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Unsustainable debt reduces the productivity of a country. Ten years following its “1960 independence”, the
Democratic Republic of Congo adopted policies that resorted to external finances while the world was at the peak
of the 1970 Petro-dollar crisis. The following decade, in the 1980°s, with the fall in price of raw materials, the
Democratic Republic of Congo was trapped in an unsustainable debt burden cycle that stagnated its economy
and according to the World Bank data, reduced its GDP per Capita. The rise of active armed conflicts in the 1990’s
and political unrest during the 2000's added pressures to resort to further financial support from external creditors,
facilitating corruption and poverty in the process.

The inability to service debts leads to economic consequences. One of these consequences is reduction in
productivity. With empirical evidence, our analysis will be looking at the Congolese productivity from
independence in 1960 to the historical democratic transfers of power in late 2018 to understand the effects of
external debts in its economic growth.

: Sub-Saharan economic growth, economy of the Democratic Republic of Congo, GDP per capita,
fotal external debt stock, general economics.

F43; H54.

Since its independence in 1960, the Democratic Republic of Congo has been in a debt and aid cycle from
external creditors. With an aim of assessing the relationship between the total external debt stock and economic
growth in the Democratic Republic of Congo, this paper will have a fourfold objective by (i) providing an overview
background of the Democratic Republic of Congo External Debt, (i) have a view of the economy of the Democratic
Republic of Congo since 1960 to 2019 using its GDP per Capita before (i) exploring the total external debt stock
data from the same period (iii) to conclude, ceteris paribus, on relationships between total external debt stock and
economic growth to draw recommendations.

Ten years following its 1960 independence, the Democratic Republic of Congo solicited external financial
support to maintain peace and support its economy following the Congo Crisis. The mismanagement of funds in
the mid 1970’s led to further political unrest fuelling corruption and poverty of the 1980's, which in turn led to
further armed conflicts in the 1990's and early 2000's. According to Collier (2008), the conflict trap theory is one
of the reasons negatively impacting economic growth of countries such as the Democratic Republic of Congo
since armed conflicts lead to poverty and poverty is the cause of armed conflicts.
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In the Democratic Republic of Congo, successive governments have been unable to end the poverty cycle
with much of their policies evolving around borrowing from external creditors to tackle internal economic
challenges as well as reverting to external aid for further support.

Moyo (2010) investigated the myth around financial aid to poorer countries to conclude that it failed to
stimulate economic growth for African countries but contributed to corruption such as the embezzlement of US$5
billion, between 1970 to 1998, by Marechal Mobutu Sese Seko Kuku Ngbendu WA Za Banga, the late president
of Zaire (actual Democratic Republic of Congo).

Much of the Congolese debt was incurred during the Cold War era when then President Mobutu received
more aid from the U.S.A. than the rest of Sub-Saharan Africa combined. According to Boyce and Ndikumana
(2002), in 1993, following years of mismanagement, the World Bank suspended its financial assistant to the
Democratic Republic of Congo and in 1994, annual inflation was 9,796.9%. The total external debt service
increased from 119.6% in 1990 to 271.4% in 1995. In 1997, following 32 years in power, then President Mobutu
accumulated a personal fortune estimated at US$5 billion, while his government ran up an estimated total external
debt stock of around US$12 billion, which represented nearly 225% of GDP and 1,280% of export. They left the
country, following a military coup, with unsustainable debts and arrears repayment of US$10.9 million. In 1998,
armed conflicts financed by the government of Rwanda and Uganda added further pressures to the repayment
of debts.

The I.M.F. and the World Bank stated that the Democratic Republic of Congo was vulnerable to financial
shocks because of its debt burden and promoted S.A.P. as responsible economic policies for developing countries
since the early 1980s by the provision of loans conditional on the adoption of set standard policies. And according
to the joint World Bank - IMF Debt Sustainability Analysis approved by Estevao ef al. (2019), the Democratic
Republic of Congo has been making progress since the early years of 2000’s.

However, The Sentry (2019) investigated corruption between Congolese officials and bankers legitimising
illegal transactions from external loans using banking institutions to enrich a selected minority at the expense of
the overall population, which raised the question of whether aid money and programs set by the Bretton Woods
institutions are beneficial to the overall Congolese population.

We are aiming to look at data covering the full term in office of different governments. This paper will be
looking at data from 1960 to 2018 to understand GDP per Capita and total external debt stock. We will also have
a partial insight of the current government by adding data from 2019. Therefore, we will base our analysis on 60
paired observations.

GDP per Capita 1960-2019: The Democratic Republic of
Congo
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Graph 1. Average productivity of Congolese in US $ from 1960 to 2019. Data were collected from the World Bank adjusted
at 2010 to exclude the effect of inflation allowing accurate economic comparison year on year



For economic growth, we will refer to GDP per Capita, which is identified as a country standard of living
with data collected from the World Bank at 2010 constant!. The World Bank is a recognised and reliable global
source of economic data. Countries’ data are from their respective national statistical systems and improved to
global standards to become effective analytical tools.

As the World Bank's goal is the reduction of poverty by providing loans and grants, data have been
assessed by the organisation to be accurate and trustworthy for decision-making.

The annual GDP per capita will measure the value of yearly production in the Democratic Republic of
Congo during the selected period and divided by the number of inhabitants in the middle of relevant years. Data
are adjusted for inflation and differences at the 2010 fixed prices to allow accuracy in economic comparisons.

Graph 1 suggests that the Democratic Republic of Congo’s standards of living from 1960 to 2019 has more
than halved to prompt questions about economic related events from the 1970’s to early 2000’s. One of these
factors, ceteris paribus, is the total external debt stock, which is defined by the World Bank? as debt owed to non-
residents and repayable in currency, goods, or services. Total external debt stock is the sum of public, publicly
guaranteed, and private non-guaranteed long-term debt, use of IMF credit, and short-term debt where short-term
debt includes all debt having an original maturity of one year or less and interest in arrears on long-term debt.
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Graph 2. Total External Debt Stocks of the Democratic Republic of Congo in million US $ from 1960 to 2019. Data were
collected from the World Bank

Graph 2 shows the Democratic Republic of Congo total external debt stock in US$ from 1960 to 2019
suggesting an increase as an independent country from US$5,000 million in the 1970’s to around US$10,000 to
US$15,000 million in the 1990’s and early 2000’s. A sharp decrease was observed from 2008 to 2010, when
analysis approved by Estevao et al. (2019) suggested progress was made from S.A.P.

The paper analyses the relationship between total external debt stock in the Democratic Republic of Congo
and economic growth. Graph 1 & Graph 2 are signalling a negative correlation, which we will further investigate
with the linear regression (eq.2.1):

Ge =a+ BD; +¢ 2.1

G, represents the standard of living determine by the GDP per Capita at year ¢;

a; is the intercept, the GDP per Capita at zero total external debt stock.

B is our slope to determine how growth will behave with additional debts.

D, is the shock to growth, the independent variable that is debt during year t;

€ represent the error in our model; ceteris paribus factors.

" Data available from the World Bank: https://data.worldbank.org/indicator/NY.GDP.PCAP.KD?locations=CD
2 The Democratic Republic of Congo data for total external debt stock were isolated from the world data that are available
from the World Bank at: https://data.worldbank.org/topic/external-debt?display=d
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3. Results and Interpretation
3.1. Main Results
3.1.1. Testing: T-Test

The T-Test determines the level of significance between our selected data (GDP per Capita & Debt) and
their respective means.
Our Hypotheses are as follow:

; null hypotheses assuming growth not impacted by debt
; alternative hypotheses that our growth increases following debt

With a 5% significance (0.05), giving us a 95% accuracy of samples.

t-Test: Paired Two Sample for Means

 IscOPCapia |3 Debi(milon
Variance 97203.59543 21128117.66
Pearson Correlation -0.8226372648

R

The absolute value of our t-Stat at 8.9 suggests that there is greater evidence against the null hypotheses.
And with both P values (one & two tails) equal to zero, the null hypotheses (H,) will be rejected with strong
evidence of higher significance and accuracy of selected data.

3.1.2. Linear Regression

Having tested the significance/accuracy of our data, we will look into their relationships from 2.1. Our
primary aim is to determine how GDP per Capita reacts as a dependent variable of the total external debt stock.

The key result will be the R Square, which determines the level in which the total external debt stock
influences GDP per Capita.

It indicates that from our 60 observations, GDP per Capita is influenced at 67.67% by total external debt
stock.

With the significance F lower than 0.05 at 0, we have a strong significance regression for our results and
also confirmed by our T-Test in 3.1.1.

Our coefficients are suggesting that:

= we should be expecting US$1,020 GDP per Capita as intercept, at

= a negative debt of (US$0.055 million) as our slope confirming the negative relationship between debt

and GDP per Capita.

By targeting a GDP per Capita of US$ 1,020, we will be reducing the total external debt stock by US$
0.055 million. Or with a reduction of US$0.055 million in the total external debt stock, we would expect a GDP per
Capita of US$ 1,020.

Looking in the P value, we can confirm that the total external debt stock has an effect on GDP per Capita
because at 0, our P value are lower than 0.05
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SUMMARY
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Graph 3. Total External Debt Stocks vs GDP per Capita of the Democratic Republic of Congo from 1960 to 2019. Data
collected from the World Bank and process using excel scatter graph

With Graph 3, we are predicting GDP per Capita using coefficients from selected data. The black dots are
our predicted GDP per Capita, which decreases as debt increases. The blue dots are the actual GDP per Capita
fitting our expectations. The higher the total stock of external debt, the lower our GDP per Capita.
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We can confirm that Eq.2.1 is a good regression and there is a negative relationship between GDP per
Capita and External Debt.

Our aim was to determine whether slow economic growth was a consequence of external debt in the
Democratic Republic of Congo. We selected data from 1960 to 2019 and suggested a linear regression with GDP
per Capita as a dependent variable of total external debt stock. We tested our data for significance to fit our
regression model. Our results confirm that in the Democratic Republic of Congo, assuming that all other
economic factors are held constant and using GDP per Capita as an indicator of productivity/standard of
living, there is a negative correlation between economic growth and the total external debt. With higher
debts, productivity tends to decrease.

Therefore, the Democratic Republic of Congo required a robust national budget that will tackle the total
external debt stock to support economic growth. Not prioritizing debt reduction, but sustainability is key as total
external debt stock has been constantly increasing from the 1970’s the late 1990’s, but stabilized in the early
years of 2000 when we could observe stable GDP per Capita.

Debt may influence, but it is not necessarily the main issue. Our analysis assumed that all other economic
factors were constant. Roux de Bézieux (2020) stated in an interview that debt reduction in time of crisis is not
necessarily the priority, but the ability to reimburse it by setting robust economic policies for the future. With
regards to the Democratic Republic of Congo, robust policies are key to sustain the debt adequately by
reimbursing interest and principal while promoting growth.

The total External Debt Stock of the Democratic Republic of Congo has been one of its economic
challenges from 1970’s to the early years of 2000, adversely influencing it by more than 60%. Reducing the Debt
should be a social responsibility. The country should therefore determine its limits identifying the level where its
debt does not prejudice its economic growth. Then set robust policies aiming to reach a GDP per Capita at US$
1,020 through job creation, revised expenditures and implementing fair taxation to start repaying the total external
debt stock and reduce its reliance on aid.
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Appendix

Growth, Debt & Politics - DR Congo
Year $ GDP/Capita % growth $ Debt (million) Leader Regime
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1971 1,100.42 41005 | Mobuu |  Dictatorship
1973 1,129.87 104651 |  Mobutu |  Dictatorship
1975 1,048.55 203861 | Mobuu | Dictatorship
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1997 355.53 -7.92 12,326.99 Mobutu Dictatorship
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Growth, Debt & Politics - DR Congo
Year $ GDP/Capita % growth $ Debt (million) Leader Regime
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2013 375.22 6,132.47 Kabila (J) Elected
| 2015 411.02 5327.95 Kabila (J) Elected
2017 408.92 5,083.90 Kabila (J)

2019 423.64 1.11 5,437.55 Tshisekedi (F) Elected
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