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Foreword

This document reports on the evaluation of debt relief granted to the Democratic Republic
of Congo within the framework of the international debt reduction mechanism for Heavily
Indebted Poor Countries (the Enhanced HIPC initiative).

Started in 2009 and conducted jointly by the Special Evaluation Office of International
Cooperation (SEO) of the Belgian Federal Public Service Foreign Affairs, Foreign Trade and
Development Cooperation and the Policy and Operations Evaluation Department (I0B),
Ministry of Foreign Affairs of the Netherlands, the evaluation focuses on debt relief
operations in two African countries, Nigeria' and the Democratic Republic of Congo. The
section dedicated to the Democratic Republic of Congo has been produced by the Institute
of Development Policy and Management at the University of Antwerp (I10B-A).

Since its accession to independence in 1960, the former Belgian colony has experienced a
turbulent history. Due to its geographic location, the Democratic Republic of Congo - which
has a surface area equal to that of Western Europe - is of considerable strategic importance.
The country has significant economic potential with a subsoil rich in almost every mineral
and vast water resources. Nevertheless, the Congolese population is still one of the poorest
in the world, with over 31% of people living in extreme poverty and 40% suffering from
chronic malnutrition. Social indicators are also in the red: the percentage of primary school
children remains below 60% and only 48% of households have access to safe drinking water
and 18% to electricity. The public authorities are largely dependent on external assistance
for financing the necessary social and infrastructure resources.

Few other Sub-Saharan African countries were so at the mercy of Western interests and
Eastern European influence during the Cold War. The Congolese debt formed during the
regime of President Mobutu (1965-1996) who governed the future of the Congo, renamed
Zaire, for three decades. The development dreams of the sixties and seventies gave rise to
massive projects, financed by Western companies and banks; and when, given the limited
return on investments, the payment of maturities and interest proved impossible, foreign
leaders were quick to turn a blind eye. While there was little doubt as to the extent of
corruption in the Mobutu regime, international bodies such as the IMF and the World Bank
continued to grant loans generously. No other African country has received as much debt
restructuring as Zaire’.

The final report on the section of the joint evaluation dedicated to Nigeria was published under the title
Wederzijdse belangen — wederzijdse voordelen. Evaluatie van de schuldverlichtingovereenkomst van 2005 tussen de
Club van Parijs en de regering van Nigeria [Mutual interests - mutual benefits. Evaluation of the 2005 debt
relief agreement between the Paris Club and Nigeria] (2011).

In her book Dead Aid — Why aid is not working and how there is another way for Africa (2009), Dambisa Moyo
describes how in 1980, during an official visit to the United States, Mobutu obtained 5 billion dollars of
external debt from President Reagan, after which he hired Concorde for his daughter’s wedding in
Abidjan, Ivory Coast (p.22).
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Preface

In the early nineties, the end of the Cold War coincided with the beginning of the end for
the Mobutu regime, which was finally overthrown in 1997 by the rebel leader Laurent-Désiré
Kabila. After Kabila’s assassination in 2001, his son Joseph Kabila became the country’s
leader. The signing of the Sun City peace agreement (2003) paved the way for recovery and
reconstruction, supported by the international community which agreed considerable debt
relief in 2002-2003. The central African region absolutely had to remain stable - particularly
after the Rwandan genocide (1994).

This joint evaluation of debt relief granted to the DRC within the framework of the HIPC
initiative (2003-2010) focuses on several central themes. The principal questions raised are
as follows: (1) What are the reasons that led to the debt relief agreement? (2) Was this the
right decision? (3) To what extent has the Congo satisfied the terms of the agreement? And
lastly, (4) what have been the effects, particularly for the country and the population?

Based on our knowledge of the country and the evaluation results, we must conclude that it
is uncertain whether the Congo’s debt relief has helped it to emerge from the hardships in
which it is immersed. Certainly, relatively speaking, external debt has almost disappeared
and - perhaps even more importantly - the country has begun the necessary internal
reforms. It is now a case of the substantial and uncompromising implementation of the
measures agreed during the interim period (2003-2010). While the debt agreement created
some of the essential terms for this action, this is still an enormous task. Only in time will
we discover whether the country’s future justified the investments from the international
community.

The evaluation team’s analysis, which is firmly based on the intervention logic underpin-
ning debt relief, is fairly technical in nature. This is why two summaries have been produced
based on the main report (available in French and English): one written by the evaluators
and primarily intended for specialists (written in French, Dutch and English); the other,
more succinct and accessible, providing the key conclusions and information drawn from
the joint evaluation for a wider audience (written in Dutch).

The evaluation team is responsible for the content of the main report. The Special
Evaluation Office of International Cooperation (SEO) and the Policy and Operations
Evaluation Department (I0B), guarantee the quality of these works. All the documents are
available on the websites http://diplomatie.belgium.be/nl, http://diplomatie.belgium.be/fr
and http://www.government.nl/ministries/bz/documents-and-publications.

We would like to thank all those questioned during this evaluation, who generously agreed
to share their knowledge and experience, as well as the members of the Kinshasa Advisory
Group and those of the European Reference Group for their constructive ideas and useful
comments on various drafts of the text. The international team responsible for the work
was comprised of Stefaan Marysse (team leader), O. Tshiunza Mbiye, Tom De Herdt, Danny
Cassimon, Karel Verbeke and Mirjam Visser. The public version of the report was written by
Marusja Aangeenburg. Fred van der Kraaij, OB inspector, played a key role in guiding the
study and the informed supervision of the evaluation process.
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First human settlement

2000 B.C.

The Kingdoms
500 A.D.

520-845
800-1000

From 1200

The Bantu people settle in the Congo Basin.

Appearance and development of the Kuba kingdom
Appearance and development of the Luba kingdom
Increased settlement by the Bantu people in the Congo Basin.

Appearance and development of the Kongo kingdom, that would last until
1665

Exploration and slave trade

1482

1491

1506-1543

1500-1800

1840-1880

1879

1881

Colonial period
1885-1908

1891-1892
1892-1894

1908-1960

The Portuguese explorer Diogo Cao discovers the mouth of the Congo River
and makes contact with the King of Kongo.

Portuguese missionaries begin to convert the region to Christianity. The
King of Kongo is baptised.

The height of the Kongo Kingdom under the Catholic King, Alfonso I.

English, French, Dutch and Portuguese slave traders ship millions of
Africans to the Americas with the help of Kongo intermediaries.

European explorers, including David Livingstone and Henry Morton Stanley,
explore the country’s interior.

The start of Belgian interference.

Foundation of Léopoldville, which would later be renamed Kinshasa.

The Congo Free State is the personal property of King Léopold II of Belgium.
Katanga becomes part of the Congo Free State.
The influence of Arab traders in eastern Congo ends.

The Congo Free State is a Belgian colony, after massacres and violent acts
committed in the name of King Léopold II.

[19]
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Key events in the history of the Congo

After independence

1960

1961

1960-1963

Accession to independence, Joseph Kasa-Vubu becomes President and
Patrice Lumumba Prime Minister. The elections cause trouble.

Lumumba’s murder - American and Belgian involvement.

Katanga’s War of Secession, killing many and ending in failure.

1965-1997 The Mobutu years

1965
1971
1971-1974

1983-1986

1984

1991-1996

The Kabila years

1996-1997

1997

1997-1999

1998-2002

2001

2002

2003

2006

Joseph-Désiré Mobutu takes power following a coup d’Etat.
Mobutu takes the name Mobutu Sese Seko and renames the country Zaire.
Nationalisation of foreign companies. Start of the economic crisis.

Financial crisis, political chaos. The IMF and World Bank adjustment
programmes lead to significant budget cuts and mass lay-offs.

Last census performed

Bankruptcy of private and public sectors. Riots in Kinshasa. Hyperinflation
(almost 1,000% in 1994)

First Congo War, which ends when Laurent-Désiré Kabila takes power.

Zaire becomes the Democratic Republic of Congo.

Inconsistent economic policy. The economy is secondary to the war effort.
Second Congo War. This involves eleven neighbouring countries. In 1999,
the United Nations creates a peace-keeping force, MONUC, with over 20,000

soldiers.

Laurent-Désiré Kabila is assassinated by one of his bodyguards. His son,
Joseph Kabila succeeds him.

Joseph Kabila liberalises the economy and begins negotiations with the IMF
and the World Bank.

The Congo signs crucial debt relief agreements. The related terms require
deep seated economic and administrative reforms.

The warlord Thomas Lubanga is prosecuted for war crimes by the
International Criminal Court in the Hague.
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2006

2008

2006-2010

2010

First democratic presidential elections in 40 years, won by Joseph Kabila.

Rebel leader and politician Jean-Pierre Bemba is arrested. Accused of war
crimes, he is transferred to the International Criminal Court at the Hague.

Continuing insecurity in the east of the country. No improvement in social
conditions. Millions of casualties.

Decisive phase in the debt reduction process, ending with the cancellation
of a substantial amount of this debt.
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A  Introduction

In 2003, after the Sun City peace agreement, the Democratic Republic of Congo (DRC) began
to recover from five years of war and almost 2 decades of collapse of the formal economy
and the State. The post-conflict phase enabled the country to rebuild with the resumption
of a democratic process, against a background of a fragile State and economic growth. There
were two key factors in this tentative recovery. On the one hand, popular will endured the
breakup of the country and strived for a democratic solution. On the other hand, the
international community, through a range of measures including giving the DRC access to
the Heavily Indebted Poor Countries (HIPC) programme, facilitated the country’s economic
and political liberalisation.

This HIPC programme governing the Congolese debt relief process from the decision point
to the completion point took seven years, from 2003 to 2010. Two main reasons explain this
g4-year delay in achieving this debt reduction, compared with the minimum period (3 years).
Firstly, there were budgetary slippages during the 2005-2006 elections and secondly the
problem caused by the Chinese contracts that would have significantly increased Congolese
debt in the middle of a process where the objective was substantial debt reduction.

In order to understand the reasons for granting a debt reduction, we will firstly outline the
origin of the Zairian/Congolese debt. To evaluate whether the debt reduction granted has
been efficient and effective, we will then discuss the measures and resources (inputs) set up,
to see whether these methods have had a positive effect on debt management and
sustainability (outputs). Finally, we will attempt to assess the relevance of the debt relief by
analysing the effects of this measure on growth and poverty reduction. We will end this
summary with conclusions and recommendations.

B Origin and treatment of the debt prior to the
2002/2003 agreement

The debt problem in terms of sustainability for the Congolese economy originated between
1973 and 1975. At the end of 1972, the outstanding debt was 544 million dollars and
represented 25% of gross national income (GNI). The debt service/export ratio was only 5%.
These debt ratios, well below the sustainability thresholds, changed drastically in just over
two years. At the end of 1975, the outstanding debt amounted to 2,915 million dollars,
representing approximately 90% of GDP, while the debt service was equivalent to 10% of
export earnings for the same year. In June 1976, the first debt rescheduling was agreed,
indicating that the debt problem had started to appear very early. The debt then began to
snowball and at this time, the original debt of Zaire/the Congo was estimated at approxima-
tely three billion dollars. Since then, the debt has increased, mainly due to payment arrears
on the principle and interest, to result in a debt of over 13 billion dollars in 2000, where the
arrears (on the principal and interest) made up 78.2% of the stock of debt.

[25]
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Executive Summary

The original debt (i.e. before any rescheduling or debt service payments) was 2,915 million
dollars, including 544 million contracted before 1973. Of the 2,412 million dollars (2,915-544
USD) that resulted in the problem of unsustainable debt dating from the 1973-1975 period,
sixty percent was owed to four major projects. All these projects had the official aim of
modernising/industrialising the country. None of the projects fulfilled their promise and
created the basis for repaying the debt, because while in principle they were profitable
projects able to repay the debt, they all went bankrupt.

The root cause was a combination of Western interests (political and trade) that did not
want to risk operating a business in a context of nationalisation and a predator government
that during the Cold War, could afford the excesses of corruption, while underestimating
the problem of business management. Against this backdrop, unsuitable financing
mechanisms made the debt unsustainable. Indeed, % of this original debt was comprised of
supplier’s credit with interest rates of 8% on average, which from 1976 caused the Congolese
debt problem. Therefore in terms of the origin of the Zaire debt problem, responsibility is
shared between Zaire and Western countries.

From 1976 to 2002, the Zaire/Congo Public and Publicly Guaranteed Debt (PPG) had to be
rescheduled nine times. If the period is extended to the completion point of July 2010, this
is the largest number of debt reschedulings (in this instance 13) granted to any country.

In late 2001, the DRC’s public debt was estimated at approximately 12.9 billion dollars in
nominal terms. Arrears constituted 78% of the stock of debt. Changes in both the internati-
onal debt relief policy and the Congolese political context would enable the DRC to become
part of the HIPC initiative. After the normalisation of relations with the Bretton Woods
Institutions and the payment of multilateral arrears to the Bretton Woods Institutions and
the African Development Fund (2002), the DRC reached the decision point under the
Enhanced HIPC Initiative in July 2003, thus receiving interim debt relief. This agreement led
the Paris Club to agree to a flow rescheduling under Cologne terms in November 2003.

C Inputs

Relief is granted in different phases. Since most of the debt was made up of arrears, the first
phase was that of settling the arrears. The arrears to multilateral creditors (International
Monetary Fund (IMF), World Bank and the African Development Bank) were settled by replacing
the old unpaid debt with new debts under concessional terms, using bridging loans. The arrears
to the Paris Club were settled by the agreement of 13 September 2002, a flow rescheduling
agreement signed under Naples terms, covering 8,980 million dollars in net present value (NPV),
including 8,490 million in arrears at 30 June 2002 and 490 million due between 1 July 2002 and
30 June 2005. Even though this agreement was a ‘flow’ type agreement, it enabled creditors to
cancel 4,640 million dollars in NPV immediately and reduce the debt due to Paris Club creditors
between 30 June 2002 and 30 June 2005 from 9.09 billion to 380 million dollars. Because the
great majority of the debt treated was made up of arrears, the operation was actually, broadly
speaking, a ‘stock’ type operation rather than a ‘flow’ type one.
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At the completion point (July 2010), the nominal debt was estimated at 10,772 million
dollars, corresponding to a NPV of 8,801 million dollars. Taking into consideration a
revision of the export average, the reduction needed to reach the 150% threshold was
estimated at 7,252 million dollars in NPV. This reduction assumed a common reduction
factor of 82.4%. Based on the principle of ‘equi-proportional’ distribution, the multilateral
contribution would represent 2.6 billion dollars in NPV; Paris Club bilateral creditors would
grant 4.1 billion dollars in NPV and official non-Paris Club bilateral creditors 229 million
dollars in NPV; the balance of approximately 315.5 million USD would be attributable to
commercial creditors.

Overall, Belgium granted approximately 1 billion euros in debt relief over the 2002-2009
period, with about 500 million dollars of additional relief provided for by the Paris Club
agreement based on reaching the completion point. Belgium took a proactive position with
regards debt relief for the DRC, not only by aligning itself with international consensus, but
also by going further, for example, by providing its assistance in financing multilateral
arrears with bridging loans and playing a political role in unlocking the DRC in terms of
eligibility within the international financial institutions (IFI). This was a highly proactive
political role before the interim period came into force. In fact, the Angolan, Belgian and
American ambassadors were involved in the transfer of power between the former
President, Laurent-Désiré Kabila and the current President, Joseph Kabila with a considera-
ble change in Congolese economic policy. This was firmly established during the first
international visit of the new President who visited Washington only two months after
taking power. During this visit, he made contact with the American president but also
visited the IFls. It was also during this 2001-2003 period that the DRC made the most
outstanding progress in terms of economic governance with the implementation of the
Government Economic Programme (GEP), where in under two years, inflation (and
therefore the monetary financing of public spending) was under control and the DRC
rediscovered the path towards growth. The DRC’s liberalisation policy within the IFs led by
the international community found favourable support with the head of Belgian diplomacy
at the time.

The Netherlands granted approximately 350 million euros of debt relief over the 2002-2009
period, and the remaining amount at the completion point was approximately 300 million
euros. Although the Netherlands fully endorses the importance of debt relief and was
actively involved in establishing the issue of debt relief for heavily indebted developing
countries on the international agenda, it has been more reserved in the case of the Congo.
Partly because of the HIPC status, there were never any discussions as to the Netherlands’
obligation to contribute to the Congo’s debt relief. From the start however, the Netherlands
was of the opinion that the situation in the Congo was very fragile and that the World Bank
and IMF were painting too positive a picture of the political and macro-economic situation.
The Netherlands advocated waiting until the completion point before granting debt
forgiveness on the majority of the principal, once there was greater clarity as to the political
stability. Retrospectively, the Netherlands prevailed in this respect. The DRC was found to be
‘off-track’ in 2006 for the various reasons given above. In July 2009, the Netherlands issued
objections against the general budget support promised by the European Commission and
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supported the decision to review the Chinese contracts as a prerequisite to accessing the
completion point.

Although the debt relief amounts granted are considerable, at least on paper, in the case of
the DRC the conditionality processes were the most important inputs. It is clear that debt
relief is used not only to resolve the debt overhang, but also to improve macro-economic
stability, promote a strategy encompassing poverty reduction and launch reforms in terms
of governance and the provision of public services.

D  Outputs

The analysis of the outputs is primarily a comparison with the counterfactual, i.e. what
would have happened if there had not been a debt relief agreement. We have divided this
counterfactual into direct effects - that broadly cover the effects on stock of debt, debt service
and Official Development Assistance (ODA) - and indirect effects, especially those on public
finance. Of course, the progress made in terms of ODA and public finance cannot be
attributed solely to debt relief, which was itself only an integral element of a whole range of
measures and financing by the international community.

The direct effect is comprised of different flow and stock effects. The stock of debt effect was
only experienced when the completion point was reached, at the moment when the
international community reduced the Congolese stock of debt to 3.11 billion dollars.
Without a relief agreement, this would have been 15.76 billion dollars. The first flow
element is that of the money actually used by the DRC to pay the debt service. All parties
were in agreement that if the debt relief agreement had not happened (the counterfactual),
the DRC would only have paid a fraction of what was due, at most what was due to the IFIs,
in order to remain a member of these institutions. This negative effect on the currency flow
for the DRC was however compensated by the second direct flow effect: that of ODA.
Indeed, the DRC’s opening up to the international community significantly increased the
flow of aid to the country. We have estimated this positive effect at 1.71 billion dollars.

If the negative direct effect on the debt service (approximately 772 million dollars) is com-
bined with the positive effect on ODA (estimated at approximately 1.71 billion dollars), the
conclusion of our counterfactual analysis is that interim relief resulted in a (net) surplus in
additional resources from the international donor community, a surplus of approximately
940 million dollars over the entire period (2003-2010). Furthermore, if the indirect effects
that the entire debt relief process had on public finance, as a result of the conditionalities
are taken into consideration, then the image becomes even more positive. The improve-
ment in the collection of fiscal revenues through various reforms resulted in a surplus of 6.3
billion dollars over the entire interim period. It would naturally be presumptuous to putall
this success down to the relief process alone. The attribution problem forces us to recognise
that many other factors contributed to this result. Firstly, there was the end of the war
sealed by the Sun City agreement in 2003 and the country’s reunification which followed.
The cooperation of people from government bodies who wanted reforms in governance
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was another key factor, even if there is still much progress to be made to improve
governance.

Finally, the specific conditionalities regarding the revision of the Chinese contracts have
protected the Congolese government, or rather future Congolese generations, from falling
back into an unsustainable cycle of debt.

E Outcomes

Without the HIPC-MDRI initiatives, external debt indicators exceed the applicable thres-
holds: 30% of GDP, 100% of exports and 200% of revenue. Longer-term projections also
show that in the best case scenario, it would take until 2018 for the ratios to fall below their
sustainability thresholds. Reaching the completion point in June 2010 shows that these
ratios have fallen below the applicable thresholds: 24.4% of GDP, 42% of exports and 124.3%
of revenue.

In terms of governance, a distinction must be made between democratic governance and
technocratic governance (economic). The elections in 2005-2006 went smoothly. This gain in
terms of political governance was certainly not perfect but marked significant progress
compared with previous periods. The sustainability test for this improvement will be seen
during the elections in 2011-2012. In terms of economic governance, the government, with
external support, has made progress. Inflation has been brought down to reasonable levels
(with the exception of 2005-2006) and the DRC has returned to economic growth (5% on
average). Also, in terms of fiscal revenue, the government has increased its own resources
fivefold in the interim period (in current dollars). Budgetary slippages and delays in
reaching the completion point are however symptomatic of a deeper governance problem,
inherited from the past and which remains. The insufficient independence of the Central
Bank of the Congo (BCC)?, revenue losses (leakage), the issues of complying with contracts,
the operation of public services, etc. are still weak points.

As a poverty reduction instrument, the HIPC programme has not been effective in the case
of the DRC. Firstly the spending amounts financed by the relief are relatively small (1 to 2%
of GDP) and can therefore only have limited effects. Secondly, spending defined as HIPC
spending in fact only has a very indirect effect on poverty. Its usefulness and the relevant
indirect effects must be evaluated within the broader scope of the State’s reconstruction
which is a vital stabilisation tool and the strengthening of democracy. Debt relief is just one
element of this. Effective poverty reduction requires more resources and commitments than
a HIPC programme.

3 Theinsufficient independence of the Central Bank - in the sense that the governor of the Bank is
appointed and dismissed by the executive power (President) - may explain why money creation does
not solely result from economic development needs.

[29]
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F  Impact/Relevance

Since 2003, the DRC has re-established growth (average of 5%) and has managed to curb
inflation, due to the assistance and monitoring of the international community. It was only
after the normalisation of relations at the start of the new millennium that the economic
situation (positive growth and control of inflation) improved. Indeed, the DRC firstly
needed the support of the international community in 2001 to make it eligible within the
IFIs so that it could once again receive international assistance.

Since then, growth has been supported by new investments from donors and not only
external private investment, primarily in the mining sector but also internal investment and
through the diaspora. An estimate of the level of investment shows that the investment/
GDP ratio experienced an increase from 12% to almost 20% of GDP, which represented
almost two billion USD in 2009. Direct foreign investments are estimated at one billion
dollars, but this is still an estimate because, as in many other areas, data about capital
accounts is unreliable. Here, as with other areas about the impact of debt relief, it is still
difficult to establish the exact effect that relief has had on the increase in investments. There
were many other efforts and factors that explain the increase, such as all the government’s
efforts in terms of a better business climate, along with the effect of the country’s reunifica-
tion after the peace agreement, and the return of investments as a dividend of peace.

Based on the data, which must be used with great caution, the poverty development indicators
for the period under review appear to have improved. The most significant advances can
certainly be seen in the area of school enrolment which has greatly increased. In the field of
health, one of the most robust indicators is that of infant mortality in those under five years
old, where there has been a marked reduction (from 213 to 148 deaths out of 1000).

HIPC and external resources primarily financed central government and (pro-poor)
ministries in the fields of health, education and the economy. Generally, internal resources
only finance a pro-poor policy space of approximately 10%. In the total budget, which also
includes external and HIPC resources, this share accounts for 30% - 37% of spending.

The case of education is interesting on several levels. On the one hand, we know that it is
primarily due to HIPC resources that the education budget has been able to increase - and
increase spectacularly, with an annual growth rate of 37%. On the other hand, different
information sources tell us that at least in terms of indicators for school enrolment rates,
the Congo has made dramatic progress. However, the issue is still to find out more about
the link (or links) between these two elements. Education has been one of the sectors that
has benefited more than others from the efforts made over the last decade to put the State
back on track in the DRC. While overall spending in constant dollars almost doubled
between 2003-2009, the budget for the Ministry of Primary, Secondary and Professional
Education increased six-fold. However, these advances in terms of education must be
qualified in light of this sector’s history. It should be noted that a budget of $7 per student
(2006) is still a fair way from the budget of $23 per student in 1982, just before the Structural
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Adjustment period. Current reinvestment in the sector has not been able to compensate for
the lay-offs among teachers between 1982-87.

Based on our analysis of the impact of HIPC sources and State intervention in the education
sector and particularly the other pro-poor sectors (health, economy, agriculture, etc.),
greater priority has been given to the reconstruction of central government while poverty
reduction has been secondary. This is a perfectly understandable strategy. However, we do
not believe that it has been very effective. For example, data on the breakdown of the State
budget by province indicates that reconstruction efforts are now concentrated in Kinshasa
(with the exception of the education sector). This does not seem to satisfy the requirement
to connect central government to local organisations, so that they can subsequently be used
to carry out an effective development policy benefiting everyone.

G Conclusion

The DRC debt relief agreement has certainly been effective with regards debt sustainability.
All the debt ratios, with the exception of one, were reduced below their sustainability
thresholds on reaching the completion point (July 2010). The only exception until 2018 is
that of the NPV of debt/GDP, which is due to the government guarantee for Congolese debt
granted on the Chinese loan for the execution of public infrastructure works. Above all, this
debt relief operation has laid the groundwork for controlling inflation and re-establishing
economic growth after two decades of economic regression.

Although the impact of debt relief on economic growth is the most important result, it
cannot solely be attributed to the effect of this relief. The peace dividend, the country’s
reunification, government reforms and the commitment by some Congolese to implement
these reforms and the renewed interest of foreign investors in the country’s economic
potential, were just some of the other factors that combined to define the start of a fragile
reconstruction. However, the impact of the relief process must not be understated. It has
played a vital and central role within a whole range of international support measures for
post-conflict reconstruction. Within this debt relief process, it was primarily the conditiona-
lities for reaching the completion point that contributed to the positive impact on
economic reconstruction.

However, the fact that compliance with these conditionalities took longer than planned,
demonstrates a fundamental problem with good governance in the country.

Alongside the impact on debt sustainability and the growth of the economy sought by the
debt reduction, the relief program for a HIPC country also aims to have an effect on poverty
reduction. The amounts from the HIPC funds were broadly spent in the areas covered by the
debt relief agreement, although the implementation methods for the projects financed by
this expenditure were considered insufficient.
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In the case of the DRC, the HIPC funds freed up by the debt relief are not a convincing
mechanism for poverty reduction. While most of these funds were clearly invested in a
priority sector, i.e. education, this increase in resources has not reduced the school fees for
parents. Even in this priority sector, the effect on poverty is still mixed. Other HIPC funds
have mainly been used to improve central government, which may have a positive impact
on strengthening and rebuilding the State, but which means that these funds have not
achieved the declared poverty reduction objective and have not therefore been effective.

H Lessons learned

The need for economic governance is still not internalised enough and is still too dependent
on external discipline, which weakens the reconstruction. Budgetary slippages during the
elections once again highlighted a central and key characteristic of this governance while, the
monetary financing for this ‘emergency spending’ reveals the BCC’s lack of independence.
Money creation should not depend on political decisions but economic needs. The inclusion
of the DRC in a regional monetary area or the independent appointment of BCC manager(s)
are two options for resolving the problems of governance and ‘emergency spending’.

Supporting this process of better governance and the need for investment without govern-
ment guarantees, and thus an improved business climate is a long drawn-out process and will
still require a long period of support from the international community. This sustained
support must strengthen the reformist elements in the administrations so that the improve-
ment in governance is sustainable.

Unlike the practices of the 1970s, the international community will avoid lending money
without any guarantee of repayment. In other words, private investment must be able to
refinance itself without resorting to a government guarantee. In this sense, the IMF, the WB
and international donors did well to amend the Chinese contracts. Only investments in public
goods (in education, health etc.) can be financed using external loans guaranteed by the
government. However, the revision of the Chinese contracts also revealed that the borrowing
capacity of a large country such as the DRC is extremely limited, because for debt sustainability
reasons, absolutely essential investments in infrastructure have had to be halved. Thus,
mechanisms to develop a greater investment capacity in the field of international public
goods (e.g. hydro-electricity, carbon emission management, forest resources) had to be
strengthened. It is obvious that such an increase must be combined with reforms in
Congolese government companies. The joint management of international public goods
should help increase the borrowing and repayment capacity.

In fragile states emerging from conflict, the granting of (unconditional) budget support is
perhaps unsuitable. However, debt relief, which is similar to budget support is an exception,
since all parties agree that you have to start over from a solid foundation, although the relief
must be subject to conditions. The major lesson relating to debt relief is that in addition to the
effects on debt sustainability, it is the accompanying conditionalities that encourage
improvements in governance.
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1.1 Evaluation objectives

This evaluation report analyses the results of the debt relief received by the Democratic
Republic of Congo (DRC) in 2003 and 2010, following the decision point and completion
point of the Heavily Indebted Poor Countries (HIPC) initiative respectively. The evaluation
objective given in the terms of reference is two-fold:

« on the one hand to satisfy an obligation for the Belgian and Dutch ministries in question
to account for the use of public funds (accountability),

« on the other hand, to learn lessons (learning) about the use of this instrument with a
view to improving the effectiveness of development assistance.

Although the initiative for the evaluation has been taken by the Belgian and Dutch
evaluation services, it is assumed that the results will also be interesting for others involved
in this relief operation and more broadly policy-makers, academics and public opinion.

1.2 Evaluation questions

1.2.1 Reasoning process

According to the terms of reference, the most important evaluation questions are*:

1. What political, economic and institutional developments preceded the 2002/2003 debt
relief and led to the debt treatment agreement?

2. Did the debt relief make this debt sustainable for the DRC - or are the prospects favoura-
ble for debt sustainability?

3. What role did the conditionalities that accompanied the debt agreement play?

4. What developments took place after 2002/03 in terms of poverty indicators in the DRC
and to what extent did the debt relief and the accompanying conditionalities contribute
to poverty reduction?

5. Atwhat point are the outcomes sustainable?

6. What lessons can be learned regarding the validity and relevance of the intervention logic
underpinning ‘debt relief as a means of stimulating economic growth and promoting
poverty reduction?’

These evaluation questions are largely based on a reasoning that describes the relationships

between inputs and outputs (= efficiency), outputs and outcomes (= effectiveness) and outcomes
and impact (= relevance). This is illustrated in the following evaluation matrix (table 1.1)

4 For more detail, see Annex 1: Terms of Reference.
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Table 1.1 Evaluation matrix

CONTEXT AND PRECONDITIONS

« Country’s political-institutional history (including its classification as a post-conflict country)
« Origin of country’s external debt

« Country’s level of governance and public resource management

Objectives-Resources Indicators Sources Evaluation
criteria
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1371

In this table, ‘inputs’ refer to financial resources, political dialogue and/or conditionalities.
‘Outputs’ refer to debt reduction, pro-poor spending, anti-corruption measures and
macro-economic and public sector reforms. They try to answer the question: ‘Has that been
achieved?’, while the ‘outcomes’ answer the question: ‘Did that work?’, ‘What are the
outcomes: more investments, improved public finance management, less corruption, less
poverty?’s

Finally, the issue is also raised as to whether the outcomes - and potentially the impact if we
can determine it - are sustainable.

5 Debt Sustainability Analysis (DSA)
¢ This list of questions is not exhaustive. See the evaluation matrix for more detail.
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1.2.2 Efficiency, effectiveness and relevance

For an idea of the efficiency of debt relief, it is not enough to determine the financial
importance of the relief, the forms and arrangements used during relief must also be
analysed. Furthermore, the conditions imposed on recipients are as important as the
preparation process, the decision process and the implementation of the activities related
to debt relief.

All this is compared with the direct results, especially the reduction in the debt burden and
stock of debt, changes in public spending and the balance of payments situation. The
evaluation also analyses to what extent the conditions imposed have been satisfied and
what role they have played in achieving the objectives.

Analysing the efficiency also raises the issue of the counterfactual. The counterfactual can be
described as the imaginary/virtual situation if the debt relief had not taken place and
without the application of the related conditionalities. Thus, the question of additionality is
also analysed: are these cancelled amounts that have been reported as Official Development
Assistance (ODA), additional to the ODA flows granted to the DRC by the Paris Club creditor
countries involved? Statistics from the Development Assistance Committee (DAC) on ODA
provided by its members help us to answer this question.

Debt relief is granted with the aim of achieving clearly defined results. The most obvious
being to make the debt burden (that has become unbearable) more sustainable. This
happens when the debt service to export ratio falls, along with the country’s total debt to
Gross National Product (GNP) ratio. Furthermore, reducing the stock of debt means a
reduction in the debt overhang” which may encourage investment and increase the
international creditworthiness of the country in question (and subsequently the inflow of
private capital).

The provision of ODA resources is justified by several of the development cooperation
objectives, principally poverty reduction and sustainable economic development. The
question of the effectiveness of debt relief as an assistance instrument will therefore focus
on the impact at micro level, particularly on households and companies.

Relevance refers to the link by which the inputs, via the outputs and outcomes, contribute to the
impact. The question of relevance also refers to the issue of finding out to what extent the
policy pursued (by Belgium and the Netherlands) was a useful and appropriate response to
the debt problem and the priorities with regards development. In this regard, it is impor-

Debt overhang refers to a creditworthiness problem which is so considerable that creditors no longer
expect full repayment of the debt. If the level of debt rises again, in the case of a ‘debt overhang’, the
debt service will no longer increase in proportion to the increase in the stock of debt (as is normally the
case) but will gradually reduce. In such a situation, debt cancellation is in the interest of both the debtor
and creditor, because if the debt burden falls, the debtor will in fact be better placed to repay the
remaining debts. Indeed, this increases the value of the subsidiary debt.
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tant to assess not only the policy pursued by both countries to relieve existing debts, but
also what role these countries played in forming these debts®.

1.3 Evaluation methodology

The Belgian and Dutch decision-making processes regarding debt relief granted to the DRC
have been reconstructed based on an analysis of official publications, records and archives
and interviews with those involved in both countries, inside and outside the ministries in
question (Finance and Foreign Affairs).

The debt relief evaluation methodology combines quantitative and qualitative analyses. The
evaluation is based on a factual examination of macro-economic, socio-economic and
other data, such as the qualitative analysis of institutional or legislative developments, etc.

The question of effectiveness focuses on 4 effects: (1) unlocking financial resources for
(additional) imports and public spending; (2) increasing the flow of private capital as a
result of improved creditworthiness; (3) improved performance in terms of governance,
accountability and institutional operations; (4) the trends observed in the poverty situation in
the DRC.

An important part of the evaluation consists of a detailed study of ‘grey’ literature (unpu-
blished reports from parties in the DRC and other sources), poverty assessments, household
surveys, etc. The documentary research is supplemented by interviews.

Another important part of the evaluation was carried out during the field study. This
consisted partly of the collection and analysis of tangible data regarding spending made
possible by the money saved through debt relief. Furthermore, there was also an emphasis
on the actors, the decision-making process for debt management and more generally,
public sector management. An analysis of the provinces of Bandundu and Equateur was
conducted at the request of the contracting department. Since the DRC is a HIPC country, it
is important that the specific nature of this aspect is included in a debt relief analysis. It was
agreed with the evaluation services that the evaluation team would perform a detailed
analysis of the impact of HIPC spending in the most important sector (education) in terms
of spending and this would be based on primary data collected in two provinces (Bandundu
and Equateur). At the same time, the evaluation team would perform a macro evaluation on
the use of HIPC funds in the productive and health sectors.

The documentary research and field study are complementary. Interviews were organised
with key individuals, particularly in the DRC, Belgium, the Netherlands and the United
States (Washington DC) and included civil servants from the public authorities of the
aforementioned countries, representatives from the donor community and civil society and

8 By policy pursued, we also mean the position that Belgium and the Netherlands adopted in the
multilateral forums where joint debt relief was negotiated and decided, such as the Paris Club, the HIPC
initiative, MDRI and the Bretton Woods Institutions.
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also independent experts with a country expertise (the specific nature of the Congolese
context) and/or in the field of debt relief, public finance and poverty reduction.

One specific problem is that of attribution: is it possible to establish a causal relationship
between the input and output, the outcome and potentially the impact? This debt relief
evaluation, perhaps more than any other, has been faced with this problem of attribution,
due to the nature and scale of the intervention. However, the evaluators have attempted to
answer this question.

Lastly, the final word of caution about the application of the methodology is the poor data
in the DRC. In many areas, statistical monitoring has been neglected for a very long time
due to the collapse of the State and the war which followed. To give just one example,
neither the census nor the representative budget surveys have been carried out since 1986.
Naturally, this is a problem for a study aiming to evaluate the impact of debt relief on
poverty among other things, and evaluation’s conclusions will necessarily be limited.

1.4 Limitations of the evaluation
The period under evaluation extends from 2002 to 2010.

The effects of Belgian and Dutch efforts cannot be isolated from those of other donors. The
evaluation will therefore focus on the total amount of debt relief that has been achieved so
far. At the completion point, the debt relief associated with this point will be included in
the evaluation.

The Bretton Woods Institutions (International Monetary Fund (IMF) and World Bank (WB))
play a special role in the international debt relief policy (HIPC initiative I and Il and
Multilateral Debt Relief Initiative (MDRI)). The IMF generally performs a monitoring role
under the agreements that this organisation has with the receiving country, the DRC. Here,
this concerns consultations within the framework of Art. 4 and within the scope of the
Poverty Reduction and Growth Facility (PRGF) and the Extended Credit Facility (ECF). The WB
and the IMF have approved the DRC’s poverty reduction paper entitled ‘National Growth and
Poverty Reduction Strategy Paper’.

The evaluation does not examine the activities of the IMF and WB in the DRC which fall
within their general mandate. Neither does it analyse the HIPC I and II debt relief mecha-
nisms or the MDRI. The evaluation does not pay greater attention to the resources (core
financing) made available to the WB and the IMF by Belgium and the Netherlands and which
are used to finance debt relief or related activities. However, the evaluation will include an
analysis of the importance of the conditionalities associated with debt relief, which were
also approved by Belgium and the Netherlands, along with the implementation of these
conditionalities and the monitoring of this implementation process. As will be explained in
greater detail, the application of the conditionalities took longer than anticipated. Three
years should suffice between the decision point and the completion point in a debt relief



A clean slate - what next?

agreement in a HIPC country. In the case of the DRC, it took seven years, indicating that the
application of the conditions was problematic and that the country had even been
‘off-track’ in the 2006-2008 period.

Most importantly and for various reasons, the debt relief evaluation does not have an
answer about the sustainability of the effects of this process. Firstly, this is because the effects
and the impact can only develop over time. Secondly, many other factors that have been
taken into account blur the analysis of the impact of this debt relief. Changes in the world
are unpredictable and may disrupt internal efforts, as was witnessed during the internatio-
nal crisis of 2009. However, this uncertainty is beyond the responsibility of the Congolese
actors. A more important unknown variable is the development in internal governance.
Will the need to improve technocratic and political governance be internalised by the
government and permeate through the social layers? This is in fact an essential condition
which falls to Congolese governments.

[41]
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2.1 Introduction

The political context within which the debt relief policy is to be seen, from the decision
point (2003) to the completion point (2010), differs radically on many points from the
context within which the Congolese external debt was formed. If the international and
national political context is an important determining factor in explaining the formation of
the debt, it will also be a determining factor in answering this evaluation’s fundamental
questions, namely whether debt relief will have a lasting effect not only in terms of debt
management but also growth and poverty reduction. Of course, many other instruments
besides debt relief will be needed for a sustainable reconstruction of the economy and the
standard of living for the Congolese people. Firstly, we outline the international policy in
terms of debt relief (2.2). Then we analyse the political context in the third section of this
chapter (2.3)°.

The debt problem in terms of sustainability for the Congolese economy originated between
1973 and 1975 (see 2.4). At the end of 1972, the outstanding debt was 544 million dollars and
represented 24% of gross domestic product (GDP). The debt service/export ratio was only
5%. These debt ratios, well below the sustainability thresholds, changed drastically in just
over two years (Public Debt Management Office, 1983, p.11). At the end of 1975, the
outstanding debt amounted to 2,915 million dollars, representing approximately 90% of
gross domestic product (GDP), while the debt service represented 10% of export earnings for
the same year (Kawata Bualum, 1989, p.310). In June 1976, the first debt rescheduling was
agreed, revealing that the debt problem started to appear very early. The debt then began to
snowball and at this time, the original debt of Zaire/the Congo could be estimated at
approximately three billion dollars'. Since then, the debt has increased, mainly due to
payment arrears on the principle and interest, to result in a debt of over 13 billion dollars in
2000, where the arrears (on the principal and interest) made up 78.2% of the stock of debt.

In the fourth section (2.4), we will see how the original debt moved beyond the country’s
repayment capacities where the reasoning for debt took root and magnified the problem. In
fact, by rescheduling, the debt problem was deferred until later but at the same time
became increasingly unmanageable.

9 Fora more detailed analysis of the context, see the annex on the CD-rom, the contribution of Théodore
Tréfon.

°  The two official sources, OGEDEP and the World Bank (World Bank, 1983; Public Debt Management
Office, 1983) do not agree, even on the definitions (debt outstanding = outstanding debt mobilised),
there are differences of between 100 and 300 million dollars between the two official bodies managing
this debt problem. Here we use the figure for the estimate of the original debt the debt ‘outstanding
from mobilised and non-mobilised debt’ because non-mobilised debt is mobilised in subsequent years.
The figure of 3 billion dollars at the end of 1975 (2,915.2 million dollars to be exact) is therefore the best
possible estimate for the original debt, i.e. excluding the additions that would be made after the first
reschedulings that began in June 1976 and which no longer represented new financing. Of course, here
we are making an approximation, because we do not know exactly what was still financed as new
projects between the end of 1975 and June 1976 and perhaps other new financing but this became very
rare after 1976.
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2.2 International debt relief policy

The debt crisis erupted in 1982 when three Latin American countries (Mexico, Brazil and
Argentina) could no longer cover their repayment obligations. Since their debts were owed
to private creditors, this problem had to be resolved quickly in order to avoid affecting the
large private banks in the North. It was never anticipated that these countries would no
longer repay. In fact, it was not only Latin American countries that were affected. In Sub
Saharan Africa, other countries also found themselves in great difficulty regarding repay-
ments — led by Zaire — characterised not by private debt but by Public and Publicly
Guaranteed Debt (PPGD). However, the philosophy for resolving the debt crisis was the
same. Repayments had to be made but the debts had to be rescheduled. In other words, it
was considered that the problem for indebted poor countries was one of liquidity and there
was absolutely no question of cancelling their debt. In the case of Zaire, we will see how
these efforts were catastrophic for the population. Since, while it was indeed the govern-
ment that contracted the debts, it was the population who paid the price through the
adjustment programmes, that were part of the requirements for repaying the debt. Initially,
creditors on all sides agreed to a rescheduling while maintaining the stock of debt. It was
only during the 1988 summit in Toronto that the Gy leaders recognised that the debt problem
was not only a liquidity problem but was also and particularly a creditworthiness problem. They
decided to cancel a third of the bilateral financial commitments. Subsequently, the debt
relief rates became more generous (London: 50%, Naples: 67%)".

Until 1996, debt relief owed to multilateral creditors was not on the agenda. This changed
with the launch of the HIPC Initiative in September 1996, during the annual meeting of the
Bretton Woods Institutions. The Initiative’s objective was to enable Heavily Indebted Poor
Countries ‘to end rescheduling operations once and for all’ and resume ‘normal relations with the
international financial community characterised by spontaneous financial flows and comprehensive
commitments’. To achieve this, multilateral creditors had to ‘undertake an action in order to reduce
their claims on the countries in question’, accompanied by appropriate conditions in the receiving
country (Cassimon et al., 2008). The renewal of allocation requests for the programme, that
appeared after a process of internal reconsideration and more strongly after a global
mobilisation of public opinion®, led to a proposal to extend the initiative during the G8
summit in Cologne. This Enhanced HIPC Initiative (called HIPC II) was approved by the IMF and
WB during their annual meeting in September 1999. It is now the standard through which
the international community intends to resolve the debt problem for heavily indebted
developing countries (Cassimon et al., 2008).

The HIPC initiative works in different phases. Firstly, the country must:
« Beeligible for only concessional loans and donations from the International
Development Association (IDA), the WB and the IMF.

" For more information about these developments see I0B and SEO, 201
2 Through a coalition of Non-Governmental Organisations such as Jubilee 2000.
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» Have an unsustainable debt. Debt is considered as unsustainable if the Net Present Value
(NPV?) of external debt, after traditional debt relief mechanisms have been applied is
greater than 150% of exports'.

In order to arrive at the decision point, the country must:

 Implement macro-economic adjustment policies and structural reforms to promote
stabilisation and growth.

« Draft an Interim Poverty Reduction Strategy Paper (I-PRSP).

At the end of this first phase, the country is officially accepted by the IMF and WB executive
boards for assistance under the Initiative. Bilateral and multilateral creditors generally allow
for a rescheduling of their commitments under favourable terms, creating a relief or
reduction in the debt service. To receive this full and irrevocable relief on the stock of debt,
the country must reach the second phase of the initiative. The conditions for this final step
are to:
» Demonstrate good performance within the scope of the joint IMF/WB programme.
« Conduct satisfactory structural reforms as agreed in the decision point triggers.
« Adopt a poverty reduction strategy developed through a broad participatory process and

implement it for at least one year.
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The duration of the second period is variable (‘floating’), allowing countries that are
achieving good results to reach the completion point more quickly. Taking into account the
relief granted during the interim period, the remaining relief promised at the decision
point will be granted at the completion point.

In 2011, there were 40 countries in the HIPC group. Among them, 32, including the DRC had
reached the completion point and irrevocably benefited from debt reduction’s; four
countries' had reached the decision point and received interim reductions. Four other
countries were classified as eligible but had not yet reached the decision point".

In June 2005, the G8 proposed that three multilateral institutions — the IMF, the IDA and the
African Development Fund — cancelled all their claims on countries that had or would reach

3 The net present value (NPV) of debt is defined as the sum of all future debt-service obligations (interest and
principal) on existing debt, discounted at the appropriate market rate (Paris Club website). For this reason,
amounts may differ depending on the treatments applied, the date of application and the rates used.

4 In the specific case of very open economies (with a GDP/export ratio greater than 30%) with a high debt
compared to fiscal revenue and this, despite the excellent level of revenue mobilised (above 15% of
GDP), the debt-to-exports ratio selected as a target may be set below 150%. In this case, the selected
target for the debt-to-fiscal revenue ratio is 250% of the decision point.

5 Afghanistan, Benin, Bolivia, Burkina Faso, Burundi, Cameroon, Central African Republic, Republic of
Congo, Ethiopia, Gambia, Ghana, Guinea-Bissau, Guyana, Haiti, Honduras, Liberia, Madagascar,
Malawi, Mali, Mauritania, Mozambique, Nicaragua, Niger, Uganda, Democratic Republic of Congo,
Rwanda, Sdo Tomé-et-Principe, Senegal, Sierra Leone, Tanzania, Togo and Zambia.

' Comoros, Ivory Coast, Guinea and Chad.

7 Eritrea, Kyrgyz Republic, Somalia and Sudan.
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the completion point under the HIPC initiative’*. Compared with the HIPC initiative, the
MDRI goes even further by offering full debt cancellation for these countries in order to free
up more resources to help them to achieve the UN (UN) Millennium Development Goals
(MDQG). Unlike the HIPC initiative, which was a joint initiative between multilateral and
bilateral creditors, there is no initiative corresponding to the MDRI by bilateral or other
multilateral creditors. All countries that had reached the decision point before this decision
by the G8 received this additional reduction in 2006. Furthermore, other HIPC countries
including the DRC, received a MDRI reduction without conditionalities when they reached
the HIPC completion point (Cassimon et al., 2008).

2.3 The changing international and national political
context of Congolese debt

The origin of the Congolese debt problem cannot be understood without placing it in the
political context at the time that it was formed and as we shall see, this context is perhaps the
most important justification for the current debt relief. The same applies in terms of answering
the key questions raised by this evaluation on the impact of this relief. The positive effect that
debt relief will have on future debt sustainability and its impact on economic growth and an
improvement in living conditions, will depend heavily on the political context. Many authors
have analysed the specific nature of the Sub Saharan Africa crisis in political terms.

In an article entitled ‘The African Dummy’, Englebert (2000) maintained that the variables
that normally explain the variation in economic results and human development such as
investment and productivity, counted for very little, but that it was in particular the ‘politics
of the belly’ (Bayart, 2000), ‘neo-patrimonialism’ (Van de Walle, 2001) or, expressed in more
neutral terms, political governance which was the problem. Zaire was no exception to the
rule and was extremely representative of this theory (Bayart, 2000).

It would however be extremely biased to attribute poor performance solely to national
political governance. As we shall see with regards the origin of the Congolese debt, the
international context of the Cold War and competition contributed significantly to poor
economic performance in Sub Saharan Africa. But firstly we will outline the international
political context at the time the debt was formed, which was radically different from that of
today, where there is a debt relief agreement. The Congo/Zaire at the time, with a larger
GDP that that of South Africa and custodian of significant strategic mineral reserves was
considered an important regional power, where Soviet influence had to be suppressed. The
removal of the Lumumba government, considered as pro-Soviet or anti-Western and several
years later, the accession of President Mobutu to power with the support of Western powers
has been well documented. Under Western protection, President Mobutu (1967-1997)
established the second republic with a single party regime (the Popular Revolutionary

®  Only the IMF decided whether all countries with a per capita income equal to or less than 380 EU dollars
per year (HIPC or non-HIPC) would receive relief on their IMF debt under MDRI, adding Cambodia and
Tajikistan to the list of eligible countries.
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Movement) where all the decisions were made centrally by the Presidency. The President
remained in power by co-opting people with an absolute allegiance into power, who then
depended on him entirely for their political survival (Bezy et al., 1981). From the early days
of Mobutu until 1974, the regime was able to rely financially on a strong economy. These
economic foundations began to crumble following the nationalisation of key sectors of the
economy in 1967 and Zairianization measures which were nothing more than a consolida-
tion of the nationalisation process (1973). A radical redistribution of foreign assets and
possessions in Zaire was conducted which primarily benefited a political class loyal to the
president. These politicians understood that they could become wealthy by swearing
allegiance to the president and not through good business management.

This root cause of the economic collapse in Zaire, which began to appear in the late 1970s,
was described as follows by Erwin Blumenthal, the former Country Director of the IMF, who
became Managing Director of the Bank of Zaire. He had been appointed as Head of the BCC
because of the difficulties of repaying the external debt which appeared from 1976, (see
section 2.4). He recounted his experience in a confidential report that at the time, attracted
major international attention. ‘The aim of this report is to outline the financial situation in
Zaire and reveal its prospects for repaying its debts. (...) As this survey will show, the case of
Zaire, its dreadful political and economic situation, the despair of its population and the
consequences on the countries that are its allies are terribly negative’ (Blumenthal, 1982,p.1). 1471
The report continued by giving many examples of tangible corruption and tried to explain why
the economy and the standard of living fell from 1975, ‘under normal circumstances, any
foreign investment or contribution would be beneficial. There was, and still is, a single
major obstacle that destroys all prospects: the CORRUPTION (author’s emphasis) of the
leadership...” (Blumenthal, 1982, ibid).. However, there was more, although Blumenthal
worded it as questions, international responsibility was clearly highlighted. ‘And why do
Western countries continue to agree not only to loans but also to non-repayable loans?
Moral obligation? Speculation? Political considerations? Zaire, the anticommunist bastion
in Central Africa? ... probably a little of everything.” (Blumenthal, 1982, ibid.).

While the analysis of the primary cause of the debt - corruption in collusion with Western
support - may be correct, the Western remedy for resolving the problem would aggravate
the decline in the economy and the standard of living of various social sectors. Indeed, the
chosen solution was to implement a structural adjustment (1982 — 1984) that would make
over 400,000 people unemployed in the education and health sectors. Therefore, while the
analysis of the problem was correct, the recovery and treatment measures for the debt
problem had a damaging effect.

Today and throughout the past decade, the structure of foreign and domestic political
factors along with aid policy in terms of debt treatment for Less Developed Countries (LDC)
is entirely different.

The end of the Cold War removed the geopolitical requirement to support autocratic
regimes. The suspension of international structural assistance from 1989, the wave of
political opposition which was expressed during the Sovereign National Conference (1993)
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and the erosion of the government’s financial foundations triggered a political response by
the government which made the working class poorer (the issue of counterfeit currency
leading to hyperinflation). This government resistance to change ultimately plunged the
country into a deadly conflict which claimed tens of thousands of lives. The ousting of
President Mobutu with the help of armies from Uganda and Rwanda in 1997 was relatively
easy, but it created a void left by the former Western powers who did not want or were no
longer able to intervene directly, which was filled by regional actors. This process led to a
long period of War (1998 - 2003). Finally, after the assassination of Laurent-Désiré Kabila
(January 2001), Joseph Kabila took power without bloodshed in Kinshasa but in a situation
of domestic rebellion and foreign armies on Congolese soil that he only partly controlled.
His first international visit was to Washington and would be followed by a series of
economic measures that would unblock® the DRC’s position with the International
Financial Institutions (IFI) and thus pave the way for the country’s economic reconstruction.
At the same time a peace process, supported by the West, ended five years of war and deadly
violence with the Sun City agreement in 2003. A transitional government where power was
shared between the internal warring parties, prepared for elections which were won by the
President in 2006. The electoral process, strongly supported by the West, took place
normally in a climate of popular will and supported by an active civil society.

Meanwhile, the construction of international assistance has also changed greatly since the
structural adjustment interventions. The new aid architecture, which is designed to respond
to the critics of structural adjustment now focuses on participation, ownership and poverty
reduction. Priority sectors that can no longer be broken up are education and health. The
link between aid policies, released from the geopolitical requirements of the Cold War, and
a new internal policy space for the democratic process have paved the way for a fragile
reconstruction. Reconstruction, because for the first time in twenty years, the DRC govern-
ment supported by substantial foreign aid, is re-establishing economic growth, controlling
inflation and beginning to restore certain sectors such as education and health. Fragile,
because in the field of political and economic governance, characterised by a clientelism
deeply rooted in the Congolese habitus, there is still much to do, even in comparison with
other Sub Saharan African countries.

2.4 Origin of the debt

2.4.1 Origin and composition of the debt (1973-1975)

The Congolese debt originated due to the major infrastructure modernisation projects and/or
the nationalisation of the industrial sectors that took place between 1967 and 1974. The
Congolese debt problem lay in the Congo’s inability to repay the debt because according to the
Public Debt Management Office (OGEDEP), ‘this was partly a case of low profitability projects,
but in particular long-term investments where the gestation periods were too long in compari-
son with the duration of the financing obtained’ (Public Debt Management Office, 1983, p.12).

' The position was blocked because the DRC no longer satisfied the eligibility conditions for the
international financial institutions.
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According to OGEDEP, the origin (of the problem) was explained by three factors. Between
1973 and 1975, Zaire pursued an expansionary debt policy with the aim of speeding up its
development efforts. This strategy resulted in approximately 2.5 billion dollars of loans. The
majority of these loans were granted with unsuitable and often unfavourable terms. A
second factor was that the price of copper, on which most of Zaire’s export earnings
depended, fell from 1974. Finally, debt rescheduling increased the outstanding debt without
new income from financial resources (Public Debt Management Office, 1983, p.11-26).

This explanation from the OGEDEP certainly highlights some genuine problems, but at the
same time masks other root causes of the debt crisis. To investigate these, we will firstly
analyse how these major projects formed the origin of the debt.

While there was certainly an inability to repay due to the lack of profitability of projects
designed to be productive, but which proved to be unproductive, the unsuitable nature of
the financing in terms of project management only played a marginal role in this lack of
productivity.

It is true that much of the financing for these major projects was unsuitable. Of the 2 billion
dollars outstanding between 1973 and 1975, % was comprised of supplier’s credit and bank
loans under market conditions, i.e. with a repayment term of approximately 8 years and
average interest rates of 8%. The impact of these credits on the debt service was therefore
immediate. While we can agree with the reason given, the problem would not have arisen
in the same way if the investment projects had worked, but the majority of these projects
ended in bankruptcy or non-use of the installed production capacity. This observation
requires a brief analysis of these projects in order to pinpoint the principal cause of their
failure: poor governance. But, as we shall see, the responsibility did not lie solely with the
government in place.

In fact, nine projects, mainly related to developing hydroelectric capacity (Inga I and Il and
particularly the Inga-Shaba high-voltage power line), the copper production sector
(Sodemiza-Codemiza, the Tenke Fungurume Mining Company consortium (SMTF)), the
steel industry (Maluku), national cement production (CINAT) and the purchase of jumbo
jets for Air-Zaire were responsible for over 9o% of Zaire’s debt (Bezy et al., 1981). These
projects, financed by loans, the repayments of which were guaranteed by the Zaire
government proved to be unprofitable and became ‘white elephants’.

The largest of these projects was certainly in the field of hydroelectric production, namely
the Inga I and II barrages and particularly the world’s longest high-voltage power line
connecting the Inga barrage in the country’s west to the copper production region of
Katanga in the country’s south-east (1800 km). A third of the original debt was due to these
projects (Willame, 1986, p.206). Among them, the Inga-Shaba high-voltage power line
which accounted for the lion’s share with 853 million dollars. Presented as an economic
project that would supply electricity to the copper production region, its objective was
essentially political because it would allow control over the Katanga province (with its
separatist tendencies) which would become dependent on the capital for its electricity.

l491
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With many delays, the line should have started production in June 1982 but ‘there was
however, no official opening in 1982. The cause: another late payment from Zaire. Barely
operational, Inga-Shaba was forced to shut down after a unilateral decision by the two
companies still present on the construction sites: Morrison-Knudsen and ASEA..”(Willame,
1986, p.129). The American company, Morrison-Knudsen, which had enjoyed the express
support of the American Ambassador in Kinshasa, had however forced the decision and
won the contract against the advice of the WB and the European Union (EU) which found
that there were too few guarantees for the customer (Willame, 1986). Consequently, in the
absence of an end customer because the copper production sector was in full decline and
had enough local electricity, the Inga-Shaba line can be described as the largest white
elephantin Zaire.

Inga I was less obvious although here too, the installed capacity was too great. Even today, it
operates at only 25% and mostly to supply the city of Kinshasa, although the reasons given
for building Inga I and 11 were the use of electricity by industry. Here too, we see the same
modus operandi. The same reservations were raised by the WB and the EU regarding the lack
of existing or potential, credible industrial customers to justify these investments. These
remarks were not taken into account because once again, several influential foreigners who
had the President’s attention, intervened heavily in the decision-making. Here, it was Mr
Cafarelli, representing the Italian company SICAI who was able to convince President
Mobutu (Willame, 1986, p.165). Financing was obtained with the guarantee of the Zaire
government. The reasons given were the industrial development of the country and the
need to supply the new Maluku steel factory and the CINAT cement works with a high-volta-
ge power line. These two cases are as exemplary as the others.

The Maluku steel factory was responsible for 182 million dollars of the debt since, as in all
other cases, Western firms did not take the commercial risk. In fact, these Zairian compa-
nies were all nationalised and their management was dependent on political decisions
rather than profitability. The official aim of the consortium of the three Italian firms that
managed this project for the Zaire government was to produce 400,000 tonnes of iron/year.
However, total domestic consumption was barely 60,000 tonnes. The firm went bankrupt in
1982 having achieved barely 5% of its maximum capacity. Only the debt remained. The other
project related to the development of Inga I was the new cement works, CINAT. The contract
was awarded to a German firm, Klockina, after President Mobutu visited Germany,. This firm
had no experience in cement production. Once again, in this construction contract for a
‘turnkey’ factory financed mainly by supplier’s credit, it was stipulated that Klockina only
agreed ‘to supervise the assembly and commissioning, the prior assembly to be performed
by Zaire.” (Willame, 1986, p.94). CINAT had to compete with the Cimenterie du Zaire (CIZA). The
Presidential decision was made after CIZA refused to deliver cement to the government at
well below market rates. The planned capacity of the new factory was 300,000 tonnes of
cement, but the firm went bankrupt in 1981, leaving a debt of 100 million dollars (Willame,
1986, p.75-111).

Related to the investments in Inga Il and the Inga-Shaba high-voltage power line, there
were other similar investments supposed to modernise and increase copper and cobalt
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production in Katanga. This was financing for improvement projects for the Société Générale
des Carriéres et Mines (GECAMINES), the Société de Développement Industriel et des Mines du Zaire
(SODEMIZA) and particularly the new SMTF consortium. This consortium, comprised of
American, Japanese and South African interests, was negotiated by Maurice Tempelsman, an
American business man active in the diamond sector, close to President Kennedy and
well-connected within President Mobutu’s circle. The consortium forecast a refined copper
production of 130,000 tonnes/year along with 6,000 tonnes of cobalt. The SMTF project was
estimated at a total cost of 800 million dollars and was supposed to be financed mainly by
the American Eximbank and loans from the euro-dollar market. Up until 1974 over 110
million dollars were paid out. However, when the price of copper fell and the Western
financiers encountered repayment difficulties in the Inga-Shaba case, the debt problem
appeared. The decision was made to stop this project which has however been resumed
occasionally by other initiative takers without ever reaching the production stage. With the
consortium’s bankruptcy, the Inga-Shaba line lost its largest potential customer and
consequently the use of the line’s theoretical capacity dropped from 52% to 30%. The cost
and its burden on Zaire’s debt are estimated at 330 million dollars.

2.4.2 Development of the debt after 1976 and the start of rescheduling

The repayment of the principal and interest therefore began to affect the budget of Zaire/
DRC from 1975. After two programs that failed in 1976 and 1977, a third stabilisation plan
was implemented in 1979-1980 with the support of the IMF. The country’s currency was
devalued no fewer than six times between November 1978 and February 1980. This succes-
sion of measures was not enough to resolve the crisis. In September 1983, Zaire was one of
the first African countries implementing a structural adjustment programme.

Indeed, Zaire, under the Prime Minister Kengo Wa Dondo, implemented an extremely
rigorous structural adjustment programme in order to improve macro-economic manage-
ment where 52% of the national budget was used to honour part of the debt service. The
social and economic consequences were disastrous for the country (Marysse, 2005). Over
400,000 people, mainly in the health and education sectors were laid off and found
themselves suddenly without work, which led to a greatly inflated informal sector and
increased the need for resourcefulness, that has become a system firmly rooted in all layers
of the population. After several years of better macro-economic management, poor
economic governance returned to Zaire and the slow collapse of the formal economy
accelerated with renewed vigour. The only sector that survived was the diamond production
sector which resumed its role as the main supplier of foreign currency after the collapse of
the copper production sector in the early 1990s. However the diamond sector, which was
liberalised in 1984, saw two thirds of its production exported fraudulently, which naturally
undermined the State’s financing bases and therefore its repayment capacity (Marysse, 1999;
Maton, 1999). Nevertheless, Western powers continued to support Mobutu'’s Zaire with
considerable external assistance of several hundred millions of dollars a year, but that could
not reverse the trend. In short, a combination of external and internal factors led to an
unsustainable debt of almost g billion dollars in 1990, representing almost 120% of the
country’s GDP at that time (Zacharie, 2007; Marysse et al., 2010).

[51]
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During the 1990s, the debt stabilised. This decade was mainly characterised by the almost
complete cessation in any external debt repayment from 1993*°, while interest on the arrears
continued to increase the stock of arrears. (Zacharie, 2007; Marysse et al., 2010).

Graph 2.1 shows the debt agreed by creditor and the total payments. The graph clearly shows
the early importance of private creditors, who withdrew after the payment difficulties of the
1970s. Concessional and multilateral creditors played an important role from the mid-1970s
and especially during the period of the structural adjustment programmes in the 1980s.
During the 1990s almost all payments stopped. Bilateral commercial debt (export credits)
experienced fewer significant changes during the period in question and its position in the
total debt remains stable but significant (Zacharie, 2007; Marysse et al., 2010).

Graph 2.1 PPGD paid by creditor and total, 1970-2001 (in current dollars)
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2.4.3 Debtrescheduling

In 1976, the DRC was the first African country to obtain debt rescheduling from the Paris
Club. However, because it continued to accumulate arrears, further rescheduling took place
in1977, 1979, 1981, 1983, 1985 and 1986. All this rescheduling was agreed under classic terms,
where credits were rescheduled at the appropriate market rate with a repayment profile
negotiated on a case-by-case basis. But the problems persisted and a new ad hoc reschedu-
ling was negotiated in 1987. A ninth rescheduling, this time under Toronto terms in 1989,
was the first to grant a 33.3% reduction in the debt service due over the next three years. In
total, the Mobutu regime was granted an impressive succession of nine debt reschedulings,

as presented in the following table.

2 Only a few arrears repayments were made by the Kengo Wa Dondo government in the mid-1980s,
followed by Laurent Désiré Kabila in June and July 1998, but they stopped on the outbreak of the first
war (1996-1997) then the second (August 1998) respectively.
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Table 2.1 List of Paris Club debt treatments, 1976-1989

Treatment date Treatment | Amounts treated (in Reduction obtained
type millions of dollars)

16 June 1976 Classic Rescheduling under Repaid
market terms

1 December 1977 Classic 170 Rescheduling under Repaid
market terms

11 December 1979  Classic 1200 Rescheduling under Repaid
market terms

9 July 1981 Classic 600 Rescheduling under Repaid
market terms

20 December 1983  Classic 1490 Rescheduling under Repaid
market terms

18 September 1985  Classic 322 Rescheduling under Repaid
market terms

15 May 1986 Classic 350 Rescheduling under Repaid
market terms

18 May 1987 Ad Hoc 883 Repaid

23 June 1989 Toronto 1530 Reduction of 33.3%in  Active

the debt service due
over three years

Source: Paris Club website: http://www.clubdeparis.org/

With regards private debt, Zaire was the first country to sign an agreement with the
representatives of 98 international banks in November 1976. The official aim was to ‘try and
restore the country’s creditworthiness’ because rescheduling could have set a precedent (Ghosh,
1986). The agreement stipulated an informal schedule so that Zaire could pay its payment
services. The country had to pay 15% of the arrears immediately and the balance in annual
tranches. A special account was opened at the Bank for International Settlements into
which Zaire regularly paid 10% of its copper export earnings to pay its debt (Ghosh, 1986).

In late 2001, before restoring international relations that had been broken off since 1989,
the DRC’s public debt largely consisted of arrears (71%). Graph 2.2 shows the debt composi-
tion. The largest creditor of multilateral debt, representing 26% of the total debt was the
World Bank (11%), followed by the ADB (9%) and the IMF (4%). In the group of bilateral
creditors (72.5% of the total debt), Paris Club members were the main creditors (68%).
Graph 2.3 gives more detail on the relative size of the various Paris Club members. The
balance was comprised of debt to commercial creditors and short-term debt not paid for
more than one year.

1531
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Graph2.2  Sizeof different creditors, stock of debt, end 2001 (in % of total deb)
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In the Paris Club, the United States was the largest creditor, followed by France and
Belgium. The Netherlands (5.6%) were seventh at the decision point. Note the small size of
Canada which, along with other WB members, influenced a slight delay in the completion
point decision.

2.5 Conclusion

By way of a conclusion about the debt’s origin and starting with the hypothesis that the
original debt (before any rescheduling or debt service payments) was 2,915 million dollars
(outstanding debt at the end of 1975) including 544 million contracted before 1973:
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« Of the 2,371 million dollars that led to the unsustainable debt problem (2915-544 million
dollars) dating from the 1973-1975 period, 60% was intended for four major projects (Inga
[ &I + Inga Shaba -800 million dollars; SMTF -320 million dollars; Maluku/Steel company
-182 million dollars; CINAT -100 million dollars).

« All had the official aim of modernising/industrialising the country.

« None of the projects fulfilled their promise or created a basis for repaying the debt,
because while in principle they were profitable projects able to repay the debt, they all
went bankrupt. However, the cause of the problem was not solely unsuitable funding, as
advocated by the Public Debt Management Office (OGEDEP), although this contributed to
the snowball effect of the debt and consequently its unsustainability.

« The root cause was a combination of Western interests (political and trade) that did not
want to risk operating in a context of nationalisation on the one hand, and the presence
of a predator government that underestimated the problem of business management on
the other. This original debt was therefore comprised not only of investments but
publicly guaranteed loans and supplier’s credit.

« Against this backdrop, unsuitable financing mechanisms made the debt unsustainable.
Indeed, % of this original debt was comprised of supplier’s credit with interest rates of 8%
on average and which from 1976 caused the Congolese debt problem.

« Responsibility is therefore shared in terms of the origin of the Zaire debt problem.

Due to the reasons given in terms of the formation of the original debt, Zaire’s debt
therefore became unsustainable very suddenly with the first rescheduling dating from 1976,
followed by eight others until the start of the debt relief agreement (2002). These consecu-
tive reschedulings led to the first structural adjustment programme in Africa, in September
1983. Zaire implemented this extremely rigorous programme in order to improve macro-
economic management where 52% of the national budget was used to honour part of the
debt service. The social and economic consequences were disastrous for the country. Over
400,000 people, mainly in the health and education sectors were laid off and found
themselves suddenly without work. After several years of better macro-economic manage-
ment, poor economic governance returned to Zaire and a formal productive base for
repaying the debt was not recreated. The bitter irony is that 20 years later, these same IFIs
and the donor community reconsidered this structural adjustment practice, trying to
recreate the same social/pro-poor sectors through the HIPC initiative that were destroyed
during the first generation of structural adjustment programmes.
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3.1 Introduction

There are clear inputs of a debt relief process for a HIPC country. The country must satisfy
certain prerequisites and specific conditions (section 3.2) to be able to conclude an
agreement (section 3.3). This debt relief agreement concluded with the DRC must naturally
have the consent and commitment of the various bi- and multilateral organisations. In this
evaluation, we analyse this commitment by two of the DRC’s donors and official creditors,
namely Belgium (section 3.4) and the Netherlands (section 3.5).

3.2 Reasons for and objectives of the agreement

3.2.1 Restoration of international relations

After the assassination of the President, Laurent-Désiré Kabila (January 2001), the new
president changed the policy of his father who wanted to establish a ‘popular democracy’
with well-intentioned economic policy measures, such as the control of administered
prices. However, these measures were totally ineffective and could not stop the haemorrha-
ging of the Congolese economy. Indeed, inflation was over 500% at the same time as there
was a significant economic regression caused by this unsuitable economic policy and
aggravated by the war that raged over 1/3 of the country. This increased economic costs due
to the fact that the warring parties were hoarding a large share of the country’s riches
(Marysse and André, 2001, United Nations Security Council, 2001; Reyntjens, 2009). Joseph
Kabila’s very first trip out of the country was to Washington in October 2001 and immedia-
tely an opening up occurred both politically and economically. Politically, a peace process
began and resulted in a transitional period where Joseph Kabila would share power with the
various rebel groups in a transitional government. Economically, a grant of 50 million
dollars from the WB would once again allow the Congo to be eligible for the programmes of
the Bretton Woods Institutions.

3.2.2 Decision point conditions
As illustrated in section 2.2, the HIPC initiative takes place in two phases. In order to reach a
decision point, the DRC had to satisfy four essential conditions:

Be eligible for only concessional loans and donations from the IDA, the WB and the IMF

After three decades of poor management, corruption and war, the DRC, potentially one of
Africa’s richest countries, saw its GNI per capita fall from 286 dollars at the time of indepen-
dence in 1960 to 99 dollars in 2002 (IMF, 2003). Since the DRC was no longer solvent enough
to borrow on the international market, the WB considered it as an IDA country and the IMF
as eligible for PRGF credits (IMF, 2003).

The DRC’s return to the financial fold and its access to concessional multilateral loans came
up against a significant problem since the size of the stock of arrears was almost 80% of the
stock of debt at the end of 2001 (see Table 2.2). The DRC therefore urgently needed to settle
this problem in order to sort out its financial situation and obtain new loans. Seeking the
goodwill of creditors, in June 2001, it began to deposit a monthly amount of 100,000
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Special Drawing Rights (SDR) into an account opened at the Bank for International
Settlements (Cassimon et al., 2008).

In the first phase, arrears to multilateral creditors were cleared. This operation aimed to
replace the old unpaid debt with new debts under concessional terms (IMF, 2003).

« On 12 June 2002, the IMF arrears of 403.9 million SDR were settled using a bridging loan
from Belgium, France, Sweden and South Africa that was then repaid with the first
purchase under the PRGF agreement concluded with the IMF (522 million dollars) (IMF,
2003; Zacharie, 2007).

» The WB arrears (IDA branches and International Bank for Reconstruction and
Development (IBRD)), along with those of the EU loan administered by the IDA totalling
331.3 million dollars, were paid on 3 July 2002 using another bridging loan from Belgium
and France, which was then repaid with the first tranche of economic recovery credit
granted by the IDA.

« The African Development Fund arrears (48.9 million dollars) were cancelled by a grant.
Part of the ADB arrears were paid by a bilateral grant and the remainder was rescheduled
OVer 20 years.

The second phase consisted of clearing the Paris Club arrears. On 13 September 2002, a flow
rescheduling agreement was concluded under Naples terms. This agreement covered 8,980
million dollars, including 8,490 million in arrears at 30 June 2002 and 490 million dollars of
debt service due between 1 July 2002 and 30 June 2005. The arrears on the principal and the
eligible interest at 30 June 2002 were rescheduled over 4o years, with a grace period of 16
years on ODA loans; 67% of non-ODA loans were cancelled and the remaining 33% were
rescheduled over 23 years with a grace period of six years. For post cutoff date and short-
term debt, 100% of the amounts of the principal and interest due at 30 June 2002 had to be
paid over seven years, with a grace period of six months.

Thus the creditors cancelled 4,640 million dollars immediately and reduced the debt service
due to Paris Club creditors to 380 million dollars between 30 June 2002 and 30 June 2005.
Although this agreement was officially considered as a flow rescheduling agreement (and
therefore not stock!), it did however cover the major part of the Paris Club debt, given the
inclusion of the arrears that had accumulated since the last agreement with the Paris Club
in 1989. The DRC therefore received special treatment because in principle, within the scope
of HIPC, arrears are only cancelled at the completion point (IMF, 2003). However, the stock
of debt was not cancelled, only the arrears were cleared.

Graph 3.1 shows how the agreement at the decision point changed the debt composition. At
the decision point, commercial bilateral debt (National Delcredere Office (ONDD) in
Belgium and Atradius for the Netherlands) became a debt with conditional terms and was
therefore classified as concessional debt in the WB’s GDF statistics. However, the multila-
teral debt situation, which was not treated within the framework of the Paris Club, also
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showed a rise in the stock of debt, since the IFls had continued to lend money in one way or
another.

Graph3.1  Composition of the stock of debt before and after the agreement at the decision point,1970-
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Have an unsustainable debt

The DRC’s debt sustainability analyses (DSA) carried out jointly by IMF and IDA staff in
2002-2003 showed that the Congolese debt would not be sustainable even if traditional
debt relief mechanisms were applied. These analyses used the information available on
active and paid debts at the end of December 2002, which was one year before the decision
point was reached.

As shown in Table 3.1, the DSA indicated that the DRC’s debt in nominal terms amounted to
10.7 billion dollars in 2002, corresponding to an NPV of 8,404 million dollars, of which
33.7% was on behalf of multilateral institutions, 63.7% for bilateral donors and 2.6% of
commercial debts. After using all the traditional debt relief mechanisms, the NPV was
estimated at 7,868 million dollars, equivalent to 758% of exports®, which was clearly above
the threshold of 150% used by the IMF and WB (IMF, 2003). Likewise, the forecasts for the
next 20 years confirmed that this ratio would remain above 150%. The authors of these
forecasts assumed that the DRC would continue to forge ahead with reunification and that
the application of sound macro-economic policies would continue, in accordance with the
three-year programme supported by the IMF’'s PRGF. Medium-term forecasts reflected the

2 |tisimportant to note that assistance from the HIPC initiative must be additional to the relief efforts
that were already in force before the initiative was launched. In particular, HIPC countries were already
all eligible to receive relief on their stock type loans owed to Paris Club members under Naples terms (a
stock reduction of 67%); this is called ‘traditional’ relief. This is why, the relief due under the HIPC
initiative is calculated after taking into account this traditional relief even if this relief has not yet taken
place (and is therefore hypothetical). The stock of debt eligible after taking this traditional relief into
account is presented in the last but one column of table 3.1.
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investments that had to be made in the natural resources sector and counted on production
and exports gradually returning to their pre-war levels.

This information also allows us to evaluate donors on the concessionality of their debt and
the NPV of traditional relief. Firstly, we note that the grant element is highest for official
bilateral debt and commercial debt due to the export credit insurance treated within the
Paris Club. Next we see that Belgium had the highest concessionality, explained by the fact
that its State-to-State loans (ODA debt) were larger than those of other countries (such as
the Netherlands) where the DRC was not a partner country of the Ministry of Foreign Affairs
or the Ministry of Development Cooperation (in 2002).

Implement macro-economic adjustment policies and structural reforms to promote stabilisation and growth
within the framework of the programmes supported by the IMF and WB

In order to stabilise the macro-economic situation, the new Kabila government implemented a
significant adjustment programme covering the period from June 2001 to March 2002, with the
technical support of the IMF. This program was essentially aimed at cutting hyperinflation,
liberalising the economy and initiating major structural reforms. It received a grant of 50 million
dollars from the WB. The programme succeeded in breaking the vicious cycle of hyperinflation
and currency depreciation. Progress was also made in terms of strengthening public finance.

Graph3.2  Growth (right scale) and inflation (left scale), 2000-2009 (in %)
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Source: Based on World Development Indicators, WB and IMF, 2008

As aresult of this good performance, the IMF (PRGF) and the WB (Economic Recovery Credit
and an Emergency Multi-sector Rehabilitation and Reconstruction Programme) decided to
support the Government’s Economic Programme (GEP) covering the period from April 2000
to July 2005. In March 2003, the results of the GEP were judged to be extremely positive. For
the first time in 13 years, the economic growth rate became positive in 2002. Annual
inflation was reduced to 16 % and budget performance was better than forecast, with
revenues slightly up and spending slightly down.
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Draft an I-PRSP based on a participatory process with civil society

In March 2002, the government produced an I-PRSP as part of a participatory process across
the provinces which, at the time, were controlled by central government. Those who took
part in the consultations highlighted the following key causes of poverty: the disastrous
governance at all levels, poor economic management, the systematic plundering of public
and natural resources, public services that did not respond to the population’s needs and
the lack of maintenance for economic and social infrastructures.

The poverty reduction strategy in the I-PRSP provided for three intervention phases

(stabilisation, reconstruction and economic development) and was based on three pillars:

« the restoration of peace and good governance;

« the stabilisation of the macro-economic environment and pro-poor growth;

+ he predominant role of local communities within the scope of establishing and imple-
menting social and development activities.

After their joint evaluation of the I-PRSP, the IDA and IMF staff concluded that this docu-
ment was a suitable basis for establishing the final version under the title of National
Growth and Poverty Reduction Strategy Paper (GPRSP). The administrators of these two
institutions approved this on 12 and 13 June 2002 respectively.

In order to finalise a PRSP immediately after the decision point, the government had
launched a national poverty study in June 2002 (IMF, 2003).

The DRC was formerly accepted at the HIPC initiative decision point in July 2003, after
clearing all its arrears, drafting the interim poverty reduction strategy paper and carrying
out the three-year economic program in a satisfactory manner for six months. At this point,
the country was able to receive interim relief that would be confirmed on reaching the
completion point which was scheduled for 2006.

3.3 The agreement

3.3.1 The amounts involved

As explained in the previous section, the NPV of the Congolese debt was estimated at 758% of
exports on reaching the decision point. At the completion point, a revision of the decision
point debt changed the debt eligible for relief. Firstly, the loans from the Development Bank
of the Great Lakes States were added and the Paris Club debt was revised. Furthermore,
commercial debts that had not been provided for at the decision point were included. Given
this new information, the Congolese authorities and the IMF/IDA personnel revised the stock
of debt at the completion point. The nominal debt at the decision point was now estimated at
10,772 million dollars, corresponding to a NPV of 8,801 million dollars after traditional relief
mechanisms were applied. The reduction needed to reach the threshold of 150% was
estimated at 7,252 million dollars in NPV, also taking into account a revision of the export
average. This reduction assumed a common reduction factor of 82.4%.
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decision point

7,868 million dollars
(after traditional

Current situation

8,801 million dollars
(after traditional
relief)

Current situation

Table 3.2 Assistance needed under the Enhanced HIPC Initiative (in millions of dollars)
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In order to share the burden of this relief equally between creditors, the HIPC initiative
introduced the principle of ‘equi-proportional’ distribution requiring each creditor to grant
the same percentage of relief to the debtor. Multilateral aid would represent 2,634 million
dollars in NPV (including 854 million to the IDA, 1,097 million to the ADB, 471.5 million to
the IMF and 298.3 million to other multilaterals); Paris Club bilateral creditors would agree
4,074 million dollars in NPV; official non-Paris Club bilateral creditors 229 million dollars in
NPV with the balance of approximately 315.5 million dollars attributable to commercial
creditors. (IMF, 20103, p.43).

At the completion point, the DRC had received financial assurances from creditors of up to
97% of NPV, including all multilateral creditors (35.7%) (except the Development Bank of
the Great Lakes States) and Paris Club bilateral creditors (56.2%) (IMF, 2010a).

At the completion point, the DRC also received MDRI relief estimated at 1.2 billion dollars.
The debt service has therefore been reduced by 32 million dollars per year until 2043, and
after 2043 by 4 million dollars a year until 2053 (IMF, 2010a). In addition, within the
framework of the EU’s Least Developed Countries initiative, the EU will cancel the balance
of eligible loans (after HIPC) of approximately 75 million dollars.

3.3.2 Principles of HIPC assistance

In accordance with the principles of the HIPC initiative, the arrangements and timing for
implementing HIPC assistance are decided separately by each creditor (IMF, 2010a; Ministry
of Finance, 2010; Radio Okapi, 2010).
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« The interim assistance through the Paris Club was granted through an agreement in

November 2003, which was an amendment to the agreement signed within the Paris Club
on 13 September 2002 under Naples terms (67%). In particular, the 2003 amendment
noted an increase of the reduction in the 2002 agreement towards Cologne terms (90%),
especially regarding certain non-ODA debts. Due to the long interim period and the DRC’s
poor payment capacity, the Paris club agreed to reschedule Congolese debt under
exceptional terms in February 2010. This agreement was signed under the Cologne terms
and covered approximately 2,957 million dollars. It related to the new arrears at 30 June
2009 and the current maturities for the period of the PRGF Programme. Exceptionally, the
creditors agreed to defer the repayment of maturities due on the short-term and post
cutoff date debt as well as on a significant amount of the arrears on each debt category,
after 1July 2012. They also agreed to defer all the interest due on the amounts treated.
However, the Congolese government was asked to pay 8% of the debt service arrears for
the post cutoff date loans. On an amount of 54 million dollars, 33 million was effectively
paid, with some creditors having waived this.

After this agreement, the DRC benefited from relief of 97% on its debt service to Paris
Club creditors between 1 July 2009 and 30 June 2012, the period of a new programme with
the IMF. In turn, the DRC agreed to allocate the amounts that the Paris Club creditors had
waived to priority objectives identified in the GPRSP.

IMF assistance (471.5 million dollars) was granted by:

- Anincrease in the degree of concessionality for loans granted after the settlement of
arrears in June 2002 (79.9 million dollars)

- Areduction in the debt service (68.6 million dollars)

The balance was granted at the completion point (322.97 million dollars).

IDA assistance (854 million dollars) was granted by:

- The settlement of arrears in 2002 (222.7 million dollars)

- Areduction in the debt service during the interim period (220 million dollars)

- The balance was granted by a 90% reduction in the debt service at the completion point
until November 2027.

ADB assistance (1,010 million dollars) was granted by:

- The restructuring of the arrears at the decision point and the reduction in the debt
service during the interim period (571.6 million dollars)

- The balance was given thorough an 80% reduction in the debt service at the comple-
tion point until July 2022.

In order to negotiate similar terms with London Club creditors, the DRC sought financing
from the WB within the framework of an External Debt Reduction Operation (EDRO). In
September 2005, the DRC received the WB’s agreement for a preparation grant to finance
fiscal and legal consultants.
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The London Club debt, estimated at 897.3 million dollars, principally comprised of claims
on the Banque Belgolaise (816.5 million dollars). During the implementation of the
EDRO, the Belgolaise informed the Congolese authorities that it was waiving current and
future debt. From this moment, the Belgolaise no longer invoiced the DRC, which meant
that the Belgolaise debt was classified as ‘passive’. Although there have been similar
situations with other HIPC countries in the past, this was the first time that this had
happened with a private creditor. In the opinion of the DRC government and the WB, the
wording of this waiver by the Belgolaise did not offer a sufficient guarantee for the DRC. It
did not protect it from future claims from unscrupulous actors, although the Belgolaise
considered that this wording was acceptable and should not be changed.

These positions led to a delay in finalising the EDRO. Meanwhile, WB financing ended on
30 June 2010. Depending on whether or not the Belgolaise loans are included in the
London Club debt, the financing amount is either 4 million dollars or 60 million dollars.

Thirty four Kinshasa Club creditors, a group of commercial creditors and casualties of
Zairianization, including a certain number of Belgians agreed relief with the Congolese
government on 28 and 29 September 2010.

- The creditors agreed 80% relief on their debt, representing 386 million dollars.

- The government agreed to repay the remaining 20% within the 24 months following
the agreement.

- The government agreed to make a goodwill payment to participating creditors of 5
million dollars, representing 27% of the balance due after relief by October 2010 at the
latest.

- The creditors agreed to waive the late interest charges, not to resort to legal procedures
and not to transfer their loans to vulture funds for a period of 24 months.

The table below gives an overview of the relief that was supposed to be given by non-Paris
Club bilateral creditors. Their share of the relief was estimated at 229 million dollars in
NPV. For four creditors, the bilateral negotiations ended and resulted in debt relief or
rescheduling. Serbia and Montenegro sold their claims to FG Hemisphere which is suing
the Congolese authorities for 118 million dollars. For the other countries, negotiations
are still underway. For these countries, the second part of table 3.3 shows what share of
their HIPC relief these creditors agreed with the 30 HIPC countries post completion
point. For example, the United Arab Emirates, an important creditor for the DRC was
supposed to grant 131 million dollars to 12 countries post-HIPC. Of this amount, less than
2% has actually been granted. Therefore, this table clearly shows that it is unrealistic that
all creditors will grant relief according to the principle of ‘equi-proportional’
distribution.
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3.3.3 Legal proceedings by commercial creditors and Vulture Funds
During the HIPC initiative period, almost 60 lawsuits were started by commercial creditors
against HIPC countries. The DRC was also involved in this sort of legal proceedings.

To gain a sound understanding, it must be mentioned that not all commercial creditors are
vulture funds. Vulture funds are hedge funds that buy bonds (debt) cheaply from poor
countries, often overburdened by debt, and then begin legal proceedings to wear them
down and force them to pay the nominal value (the initial amount of the debt) of such
bonds at the time they were issued, plus moratory interest (Sénat de Belgique, 2008). Some
commercial creditors who began lawsuits against the DRC did so based on a past commer-
cial contract.

In terms of vulture funds, the DRC’s debts are potentially very attractive investments.
Depending on the country’s situation, the nominal debt of heavily indebted countries has a
very low real value, which may result in a potentially high profit.

Based on documents by the IMF that conducts an annual investigation into lawsuits which
have been started against the countries, we can draw up a list of commercial loans in
dispute with a Congolese debtor (in millions of dollars):
1671

Table 3.4 Commercial creditors in dispute with the DRC (in millions of dollars)
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Rootman case

Based on Gueye et al., 2007 and IDA et IMF, 2010

The best known case is certainly the Energoinvest case, which was sold to FG Hemisphere
(now known as FG Capital Management Ltd). In 1980 and 1986 the DRC and its National
Electricity Company (SNEL) signed a contract with Energoinvest for the construction of a
high-voltage power line between Bukavu and Goma and a hydroelectric power station at
Gbadolite worth 37 million dollars. At the end of the 1980s, the State and SNEL ceased all
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payments. In 2003, the International Chamber of Commerce issued two arbitration rulings
in favour of Energoinvest for an amount of over 34 million dollars, plus interest of 9%. One
year later, an American tribunal confirmed the rulings. In order to obtain money,
Energoinvest sold its interests in the arbitration to FG Hemisphere in November 2004.

The debt, which was initially bought by FG Hemisphere for 37 million dollars, is today worth
over 120 million dollars, including all interest and legal fees (Kavanagh, 2010a, b).
According to Bloomberg, it is increasing by 27,500 dollars per day (Kavanagh, 2o010b). By
relying on the 1958 New York Convention on Recognition and Enforcement of Foreign
Arbitral Awards®, signed by the majority of developed countries, FG Hemisphere is trying to
seize goods and financial resources belonging to the DRC in those countries that are
signatories to the convention (Stulman, 2009; Tirado, 2010; UN Human Rights Council,
2010).

The IMF documents refer to:
Table 3.5 Lawsuit started by FG Hemisphere (in millions of dollars)

Lawsuit location | Original Creditor’s | Judgement for the
claim claim creditor

France 44.0 118.0
Belgium 55.8 81.7 81.7 Creditor won the case
United States a44.1 100.0 100.0 Creditor won the case

Source: HIPC and MDRI Status of Implementation

There are a few other cases:

« In May 2008, FG Hemisphere asked the Supreme Court of Hong Kong for Chinese
companies to pay it a share (102.7 million dollars) of the key money (350 million dollars)
(The International Review, 2010; Tirado, 2010). In February 2010, the Court froze 100
million dollars pending a decision on the substance (Kavanagh, 2010a).

« AJersey Court ordered the Groupement pour le Traitement du Terril de Lubumbashi (a
jointventure between the OM Group (Cleveland Ohio), the world’s largest cobalt
producer, George Forrest groups, the Congolese authorities and GECAMINES) based in
Jersey to send all future payments to FG Hemisphere instead of paying them to the
Congolese authorities or GECAMINES. Since June 2010, 57.7 million dollars have been
frozen (Kavanagh, 2010b).

2 The Convention is widely recognised as a founding instrument of international arbitration and requires
courts in the contracting States to give effect to an arbitration agreement when they are involved in an
action covered by an arbitration agreement and to recognise and enforce arbitral awards made in other
States, subject to specific limited exceptions (CNUDCI, 2011).
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» In November 2008, a court in South Africa gave FG Hemisphere the right to seize the
revenue from the sale of electricity from the DRC to South Africa, for a period of 15 years.
Since then, all sales have ceased (Kavanagh, 2010a).

According to the documents from the Hong Kong court, FG Hemisphere has only been able
to collect 2,783 million dollars (Court of Appeal of Hong Kong, 2010). The other millions of
dollars have been frozen by various lawsuits all over the world (Kavanagh, 2010a).

In order to find a solution, both parties began negotiations. These negotiations have stalled
at diametrically opposing positions: FG Hemisphere is claiming 8o million dollars while the
DRC does not want to negotiate an amount higher than 20 to 30 million dollars (Kavanagh,
2010Q).

First International Bank threatened to sell its debt to a vulture fund (Reuters, 2010). In order
to avoid this, the DRC repaid part of the debt.

3.3.4 Interim period

During the interim period between the decision point and the completion point, the first

share of assistance was given in the form of a debt service reduction. As indicated in Graph

3.1, this has not yet impacted the stock of debt. Table 3.6 shows the impact of the HIPC |69
initiative on the debt service due, as covered by the decision document. While the service

due prior to any relief was approximately 800 to 9oo million dollars per year, this debt

service decreased to an average of 500 million dollars per year during the interim period

(2003-2010) because of traditional relief. The decision document provided that the HIPC

initiative would further halve this amount to an average of 230 million dollars per year.

Table 3.6 Impact of the HIPC initiative on the debt service, 2003-2010 (in millions of dollars)

2007 | 2008 2003-2010
average

Debt service due after 206.2 296.2 428.6 592.4 649.3 637.7 672.5 495.5 497.3
traditional relief

Debt service due after 169.8 196.4 256 312.3 285.3 248 246.2 119 229.1

the HIPC initiative

Debt service 36.4 99.8 172.6 280.1 364 389.7 426.3 376.5 268.2

reduction

including: multilateral 17.9 37.1 40.3 53.5 106.2 175 1785 170.6 97.4
bilateral 18,5 62.7 1323 226.6 257.8 214.7 247.9 205.9 170.8

Source: IMF, 2003

The HIPC initiative also stipulates that the government receiving the relief/assistance must
allocate part of this relief to pro-poor spending. Until the completion point, pro-poor
spending therefore has to increase proportionally with the amount of this assistance. In
order to spend these specific amounts, a special account was initially opened at the BCC.
The amount to be paid from this account was determined as follows (IMF, 2005):
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« For bilateral and commercial creditors: the difference between the debt service due after
relief on the stock under Naples terms at the end of 2002 and the debt service due after
HIPC relief (excluding assistance in addition to HIPC). This includes only those contracts
that had been or would be signed within a year.

« For multilateral creditors: the difference between the debt service due after consolidation
of the arrears and the service due after HIPC.

The amounts were paid into the HIPC account at the time the relief was granted (IMF, 2003).
This method of a special account was suspended due to management problems (IMF,
2010Q).

Pro-poor spending that can be financed by HIPC resources is defined as ‘any action by the
government for the good and welfare of the people, according to the priorities presented in
the Interim PRSP’.

3.3.5 Comprehensive overview of the debt relief granted to the DRC

In order to estimate the total relief, it must be understood that this is the result of four
consecutive stages of reduction. Firstly, the consolidation of arrears to multilateral creditors
and Paris Club members in 2002. As detailed in section 3.2.2, this relief is estimated at 5,403
million dollars in nominal value (same amount in NPV because these were arrears and
therefore due immediately), including 903 million dollars of cancelled arrears to multila-
teral creditors (IMF, WB and ADF) and 4,640 million dollars to Paris Club members. It must
be stated here that the multilateral consolidations were paid by a new investment (loans
and grants) from donors and therefore did not constitute a new ‘net’ investment.

The second stage was the HIPC relief itself, granted to the DRC on reaching the completion
pointin 2o10. This relief is estimated at 7,252 million dollars in NPV; the detail, including
the distribution of this burden between the various creditors is presented in section 3.3.2.
The DRC had already received part of this relief on an interim basis between reaching the
decision point in 2003 and the completion point in 2010 (as detailed in table 3.6).
Furthermore, in their agreement of February 2010, Paris Club members once again
consolidated certain new arrears, accumulated by the DRC in the interim period; the
cancellation of these arrears is estimated at approximately 669 million dollars (nominal or
NPV).

Finally, Paris Club members and certain multilateral creditors granted additional relief
(under the HIPC initiative). Particularly, in the Paris Club agreement of November 2010,
most members decided to go further in their HIPC contribution by cancelling the balance of
their eligible loans; this additional relief is estimated at approximately 47 million dollars in
NPV. In terms of multilateral creditors, the additional relief as part of the MRDI (IMF, WB
and ADF) is estimated at 1.2 billion dollars in nominal value (approximately 575 million
dollars in NPV); furthermore, within the scope of the EU’s LDA initiative, the EU will cancel
the balance of these eligible loans (after HIPC) of approximately 75 million dollars.
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In total, the entire debt relief in stages two to four, and thus the relief from the HIPC
initiative and all additional relief was estimated at approximately 8 billion dollars in NPV in
2010.

At the end of 2009, the DRC’s stock of debt was estimated at 12.025 billion dollars in NPV.
Continuing with the IMF/WB hypothesis in the completion point document (IMF 2010a) on
the country’s new borrowing (particularly an amount of 1,689 million dollars), the 2010
relief reduced the DRC’s stock of debt to approximately 3,684 million dollars in NPV at the
end of 2010. The additional relief also substantially reduced the debt to export ratio
percentage, from 150% after the HIPC relief to 57.5%. By excluding new loans, the stock of
debt after all relief was estimated at approximately 1,995 million dollars.

3.3.6 The ODA-bility of the agreement

Clearing the arrears and the relief on the debt service during the interim period had a
significant impact on the ODA granted to the DRC (see Table 3.7). Over the entire period in
question, relief represented over 65% of net ODA. For Belgium and the Netherlands, these
percentages were slightly lower. When we look at the relief, we see that Belgium and the
Netherlands were of considerable importance. Between 2000 and 2008, contributions from
Belgium and the Netherlands represented 16% and 5% of granted relief respectively.

In 2003, the debt relief consisted mainly in clearing commercial loans and cancelling 67% of
the debt service. In subsequent years, debt relief has consisted mainly in a debt service
reduction.

Table 3.7 ODA of DAC donors to the DRC, 2000-2008 (in millions of dollars)

|| 2000] 2001 2002] 2003] 200| 2005 | 2006 | 2007 | 2008

Total net ODA 102.7 143.4 351.0 5009.6 1165 990.4 1500.7 789.5 985.5

Net ODA,
excluding relief 95.9 1357 224.6 1843 380.4 487.4 626.1 6723 979.4

Net relief 6.8 7.7 126.4 4.8253 784.6 503.0 8746 117.2 6.1
Belgium 0 0 0 728.0 179.0 62.2 112.9 87.2 0
The
Netherlands 0 0 121.7 204.8 25.5 18.1 3.9 0 0

% relief in net

ODA 6.6% 5.4% 36.0% 96.3% 67.4% 50.8% 58.3% 14.8% 0.6%
Belgium 0.0% 0.0% 0.0% 92.2% 67.5% 41.0% 51.0% 41.6% 0.0%
The

Netherlands 0.0% 0.0% 90.1% 92.8% 43.4% 39.3% 13.0% 0.0% 0.0%
Source: DAC - OECD
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3.4 Congolese debt relief and Belgian policy

3.4.1 Introduction

The aim of this section is to gain a better understanding of the consequences of Congolese
debt relief for Belgium. In order to answer this question, we will firstly analyse general
Belgian policy in terms of debt relief. Then, we will cover the Belgian institutional frame-
work, differentiating between the types of loans granted by Belgium and the two most
important official bodies involved. Then, in the subsequent section, we will look at the
relief amounts granted by Belgium and finally, we will try to understand Belgium’s reasons/
motivations for granting this sort of ODA to the DRC.

3.4.2 General Belgian policy in terms of debt relief
The motivations for granting debt relief to a country generally fall within the framework of
ODA relations. These motivations can be explicit or implicit.

Explicit motivations are generally ethical and start with the idea that the welfare gap between
developed countries and LDCs is too large and that there is a public duty, as expressed in the
MDGs, to reduce this gap or at least that everyone has a global right to be protected from
extreme poverty. This means that individuals should have access to the minimum capacities
enabling them to increase their welfare standards (Sen, 1999).

On examining interventions regarding ODA and specifically debt relief at the Chamber of
Representatives or the Belgian Senate, these are the predominant motivations=.

However, critical analyses of ODA reveal that other implicit (and less altruistic) motivations
are also the basis for ODA and debt relief. These motivations are often the most attractive
political or economic aims. Politically, a country can seek to maintain or increase its
political or geostrategic influence. Economically, certain economic pressure groups
(entrepreneurs, unions...) may see ODA as a means of strengthening their interests. In the
case of debt relief, it is in the best interest of private creditors for relief to become a reality
and for the State to resume repaying the remaining private debts.

For a better evaluation of the Belgian policy, it is important to mention the attribution
problem: it is not the Belgian policy that achieves the outputs, outcomes and relevance of
the debt relief, but the joint efforts of the international community. Due to this problem, it
is important to assess whether Belgium has positioned itself proactively or reactively in the
international arena.

Broadly, from the start, Belgium positioned itself based on the international consensus
which began with the idea that debt relief and cancellation were needed to resolve the debt
problems of low income countries. More specifically, Belgium had already cancelled a
number of bilateral debts to countries which were ‘Toronto-eligible’ in 1990. Thus,
successive rescheduling was avoided. With regards the HIPC initiative, Belgium was active in
the discussions about the initiative and supported its implementation bilaterally within the

3 Seee.g. Sénat et Chambre des représentants de Belgique, 2006
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Paris Club and multilaterally. More recently, Belgium has decided to align itself with the
EU’s proposal to go further than the Cologne terms (90%) and cancel all eligible debts of
countries that have reached the HIPC initiative completion point (Cassimon et al., 2010a).
Belgium also played an active role in negotiations regarding the MRDI system. During the
discussions about the MRDI proposal, a group of European countries, including the Belgian
representative, proposed writing more ex-ante terms, contrary to the representatives of the
African countries and Non-Governmental Organisations (NGO). These European representa-
tives specifically wanted to add the IMF’s agreement on the economic policy conducted by the
receiving countries as proposed by the G8, before granting additional relief to countries that
had already reached the completion point (Beattie, 2005). The Belgian representative also
pointed out the need for equal treatment for non-eligible countries (Cassimon et al., 2010b).

Belgium also began proactive operations in this area. Firstly, as already mentioned, in 1990,
Belgium cancelled several bilateral debts of countries eligible under the Toronto terms.
Furthermore, the country was involved in financing the HIPC initiative through voluntary
contributions to the HIPC Trust Fund to finance debt relief granted by the Regional
Development Banks. Belgium also granted a bridging loan to Burundi and the DRC to
enable them to access the HIPC initiative. Within the Paris Club, Belgium went further than
other Club members by granting additional relief, in particular to the DRC (see section
3.4.2). Belgium’s proactive actions related particularly to Belgian development coopera-
tion’s major partner countries and especially the DRC.

3.4.3 Theinstitutional framework

The bilateral debt of LDCs to Belgium results principally from State-to-State loans and
export credits. Principally, since we will not cover relief on the problematic debt of LDCs
contracted with private banking institutions. We will firstly analyse how these loans/credits
are awarded and treated during relief, before addressing the role of the different organisati-
ons in the Belgian debt relief procedures.

State-to-State Loans

The Administration of International and European Financial Affairs within the Belgian
Federal Public Service for Finance (MINFIN) drafts the decision to grant a State-to-State loan
and then implements the decision made at the Council of Ministers. These State loans are
granted by Belgium to LDCs under attractive duration and interest rate terms. Through the
conditional financing resulting from the export of Belgian capital goods and related
services, State loans have two objectives:

« to contribute to the development of LDCs;
« to support the Belgian economy by stimulating national exports.

Since these loans are agreed under concessional terms, they can be accounted for as ODA, in
accordance with the arrangements stipulated by the DAC and OECD. If the country repays
the debt, then the repayments of the principal will reduce Belgian ODA up to these
amounts. If the LDC cannot honour the debt service, these amounts will then be accumula-
ted as arrears.

1731



(741

Inputs

A decision can be made to reschedule, cancel or reduce the debt of LDCs related to these
loans, either bilaterally or within the Paris Club. Belgium has only twice made a unilateral
decision to grant relief on a bilateral debt, once in the case of the DRC and once for the
Seychelles. Belgium usually follows the decisions of the Paris Club*, especially since the
start of the HIPC initiative. Once the decision to cancel the debt has been made at the Paris
Club, the cancelled interest can be accounted for as ODA because the principal was already
accounted for as ODA when the loan was granted. The total interest amounts cancelled
must be accounted for as ODA in the year of cancellation and not distributed over different
years. Belgium has followed this DAC/OECD recommendation.

Export credits

The ONDD, the public credit insurer, is responsible for managing the Belgian government’s
export credits. In 1990, the Office established a country risk strategy where it ranked States
from 1 to 7 according to their non-payment risk profile. The ONDD itself takes responsibility
for the risk of countries ranked 1 to 6. For exports to countries with a risk level 7, the ONDD
cannot provide a guarantee. However, the Belgian government can still give a guarantee for
political type considerations, in which case the loans in question are debts on behalf of the
State (Senate et House of Representatives of Belgium, 2006). The value of the ONDD account
was estimated at 384 million euros at 1 January 2005, while the State account was assessed at
601 million euros (Sénat et House of Representatives of Belgium, 2006).

The credits granted by the ONDD are subject to an array of criteria (95) to establish the
creditworthiness of importing countries and therefore the ‘economic value’ of the debt. An
insurance premium proportional to the difference between the nominal and the economic
value must be paid to the Office by the insured export company. If the importer does not
honour its obligations, the exporter will only be compensated up to 90% of the security. In
this case the ONDD will try to recover these losses (sum paid to the exporter and interest and
arrears due). If the ONDD cannot recover the debts, these debt securities will become a
bilateral debt between the importing country and Belgium and therefore a publicly
guaranteed debt, treated within the Paris Club.

24 Within the Paris Club, the Belgian delegation is represented by a representative from the Ministry of
Finance (MINFIN, notably from the Administration of International and European Financial Affairs) and a
representative from the ONDD. The MINFIN representative heads the delegation. Delegation members
have formal and informal contacts as part of the preparation for the Paris Club meeting. For Belgian
development cooperation’s partner countries or countries that have a particular importance in the foreign
policy of the countries, preparatory meetings and contacts may take place with Development Cooperation
representatives or other representatives of the Federal Public Service Foreign Affairs.

See also http://www.iefa.fgov.be/fr/Topics_Participation_Delcredere.htm
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The Directorate General for Development Cooperation

The Directorate General for Development Cooperation (DGD*) is not in principle a
stakeholder in the debt relief procedure”. However, the DGD can make an independent
decision to be involved in debt relief interventions, such as ‘swaps’ in terms of debts. In
addition, the Belgian government has provided internal compensation for creditors who
agree to debt reductions, i.e. for MINFIN and the ONDD. This is where the DGD and the
Secretary of State/Ministry of Cooperation are involved. This compensation will be
discussed in greater detail in the following sub-section.

The Paris Club

Asarule, bilateral debt relief issues are resolved at an international level and more
specifically within the Paris Club. The Paris Club was founded in 1956 as an informal group
of 19 creditor-governments from the largest industrialised nations. It is an informal
organisation that seeks to find coordinated solutions for the debts of individual debtors,
potentially within the framework of a larger initiative such as the HIPC initiative. Creditor
members apply the agreed terms through bilateral agreements with the debtor country.
Generally, creditors can choose between various options.

As a Club member, Belgium, represented by a government official from the MINFIN,
accompanied by an ONDD representative, is involved in the decision-making process and
then applies these decisions in negotiations with the debtor country. Since in principle, the
DGD is not involved in relief issues, there is no DGD representative in the Belgian
delegation.

Since the Toronto initiative in 1988, when the Paris Club first made provision for debt relief,
the compensation for costs related to this relief has been on the agenda. In Belgium, there
are three agreements that have led to internal compensation between public bodies.

The first agreement was signed in 1991. Due to the debt crises in different LDCs and
particularly Zaire (see 2.2.2), the ONDD had serious liquidity problems. The Belgian
government decided to help the ONDD, by buying back a portfolio of 24 billion Belgian
francs from the ONDD’s own account at a 50% discount and placing them in the State’s
account. This buyback was financed by a government loan of 12 billion Belgian francs (=297
million euros) repayable over 30 years. The ONDD managed this loan, but the annual
burden of this debt of approximately 19 million euros, was divided between different
partners, including the DGD (about 14 million euros), the MINFIN (+/- 5 million euros) and
the Ministry of Foreign Trade (+/- 0.6 million euros). The DGD paid this compensation
based on specific cases. The agreement had two sections: on the one hand the DGD could
compensate for debt reductions granted by the ONDD within the Paris Club; on the other

6 During the evaluation period, the Directorate has had various abbreviations. The most recent is used.

2 Inits previous incarnation (General Administration for Development Co-operation, Directorate General
for International Cooperation), the DGD also had a marginal ability to grant loans; there were still loans
pending, notably for the DRC. These loans remained outside the Paris Club treatments but were ultimately
included in the bilateral debt and the treatment within the Paris Club at the end of 2010. This related to
five cases and the total balance to be repaid (including interest) was approximately 23 million euros.
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the DGD could buyback ONDD debts based on a discount determined by both parties. From
2004, it was decided that the burden of the loan would be borne solely by the Development
Cooperation budget (up to 19 million euros per year). Also in 2004, an agreement between
the MINFIN, the DGD and the ONDD stipulated that this annual compensation from the
DGD of 19 million euros would be allocated solely to debt reductions granted by the ONDD
for the DRC, notably through a ‘buyback’ of loans at 25% of the annual amount, for a period
of 10 years (Cassimon et al., 2010b).

With the advent of the HIPC initiative and the debt relief it includes, the Belgian authorities
decided to extend the compensation policy, but only for debts cancelled by the ONDD and
State-to-State loans within the framework of the HIPC initiative. A second and third
agreement were signed in 2001 and 2005. These were motivated by decisions made within
the Paris Club as part of their contribution to the HIPC initiative and which were a sort of
force majeure for the ONDD, since it had to accept the cancellation of debts and therefore
had to be compensated for the loss of the economic value* that these cancelled debts
represented. The ONDD’s own country risk model was used to determine the economic
value of the debt and therefore the amount of its compensation. At the same time, the
agreements also introduced nominal compensation against the Development Cooperation
budget in favour of the MINFIN, for all HIPC cancellation agreed by the MINFIN on

|76 State-to-State loans (see Cassimon et al. 2010b for details).

3.4.4 The amounts committed by Belgium

In the 2002-2010 period, Belgium implemented the various agreements and amendments
awarded to the DRC within the framework of the Paris Club (see details in section 3.2). In
addition to and in connection with the 2004 decision to allocate the compensation of the
1991 agreement to the DRC, Belgium decided to grant additional relief on ONDD debts,
which represented an increase in the level of relief from 67% (Naples terms) to 90%
(Cologne terms) on certain additional debts not covered by the treatment under Cologne
terms in the overall Paris Club agreement. This specific Belgian agreement, of which the
Paris Club was notified, was implemented in three successive stages (13% in 2004, 5% in
2005 and 5% in 2006).

With the Paris Club agreement of September 2002 and for the entire interim period, there
was no cancellation for State-to-State loans. The arrears and some of the maturities were
rescheduled. On 23 January 2006, the balance of 94.7 million euros of a payment agreement
between Belgium and the DRC was cancelled (including 31 million registered in 2006 and
63.7 million registered in 2007).

Allin all, Belgium therefore granted approximately 1 billion euros in interim relief to the
DRC, including 910.87 million euros of ONDD debt (Senate of Belgium, 2009a; Cassimon et
al,, 2010a). The detail is given in table 3.8.

2 The economic value was calculated based on data at the end of 1999, thus well before the access date for
debtor countries at the completion point. This choice was primarily based on the fact that the residual
debt after relief had a larger value.
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Table 3.8 Interim Belgian debt relief, 2002-2009 (in millions of current euros)

2002 0
2003 Interim relief decision point (ONDD) 658.03
2004 Interim relief and additional 13% cancellation (ONDD) 143.81
2005 Interim relief and additional 5% cancellation (ONDD) 50.08
2006 Interim relief (ONDD), additional 5% cancellation 58.95

+ payment agreement cancellation +31.0
2007 Off-track, but 2nd part of payment agreement cancellation 63.72
2008 Off-track 0
2009 Off-track 0
TOTAL 1005.59
of which ONDD 910.87

Source: Cassimon et al., 2010a and MINFIN

The impact of the cancellation and rescheduling on Belgian ODA is illustrated in table 3.9
below:
(771

Table 3.9 The impact of cancellation and rescheduling on Belgian ODA (in millions of current

dollars)

|| 2002] 2003] 200a| 2005| 2006| 2007] 2008
ODA, Total Net 1071.51 1853.14 1463.34 1963.35 1976.92 1950.72 2385.64
ODA/GNI (in %) 0.43% 0.6% 0.41  0.53% 0.5%  0.43%  0.48%
ODA, DRC Total Net 41.26 789.63 265.27 151.72 221.57 209.77 174.38

DRC amount in Belgian 3.85% 42.61% 18.13% 7.73% 11.21% 10.75% 7.31%
ODA (in %)

Net debt reduction (DR) 163.25 752.69 206.44 471.73 398.2 184.91 100.71
Net DR to the DRC 0 728.04 178.97 62.24 112.9 87.23 0

DRCamount in Belgian 0.00% 96.73% 86.69% 13.19% 28.35% 47.17%  0.00%
DR (in %)

DR amount in Belgian 0.00% 92.20% 67.47% 41.02% 50.95% 41.58%  0.00%
ODA to DRC (in %)

Belgium’s compulsory 10.41 7.68 1.80 17.13
contribution to MONUC?®

Source: DAC-OECD and DGD, 2010

2 Since 2006, 7 % of these amounts have been able to be considered as Official Development Assistance
within the DAC criteria (DGCD, 2010).
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At the completion point, the bilateral debt agreed by Belgium amounted to 124 million
euros. ONDD debts amounted to 337 million euros, including 10% on its own account®.
These amounts were taken into account and were the subject of the Paris Club agreement of
November 2010, on reaching the HIPC completion point. They would be subject to bilateral
agreements with the Ministry of Finance in terms of State-to-State loans and with the ONDD
with regards ONDD debt.

Since State-to-State loans are concessional loans, they had already been accounted for as
ODA at the time of the loan. However, this amount had to be fully compensated to the
MINFIN in accordance with the 2001 and 2005 agreements. The relief granted by the ONDD,
which continually increases due to late interest charges, was included in Belgian ODA in
2010.

3.4.5 The policy discussion and motivations for granting debt relief to the DRC
While it is understood that the traditional motivations of altruism or international
solidarity go some way to explaining ODA and debt relief, the case of the DRC is more
complicated for Belgium because of its shared history and its past colonial relationship. But
does this still apply after 50 years of independence for the DRC? We shall firstly examine the
economic motivations, then the political ones.

Economic motivations

It has often been criticised or assumed that Belgium’s economic interests, or the interests of
certain Belgian financial groups, were the basis for the ‘special’ relationship between
Belgium and its former colony. Often, when there is a (recurring) crisis in the foreign policy
between both countries, suspicion or criticism of the former coloniser’s economic interest
is wielded as an argument. Is this suspicion still valid, or must it be said that, as written by
the historian Vanthemshe ‘After four decades, the Belgian presence in the Congo has all but
disappeared; conversely, the Congo only plays an extremely modest role in Belgian society
in the early 21st century’ (Willame, 2009). The figures speak for themselves.

In graph 3.3, we can observe different trends. The Congo was the top trading partner in the
developing world, just before decolonisation. Since then, the Congo’s dominant position in
the Belgian economy has crumbled to become marginal in commercial terms. Out of all
LDCs, the Congo is only ranked as Belgium’s thirtieth trading partner. These figures
demonstrate that Belgium has pretty much come to terms with the loss of the colony that
has become a marginal trading partner. There are two reasons for this. Firstly, Belgium has
moved its focus to its partners within the framework of the EU. Secondly, the collapse of the
Congolese economy is the main explanation for the reduction in the importance of the DRC
for Belgium. Finally, the latest trend, the DRC’s economic recovery since 2002 barely seems
to influence trade relations between the two countries. This is explained by the DRC’s low
economic importance in the global economy but also because the DRC is focused on other
markets. In this sense, it could be said that decolonisation as an economic phenomenon
has ended.

3 Sénat et Chambre des représentants de Belgique, 2006; Sénat de Belgique, 2009b, 2010
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Graph3.3  Importsand exports between Belgium and the Congo/Zaire, 1955-2008 (as a % of Belgium’s
total international trade)
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Sources: Marysse, 1994 and calculations based on the Statistical Bulletin of the BNB.

While these figures and data are clear, this does not mean that there are no longer econo-
mic interests or economic lobby groups that work to promote continued special relations
between the two countries. Indeed, the UN reported during and after the ‘first international
African war’ in the east of the country, that international and Belgian economic interests
were partly responsible for the financing of this war. Williame (2009) sums up the situation
as follows: ‘With regards the eastern Congo and particularly Kivu, this ‘modesty’ is
measured by recording that all the old large, Belgian mining companies (Kilo-Moto,
Symétain, Sominki, etc.) abandoned ship a long time ago. Representative of the glory days
of colonial history, they are now ‘replaced’ by small Belgian commercial companies listed in
the appendices of expert group reports on the illegal exploitation of the Congo’s natural
resources and are the firms to which the coltan leads after a tortuous path starting in the
Congo and travelling through Uganda, the United Arab Emirates and Kazakhstan. In 2002,
the companies most often mentioned, Cogecom, Sogem, Speciality Metals, Trademet, etc.,
along with other South African, English, Canadian, Swiss and American companies were
placed on the list of 64 companies considered by the expert group as contravening the
OECD code of conduct’ (See Kassem et al., 2002, Appendix III).

Finally, within the DRC, there are still private groups/companies such as the Forrest Group
or the Orgaman Group that have Belgian roots. For example, the Forrest Group, which is the
largest private employer in the DRC has connections within the political arena in Belgiums'.
While the DRC does indeed need entrepreneurs for its development, the fact remains that
we must be aware that there may be a certain influence on political decisions in Belgium at

3 Minister Chevalier answered the question of his membership on the Boards of Directors of the Forrest
Group companies in the following way ‘l am a member of the Board of Directors for the umbrella
holding company. | am not part of any other Forrest Group company ‘ (Auditions, Wednesday 6 Nov.
2002 Sénat de Belgique, 2003).
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play. However, this influence has been greatly reduced because almost all Belgian financial
groups and international companies, with just a few exceptions, such as Brussels Airlines,
have long since left the DRC.

Political motivations

While economic influence has greatly reduced with the collapse of the Congolese economy,
the motivations for making decisions regarding Belgium’s ODA and Congolese debt relief
have become eminently political. Diplomatic relations between the two countries are
characterised by highs and lows, switching between warm friendship and glacial detach-
ment. In Belgium itself, foreign policy towards the former colony does not have unanimous
support and is a bone of contention coloured by all the contradictions inherent in Belgian
domestic policy, with disagreements between north and south but also conflicting opinions
between and within political parties.

As a consequence of these disagreements and the vagaries of Belgium’s foreign policy,
development policy is strongly influenced by the political alliances of the moment and
senior politicians.

So, while Zaire received almost half of Belgian ODA in the 60s and 70s, internal Belgian
criticism of the Mobutu regime saw a decrease in assistance and investments in the 1980s.
In the late 80s and with the end of the Cold War, international political consensus and the
decreasing economic importance of helping Zaire, the Mobutu regime was isolated and
drained by donors in the early 9os. Arrears and unpaid interest on the Congolese debt
accumulated from 1984 and increased the debt throughout this period. This isolation of
Zaire and the Mobutu regime was intensified by the fact that during this period the
responsibility for ODA in Belgium fell to the development co-operation ministers whose
parties proved to be critical against a ‘special’ relationship with the Congo/Zaire. However,
from 1999, the Foreign Affairs Minister followed a proactive policy which, combined with a
change in the DRC’s domestic policy led by the new President, Laurent-Désiré Kabila, would
return the DRC to the international stage. Very shortly after Joseph Kabila’s accession to
power, the DRC would once again become eligible to the IFIs and escape from its internatio-
nal isolation. The decisions to unblock the problem of the DRC’s external debt must be
examined within this period of the Foreign Affairs Minister’s proactive policy. Belgium
would encourage this process by adopting a favourable position towards the Congo in the
debt relief operation. This proactive policy and its important role at this transitional time to
unblock the Congo in the international community are generally recognised by both
members of the foreign affairs parliamentary commission that monitored the DRC records
and the administration responsible for monitoring the DRC. The decision point and
therefore the debates within the Paris Club must be set within the context of this legisla-
ture. Belgium’s process for granting Congolese debt relief was the result of a sequence of
actions by various organisations. The monitoring and implementation of the agreement in
the Paris Club and IFI bodies were primarily the work of the administrations (MINFIN, DGD,
Foreign Affairs Ministry) but the trigger for the debt relief process was eminently political
and explained by this proactive policy with regards the DRC. With regards unblocking the
case file of the DRC in the international community, this is explained by the decisive action
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of a few ambassadors (Belgium, the United States, Great Britain, etc.) posted in Kinshasa
during the change in the Congolese government in 20013,

3.5 Congolese debt relief and Dutch policy

3.5.1 Introduction

As in the previous section on Belgium, this section aims for a better understanding of the
consequences of Congolese debt relief for the Netherlands, using the same structure. We will
firstly analyse general Dutch policy in terms of debt relief. Then we will address the specific
institutional framework in the Netherlands, and in the following section, we will present an
analysis of the debt relief amounts granted by the Netherlands. Finally, we will try to under-
stand the Netherlands’ reasons/motivations for granting this form of ODA to the DRC.

3.5.2 General Dutch debt relief policy

The Dutch development policy for the Congo mainly focuses on peace and security as
conditions for stability and development in the Great Lakes region (House of
Representatives of the Netherlands, 2009). The Netherlands initially focused on other
countries in the Great Lakes region. However, in order to pursue a coherent regional policy,
the Netherlands accepted the Congo as a partner country in 2007. The formation of the
debts and discussions about debt relief took place well before this time.

The total debt of the DRC owed to the Netherlands amounted to 510 million euros at the
start of the debt relief process in 2002. These bilateral debts were entirely the result of
commercial export transactions by the Dutch economic sector, which had been made as
cover for export credit insurance and investment guarantees (EKI provision [exportkredietver-
zekering en investeringsgaranties — export credit insurance and investment guarantees]). We do not have
an accurate structure for these debts, but we know that there were several export transacti-
ons in the field of shipbuilding, textile printing and telecommunications, dating from the
seventies and early eighties.

In the Netherlands, there is a broad consensus in favour of resolving the debt problems of
LDCs, both politically and socially. The Dutch authorities and various NGOs have been
actively involved in discussions with a view to relieving the bilateral, multilateral and
commercial debt of heavily indebted LDCs. In 1990 in particular, Dutch involvement
intensified and the debt problem was given a prominent place in various Dutch policy
papers such as ‘A World of Difference’ (1990), ‘Tackling Poverty’ (2000, 2001) and ‘Mutual
Obligations’ (2003). Although the Netherlands had also granted debt relief before 1990, its
financial impact was limited and it was rather reactive in nature (I0B, 2002).

The option of debt relief is still assessed on a case-by-case basis using mainly the IMF’s DSA.

Due to the major differences in debt cases, it was rather complicated to develop a coherent
and transparent Dutch policy framework for debt relief. When the Netherlands joined the

Interview of 15 October with R. Nijskens and H. Chantry
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HIPC initiative in late 1996, there was less need for a specific policy with regards indebted
countries. The Netherlands obviously continued to be involved in an international context
and actively contributed to the Enhanced HIPC initiative introduced in 1999. Under the
Enhanced HIPC initiative, the HIPC terms were relaxed and the scope of the initiative
increased. The combination of the HIPC initiative and the establishment of the PRSP so that
the resources that became available following debt relief actually benefited poverty
reduction, provided a solid foundation for debt relief.

When the Congo qualified as a HIPC countty in 2002, there was therefore no discussion
about the Netherlands’ participation®- However, throughout the HIPC process, the
Netherlands has questioned the significant and quick debt relief on reaching the HIPC
decision point as well as the granting of the HIPC completion point (see paragraph 3.5.5).
The Standing Committee on Foreign Affairs recently questioned the DRC’s debt forgiveness
again (House of Representatives of the Netherlands, 2010b)

3.5.3 The institutional framework

Export credit insurance

As we have indicated, all Congolese debts to the Netherlands are old debts dating from the
70s and 8os that were covered by the Ministry of Finance’s export credit insurance and
managed by Atradius Dutch State Business. The debts did not result from assistance
programmes funded by the authorities for the relevant export transactions for develop-
ment. There was therefore no direct (or previously planned) development objective related
to the transactions. By insuring risks, export credit insurance aims to allow Dutch exports to
high-risk markets. Export credit insurance, including debt forgiveness, covers expenditure,
so that no grant is awarded to the economic organisations that make use of the insurance,
in accordance with international regulations. The decision on the policy to follow for each
country with regards export credit insurance is made by the Finance Minister based on
advice given by the ‘Commissie Advisering Risicobeheer’ (risk management advisory commis-
sion). This commission comprises representatives from the Dutch Ministries of Finance, the
Economy and Foreign Affairs and Atradius. The policy can be changed at any time if
conditions require. Export credit insurance has been closed to the Congo since 1984.

The Paris Club

The Netherlands is an active member of the Paris Club and involved in its discussions on all
HIPC debt relief. This relates to commercial credits reinsured by exporting countries and
loans granted by the Dutch authorities to the authorities of LDCs. On behalf of the
Netherlands, the Ministry of Finance has the final say in Paris Club negotiations. Given that
debt relief is allocated to the development cooperation budget, the Ministry of Foreign
Affairs is also represented at the Paris Club.

For non-HIPC countries such as Nigeria, this obviously works differently (to this end, see I0B and SEO,
2011).
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Allocation of debt relief

During the revision of the Dutch development policy in 1997 (‘Reevaluation of Development
Cooperation 1997"), it was agreed that the Netherlands would set aside 0.8% of its GNP
annually for development cooperation (ODA spending). The new policy also gave details on
the allocation of debt relief. To this end, it repeated the DAC directives, where debt relief on
export credit qualifies as ODA. The Netherlands allocated debt relief to the ODA budget.
Consequently, it was also agreed that the Ministry of Foreign Affairs would take partin
discussions about the EKI instrument and within the framework of the Paris Club.

The amounts committed by the Netherlands

In section 3.2.2, we detailed that the Paris Club agreement in 2002 covered 8,980 million
dollars, including 8,490 million in arrears and 490 million in debt service between 1 July
2002 and 30 June 2005%. The Dutch share of the debt forgiveness amounted to 304 million
euros of the total of approximately 510 million euros in debt that the DRC owed to the
Netherlands at that time. Allocating the entire amount to the ODA budget in 2002 would
have been too heavy a burden on the year’s budget. So the Ministry of Finance agreed that
this allocation could be spread over two years. 129 million euros were allocated in 2002 and
175 million euros in 2003 (Ministry of Foreign Affairs, 2005).

On reaching the HIPC decision point, the DRC earned the right to so-called ‘HIPC interim
relief’ which meant that during the IMF qualification programme (approximately 3 years),
the country received partial forgiveness on the debt service to be paid to the IMF, the WB
and the ADB during this period. Furthermore, the Paris Club moved from the Naples
treatment to the Cologne treatment, which was granted without consultation by this forum
of creditors to countries that had reached the HIPC decision point. Following this treat-
ment, 90% of the debt service that the DRC would have had to pay to the Paris Club between
1]July 2003 and 1 March 2006 was written off in three phases. The Dutch share of this interim
relief related to approximately 44 million euros in total. Of this amount, six million euros
were written off in 2003, 20.5 million euros in 2004 and 14.7 million euros in 2005. In April
2006, interim relief came to an end because the DRC was found to be ‘off-track’. 3.1 million
euros were still written off up until 31 March.

The debts that the Netherlands had against the Congo and therefore the amounts that were
written off, were relatively high in Dutch eyes. In 2008, after a large part of the Congolese
debt to the Netherlands had already been written off, the Congo was still the country where
the Dutch government had one of the highest unclaimed debts (20.5% of the total portfo-
lio) after Argentina (26.1%) and before Indonesia (17.8%) (Ministry of Finance, 2008).

In April 2010, the amount of the Dutch share in the debt forgiveness at the completion
point was estimated at 300 million euros (House of Representatives of the Netherlands,
20103). The Congo reached the completion point on 1]July 2010. After treatment within the
Paris Club, the Dutch share was eventually 302.8 million euros.

3 This agreement resulted in a debt reduction in late December 2002, which covered stock of debt up to
6.353 billion dollars (see Section 3.2.2).
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Although the granting of debt relief to the Congo was not a discussion point in itself, the
case of the Congo definitely breathed new life into an old policy discussion about the
allocation of debt relief to ODA performance. Initially, there were no substantial amounts
to be allocated, but in 2003 the Congo appeared at the top of the list of countries receiving
assistance from the Netherlands (CAD, 2004, p.95). Hence, in the Chamber of
Representatives, they questioned how a country that was not a partner country of the
Netherlands had received so much assistance. On reaching the HIPC decision point, the
large forgiveness of the arrears represented a total allocation of 175 million euros to the
development cooperation budget in 2003. This explains the high amount of Dutch ODA to
the Congo for this year, although not a single euro was actually transferred to the Congo
during the year in question. Despite the various debates on the subject, the present
allocation has always taken place as agreed in 1995 (see paragraph 3.5.4 below about the
policy discussion on the budgetary consequences of debt relief).

3.5.4 The policy discussion and motivations for granting debt relief to the DRC

2002-2003 Period (Pre-decision point)

In June 2002, the DRC agreed an economic reform programme with the IMF (PRGF), with
which the country qualified for the ‘Naples treatment’. The Naples treatment meant that the
Paris Club wrote off 67% of the arrears and debt service for the current year®. At the time,
the Netherlands made vigorous objections to the Paris Club against the proposed 67% of
‘advance’ debt relief. The Netherlands believed that early forgiveness of such a large share of
the debts, in a politically and economically unstable country such as the Congo, should only
take place at the end of the process, if all the terms to be applied under the HIPC initiative
had been satisfied. The Netherlands advocated for the debt forgiveness to take place later
and in stages. However, this point of view was not supported by other Paris Club member
countries.

2003-2006 (decision point and interim relief)

The Congo reached the ‘HIPC decision point’ in July 2003. Once again the Netherlands
disagreed with the speed at which the decision point was awarded. In principle, the
Netherlands supported (and still supports) the conclusion that the usual analysis by the IMF
and the macro-economic and pro-poor criteria stipulated in the PRGF are determining
factors in establishing the decision point (Ministry of Foreign Affairs, 2003), but for the
Congo, the Netherlands would have preferred a longer and thus more convincing track
record before awarding the decision point. The United States and Italy were of the same
opinion. The WB believed that for ‘countries in a post-conflict situation’ (including the
DRC), the decision point had to be reached as soon as possible. The Netherlands was
however of the opinion that the conflict situation in the Congo was not yet under control.
The Netherlands did not obtain a majority for this point of view.

5 Within the framework of the HIPCinitiative, it is commonplace for a country to be granted cancellation
on the lion’s share of the debt only at the end of the process, if it satisfies the objectives of the IMF
qualification programme. However, HIPC countries with significant arrears already benefit from a large
amount of debt forgiveness before the HIPC starting point, as stipulated by the Naples treatment
applied by the Paris Club.
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2006-2009 Period (off-track)

In spring 2006, the Congo became ‘off-track’ for various reasons such as the depreciation of
the Congolese Franc, budgetary excesses, delayed reforms, declining reserves and rising
inflation. Because of this, in 2006, it was impossible to satisfy the requirements and
objectives of the IMF programme, so interim relief expired on 1 April.

In early 2007, the government had announced a new budgetary discipline, but the IMF was
critical of this®. Another element was the fact that the DRC wanted to contract a new loan of
5 billion dollars from China to develop the mining industry and infrastructure (this later
proved to be a loan of g billion dollars). Due to the government guarantee on these loans,
the DRC would exceed the limits of the debt sustainability framework, so that the country
would no longer be considered for debt forgiveness as part of the HIPC initiative. For the
Netherlands, this debt sustainability framework was an important instrument in preventing
a country from falling back into unsustainable debt, but also in preventing the indirect
financing of new loans by the Netherlands (‘free riding’). Within the Paris Club, the
Netherlands and other countries exerted pressure to align the Chinese loan with the terms
in force.

In summer 2009, China, under pressure from the IMF board (including the Paris Club),
finally agreed to change the loan and its terms. Consequently, the loan no longer had a
significant influence on the DRC’s debt sustainability. This was one of the conditions
described in the new three-year PRGF programme, which was approved by the IMF Executive
Board on 11 December 2009. The IMF conditions primarily aimed for macro-economic
stability and related reforms. The Dutch government adopted a critical attitude towards the
treatment of the PRGF programme by the IMF Executive Board in December 2009. Among
other things, it pointed out the risk that past agreements were (once again) not being
observed and questioned the degree of reality of the proposed budget and fiscal discipline
in the DRC.

2010 Period (completion point)

During the Paris Club meeting on 24 and 25 February 2010, the decision was made, partly
following the Netherlands’ intervention - not to carry out partial debt forgiveness on the
arrears yet, but to link this decision to the reviews of the PRGF. The first review of PRGF
services for the Congo, based on which it was decided that the Congo had reached the
completion point on 1 July, took place in June 2010. In the discussions within the IMF
regarding the issue of reaching the completion point, the Netherlands, together with the
Nordic countries among others supported the decision but insisted on strict monitoring in
terms of governance and poverty reduction after the completion point periods.

3.5.5 The policy discussion on the budgetary consequences of relief
As we have already pointed out, during the revision of the Dutch development policy in 1997
(‘Re-evaluation of Development Cooperation 1997’), it was agreed that the Netherlands
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would set aside 0.8% of GNP annually for development cooperation (ODA spending). In
fact, the cancellation of export credit debt during the year of debt forgiveness did not result
in a change in the finance budget. The cash output had already taken place in a previous
phase, when the loss was paid by the Finances payable by the finance budget. However, debt
forgiveness definitely had a budgetary impact, due to the allocation agreed during the
Reevaluation. As debt forgiveness increased during a year, there was less room to manoeu-
vre for other ODA spending. In fact, the costs of debt forgiveness related to export credits
were allocated to available resources for development cooperation in accordance with these
agreements. This was dependent on how debt forgiveness was included in the multi-year
evaluations (House of Representatives of the Netherlands, 2007b).

Since very high amounts had been cancelled in the case of the Congo, the discussion about
the additionality of the debt relief played a role. According to international agreements
(Monterrey Consensus), debt relief has to be additional and cannot be made to the
detriment of existing ODA obligations and resources. The Netherlands supported this effort,
butin fact acted contrary to this agreement by allocating debt relief to the ODA/GNP ratio of
0.8%. Nevertheless, the Netherlands had acted in accordance with DAC rules.

Like other DAC countries (with the exception of Switzerland and Norway), the Netherlands
also declared higher ODA amounts than those really paid out by the State. DAC rules
stipulate that the nominal value (not the market value) of claims resulting from cancelled
export credit can be allocated to ODA. This amount does not include premiums paid by the
insureds or the specific risks borne by these exporters. Here too, questions were raised by
the Chamber, specifically by Minister Koenders (House of Representatives of the
Netherlands, 2003). However, none of the motions submitted obtained a majority. After Mr
Koenders took up his duties as Minister of Development Cooperation in February 2007, this
discussion was once again brought to the fore in April 2007, during the general consultation
with the Standing Parliamentary Committees of Foreign Affairs and Finance. But there was
no majority in favour of changing the existing practice (House of Representatives of the
Netherlands, 2007a). Politically this is a sensitive issue, because while debt forgiveness
should no longer be allocated to the development cooperation budget, this would in fact
lead to an increase in ODA funds. Where appropriate, debt forgiveness would actually be
added to the ODA/GNP ratio of 0.8%. Thus, it would be very costly in budget terms to
abandon the current allocation system. The end of the allocation would cost over 1.1 billion
euros over the 2007 — 2012 period. The Dutch credit portfolio on LDCs is decreasing due to
the debt relief of recent years and, eventually, the EKI allocation will have less impact on the
ODA budget.

Outside the HIPC rules relating to poverty reduction, the Netherlands has not been
particularly involved in the issue of the impact of these Congolese debt relief measures on
reducing poverty. Unofficially, critical questions have cropped up. There are no official
sources that answer the question about the contribution to poverty reduction, because the
completion point has just been reached and it is therefore too early to draw any
conclusions.
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3.6 Conclusion

Debt relief was granted in different phases. Since most of the debt was made up of arrears,
the first phase was that of clearing the arrears. The arrears to multilateral creditors (IMF, WB
and ADB) were cleared by replacing the old unpaid debt with new debts under concessional
terms, using bridging loans. The arrears to the Paris Club were cleared by the agreement of
13 September 2002, a flow rescheduling agreement under Naples terms, covering 8,980
million dollars, including 8,490 million in arrears at 30 June 2002 and 490 million due
between 1 July 2002 and 30 June 2005. Even though this agreement was a ‘flow’ type agree-
ment, it enabled creditors to cancel 4.6 billion dollars immediately and reduce the debt
service due to Paris Club creditors between 30 June 2002 and 30 June 2005 to 380 million
dollars. Because the great majority of the debt treated was made up of arrears, the operation
was actually, broadly speaking, a ‘stock’ type operation rather than a ‘flow’ type one.

In 2003, the country reached the decision point, allowing a debt reduction of 6,311 million
dollars to be planned at the completion point; in the interim period, the Paris Club awarded
assistance under an agreement in November 2003, which provided for a rescheduling of the
Congolese debt under Cologne terms (90%). Also, the largest multilateral institutions, particu-
larly the IME, the IDA and the ADB granted a debt service reduction for this interim period.

The debt relief process from its decision point to its completion point (2003 to 2010) was
particularly long. Instead of a three-year interim period, the DRC needed seven years. Two
root causes, one external and one internal, affected the debt management performance
with consequences for the national economy. The budgetary slippages of 2005 and 2006
demonstrated the need for a strict observance of governance and the 2008-2009 global crisis
illustrated the Congolese economy’s vulnerability to external crises. Consequently, since
2006, new arrears have formed and certain creditors have suspended interim HIPC relief.

Before being able to reach the completion point, the new arrears therefore had to be
cleared by a Paris Club agreement in February 2010. This agreement was also signed under
Cologne terms and covered approximately 2,957 million dollars, relating to the new arrears
at 30 June 2009 and the current maturities for the period of the PRGF Programme.

The nominal debt at the completion point was estimated at 10,772 million dollars,
corresponding to a NPV of 8,801 million dollars after traditional relief mechanisms had
been applied. The reduction needed to reach the threshold of 150% of exports was estima-
ted at 7,252 million dollars in NPV, distributed ‘equi-proportionally’ between multilateral,
bilateral and commercial creditors.

Within the Paris Club, creditors agreed the distribution of the burden granted at the
completion point among themselves. They decided to go further and reduce eligible debts
by up to 100%. At the completion point, the DRC also received MDRI relief estimated at 1.2
billion dollars. Up until 2043, the debt service has therefore been reduced by 32 million
dollars per year, and after 2043 by 4 million dollars a year until 2053.
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Overall, Belgium granted 1,006 million euros in debt relief in the 2002-2009 period with
about 500 million dollars of additional relief provided for in the Paris Club agreement
based on reaching the completion point. Belgium took a proactive position with regards
debt relief for the DRC, not only by aligning itself with international consensus, but also by
going further, for example, by providing its assistance in financing multilateral arrears with
bridging loans.

The Netherlands granted approximately 348.3 million euros of debt relief in the 2002-2009
period, and the remaining amount at the completion point was approximately 300 million
euros. The Netherlands were voluntarily part of the international consensus on the HIPC
initiative. Although the granting of debt relief to the Congo was not a discussion point in
itself, the case of the Congo definitely revived an old policy discussion about the allocation
of debt relief to ODA, especially as a reaction to the substantial amounts granted in 2003.
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4.1 Introduction

The outputs of a debt relief can be assessed by creating a counterfactual or, in other words,
by using what would have happened if this debt relief programme had not existed. We will
try to construct this counterfactual in the following section. We will then look at what has
changed due to the conditionalities. In the case of the DRC, the process between the
decision point and the completion point took seven years instead of three. The main
reasons were primarily the budgetary slippages prior to the elections and the Chinese
contracts that risked endangering the sustainability of future debt. We will address these
changes caused by the conditionalities in the last section of this chapter.

4.2 The counterfactual

4.2.1 Introduction

In order to find out what the general impact of debt relief would be (including the HIPC
initiative) on the debt service and stock of debt, we need to construct a counterfactual
scenario. This scenario not only includes a direct counterfactual on the debt service paid
and the development of the stock of debt, but also a counterfactual regarding the total ODA
budget and ultimately also a counterfactual in terms of indirect effects, related to the
various conditionalities that the DRC had to satisfy in order to receive this debt reduction.

4.2.2 The completion point and the debt service and stock of debt
counterfactual
In order to address this issue, we are using Congolese history and our discussions with
various interviewees.
Faced with the debt service due, which had increased greatly because of the arrears
accumulated during the 1990s and without the prospect of benefits from the HIPC initiative,
we are convinced that the DRC would not have paid significant amounts of the service due
during the period in question, just as in the 1990s. This opinion was supported by our
interviewees. According to several of them, lacking any prospect of being eligible through
the international community to enter the HIPC programme and the associated processes,
the DRC would have paid little of the service due, and perhaps at most only the service due
to multilateral institutions.

We therefore conclude that, in the best case scenario, the debt service paid in the counter-
factual would be limited to payments to multilateral creditors. The service paid to these
multilateral creditors was subtracted from IMF forecasts before reaching the decision point
(2001-2005). After 2005, the debt service was equivalent to the average amount during the
2003-2005 period. In the counterfactual, we used the current service due before relief,
which was in line with IMF forecasts before reaching the decision point. Table 4.1 shows the
difference between the debt service actually paid and the service estimated in the
counterfactual.
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Since the service paid is just a small fraction of the service due, in the counterfactual, the arrears
continue to increase, just as in the 1990s. Graph 4.1 shows what would happen with the stock of
debtin the counterfactual.

As table 4.1 shows, it is clear that the DRC did not make direct savings from the interim debt
reduction, because the DRC paid almost none of the service due before relief. So, the DRC
actually paid more than before. The counterfactual shows that the interim relief did not directly
free up resources. To the contrary, for the 2002-2009 period, the DRC paid approximately 772
million dollars more, corresponding to a direct negative surplus.

Graph 4.1 shows that due to relief, there was a considerable positive effect of a reduction in the
stock of debt. In late 2001, the total stock of debt was 13,573 million dollars. Due to interim relief
and particularly the debt cancellation at the completion point in 2010, the stock of debt was
reduced to 3,111 million dollars, which was a reduction of 10,462 million dollars. The impact of the
HIPC initiative on the stock of debt only becomes clearly visible on reaching the completion point.

Compared with the counterfactual situation, the gain is even more pronounced: in the interim
period, the difference is approximately only 3 to 4 billion dollars, but at the completion point,
the reduction in the total stock of debt (in comparison to the counterfactual) is estimated at
around 12,650 million dollars.

The fact that the direct effect on the debt service is negative should not necessarily mean that
the DRC has not on the whole benefited from debt relief. Especially in the case of the DRC, we
must analyse the overall effects on the available resources resulting from indirect impacts on
external resources (particularly development assistance) and also, the effects on the additional
mobilisation of resources resulting from improvements in the management of the economy
caused by the conditionalities. In order to estimate these effects, a counterfactual must also be
developed in these two areas.

Graph 4.1 Development of current and counterfactual stock of debt, 1993-2010 (in billions of current dollars)
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4.2.3 The ODA counterfactual

A firstlook at ODA flows in the DRC reveals that after a decade of limited flow, these flows
have substantially re-formed during the past decade (Graph 4.2). Between 1990 and 2000,
Congolese ODA was on average 3% of GDP. After 2001, these figures increased to almost
100% of GDP in 2003. In 2009, ODA was 11% of GDP.

Graph 4.2 Development of ODA to the DRC, 1990-2009 (in % of GDP)
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In order to find out what the development in ODA would have been in the absence of the
HIPC initiative and debt relief, we firstly need to exclude the relief that inflates ODA during
the period in question. Table 4.2 shows that, without relief, net ODA has experienced a
constant and significant increase over the last decade with an interruption in 2003.

To construct the actual counterfactual, it is not enough simply to exclude ODA debt relief.
By definition, the DRC’s repayments to DAC donors are excluded from the net Congolese
ODA. Looking at the amounts the DRC repaid after 2002 (see table 4.2) and taking into
account the semi non-repayment during the 1990s, it is inconceivable that the DRC would
have been able to repay these significant amounts in the absence of the HIPC initiative and
debt relief. That is why it is not totally illogical to re-add these repayments, giving the gross
ODA excluding debt relief.

Finally, looking at gross ODA without relief, we see that a large part of the increase in ODA
was due to humanitarian and food assistance. It is likely that the reasons for this increase

were not directly related to the debt relief, but instead to the stabilisation of the country’s
post-conflict situation.

The last row in table 4.2 therefore shows a rough estimate of the amount of ‘additional’
ODA due to the restoration of relations with the international community. This row shows
that the level of ODA excluding relief and food and humanitarian assistance during the
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isolation period was approximately 50 million dollars; in the following years, we observe an
increase in this assistance from approximately 60 million dollars in 2002 up to 467.5 million
dollars in 2008. In total, for the 2002-2008 period, the additional ODA received by the DRC
is therefore estimated at approximately 1,712 million dollars®.

If the negative direct effect on the debt service (approximately 772 million dollars) is
combined with the positive effect on ODA (estimated at approximately 1,712 million
dollars), the interim conclusion of our counterfactual analysis is that interim relief resulted
in a (net) surplus in additional resources from the international community of donors of at
least approximately 940 million dollars.

Table 4.2 Recent development of ODA in the DRC and its counterfactual, 1999-2008 (in millions of

current dol

| [ 1999] 2000] 2001] 2002| 2003| 2004| 2005| 2006 2007 2008
Net ODA 87.1 102.7 143.4 351.0 5009.6 1165.0 990.4 1500.7 789.5 985.5
Debt relief 2.7 6.8 7.7 126.4 48253 784.6 503.0 874.6 117.2 6.1
Net ODA,
excluding relief 84.3 959 135.7 2246 184.3 380.4 487.4 626.1 672.3 979.4
Repayments 0 1.4 0.02 83 1433 23.2 30.8 15.2 0.5 4.0
Gross ODA,
excluding relief 84.3 97.3 135.7 2329 3276 403.6 5182 641.3 672.8 983.4

Humanitarian and
food assistance 36.2 39.5 62.1 123.1 143.0 171.9 222.0 312.7 303.3 465.9

Gross ODA,

excluding relief,

humanitarian and

food assistance 48.2 57.8 73.6 109.8 184.6 231.7 296.2 328.6 369.5 517.5

ODA
counterfactual 50 50 50 50 50 50 50 50
‘Additional’ ODA 23.6 59.8 134.6 181.7 246.2 278.6 319.5 467.5

Source: OECD-DAG; own calculations for the counterfactual scenario.

This positive net contribution from the international community does not correspond to
the total benefit for the country. All the indirect effects from the improved management of
the economy, launched by the countries as part of the so-called ‘conditionalities’ of the
agreements for the HIPC process, must also be analysed. In the following sections, we
attempt to convey and estimate the additional effects of these ‘conditionalities’.

¥ It should be noted that only a small part of all ODA and also the ‘additional’ ODA is part of the State
budget and therefore strictly speaking constitutes additional ‘budgetary’ resources. But as shown in the
so-called ‘fiscal response’ literature, even ODA outside the budget causes fiscal responses. Because of
this, in the remaining counterfactual analysis, we prefer to incorporate all ‘additional’ ODA instead of
being limited to (additional) ODA included in the budget.

1951
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4.2.4 The so-called ‘conditionality’ counterfactual: the effect on development
without an agreement

The best approximation in constructing the counterfactual in the absence of reliable figures

and data in the case of the DRC, may be to examine the past because there is at least one

period where we can see what happens if, when faced with a major debt repayment

problem, the country must effectively honour its debt service.

In 1982-1984, Zaire was one of the first African countries to enter into a structural adjust-
ment programme. As we saw in the second chapter, the 12.9 billion dollars of nominal stock
of debt in 2002 was nothing more than the original debt of approximately 3 billion dollars
contracted during the 1967-1975 period. In the late 1970s, after the grace years, the repay-
ment of the principal and interest started to affect the budget. It is important to stress the
origins of the Congolese debt, as analysed in chapter 2. On comparing the structural
adjustment period (therefore without a debt relief agreement) and the interim period
between the decision point and the completion point (2003-2010), it is clear that the new
assistance (PRSP-MDG) and debt relief approach is eminently preferable to that of structural
adjustment, because during the first period, it was the Zairian population who bore the
burden of repayment and not the politicians, while in the current period, the international
community assumes its responsibility in the creation and repayment of the debt.

In the following sections (4.2.5, 4.2.6 and 4.3), we will try to convey and estimate the
indirect effects of the relief agreements, particularly on policies and governance, and also
those caused by the specific conditionalities related to the agreements.

4.2.5 Changesin policies and governance

2001 is considered as the year that marked the start of significant changes in macro-econo-
mic policies and governance in the DRC. A quick reminder of the initial context allows a
true measure of the progress made, in the key areas of monetary management and public
finance, and is reviewed below.

The context

Three decades of neo-patrimonial rule under the autocratic regime of President Mobutu
Sese Seko (1965-1997) broadly resulted in a country in ruins in terms of its infrastructure and
public finance and with severed ties with the international financial community, an
economy damaged by hyperinflation and a succession of negative growth rates and an
overstaffed and corrupt government. Politically, despite a democratic openness announced
by Mobutu himself in April 1990, the country was plunged into an endless transition against
a background of quarrels about the legitimacy of the government.

During his brief reign (1997-2001) President Laurent-Désiré Kabila, who came to power
through an insurgent movement, imposed a controlled economy that succeeded only in
increasing distortions on the markets and curbing private initiative. The sudden appearance
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of other rebel movements divided the country into three autonomous regions®. This new
situation of war quickly opened the way for spending, the depreciation of the new currency
issued by Laurent-Désiré Kabila and a further deterioration in the living conditions of the
population.

On taking power in January 2001, the new President, Joseph Kabila began a change of
direction in his policies, which were based around three priorities, namely to pacify and
reunite the country, liberalise the economy and open it up to the world and stabilise the
macro-economic framework in order to lay the foundations for relaunching the economy.
Politically, he agreed to form a national unity government with the key purpose of leading
the country into general elections. Only presidential and legislative elections were held in
2006. Economically, from 2002, the implementation of two structural adjustment program-
mes, supported by the IMF and the WB, helped quash hyperinflation and return to positive
growth rates for the first time in thirteen years.

These results were obtained due to a certain strictness in the management of public finance
and currency, particularly in 2001-2003 and 2009-2010, along with the implementation of
sound structural reforms. As explained in sections 3.2.2 and 4.3.1, this helped to satisfy
some of the criteria imposed as part of the Enhanced Initiative for HIPCs.

Structural reforms

First generation structural reforms, started in 2001-2003, essentially consisted in removing
major distortions that were affecting the smooth running of the markets and key sectors of
the economy. To accomplish this, the government devalued the currency, unified the
exchange markets and began a floating exchange rate system. In principle, the price control
system was abolished in favour of complete freedom in pricing, except in the pricing of
strategic products including drinking water, electricity, cement and public transport. The
monopoly on the marketing of diamonds was lifted and a new investment code was
published followed by the mining code, the labour code and the forestry code.

Second generation reforms essentially focus on improving the business climate. Efforts
have been made in four areas: the reform of public companies, the reform of the legal and
judicial framework, the reform of the financial system and support for the employment
sector. In addition to the publication of four laws clarifying the reform process for public
companies, in 2009 the government placed three public companies from the transport
sector under management contracts: the National Transport Office, the state railway
company Société Nationale des Chemins de Fer du Congo and the air transport board, Régie
des Voies Aériennes. Regarding the legal and judicial framework, the main actions taken to
date have focused on the implementation of commercial courts in Kinshasa and
Lubumbashi, the ratification of the Treaty on the Organisation for the Harmonization of
Business Law in Africa and the provision of the Centre dArbitrage du Congo (Congo Arbitration
Centre) and the Centre National de Conciliation et de Médiation en matériels informatiques et mobiliers

3 The government controlled about 60 % of the region. A second region was controlled by the rebel
group Rassemblement Congolais pour la Démocratie backed by Rwanda (essentially both Kivus) and
finally, the third was controlled by Mouvement de Libération Congolais supported by Uganda
(essentially Equateur and Haut Uele).
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(National Centre for Conciliation and Mediation in computer equipment and property).
Furthermore, measures relating to business creation have also been relaxed. In terms of the
financial system, the banking sector has been streamlined through the liquidation of a
certain number of non-performing credit establishments. Standards and supervision
criteria for commercial banks have been improved. A reorganisation strategy was adopted
for the BCC in June 2009, which aimed specifically to streamline the operation and reduce
the operating deficit of the central bank.

Monetary management

Generally, the BCC conducted a restrictive monetary policy with frequent rises in its main
base rate and, from 2006, increases in the minimum reserve ratio which had not been seen
since 1993. Monetary tightening was applied where appropriate, through interventions on
the exchange market with currency sales. However, at times, the adjustments in the policy
rate and the minimum reserve ratio along with currency sales by the BCC have had limited
effects on the key macro-economic indicators due to persistent and increasing deficits in
public finance covered by advances from the banking system.

The reforms, which started in the economy in general and the financial sector in particular,
boosted activity in the banking sector and, to a certain extent, that of other financial
intermediaries. As a reminder, the reforms focused particularly on the adoption of a new
law on the activity of credit establishments (which standardised the scope of the sector’s
activity, excluding insurance and microfinance), reducing banking restrictions, restructu-
ring banks with the liquidation of ailing banks, increasing the minimum capital require-
ments for banks, liberalising currency deposits, etc. The improved economic context was
reflected by a recovery in the financial sector. The credit to the economy, which had shown a
decrease of 14% in 2001, increased by 65.8% on average between 2003 and 2008. With
regards bank deposits, these recorded an average growth of 44.6% from 2003 to 2008,
compared with a fall of 12.5% in 2002.

Developments in the exchange rate have been mixed, but are closely linked to those in
inflation. In general, this has been dependent on the behaviour of public finance. Within
this framework, during the years when inflation was falling, the exchange rate was less
volatile, with temporary phases of appreciation.

Public finance management

Table 4.3 gives the development of revenue and grants for the Congolese government in
millions of current dollars. This table shows that the resources available for the government
increased six-fold between 2002 and 2008.

The first part, tax revenue and non-tax revenue, clearly shows that revenue-raising ability
has been substantially increased over the past decade. In current dollars, these revenues
increased ten-fold over an eight-year period. In fact, at the start of the decade, fiscal revenue
was not even 7% of GDP. In 2008, just before the crisis hit the Congolese economy, the fiscal
revenue share of GDP reached almost 19%, returning to an amount equivalent to the budget
of the early 8os. The improvement observed was certainly due to the fact that the war had
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ended and the whole country was once again under the fiscal control of the State. The relief
process with the conditionalities attached by the IFIs definitely had an impact on discipline
in terms of the State’s revenue-raising.

For the second part, the grants, the direct impact of the debt service relief is obvious.
During the period in question, HIPC savings rose from 3% in early 2003 to almost 20% in
2007. But we can also observe that from 2003, the State budget was strengthened by an
increasing flow of external assistance, which probably would not have existed without the
debt relief initiative. Finally, we should note the size of the international assistance budgets
which are not taken into account by the Congolese State budget. While external resources
included in the State budget vary between 20-200 million dollars over the period in
question, the flow of assistance outside the budget remains more or less at the same level as
the State’s tax and non-tax revenues.

Table 4.3: Development of government revenue, 2001-2008 (in millions of current dollars)
—mmmmmm 2007 | 2008

Government revenue 774 1,151 1,407 2,067 2,342
Tax and non-tax 208 392 428 627 830 1,112 1,470 2,112
Tax 192 340 364 540 710 973 1,168 1,737
external trade 68 113 133 208 253 345 462 652
taxes on income 51 75 8 132 116 271 312 515
taxes on goods and services 45 84 130 179 227 308 372 548
Others 27 67 16 20 115 a9 22 22
non-tax* 16 52 63 87 120 139 302 375
exceptional revenue 0 0 102 147 321 295 597 231
other ext. resources 0 0 102 136 175 163 190 196
HIPC resources 0 0 0 11 146 132 407 35
HIPC/revenue size 0.0% 1.4% 12.7% 9.4% 19.7% 1.5%
Grants outside budget 256 396 557 573 1,362 1,152 1,410 1,482

TOTAL m 1,086 (1,347 | 2,512 | 2,559 | 3,477 | 3,825

* General Directorate of Administrative and Judicial Revenues (Direction Générale des Recettes Administratives,
Judiciaires, Domaniales et de la Participation)
Source: based on BCC Annual Report 2008, except for the exceptional revenues (BMR, Ministry of the Budget).

Using the development of the tax revenues in table 4.3 we can construct a counterfactual
regarding the indirect effect of relief agreements on the development of budgetary resources,
or additional government revenues, as shown in table 4.4. As a counterfactual, we use the
assumption that without agreements, government revenue would be fixed at the level of the
period prior to the agreement; the calculations use the average of the 1997-2000 period. If we
compare the 2002-2008 results with this counterfactual, the last row of table 4.4 shows
estimated additional annual resources. For the entire 2002-2008 period, the total additional
resources are estimated at approximately 6,185 million dollars.
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Table 4.4 Government revenue counterfactual, 1997-2008 (in millions of current dollars)

o[ o] o oo ] o o] avs] ow] sor]

Current situation

Governmentrevenue  370.0 247.0 577.0 222.0 208.0 392.0 530.0 774.0 1151.0 1407.0 2067.0 2342.0

Counterfactual

Governmentrevenue 370.0 247.0 577.0 222.0 354.0 354.0 354.0 354.0 354.0 354.0 354.0 354.0

Additional
Government revenue 0.0 0.0 0.0 0.0 -146.0 38.0 176.0 420.0 797.0 1053.0 1713.0 1988.0

Source: based on BCC, Annual Report 2008, except for the exceptional revenues (BMR, Ministry of the Budget).

Altogether, a certain recovery is noted in terms of public finance management. However,
there is still plenty of room for improvement with regards the mobilisation of tax revenues.
For decades, corruption, criminalisation of the economy and fraud have had a negative
impact on the State’s ability to mobilise revenue. This governance problem appears in all its
aspects, particularly in terms of revenue that could mobilise the mining sector.

When the government presented the State budget for the 2008 fiscal year, the Senate noted
that revenues forecast in the mining sector, particularly with regards mining tax, were very
low. A Senate report on this issue, called the ‘Mutamba Report’ after the Chairman of the
aforementioned select committee, clearly showed that mining was not making a significant
contribution to the State budget due to the involvement of public services reducing or
clearing revenues collected as fees, taxes, duties and royalties. So, for the 2008 fiscal year, on
an amount of 205,916,719 dollars invoiced or subscribed, only 92,089,280 dollars were
declared paid. The resulting difference of 113,827,438 dollars, constitutes a loss of revenue of
over 55% for the public treasury.

It is a well-established fact that natural resources hold the key to growth and perhaps the
development of the Congolese economy. Despite the temporary vulnerability of the mining
and hydrocarbon sectors, these non-renewable resources may, in the medium-term help to
finance the diversification of the Congolese economy, provided that there is good gover-
nance in this area.

Indeed, the governance of natural resources is the new, major issue for debate between the
DRC government and the Bretton Woods Institutions. Transparency in the allocation of
mining, forestry and oil concessions and the traceability of revenue generated by these
sectors are now attached to the DRC as a subtle conditionality to receiving financial support
from the WB and IMF. These issues were recently introduced in Washington in discussions
resulting in the conclusion of the second review of the economic programme supported by
the IMF Extended Credit Facility. They were used as a pretext by the WB to cancel the budget
support promised in 2010. They were raised again last October, during the recent meeting of
Paris Club creditors. After consideration with the WB, the DRC government has just
approved a set of reform measures so as to improve economic governance in this sector.



A clean slate - what next?

Furthermore, continuing its previous reform programme in terms of revenue, the government
has agreed to set up effective and modern tax and customs administrations. From 2012,
value-added tax, the law for which has just been ratified will be the centrepiece of this future tax
system. Tax offices are continuing to be set up in the provinces. Computer systems are being
modernised to improve security when collecting customs revenue. A new customs code has been
published. A unit specialising in mining taxation has been set up within the Directorate of Major
Enterprises in order to increase the mining sector’s contribution to tax revenues. In view of the
need to modernise public finance management, a strategic plan for reforming public finance
was adopted by the government in March 2010 and the Steering Committee for Public Finance
Reform given responsibility for monitoring its implementation. With regards the efforts to
improve fiscal transparency and the traceability of the government’s financial transactions, the
manual of procedures and the public spending process was revised in February 2010.

In terms of spending, the table below reveals that the interest on public debt is still paramount
in structuring public spending because, on the one hand, the previous rescheduling of arrears
had the effect of increasing the debt service and, on the other hand, because the bulk of external
assistance received - which could have largely compensated for the increase in the debt service -
was intended to finance projects thus making these funds non-fungible (World Bank et al., 2008,
p-36).
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Table 4.5 Breakdown of public spending, 2003-2008 (in millions of current dollars)

T auus] zo0a] aous | o0 aowr| o]

Payroll 24.2 23.4 21.1 26.0 31.1 30.6
Goods and services 40.0 30.0 20.7 15.8 21.1 18.8
Transfers and government interventions 8.4 6.7 6.3 10.4 11.6 15.3
Interest on public debt 1.3 21.8 21.7 11.4 19.1 14.0
of which: internal debt 1.3 1.9 2.6 2.7 3.0 2.5

external debt 0.0 19.9 19.1 8.7 16.1 11.5
Exceptional expenses 0.0 0.1 13.9 20.4 4.7 5.0
Investment 26.2 18.1 16.4 15.9 12.5 16.5

Source: IMF, 2010b

As in the past, payroll is the largest item in the State budget; this amount continues to grow
partly due to over staffing and partly because of the many bonuses that are awarded to
supplement the modest salaries paid to government officials. Investment expenditure
financed on the government’s own resources gradually declined until 2007 before begin-
ning to increase slightly in 2008. Exceptional expenditure increased suddenly in 2005 and
2006 affected by external financing for spending related to the elections and the
Disarmament, Demobilisation and Reintegration programme (DDR). This also included
retirement allowances covered by external donors along with arrears due to Congolese
creditors and payments related to the restructuring of some Congolese banks (World Bank
etal., 2008, p.36).
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4.2.6 HIPC account and budget classification of HIPC spending

On reaching the HIPC initiative decision point, the DRC received interim relief on the
external debt service. The savings on own-resources generated by this relief were ‘HIPC
resources’ mainly intended to finance poverty reducing expenditure (PRE). In order to
facilitate the use of these resources, the government defined eligible spending, set up an
Advisory Committee for Monitoring PRE and opened a special ‘HIPC resources’ account with
the BCC. This special account was a sub-account of the general Treasury Account.
Disbursements on the ‘HIPC resources’ account would be made as eligible spending was
submitted to the BCC for payment.

The Advisory Committee is responsible for managing and monitoring the process of using
HIPC resources. It is jointly chaired by the two Secretaries General of the Ministries of the
Budget and Finance and comprises key ministries considered a priority in poverty reduction
as defined in the related strategy paper. The committee gives an opinion on whether
projects and programmes are eligible for HIPC resources.

The definition decided on by the government in January 2004 and updated in January 2006
after consultations with IMF and WB staff, considers pro-poor spending as being ‘the
expression in figures of all government actions in terms of poverty reduction for the good
and welfare of its population, in line with the priorities in the Interim Poverty Reduction
Strategy Paper’ (Ministry of the Budget, 2004). So, the budgetary classification of HIPC
spending brings together the following key government functions:

« Defence, only the reintegration of demobilised soldiers within the scope of the DDR
project where demobilised individuals were considered as vulnerable. In the context of
the DRC, this spending is considered pro-poor;

« Public order and security, courts only;

« Economic affairs: agriculture and farming, forestry, hunting and fishing, rural develop-
ment, electricity, roads, shipping, lake and river transport and railways are taken into
consideration;

+ Environmental protection of the fauna and flora;

+ Housing and communal facilities;

+ Health;

+ Education;

+ Social welfare and social affairs.

The spending chain allows the monthly monitoring of the implementation of the State

budget using the IT system database through implementation reports called ‘Budget

Monitoring Reports’ (BMR). These are presented in three categories, BMRs on overall

spending, BMRs on PRE and BMRs on HIPC spending. Each of these categories has five basic

reports:

« by type, spending is described according to the four spending phases;

« by administration, spending is presented by spending department;

« key government functions, spending is presented according to the government’s main
objectives;
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« by financing source and type, spending is presented in a cross-referenced format
according to these two elements;

 byadministration and type, spending is presented according to its administrative and
economic classification.

PRE is grouped into six separate categories: (i) payroll, (ii) goods and materials, (iii)
expenditure on services, (iv) transfers and government interventions, (v) equipment and (vi)
construction, repairs, renovations, additions and acquisition of structures and buildings.

According to the instructions issued by the Ministry of the Budget, spending on HIPC
resources complies with the ‘Letter of Commitment’ procedure and public procurement
rules. The funds are released based on the ‘Commitment Planning’ drafted by the Steering
Committee in partnership with the project receiving departments in accordance with the
Letter of Commitment procedure. At the end of each month, the Steering Committee sends
areport on the financial and physical implementation of HIPC spending to the Ministries of
Planning, the Budget and Finance.

However, to enable the smooth running of schools, hospitals and healthcare centres, the

operating costs financed by HIPC resources are released on a quarterly basis by the provision

procedure. This is an allocation of public resources where final spending is not clearly [103
determined in advance, made available to schools against a signed receipt.

An analysis of the HIPC spending BMRs from 2004 to 2009 reveals that three functions have
been favoured in the allocation of resources, namely education (38%), economic affairs
(25.8%) and health (16.2%). Immediately, these are the sectors that naturally elicit the
notion of pro-poor spending. But what is the exact nature of what has been financed? What
is the tangible impact of this pro-poor spending? These questions will be discussed in
section 4.3 and further.

4.3 Change caused by the conditionalities

The period between the decision point in July 2003 (following an agreement on the I-PRSP
presented by the DRC) and the completion point on 1 July 2010, was much longer than
anticipated and should have ended in 2006. There were primarily two internal reasons and
one external reason for this delay.

The primary cause was due to variations in governance. This related to the elections, which
took place appropriately, but led to budgetary slippages and rising inflation. From a
macro-economic viewpoint, the DRC has made tangible progress in terms of governance
through the IFIs’ supervision, but there is still much to be done.

The second reason was the ‘arm wrestling’ between the Congolese government and the IMF
regarding the effects of the Chinese contracts on future Congolese debt (see 4.3.2
Conditionalities specific to the DRC: the revision of the Chinese contracts). Indeed, the
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application for the completion point and access to debt relief within the Paris Club was
frozen for almost two years.

The third reason for the delay in satisfying the conditions and reaching the completion
point, was completely external to the country and relates to the consequences of the
international financial crisis suffered by the DRC in late 2008 and 2009. This crisis was
severely felt in the DRC, partly because of the considerable fall in the prices for mining
products, on which this country’s economy depends and partly due to the government’s
poor ability to deal with external crises. Graph 4.3 is an accurate reflection of the impact of

the crisis on the DRC’s international reserves, the level of which fell dramatically to the
equivalent of one week’s imports.

Graph 4.3:  International reserves of the BCC during the crisis, January 2008 - March 2009 (in millions
of dollars)
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As a first point, this section will address traditional conditionalities characteristic of each
HIPC country with a view to reaching the completion point. Secondly, it will discuss the
specific conditionality that was the renegotiation of the Chinese contracts.

4.3.1 Traditional conditionalities for accessing the completion point
At the decision point, the Congolese authorities and the Bretton Woods Institutions agreed

on seven benchmark conditionalities for reaching the completion point (IMF, 2005, 2006,
2007; World Bank, 2008; IMF, 2010e, d).

The GPRSP

The first benchmark concerned the completion of a comprehensive participatory PRSP and
its implementation for at least one year. Furthermore, this requirement had to be duly

documented in the annual progress reports produced by the country and judged satisfactory
through a Joint IDA/IMF Staff Assessment.
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The full GPRSP (2006-2008) was adopted by the government in July 2006 (Democratic
Republic of Congo, 2006). The new elected government endorsed it in March 2007 and
submitted it to the WB and IMF Executive Boards in April 2007, where it was approved in
May of the same year. At the meeting of the Donor Advisory Group in November 2007 in
Paris, the development partners agreed to contribute up to at least 4 billion dollars of
financing for the implementation of the GPRSP+.

The poverty assessment was based on the 2004/2005 1-2-3 survey*. This analysis concluded
that the main causes of poverty were the conflicts, the lack of paid employment, the fall in
demand for agricultural products, malnutrition and disease, corruption and the deteriora-
tion in the infrastructures, the environment and basic social services, primarily in rural
areas.

The DRC’s GPRSP is based on the following five pillars:

» Promote good governance and consolidate peace,

« Consolidate macro-economic stabilisation and growth,
 Improve access to basic social services,

« Combat HIV/AIDS,

« Support the community dynamic.

The government drafted a Priority Action Plan (PAP), which was adopted in July 2007 and
covered the implementation of the GPRSP from July 2007 to December 2008. A second PAP,
covering the 2009-2010 period was adopted in 2009. Observing that the monitoring of the
implementation of the first PAP indicated that little progress had been made in the social
sectors and also that many of the GPRSP objectives had not been achieved, the authorities
decided to extend the GPRSP until zo10.

During the 2009-2010 period, the implementation of the GPRSP proved to be more
satisfactory according to the IMF and WB authorities. The execution of the pro-poor budget

reached 95% in 2009 despite the impact of the conflict and the international financial crisis.

This increased spending resulted in an improvement in school enrolments, health
indicators and improved access to infrastructure, specifically through road repairs.

The preparation of a new GPRSP (2011-2015) began in June 2009 with the draft submitted to
the government in October 2011. In 2012, the Congolese authorities will start a new poverty
analysis, including a second 1-2-3 survey. This should produce data which can be compared
with that of the 2004-2005 survey and provide information on the development of poverty
in the Congo.

4 The drafting of the GPRSP was primarily financed by Great Britain and France. France mainly
contributed to the drafting of the 1-2-3 survey.

4 A1-2-3 survey aims to draw up a poverty map and is used in the DRC as part of the preparation for the
GPRSP. It is made up of three interrelated surveys: a survey on employment, unemployment and
household conditions, a survey on business conditions in the informal sector and finally one on
household consumption.

[105]
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4.3.1.1 Macro-economic performance

Donors expected the Congolese government to maintain a satisfactory macro-economic
performance during the interim period leading to the completion point.

Immediately after reaching the decision point, economic performance was satisfactory
according to the IFIs. Economic growth had reached 6.2% annually in 2003-04 and inflation
had fallen from 135% in 2001 to 4% in 2003 and 9% in 2004. As the elections approached,
slippages marked the implementation of the Government Economic Programme (GEP) in
2005 and 2006. Due to this lapse in macro-economic policies, the PRGF agreement with the
IMF expired in March 2006 and the sixth and final draw down of 27 million SDR did not take
place. This expiry also resulted in the non-disbursement of the budget support of 180
million dollars expected by the DRC during the 2006 fiscal year.

Between April and December 2006, the government implemented an economic programme
called the Programme Relais de Consolidation, supported by an IMF Staff-Monitored
Programme (SMP), the execution of which proved to be unsatisfactory mainly due to the
situation in the run-up to the country’s general elections.

In turn, the new post-electoral government implemented a staff-monitored economic
programme supported by a SMP which covered the period from April to December 2007.
Although the growth and inflation objectives were achieved at the end of 2007, the
monetary and budgetary objectives were not. Spending was higher than forecast due to
national security expenditure - also unforeseen - and the poor mobilisation of government
revenue. This deficit contributed to an 8% depreciation in the Congolese franc and annual
inflation of 16% at the end of January 2008.

In 2008, the authorities implemented their staff-monitored economic programme. Due to
the slippages in the 2007 SMP, the IMF’s support in 2008 was also limited to a SMP+. The
good economic results achieved up until the end of September 2008 were cancelled out in
the last quarter by the economic crisis which hit the Congolese economy. The fall in the
export prices of key products (especially copper and cobalt) had fatal consequences on
economic activity and employment, particularly in the mining sector. In March 2009, in
order to alleviate the effects of the crisis on the economy, the IMF granted 195.5 million
dollars of assistance to the DRC. This assistance was absolutely necessary because BCC
reserves had fallen to a level where they could not even cover one day of imports, which
meant that the debt service due could no longer be honoured.

In December 2009, the negotiations between the Congolese government and the IMF that
had been ongoing since December 2007, finally resulted in the conclusion of a new
three-year programme supported by a financing agreement under the IMF Extended Credit
Facility®. The country had already had an informal PRGF since July 2009 and the EFC came
into force on 1July 2009. In early March 2010, the IMF carried out a first evaluation mission.
The IMF’s Executive Board also once again approved the interim HIPC assistance which had
stopped in June 2006.

4 This was also the time that the Chinese contracts began to complicate the relationship between the
country and the IMF (see section on additional conditionalities).
% Since January 2010, the PRGFs have been replaced by the EFC.
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The use of budgetary savings under HIPC spending

With regards the third benchmark, the DRC government had to ensure the satisfactory and
duly documented use of budgetary savings generated by the debt service reduction during
the interim period in order to increase pro-poor spending in line with the I-PRSP priorities.
The documentation had to be considered satisfactory by the IMF and the WB.

For improved control over the use of resources freed up by the cancellation of a large share
of the debt service on reaching the decision point, the Bretton Woods Institutions and
Congolese authorities agreed to use a special account set up with the BCC. The use of the
special account was suspended in 2007 following initial problems related to institutional
weaknesses and implementing capacity. From that moment, the IFIs assessed the use of
savings, comparing them with pro-poor spending.

In order to assess the use of HIPC resources, an external audit was organised by the govern-
ment. The result of this audit by an international audit firm indicated that significant
adjustments had to be made in the use of these resources in terms of the weaknesses
observed. Indeed, the audit firm recorded that ‘almost all the spending from HIPC resources for the
2003-2004 and 2005 fiscal years was improperly managed and without observing the definition of ‘pro-poor’
spending and public procurement rules legally applicable in the Democratic Republic of Congo’. Furthermore,
the too broad a definition of spending to be covered by the resources from the HIPC initiative [107]
enabled ministries and other government services to commit resources to ‘requirements
inappropriate for pro-poor spending’. Of a total of 135.9 billion Congolese francs of resources
mobilised in 2003-2005, somewhere in the order of 81.5 billion Congolese francs was spent. In
this last amount, the audit firm noticed ineligible spending of 36.4 billion Congolese francs,
or 44.7% of the total. Other issues were noticed by the Advisory Committee for Monitoring
PRE during the period under review (Ministry of the Budget, 2006).

Based on the audit report of spending financed by HIPC resources, a plan to implement the
recommendations made on this subject was adopted by the Ministries of the Budget and
Finance and the Governor of the BCC, who were involved in the management of the
spending chain. This plan was also displayed on the Ministry of Finance’s website.

A new evaluation of poverty-related spending, as defined in the GPRSP was carried out in
early 2010 (KPMG, 2010). As previously mentioned, in recent years the special HIPC account
has no longer been used, which is why, in their final evaluation of the benchmarks, the IFIs
compared pro-poor spending with budgetary savings resulting from interim HIPC relief.
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Table 4.6 Pro-poor spending and HIPC savings, 2003-2009 (in millions of current dollars)
—mmmm 2007 | 2008 | 2009 | ToTAL

Health 33.3 483 101.7 952 633 356.1
Education 13.6 16.1 101.5 172.8 250.7 320.7 225.4 1100.8
Agriculture and rural

development 3 48 103 294 26.6 44.8 853 204.2
Total, excluding security

spending 22.4 29.4 145.1 250.5 3789 460.7 374.0 1661.0
Police, defence and interior

ministry 97 181 216 223 383 488 486 2074
Total, including security

spending 119 210.5 361.2 4735 761.7 948.4 860.0 3734.3
P.M.: Debt relief 90 121 225 156 163 178 376 1309

Source: IMF, 2010a

The table shows that pro-poor spending increased more than interim relief, even excluding
the security spending that the Congolese authorities include in their definition of pro-poor
spending. During the 2003-2009 period, the relief received amounted to 187 million dollars
annually, while between 2004 and 2009 pro-poor spending, excluding security spending,
exceeded that of 2003 by 250 million dollars on average.

Public finance management

As for the fourth trigger, the DRC government was expected to: (a) implement a modern
budget execution system, providing information from the commitment to the payment and
allowing the monitoring of payment processes and arrears; (b) adopt and establish a public
double-entry accounting system and a new chart of accounts; (c) publish quarterly budget
execution reports according to the economic, administrative and functional classification.

A new budget execution system was introduced in 2003 and provided a reasonable amount of
information on the spending chain. The four phases of the spending chain were
reinstated with the specific aim of increasing the transparency of the spending commit-
ment process and guaranteeing that payments are made correctly. The modernisation of
the management culminated in the creation of a procedure manual and the computerisa-
tion of the spending chain.

« The system is also used to monitor the Treasury’s spending authorisations and payments
made by the BCC, which then allows arrears to be monitored. The stock-of-arrears is
determined and a liquidation plan can be drawn up using this information.

» BMRs can be produced automatically from the single Budget-Treasury database, accor-
ding to the various budget classifications and showing all the spending phases, from the
commitment to the payment. But the BMRs are not published regularly and must be
improved, especially with regards emergency spending and that by the provinces. The
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government is currently implementing a pilot project on decentralisation and compute-
rised budget management in three provinces (South Kivu, Bandundu and Katanga).

« The double entry accounting system has been set up. The departments have been trained, the
equipment purchased and the software developed. However, the Treasury accounts
produced using the system are neither exhaustive nor totally reliable.

« The new classification has been adopted. The BMRs are published and use the economic,
administrative and functional classification but with a delay of two to three months.

Governance and service provision in priority sectors

The fifth benchmark required (a) the completion of a specific fiscal year of budget monito-
ring for spending in the sectors of health, education, rural development and infrastructu-
res, characterised by an audit of the implementation of poverty reducing expenditure; (ii) an
evaluation by user groups of the quality of public services; (iii) an evaluation by service
providers of the constraints preventing them from providing effective services; and (b) the
adoption and implementation of a new public procurement code and its principal
application decrees.

« (i) The new budget classification that has been set up is used to monitor public spending
on poverty reduction in all sectors. (ii) Medical clinics and schools were evaluated by user
groups in 2005 with the support of the WB, as part of the review of institutions and
governance. Another evaluation by users on the quality of the services provided began in
2009. The results were expected in December 2009. (iii) Education and health services
were evaluated by service providers as part of this same review of institutions and
governance.

« The draftlaw on the public procurement code, drafted by a French law firm was adopted
in April 2006 by the Steering Committee of the Public Procurement Reform Committee.
Its implementing provisions (draft decrees on the creation of new institutions, procedure
manual for the awarding and execution of contracts, typical call documents) were
validated in October 2006. The draft law on public procurement was sent to the govern-
ment during the second half of 2007, which adopted it and submitted it to Parliament
where it was passed. The institutions responsible for implementing the actions of the
new code are operational.

Social and rural sector
The sixth benchmark covered the adoption of satisfactory sectoral development strategies
and related implementation plans for the health, education and rural development sectors.

The report on health was published in May 2005 and led to the completion of the health
sector strategy (Stratégie de Revitalisation du Systéme de Santé) in March 2006. The strategy
was updated and included in the GPRSP.

In September 2004, the government finalised the report on the national education system,
which analysed the sector’s constraints. The draft sectoral strategy was prepared in 2006 and
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included in the GPRSP. A technical project intended to identify the priorities for reforming
the sector was carried out by independent commissions and finalised in 2008. The WB is
currently reviewing the draft strategies for the sub-sector of primary and secondary
education. A paper on the development of a strategy for higher education has been
submitted to donors for discussion.

The review of the agricultural sector was finalised in May 2006. The sectoral strategy
resulting from this review was finalised in September 2007 but is still to be endorsed and
adopted.

Debt management

The seventh benchmark concerned the installation and comprehensive application of a

computer system for managing and monitoring debt, covering the entire PPGD. Such a

system has to be able to:

« produce monthly projections of the debt service and include data on actual disburse-
ments and payments under the debt service.

« produce monthly preliminary projections on the debt service to be published every
quarter and

« support the centralisation of information on debt in a single location.

With the support of external partners, the new software has been purchased. The software
features two complementary software solutions: The Debt Management and Financial
Analysis System (DMFAS) for managing the debt portfolio and the Debt Sustainability Model
Plus (DSM+) for the DSAs.

The software has been installed, the outstanding external debt recorded and the program-
me implemented; the staff involved with debt management have received bespoke training.

The OGEDEP (which became the GDPD) is not producing or publishing the required debt
service statistics, especially the projections. In 2008, the GDPD published the first statistical
report on public debt in late December 2007 using DMFAS. The final report which should
have been published in April 2009, was only made available in late 2009.

Conclusions on conventional conditionalities

In principle, all the conditionalities were observed and validated, which was necessary to
reach the Completion Point. However, a number of parties were of the opinion that the
date of 1 July 2010 was forced through because of the fiftieth anniversary celebration and
that there should have been more time in which to satisfy all the triggers convincingly.
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4.3.2 Conditionalities specific to the DRC: the revision of the Chinese
contracts*.
Firstly, we will summarise the situation with the Chinese contracts and their impact on
development before the IMF’s intervention. Then we will analyse the changes that were
made to the contracts and address the issue of why the IMF was able to intervene but only
change certain terms and not others. Finally, before concluding, we will assess how
beneficial or harmful this intervention, this ‘arm wrestling’ between China, the DRC and
the IMF was for Congolese development.

The evaluation of the Chinese contracts before the IMF’s intervention

On 17 September 2007, the DRC government and a group of Chinese government corporati-
ons* signed a cooperation agreement between the two countries. The Chinese agreed to
build 3,500 km of roads, as many km of railways, rail and road infrastructures especially in
Kinshasa and 31 150-bed hospitals and 145 health centres. All for an estimated value of 6.5
billion dollars. These works will be carried out by Chinese companies and financed by loans
from the China Exim Bank. The repayment of these loans was guaranteed through the
creation of a joint venture with a majority Chinese interest which will mine, produce and
supply eight million tonnes of copper, two hundred thousand tonnes of cobalt and 372
tonnes of gold*® . The loan related to the modernisation of mining production plant would
be 3.2 billion dollars (IMF, 2010e). So the total would be 9.2 billion dollars, an amount
equivalent to the principal of the total debt accumulated under the Second Republic.

The ‘contract of the century’, which was shrouded in much secrecy, is interesting from
several points of view*. Here, we are referring to the first contract ‘published’ in 2007 called
a ‘Protocol of Agreement’ and which generated many comments.

The first characteristic of this contract is that it encompasses and governs all the relations
between one country and another in a single document. Trade, investments, cooperation
assistance and financing are related in a way that demonstrates the consolidation of
control. So China, through its Exim bank, will lend money, estimated at 6.5 billion dollars
to finance the infrastructure works that the DRC so badly needs to rebuild the country,
devastated by three decades of poor management and the ensuing war. 3,500 km of roads
will be tarmaced and 3,200 km of rail networks constructed.

Only this is a loan and not a grant, a loan that will therefore have to be repaid, not with
money but with guaranteed access for and delivery of raw materials to China. Here we see
the contradiction between the short- and long-term. The dominant short-term political

4 For a more detailed analysis of the impact of these Chinese contracts on Congolese development, see
Annex 4.

% The world’s largest export and import credit bank, the EXIM Bank of China signed the agreement on
behalf of China together with two other Chinese companies, SINOHYDRO and CREC (China Railway
Engineering Corporation).

4 View the full contract on our website http://www.ua.ac.be/main.aspx?c=.GRALACE&N=65909.

47 In the La Libre Belgique, Marie-France Cros commented on the Chinese contract that was on www.
lalibre.be/ for some time and which has been repeated by much of the media in the Congo.
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interest forces the government to highlight the obvious short-term advantages and remain
as vague as possible about the negative consequences that will be felt over the long-term.

The mining operation intended to repay the loans contracted for public infrastructures in
the DRC is structured in the same way as contracts signed with foreign companies in China,
through joint ventures in which the Chinese hold a majority interest. The contract for a total
period of 30 years, in fact stipulates that the Chinese will have 2/3 of votes and the
Congolese government 1/3.

The final characteristic of this contract relates to the extremely generous exemption conditions. In
article 6, not only does the Congolese government agree ‘the profit from all customs and tax
benefits provided by the Investment Code and the Mining Code...” but also ‘the total
exemption from all direct or indirect, internal or on import and export, duties, royalties,
taxes, customs fees, payable in the DRC.

The revision of the Chinese contracts in the DRC

One of the conditions for granting the DRC access to the ‘completion point’ in the HIPC
programme and therefore relief on its debt and the signing of an agreement on a three-year
programme with the IMF (PRGF), was that the terms of the ‘Convention’ had to be chan-
ged*. To achieve this, the Chinese party and the DRC had to agree and sign ‘Amendments’®.

The revision: a few words but a world of difference

In the joint paper, we read that ‘the IMF/WB staff recognise that the planned public
infrastructure projects (...) are likely to improve the country’s growth prospects and help to
reduce poverty’ but that ‘as it is currently structured, this financial package could compro-
mise debt sustainability. (...) In particular, the agreement provides for very high loan
amounts under non-concessional terms, with the guarantee of the Congolese State. (...)
This last provision also questions the IFIs’ status as preferred creditor... Furthermore, the
degree of concessionality in the package is insufficient which could lead to a reduction in
the volume of assistance provided by this body (i.e. by the IDA, a branch of the WB)’ (IMF/
World Bank, 2008>°).

The position of the IMF/WB is to prevent the DRC agreeing to a financial package that it
would find very expensive. However, there is also a certain amount of self-interest in the

% This can be read in the discussions between the Congolese government and the IMF in the internal
reports. Firstly there is a defence of the ‘Protocol’ and the ‘Convention’ in La position de la partie congolaise
aux questions demeurées en suspens en rapport avec le contrat chinois, Kinshasa, September 2008 and then the
response of the IMF in a document on the ‘Implications sur la viabilité de la dette de la convention de
collaboration conclue entre la RDC et un groupement d’entreprises chinoises’. See also a Reaction from the
Congolese party...

4% Amendment no. 3 to the cooperation agreement for the Development of a Mining Project and an
Infrastructure Project, Kinshasa - Beijing, ‘? 2009’. The question mark in the signature date means that
this signature was postponed until the last minute, i.e. the end of October 200q.

5° Which should have been written between April and September 2008, but the bulk of which would be
published in March 2010 in an official IMF publication after approval by the Executive Boards of both
international financial institutions.
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IMF/WB position. In fact, if the DRC was to embark on a new cycle of debt under non-con-
cessional terms, it would be unable to honour its commitments to repay its preferred
multilateral creditors, that is the IMF and the WB.

Indeed, it is no coincidence that the changes in the amendment accurately reflect the
recommendations made in this paper, drafted by the IMF/WB staff a year before it was
signed. This paper mentions: ‘With the aim of enabling the DRC to achieve the two
objectives of speeding up infrastructure development and obtaining debt relief under the
HIPC initiative [...] the government guarantee for the mining section of the agreement must
be removed, phase II of the infrastructure projects must be withdrawn from the scope of the
agreement and the degree of concessionality for the loans contracted for phase I of the
infrastructure projects must be increased’.

In the official IMF publication, i.e. after its approval by the IMF and WB Executive Boards in
March 2010, the impact of these IFIs on the revision of the Sino-Congolese contracts can be
seen (IMF, 2010€). The IMF’s main concern was to prevent the DRC embarking on a new
cycle of debt at a time when the country was having to turn to the IMF and the Paris Club for
forgiveness on existing debt.

Evaluation of the Sino-Congolese contract revision

The revision of the Sino-Congolese contract has many merits and does clarify things but
there is also a significant weakness when evaluated in view of the Congo’s development and
reconstruction.

Firstly, the revision deserves credit for breaking down what is assistance and what must
therefore satisfy the criteria of official assistance and what stands out as market logic which
is the investment in mining production.

Loans for building public infrastructures are public goods that must normally be paid by
public funds. In the event thata country has none of its own public funds, a State can call
on international public funds, or official assistance. To qualify as assistance, there must be a
component of concessionality, i.e. a grant element. This may be 100% if it is a grant or, in
the case of loans, the repayment terms must be more favourable than those on the private
financial market. The difference between a grant at 100% and a loan under market terms is
the grant element. Thus, the government guarantee can only be given on loans intended to
finance public infrastructures.

All mining investments are considered as private assets that must satisfy market require-
ments and hence there is no government guarantee for these investments. Here, China can
demand a higher interest rate (of 6.1%) to repay the principal and the capitalised interest on
this mining investment.

It is very clearly stated that the agreement on infrastructure financing excludes ‘the second
phase of infrastructure projects leaving just a single phase for a total of 3 billion dollars’.

5 For more details see Annex 4.
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IMF reasoning and its main concern is therefore to limit the impact of the Sino-Congolese
contract on the formation of debt, not to maximise the impact of the development and
reconstruction of the Congo. The regret with this revision, is that the DRC badly needs
public infrastructures, because without them, economic reconstruction will be slower.

In conclusion, while there is a logical understanding that the absorption capacity for
assistance and therefore the contracting of new debts is limited, there is a regret that the
international community stopped short with regards the 3 billion dollars needed to rebuild
the DRC or that it did not attach other conditions so that the country’s reconstruction was
not endangered by these contracts.

4.4 Conclusion

The analysis of the outputs is primarily a comparison exercise. Indeed, in this chapter we have
compared the current situation and therefore the effects of the debt relief process, with the
situation without a debt relief agreement. We have broken down this counterfactual into
direct and indirect effects. The table below sets out a summary of the different effects.

If the negative direct effect on the debt service (approximately 772 million dollars) is combined
with the positive effect on ODA (estimated at approximately 1.71 billion dollars), our counter-
factual analysis concludes that interim relief resulted in a (net) surplus in additional resources
from the international donor community of approximately 940 million dollars.

Conversely, if the indirect effects of the entire debt relief process related to the conditionalities
on public finance are taken into consideration, then the image becomes even more positive.
The improvement in the collection of tax revenues through various reforms resulted in a
surplus of 6.3 billion dollars over the entire interim period. It would naturally be presumptu-
ous to put all this success down to the relief process alone. The attribution problem compels
us to recognise that many other factors contributed to this result. Firstly, there was the end of
the war sealed by the Sun City agreement in 2003 and the country’s reunification which
followed. The cooperation of government bodies in achieving this result was another key
factor, even if there is still much to be done to improve governance.

The conditionalities related to the implementation of the debt relief agreement have boosted
pro-poor spending levels in particular. We see that this spending increased more than interim
relief, even excluding the security spending that the Congolese authorities include in their
definition of pro-poor spending. In 2003-2009, the relief received amounted to 187 million
dollars annually, while between 2004 and 2009 pro-poor spending, excluding security
spending, was higher than 2003 spending by 250 million dollars on average.

Finally, the specific conditionalities regarding the revision of the Chinese contracts have
protected the Congolese government, or rather future Congolese generations, from falling
back into an unsustainable cycle of debt.
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5.1 Introduction

In this chapter, we try to demonstrate the outcomes of debt relief, including the link
between them and the outputs studied in Chapter 4.

In the second section of this chapter, we firstly examine the outcome of debt relief in the
strictest sense, especially the restoration of debt sustainability in terms of liquidity and
creditworthiness. In section 3, we discuss whether the debt overhang has been eliminated
and paved the way for the restoration of the country’s creditworthiness, which would result
in an improved investment climate. In section 4, we study whether there has been an
improvement in debt management including the policy for future debt. Finally, the last two
sections of this chapter will present the amount and quality of pro-poor spending in greater
detail so as to verify whether there has been an outcome in terms of poverty reduction in
these so-called ‘pro-poor’ sectors.

5.2 The restoration of debt sustainability

During the interim period, the Bretton Woods Institutions produced various DSAs. Based on
the different scenarios developed in these reports, we firstly consider the impact of the
HIPC-MDRI initiatives on debt sustainability. Then, we examine long-term debt sustainabi-
lity after reaching the completion point.

In order to judge the impact of the Enhanced HIPC and MDRI initiatives on debt sustainabi-
lity, the effect of these initiatives on key external debt indicators must be assessed.

5.2.1 Effect of the decision point agreement

Firstly, we analyse the effect of reaching the decision point on debt sustainability. As demon-
strated in the counterfactual, relief caused an increase in the debt service paid after the
decision point. In total, an additional 772 million dollars was paid (relative to the counter-
factual). However, this did not have much impact on long-term debt sustainability.

More importantly within the scope of debt sustainability, was there an effect on the stock of
debt? When the decision point was reached in 2003, the increase in stock due to the
accumulation of arrears stopped (relative to the counterfactual). Consequently, the
situation of debt unsustainability stopped deteriorating, but the debt continued to be
unsustainable. There was no positive effect on stock of debt and thus long-term debt
sustainability during the interim period. The completion point had to be reached before
there was a substantial effect on debt sustainability.

5.2.2 Effect of the completion point agreement

Since the stock was only cancelled on the completion point in June 2010, scenarios must be
used to estimate the effects of the economic situation on the stock. Graph 5.1 shows the
trends in the key external debt indicators between 2008 and 2014 according to the two latest
DSAs (IMF, 201043, €). The first analysis contains a baseline scenario where the completion
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Graphs.1  Trends in the key external debt indicators, with and without HIPC-MDRI, 2008-2014 (in %)
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point has not been reached, the second analysis was included in the completion point
document and assumes reaching the completion point in June 2o10. Both analyses used
comparable baseline scenarios, i.e. a strong recovery in economic activity in the medium-
term, supported by large investments in mining and public infrastructure projects. Without
the HIPC-MDRI initiatives, the external debt indicators exceed the thresholds applicable to a
country with a poor economic policy framework: 30% of GDP, 100% of exports and 200% of
revenue.® Longer-term projections also show that the ratios only fall below their thresholds
in 2018 at the earliest®. Reaching the completion point in June 2010 shows that these ratios
have already fallen below the applicable thresholds: 24.4% of GDP, 42% of exports and
124.3% of revenue. In the medium-term, only one indicator, the NPV of debt/GDP ratio, will
exceed the sustainability threshold.

As previously stated, one debt indicator exceeds the sustainability threshold in the baseline

scenario. The projections forecast that the NPV of debt will increase to 6.7 billion dollars in

2016. This is why, at 36% on average between 2012-201, the NPV of debt/GDP ratio will

exceed the threshold of 30% of GDP between 2011-2016. Graph 5.2 shows that this signifi-

cant increase in the stock can largely be attributed to the government guarantee related to

the Chinese contracts. An alternative scenario, where the Congolese government does not

give a guarantee on the loans related to public infrastructure projects, reduces the NPV of

debt/GDP ratio to beneath the threshold. 119

Graph5.2: NPV of debt/GDP ratio with and without government guarantee, 2010-2030 (in %)
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Source: IMF, 2010a

Unlike a normal bilateral loan, the repayment of these infrastructure loans is linked to the
profits from the mining project that is also financed by the Chinese agreement. Since the
estimates from the Congolese authorities forecast that the mining project’s profits will
refinance the infrastructure loans until around 2018, 16 years before the Congolese
government guarantee can be invoked, the inclusion of this Chinese contract in the DSA
overestimates the risk.

With an average Country Policy and Institutional Assessment (CPIA) score of 2.70 in 2007-2009, the DRC
is classed as presenting a poor economic framework policy.

53 The NPV of debt/export ratio in 2018, NPV of debt/revenue ratio in 2019 and NPV of debt/GDP ratio in
2029.
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Although the baseline scenario does not foresee problems in terms of debt sustainability,
the various resistance tests show the vulnerability of this scenario and the Congolese
economy. Two crises in particular may lead to a serious deterioration in sustainability: (1)
debt financing by the public sector under terms less favourable than those selected in the
baseline scenario and (2) a significant fall in exports in 2010-2011.

5.2.3 Conclusion

The Congolese debt was obviously unsustainable before its relief, as the common reduction
factor of 82% demonstrates; the counterfactual shows very clearly that the absence of relief
would only have made the situation worse.

The projections for future debt sustainability after relief prove to be highly encouraging. In
order to increase the probability of eventually achieving these projections, future contract
negotiations between the Congolese and their investors, as with the Chinese contract, must
also explicitly consider the effects of these agreements on debt sustainability. In the case of
the Chinese contract, it is also due to the IFIs’ intervention that debt sustainability has been
maintained. Consequently, increased transparency at this level is certainly necessary.

5.3 Elimination of debt overhang; improved investment
climate

This section tries to assess the effect of debt relief on the Congolese business climate. The
stock of debt reduction is supposed to generate a positive effect on the creditworthiness of
the Congolese State and on the investment climate in general. This effect could manifest
itself through an improvement in the credit rating, a reduction in the interest rates paid on
external borrowing, or an improvement in the WB’s ‘Doing Business’ rank. Consequently, a
positive effect on the official and private capital inflows could be observed.

5.3.1 Creditrating

Like almost 70 other LDCs, the DRC has never received a credit rating from one of the
international agencies such as Fitch, Moody’s or Standard and Poor (Ratha et al., 2007). In
order to fill this gap, Ratha et al., (2007) use a regression model to estimate the ratings for
these countries. The variables that they use to determine this classification are:

» GDP per capita;

» GDP growth rate;

« The debt/export ratio;

« Anindicator reflecting the government’s international reserves;
« The volatility of growth (standard deviation over the last 5 years);
+ The rule of law (Kaufmann indicator).

After determining the values of the coefficients for the independent variables, based on
countries with a rating, the authors estimate ratings for the various countries without a
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rating, based on information for 2005. The authors give the DRC a rating of C or below,
which means a high probability of non-payment.

Comparing the different ratings of countries with the average (B rating), the authors also try
to determine to what extent the independent variables have contributed to a result above or
below the average. For the DRC, economic growth (6.4% in 2005) is the only factor that
contributes to an above average ratio. All the other factors have a negative effect on the
rating. The indicators with the greatest negative impact on the ratio are the poverty of the
country (GNI per capita), the rule of law and the country’s low reserves. Taking into account
the different trends in the variables, the 2009 data is no better in comparison to that which
led to the 2005 rating.

5.3.2 Interestrate

With regards the interest rates, Graph 5.3 shows that the policy interest rate, applicable to
advances to the Treasury, experienced a relatively positive development during the period
considered. Faced with fluctuating inflation, the main objective pursued by the BCC was to
maintain the positivity of the actual interest rate. This is why the nominal rate developed in
line with inflation. The actual rate, which was still very high at the start of the period in
question, has remained above 20% since 2004.

Graph5.3  Development in the nominal and actual policy interest rate, 2002-2010 (in %)
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5.3.3 Capital and investment inflows

Official capital inflows

As the following table shows, significant amounts have been received by the government
since 2002. In total, the country attracted over 2 billion dollars between 2002 and 2008.
Although these figures show an important break with the 9os, a more detailed view puts the
figures in perspective. Only in 2002 were almost half of all flows received by the govern-
ment. However, these flows were not really payments for the Congolese government, but
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flows related to sorting out relations with the international financial institutions. In
subsequent years, almost 95% of the flows have come from the IMF and WB and were
therefore related to relief and normalising relations with these international institutions.
Private flows (publicly guaranteed) have remained almost non-existent for the entire
period. This observation is consistent with the absence of a credit rating for the country and
the fact that private investors consider the risk too high.

Table 5.1 New external debt agreed by the Congolese government, 2002-2008 (in millions of

current dollars)

2007 | 2008 | 2002-| % of
2008 | total

Total 959.1 264.7 290.5 288.1 182.3 116.3 99.9 2200.9
Public and Publicly 415.3 190.0 211.4 248.7 1823 116.3 99.9 14639 67%
Guaranteed
Of which concessional 5.3 1.3 0.0 0.1 39.0 10.4 0.3 56.4 3%
bilateral
Of which concessional  410.0 159.5 211.4 248.6 143.3 1053 99.6 1377.7 63%
multilateral
Of which IDA 410.0 159.5 166.7 226.2 138.4 99.1 92,5 12924
Private creditors 0.0 29.2 0.0 0.0 0.0 0.6 0.0 29.8 1%
IMF 543.8 74.7 79.1 39.5 0.0 0.0 0.0 7371 33%

Source: GDF, WB

Private capital inflows

According to the information from the GDF, the DRC does not receive portfolio invest-
ments. Foreign direct investment (FDI) experienced a large increase from 2002, primarily in
the mining sector. Over the period from 2001 to 2008, these net flows remained positive,
exceeding a billion dollars in 2007 and 2008. Following the international financial crisis,
foreign direct investment suddenly fell to 626 million dollars in 2009. Naturally, foreign
direct investment only captures part of the increase in the total investment. Investments
would increase from 12 to 20% of GDP (IMF, 20103, p.8). This data estimated by the WB5¢ is
based on highly incomplete information, because there is no detailed capital account from
the BCC. These estimates do not include, among other things, investments in the construc-
tion sector, yet which in Kinshasa and elsewhere is a favoured field for Congolese business
men who reinvest a lot of money through the ‘informal sector’. However, it is clear that
there was definitely a recovery in investments.

54 Interview 11/1/2011 with Gooptu, sector manager ‘debt management, economic policy and debt
department’ WB
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Graphs5.4  Development of foreign direct investment, 1995-2008 (in millions of current dollars)
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The business climate

A general overview of the business climate is given by the general classification in the WB’s
‘Doing Business’. This classification is established using nine indicators which measure and
compare the regulations that cover different phases in a company’s life cycle: starting a
business, dealing with construction permits, registering property, etc.

Between 2010 and 2011 the DRC improved its general position by gaining four places (from
179 to 175 out of 183 economies®s). On examining the various sub-categories, several
significant improvements can be seen. For the ‘dealing with construction permits’ indica-
tor, the DRC even experienced the largest improvement of all the countries in question. A
regulatory reform programme was used to streamline the process, reducing the time
needed to obtain the permit from 248 to 128 days and the cost from 6,908 to 4,307 dollars.
Other improvements can be seen in starting a business, facilitated by the removal of certain
procedures and particularly the obligation for the company seal. Finally, property transfer
has been facilitated through a reduction in taxes.

Despite these improvements, it is still very difficult to do business in the DRC. The accumu-
lation of all taxes is equivalent to 339.7% of profits, the highest rate in any country and the
payment of taxes represents approximately 8 weeks of work (at 40 hours per week). It is
therefore clear that doing business and paying all legal taxes are incompatible actions in the
DRC. The implementation of a contract by law also takes almost two years and costs 1.5
times the value of the claim (World Bank, 2011, p.48). Despite the progress that has been
made, there is still therefore a long way to go.

World Bank, 2010
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5.3.4 Conclusion

Unlike the effect on debt sustainability, the direct and indirect effects of debt relief on the
investment climate and (additional) capital inflows are less obvious. The interest rate level is
falling and the results within the scope of the ‘Doing Business’ indicators are showing signs of
improvement. It is clear that, through the indirect effects and especially the conditionalities
(through the IMF programme) the business climate has improved. However, the effects on
capital inflows (particularly private) are not yet tangible enough and although improvements
in the institutional framework can be seen, these are not sufficient. Furthermore, these effects
on capital inflows only appear over the medium- and long-term.

5.4 Improved debt management including the future
debt policy

Learning lessons from the inconsistencies of the past, the Congolese government agreed
with the IFIs that it would improve the management of both external and internal debt with
the aim of limiting the risks of debt overhang. In order to limit the dissemination of
responsibilities, Decree 08/04 of 26 February 2008 by the Prime Minister sanctions the
GDPD as the sole centre for information, analysis and monitoring of internal and external
public debt. Now, the Minister of Finance is solely responsible for concluding external or
publicly guaranteed loan agreements after obtaining technical advice from the GDPD. The
new debt policy adopted by the DRC government comes down to two things: to contract
only those loans associated with a concessionality of at least a 35% grant element and to
favour grants for mobilising external financing. The temporary suspension of the Director
General of the GDPD by the Minister of Finance for an alleged misappropriation of debt
repayment funds (February 2011), is a demonstration of how improved control of debt
management must remain the first priority in the new debt management policy.

5.5 Anincrease in the amount and quality of pro-poor
public spending and the quality of public finance
management in general

Public spending in the DRC has been the subject of several critical reviews since 2001. Over
the years, the general observation that has emerged is that public finance management has
somewhat improved in terms of the reduction in the negative budget balance; for example
there has been no use of money printing since 2003. However, more progress is still needed
in terms of public spending, not only to improve its quality, but also to increase the
effectiveness of public finance management itself. For example, we note that the four
phases in the spending chain - commitment, verification, payment order and payment -
have been re-established and computerised. Nevertheless, their use is not entirely satisfac-
tory**. We will return to this point later.

56 See particularly World Bank et al., 2008.
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Below, we will rely heavily on data from the spending chain that we have been given by the
Ministry of the Budget (BMR), which categorises spending by source of financing, by its
pro-poor nature, by the administration and by type and location (province) of the spending.
We are limited to actual spending, i.e. disbursements at BCC level.

Firstly, we see that the PRE went further than spending financed by the HIPC account; in
fact, almost one billion dollars, or a third of the total expenditure could be described as
‘PRE’ in accordance with IMF criteria, while in 2009, only 251 million dollars were spent
from HIPC resources>. Secondly, we can estimate that approximately a quarter of overall
expenditure was either financed by external or HIPC resources. However, these rough
estimates have varied greatly over time.

Geographically, there is generally very little spending that truly covers the country’s interior;
excluding multi-province spending, only 19.8% of the total budget is spent outside
Kinshasa. The public budget seems to be used primarily to finance ‘central services’ based in
the capital. Furthermore, 10.4% of overall spending or a third of spending allocated to
‘province’ expenditure items still takes place in Kinshasa. Of course, these trends vary
depending on the source of financing and the type of spending. While approximately two
thirds of PRE takes place in the provinces (including 22.1% in Kinshasa), other expenditure
(over 80%) primarily concerns spending on central services. This data is indicative of the
government’s ability to play a significant role as a lever for development in the interior.
Although we can assume that ‘central services’ have an impact on the situation away from
Kinshasa, the Congolese State budget reminds us of the central African saying ‘the State
ends at 12km’”.

Graph .5 Breakdown of public spending by province, 2009 (in dollars per capita)
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57 However, in principle 376 million dollars would have had to be paid by these resources (table 4.6).
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Itis interesting to note that considering the number of inhabitants®, we see that spending based
on internal and HIPC resources seems once again to give greater priority to Kinshasa. External
resources are concentrated in Kinshasa and Katanga (where they had covered substantial
infrastructure financing). Moreover, North Kivu and the Katanga province seem to attract funds
disproportionately, the first probably due to the war. We should also note that HIPC resources
become much more significant in the interior, their value sometimes even exceeding the value
of the budget financed on internal resources (as in the case of Bandundu or eastern Kasai).

Finally, here we must add that the ‘public spending’ that we are analysing only relates to
spending carried out at central level and does not include spending by the provinces or
other decentralised bodies based on their locally collected revenues, or spending by public
services based on the fees that they collect from their users - as is the case for example with
school fees. As we will see below, these fees are far from insignificant. Regarding the level of
public spending, this has increased considerably as indicated in the graph below, from
14.9% of GDP in 2003 to 26.7% of GDP in 2009. However, this level of public spending is still
considered as one of the lowest in Sub-Saharan Africa (World Bank et al., 2008). Also,
returning to GDP, current spending is systematically higher than capital expenditure, which
is also experiencing a slower progression than that of PRE. This was 7.9% of GDP in 2009.

Graph 5.6 Development of public spending and pro-poor spending, 2003-2009 (in % of GDP)
|| 2003] 200a| 2005| 2006] 2007 | 2008 | 2005
PRE 2.1 3.2 5 5.4 7.6 8.2 7.9

Total of public spending 14.9 15.8 20.5 20.1 18.9 23 26.7

Investment expenditure 2.7 2.8 3.3 3.3 2.4 3.7

Sources: IMF, 20104, b

We previously indicated that the PRE functions that receive the most financing are, in order
of importance: education, economic affairs and health. Without going into all the details
here, the highest funded pro-poor spending items were payroll expenses (40% of the total),
followed by spending on construction, repairs and renovation of structures and buildings
(28.4%), and equipment expenditure (13.7%).

The payroll expenses in question refer mainly to the basic salaries of permanent staff and
incidentally to the various bonuses and benefits awarded to certain services. Indeed,
through this, the authorities attempt to respond positively to the pressure from certain
organised bodies that strike frequently (such as teachers, healthcare and agriculture
professionals, magistrates, etc.) and to improve their living conditions, albeit slightly.
Despite these accommodations, civil service salaries are very modest. State transfers and
interventions — in the form of assistance and aid, medical and pharmaceutical expenses etc.
—would be expected to be an equally significant and increasing item in the pro-poor
spending structure, however, the share relating to this item is low (5.1%).

58 The data on the population by province is of course only a projection, ultimately derived from the 1984 census.
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Graphs.7  Breakdown of pro-poor spending by type, 2003-2009 (in % of the total)

100% ——
90% ——
80% ——
70% ——
60% . -
50% g — [ |
40%
30%
20%
10%
0%
2003 2004 2005 2006 2007 2008 2009
Construction, repairs and structure renovation Spending on services
Equipment B Goods and materials
B State transfers and interventions B payroll expenditure

Source: Developed from the BMRs from the Ministry of the Budget.

The connection between the budget allocations and expenditure payments, as contained in
the BMRs, are used to understand, not only to what extent the government has reflected its
commitment to poverty reduction, but also its degree of control over certain expenditure
items. No PRE has exceeded the execution rate of 60%. However, spending on goods and
materials, payroll expenses and spending on services (communications, telecommunicati-
ons, hire and repair of facilities and equipment) has often been carried out at over 100% of
the budgets. Execution rates for other expenditure items have not exceeded 50%: these
include transfers and government interventions, equipment and spending on construction,
repair & renovations of structures and buildings.

Graph 5.8  Execution rates for pro-poor budgetary spending, 2003-2009 (in %)
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The situation referred to above does not relate solely to PRE, it is characteristic of all budget
practices in the DRC. Firstly, the State budget is not based on realistic estimates, so that over
optimistic forecasts either cause excess appropriations or insufficient services (World Bank
etal., 2008). For example, expenditure in the ‘goods and materials’ category tends to
overrun because forecasts are often underestimated. However, money for the ‘construction
and renovation’ and ‘equipment’ categories has never been fully used. One reason is the
implementing rules for public spending.

The standard procedure is that of the four phases in the spending chain. However, the
system also provides for exceptional procedures for certain types of emergency or manda-
tory spending (salaries, debt service). While for small expenses, the provision of funds is
authorised, other expenditure however involves the awarding of a contract, which is a
relatively long procedure likely to discourage certain spending. Then, cash flow problems
resultin a delay in processing the expenses, thus creating situations where those beneficia-
ries who are best connected politically are paid first. Finally, it is regrettable to observe that,
even when the established payment procedures are clear, under-paid and demoralised
government officials are often tempted to bend these rules, when the opportunity arises.

In 2010, the Ministry of Finance attempted to improve the integrity of Cabinet members and
key employees by making them sign a paper (Code of Ethics) by which they pledge to be
honest, objective and diligent. In this document, they were explicitly required to refrain
from ‘receiving anything which may have a value and (which) would be offered by an
employee, client, consumer, supplier, tenderer or anyone working with the Cabinet’. One
senior official of the GDPD and two members of the Finance Minister’s Cabinet have already
been punished for failing to comply with these ethical rules.

5.6 Outcomes in terms of poverty reduction

Table 5.2 presents the development of spending according to the BMR reports based on
different sources of financing®. The first part of the table expresses values in millions of
current dollars. The second part of the table expresses data (BMR) in millions of constant
dollars: we have taken into account the change in purchasing power using the consumer
price index for Kinshasa (IRES Marchés), before converting these values in constant
Congolese francs to dollar values using the dollar exchange rate in 2006. In 2009, the
purchasing power of the Congolese franc was 25% of what it was in 2003. This reduction is
not fully reflected in the dollar exchange rate, which depreciated by at least 100% during the
same period.

59 Here, we are using data from the spending chain that has been provided by the Ministry of the Budget
(Budget Monitoring Reports) dated 30 October 2009 for data from 2003 to 2007 and dated 19 August
2010 for data from 2008 and 2009.
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Table 5.2 Development of sources of financing for the State budget, 2003-2009 (in millions of

current and constant dollars (2006))

| 2003|2004 [2005 |2006 2007|2008 | 2009 |

In millions of dollars

Spending according to BMR 704 993 1,309 1,471 1,783 2,418 2,616

On internal resources 602 846 988 1,176 1,186 2,188 1,900
On external resources 102 136 175 163 190 196 465
On HIPCresources 0 11 146 132 407 35 251

In millions of constant dollars (2006)

Spending according to BMR 1,066 1,263 1,507 1,471 1,450 1,726 2,029

On internal resources 912 1,076 1,138 1,176 964 1,562 1,473
On external resources 155 173 201 163 155 140 361
On HIPCresources 0 14 168 132 331 25 195

Source: own calculations based on the BMR, Ministry of the Budget.

We observe an increase in internal resources (here tax and non-tax revenue), from 900
million constant dollars in 2003 to almost 1.5 billion dollars in 2008-2009, or an annual rise
of 8%. During this period, the State budget was also complemented by external resources,
amounting to approximately 150 million constant dollars per year, excluding the exceptio-
nal funds in 2009 (361 million dollars)®. As for the payments on the HIPC account, these
developed rather erratically, reaching a PEAK of 331 million dollars in 2007 and falling
spectacularly to 25 million dollars in 2008. Overall, the total State budget increased by 11%
annually between 2003-2009. We should note that at the same time, economic growth was
positive, but not so spectacular, with figures of 2-3% in the growth of GDP per capita. We are
therefore witnessing a significant positive development in the State’s ability to act.

Graph 5.9 breaks down the total State budget into major expenditure groups. So, we have
classified the 8o State administrations into ten groups. Firstly, the administrations that form
the bodies of State: the political institutions (Parliament, the Senate, Prime Minister’s
Office, Presidency, etc.), Police and the Courts, Defence, the Central Ministries (Planning,
Budget, Economy, Finance, Reconstruction, Portfolio, Civil Service), the Interior Ministry
and the Foreign Affairs Ministry. Secondly, the ministries and/or administrations that are
used to structure a specifically pro-poor policy (policy space). Here, we identified another four
groups: the ministries and/or administrations of Education, Health, Economic
Development and Social and Cultural Policy.

The concept of policy space that we are using here has been taken from macro-economic
literature on policy and fiscal space (Heller, 2005; Roy et al., 2006; Islam, 2009). It agrees
with the definition of fiscal space by Roy et al. (2006) or the idea that it is important to be

f  However, we must note the inconsistency between this data and that published by the Central Bank of
the Congo - see table 4.3.
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able to define the State’s ability to promote the agenda of a pro-poor development, as
perhaps fulfilled by the MDGs. It is clear that in budgetary terms, this ability is rather
dependant on the fiscal space given to the Ministries of Agriculture, Education, etc.
However, it is still important to analyse the pro-poor nature of government management,
or how it works beyond the policy space used to promote a pro-poor policy, but thisisa
different exercise to the one that we will pursue here.

Graphs5.9  Composition of the State budget in major expenditure groups, 2003-2009 (in %)
100%
90% [ }
. Policy
80% - space
70%
60% I
20%

- H
% ]

50%
40%

30%

2003 2005 2007 2009
Education Social and cultural policy M Central ministries
Health Foreign relations Defence
M Economic development Ministry of the Interior Police and legal

W Political institutions

Source: own calculations based on the BMR, Ministry of the Budget.

The graph firstly shows that the policy space increased between 2003-2009 by approximately
13% to more or less a third of the State budget. Two major expenditure groups seem to
dominate this policy space: the expenditure group that we have called ‘economic develop-
ment’ (with the Ministries of Transport and Public Works, the Ministries of Agriculture,
Rural Development, Mines, Hydrocarbons, Small and Medium sized Enterprises, etc.) in first
place and then the expenditure group related to education. Apart from a small section
related to ‘social and cultural policy’, that does not seem to benefit from the attention of
pro-poor donors, there is lastly the health sector, which accounts for between 3 and 5% of
the total budget for the entire period. We will return to these items later.

On the other hand, the group of central ministries have decreased in relative importance.
What is obvious in this group, is that it is particularly the Ministry of Finance which alone
accounts for 80-90% of the budget for this group. It is also exclusively the Ministry of
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Finance whose portion of the total budget decreases between 2003-2009. Table 5.3 gives us
more details on this development.

Table 5.3 Development of the Ministry of Finance budget, 2004-2009 (in millions of constant

dollars (2006))

| z00a] 2006] 2008| 2009]

Total 476,5 410,7 360,9 4103
Minister’s Office 29,1 6,7 52,3 45,5
DGl (Directorate General for Taxes) 12,8 27,3 42,6 37,7
DGRAD (Directorate General for administrative and state 12,8 15,7 25,5 23,1
revenue)

OFIDA (Customs and Duties Office) 17,7 28,9 25,5 39,7
Public Debt Management Office (Internal Debt) 5,1 28,2 14,3 50,0
Public Debt Management Office (External Debt) 124,9 108,6 66,2 55,9
Central Bank of the Congo 123,5 64,1 46,4 35,3
BCECO (Central Coordination Bureau) 0,3 1,4 18,8 21,1
Deficit of the Central Bank of the Congo 60,5 42,6 38,6 78,5

Source: own calculations based on the BMR, Ministry of the Budget. [131]

It was in particular the part of the budget intended to pay external public debt that reduced,
from 125 million dollars in 2003 to 56 million in 2009. However, this decrease was not fully
reflected in the reduction of Ministry of Finance’s total budget - and therefore, in all
likelihood, in an increase in the policy space. In fact, we observe that all other items
increased in importance. On the one hand, apart from the payment of external debt, the
Ministry also pays other debts, which increased the internal debt (ten-fold between
2003-2009) and the BCC’s deficit. On the other hand, we also see that the various entities
responsible for the collection of taxes and other financial revenues saw their budget grow in
real terms from 100% to 200%. These administrations were strengthened by a bonus system
related to the increased revenues that they brought into the State.

The (positive) evaluation of internal resources (to which the HIPC resources that also come
from these three administrations must be added) suggests that this system was very effective
in restarting the collection of resources. Effective yes, but efficient? This is a question worth
asking. The same applies for new ‘debts’ paid by the Ministry of Finance: are they inevitable
clearings or rather payments made in a context of an increase in available resources that could
not be made in a stricter budget system? Even more profoundly, we often talk about pro-poor
spending, but what about government revenue? Can we also describe this as pro-poor?
Although the instrument of taxation has often been considered as a lever for redistributing
socio-economic inequalities in developed countries, there are reasons to believe that the
opposite is true in developing countries (Justino and Acharya, 2003; Van de Walle, 2009).

We now compare the structure of public spending financed by internal resources and the
structure of overall spending financed by external and HIPC resources, in addition to internal
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resources. We observe that although the relative value of spending financed by HIPC and external
resources in the total budget was not very large (table 5.2), its influence on the composition of
overall spending was relatively significant when compared to the composition of spending
financed by internal resources alone. More specifically, HIPC and external resources have primarily
financed the administrations and ministries making up the policy space in the fields of health,
education and the economy. In general, internal resources only financed a policy space of
approximately 10%, except in 2009, when the Ministry of Public Works’ budget experienced a very
large increase. In the total budget, which also includes external and HIPC resources, this share
accounted for 30% - 37% of spending.

This general trend therefore seems to indicate the existence of a discrepancy between national and
external priorities, the existence of a fungibility mechanism and consequently the risk that after
debt relief, the policy space open to financing from external resources could be closed again.

Furthermore, the previous analysis suggests that without a more detailed analysis of the policy
actually followed by the Congolese government - which we will give in the following pages - it
would not be immaterial to do the same thing for spending used to run the State apparatus itself
- including the pro-poor nature of the strategies the State uses to collect internal resources.

5.6.1 In the health sector

In addition to the key administrative items, government accounting becomes more difficult
to interpret without a prior understanding of the sector. Reading data also becomes more
complicated when the classification used, changes from one year to the next - but developing
towards an increasingly transparent system. Table 5.4 presents a few more details regarding
the composition of health expenditure along with the origin of the resources.

In general, the Ministry of Health’s budget almost tripled in real terms between 2003-2009,
from 34 million dollars to 96 million dollars. Of this total amount, between 70-90% was
financed either by external or HIPC resources. Following the assumption that the accountabi-
lity relationship is established with the donor, the Ministry of Health would therefore have
been more directly accountable to international donors than national taxpayers.

Table 5.4 Development of sources of financing for health expenditure, 2003-2009 (in millions of

constant dollars (2006))

| w0 | w05 | 07 | 2000 |

Total HIPC+  Total HIPC+  Total HIPC+  Total HIPC +

Ext. Res. Ext. Res. Ext. Res. Ext. Res.
Minister’s Office 213 9,520 9,416 21,498 21,498
General Secretariat 7,865 25,540 11,309 4,775 0 60,777
Others 26,132 21,049 20,011 56,577 43,916 35,622
% Office and Secretariat =~ 23.6% - 625% 509% 31.7% 32.9% 63.1% =

Source: own calculations based on the BMR, Ministry of the Budget.
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The table then follows the process of identifying the contributions at central level - spen-
ding by the Minister’s Cabinet and the General Secretariat - and ‘other’ expenditure, which
is often detailed at centre, institution or hospital level. We observe that the value of central
services tripled between 2003-2009. In particular, the General Secretariat’s budget increased
seven-fold in real terms. Funds intended for ‘other’ expenditure items saw their value
reduce from three quarters to a third of the total budget, although in absolute terms, there
was an increase of 40%. We should again note that the data available to us shows that
central services were also largely financed by external and HIPC resources.

5.6.2 Inthe education sector

As already stated previously, the education expenditure group figures prominently in the
policy space freed up in the total budget. As this policy space has grown, the value of this
group in the total budget has increased from 2% in 2003 to over 10% in 2009. Within this
group, the predominant position is held by the Ministry of Primary, Secondary and
Professional Education, one of the key ministries in achieving the MDGs. It monopolises
between 50% and 80% of the total budget intended for this group, a budget which also
increases systematically. Before going into greater detail about the budget of the Ministry of
Primary, Secondary and Professional Education (MEPSP), we offer several comments about
the Ministries of Higher and University Education and Scientific Research.

Higher and university education and scientific research

The budget of these two ministries also increased substantially in real terms. We are talking
about a budget increase of 480%, which largely exceeds the increase in the total budget. In
this case, external resources seem to be non-existent®', but this result is certainly partly
achieved with the support of HIPC spending. We should however note that this contribu-
tion does not seem to have been very systematic, the contribution having varied between
0% (in 2004, the first year that HIPC resources were actually spent) and 84% (in 2007). We
must also note that, unlike the health sector, the budget awarded to central services
certainly increased, but not in the same proportion as the increase in the total budget for
these two ministries.

Primary, secondary and professional education

Graph 5.10 shows the development in real terms, of the budget of the national Ministry of
Primary, Secondary and Professional Education for the entire country. This budget increased
spectacularly between 2003-2009, from 20 million dollars to over 150 million dollars in
2007-2009, which is an annual growth rate of 37%. In a few years, the education budget
increased from 1-2% to 8-10% of the public budget.

5 On this point, it must be added that this does not mean that there was no international cooperation on
the academic level; we are in fact sure that this cooperation definitely exists. However, these funds are
not managed by the State administration - like for example in the case of the health sector, as we have
seen previously.
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Graph5.10  Development of the MEPSP’s Budget, 2003-2009 (in millions of constant dollars (2006))
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We should also note that this total budget has been largely financed by HIPC resources,
especially in recent years. Indeed, comparing the contribution of internal resources
between 2003-2009, there is even a sharp fall. With regards external resources, these were
only of minor importance. Here too, we can therefore see a fungibility problem: the
obligation to invest HIPC funds in pro-poor sectors at least exempted the government from
the obligation to invest its own resources in the sector. However, we may wonder how the
issue of fungibility is still really an issue, given that the relief mechanism resulted in a
resumption of the debt service rather than a freeing up of fiscal space. What matters
instead, is the issue of the sustainability of the increased importance of education in the
public budget. We believe that the restoration of democratic regulations establishes a
political interest in the education sector. We will return to this in the following chapter.

Above all, the details of education spending reveal the importance of the of the Service de
Controle et de la Paie des Enseignants (SECOPE) in the total expenditure. This increased
from 20% to over 80% of the MEPSP budget between 2003 and 2010. The SECOPE budget has
been almost entirely financed by HIPC resources in recent years.

This rise in the SECOPE budget is partly reflected in a salary increase on the one hand and an
increase in the number of teachers on the other. In fact, teachers’ salaries were seen to
triple between 2002-2008 (table 5.5). Furthermore, over this same period, the number of
teachers (at primary, secondary and professional schools) went from 143,000 to 227,000.
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Table 5.5 Development in the number of teachers and their official salary 1982-2008
Number of staff Average dollar Average

. teacher salary purchasing teacher salary
. il)c'::rbhc M2 | current §) power (2006=1) | (2006 $)

1982 444,100 285,900 64% $121.50 0.56 $68.35
1987 364,500 196,300  54% $23.00 1.18 $27.21
2002 391,900 142,900 36% $8.64 1.49 $12.90
2006 698,400 214,200 31% $30.00 1.00 $30.00
2008 742,000 226,800 31% $52.44 0.66 $34.62

Source: number of teachers, exchange rate and inflation: BCC, various annual reports. Salaries: World Bank (2005)
and field research for 2008.

Finally, it must be pointed out that while decentralisation, as provided for in the new
constitution applicable since 2006, has not yet been made operational, central government
does not fully finance the sector. Firstly, many international donors are involved, UNICEF, the
Department for International Development (DFID) and Belgian development cooperation
being among the largest. But education has been mostly financed by the parents themselves.
Based on the 2005 budget surveys and assuming that school fees barely changed between
2005-2009%, we have estimated the contribution of students’ parents, in 2009 constant
dollars, to be 353 million dollars®, or approximately twice the MEPSP budget from central
government. Since part of this budget is still at central services level, it is clear that the direct
financing of schools depends more on parents than the Ministry of Education.

Graph .11 Financing by State and by school fees by province (in constant dollars (2009) per student)
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Source: Based on the BMR (Ministry of the Budget) for public spending, based on the 1-2-3 survey for school fees
(De Herdt et.al. 2011).

6 See, on this assumption, the analysis in chapter 6.
% 2005 current dollars were converted back into 2009 constant dollars, using the IRES Marchés price index.
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Graph 5.11 compares financing ‘from above’ and financing ‘from below’ by province®. We
can firstly see how government financing varies between the provinces. South Kivu province
receives less than 5 dollars per student, while Kinshasa gets 18 dollars per student. Then, we
can establish that only Bandundu province has school fees that are less than public
spending. In Kinshasa in particular, school fees make a big difference, increasing the school
budget from 18.4 to over 110 dollars per student. This figure also reflects the relative
importance of private schools in the capital.

5.6.3 In the productive sectors

As indicated above, PRE as defined by the DRC government in agreement with its develop-
ment partners, also covers the productive sectors contained in the budgetary classification
under the heading ‘Economic Affairs’. This is pro-poor spending mainly carried out by the
administrations responsible for Infrastructure & Public Works, Agriculture, Farming &
Fishing, Rural Development and Energy and Transport.

Table 5.6 Development of spending in the productive sectors, 2003-2009 (in millions of

constant dollars (2006))

|| 2003] 200a] 2005] 2006] 2007| 2008 | 2009]

Infrastructure and public works 32.0 655 127.4 115.6 98.1 97.0 279.1
Agriculture and rural development ~ 15.0 14.4 27.1 29.0 21.8 31.6 70.8

Energy and transport 5.2 37.6 47.1 58.0 28.5 55.4 43.8
Total 52.2 117.4 201.6 202.6 148.3 184.0 393.6
% of total spending 49% 9.3% 13.4% 13.8% 10.2% 10.7% 19.4%
Of which: internal resources 14.8 22.3 15.8 32.1 26.0 81.5 183.7
external resources 37.4 87.8 1309 139.1 104.7 95.1 199.2
HIPC resources 0.0 7.4 54.9 31.4 17.6 7.4 10.7

Source: Calculations made from BMRs generated by the Ministry of the Budget

This spending was covered through three systems, namely, internal resources, external
resources and HIPC resources. Immediately, we see that the productive sectors benefited
from an increasing share of all these resources, from 5% in 2003 to almost 20% of overall
spending in 2009. The contribution of HIPC resources was only very marginal. Between half
and two thirds of this spending was carried out using external contributions. In fact, except
in 2003, the majority of external resources were allocated to the productive sectors. Within
this productive expenditure group, approximately two thirds of spending relates to
‘infrastructure and public works’ and 20% to the energy and transport sector. The value of
agriculture and rural development becomes greater in the spending financed by HIPC
resources.

% We have notincluded budget data attributable to the provinces here.
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5.6.4 Distribution of productive expenditure and spending on health and
education by province

We can try to get a more detailed picture of the pro-poor nature of the spending by

analysing the distribution of expenditure classified as pro-poor in accordance with the IMF’s

classification by province.

Graph .12 Several spending categories by province, 2009 (in dollars per capita)
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Source: Calculations made from BMRs generated by the Ministry of the Budget

Graph 5.12 brings together data from the productive, health and education sectors in order
to compare the distribution of spending (from a central level) between the different
provinces. What is immediately obvious is the high concentration of spending on ‘infra-
structure and public works’ in the two provinces of Kinshasa (12 dollars per capita) and
Katanga (16 dollars per capita). For agriculture too, spending seems to be concentrated
mostly in North Kivu; then in Kinshasa, Bas-Congo and Katanga. In terms of spending in the
health sector, this is concentrated solely in Kinshasa (over 2 dollars per capita), while no
other province receives more than 1 dollar per capita. In comparison, education expendi-
ture is allocated more fairly. Finally, while the residents of Kinshasa are allocated most of
the budget with financing of 33 dollars per capita (graph 5.5), most of the spending takes
place in sectors other than those listed here.
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5.7 Conclusions
The results of the debt relief can be summarised as follows:

» The HIPC-IADM initiative was able to restore the medium-term sustainability of
Congolese debt. Without this initiative, the external debt indicators exceed the applicable
thresholds. With debt relief, only the NPV of debt/GDP indicator exceeds the threshold
between 2011-2016. This overrun can largely be attributed to the government guarantee
related to the Chinese contracts. In this sense, relief has been effective. Nevertheless, as
demonstrated by the experience with the Chinese contract, sustainability is not necessa-
rily assured.

» However, the investment climate, although improved due to the indirect effects of the
conditionalities, is still not favourable enough to attract additional capital inflows
(private).

 With the country’s reunification and the recovery in economic activity, revenue has been
able to increase. The mechanism of spiralling inflation has been stopped and spending is
closer to revenue. Spending covers not only the payment of external debt, but also the
payment of internal debt and even a reopening of the fiscal space to pursue a pro-poor
policy. This space is growing year on year, enabling the State to increase its ability to act
on the economy and society. After the completion point and the clearance of the internal
debt, this fiscal space could grow even more.

« There is no direct link between the outputs of the debt relief process and the outcome,
since in the DRC, we must talk in terms of a resumption in the payment of the debt
service rather than a freeing up of fiscal space. Furthermore, while the resumption in the
flow of official development assistance can be attributed to the debt relief process, the
majority of this assistance does not go through government organisations and therefore
barely affects its policy. Indirectly, however, the re-opening of the policy space has been
made possible by the spectacular increase in the State’s ability to mobilise its own
resources: between 2001-2008, government revenue increased tenfold. Also indirectly,
the mechanism of the conditionalities -, where failure to comply would be punished by
not reaching the completion point -, may also have played a role in refocusing resources
on pro-poor spending, although this mechanism does not really explain why priority
would be given to a specific sector such as education rather than others. On this subject,
we believe a more detailed analysis of the prevailing internal political commitment in the
State budget is needed. This will be one of the elements addressed in the following
chapter.

« Of course, there is obviously a discrepancy between national and external priorities, the
existence of a fungibility mechanism and consequently the risk that after debt relief, the
policy space open to financing from external resources could be closed again. According
to another interpretation, HIPC resources may only be a pro-forma category: indeed,
there is no equivalence or close relationship between the actual spending financed on
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HIPC resources and the fiscal space freed up by the debt relief as calculated by the IMF.
The IMF itself also simply evaluated overall PRE compared with their estimate of
resources freed up by debt relief.

With regards this additional fiscal space, many questions remain.

Firstly, it must be mentioned that the data available to us relates only to central spending.
Neither spending by the provinces or other administrative entities based on locally
collected revenues, nor spending by any type of public service based on the fees that it
collects from its users are included in this data. The example of the education sector
shows that this financing is far from insignificant; it represents approximately two thirds
of spending in the sector.

It is important to note that the space for pursuing a development policy is still, all things
considered, quite limited. By comparing the various ‘pro-poor’ sectors, we firstly observe
the dominance of the education and public infrastructure sectors. Apparently, the health
sector does not seem to have been able to take advantage of the increased attention in
‘pro-poor’ sectors. Could this be because the health sector is financed, more than other
sectors, by international donors? We have not been able to verify this hypothesis.
Furthermore, although the agriculture and rural development sectors have seen their
spending (in constant dollars) increase tenfold, these sectors remain rather marginal
compared with the ‘large’ sectors of education and public infrastructure. However, there
could be speculation that a pro-poor development strategy can only be designed based on
agriculture.

This situation is also reflected in the information obtained on the distribution of
spending between the provinces. On the whole, two thirds of the central budget are spent
either on central services (56%) or in Kinshasa itself (10%). Kinshasa’s dominance is much
reduced if it is limited to expenditure labelled as pro-poor (PRE) and spending from HIPC
resources. However, excluding the education sector, the detail in these expenditure
categories reveals a high concentration in just a few provinces, including the provinces of
Kinshasa, Katanga and North Kivu. Furthermore, in terms of the Infrastructures and
Public Works sector, we see the almost exclusive concentration of spending in the two
provinces of Kinshasa and Katanga.
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6.1 Introduction

The impact of debt relief in these two areas is the subject of this final chapter. Firstly, it is
hoped that debt relief will help the country to re-establish economic growth. Naturally,
there is an attribution problem. In a post-conflict country, there is always a return to growth
and many other factors come into play. Another view of the situation suggests however that
the post-conflict phase is actually an outcome generated by a collection of initiatives where
debt relief has been the financial base. The impact on poverty reduction, which is the
subject of these two final sections, is much more indirect and difficult to follow. We are
limiting ourselves to the analysis of a single sector, that of education. This choice is based
on the fact that this was the sector that benefited most from debt relief as seen in the
previous chapter.

6.2 Economic growth

With a slight fall compared with the 1980-2009 period, we see that the performance of the
Congolese economy has been quite mixed. This was firstly marked by a long period of
decline in the GDP which started in the middle of the 8os, followed by a recovery in global
activity from 2002. Determined by decade, GDP changed by +1.8% on average in 1980-1989,
-5.4% in 1990-1999 and +3.5% in 2000-2009. Very recently, the economy deviated from its
path of growth as a result of the global financial and economic crisis of 2008-2009. Indeed,
actual GDP only increased by 6.2% in 2008, which is 3.8 percentage points less when
compared with the rate of 10% initially anticipated by the government’s analysis services.
This fall in economic activity was followed in 2009 by a growth rate established at 2.7%
against an initial projection of 12%.

Graph 6.1 Development in the growth rate of actual GDP, 1980-2009 (in %)

Performance Initially forecast

Source: BCC
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The change in the actual economy as described not only reflects the behaviour of the key
sectors that contribute to the formation of GDP, but also the pressures exerted on the
economy itself by various external shocks and several macro-economic policy measures.

Table 6.1 Relative share and growth rate in the productive sectors, 2001-2009 (in %)

_ Share of actual GDP Sectoral growth rate

Goods sector

Agriculture, fishing and farming 43.9 38.5 37.4 37.5 -1.0 3.3 3.0 3.0
Mining and metallurgical extraction 12.3 12.8 13.4 12.1 12.0 2.5 11.4 -125
Manufacturing 4.2 4.1 4.0 4.1 1.0 5.1 2.7 0.8
Water, electricity and gas 0.8 0.7 0.6 0.6 -6.8 1.8 -4.9 0.0
Construction 6.3 8.2 8.0 8.1 15.0 5.4 3.8 4.3
Services sector

Trade 18.1 19.6 20.9 22.2 4.5 13.1 12.3 9.0
Transport and communications 4.8 6.0 6.0 6.0 17.0 10.9 8.4 9.0
Market services 5.9 6.0 6.0 5.9 3.8 6.9 4.8 4.4
Non-market services 2.0 2.0 1.9 1.5 -5.2 6.2 4.2 3.2
Actual GDP growth rate 4.5 6.3 6.2 2.7

Source: BCC

Based on the results available in late June 2010, the profile of the economic situation in the
DRC was marked by a recovery in production activity. The most significant contributions
came from the sectors of wholesale and retail trade, agriculture, mines and hydrocarbons,
buildings and public works along with the services sector.

The contribution of agriculture to growth was a particular result of the renovation of road
infrastructures and the implementation of support projects financed by the WB and the ADB
across the country. This favourable development after the global financial and economic
crisis, also resulted from the resumption in mining activities in the Katanga province
following the marked improvement in world prices for raw materials.

6.3 Impacton development and poverty in the DRC®

6.3.1 Measuring the impact of debt relief: mission impossible?

There is a long list of challenges to be faced when evaluating the impact of a policy measure.
Given the time and resources available to us, we cannot evaluate the impact of the debt
relief decision in itself, or the impact that HIPC resources have had on poverty in general.
One way to avoid losing ourselves in too-virtual an evaluation is to specify its limits
correctly. These limits can be specified as follows:

%  This section was written with the support of Wim Marivoet, Joel Siku Kasereka and Jolino Malukisa.
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« The value of the exercise of measuring the impact is determined crucially by the reliability

of the poverty indicators available to us. We will perform this reliability exercise in more
detail later (6.3.2). We observe that this data is often unreliable - despite the efforts and
progress made in its collection.

» We will study the direct impact of resources freed up by donors on increasing the State’s
intervention capacity and assisting it to implement a particular policy. We include HIPC
resources in these freed up resources, but we exclude external resources that do not have
a direct impact on the State’s intervention capacity. Among the range of possible
determinants for poverty, are the various bilateral and multilateral NGO interventions.
Although the DRC government recently made an effort to draw up an inventory of these

interventions, we have not had the opportunity to see the detailed results of this exercise.

Based on the public spending and revenue data, published in the BCC annual reports, we
do however know that external grants that are managed outside the government
accounting system (ODA) are more or less the same size as the budget managed by the
government itself. Often, there are also other donors who are involved, sometimes
through the government, sometimes through other development agencies. While there
is therefore a positive change in the poverty situation, this could be ascribed to the

government or other development agencies. So, there is an attribution problem. The very

fact that ODA has substantially increased over the period in question is in itself an
important factor in the situation’s recovery compared with the previous decade.
+ In order to determine the specific impact of pro-poor spending, we followed the

theory-based evaluation where we try to identify the most relevant mechanisms that have

been mobilised to impact the situation on the ground and compare them with the initial
ideas regarding these mechanisms at the time when the development policies were
conceived (Pawson, 2003). Consequently, not only was it easier for us to monitor the

various other factors that determine the outcome, but at the same time, we could achieve

a better understanding of the different elements and processes taking place.

First, let us present an overview of the different MDG indicators. Table 6.2 brings together
the different MDG indicators. We should also note that we chose to limit ourselves to
primary sources.
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Table 6.2 Developmentin the MDGs in DRC, 2001-2007

T aw aw

1. Eradicate extreme poverty and hunger

% underweight (Weight-Age) 31.1% 31.4%
% chronic malnutrition (Size-Age) 38.2% 40%
% acute malnutrition (Weight-Size) 13.4% 9.3%
% Children born with a birth weight <2500g 11% 7.7%
% of malnourished mothers BMI<18.5 17.3% 18.5%

2. Achieve universal primary education

% Net enrolment ratio in primary education 52% 61%
% completing the final year 20% 48%
% Literacy rate of 15-24 year-olds 71% 72%

3. Promote gender equality and empower women

Ratio of girls to boys in education 0.74

Literacy rate of 15-24 year-olds - men and women 0.82 0.84
la4 | Share of women in wage employment in the non-agricultural sector 0.35

4. Reduce child mortality

Under-5 mortality rate (out of 1000) 213 148

Infant mortality rate (out of 1000) 126 92

Proportion of 1 year-old children immunised against measles 46.4 62.9

5. Improve maternal health

Maternal mortality rate (out of 100,000) 1289 549
% of births attended by skilled health personnel 61% 74%
6. Combat HIV/AIDS, malaria and other diseases

% Condom use at last high-risk sex 12.7% 16.5%
% women with a comprehensive knowledge of HIV/AIDS 10% 15%

7. Ensure environmental sustainability

% using an improved drinking water source 45.7% 48.2%
% access to electricity 17.6%
% using solid fuels 94.8%

Sources: MICS2 Survey (2001) and DHS survey (2007)

The latest survey available to us was the Demographic and Health Survey (DHS), carried out
in early 2007 (Democratic Republic of Congo, 2008a). In principle, a comparison with the
very similar Multiple Indicator Cluster Survey 2 (MICS2), conducted in 2001 (UNICEF, 2002) is
used to see the impact of at least the first years of debt relief and the HIPC process (De Herdt
etal. 2008).
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In general, the table shows that the situation would be slightly improved during the period
in question. Although the poverty indicators point in all directions, the indicators for
education and mortality converge towards an improvement.

However, we believe that it is difficult to draw hasty conclusions from this exercise.
Here we analyse the example of mortality indicators more closely.

There is currently a lively debate underway about the level of excess mortality directly or
indirectly caused by the war in the East. Estimates vary between 5.4 million deaths
(International Rescue Committee (IRC)) and under one million (Spagat et al., 2009). Based
on a comparison between the population census and electoral registration in 2004,
Lambert and Lohlé-Tart, (2009) estimate that the effect of the war since 2008 could never
exceed 200,000 deaths. They also comment that life expectancy must have already reduced
since the late 1970s, but that there has been greater confirmation of this decline since the
early 1990s.

We are not in a position to give an exact opinion on this subject. We only notice that the

MICS2 and DHS surveys point in different and contradictory directions when we analyse the |145 |
development of infant-juvenile mortality by province. This would have increased in

Maniema (at peace since 2002 however) and decreased to less than half in North Kivu (still

affected by the war). These results in fact confirm the basic argument of Spagat et al. (2009);

it is extremely risky to give an opinion on the estimate of the number of deaths caused by

the war, since it is extremely risky to give an opinion on even mortality in the DRC with the

databases available to us.

We should note that the criticism in terms of the IRC estimates also applies to any other
attempt to estimate an indicator nationally: this is based in fact on an estimate of the
demographic weight of each province. In the case of the MICS2, the 1-2-3 survey and the
DHS, these estimates refer to the 1984 census, but we then ignore all the subsequent events
that have taken place in the DRC. Furthermore, the different samples have not followed
similar methodologies for making the estimates. For example, the DHS attaches much
greater weight to the cities. Consequently, the improvement seen in the data in table 6.2
could simply reflect the urban bias of the statisticians.

However, we would still like to make an exception for the data on education. This time, the
sharp increase in student enrolments (table 6.2) is confirmed, at least by the data from the
Ministry of Primary, Secondary and Professional Education (table 6.3):
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Table 6.3 Development in the number of students by management system, 1986/7 - 2007/8
Totals Average annual growt

1986/7 16.5% 79.7% 3.8% 4,156,032
2001/2 15.2% 73.7% 11.1% 5,470,977 1.85% (1986-2001)
2007/8 16.2% 73.8% 10.0% 9,973,365 10.53% (2001-2007)

Source: based on data from the World Bank (2005, p.50) and the Ministry of Primary, Secondary and Professional
Education (2009).

Considering that there are at least two separate sources of information that concur, the
assumption of an actual increase becomes more reasonable.

6.3.2 Poverty reduction in the DRC: mission possible? The case of education
As previously indicated, the case of education is interesting on several levels. On the one
hand, we know that it is primarily due to HIPC resources that the education budget has been
able to increase with an annual growth rate of 37%. On the other hand, we have stated
previously that different information sources tell us that at least in terms of the school
enrolment rate indicator, the Congo has made dramatic progress. However, the issue is still
to find out more about the link (or links) between these two elements.

In our research on the education sector, we have been able to take advantage of collective
research coordinated by Tom De Herdt at the University of Antwerp in which the education
sector has been studied as a case of the post-conflict reconstruction of the DRC (De Herdt, 2011).
We have been able to complement this work with more recent field studies, conducted as part of
this research in Kikwit and Mbandaka. There, we interviewed the central administration and
several education coordinators, but also visited a sample of 5-6 schools. In the schools, we
conducted focus groups with the teachers and the parents of students. These surveys firstly
enabled us to verify the consistency of the data that we had received from the central level,
especially in terms of three key variables around which we wanted to structure the entire debate
in the education sector namely teachers’ salaries, the number of teachers and school feels.

Below, we firstly outline the development strategy identified by the government working
closely with donors. Secondly, we see how the sector has developed in reality and we analyse
what mechanisms were involved.

The structure of a development policy in the education sector

The development strategy in this sector is built on the assumption that school fees are the
main constraint in accessing school (primary), an assumption which is - as we have seen -
rather logical in the current circumstances (graph 5.10). A reduction in school fees therefore
seems the number one priority in achieving the MDGs related to education. Even outside
the scope of international cooperation, free state primary schools have been included in the
Congo’s new constitution, thus expressing the politically sensitive nature of school fees;
somehow the Congolese see these fees, that have to be paid every term, as proof that the
State is not doing what it should be doing.
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In practice, all the large donors® have agreed to take part in a joint strategy to reduce school
fees. This strategy is part of the agenda of the ‘Education Thematic Group’ chaired by the DFID
as the largest donor and which began just after the approval of the GPRSP, without waiting for
the result of the 2006 elections. ‘HIPC resources’ will be able to be used in addition to
‘external resources’, Figure 6.1 shows ‘the theory’ of development intervention in the sector.

Initially, the commitment was to contribute to the payment of salaries, but no agreement
was signed. Firstly, the international donors did not approve the increase in teachers’
salaries proposed by the government. Secondly, the donors were reluctant to finance
salaries for as long as the payroll was not balanced, in order to minimise the risk of leakage.
Meanwhile, this audit has started but has not yet been finalised.

In the meantime, a decision has been made to distribute operating costs to schools, firstly
through the HIPC financing (2005-2007) and subsequently through direct WB financing,
called the Emergency Urban and Social Rehabilitation Project (EUSRP). The plan was for
each public school to receive a sum of money every term, with a minimum of 150 dollars
(through HIPC financing) and 250 dollars (through EUSRP financing) respectively, an
amount that could be increased depending on the size of the school. In total, this represen-
ted a budget of approximately 6 million dollars (in HIPC) and 45 million dollars (in EUSRP).
The money was channelled through the payroll administration, SECOPE. SECOPE was
supposed to be the administrative structure that would be used to channel the money
directly to the schools and avoid the religious networks.

Figure 6.1  The theory of the strategy for reducing school fees by donors

Change in the
regulatory
framework

Pro-poor
spending
Reduction in
school fees
paid by parents

Increased
enrolments

Direct assistance Operating costs

Source: adapted from De Herdt et.al. (2010)

% j.e. except for multilateral donors such as the World Bank, UNESCO and UNICEF and also the bilateral
donors of Great Britain, Belgium, France and the United States.
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As support measures, a decree was published that limited the freedom of the provinces and
schools to ask for new categories of school fees. In consultation with the donors, an
interministerial decree was published nationally in 2007, clearly defining the possible fees
and fixing a maximum limit of 1020 Congolese francs per student (figure 6.1, arrow D).
Secondly, the use of the operating cost allocation was limited to specific expenditure (e.g.
furnishing and painting school buildings): these specifications were referred to in a log
book which was distributed with the allocation itself. Lastly, spending had to be managed
by ‘management committees’ (officially set up in the schools) which then had to report to
the ‘parents’ association’.

Actual impact of the policy advocated by the State

The question of the actual impact of the education policy advocated by the State is broken
down into various sub-questions. Firstly, we verify the key variable of the intervention
theory, the school fees themselves. Then, we analyse the various mechanisms A, B, Cand D
which may have played a role - or not.

Did school fees decrease?

Given the considerable efforts, planned and unplanned, to reduce school fees, what is the
evidence that the fees paid by households have indeed been reduced during the period
under consideration?

In principle, a response to this question should be based on budget surveys of the house-
holds, a strategy that we could not pursue as part of this study. De Herdt (2011), however,
enlightens us as to two indicators by comparing the surveys carried out in 2001-2002 and
2006-2007 in schools and by comparing the change in the school fees set by the provinces.
None of these exercises enables us to conclude that the school fees paid by the parents have
decreased significantly.

The information about the non-reduction actually results in two types of questions. Firstly,
let us not forget that the failure to reduce the school fees was accompanied by an increase in
school enrolment (table 6.3). Where does this increase come from, if lower school fees
cannot explain it (arrow C)? Secondly, if the different strategies followed to reduce school
fees as specified in figure 6.1 did not therefore work as planned, where did the intervention
theory go wrong? We try to answer this last question first, which initially seems less
important but is however informative in ultimately answering the first question.

An impact on the ‘operating costs’?

Based on our field visits, we can confirm that the material objective was achieved; although
several irregularities were also noted, most of the money was indeed spent on the planned
objective (arrow A). However, it is also obvious that the EUSRP project had very little impact
on the ‘participatory’ structure of the schools. In general, the EUSRP allocation was
managed by head teachers, in partnership with several teachers and parents who provided
signatures. Although the parents’ associations play an active role in many schools -
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especially by mobilising the school fees - they were not involved in the management of the
EUSRP funds.

However, it is much less certain whether subsidising the operating costs for schools had a
subsequent impact on school fees (arrow B). Our field research instead shows another
dynamic. In De Herdt et al. (2011), we have already seen that while in the operating costs,
the share intended for schools has decreased, the ‘taxation’ share intended for the
administration of the education sector has increased. One argument given to explain this
situation is that the EUSRP funds now finance the schools, which provides the administra-
tive services with an argument to increase their administrative fees demanded from schools.
This effect has been consolidated by the decision to channel the funds directly to the
schools through the payroll administration and not the religious networks officially
responsible for managing the schools.

An impact on modifying the regulatory framework?

Our field research revealed that the adoption of the interministerial decree in 2007, clearly

defining the possible fees and setting a maximum limit of 1020 Congolese francs per

student (figure 6.1, arrow D) did not seem to have any actual impact. None of the seven

provinces that we visited seemed to comply with this decree. Their legal basis for these 149 |
actions was the Framework Law published in 1986, which has not been abolished or revised

since this date. Furthermore, the religious networks have made a habit of adding other fees.

They refer to the 1977 Convention (convention between the State and the churches on the

management of national schools) which enables them to request additional fees outside

the limits set at national or provincial level. We conclude that the modification to the

regulatory framework can only work if there is a consistent legal framework.

An unwanted aid effect on the payroll bill?

The refinancing of the SECOPE budget was partly invested in increasing teachers’ salaries
and partly in increasing the number of teachers on the government’s payroll. Yet what is
remarkable at this point, is that donors still officially refused to pay salary costs for new
units for as long at the payroll was not restructured, in order to avoid the possibility of
leakage. Nevertheless, there are two important sources of pressure for extending the
teachers’ payroll.

Firstly, the approval of new schools and teachers satisfies the requirements of school
directors and network managers who want to obtain financing from the State for their
school. The number of teachers in the public sector who are not on the government’s
payroll can be estimated at approximately 40% of the total”. These teachers are therefore
only paid on the basis of the frais de motivation (a contribution to teachers’ salaries) paid by
each school and with the hope that they will be paid officially one day! On this point, itis

& Considering that among the teachers whose name appears on the payroll, there are ‘false teachers’
(deceased, retired, etc.) whose salary is really often used to pay ‘real’ teachers, this figure further
under-estimates the number of unregistered teachers or those not paid by the State.
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appropriate to comment that one of the key elements in approving the registration of a
school or teacher with SECOPE is the number of students per class. Head teachers therefore
have every interest in increasing the number of students if they want access to more public
resources to pay their teachers.

Secondly, we must remember that the payroll for the education sector represents approxi-
mately a third of the payroll intended for officials across all State services. School is often
one of the only interfaces between the government and the village. It is an important part
of the resources that politicians want to mobilise to build up a support network or an
electoral body. In this sense, it is no coincidence that the spectacular increase in the
number of public schools paid for by the State took place just before the 2006 elections.

So why do school fees still remain constant?

Considering the above and going by the focus groups with teachers, we believe that it is
important to highlight that there are essentially three key factors behind school fees: the
poor salaries, the problem of teachers (standing and seated) not paid by the State and the
problem of payment arrears. We believe that there are as many conditions needed to resolve
the problem of school fees.

Firstly, the salary officially paid to the teachers (and government officials in general) is not
enough to satisfy all their needs. Indeed, the average salary of a teacher is below the poverty
line. We should again clarify that this coverage rate varies greatly between the provinces, but
in any case, the poverty line is not reached anywhere. Even in Kinshasa, where teachers earn
more than double their counterparts in the country’s interior, the salary can only finance
33% of needs.

The second problem to be resolved is that of teachers (and members of the administration)
not paid by the State. Accounting for 40% of the whole, this is no small problem. These
teachers are currently paid either directly by ‘frais de motivation’ (a contribution to teachers’
salaries) within schools, or by any kind of bonus or supplement hidden in the ‘administra-
tive fees’ that schools must pay to the upper levels of school administration. Of course, the
existence of such a large number of unpaid, yet active government officials must be subject
to subsequent analyses. In itself, it doubtless indicates a human resources management
problem within the public administration and the administrations of the religious
networks. It is probably not, or no longer a problem limited to the education sector.
However, as long as the problem exists, it does not seem realistic to assume that school fees
can be reduced.

The third problem is that of the payment arrears and other irregularities in the payment of
the salary. There is still a large problem with arrears according to our field research in
Mbandaka and Kikwit, where it can be estimated at two months (at the end of December,
teachers were still waiting for October’s salary, paid in principle on the 2oth of every
month). We learned from the focus groups with teachers that for this reason, they prefer to
live on the school fees paid by the parents, that are paid monthly.
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Conclusions on the education sector

Education has been one of the sectors that has benefited more than others from the efforts
made over the last decade to put the State back on track in the DRC. While, in constant
dollars, overall spending almost doubled between 2003-2009, the budget for the Ministry of
Primary, Secondary and Professional Education increased six-fold. Furthermore, in this
same budget, the SECOPE budget increased by 28 during the same period (in constant
dollars!). These figures have to be compared with those in the health sector, where
spending outside central services only increased 40%, even less that the general trend in
spending. Meanwhile, many indicators point towards a considerable increase in school
enrolment rates, especially at primary level. Based on this information, must the conclusion
therefore be that debt relief efforts between 2003-2009 have had a real impact?

Debt relief has not worked in the way that was originally intended. While all political efforts
were focused on reducing school fees, there is no indication that these have actually
decreased significantly. Although payroll expenses have greatly increased, teachers’ salaries
are still below the poverty line and furthermore, there is no indication that the problem of
payment arrears has been resolved or improved. Moreover, without controls on the
management of human resources - and waiting for other innovations affecting the
efficiency of the various administrative services - the number of teachers not paid by the
State seems to increase more than the number of teachers on the government’s payroll. The
first are probably attracted more than before by the hope of being paid as the conditions for
the latter seem to improve. These are the main factors that explain why the school fees
system is still a means of financing the sector. Basically, the existing system has not
therefore changed. The additional resources have instead facilitated its reproduction and
extension.

The direct aid mechanism has generated real investments at school level, but it has also
strengthened the existing system which uses the schools as taxation points to finance all
education administration.

That said, based on our qualitative interviews, we can confirm that even though the increase
has not been as great as indicated by the quantitative data, it has been real. While more
children are indeed attending school, while school fees have remained stable, this suggests
that we should seek an explanation either in an increase in income (but we do not have the
data to confirm this fact), or in the non-monetary element determining the actual demand
for education (greater security, better prospects for a career in a literate profession, etc.).
This is an analysis which needs to be pursued.

[151]
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6.4 Conclusions

Measuring the impact of debt relief is still a risky exercise. Firstly, there is the problem of the
development indicators. At the moment, we do not have the appropriate instruments to
measure development indicators. Of course, the consolidation of the statistical services is
part of the reconstruction efforts, but in the meantime, it is difficult to make definite
statements on the actual development. Secondly, there is the classic problem of the
attribution of development to one specific intervention. Debt relief was not carried out in
laboratory conditions and many other factors have changed over the debt relief period.
Another view of the situation suggests however that the ‘counterfactual’ is a situation
without pacification, without reconstruction and without economic and political stability.
In this view, the debt relief initiative is one of the financial pieces of the puzzle to rebuild
the DRC State in the broadest sense. Indeed, for the DRC, there were two challenges at the
start of the 21st century. On the one hand, the international community strongly advocated
the achievement of the MDGs, a practical and ambitious agenda with a view to achieving
pro-poor growth. On the other, State structures have to be rebuilt. In any event, it is
important not to confuse these two objectives and recognise the points at which these two
objectives may become contradictory. It is not easy to rebuild the ship while it is at sea, i.e.
to restructure central government and at the same time to use it for poverty reduction.

Based on our analysis of the impact of HIPC sources and State intervention in the education
sector, we see that in practice, greater priority has been given to the reconstruction of
central government while poverty reduction has been secondary.

However, these measures were still ineffective. For example, the data on the distribution of
the State budget by province indicates that reconstruction efforts are currently concentrated
in Kinshasa, which does not seem to satisfy the requirement to connect central government
to local organisations, so that they can subsequently be used to carry out an effective
development policy benefiting everyone.

In terms of this debate, the education sector is interesting because the predominant part of
the budget seems to have been channelled towards the interior (in the case of teachers’
salaries, and to a lesser extent, the WB interventions to invest in the operating costs of
schools and the sector’s administrative offices). The political interest in the education sector
is strongly related to the process of the 2006 parliamentary elections. That is the principal
political issue of education. Those interested in promoting education may find allies in
these particular policy processes.

From a more historical perspective, it should be noted that the budget of 7 dollars per
student (2006) is still a long way from the budget of 23 dollars per student in 1982, just
before the Structural Adjustment period. This fall is doubtless being paid for in terms of
quality: although UNICEF advocates the principle that 1/3 of the current fees should be used
for non-salary expenses (for buying books and other school materials) in the DRC, 80-90%
of the State budget is used for the payroll bill. Furthermore, teachers’ salaries are less than
half what they were in 1982 and the student/teacher ratio has increased greatly.
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Another important element with regards the pre-Structural Adjustment period is that of the
accountability of parents (their involvement in the payment of the education budget). This
accountability was viewed as one of the objectives to be achieved in the eighties. The
objective was achieved, not only by the (limited) emergence of a private school sector, but
especially through the emergence of a sophisticated system of school fees, also in public
schools. Currently these school fees not only finance the schools but also the salaries of
teachers not paid by the government and a salary supplement for those that are paid by the
government. They also contribute to the operating of the entire education administration.
In this sense, schools in fact act like a tax base. Towards the end of the 1990s, the parents’
contribution was estimated to be 90% of the sector’s financing. This financing ‘from below’
was certainly one of the elements that enabled the sector to survive during the transitional
years, the years of ‘liberation’ by the Alliance of Democratic Forces for the Liberation of
Congo (AFDL) and the conflict years. And until now, this type of financing has been used to
complement the all-too-limited and irregular resources from the government.

Finally, the last characteristic: the local level (i.e. provincial and sub-provincial) occupies a

position which is relatively autonomous from the central level. This weight at local level is

further consolidated by the fact that the education sector (public schools) has been

coordinated by the religious networks since colonial times (André et al. 2010). Given the

advantages of this hybrid configuration for local actors, it would be better to design the |153]
State reconstruction project using this configuration rather than based on a more State-

owned and centralised model.
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7.1 Conclusions

The DRC debt relief agreement has certainly been effective with regards debt sustainability.
All the debt ratios®, with the exception of one, were reduced below their sustainability
thresholds on reaching the completion point (July 2010). In fact, the NPV of debt/export and
NPV of debt/fiscal revenue ratios are still under their sustainability thresholds. The only
exception until 2018 is that of the NPV of debt/GDP, which is as a result of the government
guarantee for the Congolese debt granted on the Chinese loan for the execution of public
infrastructure works. This debt relief operation has laid the groundwork for controlling
inflation and restoring economic growth after two decades of economic regression.

Debt relief certainly contributed to the return to economic growth but is not the only
explanatory factor. The peace dividend, the country’s reunification, government reforms
and the commitment by some Congolese to implement these reforms and the renewed
interest of foreign investors in the country’s economic potential, were just some of the
other factors that combined to define the start of a fragile reconstruction. However, the
impact of the relief process must not be understated. It has played a vital and central role in
the resumption of ODA from the different donors who have supported the post-conflict
reconstruction. Within the debt relief process, it was mainly the conditionalities® for
reaching the completion point and therefore debt relief which had a positive impact on
economic reconstruction.

However, the fact that compliance with these conditionalities took longer than planned,
demonstrates a fundamental problem with good governance in the country. In the case of a
HIPC country, the interim period between the decision point and the completion point
where the debt reduction is effective, normally takes three years. In the case of the DRC, this
period was extended to 7 years, from 2003 to 2010. The failure to comply with the conditio-
nalities related in particular to the budgetary slippages during the elections and the risk of
creating a new, unsustainable public debt through the Chinese contracts.

Alongside the impact on debt sustainability and the growth of the economy sought by the
debt reduction, the relief program for a HIPC country also aims to contribute to poverty
reduction. HIPC resources have broadly been spent in the areas covered by the debt relief
agreement, although the implementation methods for the projects financed by this
spending were considered below standard for a smooth implementation. It is perhaps still
too early to be able to give an opinion on the full effects of this spending, because some of
it, such as in the education and health sectors, will only become obvious over time.
However, our analysis can already draw an important conclusion regarding the pro-poor
nature of HIPC spending. The HIPC resources generated by interim debt relief are nota
convincing mechanism for poverty reduction (in the case of the DRC). Most of these
resources were clearly invested in a priority sector, namely education, which has certainly
made it possible to pay more teachers and therefore increase the number of children in

68

See section 5.2.2
69 Seesectionq.3
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education. In this sense, it contributed towards the MDGs. However, this increase in funds
has not reduced the costs of education for parents, and therefore even in this priority sector,
the effect on poverty is still mixed. Other HIPC funds have been used particularly to
strengthen the central government, which may have had a positive impact on the strengthe-
ning and reconstruction of the state. Even in this case, this means that these funds have not
achieved their declared poverty reduction objective and therefore have not been effective.

Finally, the decision to grant this debt relief to the DRC was essential for it to be able to get
back on its feet and return to the fold of the international community. An exclusion from
the HIPC programme and also the ODA programmes in support of this process would have
had a negative effect on the stability of the entire region. Has this process been efficient in
terms of cost for the international community? Even ignoring other interventions for
indebted, but richer countries, excluding the DRC from the HIPC programme would have
been more costly for the international community. Indeed, strictly speaking the direct
effects of the debt relief on the debt service have given more back to the international
community than they have cost it.

7.2 Lessons

The need for economic governance is still not internalised enough and is still too depen-
dent on discipline imposed externally, which weakens the reconstruction. Budgetary
slippages during the elections once again highlighted a central and key characteristic of this
governance while, the monetary financing for this ‘emergency spending’ reveals the BCC’s
lack of independence. Money creation should not depend on political decisions but
economic needs. The inclusion of the DRC in a regional monetary area or the independent
appointment of BCC manager(s) are two options able to resolve the problems of governance
and ‘emergency spending’.

Supporting this process of better governance and the need for investment without
government guarantees, and therefore an improved business climate is a long drawn-out
process and will still require a long period of support from the international community.
This sustained support must help to strengthen the reformist elements in the administrati-
ons so that the improvement in governance is sustainable.

Unlike the practices of the 1970s, the international community will avoid lending money
without any guarantee of repayment. In other words, private investments should be able to
refinance themselves without resorting to a government guarantee. In this sense, the IFIs
played a decisive role in the revision of the Chinese contracts. Only public infrastructure
expenditure (in the education, health etc. sectors) should be subject to external loans
guaranteed by the government. The ideal would be to use grants in addition to the
government’s internal efforts.

However, the revision of the Chinese contracts also revealed that the borrowing capacity of
a large country such as the DRC is extremely limited, because for debt sustainability reasons,



A clean slate - what next?

absolutely essential investments in infrastructure had to be halved. Thus, the mechanisms
that would develop a greater investment capacity in the field of international public goods
(e.g. hydro-electricity, carbon emission management, forest resources) had to be strengthe-
ned. It is obvious that such a focus must be combined with reforms in Congolese govern-
ment companies. The joint management of the production of these international public
goods should help increase the borrowing and repayment capacity.

The new approach to assistance, which targets budget support (without conditions) is
perhaps less suited to fragile, post-conflict countries. Debt relief, which is similar to budget
support, is an exception to this. All parties agree that you have to start over ‘with a clean
slate’. However, the major lesson from this debt relief is that in addition to the effects on
debt sustainability, it is the accompanying process of conditionalities which was most
important in encouraging improvements in governance. Ownership can and must go hand
in hand with the progress of governance.
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Annex1 Terms of Reference

1 Introduction

In 2007, the Policy and Operations Evaluation Department (IOB), Ministry of Foreign Affairs
of the Netherlands completed its analysis of the Netherlands’ African bilateral policy of the
Netherlands from 1998 to 20067. The following subjects were covered: general budget
support, debt relief, sectoral support, conflicts, good governance and humanitarian
assistance. In addition to this analysis, the IOB recommended the short-term implementa-
tion of an evaluation of debt relief to the Democratic Republic of Congo (DRC) and Nigeria™.
Indeed, these two countries were the main beneficiaries of debt cancellations applied by the
Netherlands during this period”. The large amounts involved and the issue of finding out
whether the poor in Nigeria and the DRC had benefited from this cancellation justified an
evaluation with a view to analysing the process and effects of debt relief on growth,
development, the public sector and poverty reduction. The Minister for Development
Cooperation supported this idea during a parliamentary session?.

Considering that this relief was granted in a multi-donor context, it was logical for the
evaluation to be approached as a joint exercise. At the instigation of the Netherlands, which
would manage it, the IOB therefore issued a call to the other evaluation services in the DAC
Evaluation Network (particularly the United Kingdom, France, Germany and Belgium).

Belgium, through its Special Evaluation Office of Development Cooperation (Sg) of the
Ministry of Foreign Affairs, Foreign Trade and Development Cooperation, indicated its
interest in cooperating on this joint evaluation. On the one hand, with a view to supple-
menting an evaluation underway on the Belgian policy in terms of debt relief (case study:
Cameroon), and on the other hand, because Belgium had granted considerable debt relief
for the DRC, Iraq and Nigeria’.

The United Kingdom (DFID - Department for International Development) and France
(Ministry of Finance) said that while they supported the idea of an evaluation on debt relief,
unfortunately, their evaluation schedule for the next two years meant that they could not be
involved in the proposed exercise.

7 10B ‘The Netherlands’ Africa Policy 1998-2006. Evaluation of Bilateral Cooperation’ (2007)

7 10B ‘The Netherlands’ Africa Policy 1998-2006. Evaluation of Bilateral Cooperation’ (2007), pp. 108/109
and 126.

2 Overall Dutch bilateral assistance to the Sub-Saharan Africa countries amounted to €5.8 billion in the
1998-2006 period. Debt cancellation represented €1.1 billion, including 90% (€1 billion) resulting from
export credits.

3 Report on the debates of the second Chamber, general consultation, 22 October 2008.

7a  Callissued during the DAC/OECD Network on Development Evaluation in November 2008. Furthermore,
in June 2009, the Directorate General for Development Cooperation of the Netherlands sent a letter to its
German, English and French colleagues inviting them to take part in a joint evaluation.

s The share of debt relief in Belgian ODA representing between 25 to almost 50% over the years in question.

[159]



1160 |

Annexes

In September 2009, the evaluation services of Belgium and the Netherlands decided to
begin the evaluation’s practical preparation in both countries. Approach papers presenting
the guidelines for the evaluation were drafted and submitted to Abuja (Nigeria) and
Kinshasa (DRC) for comments. In December 2009, a preliminary joint BE-NL mission went
to Kinshasa to collect reactions to this document. A similar mission took place in January
2010 to Abuja. The two missions met with key actors involved in the preparation and
monitoring of the debt relief in question - representatives of the public authorities and
donor communities as well as civil society organisations. The proposed evaluation received
very positive feedback.

Even though the nature of both interventions was similar, the characteristics specific to each
country required the drafting of separate Terms of Reference76. This document therefore
applies to the joint evaluation of debt relief from which the DRC benefited after 2002.

The evaluation covers two objectives: on the one hand, to satisfy an obligation for the Belgian
and Dutch ministries in question to account for the use of public funds (accountability) and on
the other hand, to learn lessons (learning) with a view to improving the effectiveness of
development assistance. Indeed, evaluating debt relief on such a scale would allow lessons to
be learned about the use of an assistance instrument that may increase over the coming years.

History of debt treatments”

The DRC has a long history of debt relief. Since 1976, more than 10 agreements have been
signed with the Paris Club”. The agreements of 1976, 1977, 1979, 1981, 1983, 1985 and 1986
followed the classic approach and a total amount of 4.4 billion USD was paid by the DRC.
The 1983 debt relief agreement was a specific payment (ad hoc) and concerned 883 million
USD, followed by that of 1989 (under Toronto terms) for an amount of 1.5 billion USD. Then,
the 2002 and 2003, along with - more recently - 2010 agreements were signed and are still
active.

At 31 December 2001, the external debt of the DRC amounted to 14.3 billion USD, including
9.7 billion USD owed to Paris Club creditors. In 2002, the IMF and the DRC, which in the

7 Although there were similarities between both sets of debt relief, these were two very different cases.
The DRCis a HIPC country, so in accordance with HIPC rules, was granted partial debt relief on reaching
the ‘decision point’. The balance will be cancelled once it reaches the ‘completion point’ probably
during 2010. Debt relief to Nigeria had a completely different basis and was implemented rather quickly
after the decision was made in 2005.

7 Source: http://www.clubdeparis.org

7 The Paris Club was founded in 1956. It is an informal group of government-creditors whose role is to find
coordinated and sustainable solutions to the payment difficulties experienced by debtor countries.
Decisions are made based on a consensus. While the debtor countries undertake reforms to stabilise and
restore their macro-economic and financial situation, Paris Club creditors provide an appropriate treat-
ment for the debt. This may take the form of rescheduling, which is deferred debt relief or in the case of
concessional rescheduling, a debt service reduction over a defined period (flow treatment) or from a
defined date (stock treatment). Source: http://www.clubdeparis.org
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meantime had become a HIPC country”, agreed a programme entitled ‘Poverty Reduction
and Growth Facility’ (PRGF). In accordance with the 67% Naples Terms®, this allowed for a
debt relief programme covering a total amount of 8.9 billion USD, 4.6 billion USD of which was
cancelled and 4.3 billion USD of which was rescheduled. When the DRC reached the decision
point of the Enhanced HIPC initiative on 28 July 2003, there was a new agreement with the Paris
Club (under Cologne Terms® - i.e. with a 90% cancellation rate) on 22 November 2003.

On1July 2009, the DRC’s debt with regards Paris Club creditors amounted to 6.9 billion
USD. On 11 December 2009, the IMF agreed a programme under the Extended Credit Facility
(ECF). Following this decision, on 25 February 2010 the DRC and the Paris Club reached a
new agreement whereby debts totalling 2.9 billion USD will be treated, including a
cancellation of 1.3 billion USD and a rescheduling of 1.6 billion USD. This debt treatment
will also be carried out under Cologne terms.

The table below summarises the agreements signed between the Paris Club and the DRC
since 1976.

List of debt treatments®?
Treatment date Treatment type Amount treated Status of the treatment

25 February 2010 Cologne 2.957 M USD active
22 November 2003 Cologne - active
13 September 2002 Naples 8.980 M USD active
23 June 1989 Toronto 1.530 M USD active
18 May 1987 Ad Hoc 883 M USD repaid
15 May 1986 Classic 350 M USD  repaid
18 September 1985 Classic 322 M USD repaid
20 December 1983 Classic 1,490 M USD repaid
9 July 1981 Classic 600 M USD repaid
11 December 1979 Classic 1,200 M USD  repaid
ler December 1977 Classic 170 M USD repaid
16 June 1976 Classic 280 M USD  repaid

7 The HIPC (Heavily Indebted Poor Countries) Initiative was launched in 1996 and was followed by the Enhanced
HIPCinitiative in 1999. Countries can claim debt relief or not based on a Debt Sustainability Analysis, track
records in terms of implementing policies and progress made within the framework of developing a poverty
reduction strategy. In early 2002, it was decided that the DRC had complied with the terms.

Treatment in accordance with Naples Terms at 67%: 1) a rescheduling of commercial loans treated over
23 years, including 6 years of grace, 2) a rescheduling of Official Development Assistance loans treated
over 4o years including 16 years of grace.

Cologne terms: 90% cancellation rate, rescheduling of ODA debt treated over 4o years with 16 years of
grace. Source: http://www.clubdeparis.org
http://www.clubdeparis.org/sections/pays/congo-la-republique
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Thus, the total amount cancelled by Paris Club creditors will amount to 4.6 billion USD
(2002/03) + 1.3 billion USD (2010/12), totalling 5,950 million USD.

The combined Belgium/Netherlands share in the 2003 debt relief represented approxima-
tely €1.6 billion, which is approximately 2.4 billion USD®, which is just less than 50% of the
total cancelled as part of the DRC’s debt treatment.

Belgian bilateral debt relief for the DRC up to the present day amounts to approximately €1
billion (from 2002 to today). This covers in particular the debts linked to export credits, but
also loans (State-to-State). On reaching the ‘completion point’ (currently scheduled for July
2010) some €480 million still have to be cancelled.

The Netherlands’ share in the debt relief concerns approximately €600 million. On the one
hand, €350 million were cancelled in 2002 and subsequent years. On the other hand, at the
‘completion point’, a remaining balance of approximately €250 million will be cancelled.

For Belgium, the agreement of 25 February 2010 will be equivalent to the cancellation of all
ODA debt and almost the entire balance of bilateral non-ODA debt still be due at that time.
For the Netherlands, the February 2010 agreement only covers non-ODA debt, i.e. commer-
cial loans, which relates to an amount estimated at approximately €250 million (300
million USD).

8  Due to the variations in the value of the dollar, the exact amount of debt cancelled can only be
calculated using quite a complicated calculation.



A clean slate - what next?

2 The Democratic Republic of Congo (DRC)
- Country background

The Democratic Republic of Congo is the second largest country in Sub-Saharan Africa, after
the Sudan, and the most populated in Central Africa. It spans two-thirds of the European
Union (2.3 million km?, which is about the size of Portugal, Spain, Italy, France,
Switzerland, Belgium, Luxembourg, the Netherlands, Germany, Denmark, Austria and
Poland combined). It is the 12" largest State in the world by size.

Population

Considering that there has been no population census for almost thirty years, the country’s
population is estimated at approximately 65-70 million inhabitants. Kinshasa is the main
city and with an estimated population of between 7-8 million inhabitants, the capital; it is
by far the largest, urban, French-speaking area in the southern hemisphere. The other
major cities are Lubumbashi, Kisangani, Mbuji-Mayi, Kananga, Mbandaka and Bukavu.

The DRC’s population is widely dispersed. It is estimated that a third of the population live
in urban areas.
[163]
There are several hundred ethnic groups that make up the Congolese people. Estimates vary
between 200 and 450 different groups, many of which have their own language. Generally,
five major groups are identified: the Bantou (80% of the population - where the Luba,
Mongo and Kongo are most numerous), Sudanese, Nilotic, Hamite and Pygmy groups.

The economy

The Democratic Republic of Congo has a great wealth of natural and mineral resources.
However, its economy slowed drastically from the middle of the 1980s and is only recovering
very slowly from these two decades of decline.

Since Belgian colonisation, the economy has focused strongly on exports, due particularly
to mining products. No high-tech industry was really developed by the colonisers or after
independence. For example, copper is extracted in great quantities, but it has to be exported
to be processed, before being imported again as finished goods (cables, electrical wires...).

Agriculture is the primary economic sector. The principal agricultural resources are coffee,
wood and rubber. Most of the population is still involved in agriculture even though
cultivated land represents only 3% of the country.

Despite the progress made through political and economic reforms over the past five years,
many communities live hand to mouth with little access to markets for buying and selling
goods and poor access to public services.
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The DRC is still a fragile, post-conflict country with enormous needs for reconstruction and
economic growth, but within the context of a severely limited fiscal space and weak
institutions®.

Poverty and inequality

The Democratic Republic of Congo is one of the poorest countries in the world, with
marked inequalities despite its multiple and diverse riches. Per capita income and human
development indicators remain among the lowest in Africa. This situation is explained by
the various conflicts with devastating effects that the country has experienced.

Human rights violations - the result of armed conflict - in particular among women and
children, have had serious repercussions on populations. It is estimated that 80% of the
population live below the poverty line set at 2 dollars per day. There are major regional
disparities. Poverty manifests itself through the malnutrition that affects women and
children and a general situation of food insecurity.

Political and administrative structure

The Congo is divided into 11 provinces. The constitution of the 3rd Republic provides for 26
provinces, these will come into effect once the institutions of the new Republic are
established.

The different sub-divisions are:

« province;

« district;

« territory;

« collectivity (sector or chiefdom);

+ group.

8 http://www.worldbank.org
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3 Theinternational debt relief policy and its
instruments®

3.1 International debt relief policy

The debt crisis that affected many middle income countries in the late 80s was fought in
part using debt relief arrangements® and partly using adjustment programmes®. Over the
next decade, some countries, mostly in Sub-Saharan Africa, continued to struggle with
considerable debts and had difficulties or did not even always manage to pay the debt
service®. This group of countries, that was soon known as the ‘Heavily Indebted Poor
Countries’ (HIPC), initially comprised 41 countries, 31 of which were severely indebted low
income countries®, 2 that were benefiting from a concessional debt treatment from the
Paris Club and 2 that were middle income countries, and in the middle of the 9os became
‘exclusively IDA’ countries - which resulted in them being considered for debt relief*°.

In the second half of the gos both creditor and debtor countries, along with the internatio-
nal financial institutions observed that the existing instruments and debt settlements were
ineffective in resolving the debt problem in HIPC countries. Key points of this debt differed
to that of middle income countries on which the majority of debt settlements of the 8os
were focused. One of the major differences was based on the fact that the HIPCs are not only
characterised by high debt levels, but also by relatively poor economic growth and the slow

8  This paragraph comprehensively describes the situation that prevailed during the process to settle the

DRC’s debt in 2002/2003 and the general developments in the field of international debt relief policy
and its instruments. More detailed developments relating to the period under evaluation (2002-2010,
see section 5) will be covered later in the same evaluation, if relevant.

Debt relief instruments (processes) include: debt rescheduling, concessional refinancing and the

granting of additional financial resources, all supported by close monitoring and conditionalities. This

process was complemented under London terms, and then under Naples terms, by a partial debt relief
under the strict conditions of additional adjustment measures and in accordance with a recommended
scheduled for the implementation of policy changes.

This refers to both the IMF adjustment programmes focused on demand and the WB structural

adjustment programmes focused on supply. See ‘The response of Investment and Growth to

Adjustment Policies: Lessons from Eight Countries’ (mimeo, IMF, Washington DC, September 1995),

‘Adjustment in Africa. Reforms, Results, and the Road Ahead’ (World Bank Policy Research Report, New

York, 1994) and ‘Adjustment in Africa. Lessons from Country Case Studies’ (Worldbank, Ishrat Husain

and Rashid Faruquee (eds), Washington DC, 1994).

See ‘Analytical aspects of the debt problems of heavily indebted poor countries’ (Policy Research

Working Paper, nr1618, by Stijn Claessens, Enrica Detragiache, Ravi Kanbur and Peter Wickham, IMF/

Wereldbank, Washington DC, June 1996).

8  See World Debt Tables 1994-95.

% The g1 countries were: Angola, Benin, Bolivia, Burkina Faso, Burundi, Cameroon, Congo-Brazzaville, lvory
Coast, Ethiopia, Ghana, Guinea-Bissau, Guinea-Conakry, Equatorial Guinea, Guyana, Honduras, Kenya,
Laos, Liberia, Madagascar, Mali, Mauritania, Mozambique, Myanmar, Nicaragua, Niger, Nigeria, Central
African Republic, Rwanda, Sao Tomé & Principe, Sénégal, Sierra Leone, Somalia, Sudan, Tanzania, Chad,
Togo, Uganda, Vietnam, Yemen, Zaire and Zambia (‘Analytical aspects of the debt problems of heavily
indebted poor countries’ (Policy Research Working Paper, nr 1618, by Stijn Claessens, Enrica Detragiache,
Ravi Kanbur and Peter Wickham, IMF/World Bank, Washington DC, June 1996, p.1).
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implementation of economic reform programmes. The link between debt and the imple-
mentation of reform programmes even seemed crucial’. Another important difference
between the two groups of countries was related to the creditor countries; in the HIPCs,
creditors were mainly official creditors (bilateral and multilateral), as opposed to the private
commercial creditors of the middle income countries®.

3.2 Debt relief instruments

Summary:

In 1996, the Bretton Woods Institutions, IMF and World Bank created the ‘Heavily Indebted
Poor Countries Initiative’, in brief, the HIPC Initiative (or HIPC-I), which aimed to bring the
external debt of HIPCs back to a sustainable level. In 1999, a general revision of the HIPC
initiative led to the Advanced HIPC Initiative (HIPC-II). In 2005, the (Advanced) HIPC
Initiative was supplemented by the Multilateral Debt Relief Initiative (MDRI) in order to
speed up the achievement of the Millennium Development Goals (MDG).

For more detail:

The IMF and World Bank launched the HIPC initiative in 1996 with the general aim of
ensuring that no country is faced with a debt burden it cannot manage. In 1999, a compre-
hensive review of the initiative led to the creation of the Enhanced HIPC initiative allowing
the provision of faster, deeper, and broader debt relief and strengthening the links between
debt relief, poverty reduction, and social policies®. In order to claim debt relief, the HIPC
countries had to establish a poverty reduction strategy.

In 2005, to help accelerate progress towards the United Nations Millennium Development
Goals (MDGs), the Group of 8 (G8) major industrial countries proposed that three multila-
teral institutions - the IMF, the International Development Association (IDA) of the World
Bank and the African Development Fund - cancel all their debt claims on countries that have
reached or will eventually reach the completion point - a stage at which a country becomes
eligible for full and irrevocable debt relief - under the joint IMF and World Bank Enhanced
Heavily Indebted Poor Countries Initiative (HIPC Initiative).

So, the HIPC Initiative was supplemented by the Multilateral Debt Relief Initiative (MDRI).
The MDRI provides for 100 percent relief on eligible debts by three multilateral institutions
- the IMF, the World Bank and the African Development Fund (ADF) - for countries comple-
ting the HIPC Initiative process.

The HIPC Initiative entailed coordinated action by multilateral organisations and govern-
ments to reduce to sustainable levels the external debt burdens of the most heavily indebted
poor countries The MDRI goes further by providing full debt relief to free up additional
resources to help these countries reach the MDGs. Unlike the HIPC Initiative, the MDRI

o 1lbid, p. 3.
2 |bid, p.3.
% Source: http://www.imf.org/external/np/exr/facts/fre/hipcf.htm
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does not propose any parallel debt relief on the part of official bilateral or private creditors,
or of multilateral institutions beyond the IMF, IDA, and the AfDF*.

The debt relief process under the HIPC Initiative is quite complicated and concerns many
aspects: the eligibility criteria, the conditionalities, the various debt relief arrangements,
the financing, the debt sustainability analysis, etc. Itis not possible to explain all these
elements within these Terms of Reference. Due to its specific relevance to DRC debt relief,
we will only cover the two-step process, i) the decision point and ii) the completion point.

HIPC - a two-step process®

First step: decision point. To be considered for HIPC Initiative assistance, a country must

fulfil the following four conditions:

« beeligible to borrow from the World Bank’s International Development Agency, which
provides interest-free loans and grants to the world’s poorest countries, and from the
IMF’s Extended Credit Facility, which provides loans to low-income countries at subsi-
dised rates;

« face an unsustainable debt burden that cannot be addressed through traditional debt
relief mechanisms;

« have established a track record of reform and sound policies through IMF and World Bank
supported programs;

« have developed a Poverty Reduction Strategy Paper (PRSP) through a broad-based
participatory process in the country.

Once a country has met or made sufficient progress in meeting these four criteria, the
Executive Boards of the IMF and World Bank formally decide on its eligibility for debt relief,
and the international community commits to reducing debt to a level that is considered
sustainable. This first stage under the HIPC Initiative is referred to as the decision point.
Once a country reaches its decision point, it may immediately begin receiving interim relief
on its debt service falling due.

Second step: completion point. In order to receive full and irrevocable reduction in debt

available under the HIPC Initiative, a country must:

« establish a further track record of good performance under programs supported by loans
from the IMF and the World Bank;

« implement satisfactorily key reforms agreed at the decision point;

« adopt and implement its PRSP for at least one year.

Once a country has met these criteria, it can reach its completion point, which allows it to
receive the full debt relief committed at the decision point.

% Source: http://www.imf.org/external/np/exr/facts/fre/mdrif.htm
9%  Source: http://www.imf.org/external/np/exr/facts/fre/hipcf.htm
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Status report in February 2010:

Of the g0 countries eligible or potentially eligible for HIPC Initiative assistance, 28 are
receiving full debt relief after reaching their completion points. Seven countries have
reached their decision points and some of them are receiving interim debt relief. Five other
countries, which have been identified as potentially eligible for HIPC Initiative assistance
have not yet reached their decision pointg6.

List of countries that have met the required conditions to benefit from HIPC Initiative assistance, which are
eligible or potentially eligible and perhaps wish to receive this assistance (at 30 January 2010)’.

Countries that have passed the completion point (28)

Interim phase countries (between the decision and completion points) (7)

Countries that have not reached the decision point (5)

As the table above shows, the DRC had not reached the completion point in January 2010
and consequently has not yet benefited from the general planned debt relief. The country
was also not considered for relief under the MDRI*.

% |bid.
o |bid.
% http://www.imf.org/external/np/exr/facts/fre/mdrif.ntm
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q  Objective and questions of the evaluation

4.1 Evaluation objective

The two evaluation objectives are: 1) to draw on lessons learned and 2) to account for the
use of a (still) unknown amount of ODA®. It is however important to note that the 2002/03
debt relief has not yet been evaluated.

4.2 Evaluation questions

4.2.1 Reasoning process

The evaluation questions are based on a reasoning process that describes the relationships
between inputs and outputs (= efficiency), outputs and outcomes (= effectiveness) and outcomes
and impact (= relevance). This is illustrated in the following evaluation matrix.

In this table, ‘Inputs’ refer to financial resources, political dialogue and/or conditionalities.
‘Outputs’ refer to debt reduction, pro-poor spending, anti-corruption measures and
macro-economic and public sector reforms. They try to answer the question: ‘Has that been
achieved?’, while the ‘outcomes’ answer the question: ‘Did that work?’, “‘What are the
outcomes: more investments, improved public finance management, less corruption, less
poverty?’ie°

Finally, the issue is also raised as to whether the outcomes - and potentially the impact if we
can determine it - are sustainable.

The two evaluation objectives lead to one of the most important evaluation questions
relating to the lessons learned from this (these) experience(s).

9 The source of the amount of cancelled debt (‘sovereign debt’) can be found either in the commercial
transactions performed by the export credit bodies but on behalf of the State, or in the official loans
(bilateral) previously agreed with the DRC. These official loans were already reported as ODA to the DAC
when they were granted. Debt relief amounts that have already been declared as ODA cannot be reported
as such again. The study of the official documents, records and archives, along with the analysis of the
reporting to the DAC should give a better view of the exact amounts in each of these two categories.

° This list of questions is not exhaustive. See the evaluation matrix for more detail.
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Evaluation matrix

PRECONDITIONS

« Country’s political-institutional history (including its conceptualisation as a post-conflict country)

« Historical formation of the country’s external debt

« Country’s level of governance and public resource management

« Debt strategy and institutional framework for managing the DRC’s debt

« History of the aid policy of Belgium and the Netherlands towards the country

« International framework of debt reduction initiatives (HIPC/MDRI)

« International agreements (OECD/DAC) for treatment of debt reduction as ODA

« Treatment mechanisms for relief in the public finances of Belgium and the Netherlands (including
compensatory intra-creditor transfers)

Sources Evaluation
criteria

[170]
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4.2.2 Efficiency, effectiveness and impact

Efficiency

For an idea of the efficiency of debt relief, it is not enough to determine the financial
importance of the relief, the forms and arrangements used during relief must also be
analysed. Furthermore, the conditions imposed on recipients are as important as the
preparation process, the decision process and the implementation of the activities related
to debt relief.

All this must be compared with the direct results, especially the reduction in the debt
burden and stock of debt, changes in public spending and the balance of payments
situation. The evaluation should also analyse to what extent the conditions imposed have
been satisfied and what role they have played in achieving the objectives.

Analysing the efficiency also raises the issue of the counterfactual. Given that there is no
commonly accepted definition of this notion, the evaluation team was asked to develop this
subject in the Plan of Approach. The counterfactual can be described as the imaginary/virtual
situation if the debt relief had not taken place and without the application of the related
conditionalities. Thus, the question of additionality will also be analysed: are the cancelled
amounts that have been reported as Official Development Assistance (ODA), additional to
the ODA flows granted to the DRC by the Paris Club creditor countries involved? DAC
statistics on ODA provided by its members would give us an answer to this question.

Effectiveness

Debt relief is granted with the aim of achieving clearly defined results. The most obvious
being to make the debt burden (that has become unbearable) more sustainable. This
happens when the debt service to export ratio falls, along with the country’s total debt to
GNP ratio. Furthermore, reducing the stock of debt means a reduction in the debt over-
hang* which may encourage investment and increase the international creditworthiness of
the country in question (and subsequently the inflow of private capital).

The provision of ODA resources is justified by the development cooperation objective,
namely poverty reduction. The question of the effectiveness of debt relief as an aid
instrument will therefore focus on the impact at micro level, particularly on households
and companies.

Relevance
Relevance refers to the link by which the inputs, via the outputs and outcomes, contribute
to the impact. The question of relevance also refers to the issue of finding out to what

©2 Debt overhang refers to a creditworthiness problem which is so considerable that creditors no longer
expect full repayment of the debt. If the level of debt rises again, in the case of a ‘debt overhang’, the
debt service will no longer increase in proportion to the increase in the stock of debt (as is normally the
case) but will gradually reduce. In such a situation, debt cancellation is in the interest of both the debtor
and creditor, because if the debt burden falls, the debtor will in fact be better placed to repay the
remaining debts. Indeed, this increases the value of the subsidiary debt.
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extent the policy pursued (by Belgium and the Netherlands) was a useful and appropriate
response to the debt problem and the priorities with regards development. In this regard, it
is important to assess not only the policy pursued by both countries to relieve existing
debts, but also what role these countries played in forming these debts'®.

4.2.3 The most important evaluation questions

The most important evaluation questions are:

» What political, economic and institutional developments preceded the 2002/2003 debt
relief and led to the debt treatment agreement?

« Did the debt relief result in sustainable debt for the DRC - or are there favourable
prospects for debt sustainability?

» Whatrole did the conditionalities that accompanied the debt agreement play?

» What developments took place after 2002/03 in terms of poverty indicators in the DRC
and to what extent did the debt relief and the accompanying conditionalities contribute
to poverty reduction?

«» Atwhat point are the outcomes sustainable?

» What lessons can be learned regarding the validity and relevance of the intervention logic
underpinning ‘debt relief as a means of stimulating economic growth and promoting
poverty reduction?’

The questions above can be subdivided in to a certain number of additional questions.

What political, economic and institutional developments preceded the 2002/2003 debt

relief and led to the debt treatment agreement?

Additional questions:

» How was the ‘sovereign debt’ created and what is the cause of the debt problem?

» Who (which institutions) are the most important ‘actors’ in the DRC in preparing and
implementing the debt agreement?

» What is the Congolese debt management policy?

+ What goals were the Congolese government seeking to achieve by signing the debt
treatment agreement?

« What goals were the Paris Club creditors seeking to achieve by signing the debt treatment
agreement?

» What are the Belgian and Dutch policies in terms of debt (relief) and how was that
reflected in the debt treatment agreement and the accompanying conditionalities?

» Who was the ‘promoter’ of the process that led to this debt relief agreement?

Did the debt relief result in sustainable debt for the DRC - or are there favourable
prospects for debt sustainability*+?

In the case of the DRC, the period between the ‘decision point’ (reached in July 2003) and
the ‘completion point’ (scheduled for June 2010) has been rather long. This is due to various

3 By policy pursued, we also mean the position that Belgium and the Netherlands adopted in the
multilateral forums where joint debt relief was negotiated and decided, such as the Paris Club, the HIPC
initiative, the Multilateral Debt Relief Initiative (MDRI) and the Bretton Woods Institutions.

%4 This question relates to both the DRC’s external and internal debt.
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factors'*s. The evaluation will focus on these elements. At the time of writing these Terms of
Reference, the completion point has not yet been reached. This will perhaps take place
during the evaluation’s implementation period.

Additional questions:

« Inthe event of an affirmative response to the main question above: ‘what factors
contributed to or explain the outcome?’

« In the event of a negative response to the main question above: ‘what factors contributed
to or explain this outcome?’

« Did other creditors — outside the Paris Club — provide debt relief after 2002/03? What role
did the Paris Club play?

« Whatrole did the Public Debt Management Office (OGEDEP) play - both in the forming of
(new) debts and the management of existing debts - and was OGEDEP the only relevant
institution in this area? If not, what institution(s) played a part and what was its (their)
relationship(s) with OGEDEP?

What role did the conditionalities that accompanied the debt agreement play?
Here, we will also analyse both the relationship between one (or several) inputs and the
output and the relationship between output and outcome. Therefore relates to both
efficiency and effectiveness.

The conditionalities can roughly be divided into two groups: 1/ the conditions imposed by
the IMF as part of the 2002 Poverty Reduction and Growth Facility (PRGF) and the 2009
Extended Credit Facility (ECF) (see ‘History of debt treatments’ above) and 2/ the conditions
related to the Enhanced HIPC initiative (the DRC having been a HIPC country since 2003).

The following conditions appear in the first group: improved public finance management,
including the reduction in the budget deficit and the introduction of macro-economic
reforms. Poverty reduction is the most important condition in the second group. The DRC
policy with regards this final condition is also a policy objective and as such appears in the
‘National Growth and Poverty Reduction Strategy Paper’ (GPRSP).

Additional questions:

The IMF conditions:

+ What short-term results were achieved? What are the short- and medium-term prospects?

+ What role did the macro-economic reforms play, alongside other variables, in the
macro-economic performance of the DRC after 2002/03? This question mainly focuses on
economic growth, the balance of payments and developments in the banking and
financial sectors, paying particular attention to the influence of the recent financial crisis
in Western countries and the resulting economic recession.

The (potential) effect of the contracts with China is one of the key factors, but this is far from the sole
explanation for this delay in reaching the completion point.
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» Whatrole did the monetary and exchange rate policies pursued since 2003 play in
macro-economic developments?

» What progress has been recorded in the area of improving public finance, especially debt
management? This question also targets the area of governance and accountability.

« Have the tax policy and public spending been effective in improving economic growth
and poverty reduction? What was the ‘pro-poor’ rate of public spending?

What developments took place after 2002/03 in terms of poverty indicators in the DRC
and to what extent did the debt relief and the accompanying conditionalities contri-
bute to poverty reduction?

HIPC countries generally establish a poverty reduction strategy. In the DRC this was
expressed in a policy document now entitled ‘National Growth and Poverty Reduction
Strategy Paper’. Indicators such as the Millennium Development Goals (MDG) are used to
measure progress in this area. Furthermore, as a result of the debt service saved through
debt relief, additional funds have been available to dedicate to poverty reduction. In
summary, 3 related questions can be asked, the first having been formulated above:

» What was the ‘pro-poor’ rate of public spending and the tax and monetary policy?

« What progress has been recorded in terms of achieving the MDGs? Does a trend appear?
« Have the funds saved on the debt service been used for poverty reduction?

The answer to this last question means paying particular attention to the ‘HIPC Funds’ that
have been created.

Considering that the completion point (and subsequently the awarding of additional debt
relief) took more time than initially planned, the benefits of debt relief, in this case, relief
on the debt service, are less than expected. An evaluation of the effectiveness of the
spending financed by the savings on the debt service will have to be considered.

In practical terms:
+ Has the use of the amounts saved on the debt service resulted in or contributed to an
improvement in the poverty situation in the DRC?

Atwhat point are the outcomes sustainable?

This question is only relevant if the completion point is reached in 2010. With this assump-

tion, the following questions arise:

+ What are the short- and medium-term prospects for debt sustainability?

« What is the short- and medium-term (3 to 5 years) sustainability of the outcomes achieved
in terms of the macro-economic environment and public finance management,
especially public debt management, combating corruption and poverty reduction?

What lessons can be learned regarding the validity and relevance of the intervention
logic underpinning ‘debt relief as a means of stimulating economic growth and
promoting poverty reduction?’

The answers to the questions preceding section will be based on the evaluation matrix
presented in table 1. This matrix may require certain adjustments during the evaluation’s
implementation period. Consequently, suggestions for adapting the underlying interven-
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tion logic relating to debt relief may be made. Here, it is important to note the role that the
conditionalities have played.

The current intervention logic

The intervention theory/logic is based on the assumption that debt relief maylead to a
sustainable debt in one of two ways, and may therefore contribute to economic growth
and/or poverty reduction:

Improvement in liquidity levels.

Through relief on the debt service (=interest and repayments), financial resources are
freed up that can then be dedicated to new imports and public spending. In turn, these
may result in or contribute to economic growth through an increase in private and public
investments, better use of the available investment goods and greater spending in the
social sectors.

Improvement in the country’s creditworthiness.

Through a reduction in the debt (stock of debt), the receiving country’s creditworthiness
improves which may result in more investments, an inflow of foreign private capital and/
or a larger local private capital offer. In turn, these elements may result in or contribute to
an improvement in economic growth and under certain conditions, poverty reduction.
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5  Limitations of the evaluation and analysis
method

5.1 Limitations of the evaluation
The period under evaluation extends from 2002 to 2010.

The effects of Belgian and Dutch efforts cannot be isolated from those of other donors. The
evaluation will therefore focus on the total amount of debt relief that has been achieved so
far, which is US$8,980 million including US$4,640 million cancelled. If the completion
point is reached during the evaluation, the associated debt relief will be included in the
evaluation, which is US$2,957 million including US$1,310 million cancelled.

Potentially (theoretically), the debt relief under evaluation would therefore be US$11,937
million including US$5,950 cancelled.

The Bretton Woods Institutions (IMF and World Bank) play a special role in the international
debt relief policy (HIPC initiative I and Il and MDRI). The IMF generally performs a monito-
ring role, also considering the agreements that this organisation has entered into with the
receiving country, the DRC. Here, this concerns consultations within the framework of Art.
4 and within the scope of the Poverty Reduction and Growth Facility (PRGF) and the
Extended Credit Facility (ECF). Both organisations have also approved the DRC’s poverty
reduction paper now entitled ‘National Growth and Poverty Reduction Strategy Paper’.

The evaluation will not examine the activities of the IMF and WB in the DRC resulting from
their general mandate. Neither will it analyse the HIPC I and II or the MDRI debt relief
mechanisms. The evaluation will not pay greater attention to the (core financing) resources
made available to the World Bank and the IMF by Belgium and the Netherlands and which
are used to finance debt relief or related activities. However, the evaluation will include an
analysis of the importance of the conditionalities associated with debt relief, which are also
approved by Belgium and the Netherlands, along with the implementation of these
conditionalities and the monitoring of this implementation process.

5.2 Evaluation methodology

The Belgian and Dutch decision-making processes regarding debt relief granted to the DRC
will be reconstructed based on an analysis of official publications, records and archives and
interviews with those involved in both countries, within and outside the ministries in
question (Finance and Foreign Affairs).

The debt relief evaluation methodology will combine quantitative and qualitative analyses.
The evaluation will be based on a factual examination of macro-economic, socio-economic
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and other data, such as the qualitative analysis of institutional or legislative developments,
etc.

The question of effectiveness will focus on 4 effects: (1) unlocking financial resources for
(additional) imports and public spending; (2) increasing the flow of private capital as a
result of improved creditworthiness; (3) improved performance in terms of governance,
accountability and institutional operations; (4) the trends observed in the poverty situation in
the DRC.

An important part of the evaluation will consist in a detailed study of ‘grey’ literature
(unpublished reports from parties in the DRC and other sources), poverty assessments,
household surveys, etc. The preliminary analysis already carried out showed that there is a
lot of statistical information, sometimes in electronic format, sometimes as paper copies.
This relates to reports and other publications from institutes in the DRC, IMF and the WB,
OECD/DAC documents, DAC aid statistics, etc. The documentary research will have to be
supplemented by interviews.

Another important part of the evaluation will be carried out during the field study. Part of
this study will consist in collecting and analysing tangible data regarding spending from
funds saved through debt relief. Furthermore, there will also be an emphasis on the actors,
the decision-making process for debt management and more generally, public sector
management. An analysis of the provinces and not solely in Kinshasa has been requested.
The provinces will be selected through a close partnership between the contracting
department and those carrying out the evaluation based on criteria to be defined.

The documentary research and field study will be complementary. Interviews will be
organised with key individuals, particularly in the DRC, Belgium, the Netherlands and the
United States (Washington DC) and will include civil servants from the public authorities of
the aforementioned countries, representatives from the donor community and civil society
and also independent experts with a country expertise (the specific nature of the Congolese
context) and/or in the field of debt relief, public finance and poverty reduction.

One specific problem will be that of attribution: is it possible to establish without any doubt
a causal relationship between the input and output, the outcome and potentially the
impact? This debt relief evaluation is, perhaps more than any other evaluation, faced with
this problem of attribution, due to the nature and scale of the intervention. However, the
evaluators will attempt to answer this question. If this is not possible, they will establish an
alternative ‘probable scenario’.
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6 Organisation and planning

6.1 Organisation of the joint evaluation

6.1.1 Preparation and calls

The following paragraphs are based on the agreements drawn up (MoU) between the
Special Evaluation Office (Belgium) and the IOB (Netherlands). It has been agreed that the
10B will be the lead agency for the organisation of the joint evaluation.

The preparation of the joint evaluation, particularly writing the Terms of Reference, was
carried out in consultation between the Belgian and Dutch services, with significant
contributions from key actors and consultation contacts in both Europe and the DRC. The
preliminary mission was particularly useful and an opportunity to gather and include a
certain number of suggestions in the final Terms of Reference. These have been officially
approved by the Directors of both evaluation services involved, S4 and I0B.

The call procedures for the evaluation comply with European regulations. In accordance
with the BE-NL MoU, the IOB is also responsible for calls on behalf of the Belgian party and
will be the contracting department within the framework of the evaluation. 1179

The contracting department will apply the rules authorising the creation of specific bids
before the process of agreeing a separate contract with an expert with a view to writing an
executive summary on the country’s background as preparation for the evaluation. This
contextual study of the country will be made available to the evaluation team.

6.1.2 Local participation, quality control and general management

Local participation in the evaluation is encouraged and ensured in two ways. On the one
hand, the Congolese authorities and independent experts have been invited, along with

representatives from the donor community, to take part in a local advisory group. On the
other hand, the evaluation team must include a Congolese expertise, through Congolese
consultants (condition included in the call).

The main function of the local advisory group (‘Kinshasa Advisory Group’) is quality control.
Then there is the issue of ownership - Paris Declaration (2005) and Accra Agenda for Action
(2008) - and the wish to capitalise on and learn from the evaluated intervention.

With regards the composition of the local advisory group, during the preliminary mission,
the various partners expressed their wish to combine the advisory group with a thematic
group already existing in Kinshasa which deals with economic governance - in the spirit of
the Paris Declaration and the Accra Agreements. The exact composition of this group has
notyet been defined but will bring together representatives from the public authorities,
donors and civil society.
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This group will be presided over alternatively by the Belgian Ambassador and the Dutch
Ambassador.

Quality control is ensured in three ways: Firstly via the Kinshasa Advisory Group (see above)
Secondly, a steering committee based in Europe the ‘Europe Reference Group’, will also be
created to supervise the evaluation and guarantee the quality control of the evaluation
work. It will meet in Belgium or the Netherlands. This Europe Reference Group will be
comprised of external independent experts and representatives from both Ministries of
Foreign Affairs and Finance. The committee will be presided over by one of the members of
the evaluation management committee. Finally, the evaluation will be managed and
monitored by a joint Evaluation Management Committee between Sq4 and the I0B. This will
monitor each of the steps in the evaluation and will be responsible for regular contact with
the evaluation team.

The IOB is the lead agency, both in terms of management and content. A Memorandum of
Understanding, signed between Belgium and the Netherlands defines the practical partner-
ship arrangements.

6.1.2 Reporting
All the reports will be written in French. A summary of the final report in French and Dutch
is also planned.

6.2 Planning and schedule

6.2.1 Planning

During the preparation phase (last quarter 2009), an Approach Paper will be discussed with
the stakeholders and the specification for the public call will be finalised.

The objective is to be able to agree the selection procedure for the contractor and the
evaluation team before the end of June 2010. In principle, the delivery of the final report is
scheduled for 31 March 2011.

6.2.2 Timeline
December2009  Preparatory mission in Kinshasa.
February-March ~ Writing of a draft Terms of Reference

April-May Selection of the evaluation team
Contextual study
May-June Finalisation and approval of the Terms of Reference

Meeting of the Europe Reference Group
Approval of a methodology paper

July-August Literature review (Evaluation team)
Submission of the interim report
September Field mission in the DRC (Evaluation team)

Meetings (2) with the Kinshasa Advisory Group
October Meeting with the Europe Reference Group
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January 2011
February 2011
March 2011

May 2011
June 2011

2nd mission in the DRC for discussions with the Kinshasa Advisory Group
on the provisional Evaluation report (1st draft)
Discussions with the Europe Reference Group on the provisional
evaluation report (2nd draft)

Final evaluation report

Publication of the report

Report (in Kinshasa + Brussels)
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Annex3 Key peopleinterviewed

3.1 Key people interviewed in the Netherlands

Organisation Name Position

Ministry of Foreign Affairs

Ministry of Finance

Atradius

3.2 Key people interviewed in Belgium

Organisation Position

Ministry of Foreign Affairs

Ministry of Finance
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Organisation Position

ONDD

3.3 Key people interviewed in the Democratic Republic of
the Congo

Organisation ‘ Position

Government of the Congo
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Organisation Position

Civil Society

Organisation ‘ Name ‘ Position

World Bank
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International Monetary Fund

Belgian Embassy Washington
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Annexq Thearm wrestling between China,
the DRC and the IMF: The revision of
the Chinese contracts in the DRC

1. Introduction

In last year’s yearbook, we demonstrated how the DRC was vulnerable to external crises.
After the 1998-2003 war, which had aggravated the long period of regression, the DRC had
re-established growth in its economy'. This recovery in the Congolese economy is essential
in stopping the impoverishment of the country and its population. Clémant had calculated
that it would take 75 years of sustained growth at approximately 5% per year to reach the
1960s level of per capita income'. But the reconstruction which started in 2002, has proved
to be very fragile since the ups and downs of the international banking crisis resulted in the
good growth projections of 10% in 2008 and 2009 melting away'*.

The conduit of the international crisis in an extroverted economy such as the DRC was
obviously the fall in the prices for raw materials on world markets which are first to feel the
effects of a crisis on the real economy. The direct effects of the crisis were therefore firstly
reflected by a rise in unemployment in the mining sector. However, through the indirect
effects, the influence of the crisis did not stop there. Indeed, since the own revenues of the
Congolese State depend by up to 60 to 70% on export and import taxes, the State saw its
budget decrease and thus had to adapt its spending. An even more significant indirect effect
was the loss of value in the Congolese franc. In fact, the drop in export earnings led to a
decrease in the international reserves of the Central Bank of the Congo (BCC), which
consequently, could no longer stop the fall in the exchange rate and therefore import prices
expressed in Congolese francs started to rise. Consequently, purchasing power fell.

The research question that concerns us is therefore whether the fundamental trends that
heralded a certain break with the past, namely - the recovery in growth including through
the Chinese contracts - will be compromised by this crisis or other factors not related to this
crisis.

In this article, we will analyse one aspect of this potential resumption in investments which
is a necessary condition for the reconstruction of any economy: the contracts that the DRC
agreed with a consortium of Chinese companies. However, before pursuing this point, it is

6 Cassimon, D., Marysse, S., Verbeke, K., ‘L'impact de la crise sur le développement en RDC, in LAfrique des
grands lacs. Annuaire 2008-2009, L'Harmattan, Paris, 2009, p. 161-182.

7 This calculation can be found in Clement, J., ‘The Democratic Republic of the Congo: Lessons and
challenges for a country emerging from war’, in Clement, J. (ed.), Postconflict Economics in Sub-
Saharan Africa: Lessons from the Democratic Republic of the Congo, Washington, D. C., International Monetary
Fund, 2004 however the population also tripled during this time, which would reduce this period to
‘just’ 25 years.

8 Cassimon, D., Marysse, S., Verbeke, K., op. cit., p. 170.
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important to note that the Chinese investments are far from solely responsible for the
growth seen in the DRC since 2003™° and have not yet played this role because they are still
not fully operational. The resumption is certainly due to other factors, such as investments
by the Congolese diaspora or large Congolese traders who invest in construction (or even
new investments in the mining sector).

The Chinese contracts, which were first issued and signed in August 2007 experienced delays
and were only finally signed after China agreed to an amendment that was demanded by the
International Monetary Fund™°, in November 2009. These contracts, which represented
China’s largest ‘deal’ in Sub-Saharan Africa to date, are an essential element in the recon-
struction of the Congolese economy. Indeed, while the international community had made
investments in terms of financing elections and security (MONUC), it had not made a
concerted effort to rebuild the infrastructures, the first priority for an economic recovery.
This is where the Chinese saw an opportunity and it is also their strength and their way into
Africa. China needs this way in to gain access to the raw materials in Africa, which is not
only the only continent where there is still an abundance of raw materials, butis also a
continent which is not yet completely controlled by multinational companies reluctant to
work or invest in mining production under difficult governance and infrastructure
conditions. The beauty of the Chinese contracts is that they can offer the DRC what it needs
in exchange for what China needs in the same ‘deal’. In the Western approach, actors are
distributed across various decision-making points, with different processes and multinatio-
nal companies cannot offer infrastructure loans in return for access to raw materials.

Firstly, we will summarise the situation with the Chinese contracts and their impact on
development before the IMF’s intervention (2" section). Then we will see what changes
were made to the contracts, why only the IMF was able to intervene and change certain
conditions in these contracts and why (3"section). Finally, before concluding, we will assess
how beneficial or harmful this intervention, this ‘arm wrestling’ between China, the DRC
and the IMF was for Congolese development.

°9 |n the IMF Report, DRC: Staff Report for the 2009 Article IV Consultation, Request for a Three-Year
Arrangement Under the Poverty Reduction and Growth Facility, and Request for Additional Interim
Assistance Under the Enhanced Initiative for Heavily Indebted Poor Countries, IMF Report No. 10/88,
Washington, DC, March 2010, it is calculated that the only impact of the Chinese contracts on growth
would contribute 1 to 2 % of this growth rate over coming years.

"o This is clearly apparent in an internal Congolese government document in response to the objections
formulated by the IMF/World Bank mission of 10-23 September 2008, ‘Réaction de la partie congolaise a la
note conjointe FMI/Banque Mondiale relative aux implications sur la viabilité de la dette de la convention de
collaboration conclue entre la RDC et un groupement d’entreprises chinoises’
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2. Theevaluation of the chinese contracts
before the IMF’s intervention™

On 17 September 2007, the DRC government and a group of Chinese government corporati-
ons"? signed a cooperation agreement between the two countries. The Chinese agreed to
build 3500 km of roads, as many km of railways, rail and road infrastructures especially in
Kinshasa and 31 150-bed hospitals and 145 health centres. All for an estimated value of 6.5
billion dollars.

These works will be carried out by Chinese companies and financed by loans from the China
Exim Bank. The repayment of these loans was guaranteed through the creation of a joint
venture with a majority Chinese interest which will mine, produce and supply eight million
tonnes of copper, two hundred thousand tonnes of cobalt and 372 tonnes of gold'. The
loan related to the modernisation of mining production plant would be 3.2 billion
dollars. So the total would be 9.2 billion dollars, an amount equivalent to the principal of
the total debt accumulated under the Second Republic.

This contract, the biggest that China has yet signed in Africa, was and is the source of
intense and contradictory debates. Euphoric reactions often come from sources close to the
government side"s. The editorial in the popular magazine LAvenir calls on ‘the population
to resist because for a long time, they [the Congolese] have been oppressed by Western
governments and multinationals... the time has come to break with the traditions and
stand firm against the IMF and the World Bank, because our country has not seen the light
at the end of the tunnel yet. On the contrary, the social inequality gap in the Congo is only
widening. The great pressure put on Congolese decision-makers by Western actors is a mere
consequence of selfishness and bad faith’. However, the ‘win-win agreement between the
DRC and China is... an example of cooperation... without any hidden agenda of exploita-
tion. They form a win-win cooperation™*.

On the other side of the discussion there are two major concerns, one economic and one
political, that have been brought up. From an economic point of view, international
institutions have warned the DRC that a heavier debt burden may again hamper the
reconstruction process and increase ‘the risk of slippage in the macro-economic frame-

"™ This section is heavily based on Marysse, S., Geenen, S., op. cit., pp. 304-306.

"z The world’s largest export and import credit bank, the EXIM Bank of China signed the agreement on
behalf of China together with two other Chinese companies, SINOHYDRO and CREC (China Railway
Engineering Corporation).

" View the full contract on our website http://www.ua.ac.be/main.aspx?c=.GRALACE&n=65909

m4 Airault, P, ‘Les dessous de I'offensive chinoise en RD Congo’, Jeune Afrique, 30 September 2007, talks of
2 billion USD, but the more reliable IMF estimates are 3.2 billion: IMF, op. cit., p. 10.

"5 Tshilombo, A., ‘Plaidoyer pour le troc: Des actifs a valeur externe en vue de I'accroissement des actifs a
valeur interne’, Congo-Afrique, vol. 47, September 2007, n° 417-619.

"6 |'Avenir, Kinshasa, 22 September 2007.
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work™7. While the first part of this argument (creation of a new cycle of debt) is certainly
valid, the second is a polite way of expressing a fear of increased corruption. Indeed, the
Chinese policy does not attach any ‘good governance’ conditions to the assistance granted.
This cooperation policy, with ‘no strings attached’ goes against the policy of the internatio-
nal donor community which attaches a policy of better governance and a reduction in the
rampant corruption that characterises the operation of the State apparatus in the DRC, as
conditions to the assistance granted. Here, this fear on the part of the West, not always
convincing in light of the recent history of the Cold War, meets with another political
concern. In certain academic circles and NGOs in particular, it has been pointed out thata
policy that does not require anything from the receiving governments in terms of human
rights or criticism of corruption, leaves the way clear for the regimes in place to remain in
power and sustain a policy of human rights violations"®. In fact, it was especially the
problems raised by the burden of the debt created by these Chinese contracts which would
constitute the crux of the problem and the delay in signing the agreements. But, let us firstly
summarise the set-up of these Chinese contracts.

The ‘contract of the century’, which was shrouded in much secrecy, is interesting from
several points of view". Here, we are referring to the first contract ‘published’ in 2007 called
a ‘Protocol of Agreement’ and which generated many comments.

The first characteristic of this contract is that it encompasses and governs all the relations
between one country and another in a single document. Trade, investments, cooperation
assistance and financing are related in a way that demonstrates the consolidation of the
control. So China, through its EXIM bank, will lend money, estimated at 6.5 billion dollars
to finance the infrastructure works that the DRC so badly needs to rebuild the country,
devastated by three decades of poor management and the ensuing war. 3500 km of roads
will be tarmaced and 3200 km of rail networks constructed. What is more, China agrees to
finance and build 32 referral hospitals, 143 healthcare centres and 5,000 homes. Chinese
firms will carry out the work, and since they have the experience and the reputation in
Africa for delivering quality facilities on time, the government’s eagerness is understandable
because this may present a positive assessment in terms of reconstruction. Indeed, the
current President and his entourage will have to stand in the 2011 elections and therefore it
is understandable that there is a great urgency to show that the government is keeping its
promises to make progress in terms of the ‘cing chantiers’ (five work sites) announced by the
President and in which improved infrastructures featured heavily.

"7 This is how this was expressed in the diplomatic language of the Chief of the IMF Africa Department,
Brian Ames, during a press conference on 20 December 2007. See http://www.congo-actualites.net/
spip.php?article1614.

"8 To cite just two excellent studies on the subject: Davies, P., China and the end of Poverty in Africa — towards
mutual benefit?, www.diakaonia.se and www.eurodad.org, Sunbyberg, Alfaprint, 2007, et Holslag, J. et al.,
China’s resources and energy policy in Sub-Saharan Africa, Report for the Development Committee of the
European Parliament, Vrije Universiteit Brussels, 2007.

"9 Cros, M.-F., in La Libre Belgiqgue commented on the Chinese contract that was on www.lalibre.be for some
time and which has been repeated by much of the media in the Congo.
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Only this is a loan and not a grant, a loan that will therefore have to be repaid, not with
money but with guaranteed access for and delivery of raw materials to China. Here we see
the contradiction between the short- and long-term. The dominant short-term political
interest forces the government to highlight the obvious short-term advantages and remain
as vague as possible about the negative consequences that will be felt over the long-term. In
fact, the DRC agrees to set up joint ventures, that will mine the copper, cobalt and gold
deposits. The first appendix to the contract stipulates that the counterpart to these loans
will consist in 8 million tonnes of copper, 202 thousand tonnes of cobalt and 372 tonnes of
gold. This production to be exported to China is estimated to be worth three billion dollars.
This is where we see a second feature of this contract, which is that of the barter principle.

The barter principle, described by certain Congolese authors as a new form of honest
cooperation', is nothing more than a way to guarantee reimbursement of the debt
contracted during the execution of infrastructure works. In principle, there is nothing
negative in this arrangement provided that the reimbursements are valued at the right
price, i.e. the price that the Congo would have received on the world market for these
exports. Once again, that is where the difficulty lies; we will return to this. The disadvantage
of the barter system is its opacity when it comes to exchange. It is practically impossible to
know who is winning and who is losing because how can the value of hospitals and roads
be compared to that of cobalt and copper, if not through price? The barter principle blurs
the comparison.

The ‘Cooperation Agreement’ of 22 April 2008 is much clearer on this point than the
‘Protocol of Agreement’ of August 2007, but in actual fact, this no longer matters, because
the Group of Chinese Companies will have the right to mine the copper and cobalt deposits,
which are estimated to have a capacity of 10,616 million tonnes of copper and 626.6
thousand tonnes of cobalt™®; these deposits will be mined and exported and the profits
(internal rate of return) from this production/these exports will reimburse the investments
in the mining project and the public infrastructures.

A third characteristic related to this barter principle is the ‘win-win’ principle, so precious to
Chinese foreign policy. At first sight, the Chinese obtain what they need, the raw materials,
and in return the Congolese have their reconstruction efforts financed and carried out by
the Chinese. Nothing seems simpler and more equitable. No condescending voices about
the assistance granted to the poor countries that receive aid. Here the reciprocity is explicit
and, if the figures in the contract are to be believed, there is even generosity on the side of
the Chinese, since the infrastructures built would have an estimated value of 6.5 billion
dollars, while the exports of the raw materials are valued at 3 billion dollars. Obviously, it
must be remembered that what is not estimated in the contract, is that the Chinese will still
have to invest a huge amount of money in order to establish the mining production
capacities. And here is where we see the third flow of economic relations and the fourth
characteristic of this contract: the Chinese investments and the reimbursement of these investments.

20 Tshilombo, A., op. cit.
Subsequently in this text, we will use ‘Protocol’ to refer to the document of August 2007 and
‘Convention’ for the text of 22 April 2008. ‘Convention’ op. cit., p. 30.
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The mining operation intended to repay the loans contracted for public infrastructures in the
DRC is structured in the same way in which the Chinese have signed contracts with foreign
companies in China, through jointventures in which the Chinese hold a majority interest. The
contract for a total period of 30 years, in fact stipulates that the Chinese will have 2/3 of votes and
the Congolese government 1/3. This is important because it determines the terms for the
reimbursement of the loan. Article 5 of the contract stipulates that in ‘the first phase... the
totality of the exploitation result will cover the reimbursement and the repayment of the
investments in industrial mining infrastructure, interest included’, while in the second phase
‘66% of the exploitation result... will cover the payment and reimbursement of the infrastructure
works’. The third phase, called the commercial stage, starts after everything has been repaid, i.e.
not only the Chinese companies’ investment in the mining project but also the loans within the
framework of the public infrastructure (the 6.5 billion USD). During this phase, the result will be
shared according to the shares of each contracting party in the jointventure (2/3 for China, 1/3 for
the DRC). While in the ‘Protocol’ the way in which the reimbursement is envisaged is still rather
vague, this is clearer in the second contract document called the ‘Cooperation Agreement
between the DRC and the Group of Chinese Companies: China Railway Group Ltd., Sinohydro
Corporation for the development of a mining project and an infrastructure project in the DRC’
signed on 22 April 2008.

In this document, it becomes very clear that this is not a bartering contract, but a financial
package where the Congolese State gets into debt through the guarantees that weigh particularly
heavily on the Congolese party. Article 13.3.3 states that, if the internal rate of return is below 19%
annually, ‘the DRC will take all measures necessary to improve the cooperation conditions in
order to reach the threshold of 19% for the Group of Chinese Companies’ and even that the DRC,
if the total is not reimbursed after 25 years, ‘agrees to reimburse the remaining balance in other
ways’ (art.13.3.4). What may ‘these other ways’ be? Article 10.3 of the Agreement is clear: ‘the
reimbursement guarantee is provided by the DRC, which agrees... to allocate other mining
concessions or other satisfactory resources and means to the Group of Chinese Companies in the
event that the expected revenues from the mining joint venture would prove to be insufficient to
reimburse its investments in the mining project and the infrastructure project’.

A fifth characteristic of this Chinese contract is the thirty year duration and the absence of coordination
costs. While Western companies often have a short duration determined by profits and stock
values, the Chinese contracts have a longer duration and are guaranteed by the State which
enables and encourages them to take long-term strategic decisions.

The final characteristic of this contract relates to the extremely generous exemption conditions. In article 6,
not only does the Congolese government agree ‘the profit from all customs and tax benefits
provided by the Investment Code and the Mining Code..." but also ‘the total exemption from all
direct or indirect, internal or on import and export, duties, royalties, taxes, customs fees, payable
inthe DRC.” . In view of article 6 of the contract, one wonders where the fiscal revenue will come
from. Has the government forgotten that Gécamines, at the peak of its production was not only
the ‘mother and father of all Katanga residents’, but through the taxes on its production
represented up to 50% of all public revenue. This brings us to the critical evaluation of this
contract.
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3. Therevision of the chinese contracts in the drc

The cartoon published in Le Potentiel on 30 October 2009 is a perfect illustration of the
challenge and the actors who have changed the terms under which the ‘Protocol” of August
2007 and the ‘Convention’ of 22 April 2008 between the DRC and the Group of Chinese
Companies were agreed'®.

Indeed, one of the conditions for granting the DRC access to the ‘completion point’ in the
HIPC (Heavily Indebted Poor Countries) programme and therefore relief on its debt and the
signing of an agreement on a three-year programme with the IMF (Poverty Reduction and
Growth Facility), was that the terms of the ‘Convention” had to be changed'=. To achieve this,
the Chinese party and the DRC had to agree and sign ‘Amendments”*. Le Potentiel wrote that at
the last minute during the visit by the IMF experts on 27 October 2009, China had finally
agreed to change the terms and had signed the amendment'®. This means that China had
been under pressure and in fact dragged its heels for over a year because the renegotiation of
the agreement had started with a visit to Beijing by the Congolese party during summer 2008
with the IMF experts as ‘observers’.

In this section, we will firstly look at the deadlines and the institutional framework within
which the IMF could - or should have improved the Sino-Congolese contract. We will then
take a detailed look at the crucial changes in the ‘Convention’ or how a few words can make a
world of difference.

3.1 The institutional framework of the revision

The history of Zaire’s political economy is well-known enough not to spend too much time on
it. Clement et al'** have described the slow regression of the formal economy since 1974 and
the period of the collapse of the State and the economy in the 1990s which devastated the
country after the plundering organised by the army in 91-93 and the hyperinflation of 94-97.
Be that as it may, since 2003, the DRC has returned to economic growth and under the control

22 Subsequently in this text, we will use ‘Protocol’ to refer to the document of August 2007 and ‘Convention’
for the text of 22 April 2008.

'z This can be read in the discussions between the Congolese government and the IMF in the internal
reports. Firstly there is a defence of the ‘Protocol’ and the ‘Convention’ in La position de la partie congolaise
aux questions demeurées en suspens en rapport avec le contrat chinois, Kinshasa, September 2008 and then the
IMF’s response in a document on the ‘implications sur la viabilité de la dette de la convention de collaboration
conclue entre la RDC et un groupement d’entreprises chinoises’. See also a Réaction de la partie congolaise ..., op. cit.

24 Amendment no. 3 to the cooperation agreement for the Development of a Mining Project and an Infrastructure Project,
Kinshasa - Beijing, ‘? 2009’. The question mark in the signature date means that this signature was
postponed until the last minute, i.e. the end of October 2009.

25 ‘| a Chine ayant finalement signé I’avenant’, Le Potentiel, Kinshasa, 30 October 2009, pp. 1-2.

26 Clement, op. cit. and DeHerdt, T., Marysse, S., ‘L'économie informelle au Zaire’, Cahiers Africains, Institut
Africain, Paris-Brussels, L'Harmattan, 1996 and Marysse, S., ‘Regress, war and fragile recovery in the DRC,
in Marysse, S., Reyntjens, F. (eds.), The Political Economy of the Great Lakes Region in Africa: The Pitfalls of Enforced
Democracy and Globalization, Basingstoke, Palgrave Macmillan, 2005, pp. 125-152.
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and with the support of the international community has managed to curb inflation, as
shown the following graph:
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| 202 | This graph firstly shows how the DRC is still affected by external crises, which can be seen

from the loss of growth during the crisis years of 2008 and 2009. It also shows how it is
dependent on its good relationships with the international community. It is only after the
normalisation of relations at the start of the new millennium that the economic situation
(positive growth and control of inflation) improves.

Indeed, the DRC firstly needed the support of the international community in 2001 to make
it eligible within the international financial institutions and therefore once again able to
receive international assistance. With a macro-economic rehabilitation programme
formulated in the GEP (Government Economic Programme) and executed using available
resources, the government was able to lay the groundwork by drafting an I-PRSP'# to reach
the decision point in 2003, which allowed the country to enter the HIPC programme'® and
therefore become eligible for debt relief. This debt was considered unsustainable. In late
June 2010, if the Congolese government can keep its governance promises (macro-econo-
mic), the DRC may finally reach the ‘completion point’ (HIPC Initiative). Indeed, there were
primarily two internal reasons and one external reason for the long period between the
decision point in July 2003 and the completion point.

27 This Interim - Poverty Reduction Strategy Paper was needed because, in the new approach for
assistance, the government itself, in the name of the ‘ownership’ of the aforementioned assistance, had
to formulate the objectives in question. The approval of the document and compliance with certain
fiscal and monetary policy measures opens the way for debt relief.

128 The HIPC Initiative was launched in 1996 and was followed by the Enhanced HIPC initiative in 1999.
Countries can claim debt relief or not based on a Debt Sustainability Analysis, track records in terms of
implementing policies and progress made within the framework of developing a poverty reduction
strategy (PRSP). In early 2002, it was decided that the DRC had complied with these terms.
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Firstly, there were variations in governance and the spending cycle during the elections,
which although they took place appropriately, led to budgetary slippages and rising
inflation. From a macro-economic point of view, due to the supervision by the IFls
(international financial institutions), governance made tangible progress, but there is still
much to be done.

The second reason was the ‘arm wrestling’ between the Congolese government and the IMF
regarding the effects of the Chinese contracts on future Congolese debt. In fact, the
application for the completion point and access to debt relief within the Paris Club» was
frozen for almost two years; indeed, there is no point in removing existing debt within the
scope of the HIPC programme, if at the same time the Congolese government, through
government guarantees, agrees to enter into a new cycle of debt related to the Chinese
contracts that it has just signed.

The head of the IMF Africa department, Brian Ames suggested this soon after the ‘Protocol’
was signed'®. Since then, there has been great pressure for the Sino-Congolese contract to
be clarified. Firstly, both parties signed the ‘Convention’ in April 2008. The IMF Staff, within
the framework of the HIPC programme wrote a Joint IMF/World Bank paper on the implications for
debt sustainability...’" of this ‘Convention’. There was an IMF mission to Kinshasa between 10
and 23 September. After the Congolese government’s reaction to this mission and the IMF
paper in two documents'®, a period of renegotiation between the DRC and China took place
and a delegation from the Congolese government visited Beijing during summer 2009. The
IMF, although not officially a stakeholder, still took part as a high-profile observer; as we
will see, during the re-wording of the contract, this ‘observer’ would have a decisive
influence on the result of the negotiations. The other parties, very reluctantly, would accept
the influence of this actor that was supposed to be just an observer. Three versions of the
amendment'3 would be needed before a satisfactory version was reached and this version
would only be agreed with much reticence by China. China delayed signing the final
amendment and only did so at the very last minute'3* and after a wait of over one year and
three months.

29 The Paris Club was founded in 1956 as an informal group of creditor-governments from the largest
industrialised nations.

1 See the press conference by Brian Ames, Chief of the IMF Africa Department, 19 December 2007.

3 |MF/WoRLD BANK, Note conjointe FMI/Banque mondiale sur les implications pour la viabilité de la dette de la
convention de collaboration conclue entre la RDC et un groupement d’entreprises chinoises, internal IMF paper,
that should have been written between April and September 2008 but the main part of which would be
published in March 2010 in an official IMF publication after approval by the Executive Boards of both
international financial institutions.

32 DRC, ‘Position de la partie congolaise aux questions demeurées en suspens en rapport avec le contrat
chinois’, Kinshasa, September 2008, 3 p and DRC, ‘Réaction de la partie congolaise a la note conjointe
FMI/Banque Mondiale relative aux implications sur la viabilité de la dette de la convention de collabora-
tion conclue entre la RDC et un groupement d’entreprises chinoises’, Kinshasa, September 2008, 4 p.

3 Amendment no. 3..., op. cit.

34 ’Le gouvernement a rendez-vous le 18 novembre avec le Club de Paris’, le Potentiel, Kinshasa, 5
November 2009.
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3.2 Therevision: a few words but a world of difference

In the joint paper, we read that ‘the IMF/World Bank staff recognise that the planned public
infrastructure projects... are likely to improve the country’s growth prospects and help to
reduce poverty’ but that ‘as it is currently structured, this financial package could compro-
mise debt sustainability. In particular, the agreement provides for very high loan amounts
under non-concessional terms, with the guarantee of the Congolese State.... This last
provision also questions the international financial institutions’ status as preferred
creditor... Furthermore, the degree of concessionality in the package is insufficient which
could lead to a reduction in the volume of assistance provided by this body (i.e. by the
International Development Association, a branch of the World Bank)’. What is clear is that
the position of the IMF/WB is quite rightly to prevent the DRC agreeing to a financial
package that it would find very expensive, however there is also a certain amount of
self-interest. In fact, if the DRC was to embark on a new cycle of debt under non-concessio-
nal terms, it would be unable to honour these commitments to repay its preferred multila-
teral creditors, that is the IMF and the World Bank. Even with this approach, some blackmail
can be observed because accepting the terms of this Sino-Congolese contract would also
compromise other flows of aid, because the IFls are the key to accessing donors. It can
therefore be said that the showdown was certainly for the good of the DRC, but any charity
always begins a bit at home! Above all, this shows what power a well-oiled and expert
institution and bureaucracy can have on the sovereignty of States.

Indeed, it is no coincidence that the changes in the amendment would accurately reflect the
recommendations made in this paper, drafted by the IMF/WB staff a year before it was
signed. These recommendations were made ‘with the aim of enabling the DRC to achieve
the two objectives of speeding up infrastructure development and obtaining debt relief
under the HIPC initiative [...] the government guarantee for the mining section of the
agreement must be removed, phase II of the infrastructure projects must be withdrawn
from the scope of the agreement and the degree of concessionality for the loans contracted
for phase I of the infrastructure projects must be increased’.

In legal terms, this is reflected by changing a few articles in the ‘Convention’. Here are the

main changes to this ‘Convention’ of 22 April 2008 in Amendment no. 3:

* Article 5 amends article 10.3 of the ‘Convention’ as follows: ‘the reimbursement guaran-
tee is provided by the DRC, which agrees within the framework of article 13.3.4 of this
Cooperation Agreement to allocate other mining concessions or other satisfactory
resources and means to the Group of Chinese Companies in the event that the profits
generated by the mining JV would prove to be insufficient to reimburse these investments
in [the Mining Project and] the Infrastructure Project’. Only the ‘Mining Project’ was
deleted, which means that the DRC does not have to guarantee the reimbursement of
investments in the mining project by granting other mining concessions.

* Also, in article 8, we see that the government guarantee for the reimbursement of mining
investments was abandoned. The reimbursement will therefore depend on the com-
pany’s success. The IMF’s influence is clear in this change. The logic of this is that the
reimbursement will depend on production capacity. Therefore the company takes the risk
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5

and not the State because the mining investment will not increase the State’s debt in the

event that the company stops operating. This is therefore correct market logic introduced

by the IME. Public infrastructures can be guaranteed by the State, but investment by a

company working on the world market must pay for itself as soon as possible.

On the other hand, although the government guarantee for the Mining Project was

removed, article 7 of the Amendment stipulates that this project and the feasibility study

must be approved by the Affairs Council of the Chinese State. In the ‘Convention’ it was
said that the Congolese State must also give its agreement. This is no longer the case. The
guarantee therefore no longer matters once the contract is underway, but it is still there,
in the sense that the DRC is still called upon to grant other mining rights and titles if

China does not agree with the feasibility study.

Article 6 of the Amendment fundamentally changes article 12 of the Convention entitled

‘Reimbursement of the Investments of the Group of Chinese Companies’. This article

redefines the stages in the Mining Project and Infrastructure Project and the concessional

terms of the loans.

- Essentially, the first period will be that of the reimbursement for the ‘most urgent’
infrastructure works. It should be noted that these are not listed in the text. The only
indication given is as follows: ‘Investments for the first tranche of infrastructures
[including the most urgent works| could not exceed 3 billion American dollars in
principal’. During this first phase, the joint venture will allocate all its profits to the
reimbursement of the infrastructures in question, along with their interest.

- The second period is that where the mining investments and the first tranche of
infrastructures (excluding the most urgent infrastructures) will be repaid. 30% of the
mining investments will be in the form of a shareholder loan, without interest, while
70% will be repaid at an interest rate of 6.1% (no change compared with the
‘Convention’). Furthermore, the joint venture will have to use 85% of its internal rate of
return (profits) and not the whole amount, as stipulated in the ‘Convention’ to repay
these investments.

After that the reimbursement of the infrastructures will begin. The interest rate that will

be applied is the LIBOR (six months) + 100BP (LIBOR of 22 April 2008). Once again, the

jointventure must allocate 85% of its profits. For this phase, the ‘Convention’ provided an
allocation of 66% of its profits to the reimbursement.

Finally, article 6 of the Amendment is not merely content to split the responsibilities for

the reimbursement of the investments, it considerably increases the degree of concessio-

nality of the repayment terms. This article stipulates that ‘the investments for the first
tranche of infrastructures will be repaid with an annual interest rate of LIBOR (six
months) + 100BP (LIBOR of 22 April 2008)"%. In the ‘Convention’, the annual interest
rates were stipulated at ‘LIBOR (six months) + 100BP’. This made a great difference
because the LIBOR of 22 April 2008, therefore before the banking crisis, was at a historic
low, namely 3.4% annually, and consequently the DRC only had to repay its debts against
an interest rate of 3.4 + 1 = 4.4%. This is a very low interest rate and results in differences
of several million dollars per year in repayments. If the market rate at the time of

LIBOR is the acronym for London Interbank Offered Rates and is the interest rate used for borrowing/
loans between banks on the London money market. ‘+100BP’ is the abbreviation for ‘100 basic points’,
which means that a percentage is added to this LIBOR.
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repayment had been used, i.e. the crisis or post-crisis rates, which were rising strongly,
the DRC would have had to repay much more. Putting just one date between brackets in a
contract can mean a great difference and millions saved for the DRC. A master-stroke by
the IMF and at the same time China’s reluctance before signing the Amendment in
question is understandable.

* However, various points in this document are not clear. For example, which are ‘the most
urgent works’ referred to in the article and for how much? What are the deadlines for the
execution of the work and the schedule for the repayments? It is only in box 1 published
in the IMF document (see below) that this becomes clear. Which means that there were
still corrections and clarifications on these points in a final paper. We will now focus on
this document which is the final assessment regarding this Sino-Congolese contract.

In the official IMF publication', i.e. after the approval of the IMF and World Bank Executive
Boards in March 2010, the impact of these IFIs (international financial institutions) on the
revision of the Sino-Congolese contracts can be seen. The IMF’s main concern was to
prevent the DRC embarking on a new cycle of debt at a time when the country was having to
turn to the IMF and the Paris Club for forgiveness on existing debt. We give the result of this
revision summarised in a box published by the IMF.

| 206 |
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Box 1 Democratic Republic of the Congo: The Sino-Congolese Cooperation
Agreement (SCCA)

In April 2008, the DRC signed a cooperation agreement with a consortium of
Chinese enterprises

involving a US$3.2 billion mining project and a set of USS$6 billion public infrastruc-
ture projects to be implemented in two phases. The Agreement was amended in
October 2009 to exclude the second phase public infrastructure projects, leaving
just a single phase totalling USS$3 billion to be implemented over the period
2009-14. The amended agreement also limited the government guarantee to the
financing of the infrastructure projects.

The Agreement calls for the creation of a joint venture (SICOMINES) between a
Congolese parastatal mining enterprise (GECAMINES) and the consortium of
Chinese enterprises. Paid-in capital of US$100 million gave GECAMINES a 32
percent equity share in the joint venture. SICOMINE will invest US$3.2 billion in the
mining project financed by a US$1.1 billion interest-free loan and a USS$2.1 billion
loan with a fixed interest rate of 6.1 percent. The USS$3 billion investment in public
infrastructure is to be financed through a series of loans at a fixed interest rate of
4.4 percent. All loans are denominated in US dollars. 207
Operating profits from the mining project will be used to repay the mining and
publicinfrastructure financing. The mine is expected to generate operating profits
beginning in 2013. Initially, the net profits of SICOMINES will repay principal and
capitalized interest on four priority public infrastructure projects (US$375 million).
After this financing is fully repaid, 85 percent of the net operating profits will be
used to repay the principal and capitalized interest on the mining loan. After the
mining financing has been fully repaid, 85 percent of SICOMINES’ net operating
profits will be used to repay the principal and capitalized interest on the remaining
public infrastructure loans and the balance will be distributed as a dividend to the
SICOMINES shareholders.

The grant element of the infrastructure financing is estimated at 42—46 percent,
depending whether the US$250 million signing bonus is taken into account. This is
based on the following assumptions: (i) the mining project does not generate any
net income and the government guarantee is invoked after 25 years as provided for
under the amended Agreement; (ii) accrued interest is compounded; and (iii) a fixed
interest rate of 4.4 percent applies.

Source: IMF, op. cit., p. 10.
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3.3 Evaluation of the Sino-Congolese contract revision

The revision of the Sino-Congolese contract has many merits and does clarify things but
there is also a significant weakness when evaluated in view of the Congo’s development and
reconstruction.

Firstly, the revision deserves credit for breaking down what is assistance and what must
therefore satisfy the criteria of official assistance and what stands out as market logic which
is the investment in mining production.

Loans for building public infrastructures are public goods that must normally be paid for by
public funds. In the event thata country has none of its own public funds, a State can call
on international public funds, or official assistance. In order to be called assistance, there
must be a component of concessionality, i.e. the grant element in the loans can be 100%, in
the case of grants or, in the case of loans, the repayment terms must be more generous than
loans contracted on the private financial market. The difference between a grant at100%
and a loan under market terms is the grant element. By setting the interest rate due on the
repayment of the principal at the rate of LIBOR +100BP at the moment the contract was
signed, i.e. 22 April 2008, the Monetary Fund achieved a master stroke, because the rates
were at a historic low at that moment. The result can be read in the box published by the
IMF, the interest rate for the repayments is 4.4%, which noticeably increases the grant
element, because the Chinese wanted to use the LIBOR rate on the day of the repayment
which would normally be significantly higher. It is only for these public infrastructure loans
that the government guarantee is given, i.e. where China can demand that the Congolese
State gives other mining concessions if it is unable to repay the debts. Finally, the reimbur-
sement for priority work, thus according to the box, 375 million USD and that of the ‘first’
tranche of infrastructures must be repaid from the profits generated by the mining
production which are expected from 2013. However, Sicomines will have to use 85% of these
profits to repay the first tranche of the infrastructure works and not 66% as provided in the
‘Convention’, which increases the capacity to repay the debts quicker than forecast by using
the mining company’s profits instead of increasing the risk of transferring the repayment to
the Congolese public debt.

All mining investments are considered as private assets that must satisfy market require-
ments and hence there is no government guarantee for these investments. Here, China can
demand a higher interest rate (of 6.1%) to repay the principal and the capitalised interest on
this mining investment.

With regards the merits of this revision, it should be mentioned that the IMF text is clearer
than the Amendment on various points: the implementation schedule for the works and
the repayment, along with the amounts committed. The infrastructure works have to be
carried out within the next four years (2014). This is also the moment when the reimburse-
ments from the mining production are expected to start. Then the repayment of the loans
for the priority infrastructure works begins (375 million dollars), and the repayment for the
mining investments followed by the loans for the remaining infrastructure works, i.e. 3
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billion dollars less the 375 million for the priority infrastructure works. And it is exactly this
word ‘remaining’ that throws doubt on the impact on this revision.

Itis very clearly stated in the IMF box that the agreement on infrastructure financing
excludes ‘the second phase of infrastructure projects leaving just a single phase for a total of
3 billion dollars’. IMF reasoning and its main concern is therefore to limit the impact of the
Sino-Congolese contract on the formation of debt, not to maximise the impact of the
development and reconstruction of the Congo. Logically, it is understandable that a country
to be accepted for debt forgiveness under the HIPC, will not immediately jump into a new
cycle of debt. Credit goes to the IMF for having improved the terms of the loans and
minimised the impacts on Congolese government debt given the limited opportunities this
country has had to repay debts in the past. The regret with this revision, is that the DRC
badly needs public infrastructures, because without them, economic reconstruction will be
slower.

As an example, let us look at the table on the financing for the reconstruction of East
Germany after the country’s unification in 1989.

Table 1: Some data based on the German reconstruction

GDP 1251 97
(in billions of euros)

employment 29 7.3
(in millions of people)

GDP/employment 43,170 13,517
(in euros)

transfers -62.5 +62.5

(in billions of euros)

Source: calculations based on DORNBBUSH, R. and WOLF,C,, in The Transition in Eastern Europe, Volume 1,
University of Chicago Press, 1994, pp. 155-190.

When you see that West Germany needed to transfer (invest) 62.5 billion euros annually for
almost a decade to rebuild the East German economy, a country with fewer inhabitants than
the DR, itis understandable that we are far from the effort required to rebuild an economy
such as the Congo. Of course, the two cases are not easily comparable, and there are two
reasons for this. East Germany already had a much higher income and human capital than
the DRC. Next, and most importantly, it has to be admitted that the success of this reunifica-
tion and this reconstruction of an economy was primarily possible because it could rely on a
governance and differently redefined rules, while the overhaul of the Congolese State is not
under such conspicuous pressure and expertise. Therefore, if the suitable condition for the
Congolese reconstruction - a radically different governance - is not achieved, it must be said
that the condition necessary for this reconstruction is in part compromised by the fact that
the level of investment in public infrastructure is halved. Was the six billion urgently needed
by the DRC unnecessary and was the international community not guided solely by the
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concern about future debt? The revision would have been a success if the strictness of the
IMF intervention could have been applied to China but without stopping short on the
overall amount of investment in public infrastructures.

Talking of which, there does not appear to be any concern for improving the impact on
Congolese development in the sense that there is no requirement in terms of achieving
more added-value in the country’s interior during the mining operation.



A clean slate - what next?

q. Conclusion

The analysis of the ‘arm wrestling’ between China'¥, the DRC and the IMF clearly leans in
favour of the latter. The DRC tried on various occasions to keep the contract in the form
agreed with China.

The DRC found itself between a rock and a hard place, and only had a small margin in which
to manoeuvre, because not to accept the changes made by the IMF would mean no
agreement with the Paris Club, no access to the substantial reduction in its debt and no
agreement for the application of the new three-year programme with the IMF/World Bank
(PRGF). This would compromise other forms of assistance from donors who often require a
prior agreement with the IMF/World Bank. Of course, following this revision, the DRC
gained because the concessional terms of the Chinese loans were improved, but it lost a
great deal with regards the amount of investment needed to rebuild the country.

However, China had a way out, but this would compromise its access to the raw materials it
needed to fuel its rapid growth. It resisted this revision for a long time and it was not until
the very last minute that it signed the Amendment, which then released the agreement on
debt relief within the Paris Club on 18 November 2009 and allowed the ‘completion point’
to be reached within the framework of the HIPC programme and the MDRI within the IFIs.

From the point of view of controlling sustainable debt for the DRC, it can be said that the
IMF made a valuable contribution by ensuring that this country did not fall back into the
spiral of a new cycle of debt. Indeed, the revision of the Sino-Congolese contract forced by
the IMF, clarified many things. Firstly, it introduced a clear logic. A foreign private invest-
ment must repay itself and the repayment guarantee must not be supported by the
Congolese government, but through the market principle and commercial risk that must
apply here. Secondly, the public infrastructure project is obviously an aid project to the
Congolese government and therefore it is logical that the DRC repays the money and
provides guarantees for this reimbursement. Finally, the IMF ensured that these Chinese
loans would be much less costly for the Congolese government by changing the terms of
these loans for the construction of infrastructures. The IMF was able to increase the
concessionality of these loans significantly by reducing the interest rate applied for the
repayment of the principal and the arrears.

However, from the perspective of Congolese development, there is still a large shadow
hanging over this revision. For example, nothing was done to provide guarantees in terms
of the added-value created by this joint venture. Are these raw materials going to be exported
in raw form or are there guarantees to maximise employment and income generation in the
Congo? Who will pay for and maintain the infrastructures given that the tax exemptions of

57 Although this is a Group of Chinese Companies and not the Chinese government, it is absolutely clear
that this contract was negotiated at the highest political level in China, not only because three State
companies were the contracting parties, but also because the Amendment stipulates that all decisions
must be ratified by the ‘National Development and Reform Commission of China” and the ‘State Council
of the People’s Republic of China’ (article 2).
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the SICOMINES mining joint venture are still extremely liberal? Has it been forgotten that
Gécamines, by producing 500,000 tonnes of copper annually during its heyday, funded the
State coffers by up to half its budget? This is the annual production expected by the
Sino-Congolese contract, but nothing for the State coffers during the early stages of the
operation, which may last 25 years.

Last but not least, the IMF only aimed to ensure the viability/sustainability of the Congolese
debt over the short- and medium-term, and not without also striving for its own interests,
but it has done so by reducing the amount for the infrastructures that would have been
built from 6.2 billion to three billion USD. However, we know that the priority of priorities
in the Congolese reconstruction is the construction of infrastructures and yet, the Congo is
being deprived of what it needs most in the name of debt sustainability. While there isa
logical understanding that the absorption capacity for assistance and therefore the
contracting of new debts is limited, it is a little bitter to see how a small, relatively rich
country such as Greece can attract 30 billion USD of assistance from the IMF for the recovery
of its economy™#, while the IMF and therefore the international community hesitates with
regards the 3 billion that is absolutely necessary for the reconstruction of the DRC. As an
example, we have also developed the case of the former East Germany during German
reunification after the Cold War period. This shows how much money must be invested for
the genuine reconstruction of a country. It is in light of this reality that we started this
article by referring to the ‘Matthew effect’ “‘Whoever has will be given more, and he will have
an abundance. Whoever does not have, even what he has will be taken from him’.

138 "Hulppakket aan leningen voor Griekenland’, Brussels, De Standaard, 3 May 2010.
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Forty years after its independence, the Democratic
Republic of Congo had accumulated an astronomical
external debt that was impossible to pay, which in
2001 amounted to a total of 13.6 billion dollars, or
the equivalent of three times the gross domestic
product. The loans contracted during the Mobutu
years (1965-1996), most with unfavourable terms,
related to prestigious projects that proved to be
unprofitable. Furthermore, poor management and
corruption contributed to the plundering of the
public treasury.

In 20071, after the assassination of President Kabila,
his son Joseph succeeded him as head of a Congo
gripped by political instability. With a surface area
equivalent to that of Western Europe, this country at
the centre of Africa has significant mining resources
along with enormous agricultural potential. It
quickly obtained assistance from the international
community and a first debt cancellation as part of
the HIPC initiative (2003). During the 2000-2008
period, the debt cancellation was 85% of the
development assistance provided to the Congo.
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However, another seven years would pass before the
country satisfied all the conditions with a view to
managing its remaining debt of about 3 billion
dollars (2010).

While the study conducted by the Belgian and Dutch
evaluation services concludes that the early
groundwork has been done in paving the way to
debt sustainability, the Democratic Republic of
Congo still has a long way to go before debt relief
bears its results in terms of macro-economic
stability, growth and poverty reduction.

The full report is intended for the specialist reader
(available in French and English). A summary and an
abridged version are also produced for both the
specialist and non-specialist reader (available in
French and Dutch).

On the joint CD-ROM you will find the full report
with an overview of the DRC history for less
informed readers (available in French).
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