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AFTER SEVERAL YEARS OF WAR and political instability,
the challenges with which the Democratic Republic of
Congo (DRC) is confronted are manifest. As is generally
the case in post-conflict situations, reconstruction,
rehabilitation and resumption of the functioning of the
wider economy require a very great number of reforms,
colossal financial resources and the establishment of
transparent management systems and good governance.
At the same time, lobbies and political pressure groups

are still very much present.

The country needs, too, to tackle the state of poverty
in which three-quarters of the population lives at a
time when revenues are low and its main donors are
concentrating on the cost of maintaining security and
preparing elections. The future of DRC is largely
dependent on the outcome of the presidential and

legislative elections, which should take place in the

spring of 2006. The international community and
private investors have their attention fixed on these
elections, which, if they go well, will allow different

projects and programmes to be relaunched.

Renewed investments

and the country’s economic
future depend largely

on the outcome of the

of the government’s economic 2006 elections and the
maintenance of peace.

For the third consecutive year,
DRC has continued to register good

performances via implementation

programme. The country has
succeeded in stabilising its
macroeconomic framework, controlling hyperinflation
and reviving a number of economic activities. Growth
forecasts for the years to come are fairly promising, with
6.2 per cent expected in 2005 and 6.7 per cent in 20006,
and the potential for exploitation of its natural and
energy resources is immense. At the start of 2005,

insecurity problems in the eastern part of the country

Figure 1 - Real GDP Growth and Per Capita GDP
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Source: IMF data; estimates (e) and projections (p) based on authors’ calculations.

resulted in additional military expenses that were financed
by printing money, which, in turn, led to higher inflation
and a lower exchange rate. Nevertheless, DRC should
reach the completion point for the Heavily Indebted Poor
Countries (HIPC) Initiative by the end of 2006, which

would open the way to a significant and definitive
reduction in the weight of the external debt in 2007. A
new three-year plan to deepen reforms should be
negotiated with the International Monetary Fund (IMF)
for the 2006-09 period.
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Recent Economic Developments

Economic recovery is the result of the massive aid
offered by donors, investment flows and reform and
restructuring efforts, notably in mining and forestry. In
this way, GDP growth rose from 5.7 per cent in 2003
to 6.8 per cent in 2004. It should reach 6.2 per cent in
2005, 6.7 per cent in 2006 and 6.6 per cent in 2007.
DRCs extraordinary potential in mining, forestry and
hydroelectricity could generate even higher growth through
the current elaboration of a coherent economic and

sectoral policy and rehabilitation of basic infrastructures.

In 2004, the primary sector accounted for 59 per
cent of GDD, of which 49 per cent for agriculture,
fishing and forestry and 10 per cent for mining and
quarrying. Cultivated land represents only 10 per cent
of total arable land available, however, and major
irrigation opportunities are not being exploited. The
international community is expected to contribute to
the reviving of the agricultural sector through support
for the scientific activities of the Institut National
d’Eeudes et de Recherches Agronomiques (INERA)
and rehabilitation of agricultural supply routes destined
to allow major centres to receive basic foodstuffs.
Agriculture is essentially of the subsistence-type but there
is some export of such products as coffee, cocoa, rubber,
oil and timber. In 2004, timber production increased
48 per cent over the previous year and the country

possesses nearly half of all African forest reserves.

The mining sector was for years the economy’s

principal motor but also the cause of all jealousies and

conflicts. With regard to copper, the contribution of
Générale des Carrieres et des Mines (Gecamines) to
added value has steadily dwindled, falling from 69 per
cent in 1974 to about 5 per cent in 2002, which
represents a drop of more than 90 per cent over the
period. The fall in production is directly tied to the
collapse in September 1990 of the main mine in Kamoto
but also to a low replacement investment level, shortage
of working capital and the general obsolescence of
production plants. Diamond production came close to
30 million carats in 2004, up 11 per cent on 2003. The
Kimberley Process allowed some small-scale production
to be reintroduced into the official circuit. In 2004,
DRC also produced 395 309 tonnes of cement,
5 067 tonnes of zinc, 8 851 tonnes of cobalt and
1 tonne of gold. Also in 2004, crude oil production

returned to its 1995 level of 10 million barrels.

If the mining sector is underperforming, so, too,
are the water and energy sectors. Although the country’s
electricity generating potential is estimated to be
106 000 MW, most of it from hydroelectric sources,
only 7 per cent of the population has access to electricity.
At the same time, only 25 per cent of the urban
population and 17 per cent of the rural population
have access to drinking water despite the country having

immense water resources and abundant rainfall.

The secondary sector was relatively stable in 2004
with a 13 per cent share of GDP. Manufacturing
production comprises mainly wheat flour and fizzy
and alcoholic drinks. The tertiary sector accounted for

29 per cent of GDP. In the services sector, transport

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 36.2 9 12.2 12.8 18.4 19.6 20.8
Public 0.5 1.0 2.7 2.8 7.8 9.0 9.5
Private 35.7 8.0 9.5 10.0 10.6 10.7 11.3
Consumption 60.5 96.0 95.0 96.1 91.8 90.9 90.9
Public 8.0 5.5 6.3 8.2 9.2 9.2 9.3
Private 52.5 90.4 88.7 87.8 82.5 81.7 81.6
External sector 3.4 -4.9 -7.2 -8.9 -10.1 -10.6 -11.7
Exports 19.1 21.2 26.1 30.5 33.3 32.8 32.1
Imports -15.8 -26.1 -33.3 -39.4 -43.4 -43.4 -43.9

Source: IMF data; estimates (e) and projections (p) based on authors’ calculations.
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Figure 2 - GDP by Sector in 2004 (percentage)
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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and telecommunications have shown the strongest

recovery since the end of the war.

Alongside these sectoral developments, private
consumption was more sustained in 2004 than in
2003, as was private investment. Public consumption
also increased in 2004 and 2005, provoking inflationary

surges. On the other hand, an increase in the external

deficit in 2004 and 2005, which will probably continue

in the coming years, offset pressure on internal demand.

In 2004, the global investment rate was still
insufficient to generate self-sustaining growth. It reached
12.6 per cent of GDP in 2004, of which 2.8 per cent
for public investment. With external support, however,

public investment virtually doubled in 2005 and its share
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of GDP rose to 7.8 per cent. In future, it should
continue to increase and the national investment rate
could exceed 20 per cent in 2007. Taking account of
low internal savings — less than 5 per cent in 2004 and
not more than 10 per cent expected in the years to

come — investment is financed by foreign funds.

Macroeconomic Policies

Fiscal Policy

Until January 2006, the government economic
programme tied DRC to the IMF via the Poverty
Reduction and Growth Facility (PRGF). A new three-

year programme is due to take its place.

In 2005, the international community financed

58 per cent of the state budget. Because of the

preparations for the elections, the contribution of grants
to GDP was considerable, at 9.3 per cent. It should
continue to be high in 2006 and 2007, at 7.6 and
8.1 per cent respectively. Without these very large
amounts, the economy would collapse. Total revenue,
which represented 5.1 per cent of GDP in 2000, was
up to 11.6 per cent in 2004. It should reach 18.7 per
cent in 2005 and 17.1 per cent in 2006. This
phenomenon can be explained notably by an increase
in oil revenues, especially in 2005, and by more effective
tax collection following a general strengthening of fiscal

administration over the country.

Since 2003, expenditure has increased markedly,
partly as a result of the country’s reunification and
partly because of an increase in military spending
destined to restore peace, notably in the eastern part
of the country. Expenditure should reach very high

levels in the years to come. It is expected to reach

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total revenue and grants® 9.3 7.9 9.7 11.6 18.7 171 17.8
Tax revenue 4.2 6.5 6.9 7.7 7.6 7.7 7.8
Grants 4.1 0.4 2.0 2.0 9.3 7.6 8.1
Total expenditure and net lending® 10.1 10.3 13.6 15.4 21.3 22.4 22.7
Current expenditure 8.4 9.4 10.9 12.6 13.6 13.4 13.3
Excluding interest 8.4 6.2 7.5 9.3 10.4 10.5 10.6

Wages and salaries 1.4 1.9 2.5 3.6 3.3 3.1 3.0
Interest 0.1 3.2 3.4 3.3 3.2 3.0 2.7
Capital expenditure 0.5 0.5 2.7 2.8 7.7 8.9 9.4
Primary balance -0.7 1.2 -0.4 -0.5 0.6 -2.3 -2.2
Overall balance -0.8 -2.0 -3.9 -3.8 -2.5 -5.2 -4.9

a. Only major items are reported.

Source: IMF data; estimates (e) and projections (p) based on authors’ calculations.

21.3 per cent of GDP in 2005 and 22.4 per cent in
2006. In 2004, because of insecurity problems,
investment and other public expenditure on the poor
was not as high as expected. It fell short of the initial
programme — by 61 per cent for capital expenditure.
The government resorted to bank financing and money
printing to cover additional current expenditure, which
came to 12.6 per cent of GDP. For 2005, 2006 and
2007, capital expenditure is expected to increase
strongly — from 7.7 per cent of GDP in 2005 to 9.4 per

cent in 2007, compared with 2.8 per cent in
2004 — because of the scale of the country’s infrastructure

and reconstruction needs.

Opverall, taking into account grants, the budget
deficit came to 3.8 per cent in 2004. It could be reduced
to 2.5 per cent in 2005 thanks to the external resources
expected for the elections and the disarmament,
demobilisation and reintegration (DDR) programme

as well as payment of the first tranche of arrears held
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by private creditors. It is expected to rise again to
5.2 per cent of GDP in 2006, however, and come close
to 5 per cent in 2007.

The problem of the internal debt — which is social,
commercial and contracted with public companies — is
in the process of being settled via a mark-down and a
reimbursement schedule spread over several years.
Alrogether, public arrears are thought to represent over

$1.3 billion.
Monetary Policy

Although the primary objective of the Banque
Centrale de Congo (BCC) is to maintain price stability
through a rigorous monetary policy, it ran into several
difficulties in 2005. First, despite the bank’s
independence, budgetary difficulties, arising from the
insecurity in the eastern part of the country, led to a
deterioration in the monetary situation between January
and April, characterised by an increase in money supply
and inflationary pressures, and a new fall in the exchange
rate. The BCC reacted in February by sharply increasing
its discount rate from 20 to 65 per cent so as to absorb
surplus monetary liquidity and prevent it from growing
further. In July 2005, it reduced its official market rate
again to 30 per cent. Second, the BCC functions with
just 14 per cent of money supply in Congolese francs
since the remaining 86 per cent (CDF106.22 billion)
is outside the banking circuit. This phenomenon is a
result of the under-representation of the banking system
in DRC. There is only one bank branch for every
1.5 million inhabitants and for every 56 000 km?. Third,
the face value of notes is much too weak, given that the
highest value note, which has a value of CDF500, is

worth just $1.2. The economy is highly dollarised.
Another major reason for dollarisation is the low
credibility of the national currency after annual inflation
reached more than 500 per cent in 1999 and 2000.

The floating exchange system enabled exchange rates
to be stabilised until the first half of 2004. After that,
the Congolese franc started to depreciate progressively,
finally falling 30 per cent between January and April 2005.
The dollar was traded at CDF450 in December 2005,
compared to CDF515 in mid-April 2005.

As a result of the monetary slide, the increase in
military spending and the increase in the price of oil
products, inflation accelerated in the first half of 2005,
reaching a peak 0f 26.6 per cent at the end of May. On
a full-year basis, the inflation rate was 22.6 per cent in
2005 but should be brought back under 10 per cent
in 2006 and 2007, when it is forecast to fall to 6.7 and

5.2 per cent respectively.
External Position

DRC’s geographical position enables it to belong
to four regional communities: the Southern African
Development Community (SADC), the Common
Market for Eastern and Southern Africa (COMESA),
the Economic Community of Central African States
(ECCAS) and the Economic Community of Great
Lakes Countries (CEPGL). It has earned sanctions for
payment arrears from the SADC and COMESA,
however. In September 2005, the authorities in the
provinces of Katanga (DRC) and Copperbelt (Zambia)
adopted a series of measures aimed at encouraging

trade and reinforcing their common border.

Table 3 - Current Account (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Trade balance 8.4 -0.3 -2.8 -3.8 -4.2 -4.4 54

Exports of goods (f.0.b.) 20.1 19.4 23.6 28.1 31.1 30.9 30.2

Imports of goods (f.0.b.) -11.7 -19.7 -26.4 -31.9 -35.3 -35.3 -35.6
Services -4.8 -4.6 -4.5 -5.0
Factor income =71 -5.4 -3.0 -41
Current transfers 0.0 7.5 8.8 7.5
Current account balance -3.4 -2.7 -1.5 -5.4

Source: IMF data; estimates (e) and projections (p) based on authors’ calculations.
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