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1. INTRODUCTION

One of the greatest challenges facing Africa today is the huge debt burden. In the last three decades, Africa’s external debt has been ever-growing. 
2. THE DEBT BURDEN

Debt burden occurs when what a country has to pay back in terms of principal and interest (debt service) takes a significant portion of the country’s export earnings. African debt burden remain heavy accounting for 69 percent of regional GDP.
  As a result, the servicing of the debt is crushing all possibilities for economic growth by diverting scarce resources needed for clinics, schools, and infrastructure and job-creation schemes to the payment of debt.
  According to the United Nations Conference on Trade and Development (UNCTAD), Africa received some $540 billion in loans between 1970 and 2002; but despite paying back close to $550 billion in principal and interest, it still had a debt stock of $295 billion at the end of 2002.

Nigeria’s debt burden has been traced to the 1970s. Scholars have documented that:

After the sudden death of Murtala Mohammed, that is, at the inception of Obasanjo’s rule, Nigeria’s external debt problems started. Obasanjo with a great desire to develop this nation at a speed above the level we can cope with and lack of prudent financial management, as well as the projection that petrol money would continue to pump in, into Nigeria took a jumbo loan of one billion dollars from the International Capital Market (ICM). This loan increased Nigeria’s external loan from the million dollars group into the billion group. With a huge urge for debt, he went further to take more loans. So that Nigeria’s External loan increased from N496.9 million in 1977 to N1,611.5 million as at when he handed over power to the man who guaranteed not to probe his administration.

The person that negotiated the loan when he was interviewed around 2003/2004 pointed out that “my job is to sell money” and that his bank which syndicated the loan made profit upfront of 0.25 percent of the loan, about $3 million dollars.
  This trend continued with subsequent regimes.    As at December, 2004, Nigeria’s debt has climbed to about $35.9 billion with over 85 percent owed to the Paris Club. But it is instructive to note that even though Nigeria borrowed $13.5 billion from Paris Club between 1965 and 2003 and repaid $42 billion, as at the end of 2003, Nigeria still owed Paris Club more than $25 billion.
  But just before the G8 meeting, the Paris Club granted a debt relief to Nigeria canceling $18 billion from the debt but requiring Nigeria to pay $12 billion in six months and comply with Naples terms and Policy Support Instrument (PSI).
3. HOW WERE THE DEBT ACCUMULATED?

As noted above, the African debt has been growing in the last three decades. We can delineate at least five ways through which the debt was accumulated.
a. Cold War Politics: During the cold war era, cold war politics determined who got aid and loans. Loans were generously given to countries that the two super powers (Soviet Union and US) considered to be strategic to their power calculations. It has been documented that:

In 1960, for example, when South Asia and the Far East were perceived as the main “Red threats,” 50 percent of all US aid (loans and grants) was sent to key “domino” countries like South Korea, Vietnam, Thailand, India, Pakistan, and Iran. Between 1945 and 1952, when the Soviet penetration of Europe was perceived by the Americans as their greatest threat, it was Europe that received $13.3 billion in US aid (in that case mainly grants) while other regions had to make do with significant less.

It is the same logic of cold war politics that made it possible for the corrupt regime of Mobutu Sese Seko in Zaire (now the Democratic Republic of Congo) to receive half of all US aid to black Africa in the late 1970s.
  Zaire’s favoured borrowing status persisted even after a damning internal memo was made public in 1978 by Karin Lissakers (later to become US executive director of the IMF) which stated clearly that “the corruptive system in Zaire with all its wicked manifestations is so serious that there is no (repeat no) prospect for Zaire’s creditors to get their money back.
Another glaring example is the regime of Saddam Hussein, which was provided with loans amounting to around $100 billion, several times Iraq’s GDP, during the 1980s by governments intent on serving their geopolitical purposes. It has been documented that half of this money came from Arab states led by Saudi Arabia, in order to support Iraq’s invasion of Iran; $7 billion worth of credit from the Russians; $6 billion from the French, several billion from the Germans and British, and at least $10 billion from the United States.
 In fact, it has been argued that part of these monies were used to build Iraq into a military power that later led to the Gulf war. It has been documented that hundreds of millions of dollars of US Department of Agriculture loans had been channeled to help Iraq build its military capacity.
 Furthermore, the 14 billon GBP  “chlorine plant Faluja 2,” which was alleged by the United States to be a chemical weapons plant was built sixteen years earlier by the British government.
b. Export Credit Agencies: ECA is one of the main devices used to increase the debt of African countries. The way the export credit agencies work is that they solicit developing countries to take loans. The loans are guaranteed by Western governments. If there is any default, the western governments pay the export credit agencies and charge the debt to the debt stock of the country. The United Kingdom’s ECA, the Export Credit Guarantee Department, or ECGD, explicitly states that its goal is to “help exporters of UK goods and services to win business and UK firms to invest overseas by providing guarantees, insurance and reinsurance against loss.”
 Acording to Noreena Hertz, the author of The Debt Threat, “From the point of view of a Western corporation, export credit arrangements are great because they enable them to pass some of the risk of doing business in developing countries on to their own governments. By providing lower fees, premiums, and interest rates that the private market can, and by backing transactions that the private market would refuse to back, ECAs are implicitly subsidizing their domestic exporters.

It has been documented that:
Eighty percent of financing for projects and investments in developing countries today comes from ECAs…ECAs are among developing countries’ single largest creditors, and export credit debts account for about a quarter of developing countries’ total long term debt- in some countries even more. Gabon, Nigeria, and Algeria all owe more than 50 percent of their total debt to export credit agencies.

An example of the type of projects that ECA was used to fund in Africa is the world’s largest church in Yamoussoukro built by Felix Houphouet-Boigny of Ivory Coast, a cathedral modeled on St. Peter’s in Rome with 118-foot-high stained-glass windows, a 280-ton dome twice the height of Paris’s Notre Dame, and a 30-foot gilded cross, with $150 million worth of European export credit financing.
 
From the above, it is clear that the export credit agencies do not care about the viability of the projects being financed. They do not do any credit analysis. Their only major pre-occupation is the profit which is guaranteed by Western governments. 
Some of the major projects that external loans were used to finance in Nigeria include the Steel Plants, Jebba Paper Mills, NAFCON, Petroleum refinery, Petrochemical plant, Rolling mills, Liquefied natural Gas and machine tools. We all know what happened to these companies that have now been or are now being privatized.
c. Perception that External Resources are imperative for Development: The dominant view in the international economic system is that foreign capital is a necessity for development especially for developing countries. Examples are given of countries like United States, England, South Korea and China. The United States of America received a lot of external loans to the extent that during the great economic depression between 1837 and 1843, it could not pay the interest on its external loans. But by the end of the 1840s, the American economy regained strength and business men from West Germany, England, Canada and Japan started direct investments. Similarly, as England industralised in the eighteenth century, it relied heavily on capital provided by the wealthy and experienced Amsterdam Financial Community.
  As from 1978, China has been vigorously attracting foreign funds and advanced technology to accelerate its modernization drive. South Korea also used foreign borrowing to stimulate industrial growth with a lot of emphasis on exporting manufactured goods. 

It is interesting that in many of this discourse, no mention is made of how the Soviet Union was transformed from an agrarian economy in 1917 to a super power barely three decades later. Similarly, no mention is made of how Cuba was transformed as from 1959 with only sugar cane as the main natural resource to a world class economy.
d. Pressure from IMF and World Bank, and Western Governments: There was a lot of pressure on developing countries to collect loans from the IMF, World Bank and the governments of the industrialized countries.  A Latin American Minister of Finance in the 1970s put it in this way:
“I remember how the bankers tried to corner me at conferences to offer me loans. They would not leave me alone. If you are trying to balance your budget, it is very tempting to borrow money instead of raising taxes to pay off the agony.”

e. The Variable (fluctuating) rate at which most foreign debt was contracted in the 1970s: In 1979, the US Federal reserve implemented a monetarist (high interest rate) policy and interest rates on loans jumped up from negative rates  to 5 percent, 2 percent above the average annual growth of the world economy (3 percent) during the 1980s. This means that the loans were just increasing even without taking of new loans and without default in debt servicing. This also happens when the dollar, the currency for denoting the loans devalues.

 In Nigeria for instance, by December, 2000 the principal balance of our external debt was only 7 percent. The debt stock was essentially made up of 24 percent late interest, 21 percent interest arrears and 48 percent principal arrears.

4. CHALLENGES

Can Africa’s debt be repaid?
Is the relief given to Nigeria a real relief? What are the implications of paying $12 billion in six months? What are the implications of naples terms and Policy Support Initiative (PSI)?
Is debt cancellation or repudiation an option?

Should we not find out who took the loans and how there were used or not used?

What fair and transparent process should we put in place at the national and international level to prevent future re-occurrence?

How can we secure the return of Africa’s stolen money in Western banks?
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