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Policies for Reforming Zaire's Shattered Economy

Abstract
This paper presents a brief overview of Zaire's political/economic history, followed by a section
concerning the present economy, and finally, recommendations for Zaire.
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Albout the author: Wkiting this paper for his Economics of
Developing Countries class (Fall 1993), Matt Werner '94, a
political science major, with a minor in economics, described
the class as "challenging" and as being a very good complement
to his personal interests in state and community level
development. Matt had the opportunity to continue his in-depth
study of Zaire in the following spring semester, in a U.S
foreign relations class where he focussed on the historic and
political aspects of Zaire. Matt proceeds to Sangamon Sate
University where he will begin his Master's degree in Public
Administration, which he hopes to use as his stepping stone to
a career in state government.

POLI A ES FOR REFORM NG
ZAIl RE'S SHATTERED ECONOW

Matt hew W \ér ner

VEMORANDUM
> Prime Mnister Etienne Tshi sekedi Kinshasa, Zaire
FROM Matthew W Werner, Harvard University, Professor

of Devel opnental Econom cs, |ndependent Structural
Adj ust ment Consul t ant

REs Report on the restructuring/revitalizing of Zaire's
econony

9 Decenber 1993
Dear Prime Mnister Tshisekedi:

| have enclosed the report you requested. This study has
been very difficult due to the rapid change occurring in Kour
country. Also, it was very difficult gaining data fromthe
Mobutu regi ne and the Bank of Zaire (the central bank).

As you are well aware, the situationin Zaire is dire. For
all practical purposes, the econony has suffered conpl ete
collapse. | found this report to be quite challen?ing; because
of this, | hope you find ny recommendations hel pful and that you
are able to inplenent themwhen your governnment gains power.

| structured the report as you requested, with a brief
econom c/political history, followed by a section concerning thef
present econony, and fina ty, ny recomendations for Zaire. Inl
the third section, | also delineated some of the political events
that will also be necessary to inplenent, since the current
political chaos is 95%of the problem | have addressed the nust]
| medi ate issues that need to be handled first. There are sinple
too many problens to address in one report, since Zaire's econony
I's basically nonexistent. Progress cannot succeed until these
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i ssues are dealt with. It will not be an easy process, but | do
believe it can be done. P ease feel free to contact ne for
advi ce and assi st ance.

These reconmmendati ons are nade with the assunption that
Presi dent Mobutu Sese Seko will resign or be ousted and that your
government will assume its rightful place. Al so, let nme warn you
that | tried at points inthis report to add a little levity to
make this subject a little easier to digest. Economcs has the
rﬁput?tLoP of being "dismal", so this economst attenpts to beat
that | abel .

. BACKGROUND H STCRY

Zaire's troubl es cannot be ascribed to the Bel gians who
coloni zed and ruled it as the Bel gian Congo, nor on the turnoi
t hat existed between 1960 and 1964, which brought a Unhited
Nat i ons peacekeeping force. The trouble can rightfully be placed
in the hands of the man known as President Mbutu Sese Seko who
sei zed control of the Denocratic Republic of the Congo on
Novenber 24, 1965 and later renamed it, in 1971, the Republic of
Zaire. Hs twenty-eight year autocratic, one-party reign has |led
to the near destruction of the Zairian econony.

~From 1965 to the early 1970's, Zaire prospered, enjoyinﬂ.
foreign investnent. On Novenber 30, 1973, Mbutu announced his
policy of Zairianization. This policy not only changed the old
colonial nanes of cities and geographlc features to "proper”
African names but al so usurped control of the nation's
pl antations and conpani es operated by foreigners and turned them
over to Zairians (Young & Turner, p. 171). This resulted in a
sl ow-down in production because there sinply were not enough
Zairians trained to run these conpanies, not to nmention that nost
of these firns were turned over as pay-offs to political allies
and mlitary officers (Young & Turner, p. 185). At this tine,
inflation was al ready high because of the oil crisis. In 1974
things began to worsen as world prices for copper, Zaire's main
export, declined. Since then, prices have continued to decline
and the econony of Zaire has declined with it.

The situation in Zaire has continued to deteriorate since
the difficulties of the md-70s. S nce the 1970s, Zaire's debt
has been reschedul ed twelve tines. A so, Zaire has failed to
i npl ement four out of five International Mnetary Fund (1 M)
macro policy agreenents (Qulhati, 1990, p. 35). The debt burden
and the continuing decline of copper prices has placed Zaire in a
desperate situation.

As Zaire entered the 1990s, thin%% began to unravel
conpletely. On the political scene, butu agreed to somne
denocratic reforns. He allowed nore political parties to conpete
with the official party of the state and held el ections for the

overnment. The Decenber 1991 el ection for Mbutu' s position as

esi dent was never held, however, and nonths after Prime
Mnister Etienne Tshisekedi was installed, Mbutu replaced him
wi th a person of his choice (Wl den, p. 2-3).

Yring 1994 21



On the econom c scene, the governnent's budget deficit has
becone an increasing problem The governnment tried to solve this
by financing approximately 98% of the deficit by printing nore
zaires, the national currency. This caused h%perinflation whi ch
reached over 2000%in 1992* Al so, Zaire has been unabl e to pay
any of its $10 billion debt. This has led to a suspension of ad
fromthe |M and the World Bank. The United States, Belgi umand
France have also halted all aid to Zaire and are calling for
Mobutu to step down.

The policies of Mbutu have brought financial disaster to
Zaire and al nost conplete ostracization fromthe international
coomunity. Wth this background, the present day situation can
be under st ood.

1. CQURRENT STATE G- THE ECONOW

In order to keep things concise, this section will describe
the parts of the current econonK_thaI w |l be addressed by the
policy recommendations in the third section.

First, the inflation probl emnentioned above—+n 1991, Zare
experienced an inflation rate of 4229% and 2730%in 1992,
according to Mobutu's Prine Mnister Faustin Birindwa in his
address to the National Assenbly on June 22, 1993. This has
resul ted because of the governnent's pO|IC¥ of financing the
budget deficit by sinply printing noney. The deficit in 1992
reached 703 billion zaires—dp from22 billion zaires in 1991
The noney supply increased from886 mllion in 1990 to
approxi matel y 3,600,000 billion in 1993 (Wl den, p. 4). _
nger|nflat|on IS not surprising with such a huge increase in the
nDneﬁ supply in a short period of tinme. This hyperinflation has
knocked a nmajority of Zairian consuners out of the fornmal econony
and has forced themto revert to bartering for necessities.

Banks have becone al nost conpl etely usel ess, since people do not
deP03|t.mhat nmoney they have because they nust spend it quickly
before it loses value. This in turn has resulted in a dependence
on foreign investnent, since the banks are unable to nmaintain
accounts to lend. Thus, they have becone non-functioning in the
traditional role of financial intermediation. The zaires are
basical |y worthl ess. An exanple can be found by | ooking at the
exchange rate. In April, 1993, 25 mllion zaires traded for one
U S. dollar; now, eight nonths later, it is alnmost 12 million
zaires per dollar (BBC, 30 Novenber 1993).

On Cctober 22, 1993, the governnent presented its new
currency plan, announcing the creation of a new zaire which woul d
equal 3 mllion old zaires. The phasing-in process was slated
for one nonth but was extended to Decenber 10, 1993 (BBC, 30
Novenber 1993). Wat effect will this have on Zaire? None. Al |
this acconplishes is to reduce the anount of zaires one has to
carry around fromthree mllion to one; the currency is stil
worth the same as before.

Investment is the next area for consideration. As nentioned I
inthe earlier section, investnent in Zaire depends |argely on
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that fromforeign nations. Hyperinflation threatens this in two
ways. First, foreign investors do not want to put noney into
Zalre, because as soon as it is invested, it becones deval ued by
inflation. Secondly, profits cannot be repatriated, and nust be
reinvested i nmedi ately before they |ose value. Also, there is
not enough foreign exchange available to inport necessary

equi prent and ot her inputs for production. Yet another problem
Is the deteriorated infrastructure. The rail and road systens
remai n unchanged fromcolonial tines. Transportation for a
conpany can be costly.

(Cne of the major obstacles to foreign investnent and aid is
the debt of Zaire which is aﬁproxinately $10 billion. It is
currently unable to pay on the debt which has resulted in a najor

roblem The IMF and the Wrld Bank have suspended all aid to

aire until there is an inprovenent in the econony. The Vorld
Bank has suspended a programwhi ch woul d have inproved the road
systemin Zaire and, thus, would have hel ped the transportation
probl emnentioned above. The nost inportant ramfication of this
Is that private and public |enders usually consider how a countr
stands with these two organi zati ons when determning | oans. Wt
bot h suspending aid to Zaire, prospects for galnlng | oans are
slim Ontop of that, the U S, Belgiumand France have
suspended all aid to Zaire until Mbutu is gone and a denocracY
is installed (ironic, considering that these nations, especially
the U S., hel ped keep Mobutu in power during the Cold War) .
Wiere wi Il the noney conme fron? |f funds are being w thhel d by
these sources, then what foreign investor will want to risk noney
in Zaire? Only the brave. Zaire nust find some way to start
maki ng paynents to regain status with the M- and Wrld Bank if
there is to be any hope of an influx of foreign direct

i nvest ment .

The current situation in Zaire's mneral sector is also
troubling. Zaire has always been considered to be rich with
natural resources, which in the past encouraged i nvestnent.
Copper, cobalt and dianonds are the prinmary mneral s mned and
exported by Zaire (Kaplan, p. 214). Exportation of these
mneral s has been the primary source of foreign exchange through
trade for Zaire. Due to the recent fall in prices of copper,

di anonds have becone the primary export. Production of these
mnerals and others has fallen drastically, thus further
decreasi ng the amount of foreign exchange. |If prices drop and
you export |ess, then you nake |ess nDneK. ~Production has
decl i ned because of fuel shortages and the inability to acquire
spare parts for machinery. Also, what is produced has a hard
tine getting to its destination because of the transportation
system

_ The various conpanies that mne the different mnerals are
either conpletely state-owned or owned by the state with nmenbers
of the private sector. The only exception is oil firns which are
nostly owned by foreign oil conpanies. Because of this strong
gover nment presence in the mning sector naking decisions on
political grounds, production has been further hanpered. All
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production decisions and hiring or pronotions depend on politics
I nstead of good, sound business. Nothing can be done to change
the prices of these mnerals on the world nmarket, but production
canf_e made nore efficient in order to |ower costs and increase
profits.

The areas discussed here and their sub-issues in the econony
are sone of the nost inportant to be addressed in order to nove
Zaire out of the corner into which past follies have led it.

Now, it is time to consider solutions.

11, PCQLI CY RECOMMVENDATI ONS
A PQLITI CAL

Bef ore econom c concerns can be dealt w th successfully,
sonme political issues nust first be addressed. First and
forenost, Mbutu nust be renoved, either voluntarily or
forcefully, and the denocratically-el ected government nust take
control. Until he is gone and denocracy established, no progress
can be made.

Second, this government nust rally the people behind a
uni fying i deal, such as establishing a denocracy. VVitin? a new
nore denocratic constitution could be the rallying point tor the
nati on. This woul d heIP all eviate sone of the ethnic unrest
that has started to deve Oﬁ in the eastern part of the country.
A natk?nal identity would help sonme of the transitions go nore
snoot :

Thyrd, the arny nust becone loyal to the new governnent.
Since they are currently not paid on tine, a good start woul d be
to rei nburse themfor at is past due. Control of the ar
should not rest in the hands of one or of even a few generals.
This coul d easiI% result in a coup. Acivilian or coomttee of
civilians could be appointed as commander-in-chief. A code of
honor for troops could be installed to insure that they respect
the constitution and command structure; if they believe that the
constitution is to be protected at all costs, then the likelihood
of a charismatic general gaining their support for a coup is
| essened.

Fourth, the new governnent needs to seek avenues to seize
all assets of Mbutu and his famly plus his elitist allies.
Those assets have been illegally taken fromthe people of Zaire.
The U S., Belgiumand France woul d probably be very hel pful in
this endeavor. Mbutu's assets have been estinated at
approximately four billion U S dollars; their seizure coul d
greatly help Zaire.

~ These are probably the nost inportant steps to be taken
politically in order to establish the stability needed for
Initiating any effective economc policy. The country nost
probably will have unrest w th a change of governnment. It
probably woul d be prudent to ask for the United Nations to
provi de assistance in the transition as soon as the new
gover nnent takes power.
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B. ECONCM C

Dealing with inflation nust be the nunber one priority in
order to restart Zaire's comatose econony. This issue is never
an easy one to address and has caused nany a headache for
financial mnisters across the globe. However, the pollc¥_for
Falre can take greater risks since thereis virtually nothing to

ose.

The budget deficit and the ?pvernnent's policy of printing
t he npneY needed to cover the deficit have created the probl em of
hyperinflation. The government nust first nake it a policy to
sgend only an anount equal to its revenues. |In nost countries,
this could be disastrous but not in Zaire. Unenploynent is
already estimated at 40% so the shock will be mnimal conpared
to the pain already being suffered. |In Mbutu' s governnent, it
has been estinated that approximately 50% of the noney all ocated
by the budget has been |ost through corruption. This noney has
gone to Mobutu, who has kept a nice chunk for hinself and has
used the rest as pay-offs to political allies. The new
government may not be corruption-free, but it should be |ess

corrupt than in the past. hat means that the deficit ﬁart of
the budget, and a little nore, was never available to the
prograns for which it was nmeant. It can be reasoned that these

prograns could remain at the same |evel of funding and possibly
see a slight increase in funding. Al so, the government nust nake
it a pollc¥ to no longer print noney as a node for financing the
deficit. his will be a non-issue once the financial systemis
opfratlng, as long as the governnent commts itself to such a

pol i cy.

_ Wages need to be frozen for one year to prevent creation of
inflationary pressure. This should help maintain the current

| evel of enploynent. Even though wages woul d be frozen, they
woul d 1 ose worth much nore slowy as inflation decreases.

Finally, concerning inflation, the government shoul d
restrict the growth of the noney supp[¥_to a set Bercentage (Iow
for a set amount of tinme. One possibility would be an increase
of no nore than 1% per year for six years. This would allowtinme
for the inflation rate to ad#ust.fron1the_changed policies and
woul d help to prevent any inflationary actions in tines of
crisis. The government should al so set a permnmanent ceilinﬂ for
noney supply growth after the adjustrment plan to prevent the
abuse of the noney supply as has happened bef ore.

Wth a policy in place and inplenented to bring down the
inflation rate, the M and VWrld Bank would likely lift
suspensions. UWpon seeing that the new Zairian government is
willing to do what is necessary to correct the m stakes of the
past and to repay their debts, these organizations m ght be
wlling to help. Once these organizations return, other sources
of aid and loans would be likely to reconsider assistance. The
nmost immedi ate benefit would be the resunption of the road
| nprovenent project halted by the Wrld Bank which would help to
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I nprove the transportation problem

~ The new governnment should next solicit aid fromthose _
nations, mainly the U S., Belgiumand France, which suspended it
because of Mobutu. The aid requested shoul d address soci al
i ssues that need attention. Specifically, Zaire should set up a
programto inprove education and health care and to solicit ad
for their support, wth the understanding that Zaire woul d take
control of the programs when it is able. Covernnments woul d be
nore likely to aid these types of prograns, especially if given a
tinme frame. This would free up Zaire's resources at the onset to
deal with production issues. This social programshould include
the foll ow ng points?

1. Money for nedicine

2. Training of heal th personnel

3. Trai ning of teachers

4, Reinstitution of the AIDS prevention programthat was
successful in Zaire in the md-80"s until funding
ceased

5 Materials for primary, secondary and hi gher education

Next, the problens of foreign direct investnment and mnera
exports can be addressed sinmultaneously. First, all the parts of
conpani es or conpl ete conpani es owed by the state should be sod
to private interests, especially to foreigners. This program
shoul d give tax breaks for five years to new owners as a period
of readjustnent, promse that firns will be given first priority
to forel gn exchange necessary to purchase inputs, ﬁrOVIde t ax
I ncentives for conpanies who train Zairians in higher skills and
managenent, and insure investors of safety from governnent
seizure. This programwould help bring in much needed foreign
I nvestnent while inproving the efficiency of the mneral sector
t hrough professional rather than political nanagenent as well as
training Zairians in business and skills.

Anot her program should be forned to help foster the creation
of firns that can link either forwardly or backmardlr to the
mneral sector. An exanple would be to get Caterpillar to locate
a plant in order to provide nmachinery for road inprovenent
projects, to build newfactory sites, to provide m ne equi pnent,
and to inprove Zaire's access to the Sub-Saharan nmar ket which
Wi Il need such products for further devel opment in the region.

Al so, Zaire could encourage a firmto process copper wre or
cookware and firns that refine industrial or gemquality

di anonds. Zaire could encourage this by giving these |1 nked

I ndustries sone of the sanme benefits extended to investors in
existing firns. The programwoul d include protection for each of
those industries for a set period of time—possibly 5 or 6 years,
tax breaks for that same period, forei%n exchange priority access
for inputs, lowinterest |oans (once the banking system has
started operation again), and inprovenent of transportation

rout es.

These policies would inprove existing firns and encourage
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new ones, resulting in the generation of nore revenue fromt axes,
even wi th breaks, inproving export revenues, increasing
production and efficiency of the mneral sector, creating new
Jjobs, and inproving the skills of Zairian workers. o

~An overal | Pollcy for these firns concerning repatriation of
profits should al so be established. Firns should be allowed to
repatriate profits if there is sufficient foreign exchange. The
%gvernnent.should encourage firns to invest the noney in Zaire.

e possibility is the formation of a stock market as has been
proposed by the current government (Birindwa, 1993). At this
tine, Zaire's financial market is not able to handle this, but in
the future it could be a valuable tool to keep profits in the
donesti c narket and encourage nore investnent from abroad.

Ohce these initiatives are taken, Zaire should be able to
stabilize its econony and becone producti ve. Furthernore, Zaire
should be able to start repaynment on its huge debt. A stable
econony woul d al so inprove its chances at gaining further |oans
or regfheduling, t hough | oans shoul d be avoi ded as nuch as
possi bl e.

Overal |, these policies could return Zaire to a stable
state. By brlng]ng I nflation under control through controlled
gover nment spendi ng, the entire business and economc climnate
woul d inprove. Investors woul d begin to invest and aid would
cone. is, inturn, would allowinprovenent in the production
of mnerals and so on and so on. These first few changes woul d
in turn br|ng changes to other parts of the econony. hi ngs
woul d start talling into place. But, this is #ust t he begi nni ng;
many things remain to be done. Here is a brief list of areas
that will need attention once the econony has stabilized-

1. Agriculture. Invest in this sector to prevent it from
falling benind. Provide aid to inprove techniques and technol ogy
so production can be increased. Oanership of [and should be
ggven to farners to provide an incentive to produce. Zaire is

I verse enough to have both an agricultural and industrial sector
that is strong and producti ve.

2. Health care. This will need great attention even with
t he suggested social programin place. An AlDS epidemc prom ses
to be socially and economcally devastati ng.

3. Exchange rate. Set exchange rate as a craw ing Beg to
prevent it fromthe ?reat fluctuations of a floating rate but
giving it sone nore flexibility than a fixed rate.

4. Devel opnent. Adopt an outward-1ooking strategy for
devel opnent. Primary export strategy will not work since prices
for main exports are declining. Foreign exchange is a nust, so
an inport substitution strategy will not be effective either.

Zaire has great promse. Once it beconmes economcally and
politically stable, it will develop well because of its vast
resources. |f Mbutu had never taken power, things nay have gone
better for Zaire, but no one will ever know It still has the

otential to develop into an econonicallﬁ strong nation with a
arge market. This potential promses that Zaire could be a
maj or or the major economc power of the region. Oly tine wll
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tell.
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