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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 main report can be found on the CD-ROM, which also presents an overview of the
Congo’s history for less informed readers?. 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.

This text was specially written by Théodore Tréfon, Head of the Contemporary History Section at the
Royal Museum for Central Africa in Tervuren, Belgium.
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Key events in the history of the Congo

First human settlement
2000 B.C. The Bantu people settle in the Congo Basin.

The Kingdoms

500A.D. Appearance and development of the Kuba kingdom
520-845 Appearance and development of the Luba kingdom
800-1000 Increased settlement by the Bantu people in the Congo Basin.

From 1200 Appearance and development of the Kongo kingdom, that would last until
1665

Exploration and slave trade
1482 The Portuguese explorer Diogo Cao discovers the mouth of the Congo River

and makes contact with the King of Kongo.

1491 Portuguese missionaries begin to convert the region to Christianity. The King
of Kongo is baptised.

1506-1543 The height of the Kongo Kingdom under the Catholic King, Alfonso I.

1500-1800 English, French, Dutch and Portuguese slave traders ship millions of Africans
to the Americas with the help of Kongo intermediaries.

1840-1880 European explorers, including David Livingstone and Henry Morton Stanley,
explore the country’s interior.

1879 The start of Belgian interference.

1881 Foundation of Léopoldville, which would later be renamed Kinshasa.

Colonial period
1885-1908 The Congo Free State is the personal property of King Léopold II of Belgium.

1891-1892 Katanga becomes part of the Congo Free State.
1892-1894 The influence of Arab traders in eastern Congo ends.
1908-1960 The Congo Free State is a Belgian colony, after massacres and violent acts

committed in the name of King Léopold II.

[11]
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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.

[13]
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Evaluation background and methodology

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

This evaluation is a joint initiative by the Netherlands and Belgium. Two objectives have
been established: on the one hand, to respond to 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) about the use of this specific instrument with a view to
improving the effectiveness of development assistance.

The methodology used to satisfy the evaluation’s issues/objectives is based on analysing the
underlying intervention logic and decoding the relationship between inputs and outputs

(= efficiency), outputs and outcomes (= effectiveness) and outcomes and impact (= relevance).
Since the DRC debt relief is also placed in the context of a HIPC country, a specific section in
this evaluation will be dedicated to the impact of HIPC funds on poverty. The evaluation
also raises questions about the counterfactual, particularly about the additional nature or
not of the relief granted.

This report is mainly based on a literature review of existing documents and historical
records, but also on interviews conducted in Belgium and the Netherlands. It is comple-
mented by interviews with the Bretton Woods Institutions in Washington, two field
missions in Kinshasa and surveys in the Bandundu and Equateur provinces to verify whether
there was a decentralised impact in terms of pro-poor spending, within the framework of
the HIPC.

(171
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2.1 Introduction

The evaluation questions related to the origin and treatment of the debt are listed in the
box text below.

The principal question raised by this evaluation and related to the origin of the
debtis:

1. 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 DRCin
preparing and implementing the debt agreement?
- What are the characteristics of the Congolese debt management policy?

[19]

2.2 Origin of the debt

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 USD and represen-
ted 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 billion USD, which was
approximately 90% of GDP, while the debt service was equivalent to 10% of export income
during the same year. In June 1976, the first debt rescheduling was agreed, revealing that the
debt problem appeared very early. Then the debt began to snowball. At that stage, the
original debt of Zaire/the Congo was estimated to be in the region of 3 billion USD. 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 USD in 2000. Arrears (on the principal and interest)
constitute 78.2% of the stock of this debt.

The original debt (i.e. before any rescheduling or debt service payments) amounted to 2,915
million USD, including 544 million contracted before 1973. Of the original 2,412 million
USD (2,915-544 USD) of the unsustainable debt problem from the 1973-1975 period, 60%
resulted from four major projects (INGA I, II, Inga Shaba - 800 million USD; the Tenke
Fungurume Mining Company - 320 million USD; Maluku/SOSIDER - 182 million USD; the
Cimenterie Nationale state-owned cement plant - 100 million USD). All these projects had the
official aim of modernising/industrialising the country. However, none of them fulfilled
their promises 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. Thus, the cause of
the problem was not solely unsuitable funding, as advocated by the Public Debt
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Origin and treatment of the debt prior to the 2002/2003 agreement

Management Office (OGEDEP), although this contributed to the snowball effect of the debt
and consequently its unsustainability.

The root cause of the problem was a combination of Western interests (political and trade)
that did not want to risk operating a business in a context of nationalisation and the
presence of a predator government that underestimated the problem of business manage-
ment. This root cause of the economic collapse in Zaire, which began to appear in the late
1970s, is no more candidly described than by Erwin Blumenthal, the former Country
Director of the International Monetary Fund (IMF), who became Managing Director of the
Bank of Zaire. He had been appointed as Head of the Central Bank of the Congo (BCC) to
deal with the difficulties of repaying the external debt which appeared from 1976, (see
section 2.4). He described 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..., 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’ (p.1). The report also contained 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.” 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.” Against this
backdrop, unsuitable financing mechanisms made the debt unsustainable. Indeed, % of
this original debt was comprised of supplier’s credit. The annual interest rates charged were
8% on average and greatly affected debt repayment, although these rates were not exceptio-
nal: the market rates in force in a context of global inflation in the 1970s were higher.
Responsibility is therefore shared in terms of the origin of the Zaire debt problem.

From 1976 to 2002, the Zaire/Congo Public and Publicly Guaranteed Debt (PPG) (under the
second Republic) 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.

The Zaire/Congo debt management policy prior to the debt relief agreement essentially
covered two separate periods. The first dates from the first rescheduling to the structural
adjustment programmes of 1982-1984. The second period is after 1985. The first was
characterised by a repayment which caused the collapse of the education and health sectors
because within the scope of the structural adjustment, half the budget was dedicated to
repaying the debt. The second period was marked by the collapse of the informal economy,
a lapse from the debt’s political perspective, resulting in a semi-moratorium in the 1990s, at
the end of the second Republic and lasting until the start of the third Republic and L.
Kabila’s accession to power. It was only in the early days of the L. Kabila era that the debt
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management policy, driven by Western political forces and the donor community, would
change and result in a debt agreement.

In late 2001, the DRC’s PPG was estimated at approximately 12.9 billion USD in nominal
terms. The arrears constituted 78% of the stock of debt. Changes in the international debt
relief policy and the transformation of 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 (2002), the DRC reached
the decision point under the Enhanced HIPC Initiative in July 2003, thus benefiting from
interim debt relief. In November 2003, this agreement led the Paris Club to agree to a flow
rescheduling under Cologne terms (reduction rate of 90%).

[21]
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3.1 Introduction

The evaluation questions related to inputs are listed in the box text below.

The evaluation’s key questions in terms of inputs are as follows:

What was the role of the Paris Club?
Did other creditors — outside the Paris Club — provide debt relief after 2002/03?
What role did the Paris Club play?

4. What was the impact of the conditionalities accompanying the debt relief?

Additional question:

« What was the content of the Belgian and Dutch policies related to debt (relief)
and how was that reflected in the debt treatment agreement and the accompan-
ying conditionalities?

3.2 Phases in the process of debt relief

Relief is granted in different phases. Since most of the debt was made up of arrears, the first
phase was that of clearing those arrears. The arrears to multilateral creditors (the IMF, World
Bank (WB) and the African Development Bank (ADB)) were cleared by replacing the old
unpaid debt with new debts under concessional terms, using bridging loans. The arrears
due to the Paris Club were cleared by the agreement of 13 September 2002, a flow reschedu-
ling agreement agreed under Naples terms (reduction rate of 67%), covering 8,980 million
USD in net present value (NPV), including 8,490 million in arrears at 30 June 2002 and 490
million of debt service 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 USD
immediately and reduce the debt service due to Paris Club creditors from 9,090 million to
380 million USD between 30 June 2002 and 30 June 2005. The DRC therefore enjoyed special
treatment because in principle, within the scope of the HIPC arrears are only cancelled on
reaching the completion point.

As will be seen again later, it is the conditions accompanying international cooperation
decisions that influence change in the country’s economic governance. So, in order to arrive
at the decision point which allows access to the HIPC programme and debt relief, the
government had to carry out (macro) economic reforms. 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 donation of 50 million USD
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. As
aresult of this good performance, the IMF (Poverty Reduction and Growth Facility (PRGF))
and the WB (Economic Recovery Credit and a Multisectoral Programme for Urgent

[23]
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Inputs

Rehabilitation and Reconstruction) decided to apply 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 moved into the black in 2002. Annual inflation was reduced to 16%
and budget performance was better than expected, with revenues slightly up and spending
slightly down. After this period, the prospect of elections and the departure of the Minister
of Finance, who was judged too independent, led to a lapse in budgetary discipline. The
government returned to its old habits of money creation for political purposes. This
resulted in the interim programme and the country going ‘off track’ for over two years.

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,
because the conditions for reaching the completion point could not be achieved in the
planned timeframes. Two root causes, one external and one internal, affected with 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 the governance
and the 2008 — 2009 global crisis illustrated the Congolese economy’s vulnerability to
external crises. Consequently, since 2006, new arrears have once again formed and certain
creditors have consequently suspended interim HIPC debt relief.

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

At the completion point (July 2010), the nominal debt was estimated at 10,772 million USD,
corresponding to a NPV of 8,801 million USD. Taking into consideration a revision of the
export average, the reduction needed to reach the 150% threshold was estimated at 7,252
million USD 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 USD in NPV (including 854 million for the WB International
Development Association, 1009.7 million for the ADB, 471.5 million for the IMF and 298.3
million for other multilaterals). Paris Club bilateral creditors would grant 4.1 billion USD in
NPV and official non-Paris Club bilateral creditors 229 million USD in NPV. The balance of
approximately 315.5 million USD would be attributable to commercial creditors.

The detail for the Paris Club creditors was stipulated in the agreement of November 2010, an
agreement by which the creditors also decided to go further and reduce eligible debts by up
to 100%. At the completion point, the DRC also received debt relief from the Multilateral
Debt Relief Initiative (MDRI), estimated at 1.2 billion USD. Until 2043, the debt service has
therefore been reduced by 32 million USD per year, and after 2043 by 4 million USD a year
until 2053.
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Overall, Belgium granted approximately 1 billion euros in debt relief over the 2002-2009
period, with about 500 million USD of additional relief provided for by the Paris Club
agreement based on reaching the completion point. Belgium adopted a proactive position
with regards debt relief for the DRC. Belgium not only aligned itself with the position of
international consensus, but also went further, for example, by providing its assistance in
financing multilateral arrears with bridging loans, and also by playing a political role in
unblocking the DRC in terms of eligibility within the international financial institutions
(TFT). This was a highly proactive political role prior even to the interim period. The Angolan,
Belgian and American ambassadors were involved in the transfer of power between former
president Kabila and the current president, which was also reflected by a considerable
change in Congolese economic policy. This was firmly established during the first internati-
onal visit by the new president who went to Washington only two months after taking
power. During this visit, he met with the American president but also visited the IFls. It was
also during this 2001-2003 period that the DRC made outstanding progress in terms of
economic governance with the implementation of the EGP; and in under two years,
inflation (and therefore the monetary financing of public spending) was under control.
Furthermore, the DRC rediscovered the path towards growth. The DRC’s liberalisation policy
with regards the IFIs led by the international community was supported by the Belgian
diplomacy in place at the time. From 2004, a new Foreign Affairs Minister took office, which
led to a change in attitude towards the DRC. The new Belgian Foreign Affairs minister’s
open criticism of the Congolese regime was in sharp contrast to the attitude of his predeces-
sor. Does this change explain - if only in part - the DRC’s delay in reaching the completion
point for the HIPC initiative? We do not believe so, because once the debt relief process
begins, it is the rationale and administrative monitoring that determine how that process
proceeds.

The Netherlands granted approximately 350 million euros of debt relief in the 2002-2009
period. The amount used to help reach the completion point was approximately 300
million euros. The Netherlands fully endorses the principle of the importance of debt relief.
The country was actively involved in establishing the issue of debt relief for heavily indebted
developing countries on the international agenda. However, despite this, the Netherlands
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. However, there were fierce debates related to the contribution method. The
Congo’s debt relief was on such a scale that its allocation to traditional Official
Development Assistance (ODA) weighed heavily on the development cooperation budget.
Furthermore, the discussion focused on the issue of whether a country which is in the
middle of a conflict situation, without good governance and with considerable corruption,
deserved debt relief through the usual HIPC method. From the start, the Netherlands was of
the opinion that the situation in the Congo was very fragile and that the WB and the IMF
were painting too positive a picture of the political and macro-economic situation. The
Netherlands advocated waiting until the period completion point before granting debt
forgiveness of the majority of the principal and for this forgiveness to take place only once

[25]
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there was greater clarity as to the stability of the political situation?. Retrospectively, the
Netherlands prevailed. The consequence of the context described above was that the DRC
was found to be ‘off-track’ in 2006. In July 2009, the Netherlands issued objections
regarding the general budget support promised by the European Commission. Although
this point of view had been clearly expressed, it did not influence the final decision-making
process. Even after the completion point (1 July 2010), the Netherlands was always of the
opinion that all the terms stipulated by the IMF must first be satisfied. The single exception
to this principle was the discussion about the Chinese loan to the Congo, a loan that did not
comply with the debt sustainability analysis. In this case, in addition to the Netherlands,
several countries successfully exerted pressure to adjust the terms of the loan in order to
combat ‘free riding’.

Although the debt relief amounts granted are considerable, at least on paper, the most
important inputs in the case of the DRC were the conditionality processes. It is clear that the
case of 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. The Congolese
authorities and the Bretton Woods Institutions firmly established this commitment by
agreeing on five particular benchmarks, including:

« the use of budget savings for poverty reduction;

« public expenditure management;

+ debt management (future);

+ governance;

- service provision in priority sectors.

Reforms have been started in each of these areas, strengthening the positions of those
wanting to move forward in government and politics... But frustrating those elements of
government and politics preferring the status quo of weak governance.

Another reason for the delay in reaching the completion point is one of the conditionalities
related to debt sustainability found in the Chinese contracts of 2007 and 2008. Indeed, if
these contracts had been signed without the intervention of amendments, the terms of the
debt would have been disastrous for the debt’s sustainability and thus the DRC’s public
finances. The joint intervention of the IMF/WB has been both a success and a missed
opportunity. A success, due to the mere fact that certain clauses have been modified and the
IMF and WB were able to make a significant reduction in the future debt burden for the
DRC. A missed opportunity, because the contract still contains certain weaknesses due to
the awkward status of the Congolese government in the negotiation process. Indeed, for
the long-term development of the DRC, the contract is very unfair because the tax revenues
owed to the state for mining operations are minimal. Furthermore, no clause provides for
infrastructure maintenance... Finally, the halving of investments in infrastructure, aimed at
curbing future debt also raises questions.

4 Report on the treatment of the debts of the DR Congo at the Paris Club, 12 September 2002
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4.1 Introduction

The evaluation questions related to outputs are listed in the box text below.

Although the ToR do not explain the evaluation questions in terms of outputs,
they implicitly contain these evaluation questions:

5.  Whatis the counterfactual of the effect on the debt service and the stock of
debt? Would the debt service have indeed been paid in the absence of relief?
Under this assumption of no relief, what would its effect have been on ODA?

6. What effect have debt service and stock of debt operations had on the balance
of payments and the budget?

7. What progress was recorded in the area of improving public finance, and more
especially regarding debt management? More broadly, this question is related
to the issue of good governance.

8. Were the conditions related to priority spending in the area of poverty
reduction met?

4.2 Counterfactual analysis: direct and indirect effects 20|

The analysis of the outputs is primarily a comparison exercise. Indeed, in this chapter we
compared the current situation and therefore the effects of the debt relief process, with a
situation where there was no debt relief agreement. We have divided this counterfactual
into direct effects - that broadly cover the effects on stock of debt, debt service and ODA -
and indirect effects, that is, those that are mainly exerted 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
decided by the international community. Table 1 sets out a summary of the different effects.

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 USD. Without
a debt relief agreement, this stock would have been 15.76 billion USD. 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),
in the best case scenario, the DRC would only have paid a fraction of what was due to the
IFls, 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.

Agreement on the assumption that was established for the counterfactual was less than
unanimous, due to the attribution problem. We estimate that without a debt relief
agreement, the ODA flow would have been much less significant. Since, without a HIPC
agreement, there would be no agreement to unblock the DRC in the IFIs and thus no
process of financing for the Poverty Reduction Strategy (PRSP), and reluctance from
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bilateral donors... Consequently, for the counterfactual, we assume that the level of ODA
would not have equalled that of the preceding decade (50 million USD annually) which
essentially came from emergency and humanitarian assistance. Starting with this assump-
tion, strictly speaking we are overestimating the direct effect of the relief, because the
increase in ODA results from a whole package of intervention measures that the community
has taken in the context of a post-conflict country. Furthermore, we are underestimating
the inflow of foreign currency resulting from this post-conflict phase, since not all
spending, for example that of the UN forces within the scope of MONUC (approximately 1
billion USD annually), is accounted for in the ODA effort. In any case, no positive direct
effect can be attributed solely to the debt relief process on the inflow of currencies and the
counterfactual exercise is approximate.

Table1 Counterfactual Summary: direct and indirect effects of debt relief (in million USD)

Total
2007 | 2008 2001-10

Direct effects

(1) Actual service

paid 19 32 124 89 144 147 171 379 208

(2) Counterfactual

service paid 74 65 65 65 65 65 65 65 65

(3) Savings made =

)-(1) 55 33 -59 -2 -79 -82 -106 -312 ~-143 772

(4) Actual stock of
debt (billionUSD) 13.57 10.31 10.72 11.19 10.00 10.52 10.97 10.88 12.47 3.11

(5) Counterfactual

stock of debt

(billion USD) 13.04 13.28 13.55 13.83 14.12 14.42 14.74 15.07 15.41 15.76

(6) Actual ODA 73.6 109.8 184.6 231.7 296.2 328.6 369.5 517.5

(7) Counterfactual

ODA 50 50 50 50 50 50 50 50

(8) Savings +1711

Indirect effects

Actual govern-

ment revenue 208 392 530 774 1151 1407 2067 2342
Counterfactual

government

revenue 354 354 354 354 354 354 354 354

Additional revenue  -146 38 176 420 797 1053 1713 1988 +6331

*By actual ODA, we refer to table 4.2 (see main report) where debt relief and humanitarian and food assistance is
subtracted from total ODA, since it is assumed that this assistance would have been granted even without a debt relief
agreement and application of assistance for HIPCs.
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If the negative direct effect on the debt service (approximately 772 million USD) is combined
with the positive effect on ODA (estimated at approximately 1.71 billion USD), the conclu-
sion 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 USD.

Furthermore, if the indirect effects of the entire debt relief process had on public finance
through the conditionalities are taken into consideration, then the result is even more
positive. The improvement in the collection of fiscal revenues through various reforms
resulted in a surplus of 6.3 billion USD over the entire interim period. It would naturally be
presumptuous to put all 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 important people from government
bodies to promote reforms in governance was another key factor, even if there is still much
progress to be made in this area.

Finally, the specific conditionalities added during 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. This revision essentially consisted in dividing the
initial contract of August 2008 into two different sections, instead of a single contract
whereby the state would also become responsible for the repayment of investments agreed
by Chinese companies in the mining operation. As a result, investment in the mining sector
must refinance itself, without a government guarantee for the reimbursement. Secondly,
work on the Congolese infrastructures (roads, railways, etc.) conducted by Chinese
companies for a (reduced) amount of three billion USD, will be considered as loans granted
to the Congolese state at a fixed (and not variable as stipulated in the initial contract)
interest rate of 4.4%. This government guaranteed repayment will be financed by the profits
from mining production on behalf of the Congolese government (33.3%) in the SICOMINES
Joint Venture agreed between the government and a consortium of Chinese companies.
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5.1 Introduction

The evaluation questions related to outcomes are listed in the box text below.

The most important evaluation question in terms of the outcomes is:
9. Atwhat points are the outcomes sustainable?

Additional questions:

« What are the short- and medium-term prospects for debt sustainability?

» Whatis the short- and medium-term 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 about the increase in pro-poor spending?

5.2 Long- and shortterm projections

Without the HIPC-MDRI initiatives, external debt indicators exceed the applicable thresh-
olds: 30% of GDP, 100% of exports and 200% of revenue®. Furthermore, longer-term
projections show that, in the best case scenario, the ratios only fall below their thresholds
in 2018. 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. Indeed, at 36% on average between 2012-2015, the NPV of debt/
GDP ratio will exceed the threshold of 30% of GDP between 2011-2016. Figure 1 shows that
this significant 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.

Figure 1 NPV of debt/GDP ratio with and without government guarantee, 2010-2030 (in %)
60
50
40
30
20

10

2010 2015 2020 2025 2030

— with government guarantee threshold without government guarantee

Source: IMF, 2010a

5 With an average CPIA score of 2.80 in 2006-2008, the DRC is classed as presenting a poor economic
framework policy.
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Outcomes

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 debt
sustainability analysis may overestimate the risk. ‘May’, because the condition of this
overestimate is a substantial improvement in the business climate.

In terms of governance, a distinction must be made between democratic governance and
technocratic governance (economic). The presidential and parliamentary elections went
smoothly. Consequently, the parliament can play its role of controlling the executive power
and there has been a marked increase in basic political freedoms. This gain in terms of
political governance is certainly not perfect (late local elections, failure to respect political
rights, etc.) but marks significant progress compared with previous periods. The sustainabi-
lity test for this improvement will be seen during the 2011 elections. The risk of a slippage
(constitution change affecting the president’s mandate or over-long delays in the election
schedule) may weaken this improvement in political governance.

In terms of economic governance, it must be highlighted that the government, with
external support, has made real 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). This is also the case in terms of fiscal revenue: the government has increased its
own resources fivefold in the interim period (in current USD). Budgetary slippages and the
delays in reaching the completion point are however symptomatic of a deeper governance
problem, inherited from the past. The insufficient independence of the BCC, revenue losses
(leakage), the issues of complying with contracts, the operation of public services, etc. are
still weak points.

The terms related to the execution of the debt relief agreement have affected the level of
pro-poor spending in particular. We see that this spending increased more than interim
relief, even excluding the security spending that the Congolese authorities included in their
definition of pro-poor spending. Over the 2003-2009 period, the relief granted amounted to
187 million USD annually, while between 2004 and 2009 pro-poor spending, excluding
security spending, exceeded that of 2003 by 250 million USD on average. Financing for HIPC
spending made possible by debt relief does not strictly need to pass through special
accounts. Nevertheless, the DRC chose to be able to trace the entire HIPC spending chain via
a special account, initially held at the BCC. This purely accounting procedure proved
ineffective. Subsequently, since the country was ‘off-track’ over the 2006-2008 period and
no longer received interim assistance, the allocation of HIPC funds was also suspended.
Finally, there was a resumption in 2009 and 2010, a period during which the funds were
used in accordance with the agreements. In conclusion, two points are worth highlighting.
Firstly, and particularly over the 2003-2006 period, the government spent more than
planned in ‘pro-poor’ areas, which was due to debt relief, but only outside the mechanism
of the HIPC account. Secondly, the use of HIPC funds via the special account system for
HIPC funds (2003-2006) did not work.
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The most important results in terms of the overall indirect effects of the HIPC programme
and pro-poor spending in particular, cannot be understood solely through the figures and
the counterfactual. As we will highlight in our conclusions, the HIPC programme is not
effective as a poverty reduction instrument. Firstly because 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. The usefulness and relevant indirect effects must be evaluated within the broader
scope of the State’s reconstruction which is a vital stabilisation tool for strengthening
democracy. Economic reconstruction and debt relief are mere elements of this. Effective
poverty reduction requires more resources and commitments than a HIPC programme.
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6.1 Introduction
The evaluation questions related to impact/relevance are listed in the box text below.
The evaluation question in terms of impact/relevance is:

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

6.2 Relevance in growth

Since 2003, the DRC has re-established growth and under the monitoring and assistance of the
international community has been able to curb inflation, as shown in figure 2. This figure
firstly shows to what extent the DRC is dependent on its good relationships with the internati-
onal 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 international financial institutions so that it could once again receive
international assistance. This figure also shows how the DRC is still affected by external crises,
which is reflected in the facts by a loss of growth during the crisis years of 2008 and 2009.

Figure 2 Growth (right scale) and inflation (left scale), 2000-2009 (in %)
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Source: Based on World Development Indicators, World Bank and FMI, 2008

Attributing this result solely to the interventions of the international community would
however be a mistake. While we can talk about a modest but genuine success in terms of
economic results, this is because within the government there was an awareness that the
(economic) policy followed until 2001 was disastrous and that the trend had to be reversed.
Firstly, there could be no development without peace! The peace agreement putan end to a
deadly war that not only crippled the economy but also incurred massive human losses. Then,
the government embarked on a radical change in economic policy in comparison to the
economic policy of the preceding decade. With a macro-economic rehabilitation programme

1371
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formulated in the GEP and executed using available resources, the government was able to lay the
groundwork by controlling inflation and formulating an interim PRSP. This helped to reach the
decisive stage in 2003, when the country was able to join the HIPC programme and therefore
become eligible for debt relief.

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 by the Bretton Woods Institutions 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 USD.
However, 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 the government’s investment to promote a better business
climate, along with the effect of the country’s reunification after the peace agreement, and the
resumption of investments as a dividend of peace.

6.3 Impact on poverty reduction

In conclusion, this evaluation has analysed the consequences of this debt relief on poverty reduction.
We must first observe that the report on the use of HIPC funds does not provide an opinion on the
impact that the spending of these HIPC funds has had on poverty. The analysis of specific spending
audited by the KPMG study, especially in sectors other than those of education and health (economic
sectors), concludes that the resources made available to the different departments eligible to spend
HIPC funds were appropriately used for these purposes, but that the methods of implementing this
spending (execution quality, compliance with the schedule, etc.) were below standard. The link
between this spending and poverty indicators remains very indirect because there are many other
factors that explain the poverty development indicators. Hence, in the fields of education and health,
the fact that the war was over had to be reflected by an increase in education and the relaunch of
certain health jobs, etc. Furthermore, and as with the other statistical data with which we have
worked, there is a serious problem with data reliability, due to the collapse of government services
for two decades.

Based on the data, which must be used with great caution, the poverty development indicators for
the period under review appear to have improved®. Only chronic poverty, which is one of the key
poverty indicators and which is quite well documented, reported a decline. Table 2 gives an overview
of the poverty development indicators. 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 of those under five years old, where there has been a marked
reduction in the number of children dying under the age of 5 (from 213 to 148 children out of 1000).

¢ Herealso, there is no common ground between donors on the quality of the data; even if the MICS surveys
(UNICEF) still appear the most reliable, there are still doubts on for example, the sampling (Diallo WB/
Kinshasa interview)
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While in the field of education, debt relief through HIPC spending has had the greatest direct impact,
any improvement in increased enrolments still cannot solely be attributed to this factor. The increase
in education is also due to other factors, such as the end of the war and the return to normal life in
much of the country. Furthermore, the share of pro-poor spending agreed by the government was
higher than HIPC spending which means that the government itself invested its own resources in
poverty reduction, although it was mainly in the education sector that this was the case.

ble 2 Development in the Millennium Development Goals in the DRC, 200

Tl

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% 1391
% 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
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 EDS survey (2007)
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HIPC and external resources have primarily financed administrations and ministries making
up the policy space (pro-poor) in the fields of health, education and the economy. In
general, internal resources only partly financed policies, approximately 10%, except in 2009,
ayear during which 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.

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 show 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.

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 USD almost doubled in the 2003-2009 period, the budget for the Ministry of
Primary, Secondary and Professional Education increased six-fold.

However, these advances in terms of education must be qualified based on the history of this
specific sector. It should be noted that the budget of 7 USD per student (2006) is still a fair way
from the budget of 23 USD per student in 1982, just before the Structural Adjustment period.
Current reinvestment in the sector has not been able to compensate for the lay-offs among
teachers between 1982-87. We must again note that the accountability of parents (in the sense
of their involvement in the payment of the education budget) was considered as one of the
objectives to be achieved in the 1980s. 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 these difficult years.

As previously highlighted, HIPC funds as a poverty reduction instrument have a limited
effectiveness. This is particularly clear in sectors other than education where HIPC funds
have primarily been used to improve central government. But even for the education sector
the impact on poverty is unclear. It is true that in this sector, new teachers have been hired
and the operating costs of schools have sometimes increased, but seen from the perspective
of parents of school-going children, it is unclear whether the increase in funds for educa-
tion has had an impact on their spending level. Therefore, the effect on household poverty
remains very low or non-existent.

While it is true that the spending priority for HIPC funds has mainly focused on improving
central government, these HIPC funds have also been important in terms of strengthening
the state, which was not the initial objective. Even if strengthening the state is accepted as a
prerequisite for improving the production of goods and public services, there is a question
as to where this improvement must be located. The concentration of spending in the capital
(over 80% of the budget) with the exception of that agreed for education, ignores the need
to improve local entities and poverty reduction outside the capital.
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The debt relief agreement for the DRC has certainly been effective with regards its sustaina-
bility. All the debt ratios, with the exception of one, were reduced below their sustainability
thresholds on reaching the completion point (July 2010). The only ratio that is an 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. This debt relief operation has laid the groundwork for controlling inflation and
re-establishing economic growth after two decades of regression.

Although the impact of debt relief on growth is the principal result, its effect on growth is
also explained by other factors. The peace dividend, the country’s reunification, govern-
ment 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 elements 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 conditionalities for
reaching the completion point and therefore debt remediation which had a positive impact
on the economic reconstruction.

However, the fact that compliance with these conditionalities took longer than planned,
demonstrates the existence of 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 conditionalities related to the budgetary slippages during the elections and
the risk of creating a new, unsustainable public debt through the Chinese contracts.

Alongside the impact sought by the debt reduction, namely its sustainability and the growth
of the economy, the relief program for a HIPC country also aims to have an effect on poverty
reduction. The amounts from 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 seemed to be below standard for a smooth implementation.

The use of HIPC funds, financed by interim debt relief, is not a completely 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 education.
Consequently, this has helped to work towards the Millennium Development Goals.
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 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 been
used to achieve the declared poverty reduction objective. and have not therefore been
effective.
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Conclusions

Finally, the decision to grant this debt relief to the DRC was essential for the country 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 been
process effective in terms of cost for the international community? Even ignoring other
interventions for indebted, but richer countries, excluding the DRC from the HIPC program-
me 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 internati-
onal community that they have cost it.

7.1 Lessons to be learned

The need for economic governance is still not internalised enough and is still too depen-
dent on external pressure, 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 appoint-
ment of BCC manager(s) are two options for resolving the problems of governance and of
‘emergency spending’.

Supporting this process of better governance and the need for investment without
government guarantees, and therefore a better business climate is a long drawn-out process
which 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 improvement in governance is sustainable.

Unlike the practices in force during the 1970s, the international community will avoid
lending money without a guarantee of repayment. In other words, private investments
should be able to refinance themselves without resorting to a government guarantee. In
this sense, the IMF, the WB and international donors substantially modified the Chinese
contracts. Only investments in public sectors (such as education, health etc.) can be
financed using external loans and be guaranteed by the government, but are preferably
financed by grants in addition to the government’s 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, absolutely essential investments in the area of 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 strengthened. It is obvious that such an increase must be combined
with reforms in Congolese government companies. The joint management of the produc-
tion of these international public goods should help increase the borrowing and repayment

capacity.
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The new approach to assistance, which targets budget support (without conditions), is
perhaps less suited to fragile, post-conflict countries. The exception to this is debt relief
which is similar to budget support since all parties agree that you have to start over ‘with a
clean slate’. Furthermore, itis accompanied by conditions. However, the major lesson from
this debt relief is that in addition to the effects on its sustainability, it is the accompanying
process of conditionalities which was most important in encouraging improvements in
governance. Gradually, as the maturity of governance increases, ownership can and must go
hand in hand with it.
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Forty years after its independence, the Democratic
Republic of Congo had accumulated an astronomi-
cal 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 2001, 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 cancel-
lation as part of the HIPC initiative (2003). During
the 2000-2008 period, the debt cancellation was
85% of the development assistance provided to
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the Congo. 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.

This summary of the main report is meant for the
specialist reader (available in French and Dutch).
An abridged version is also produced for the
non-specialist reader (available in French and
Dutch). The full report is intended for the specialist
reader (available in French and English).

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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