the East European countries;

Creditor countries and multilateral development and financial
institutions such as the World Bank and the IMF should adopt urgent
measures to avoid their becoming net recipients of resources from Africa;

The World Bank should raise the eligihility ceiling to enable more
African countries to qualify for IDA resources. We urge that at least
50 per cent of these resources should be set aside for assistance to
Africa., Measures should be taken to complete the contribution under
IDA-7 which are still outstanding. We are also concerned that the

$US 12.4 billion present level of IDA-8 resources is inadequate to meet
the needs of African countries. We urge that the approval procedures and
commi tments should be speeded up, taking into account Africa's urgent
needs for resources. Furthermore, we deplore the shortening of the
repayment period for IDA loans from 50 years to 40 years for low-income
countries, and from 50 years to 35 years for other IDA eligible
countries. We therefore appeal to the World Bank to restore the earlier
terms of IDA loans; that is, 10 years grace and 50 years repayment period
and a service charge of 0.75 per cent. We also call on the World Bank to
review its practice of suspending disbursements to other Bank-~-funded
projects, simply because of arrears on one project;

In order to ease the liquidity shortage experienced by developing
countries, a new and substantial.SDR allocation totalling not less than
15 hillion SDR's should be aqreed upon. The unconditional nature of SDRs
should be assured and their allocation linked to the development needs of
developing countries;)

The conditionality criteria of the 1international financial institutions
should be substantially eased and any co-ordination between the IMF, the

World Bank and other multilateral fina: ial institutions should not lead
to cross-conditionality;

The capital of the World Bank should be avubled in order to enable the
bank to increase its lending to levels commensurate with the needs of
developing countriesy

There should be a predictable and higher replenishment of the resources
of the International Fund for Agqricultural Development (IFAD) through
increased contribution by developed countries;

The World Bank should re-estahlish the Special Facility for Sub-Saharan
Africa with additional resource commitments from donor countries;
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(Xx) We urge the countries and international financial institutions to
contrihute to the replenishment of the African Development Fund at an
adequate level and to contribute also to funds existing in other African
institutions.

(6) Improving African primary commodity export earn.ngs

33, The most critical aspect of Africa's external debt crisis continues to he the
congiderable reduction in Africa's export earnings as a result of the low prices of
primary commodities which collapsed in 1980 and have continued to deteriorate
steadily. African countries have lost huge amounts of revenue due to terms of
trade deterioration, and this has increased the need for external borrowing. We
therefore call upon the international community to adopt and implement urgently,
measures agreed to in the Final Act of UNCTAD VII, including in particular the
following measures:

(i) Concerted efforts should be exerted to stimulate the growth of the world
economy in order to improve the demand for Africa's exports and thus
increase Africa's export earnings. Developed market economy countries
should implement their commitments to halt and reverse protectionism and
to eliminate escalation of tariff and non-tariff barriers affecting
exports of African countries;

(ii) Developed countries should negotiate with the major producing countries
with a view to stabilizing the prices of the major export commodities at
remunerative levels as well as the revision and strengthening of the
existing commodity aqreements and concluding new ones;

(iii) Financirg agricultural diversification programmes and projects by
increasing investment in agriculture, including the use of private
capital;

{(iv) Facllitating access of African products to world markets at sufficiently
remunerative prices;

(v) 1Industrialized countries should support new programmes for agricultural
processing, including food production, not only for the domestic markets,
but also for export, and access to world markets for these products
should be improved;

(vi) More advanced technology should be made available to African countries at
reasonable cost to facilitate the local processing of Africa's
commodities and to take the necessary measures to encourade industrial
and commercial partnership between African enterprises and those of the
North;

(vii) The Compensatory Financing Facility (CFF) of the International Monetary
Fund (IMF) constitutes an additional source of income to compensate for
short~-falls in commodity earnings. We welcome the general review of the
CFF to make it responsive to existing conditions in the world economic
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and trading environment, and we urge that such a review should take into
account the serious short-falls in Africa's export earnings at a timeo
when more reacurces are necded to finance the recovery programme. We
therefore urge the IMF to increase substantially the resources available
under this facility. At the same time there should be a relaxation in
the conditionality so as to enable African countries to have timely
access to these resources. We also urge the IMF to revoke the
“croas-conditionality" requirement by which accegs to CFF i3 sometimes
linked with the approval of Stand-by Agreements, and further appeal for
the lengthening of the repayment period and the introduction of
concessionality in the CFF especially for the poor African countries)

(viii) The developed countriea should take urgent action to allow an increase
volume of Africa's exports into their markets, especially aqricultural
processed and semi-processed goods;

(ix) Developed countries should take urgent measures to eliminate subsidies
they give to agriculture which impede exports from Afrjican countries;

(x) In order to alleviate the commodity export problem facing African
countries, consultations should be instituted between African Governments
and the industrialized countries on policy issuaes relating to the
disposal of national strategic stockpiles, production of other
subsgtitutes, with a view to safequarding the African exports which are
now threatened by these developrants. This should be done in the context

of a policy framework which could encourage competitiveness of African
exports)

(xi) We welcome the posaibility of the implementation of the Agreement on the
Common Fund for Commodities following the signing of the agreement by
some of the major industrialized countries, and other countries, thereby
enabling all conditions required for its coming into operation to be
fulfilled. We call upon the Secretary~General of UNCTAD to speaed up the
measures to bring the Common Fund into operation. At the same time, weo
urge that the coverage of the Common Fund be extended to include all
African primary conmodities; )

(xii) We urge the developed countries to establish a global scheme parallel to

th STABEX, that will ensure the stabilization of earnings of all primary
commodities,

(7) Measures to support efforts of the least developed and other
disadvantaged countries in Africa

34, The debt problems of the lemst developed, land-locked, Sahelian, island and
the front-line countries in Africa are indeed very serious and reaquire special
treatment in dealing with their exteznal debt problems. We note that the Venice
Sumnit gave recognition to the problems of poorest countries, particularly those in
Sub-Saharan Africa, which are exceptionally difficult and deserve special
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treatment.

In the LDCs in particular, the debt-service ratios are very high and a

substantial portion of their export earnings goes to service their external debts.
In addition, per capita incomes continue to be very low and in some cases
declining; domestic savings are almost inexistent and the ability to attract
external resources from commercial sources is highly limited; investment
opportunities are limited both in the public and private sectors. In order to
alleviate the problems of external debt of these countries we call on the
international community to implement urgently, the measures contained in
paragraphs 134-140 of the Final Act of UNCTAD VII,

(i)

(ii)

{iii)

(iv)

(v)

(vi)

(vii)

While w2 greatly appreciate the cancellation of ODA debts and theé
adoption of other equivalent measures by some developed countries under
the terms of UNCTAD's Trade and Development Board resolution 165 (S-IX)
of 1 March 1978, we feel that more needs to be done for the poorer and
the LDCs in Sub~Saharan Africa. Therefore, we earnestly urge urge other
donor countries from both the OECD and the socialist countries of Eastern
Europe which have not yet done so, to implement their commitments
undertaken under this resolution to cancel the debts of all African least
developed countries as defined by the United Nations without any
discrimination in implementing the above resolution;

Bearing in mind the structural adjustment and economic reforms being
undertaken by these African countries, creditors should accord longer
maturity and grace periods to their loans by granting credits on very
concessional terms similar to ADF. All assistance to the LDCs should be
in the form of grant;

Suitable schemes such as interest subsidies and refinancing on very
concessional terms should be considered as part of the debt relief
package;

Immediate implementation by the international community of the
recomrendations adopted during the evaluation of the Substantial New
Programme of Action for the Least Developed Countries;

Donor countries should increase the transfer of financial resources to
the LDCs on concessional terms in order to reach the target of

0.15 per cent of the gross national product as agreed in UNCTAD VI, This
would enable the recipient countries to stimulate economic growth and
solve their debt problems. Special investment programmes should be
envisaged with non-debt-creating capital flows in order not to exacerbate
an already difficult debt-servicing situation;

Special effort should be made on behalf of these countries with a view to
cancelling all debts relating to endangered projects on account of
external constraints and natural disasters;

Financing of project studies, designs and technical assistance in the
form of grants as well as the total cost of social projects by donors;
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(viii) Deletion of the cross—-default clause used by some donor agencies when a

borrower country fails to meet date-limits of payment under a given
project.

CONCLUSION

35. In putting forward the above measures, we are convinced that the international
community, especially the developed creditor countries and their commercial banks,
as well as the multilateral institutions will give them urgent and careful
consideration in recognition of the seriousness of Africa's external debt crisis.

We stress that the solution to this crisis must be situated within the general
context of Africa's accelerated socioc-economic development, as the Priority
Programme will come to an end in three years. We urge developed creditor countries
and international financial institutions to envisage suspending Africa's externc)
debt-service obligations for a period of 10 years starting from 1988, the date
scheduled for the hclding of the International Conference on Africa's External Debt.

36. The measures we have proposed in this Common Position are indeed the minimum
that we feel are necessary to enable our countries to recover and resume normal
growth. We note with appreciation the mutuality of interests with our creditors,
in terms of the objectives of African economic recovery for the resumption of
normal growth and accelerated developments, and in particular the individual
initiatives they have taken in this direction. It is important, therefore, that
we, together with our creditors intensify our efforts in this direction in a spirit
of North-South co—-operation for development, within an appropriate forum that will
be fully representative of the interests of all African debtor countries, the
developed creditor countries, the private commercial banks and the multilateral
institutions. Such a forum will facilitate frank and constructive dialogue that
will take into account the various proposals, initiatives and actions on the part
of Africa's creditors as well as the measures that are contained in the African
Common Position. Furthermore, we believe that the elements cf a new external debt
strategy as defined in the Final Action of UNCTAD VII should be speedily

implemented so as to find a just, lasting and mutually acceptable solution to the
external debt crisis of developing countries.

37. It is in this spirit of constructive dialogue, and with the objective of
finding effective solution to the external debt crisis of African countries, that

we renew our call for conrening, in 1988, an International Conference on Africa's
External Indebtedness.



