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FOREWORD

This report, World Economic Survey, 1965, is the
eighteenth in a series of comprehensive reviews of
world economic conditions published by the United
Nations. It is issued in response to General Assembly
resolution 118 (II), in which the Secretary-General
was requested to prepare an annual review and
analysis of world economic conditions and trends.
The report is intended to meet the requirements of
the Economic and Social Council and other organs
of the United Nations for an appraisal of world
economic conditions which may serve as a basis for
recommendations in the economic field. It is also
intended to stimulate interest in and discussion of
international economic problems among a more gen
eral public audience.

Each year since 1955, the /iVorld Economic Survey
has contained a study of a particular problem in the
field of economic development. Among the subjects
examined have been economic growth in the first
post-war decade, balance of payments problems in
relation to economic growth, inflation, post-war com
modity trade and policies, experience and policies
relating to investment and saving, industrialization
and economic development, foreign trade and eco
nomic development and the appraisal of development
plans.

The present Survey deals with a problem that has
been a matter of long-standing concern in various
United Nations bodies, namely the financing of eco
nomic development. The focus of this concern in
recent years has been the slow progress towards the
targets of the Development Decade. If growth rates
are to be accelerated, more resources will have to be
devoted to investment, and the twin tasks of raising
saving levels in low-income countries and generating
an adequate volume of external purchasing power
in countries most of whose exports face a relatively
unresponsive demand pose a formidable challenge.
Considerable importance therefore attaches to the
flow of resources to the developing countries in the
form of loans and grants from the rest of the world.

Chapter I discusses the problem of increasing the
volume of savings available to the developing coun-
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tries. Trends in the period 1953-1955 to 1962-1964
are reviewed and the sources of saving are examined,
distinguishing in particular between domestic and
foreign, between government and private, and be
tween corporate and household. The strategic im
portance of foreign saving is emphasized, and the
next three chapters take up the various aspects of in
ternational resource transfer that is implied in foreign
saving. Chapters II and III examine the volume and
form of transfers from the developed market eco
nomies, pointing out the increased involvement of
governments and the growth of transfers in kind
There is a discussion of the tying of loans and its
consequences and a discussion of the terms of lend
ing, in the light of the mounting burden that the
servicing of debt entails. Chapter IV reviews the
nature and source of transfers from the centrally
planned economies and comments on some of the
ideas now being formulated for rationalizing the
lending and repaying arrangements with the develop
ing countries. Chapter V traces the history of the
international interest in the transfer of resources to
the developing countries both at the operational level
through multilateral agencies and at the level of
policy formulation. The five chapters are preceded
by an introduction which provides a summary and
a perspective.

Part II of the Survey, which is issued as a separate
volume, deals with the salient features of the world
economic situation. It covers the events of 1965 and
early 1966 and summarizes the principal develop
ments in four sections-world production and trade,
recent trends in the developed market economies, the
developing countries and the centrally planned coun
tries-and forty-two tables. It incorporates informa
tion provided by governments in response to the
Secretary-GeneraI's questionnaire on economic trends,
problems and policies circulated in December 1965.

The World Economic Survey is prepared in the
Centre for Development Planning, Projections and
Policies of the Department of Economic and Social
Affairs of the United Nations Secretariat.



EXPLANATORY NOTES

The following symbols have been used in the tables throughout the report:

Three dots ( ... ) indicate that data are not available or are not separately
reported

A dash (-) indicates that the amount is nil or negligible

A blank in a table indicates that the item is not applicable

A minus sign (-) indicates a deficit or decrease, except as indicated

A. full stop (.) is used to indicate decimals

A comma (,) is used to distinguish thousands and millions

A slash (/) indicates a crop year or financial year, e.g., 1960/61

Use of a hyphen (-) between dates representing years, e.g., 1961-1963,
signifies the full period involved, including the beginning and end years.

Reference to "tons" indicates metric tons, and to "dollars" United States
dollars, unless otherwise stated.

The term "billion" signifies a thousand million.

Annual rates of growth or change, unless otherwise stated, refer to annual
compound rates.

Details and percentages in tables do not necessarily add to totals, because of
rounding.

The following abbreviations have been used:

ADELA

AID

CMEA

DAC

EACSO

EDF

EEC

EIB

ERP

GATT

IBRD

ICA

IDA

IDB

Atlantic Community Development Group for Latin America

Agency for International Development [United States of
America]

Council for Mutual Economic Assistance

Development Assistance Committee [OECD]

East African Common Services Organization

European Development Fund

European Economic Community

European Investment Bank

European Recovery Programme

General Agreement on Tariffs and Trade

International Bank for Reconstruction and Development

International Co-operation Administration

International Development Association

Inter-American Development Bank
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IFC

IMF

OECD

UNCTAD

UNEPTA

UNFC

UNHCR

UNICEF

UNKRA

UNRRA

UNRWA

UNSF

UNTA

WFP

International Finance Corporation

International Monetary Fund

Organisation for Economic Co-operation and Development

United Nations Conference on Trade and Development

United Nations Expanded Programme of Technical Assistance

United Nations Fund for the Congo

United Nations High Commissioner for Refugees

United Nations Children's Fund

United Nations Korean Reconstruction Agency

United Nations Relief and Rehabilitation Administration

United Nations Relief and Works Agency

United Nations Special Fund

United Nations Technical Assistance

World Food Programme

"Rhodesia and Nyasaland" stands for the former Federation of Rhodesia and
Nyasaland; "Tanzania", for the United Republic of Tanzania. Where statistical
presentation has rendered it necessary, the term "Federation of Malaya" has
been used to indicate that data refer only to those parts of Malaysia formerly
so designated; "South Africa" has been used to designate the Republic of South
Africa, South West Africa and the High Commission territories of Basutoland,
Bechuanaland and Swaziland.

The designations employed and the presentation of the material in this
publication do not imply the expression of any opinion whatsoever on the part
of the Secretariat of the United Nations concerning the legal status of any country or
territory or of its authorities, or concerning the delimitation of its frontiers.
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SUMMARY AND CONCLUSIONS

The problems faced by the developing countries in
financing their economic growth may be very simply
stated. In order to increase the volume of goods and
services available to its population, a developing
country has to expand its productive capacity. This
means devoting more of its resources to capital
formation and adjusting its level of consumption
accordingly. Increasing the rate of investment in an
economy with a relatively low degree of industriali
zation involves ensuring both the necessary level of
saving and the necessary volume of foreign exchange
for importing the required plant and equipment. It
also entails the provision of the necessary volume and
assortment of other resources, including human skills,
to complement the available capital. And in all three
respects serious obstacles have to be overcome.

As far as increasing domestic savings is con
cerned, the principal obstacle lies in the poverty
which is characteristic of most developing countries:
the lower the level of personal income the higher is
the proportion pre-erupted for the essentials'of
subsistence and the more difficult it is to squeeze
consumption in order to release resources for capital
formation. Even when such squeezing is effected, it
is not always easy to channel the resultant savings
to the sectors and in the form in which they can
be used for purposes of development. The problem
of resource creation and deployment thus entails in
stitutional innovation both in respect of the elabora
tion and use of fiscal machinery for stimulating sav
ing and for the raising and investment of public
revenue and in respect of the organization and opera
tion of a capital market for channelling savings into
productive use in the private sector.

As far as external savings are concerned, the
question is chiefly one of expanding the volume so
as to supplement, to the maximum extent possible,
the resources made available domestically. But the
forms in which external savings are provided have
become increasingly diverse, and this has posed
additional questions, not only for the recipient country
but also for those-usually more developed coun
tries-that furnish the resources. The traditional
channels for the international movement of capital
direct private investment and the floatation of bonds
by public authorities-have proved quite inadequate
for the transfers of resources to the developing coun
tries. Governments have become increasingly in
volved, and to deal with the various components-
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equipment, skill and knowledge as well as financial
capital-usually lumped together in a single package
in direct investment, there has been a proliferation
of institutions, national, regional and global.

As, in the years that followed the Second World
War, governments in the more advanced countries
came to accept responsibility for organizing and
fostering the transfer of resources to the developing
countries, they began to experiment not only with
the mechanisms for achieving this but also with the
form of the resources themselves, seeking to minimize
the ratio of real cost to potential benefit. This has
involved the exercise of stricter control over the
source or physical nature of the assets transferred.
The resultant increase in the extent of "tying" in
its various forms has posed utilization problems for
the recipient countries trying to integrate external
savings and domestic savings within the framework
of their development plans.

Though, on the average, the terms on which these
transfers have been made have tended to ease, much
of each year's total flow-and, in the most recent
period, an increasing proportion-has continued to
be repayable and subject in varying degree to an
interest charge. As a result, there has been a very
rapid rise in the outstanding external debt of the
developing countries and a corresponding increase
in the cost of servicing it. This servicing obligation
pre-empts a growing volume of foreign currency
and, in the face of a rather sluggish growth in export
earnings, the burden of debt service has become
rapidly heavier. In order to maintain the net level
of inflow, therefore, a steadily increasing volume of
gross transfer is required. In fact, however, the
flow of new loans, grants and investments from the
more advanced countries, after rising rapidly in the
second half of the nineteen fifties, has levelled off
since 1961. Notwithstanding the adoption of a target
in 1960 linking the net outflow of resources from the
developed market economies to their national income,
actual transfers to the developing countries have
failed to keep up with the growth of production in the
more advanced countries. Indeed, if allowance is
made for reverse flows (of interest and profit and
of indigenous capital) and for the fact that a large
proportion of receipts consists of transfers in kind
(much in the form of designated "surplus" com
modities) or of reinvested profits earned in the
developing countries themselves, it is evident that



2

the amount of new, external, disposable purchasing
power being made available to the developing coun
tries has declined to a very low level.

As a result of these recent changes in the com
position and magnitude of the net ~ow, the r~lative

contribution of external savings to mvestment m the
developing countries, which had been expanding, has
contracted quite sharply. And larg:ly as a ~ons~

quence of this, the rate of gross capltal f~rmatlOn ~n

the developing countries has failed to mcrease m
line with the Development Decade objective of ac
celerating over-all economic growth.

And finally there is the problem of ensuring an
appropriate expansion in the supply of co:mplement~ry
factors of production. In many developmg countnes
this is the most serious of the gaps, partly because
it is in fact a composite of many gaps-including
resource deficiencies of all types-and partly because
among those shortcomings are some of the ~ost recal
citrant and enduring. To some extent thIS resource
gap can also be filled. by means of t:ansfers fr?m
abroad' technical assistance and food aId are specIfi
cally i~tended to make good ~ec~g~ized deficien~ies
in the resource pattern of mdIvIdual developmg
countries, and direct investment involves the transfer
of an appropriately balanced bund~e of reso.urces for
the operation of a viable enterpnse. But m so far
as the gap reflects the unsuitability or inadequacy of
particular cultural or institutio?al arrangements or
of strategic natural resources, It may be extremely
difficult to bridge it rapidly.

This Survey does not deal with the difficulties of
overcoming deficiencies in the factors t~at comple
ment the supply of capital in the productlOn process.
Such deficiencies are often particularly awkward in
that they tend to inhibit the growth of savings and
investment while at the same time responding only
slowly to the impact of such capital formation as is
achieved. To interpret realistically the role that
capital formation plays in promoting economic deve
lopment, therefore, these deficiencies should not be
allowed to slip too far into the background. They
determine to a large extent the capacity of a country
to save, and they influence the criteria by .which
the appropriateness of the composition of the mflow
of external resources needs to be judged.

RECENT TRENDS IN SAVING AND INVESTMENT

Decisions and policies relating to saving and in
vestment are necessarily made at the national, local
or enterprise level, and the conditions influencing
them differ widely from country to country. An ex
amination of recent experience of particular countries
in financing their development programmes shows
that such essentially individual characteristics as

PART I. THE FINANCING OF ECONOMIC DEVELOPMENT

natural resources, population, income level and dis
tribution, export structure and historical and institu
tional links with capital markets are among the
principal determinants of the course and modalities
of investment. Notwithstanding the diversity that
this implies, the available statistical evidence suggests
a widespread improvement in saving rates in the
post-war period. In the ten years ending in 19?4,
approximately three out of four of the developmg
countries registered an increase in the ratio of gross
saving to gross production. The gain was made during
the nineteen fifties and it came chiefly from abroad
-in the form of foreign savings to finance the widen
ing trade gap. During the nineteen sixties, so far, the
improvement in saving rates has not been maintained
(see figure I).

In 1965-half way through the Development
Decade-the total output of goods and services in
the developing countries was of the order of $240
billion.1 In real terms it had increased relatively
slowly in the first three years of the Decade and more
rapidly in the next two. The average rate of growth
during the period was somewhat below the rate
recorded in the nineteen fifties, notwithstanding the
acceleration that had occurred in the rate of increase
in population. Of major significance in this connexion
was the falling off in the rate of increase in gross fixed
capital formation: this had averaged in excess of 6
per cent a year in real terms in the nineteen fifties,
but was down below 4 per cent in 1960-1963.

The fact that in the early years of the Development
Decade investment increased at a lower rate than
production is not attributable to a lag in domestic
saving. This was rising by almost 6 per cent a year,
to almost 14 per cent of gross domestic product in
1964. The lag in investment reflects the slackening
in the inflow of capital from abroad and the resultant
inability of the developing countries to finance trade
deficits on the scale on which they had been incurred
in the second half of the nineteen fifties. These deficits
had left many of the developing countries with a
large and expanding volume of external debt and a
liquidity strain of crisis intensity. Accentuating the
slackening in the inflow of foreign capital was a
rapid rise--averaging about 10 per cent a year,
almost double the rate registered in the nineteen
fifties-in the net outflow of interest and profit: by
1964 this was absorbing more than half of the net
inflow of grants and loans, and its increase reflects
both the interest burden of the growing debt and the
rise in dividends in the wake of the expansion in
earnings by foreign-owned export industries.

1 In this Survey, the develop-ing countries are defined as
all the countries and territories of Latin America and the
Caribbean area, Mrica (other than South Africa) !ind Asia
(other than mainland China, Cyprus, Japan, Mongoha, North
Korea, North Viet-Nam and Turkey).



SUMMARY AND CONCLUSIONs

Figure 1. Developing countries: a Growth of consumption, capital formation and
foreign savings, 1950-1963

(Billions of dollars at 1960 prices and exchange mtesb )

BjJljons

of dollars

200

3

Expenditure on GDP
-------- Expenditure on GNP

150

100

50

1950 51 52 53 54 55 56 57 58 59 60 61 62 1963

Gross
capital
formation

Government
consumption

Private
consumption

Snnrce: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on United Nations, Yearbook
of National Accounts Statistics, 1),65 (Sales
No.: 66.xVII.2).

a Latin America, Africa (other than South

The effect of the reduction in foreign savings was
enhanced by the need felt by many developing coun
tries to rebuild their depleted foreign exchange re
serves. In the aggregate, these were replenished to
the extent of about $2 billion between 1961 and 1965.

The relationship which investment bears to output
has differed widely from year to year and from one
developing country to another, depending on the
pattern of investment as well as the composition of
production especially where a variable agricultural
yield bulks large in the total. Over a period, however,
most developing countries fall within a fairly narrow
range: on the average in the past ten years it has

Africa) and Asia (other than mainland China,
Cyprus, Japan, North Korea, North Viet-Nam
and Turkey).

b Official exchange rates, except in the case
of countries with multiple rates where effective
implicit rates were used.

taken between $3 and $4 billion of new investment
to yield a $1 b~llion increment in gross annual
output.

It is clear that if the rate of growth in total produc
tion is to be accelerated to permit all developing
countries to attain the target set for the end of the
Development Decade, a substantial increase in invest
ment will be required. This will call for a further
rise in the rate of domestic saving and a considerable
expansion in the capacity of the developing countries
to import. The latter depends upon the growth of
foreign exchange receipts, chiefly from exports but
also from loans and grants, due allowance being made
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for the amount pre-empted by net factor payments
and for some outflow of indigenous capital. The
effectiveness of the net inflow of capital depends, in
turn, not only on its nominal magnitude but also on
its form, particularly on its liquidity or on the extent
to which it helps to meet various strategic require
ments-technical skills and food, for example.

Implicit in this last point is the caveat entered
in the previous section, namely, that the bridging of
any projected gaps in savings and foreign exchange,

in a purely arithmetic sense, will not of itself ensure
a higher sustainable growth rate. The need for making
good other deficiencies is most obvious in the case of
countries in which the production of the traditional
rural sector bulks large in total national output. The
forces inhibiting a rapid rise in productivity in that
sector clearly transcend the shortage of capital: they
impinge on all facets of social organization, including
those of custom, attitude and belief which have a
notoriously high resistance to change.

Some lessons from recent experIence

The record of financing economic development in
the post-war period has demonstrated the quantitative
importance of domestic savings and the strategic
importance of external savings. Acceleration of
growth rates cannot be achieved without an increase
in saving rates in the developing countries. But
such an increase can be effective only if it is com
plemented by an adequate supply of external purchas
ing power. In many of the developing countries,
export structures do not provide an assured source
of expanding foreign currency earnings; hence there
is a certain dependence on the net inflow of resources
other than through trade. This has made the financ
ing of economic development an international matter,
involving the governments of the more advanced
countries as well as those of the developing countries
themselves.

PROBLEMS IN THE DEVELOPING COUNTRIES

Although, as indicated above, the first half of the
nineteen sixties has seen the domestic savings of the
developing countries rise more rapidly than the net
supply of foreign savings made available to them
by the rest of the world, this was more the result of
the slackening of the latter than of any marked ac
celeration in the former. Domestic saving rates have
been creeping upwards but it has taken almost ten
years to raise the average by about one per cent of
total production. At less than 14 per cent of gross
domestic product, the average gross domestic saving
rate still lags well below the 15-20 per cent that
would be required to sustain an annual rate of
growth of 5 per cent on the basis of the average
incremental capital-output ratios recorded in those
ten years.

To some extent the slow improvement that has
taken place in the rate of domestic saving reflects
rising levels of output but, with per capita incomes
in most developing countries still very low by in
ternational standards, the gain could not have been

made without the necessary expansion in foreign
exchange receipts from trade and incoming capital.
N or could it have been made in the absence of
various changes affecting domestic institutions as
well as policies. Indeed, the challenge lying im
mediately ahead is to raise the saving propensities
at given income levels by the provision of an appro
priate combination of incentives and institutional fa
cilities. Though the shape and dimensions of the
problem vary considerably from one country to
another, and the impact of exogenous factors is
likely to continue to differ widely, the experience of
recent years suggests that the effectiveness of savings
mobilization depends very largely on developments
in three strategic interrelated areas- (a) fiscal man
agement and the evolution of appropriate government
revenue and expenditure patterns, (b) the growth
of the business (and particularly the corporate)
sector and (c) the elaboration of mechanisms enabling
individuals to contribute to the functioning of a
capital market.

The budget plays a crucial role in the financing of
economic development partly because of its sheer size
relative to other operations in most developing coun
tries and partly because it entails a compulsory and
direct transfer of resources. The efficacy of this
transfer, from the point of view of financing develop
ment, depends upon the extent to which it draws
resources from consumption and makes them avail
able for well-conceived investment. Post-war history
has not been reassuring in this regard: there has
been an urgent need to improve public administra
tion and raise the quantity and quality of public
services, and government consumption has increased
twice as fast as private consumption and much
faster than gross capital formation, particularly in
recent years. A number of governments have been
net dis-savers in the nineteen sixties so far and a
majority have been saving relatively less than they
were ten years earlier.
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Though a good deal of experimentation has gone
on in the past few years, both in widening the tax
base and in planning investment priorities, no simple
rule has emerged for maximizing the consumption
to-investment conversion achieved in this way. In
deed, recent fiscal history has served to emphasize
some of the administrative and political difficulties
hampering this type of transfer. Efforts to tax in
comes that have a high import propensity associated
with them (usually the upper brackets) or to tax
the purchases of goods of mass consumption (and
hence the lower-income brackets) have often met
with considerable resistance. Yet these efforts, and
parallel efforts to improve the tax collecting system
and streamline the public administration, hold the
key to any general increase in the ability of govern
ments to finance development.

Nor has the use of various types of public en
terprise been uniformly successful as a means of
transferring resources from consumption to invest
ment. Government marketing boards which buy
produce at a relatively low fixed price and sell it at
higher but less stable prices have yielded substantial
profits for investment in some cases but have en
countered various difficulties in others. \iVhere the
product is exported (as in the case of cocoa, for
example), world prices have sometimes fallen below
the domestic purchase price. Where the latter has
been held down unduly, production incentives have
suffered and the lag has sometimes been reflected
in total output (as in the case of various farm
products in a number of countries). In many in
stances, moreover-especially in inflationary situa
tions-public utilities and state trading operations
have been conducted in a manner designed to sustain
levels of consumption rather than to free resources
for investment: losses on public transport, power
and communications undertakings and on food distri
bution, indeed,have often helped to cause or swell
budgetary deficits.

The impact of a deficit in the government's current
account depends in part on the way in which the
capital account is financed. Some of the smaller coun
tries have been able to rely on budget support from
abroad, but most have to draw on local resources.
Where a government finds it difficult to borrow
either because of the rudimentary status of the local
capital market or because inflation has made con
ventional lending too unattractive--a failure to ge
nerate a surplus on current account increases its
reliance on the central bank for its funds for invest
ment. And, particularly where confidence in the
stability of the currency has been impaired, drawing
on the banking system in this way has often served
to exacerbate inflationary pressures.
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The government's role in financing economic
development through its capital budget is inversely
related to the evolution of the private business sector:
deficiencies in the latter tend to increase the im
portance of the former. The relationship is mani
fested within the fiscal structure itself: a nice balance
usually exists between the need to maximize the
revenue derived from taxes on business earnings and
the desirability of encouraging corporate forms of
organization and the saving function they perform.

The importance of corporate bodies in most de
veloping countries lies not only in the saving that
they themselves tend to do from their own earnings
but also in their capacity to economize in the almost
universally scarce factor of entrepreneurship, often
placing at its disposal the proceeds of small private
savings that might otherwise not be productively
used. The precise form of organization most appro
priate for the purpose-partnership, co-operative,
company or other joint enterprise-varies from
country to country and even from one industry to
another, but for maximum effectiveness in mobilizing
savings one of the most important features seems
to be the degree of confidence inspired by corporate
law and practice, particularly that governing in
vitations to the public to subscribe or participate.
Economic development often requires more than
family-based entities; means must be found to pool
individual resources in common enterprises.

The law governing such enterprises is thus a
cornerstone of the capital market. In most develop
ing countries, however, the links between the small
saver and the actual or potential entrepreneur still
tend to be extremely tenuous, and a good deal of
experimentation has been taking place in recent years
in devising institutions to stimulate and facilitate the
flow of savings from generator to user. The most
essential attributes are reliability and convenience,
especially in rural communities on the fringe of the
monetary system, where the provision of credit at
critical times is often necessary to make possible
saving at more favourable times. Indeed in low
income, agricultural populations, saving depends very
largely on keeping windfall gains-from harvest or
price changes, for example-from being dissipated in
traditional forms of consumption. This requires the
judicious use of localized institutions, such as co
operatives, which build up confidence and influence
peasant attitudes towards the distribution of income
over time.

The evidence of institutions established to mobilize
savings indicates that in many developing countries
there is a positive response among small savers to
changes in interest rates. An additional incentive in
the form of lottery prizes has been used successfully
in some cases. By the same token, though moderate
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price increases have sometimes acted as a stimulant,
rapid inflation has proved inimical to saving. In a
few cases loan values have been secured by gold
or purchasing power clauses; more widespread,
however, has been the use of such devices as "mutual
funds" through which savings are channelled directly
into equity investments. Mutual funds have often
been organized on a contractual basis calling for
regular contributions from participants. More com
mon as contractual savings have been pension and
assurance funds: these have tended to grow fastest
where prices were most stable.

Though some of the means used for promoting
savings also serve to channel them to where they
may be deployed to finance development, in most
developing countries the capital market is still rudi
mentary in structure, and here, too, a good deal of
institutional experimentation has been undertaken
in recent years. Though the basic economic problem
is esentially similar, a certain amount of specialization
has occurred in most countries: institutions have
been created to finance activities in specific sectors
of the economy-agriculture, industry, housing and
so on. By and large, the commercial banks have
continued to concentrate on the provision of short
term credit, particularly for trade, drawing their
funds chiefly from the cash balances of businesses.
Small private savings have, in general, not moved
to the newer financing institutions; they have stayed
with the co-operative, insurance and building socie
ties and savings banks-some operated by the gov
ernment as an adjunct to the money-transmitting
services provided by the department of posts and
telecommunications.

Many of the newer institutions, particularly those
with a definite development function, have been
concerned more with lending than with generating
or attracting savings; they still depend on appropria
tions from the central government budget for the
bulk of their funds. \Vhere their management and
investment policies have been successful, however,
some of these entities are in receipt of sizable and
growing incomes from interest and dividends. Finan
cial success has also brought an accretion of a factor
that is less tangible but no less important, namely,
public confidence. Thus, a few of the older institu
tions have broadened their role in the capital market
by receiving deposits from individual and corporate
savers and creating more specialized subsidiaries to
direct investments in particular sectors of the
economy.

While there is no universally valid prescription for
success in this field, recent experience haD pointed
to the need, in each developing country, for at least
one investment or lending organism from which
small and medium.scale enterprises can seek finance.
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And there is an obverse need for an intermediary
to handle, at what might be called the retail level,
investment funds made available by the government
treasury or derived from private, domestic savers
or even from externa;l sources. In most developing
countries the establishment of such an entity is an
essential step in the evolution of a local capital
market, .. and providing it is so regarded-and
operated with efficiency and integrity-it may be
expected to playa key role in implementing develop
ment plans, mobilizing private savings as well as
channelling, in accordance with investment priorities,
funds drawn from public sources.

PROBLEMS IN THE CAPITAL EXPORTING COUNTRIES

As a country develops, its capacity to supply its
own investment needs tends to grow steadily greater.
In the process of development, however, the avail
ability of external resources is often of critical im
portance. At issue here is not only the volume of
such resources but also their nature and the terms
on which they are provided. This is an area in which
the post-war period has seen some dramatic changes.

Perhaps the most marked contrast between recent
and earlier international movements of capital lies
in the role of private investment. In an earlier age,
the lands of new European migration and settlement
-North America, Oceania and parts of South
America and southern Africa-were developed almost
exclusively by the inflow of private capital, either
for direct investment or as loans. In the interwar
period the flow from Europe slackened and, apart
from United States investment in Latin America,
particularly in the nineteen twenties, the movement
of resources to the lower-income countries was not
reinforced to any marked extent by capital fro111
the newly developed countries. In the post-war period,
the United States emerged as the major source of
capital, and there was some revival of private foreign
investment in the lower-income countries, now
beginning to make strenous efforts to modernize
their economies. But the supply of private capital
was small by earlier standards and was concentrated
very largely in certain sectors and certain countries;
it fell far short of the needs of the developing coun
tries as a whole.

Militating against a rapid expansion in the flow of
private investment has been the growth in demand
for capital in the developed market economies them
selves, brought about in the first instance by the
pressing claims of reconstruction and soon· reinforced
by the full-employment policies pursued by aU the
governments concerned. Also magnifying the do
mestic needs for capital has been the extraordinary
acceleration in the rate of technological change that
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has come to characterize the era. More recently, the
achievement of convertibility of all the principal
currencies, the vigorous growth in international trade
and economic integration in western Europe all
served to increase the demand for capital among the
industrial countries.

The developing countries have not been able to
offer any comparable attraction. Indeed, notwith
standing the widespread adoption of various fiscal
incentives such as so-called "tax holidays", the
emphasis in public discussions has remained very
much on the negative aspects-on those policies
pursued in the developing countries that are still
regarded as deterrents by potential investors abroad,
and those practices of foreign companies that are
still regarded as inimical to the interests of the host
country. In these circumstances, a large proportion
of the direct foreign investment that has been made
in the developing countries in the post-war period
has been concerned with the exploitation of localized
natural resources with a world-wide market, most
notably petroleum, demand for which has advanced
at a remarkably stable rate of about 7 per cent a
year. Countries that lack a resource of this nature
have attracted much less private capital, especially
if their internal market is a small one.

N or has there been any nota1?le increase in private
lending or portfolio investment. The international
bond market has recovered only slowly from the
defaults arising from the First World War and the
Great Depression. Among the developing countries
it is only those with special institutional ties to
particular markets that have sought and obtained
funds by issuing bonds in the post-war period. Most
of the developing countries lack the credit standing
necessary to give them access to the capital markets
on economical terms.

\iVith private direct investment fluctuating errati
cally from year to year and rather narrowly concen
trated by country and sector, and private lending
at a very low level by historical standards, the in
ternational flow of resources to the developing coun
tries has originated increasingly in the public sector.
This reflects in part the growing involvement of
governments in the development process on the re
cipient side. But it also stems from the remarkable
growth in concern and action on the part of govern
ments in the countries able to export capital. Begin
ning with the reconstruction phase of the European
Recovery Programme, this official concern became
directed more and more towards the less developed
parts of the world, involving the participation of an
increasing number of the more advanced countries.
It culminated in 1960 in the acceptance by the
developed market economies of the principle of
income sharing on a global scale, with a target for
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resource transfer denominated 111 terms of their
national income.

The need for public transfers to expand in volume
was accentuated not only by the slowness and irregu
larity in the growth of private capital flows but also
by a deterioration in the trading position of most of
the developing countries. This stemmed in part from
the change in supply/demand relationships on the
world market consequent on the recovery of produc
tive capacity from wartime disruption. It was accen
tuated by the relatively unfavourable evolution of
external demand for many of the commodities ex
ported by the developing countries and, in some
cases, by changes in domestic production and con
sumption which tended to reduce exportable supplies.
In the event, the second half of the nineteen fifties
saw a marked slackening in the rate of increase in
the export earnings of the developing countries,
accompanied by a rapid upsurge in publicly spon
sored resource transfers from the more advanced
countries (see figure II).

One of the consequences of the relative decline
in the role of direct foreign private investment as
an instrument of development has been a prolifera
tion of types of public transfer: the package of goods
and services ordinarily provided by such investment
has in effect been split into its major components,
and in various ways arrangements for their transfer
are separately made. Thus the public flow comprises
cash loans for different purposes and on different
terms, cash grants for more or less specific purposes,
and a considerable range of grants in kind, includ
ing food-stuffs and other commodities, technical
skills and other expertise to operate in the recipient
country, and the educa,tion and training of nationals
of the recipient country in the institutions of the
donor country.

In some ways the developing country may find
this loose assortment of available resources easier
to integrate into the framework of a development
plan than the package embodied in a direct invest
ment over which only a broad general control can
be exercised. Its relative efficiency for financing
development depends upon conditions and circum
stances, and in some cases-notably where patents,
industrial know-how and pa,rticular operational
techniques are involved-it may not provide a
suitable substitute for the relevant form of direct
investment. Moreover, in so far as loan debt replaces
equity liability, a more rigid element is built into
the balance of payments. Indeed, one of the most
awkward results of the rapid rise in public lending
in the past ten years has been the concomitant
growth of the debt service burden: in some coun
tries this has begun to pre-empt so large a proportion
of foreign exchange receipts that credit-worthiness
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Figure II. Flow of resources from the developed market economies to the developing
countries and the 'Illultilateral agencies, and growth of public-guaranteed ex
ternal debt and service payments of developing countries,u 1956-1964
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S01wce: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on Organisation for Eco
nomic Co-operation and Development, The
Flow of Financial Res01t1"ces to Less Developcd
Cottntries, 1956-1963 (Paris, 1964); Develop
ment Assistance Efforts and Policies, 1965
Review, Report of the Chairman of the Devel
opment Assistance Com'mittee (Paris, 1965);
International Monetary Fund, Balance of Pay
ments Yearbook (Washington, D.C.); Special
Questionnair~ issued jointly by the United
Nations Secretariat and the International
Monetary Fund; Proceedings of the United
Naitions Conference on Trade ana Develop
ment, V olume V, Financing, Invisibles and
Institutional A1'1-angements (Sales No.: 64,II.
B.15), and International Bank for Reconstruc
tion and Development,

a Developed market economies comprise Aus
tralia, Austria, Belgium, Canada, Denmark,
Federal Republic of Germany, Finland, France,
Iceland, Ireland, Italy, Japan, Luxembourg,
Netherlands, New Zealand, Norway, Portugal,
South Africa, Sweden, Switzerland, United
Kingdom and the United States. This list

differs from that of Group B specified by
United Nations Conference on Trade and
Development (UNCTAD) in 'recommendation
A.V.l by the incll.lSlion of South Africa and
the omission of Cyprus, Greece, Holy See,
Liechtenstein, Monaco, San Marino, Spain land
Turkey. Developing countries comprise all
countries and territorks, in South and Central
America (oilier than Puerto Rico), Africa
(other than South Africa), Asia (other than
mainland Chinla, Cyprus, Japan, Mongolia,
North Korea, North Viet-Nam and Turkey)
and Oceania (other than Australia and New
Zealand), 'Dhis list differs from that of Group
A specified by UNCTAD in recommendation
A.V.l by the omission of Mongolia, South
Africa and Yugoslavia.

All figures are net of repayment or repatria..
tion of principal, disinvestment and retire
ment; they are not net of reverse flows of
capital originating with residents of developing
countries, or of investment income. Government
guaranteed export credits are not inclnded ex
cept in so far as they are used and reported
under private portfolio investment or other
private lending. The data are thus in accord
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-as measured by the capacity to carry additional
debt-has been thrown in doubt.

This rise in debt has also posed a major problem
for the lending countries. Apart from the occasional
emergency action they have been forced to take
in order to consolidate, refinance or reschedule the
debt of particular developing countries faced with a
liquidity crisis, the need to ease the terms applicabLe
to new loans has become steadily more apparent.
Unless the burden of service payments is held down,
the gross flow of resources will hav\:: to increase vet"y
rapidly if the net transfer is to expand. As in the
case of the refinancing arrangements and other
exercises that involve burden sharing, the easing of
terms can be effected more readily by joint action
of the lending countries. And it was in pursuance of
this principle that in 1965 a subsidiary set of targets
was proposed to GEeD members designed to reduce
the average rate of interest and lengthen the average
tenor of future public lending to developing countries.

The pressure to increase the sub-market com
ponent of loans to the developing countries has
tended to accentuate the various problems associated
with the growth in public involvement in this transfer
of resources. Many of the developed market eco
nomies have found it necessary to set up a special
government department to deal with the wide range
of activities that the diversity of both the. resources
in question and the recipient countries has come to
entail. And most of the developed market economies
face a variety of difficulties in financing their so
called "foreign aid" programmes. Though some of
the money is drawn from the capital market, ad
ministration and the growing sub-market portion of
the programme constitute direct claims on the budget.
Winning parliamentary approval for such appropria
tions has often exerted a perceptible influence on the
nature and extent of the operation: some types of
transfer have proved to be more popular than others,
and many governments have found it expedient to
stress the tangible advantages that may accrue to
the. donor country from certain forms of assistance.

Perhaps the most important device of this nature
is the so-called "tying" of the transfer in order to

(Fig"re II. Foot-notes contin"ed from preceding page)

with the definition of long-term capital and
official donations adopted by UNCTAD in its
recommendation A.IV.2.

b Total for the following thirty-five coun
tries, estimated to account for about 80 per cent
of the combined public-guamnteed debt of the
developing countries: Argentina, Bolivia, Brazil,
Burma, Ceylon, Chile, Colombia, Costa Rica,
Ecuador, El Salvador, Ethiopia, Guatemala,
Honduras, India, Iran, Israel, Kenya, Malawi,
Malaysia, Mexico, Nicaragua, Nigeria, Paki
stan, Panama, Paraguay, Peru, Philippines,
Rhodesia, Sudan, Tanzania, Thailand, Ugarlda,
Uruguay, Venezuela and Zambia. Debt service
refers to interest and amortization payments
in respect of the public-guaranteed debt.
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limit the usability of a cash loan or donation to the
goods and services of the country granting it. Such
tying, like transfers in kind and transfers defined
by project, tends to reduce the flexibility of utiliza
tion and hence to detract from the value of the
assistance. The disadvantage to the recipient varies
with the degree to which choice is constrained, the
import priority attaching to the resources actually
obtained, and the competitiveness of their prices on
the world ma,rket. Tying has increased significantly
in recent years, partly as a result of contagion and
partly under the impact of balance of payments
pressures which have induced a number of the
developed market economies to restrain the outflow
of capital and to adopt other measures to protect
their international liquidity.

Though the liquidity difficulties that have troubled
individual countries in recent years reflect imbalances
among the developed market economies themselves,
they have tended to slow down the flow of resources
to the developing countries. This has re-emphasized
the international aspects of the problem-on the one
hand the need of the capital exporting countries to
act in concert in untying their aid and in harmonizing
the terms on which it is provided, and on the other
hand the possibility of adapting the worlcl monetary
system so that liquidity creation can be better con
trolled in the interest of international trade in general
and the transfer of resources to the developing coun
tries in particular.

Dependence on budgetary appropriations, which
increases with the need to ease the terms on which
resources are transferred, has been reduced in some
countries by lowering the proportion of tax revenue
used as capital and raising the proportion devoted
to subs,idizing the rate of interest on moneys drawn
from the capital market proper. This may require
special institutions, with a public guarantee of their
debt, capable of borrowing at the going rate, but
lending on terms considered more appropriate for
developing countries. Up to now such arrangements
have been made mainly in the field of trade credit,
designed to ensure that export business is not lost

c Including 1-e-invested earnings, in some cases
on the basis of estimates.

d Including grants and other contributions,
capital subscriptions, repayments of loans made
earlier by the agencies to the developed market
economies, pa,rticipatiol1s and purchas'es of
bonds (all measured net of repayments to and
disbursements in the developed market eco
nomies) relating to EDF, IBRD, IDA, IDB,
IFC, UNEPTA, UNFC, UNHCR, UNICEF,
UNRWA, UNSF, UNTA, and WFP. Con
tribution to the regular budgets of the United
Nations and specia.lized agencies are not
included.

e Preliminary, based in some cases on esti
mates, especially for private capital movements,
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for lack of suitable finance, but their use for other
forms of transfer-including those made multi
Ia.terally-has been under discussion in various
forums.

The problem of dealing with the transfer of re
sources to the developing countries in the light of
competing domestic claims has posed difficulties for
the centrally planned economies no less than for the
developed market economies. Most of the transfers
from the centrally planned economies have been in
a form akin-in economic terms though not in owner
ship--to direct investment: they represent enter
prises or projects made available as more or less
complete entities financed by credits of up to fifteen
years at up to 3.5 per cent per annum interest. Such
transfers have given rise to problems of integration
with investment plans not only at the recipient end
but also in the exporting country. In many cases
allowance has had to be made not only for the
provision of the original equipment and skills but
also for the subsequent use of goods--usually
primary commodities. but also the semi-finished out
put of the new project itself--in which repayment
of the original credit has often been authorized.

Having been concentrated in a relatively small
number of developing countries, these transfers and
the subsequent servicing of the debt have exerted
a significant effect on the volume and composition
of trade between the centrally planned economies
and the countries in question. This has added to
the desire of the capital exporting coun'!:ry to
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organize the process in closer conformity with do
mestic planning criteria. And this in turn has given
rise to a good deal of discussion of the problem
of appropriately pricing both the outflow of capital
goods and associated services and the return flow
of goods in respect of interest and amortization. It
has also led to a search for ways and means of multi
lateralizing the flows, so as to permit, for example,
some of the needs of eastern European countries
for ra,v materials to be met from trade flows from
developing countries now directed to the Soviet
Union.

Trade prices also affect the real scale of transfers
from the developed market economies. This is not
only a question of the prices at which various forms
of "tied" transfers and transfers-in-kind are in fact
valued. During the second half of the nineteen
fifties the deterioration in the terms of trade of the
developing countries as a group offset much of the
effect of the rising volume of loans and grants. By
the same token, resources may be transferred to a
developing country through special trade arrange
ments which result in its receiving a higher-than
market price for its imports. Subventions of this
nature are generally paid directly by consumers of
the products in question in the importing country,
and not by the taxpayer through the fiscal system.
Their contribution to development finance in the
developing country depends, inter alia, on whether
it flows in as income to those engaged in exporting
or is caught by a tax and used in public investment.

International involvement in development financing

Parallel with the expansion of bilateral transfers
from the public sector has been the growth of inter
national concern and action. Basically this reflects
the involvement of the international community with
development problems as such, in line with the eco
nomic objectives of the United Nations Charter
itself. But the nature of the action and the form of
the instruments through which it has found expres
sion have been shaped by a variety of considerations
as well as by the course of events in the post-war
period. Some multilateral transfer mechanisms have
been a by-product of trading arrangements and
some, conversely, a means of compensating for the
abandonment of earlier trading arrangements. The.
maintenance of international liquidity has been the
origin and purpose of other transfer mechanisms..
Some arrangements have been motivated by creditor
countries seeking jointly to protect their claims and
ensure their future trade with particular debtors.
The search for ways and means of sharing most
equitahly the acknowledged obligation to provide re-

sources to the developing countries has been a com
mon influence towards multilateral action. Some of
the smaller capital exporting countries have actively
sought the convenience of international institutions
for effecting the transfer of their contributions. Pres
sure from the developing countries themselves to
have an "independent" entity from which to obtain
resources also lies behind the establishment of inter
national transfer mechanisms. And from time to
time, emergency situations have stimulated inter
national action for the purpose of relief or rehabili
tation.

The institutions concerned with the transfer of
resources to the developing countries also reflect the
changes in purpose, form and content that have
characterized capital movements in the post-war pe
riod. Starting with what might be regarded as the
more conventional lending institutions established
at the Bretton Woods Conference in 1944-the
IBRD for long-term lending to governments and the
IMF for short-term accommodation-the range of
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organs has extended progressively over the whole
spectrum of transfers.

The IFC was set up to handle equity participa
tions, the IDA to dispense "soft" loans, regional
development banks, for Latin America, Africa and,
more recently, south-eastern Asia, to deal with
various types of finance for joint and individual
projects within their respective regions, and the
EDF to handle transfers-mostly grants-to de
veloping countries associated with the EEC.

Within the United Nations proper, arrangements
for providing technical assistance were among the
earliest results of the debate of the Economic and So
cial Council (ECOSOC) on development problems;
later the effort was expanded into an operation
involving all the specialized agencies and financed by
voluntary contributions of member countries. The
range of activities was further extended by the
establishment of a Special Fund whose functions
were conceived of as preparatory to the major forms
of investment-surveys of natural resources and
training of human resources, for example. Most
recently the various elements were brought into a
closer relationship in the framework of a United
Nations Development Programme.

A number of other United Nations programmes
serve to transfer resources to the developing coun
tries for various continuing purposes, such as as
sistance to children or refugees, or for special ad hoc
purposes, such as relief in particular areas of United
Nations responsibility (Palestine, Korea, Congo,
and so on). Each of these programmes has some
definite, but not always easily measurable, develop
ment content. Concerned more directly with the
transfer of physical resources is the newest among
the institutions-the World Food Programme. Run
jointly by the United Nations and the Food and
Agriculture Organization, the World Food Pro
gramme is responsible for various types of food aid.

These multilateral channels of assistance derive
their resources very largely from the contributions
and subscriptions of participating governments, and,
hence, by way of budgetary allocation. Only a small
proportion of the total-about one-sixth in the period
1961-1964------.has been drawn from private contribu
tions of a charitable nature or from the participation
of private investors in the lending operations of the
banks. To the government of the capital exporting
country, therefore, the decision about furnishing
funds to international development institutions is in
many cases less a matter of the needs or wishes of
the recipient countries than of the nature and pur
pose of its own foreign aid policy and the con
venience of having funds handled multilaterally.
Smaller countries tend to channel a larger propor-
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tion of such funds through the agencies: most of
them have refrained from setting up the sort of
machinery that some of the larger countries have
found necessary to administer their foreign aid
policies. In some of the latter, special historical ties
with particular developing countries make for a good
deal of bilateral activity. In the aggregate, the multi
lateral proportion has shown little tendency to in
crease in the past ten years: among the developed
market economies, the resources channelled through
the institutions have accounted for about 14 per cent
of total official grants and loans, and less than 9 per
cent of the aggregate outflow of long-term capital
and donations, public and private.

The role of the international institutions is not
accurately reflected in the relatively small proportion
of the transfers that they actually handle. The activi
ties of the institutions, the debates in their councils
and the confrontations that occur in pledging ses
sions have all contributed not only to raising the
total volume of resources made available for transfer
to the developing country but also to making the
conditions and forms of transfer more appropriate
to the needs of the recipients. For this purpose, in
deed, it has been found convenient to create inter
national organisms to deal with specific transfer
problems. The most formal of these-the so-called
"consortia" connected with the external financial
needs of individual countries-have engaged not only
in the analysis of requests for and use of external
resources by the particular developing countries but
also in a form of pledging exercise designed to
spread the burden of the intended transfer equitably
among the participating capital exporting countries.
Less formal, and focused more on the requirements
and performance of the developing countries con
cerned, are the so-called "consultative groups" spon
sored chiefly by the IBRD: they are designed to
guide and advise individual countries regarding the
formulation of a development plan and its financing.
Though no pledging is involved, the participation of
various capital supplying countries is intended to
interest them in the problem of financing, while at
the same time assisting the developing country to
select the most appropriate method of financing th€
various projects that constitute its investment pro
gramme for the period ahead.

Aside from these operational bodies, the discus
sions in various deliberative forums-most notably
the ECOSOC and the General Assembly and more
recently the UN CTAD-have continued to stress
the international implications of under-development
and of efforts to raise levels of living in the lower
income countries. There has been a widespread
acceptance of the obligations to reduce the disparity
by sponsoring self-help and to engage at the inter-
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l~ational level in income sharing practices that have
long been accepted at the national level. Broad but
fairly detailed guide-lines for financial co-operation
were recommended without dissent by the 120 coun
tries that deliberated on the problems of development
financing on an unprecedented scale at the first
UNCTAD in 1964, and specific targets for econornic
"growth and aid" were endorsed by 107 of these
countries. While it is now universally recognized that
the problems of economic development are not only,
or even mainly, financial problems, there is a cor
responding acknowledgement of the fact that finance
may constitute a major bottle-neck and that there
is a vital external component of this, responsibility
for which is shared by the international community.

With the subject under regular discussion there
can be little doubt that the principles of public finance
on a global scale will continue to evolve. Full recogni
tion of the real nature of the problems would enable
the international community to resolve the paradox
implicit in the fact that, notwithstanding the adop
tion of growth and capital flow targets, the first half
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of the Development Decade has seen the more ad
vanced countries transfer a steadily declining pro
portion of their national income to the developing
countries. Escape from the present impasse would
appear to require changes in at least two areas. In
the first place, transfers to the developing countries
should be made less dependent on the state of balance
among the more advanced countries. And in the
second place, thinking and policies need to break
loose from the limitations connoted in the very
term "foreign aid", which conjures the image of
charity to a stranger rather than the provision of
needed resources to an ailing or lagging part of the
body economic. The emphasis may have to shift from
general policies and total resource flows to the more
pragmatic questions of actual need and performance
-how these are to be measured and interpreted, and
how particular lags and gaps can be discerned early
enough to facilitate remedial action, both domestic
and international. Only in this way can the inter
national community hope to translate the principles
of financing co-operation into growth promoting and
growth sustaining practice.
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FINANCING INVESTMENT IN THE DEVELOPING COUNTRIES

Tahle I-I. Developing countries: Rate of growth
of Tcal output and relationship betwcen invest
ment and output, 1953·1954 to 1962-1963a

Source: Centre for Development Planning, Projections
and Policies of the United. Nations Secretariat, based on
data from United Nations, YeaTbook of National Accmmts
Statistics, and from national sources.

a For the following countries, the period differs from
that stated: Costa Rica, Morocco, Nigeria, Panama, the

Ranking high among the conditions that must be
met before a developing country can cross the thres
hold into self-sustaining growth is the availability
of an adequate volume of saving to make possible
the required level of capital formation. But many
things other than capital are necessary to achieve
economic growth. Indeed, unless it is backed by an
appropriate array and quantity of complementary
factors (human skills and knowledge and raw ma
terials, energy and other resources) and unless it
operates in an appropriate environment (with reas
onably stable social and political conditions and an
adequately motivated population), capital is unlikely
to be very productive.

Apart from the variability in the supply and
quality of all the required complementary factors,
the pattern of investment in a developing country
may differ considerably from one period to another.
At times, saving may be promptly translated into
productive investment; at other times, supply bottle
necks may slow down the process of capital forma
tion; and while some types of investment may serve
to raise production in a specific sector very rapidly,
other types may yield only a slowly maturing im
provement to the economy as a whole. There is thus
no simple or stable general relationship between the
deployment of capital and the total output of the
economy.

Notwithstanding this possibility of widely differ
ing results, however, it is clear that investment does
increase productivity and that the rate of growth in
the output of a given economy depends in part on
the rate of capital formation. And among countries
that are at a similar stage of economic development,
there is a fairly systematic relationship between in
vestment and production averaged over a number
of years. During the ten years ending in 1963, for
example, about 70 per cent of the developing coun
tries had an incremental capital-output ratio of be
tween three and four; that is to say, to obtain an
additional dollar of annual production necessitated,
on the average, the investment of between $3 and $4
(see table I-I).

Thus, although a given rate of investment does not
assure a particular rate of growth in production, to
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achieve an acceleration in growth necessitates an
increase in investment. And to raise the investment
rate a higher proportion of income has to be saved.
While this is essentially a task for the domestic
economy, involving decisions regarding the level and

(Foot-notes to table 1-1 conti",<ed from Preceding page)

Sudan, and Trinidad and Tobago, 1953-1962; British Guiana,
1953-1960; Ceylon, 1956-1963; Uruguay, 1955-1963; the
Federation of Malaya, 1955-1'962; and Iran, 1955-1961. For
the following countries, data a;re fo'r fiscal years: Burma
(ending September), India (beginning April), Iran (be
ginning 21 March), Pakistan, Sudan and the United Arab
Republic (beginning July). For Syria, gross national product
is used. Capital formation data for Keny:a" Mexico, Nigeria,
Syria and Uganda exclude changes in stocks. All data are
in constant prices.

b Countries are arranged in descending order of rates of
growth of gross domestic p;roduct.

c The r:a~es of growth in gross domestic product refer to
annual compound rates between biennial averages at the
beginning and end of period.

d Calculated by dividing the sum of gross domestic capital
formation by the sum of gross domestic product over the
entire period.

e Average incremental capital-output :ratios have been
calculated by dividing the ratio of gross domestic capital
formation to gross domestic product by the annual rate of
growth in gross domestic product.

f Rate of growth was slightly negative.
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movement of consumption-public and private-re
sources can be augmented by drawing on the savings
made in other countries. Such foreign savings play
a strategic role in most developing countries and a
predominant role in some.

In the aggregate, nevertheless, it is on domestic
saving that the developing countries must rely to
maintain and accelerate their economic growth, and
the problem ahead is how to increase it at a satis
factory rate in the light of population expansion and
production and consumption objectives. The problem
is primarily one of generating the necessary savings
but it is also one of appropriate deployment. Though
investment policies lie beyond the scope of the pres
ent Survey, the problem of making savings available
for investment has to be recognized as an integral
part of the process of mobilization. The instruments
devised for canalizing savings into the financing
of development are often the means of stimulating
the saving function itself. The generation of savings,
the mobilization and canalizing of savings and the
financing of investment are thus closely intercon
nected processes on which the course of economic
development largely depends.

The supply of savmgs

The volume of savings available for financing in
vestment in the developing countries is characterized
by marked country-to-country differences, by a high,
though also widely varying, dependence on foreign
sources and by its inadequacy in relation to most
production growth objectives.

In relation to total output in recent years, the
supply of saving has ranged from less than one
eighth to almost one-third (see table 1-2). It has
also changed at markedly different rates: over the
ten years ending in 1964, for example, the relative
supply of savings declined in a number of countries
and rose by as much as 6 per cent of the gross do
mestic product in others (see table 1-3).

The foreign component of these savings also differs
considerably from one country to another. In some,
particularly countries with a large established foreign
owned sector-Iraq, the Federation of Malaya,
Mauritius and Venezuela, for example-foreign
saving may be negative in individual years when
surpluses earned in the country are repatriated or
invested abroad. In others, foreign saving constitutes
as much as 'One-fifth of gross domestic product and
contributes more to local investment than does do
mestic saving. There is, indeed, a distinct tendency
for foreign saving to be inversely related to do
mestic saving, deficiencies in the latter being made

up to some extent by a larger volume of the former
(see figure III).

Foreign saving has also changed over time to
widely differing degrees. Over the ten years ending
in 1964, for example, the contribution of foreign
saving declined sharply in some of the countries in
which foreign direct investment has been important
(Jamaica, and Rhodesia and Nyasaland, for exam
pIe) and in s'Ome of the countries that have received
external resources in other forms (China (Taiwan),
Israel and the Philippines, for example). But it
increased equally sharply under similar influences in
other countries-in the Federation of Malaya and
in Trinidad and Tobago as a result of direct invest
ment, for example, and in Ceylon and in India as a
result of public loans and donations. And on balance
the significance of foreign saving was greater at the
end of the period than at the beginning: in only
one-third of the countries for which data are available
had domestic saving increased to a greater extent
than foreign saving.

Though the nineteen sixties have seen a decline
in its relative magnitude, foreign saving continues to
play a strategic part in the process of economic
development.1 Domestic saving rates have been inch-

1 This aspect is taken up in the last section of the present
chapter.
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Table 1-2. Developing countries: Levels of foreign and domestic saving, average
1962-1964a

(Penentage of gross domestic product)

Total Total Total Net
Countr}Jb sltpply net Foreign gross Deprecia- domestic

of savingd sa'Uing e domestic tion g
sa1)ingh

saving C saving f

Israel ....... 31 22 23 8 9 -1
Trinidad land Tobago 28 18 9 19 10 9
Tunisia ..... 22 20 12 10 2 8
Thailand .... . . . . . . . . . . . 20 15 2 18 5 13
China (Taiwan) 20 13 2 18 6 11

Colombia 19 10 4 16 9 6
Jamaica . . . . . . . . . 19 11 3 15 7 8
Rhodesia and Nyasaland 19 12 18 6 12
United Arab Republic 18 16 4i iL;- 2 12
Venezuela ......... , 18 9 -4 23 9 13
Burma 18 12 18 6 12
Federation of Malaya 18 13 -2 20 5 15
Ghana 17 4 13
Mauritius 17 -5 22
Panama 17 11 9 8 5 3
India 13 3 10
Ecuador 17 12 3 14 5 9
Republic of Korea 16 11 10 6 5 1
Bolivia .. 16 10 7 9 6 3
Paraguay 16 10 2 14 6 8
Sudan 16 14 3 12 2 10
Costa Rica 15 10 5 10 5 5
Uruguay 15 11 2 13 4 10
Mexico 15 2 13
Jordan .. 14 21 -6
Philippines 14 8 -1 15 6 9
Ceylon 14 9 2 12 5 7
Honduras 14 9 2 12 5 7
Iran . . ............. 14 9 1 13 5 8
Iraq ... 14 8 -1 15 5 9
Chile 13 5 3 11 8 3
Morocco 12 8 1 10 3 7
Tanganyika 11 6 -1 12 5 7
El Sialvador ........... 11 7 10 3 7
Guatemala 11 7 3 8 5 4
Republic of Viet-Nam 10 5 14 -4 5 -9

Median .................... 16 11 3 13 5 8

Source: Centrt for Development Planning,
Projections and Policies of the Un.ited Na~ions
Secretariat biased on data from Umted Nattons,
Yearbook ~f National Accounts Statistics, and
from national sources.

a For the following countries, the period
differs from that stated: Burma, 1960/61
1962/63 (fiscal years ending in Septen;.ber);
India, 1960/61-1962/63 (fiscal years begmmng
in April); Iran, fiscal year beginning 21
March; Sudan, 1960/61-1962/63 (fiscal year
beginning in July); Colombia, Costa Rica, E1
Salvador, Guatemala, Honduras, Israel, Iraq,
Jordan, Federation of Malaya, Paraguay, Rho
desia and Nyasaland, and Uruguay, 1961-1963;
Panama, Trinidad and Tobago, 1960-1962;
United Arab Republic, 1960-1961. For India,
the data are based on net domestic product at
factor cost.

b Countries are arranged in descending order
of percentage of total supply of saving to gross
domestic product.

c Total ~upply of saving is the sum of
depreciation, net domestic saving and foreign
saving.

d Total net saving equals' foreign saving plus
net domestic saving.

e Foreign saving is equal to payments for
imports of goods and services (including factor
income paid abroad) minus receipts from ex
ports of goods and services (including factor
income received from abroad). A positive
foreign saving figure represents an excess of
receipts over payments.

f Total gross domestic saving equals net
domestic saving plus depreciation (or total
supply of saving minus foreign saving).

g Depreciation is the provision for the current
\nalue of wear and tear, obsoles'cence and
accidental damage to fixed capital.

h Net domestic saving is the sum of the
surplus of incomings over outgoings in the
current accounts of government, enterprises,
households and private non-profit institutions.
Transfers to and from the rest of the world
are excluded from the income and expenditure
aCC01.1l1ts in estimating the saving of these
sectors.

i Deficit of the na,tion on current account.
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Table 1-3. Developing countries: Relative change in foreign and domestic saving,
1953·1955 to 1962-1964a

(Percentage of gross domestic produ<:t)

Total Total
CountrylJ supply of n·et Foreign

sa'L'h~g saving saving

Federation of Mala}'la 7 6 7
Trinidad and Tobago 6 5 5
Sudan 6 6 3
Panama ....... , ... 6 7 4
Philippines ......... 6 5 -3

Chile ..... , .... 5 6 2
India ............... 5 3
Jamaica . . . . . . . . , . . . . . . . 4 3 -5
Tha;iland .. . , . . . . . . , . . . .... , ..... 4 4 -1
Ceylon 4 -2 6

China (Taiwian) 3 2 -4
Republic of K;orea 3 3 3
Mauritius ................... 3 1
Colombia ......... 3 2
Guatemala ........... 2 2 3

Ghana 2 2
Paraguay
Ecuador .............. 1
Mexico 1
Israel -3

Uruguay .... , .. , .. -1
Honduras -1 -1 1
Iraq ..... -2 -2 4
Cosua Rica ................. -2 -2 2
Burma .............. -3 -3 2
Rhodesia and Nyasaland .......... -11 -11 -7

3 2

1 2
-1 -1
-6 -5
-4 -4-
-4 -5
-3 -4

Souue: See table 1-2.
a For definitions, see table 1-2. For the fol

lowing countries the earlier period is as follows:
India, 1953/54-1955/56 (fiscal year beginning
1 April); Rhodesia and Nyasaland, 1954-1956;

ing up very slowly: it has taken about ten years for the
average to rise by one per cent of the gross domestic
product. The considerable gains made in some COUll

tries (China (Taiwan), Jamaica, the Philippines and
Thailand, for example) between 1954 and 1964 were
largely offset by reductions in others (Burma, Costa
Rica, Iraq, and Rhodesia and Nyasaland, for exam
pIe). And altogether only about half of the develop
ing countries for which data are available registered
a measurable increase in domestic saving rates.

On the average in 1962-1964, there were as many
developing countries saving less than 13 per cent of
their gross domestic product as there were countries
with higher saving rates. In contrast, very few of
the more advanced countries save less than 20 per
cent of their gross domestic product. Moreover, on
the basis of the incremental capital-output ratio
common to a large majority of the developing coun
tries, a 13 per cent rate is unlikely to sustain a
growth rate of more than 4 per cent a year. Such

Colombia, FederatlOn of Malay:a and Uruguay,
1955-1957; the Sudan, 1955/56-1957/58 (fiscal
year begimling 1 ] uly) .

b Countries are arranged in descending order
of the change in total supply of saving.

a rate would be inadequate not only in relation to
the 5 per cent target that has been set for the De
velopment Decade, but also in relation to current
and prospeotive rates of population increase, which
would require a 3 per cent growth rate merely to
prevent a decline in per capita income.

Even assuming that there were no serious prob
lems in earning the necessary foreign exchange, it
is unlikely that more than a small handful of develop
ing countries could attain or sustain a 5 per cent
rate of increase in production on the basis ()f their
savings performance during the past ten years.
Though, on the average, less than one-fourth of the
total supply of savings comes from abroad, yet for
many countries this increment means the difference
between economic stagnation and a rising level of
living. The lesson of the arithmetic of this period is
that only a major effort to raise domestic saving rates
will assure reasonable economic growth in the future.
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Figure III. Developing countries: Relation between gross domestic saving and
foreign saving, 'average 1962·1964R

(Percentage of gross domestic product)
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Smwce and foot-notes: See table 1-2.

The mobilization of domestic savmgs

Inasmuch as saving is the alternative to consump
tion in the dispos~tion of income, experience suggests
that saving rates should rise as average income rises.
At low levels of income, consumption tends to pre
empt all or most of it, but as income rises the propor
tion that can be diverted to savings also tends to
increase. Moreover, while at low levels any increase

in income is likely to go entirely, or almost entirely,
into consumption, at higher income levels increments
move more readily into saving.

This relationship between savings and income lies
at" the root of the difficulty that most developing
countries have in raising their saving rates. Given
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the pattern of incomes that tends to characterize
countries with a relatively large traditional, more
or less subsistence sector, an increase in average pel'
capita income does not automatically assure a higher
rate of saving. Indeed, because of the great differ
ences in the ways and amounts in which incomes
actually accrue to individuals, there is little tendency
for rates of domestic saving to be systematically
related to pel' capita output or income (see figure
tV). Not only may personal income distribution vary

widely-depending upon occupational structure and
stage of economic development-but the flow to
business entities and to the various levels of gov
ernment may differ markedly from one country to
another.

As the saving propensities of these vanous reci
pients of income are usually quite different, the
problem of increasing savings transcends that of
raising income levels. Indeed, in terms of develop-

Figure IV. Developing countries: Relation between per capita gross domestic
product in 1963 and gross domestic saving rates in 1962·1964
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Sotwce and foot-notes: See tables 1-3 and 1-7.
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in general, been substantially below that common
in the more advanced countries. In very few of the
latter is the ratio of tax revenues to gross domestic
product less than one-fourth, and in some it is in

Figure V. Developing countries: Relation between
changes in saving and changes in tax receipts
and in exports, 19.53-1955 to 1962-1964a

(Percentage of gross domestic product)
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Playing a vital role in the process of ralsmg in
comes as well as saving and investment in most
developing countries is foreign trade. As a dynamic
element in the economy-in contrast to the tradi
tional and subsistence sectors--exports often tend
to be closely related to domestic saving, by virtue
of their influence on both government revenue and
private income and savings (see figure V). Whatever
the relative size of the export sector, moreover,
foreign trade plays another and even more crucial
role in the development process. For in most de
veloping countries domestic savings cannot be trans
lated into the sort of investment on which growth
depends unless the economy has access to plant and
equipment from abroad. Export earnings, supple
mented by loans and grants of external resources,
thus provide simultaneously additional income from
which domestic savings can be generated and the
foreign exchange with which critical elements in
the real capital content of investment can be pur
chased.

Notwithstanding the additional responsibilities
which devolve on governments in the developing
countries, their share in the national product has,

ment strategy, the increase in incomes is more
logically regarded as a result to be achieved through
policies aimed at raising saving rates. And as
savings at one level (government, for example),
may be at the expense of incomes-and hence
savings-at another level (corporations, for exam
pIe), these policies need to he framed in the light of
the pattern and distribution of income in the country
concerned.

GOVERNMENT SAVING

As most developing countries tend to be deficient
not only in physical infra-structure, but also in
entrepreneurial and managerial skills and in many
of the institutions necessary for modernizing the
economy, governments often find it necessary to go
beyond the formulation of general policies and plans
and the provision of the ordinary public services re
quired to stimulate and support higher growth rates.
In order to accelerate the development process, they
often participate actively in the establishment and
operation of various financial intermediaries designed
to promote saving and investment and even the pro
duction facilities themselves. The financial involve
ment of governments in most developing countries
thus extends heyond the raising of revenue to sus
tain the conventional administrative services; it in
cludes a good deal of direct financing of investment
in the duly enlarged public sector, as well as the
provision of institutions and funds to direct and
facilitate investment in the private sector.
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excess of one-third. Among the developing countries,
by contrast, there are few governments in receipt
of more than one-fifth of the gross domestic product;
the average ratio is probably in the vicinity of 15
per cent, and there are many in which government
income constitutes less than one-eighth of the coun
try's output.

It is clear that in general the additional claims on
government that arise because of the inadequacies
of the private sector in most developing countries
are more than offset by the absence of the need-or
public pressure-for many of the functions per
formed by governments in the more complex so
cieties of the higher-income countries. In many de
veloping countries the subsistence sector is more or
less self-contained and imposes minimal demands
on government services. And many of the activities
growing out of the necessities of more advanced
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technology-in the administration of laws relating
to traffic, patents, factory safety and so on-have not
yet begun to encumber the budgets of most develop
ing countries. However, even among the services
that have, with varying degrees of comprehensive
ness, to be provided by all governments, the relative
costs are still much lower in the developing countries.

One reason for the disparity lies in the coverage
and complexity of the social security system in many
of the more advanced countries. But income transfers
absorb a sizable proportion of government revenue
in many developing countries, too: in 1962-1964, for
example, they accounted for over 3 per cent of gross
domestic product in such countries as Bolivia, Chile,
Ecuador, Israel and Mauritius (see table 1-4). An
other reason for the higher government share in
resources in the more advanced countries is their

Table 1·4. Developing countries: Government disposable income and its components, average 1962-1964a

(Percentage of gross domestic product)

GoverJt1i1.. ent Direct taxes Indirect taxes minus s1fbsid1'es

Countryb disposable Net

inco1ne c Total Household Corp01'ate Total Indirect S1tbsidies transfersd

taxes

Venezuela .............. 22 9 1 8 9 9 -1
Federation of Malaya .. 21 6 3 3 13 13
Israel ...., .............. 20 10 8 2 13 17 4 -4
Ecuador ............... 18 7 4 3 9 9 -4
China (Taiwan) .. 17 2 1 1 12 12

Jordan . . . . . . . . . . 16 2 9 2
Burma .... 15 4 10 10
Rhodesia and Nyasaland 15 10 4 7 5 6 -2e

Mauritius .. ......... . 15 5 3 3 12 12 -3
Costa Rica 14 4 3 1 9 10 -1

Trinidad and Tobago 13 6 1 5 5 6 1 -1
Chile . . . . . . . . 13 11 8 3 8 10 2 -7
Panama 13 5 3 2 7 8
Jamaica ... 13 6 3 3 9 9 1 -2
Republic of Viet-Nam 13 1 1 12 12

Republic of Korea 12 3 3 1 7 7
Ghana ....... 11 3 1 2 9 10 -1
Philippines .' ...... 11 4 2i 2 8 8 -Ii

Tanganyika ..... 11 4 6 6 -1
India ... .............. . 10 3 2 7 8 1 _k

Colombia . . . . . . . . . . . . . . 9 4 2 2 5 6 -1
Honduras ............. 9 1 1 8 8 _I

Bolivia . . . . . . . . . . . . . . . 9 4 4 1 7 8 1 -4
Guatemala ............. 9 2 1 1 7 7

Other
income

6
2
1
6
3

3
2
2f

Ig
1

3
1

1
1

Source: Centre for Development Planning, Projections and
Policies of the United Nations Secretariat, based on United
Nations, Yearbook of National Accounts Statistics.

a For certain differences in time period and concepts, see
foot-notes to table I-2.

b Countries are aJrranged in descending order of percentlage
of disposable income to gross domestic product.

C Disposable income of government is the current income
available for the purchase of goods and services. It is
defined as the sum of direct and indirect taxes and other
incomes, minus subsidies and net transfers to households
and private non-profit institutions. Disposable income ex
cludes transfers to and from abroad.

d Net transfers are shown with a reversal of sign as a
deduction from government income.

e Including net transfers to public corporations.
f No imputation is made for the rental value of govermnent

buildiggs.
g Including depreciation.
h Excluding income from general government entrepre

neurship and interest on the public debt.
i Current transfers from household sector are included in

direct taxes.
j Including savings of public corporations.
k Including some capital transfers.
1 Subsidies include net losses of public enterprises.



CHAPTER I. FINANCING INVESTMENT IN THE DEVELOPING COUNTRIES 21

Table 1-5. Developing countries: Level of general
government net saving, average 1962-1964a

(Percentage of gross domestic product)

Source: See table 1-2.
a For certain differences in time period and concepts, see

foot-notes to table 1-2. For Ghana, the data refer to the
central Government only.

b Countries are arranged in descending order of percentage
of net government saving- to gross domestic product.

C As defined in table 1-4.
d Including interest on the public debt.

quality of government-provided services-in such
fields as education and health, in particular-will
tend to become more urgent as urbanization and in
dustrialization proceed. In some cases, indeed, the
failure of governments to increase their activities
will itself tend to retard the development process:
there is a great need to devote more resources to
research in agriculture, for example, to improve the
utilization of water and tropical soils, and in many
countries changes in land delimitation and tenure
are priority items for public expenditnre to raise
productivity in a crucial sector. If a government is
to meet these needs and at the same time increase
its contribution to the country's saving in the in
terest of continued growth, a major challenge to
public financial administration lies ahead.

The challenge is a dual one. On the one hand
there is the need to make public expenditnre as
productive as possible, both in terms of functional
priorities and in terms of administrative efficiency.
On the other hand is the need to increase govern-

13 10
15 13
9 7

15 13
9 7

14 13
10 9
11 10
13 12
9 9

11 11
17 17
9 9

12 13
11 11

12 13
20 21
13 21
16 25

22 13
21 15
18 13
13 10
13 lId

Ghana .
China (Taiwan) .
lIonduras .
Uruguay .
Tanganyika -1

Costa Rica 1
India 1
Philippines. . . . . . . . . . . . . . . 1
Panama 1
Bolivia .

RepubLic of Korea -1
Israel -1
Republic of Viet-Nam -9
Jordan -9

Jamaica 2
Burma 2
Colombia............. 2
Rhodesia and Nyasaland .. 2
Guatemala 2

COH1ltry b Net sav£ng

Venezuela ... 9
Federation of Malaya 6
Ecuador 5
Chile............... 3
Trinidad and Tobago .. 3

relatively greater defence expenditures. But in this
area, too, some developing countries carry a rela
tively heavy burden: in 1962-1964 defence absorbed
over 2 per cent of the gross domestic product in such
countries as Ecuador, the Federation of Malaya,
India and Tunisia, and over 5 per cent of the gross
domestic product in China (Taiwan), Jordan, the
Republic of Korea and the Republic of Viet-Nam.
A further factor tending to limit the relative size of
public revenues is the general weakness of local and
provincial authorities in many of the developing
countries. Some of the functions performed profes
sionally by such authorities in the more advanced
countries are carried out privately or co-operatively
in the developing countries-or not at all.

At the root of the matter, however, is the difficulty
that confronts governments in almost all the develop
ing countries in raising the required revenue. Despite
the relative modesty in their levels of public con
sumption-exceeding one-eighth of gross domestic
product in only a small minority of cases-the de
veloping countries have found it very hard to
achieve an adequate surplus on current account from
which to finance public investment. In the period
1962-1964, for example, comparatively few of the
developing countries for which data are available
were able to save more than 2 per cent of their gross
domestic product by collecting revenue in excess of
government consumption expenditure (see table 1-5).

In most developing countries, thus, the govern
ment contribution to the savings ratio of 15 to 20
per cent of gross domestic product implicit in the
growth target is a very small one. Nor has it been
increasing in recent years: on the contrary, between
1953-1955 and 1962-1964, the proportion of govern
ments managing to raise their net saving rates was
only half that of those in which there was a decline.
And the reductions in rates were generally sig
nificantly greater than the increases (see table 1-6).

The tendency for government saving rates to de
cline reflects the failure of revenue collections to
keep pace with the rise in consumption. Claims on
government services have been increasing rapidly,
and almost everywhere the proportion of national
output absorbed in government consumption is ma
terially higher than it was ten years ago. On the
revenue side performance has been much less uni
form: a few countries have registered' appreciable
increases in the relative size of the income at the
disposal of government, but in many there has been
no advance, and in a significant proportion govern
ment disposable income has lagged well behind the
growth in production.

The problem is not likely to diminish. Indeed, as
indicated above, the need to raise the quantity and
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Table 1-6. Developing countries: Changes in levels of general government saving, consumption and
disposable income between 1953-1955 and 1962-1964a

(Percentage of gross domestic product)

Jamaica .
India .
Philippines ..
Mauritius ..
Panama -1

Israel ... . . . . . . . . . . . . 2
Republic of Korea ..... 2
Chile.................. 2
Ecuador 2
Tlrinidad and Tobago.. . 1

China (Taiwan) -I
Honduras -2
Guatemala _7

Colombia -2
Uruguay -3

Rhodesia and Nyasaland -3
Costa Rica -3
Ghana -4
Barbados -4
Burma -5

I ndire,ct taxes

Total e Taxes S"bsidies

4 5
2 2
2 3

-1 -2
-1 -1

1 2
2 3
1 1
4 4

-1 -1

-1 -1
-2 -2
-1 -1

2

-1 -1
-3 -3

2
-1

1
1
1

-1

2

1
2

1

Direct taxes

Household Corporate

3

1
2
3

Total

3 3

1 -1
1 1
1 1

-1 -1

3
1
2

-1
1

-1

8
4
5
2

-2

4
3
3

3

1

-2

-2
2

1
1
1

-2
-3

Total ta."
receipts

-I

5
5
2

2
-1

2

2
2

2

-1

-1
-2

-2

2

1

2
2

3

4
4
3
4
3

-I

2

2
2

2

1

Net
saving

COllntryb

Source: See table 1-2.
a For certain differences in time period and coverage, see

foot~notes to tables 1-2, 1-3 and 1-5.

b Countries are arranged in descending order of change in
percentage of net saving to gross domestic product.

c Indireot taxes minus subsidies.

ment income with the least possible detriment to
private saving.

On both sides the government faces awkward
choices. In principle, savings can be generated at
any level of income, and indeed in practice-as
table 1-5 indicates-saving ratios of 2 per cent of
gross domestic product or more have been achieved
not only by governments with relatively high
revenues (Ecuador, the Federation of Malaya and
Venezuela, for example). but also by governments
with relatively low revenues (such as Colombia and
Guatemala), while zero or negative saving rates
have been registered by governments with high
revenues (China (Taiwan), Israel and Jordan, for
example), as well as by governments with low reve
nues (such as Bolivia, Ghana, Honduras and Tan
ganyika). But it is clear that if in fact governments
in the developing countries are going to be faced
with steadily increasing claims for services and
their consumption expenditure gradually rises to
wards the levels common among the more advanced
countries, then their most difficult problems will lie
on the income side.

In most developing countries, governments depend
very largely on indirect taxes for their income. This

is in part a reflection of the historical role played
by taxes on goods moving either in or out through
customs. It also reflects the administrative difficulties
of collecting direct taxes from a low-income popula
tion that is often geographically scattered and not
always sufficiently integrated into the money
economy to make contributions in cash. Of the
twenty-four countries listed in table 1-4 the only
ones to collect more from direct than from indirect
taxes were the four major mineral exporters-Chile,
Rhodesia and Nyasaland, Trinidad and Tobago, and
Venezuela-where it is relatively easy to administer
profit and income taxes on the exporting companies
and their personnel. Thus, even in these cases, tax
receipts tend to vary with the volume and price of
the exports of a particular commodity. This is also
true of much of the item classified as "other in
come": apart from fees and licences, and interest
and rental receipts, this includes royalties on minerals
exported, profits on government monopolies han
dling particular commodities (some of which are
major exports or imports) and gains made on for
eign exchange control operations.

While the possibility of taxing export activities,
either directly or indirectly, has been a great ad
vantage to most developing countries, providing
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revenue at minimal administrative inconvenience and
cost, undue dependence on such taxes is not without
risk. When the exported commodity has to be sold
competitively on the world market, the rate at which
a specific tax can be levied is obviously limited, par
ticularly if the developing country has itself to com
pete for foreign capital to operate the industry. And
if the tax is not specific but linked to price or profit,
the yield is subject to the short-term fluctuations on
the commodity market and possibly to a longer
term deterioration in the relative price level. During
the period under review, it was this downward drift
in prices that contributed significantly to the tend
ency for the relative importance of exports of goods
and services in total production to decline in a
majority of developing countries (see table A.I-1 in
the annex to this chapter).

As a corollary to this, it was only in a minority of
countries that the yield of indirect taxes increased
more rapidly than total production in the ten years
ending in 1964 (see table 1-6). This is not to argue
for a reduction in the dependence of developing
countries on direct taxes; on the contrary, it points
to the conclusion that if a government is to obtain
additional income from indirect taxes, their type and
incidence may have to be widened so as to lessen
the share of export taxes in the total.

On the whole, taxes on imports seem likely to
suffer from a shrinking base. The development
process-through the growth of import substituting
industries on the one hand and the need to conserve
foreign exchange in order to acquire essential invest
ment goods on the other-tends to change the
composition of imports in a way that reduces their
suitability for collecting revenue-raising customs
duties. Imports are often subject to other forms of
control and the high-priority items are often ad
mitted duty free in order to hold down local costs
of investment or production.

In principle, the process of development should
itself facilitate the raising of revenue by means of
direct taxes. The extension of the money economy,
the rise in personal incomes, the evolution of new
income-earning entities and the improvement in
public administration-all closely associated with
the development process-should make it possible
for governments to win approval for tax policies
designed to place a larger share of total output at
their disposal. Recent evidence tends to bear this
out: there is a distinct tendency for the relative
magnitude of direct tax revenue to rise with the
country's average per capita income (see figure VI).

Thus, although indirect taxes still provide the
bulk of government income in a majority of develop
ing countries, there is a widespread tendency for the

relative contribution of direct taxes to increase. In
the ten years ending in 1964 there were, among the
countries for which data are available, very few
registering a significant decline in the proportion of
government revenue derived from direct taxes (see
table 1-7).

The feasibility of collecting direct taxes is strongly
influenced by the distribution of income. By and
large, in low-income countries the more equal the
distribution, the more difficult it is likely to prove
to increase the contribution of direct taxes. In many
developing countries, however, the pattern of in
come distribution is in fact notably askew, so that
direct tax rates, if appropriately progressive, may
sometimes be raised to the advantage of both gov
ernment revenue and social justice.

Direct taxes can also be levied on companies, and
in general the more important the corporate sector,
the more readily can such taxes be administered and
increased. The limitation here arises from the fact
that companies are themselves major generators of
savings, and on a longer view governments may
wish to avoid a tax policy that could impede the
growth of the corporate form of organization. Up
to now, moreover, the largest corporate contributors
to the tax revenue have been the exporting concerns
under foreign ownership, so that there has been a
pronounced tendency for direct corporate tax re
ceipts to vary with export returns (see figure VII).

With one or two exceptions where the corporate
form of organization has become more prevalent in
recent years-Colombia and Ecuador, for example,
and, on a relatively smaller scale, India and the
Republic of Korea-the corporate contribution to
direct taxes has not shown any significant tendency
to increase. On the whole, the gain in the importance
of direct taxes seems to have come chiefly from the
profits of unincorporated business and from personal
incomes. 2

Generalizing on the basis of the limited statistical
evidence available, it would appear that the trend
in recent years has been away from taxes based on
foreign trade and towards those based on income or
wealth or on internal transactions (see table 1-8).
The need to widen the tax base has been universally
recognized and a good deal of experimentation has
been taking place. Local sales or purchase taxes or
excise taxes on goods of mass consumption, thou~h

not always the most equitable form of impost, are
being more generally adopted in order to exact some
contribution to government revenue from incomes

2 Further analysis is impeded by the fact that in current
vational accounting conventions the personal and unin

,corporated business sectors are combined in a so-called
"household" sector.
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Figure VI. Developing countries: Relation between general government direct
taxes and per capita, gross domestic product, average 1962-1964
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Source and foot"l1otes: See tables 1-2 and 1-7.

that are too low to justify a more direct method
of taxation. In some countries this form of local
commodity tax has been instituted through govern
ment involvement in the distribution process itself:
the profits of government monopolies dealing with
low-elasticity commodities such as salt, matches,
rice, kerosene and electricity have become a signifi
cant item of revenue.

Governments have also been able on occasions
to derive income from entities the prime purpose
of which was price stabilization. Where these have
dealt with export commodities their profits have
tended to fluctuate violently, depending upon the
difference between a varying world market price and
a firm producer price, usually guaranteed to local
farmers at the beginning of the crop year. Though
in this case the critical variable has usually been the

external price, the fruitfulness of official monopolies
as revenue raisers depends on local decisions about
prices. Here governments often face a .dilemma:
while their growth policies require increased profits,
revenue and saving, their social and stabilization
policies have often called for the holding down of
local consumer prices. In many cases, indeed, the
government involvement in the distribution of goods
and services has resulted in losses rather than profits.

Apart from the extension of internal commodity
taxes administered in various ways, governments in
developing countries have been experimenting with
taxes on wealth, including land and capital gains
and inheritances. Some have also been attempting
to enlarge the off-take from income taxes by reducing
the range and magnitude of exemptions and abate
ments and increasing their progressivity, especially
at the higher-income levels.
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Table 1-7. Developing cou.ntries : Level of government total tax receipts and components, average
1953-1955 and average 1962-1964a

Total tax
Direct taxesreceipts

Coul1t'ry b 1953- 1962- Indirect taxes Total Corporate Household
1955 1964

1953- 1962- 1953- 1962- 1953- 1962- 1953- 1962-(P ercentage of 1955 1964 1955 1964 1955 1964 1955 1964
gross domestic

(Percentage of total tax receipts)product)

Uruguay ............. ~ 25 27 52 44 48 56 2 3 46 53
Israel ................. 19 27 62 63 38 37 7 6 31 31
Chile .................. 16 21 45 47 55 53 18 14 37 39
Mauritius '" . 14 17 58 71 42 29 23 15 19 14
Rhodesia and Nyasaland 15 16 30 35 70 65 51 43 19 22

Ecuador ............... 14 16 76 57 24 43 8 20 16 23
Jamaica . . . . . . . . . . . . . . . 11 15 71 62 29 38 18 22 11 17
China (Taiwan) """ . 16 14 83 84 17 16 9 8 9 8
Costa Rica ............ 14 14 73 70 27 30 14 10 13 20
Burma .......... 17 14 75 69 25 31

Ghana . . . . . . . . . . . . . . . . . 12 12 84 78 16 22 14 13 1 10
Trinidad and Tobago ... 14 12 54 50 46 50 37 38 9 12
Panama ... .......... . 12 12 64 61 36 39 15 13 21 26
Philippinesc . . .......... 9 12 79 70 21 30 10 13 11 17
India .................. 8 11 68 73 32 27 5 9 27 18

Republic of Korea ...... 7 11 72 67 28 33 3 7 25 26
Colombia 12 10 64 57 36 43 14 19 22 25
Honduras . . . . . . . . . . . . . 9 9 85 84 15 16 10 11 5 5
Guatemala . . . . . . . . . . . . . 9 9 78 76 22 24 7 7 15 17

Source: See table 1-2.
a For the following countries, the earlier period difflOrs

from that indicated: Federation of Malaya, Ghana and
Uruguay, 1955-1957; Rhodesia and Nyasaland, 1954-1956;
India, 1953/54-1955/56 (fiscal year beginning 1 April). For

It is clear that much greater efforts will be re
quired not only in devising new methods of raising
revenue, but also in improving the administration
of older taxes, including the reduction of collection
costs and of the opportunities for evasion. The ex
pansion in revenue is needed in the first instance
to meet the growing claims 011 governments for the
many collective services associated with-and in
some cases essential to-the process of economic
development. But, as suggested above, the need ex
tends beyond keeping up with government consump
tion as such; it also involves the economy's saving.
The importance of government saving is inversely
related to the capacity of the private sector to save_
Herein lies one of the main criteria by which the
economic efficiency of the tax system may be judged
in the present context. As far as possible the inci
dence of taxes should be on private consumption;
for development purposes their objective should be
the maximization of saving for the economy as a
whole rather than merely for the public sector.

From this point of view, the need for the govern
ment to achieve a current surplus in order to finance

other differences in time periods, see foot-notes to table 1-2.
b Countries are ar'ranged in descending order of percentage

of total tax receipts to gross domestic product for 1962-1964.
c Current transfers from household sector are included in

direct taxes.

investment in the public sector may be diminished
by adequate increases in saving propensities in the
private sector. These saving propensities reflect
private decisions about the disposal of income-per
sonal or business-but official policies exercise an
important influence on such decisions. From the
point of view of the country's economic develop
ment, however, the increase in private savings is not
an end in itself: the use of such savings in a
manner that is consonant with national investment
priorities is no less important. Consequently the
government's role in regard to the mobilization of
domestic savings is not only a matter of budgetary
management and the relation of public consumption
to public revenue. It extends, partly through the
fiscal system, but also through credit policies and
the· establishment or supervision of institutions, to
the provision of a legal, political and economic en
vironment conducive to the financing of an appro
priate rate and direction of investment.

SAVING IN THE PRIVATE SECTOR

In most countries the bulk of saving is done in
the private sector. This reflects the fact that the



26 PART I. THE FINANCING OF ECONOMIC DEVELOPMENT

Figure VII. Developing
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private sector consists not only of individuals, who
are essentially consumers of the goods and services
produced in the economy, but also of business enter
prises the chief motives of which include the earning
of profit which can be used to replace and expand
capital equipment. In a general analysis of this
nature, there is no means of statistically separating
personal saving from business saving, but the avail
able evidence suggests that in most developing coun
tries the latter constitutes a far larger contribution
than the former to total domestic saving available for
productive investment. In some countries, indeed,
including some with widely different economic struc
tures-Chile, Colombia, Ecuador, Jamaica, Panama,
the Republic of Korea and the Republic of Viet
N am, for example-the corporate business sector
alone has furnished the bulk of private saving in

Jam Jamaica

Kor Korea (Republic of)

Mal Malaysia

Mau Mauritius

Pan Panama

Phi Philippines

R&N Rhodesia and Nyasaland

Tri Trinidad and Tobago

Uru Uruguay

Yen Venezuela

recent years (see table 1-9). And in most countries,
the business sector consists very largely of unincor
porated enterprises.

The problem of mobilizing private saving is a dual
one. On the one hand is the question of increasing
business savings and facilitating their most effective
deployment. On the other hand is the task of
stimulating individuals to save more and to make
their savings available for the financing of appro
priate growth-promoting investment. Both aspects
of the problem are urgent, for though the increases
in net saving ratios achieved in the ten years end
ing in 1964 came largely from the private sector
(see table 1-10), the expansion of private saving has
been insufficient in all but a few developing countries
to compensate for the indifferent record of govern
ments as savers. If national saving rates are to
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Tahle 1-8. Developing countries: Components of central government revenue, average
1953-1955 and average 1962-1964

(Percentage of total revenue)

Taxes On T axes on foycign trade Ta.vcs on
Cour/,trya Yearb inconl,e internal Other

and Total' Import Export trans- rC'lJenueC

wealth taxes taxes (JIctionsd

Israel ............. 1953-1955 38 21 21 32 9
1962-1964 44 14 14 33 10

Chile 1953-1955 34 13 35 18
1962-1964 37 18 40 5

Panama 1953-1955 25 27 14 34
1962-1964 27 28 23 22

Costa Rica 1953-1955 19 57 52 5 15 10
1962-1964 20 56 51 5 11 12

Colombia 1953-1955 42 31 11 16
1962-1964 49 20 24 7

Guatemala " ..... , .. 1953-1955 9 53 30 8
1962-1963 11 41 32 9 40 9

Ghana 1956-1957 11 73e 31 33 2 15
1963-1964 16 57 37 14 13 14

Honduras 1953-1955 16 53 50 4 27 4
1962-1964 14 50 45 5 26 10

Ecuador ... 1953-1955 12 46 40 7 34 8
1962-1964 14 52 39 13 22 13

Philippines .......... 1953-1,955 16 33 33 37 13
1962-1964 22 23 23 41 13

Rhodes,ia and Nyasaland 1954-1955 59 15 4 21
1961-1962 56 19 4 21

Republic of Korea 1957-1958 25 20e 16 46 8
1963-1964 20 15 15 45 20

India ... 1955-1956 19 25 20 5 23 32
1963-1964 22 17 16 32 30

Burma ......... 1953-1955 22 25 12 42
1962-1964 28 26 26 20

27

S Duree: Centre for Development Planning,
Projections and Policies of the United Nations
Seoretariat, based on United Nations, Statistical
Yearbook.

a Countries are arr1anged in descending order
of p'er wpita grosB domestic product in 1963.

b Calendar years, except in the case of the
fol>lowing oountries: Burma, fiscal year ending
30 September; Ghana, fiscal year ending 30
June for 1956-1957 and fiscal year ending 30
September for 1963-1964; India and Israel, fiscal
year beginning 1 April; Philippines', fiscal year
beginning 1 July.

e Including other taxes on foreign trade:
Ghana, including cocoa marketing board grants
and mineral duty, which accO'tl11ted for 8 per
cent of total revenue in 1956-1957 and 6 per
cent in 1963-1964; Republic of Korea, including

increase, it is from the private sector that the re
sources ultimately have to come.

MOBILIZING PERSONAL SAVINGS

In most cases personal savings are of a residual
nature: they arise from what is left of the individual's
income after his basic consumption needs (and those
of the family for which he is responsible) have been

foreign exchange levies, which IOLccounted for
4 per cent of total revenue in 1957-1958.

d Including excise and sales taxes and profits
of fiscaJl monopolies. For the Philippines, in
cluding, excise duties, on exports.

e Includes charges and fees for services,
royalties, trents and other income from property,
inoome from land sales, interest received and
the like. For Israel, including profits of govern
ment trading enterprises (which accounted for
one per cent of total revenue in ooiCh of the
periods); for the Republic of Korea, profit
of government enterprises accounted for 2 per
cent of total revenue in 1957-1958 and 5 per
cent in 1963-1964: for India. the percentages
were 18 per cent in 1953-1955 and 14 per cent
in 1963-1964; for Burma, profits of state agri
cultural marketing board (mainly from rice)
and state timber board accounted for 31 per
cent in 1953-1955 and 5 percent in 1962-1964.

met. The main stumbling-block to the increase in
such savings is thus the low level of personal incomes
that prevails in developing countries: almost 9Q.
per cent of the population live in countries in which
the average per capita output in 1963 was less than~

$200, and about two-thirds in countries with anr
average of less than $100 (see table A.I-2 in the
annex).
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Table 1-9. Developing countries: Level of domestic saving, by sector, average
1962-1964a

(Percentage of gross domestic product)

Gross Net
Private saving

Net
COtpttryb domestic domestic governmellt Net Net

saving saving saving e Totat corporate holtsehold
sa'l/tngd scz.vittg

Venezuela .... , ...... 23 13 9 4 2 3
Federation of Malaya 20 15 6 9
Trinidad and Tobago .. 19 9 3 7 6
Burma ................... 18 12 2 10
Rhodesia and Nyasaland 18 12 2 9 4 5

China (Taiwan) 18 11 11

Colombia .. . . . . . . . . . . 16 6 2 4 3 2
Jamaica 15 8 2 6 5 1

Philippines .......... 15 9 1 8 3 5
Ecuador 14 9 5 4 3

India ... 10 1 8
Uruguay 13 10 10 9
Honduras ..... 12 7 8 2 5
Chile 11 3 3 1 3 -4

Costa Rica ............ 10 5 1 4 1 3

Bolivia ...... 9 3 3 2

Guatemala 8 4 2 2
Panama ....... . . . . . . . . . . . 8 3 1 2 6 -4

Israel ..... 8 -1 -1

Republic of Korea 6 1 -1 2 3 -1

Republic of Viet-Nam -4 -9 -9 2 -2

Jordan .................. -6 -9 3 3

SoUTce: See table 1-2.
a For certain differences in time period and

concepts, see foot-notes to table 1-2.
b Countries are arranged in descending order

of gross domestic saving ratio.
c Net government saving includes saving of

general government and government enterp'rises.
However, for Ecuador and the Philippines. gov-

Empirical studies of income, expenditure and
savings patterns suggest that while at the lowest
levels of income dis-saving is common, as income
rises both the amount and the proportion saved
tend to increase, at least up to the highest income
brackets where other influences-often deriving from
foreign consumption standards-sometimes tend to
depress savings rates.

The negative rates of saving reported among low
income households in Ceylon (1963), India (1960
1962) and Thailand (1%3) (see table A.I-3 in the
annex), as well as among working-class families
in Bombay (1958-1959), British Honduras (1958)
and the Philippines (1957) 3 reflect not only the
'claims for food, clothing and shelter and similar
physical essentials, but also a certain amount of

3Itlterna;tional Labour Organisation Yearbook of Labour
Statistics, 1964 (Geneva).

ernment saving also includes saving of public
corporations. For China (Taiwan), government
saving includes saving of general government
only.

d Net corporate saving includes saving of
public and private corporations. For Ecuador
and the Philippines, it is saving of private
corporations only.

socially determined expenditure sometimes ansmg
from religious or ceremonial practices that tend to
characterize the more rigidly structured rural so
cieties. Some of the latter claims on income may be
expected to weaken with the modernization and
monetization of the agrarian sector, but it is un
likely that saving rates will benefit, for the process
tends to expose the rural population to new products
and the demonstration effect of the expenditure
patterns of urban and higher-income communities.

This is not to say that saving is impossible in
low-income households. Some saving is in fact
achieved; what is needed is to increase its amount
and to change its form from the accumulation of
physical assets, such as jewellery and cattle, to the
accumulation of financial assets, realizable by the
saver but also usable for the purpose of productive
investment. This involves a change in customary
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Table 1-10. Developing c01mtries: Changes in net domestic saving between 1953·1955
and 1962-1964"

(Percentage of gross domestic product)
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Philippines .
Jamaica .
China (Taiwan)
Chile , .
Mauritiusc .

Panama .
Israel .
India .
Uruguay .
Republic of Korea ...

Domestic
saving

8
7
6
3
2

2

2

2
2

Go·venLment
saving

1
-1

2

-1
2

-3
2

Trinidad and
Ecuador ...
Guatemala
Honduras ...
Colombia

Tobago ..

-1
-1

-3

1
2

-2
-2
-2

Costa Rica .
Rhodesia and Nyasaland .
Burma .

-4
-4
-5

-3
-3
-J

Satvrce: See table 1-2.

a For certain differences 111 time period, see
tables 1-2 and 1-3.

attitudes and behaviour and the building up of institu
tions capable of performing the required function.

The problem is a more difficult one in the rural
areas than in the towns: not only are rural incomes
generally lower and, with agricultural production
lagging, rising more slowly than urban incomes, but
household structure and customs tend to be less con
ducive to saving. The extended family provides some
of the economic security which in the more atomistic
urban society is sought through saving: thus the
savings of the more fortunate members tend to be
consumed by the less fortunate. In many places land
tenure systems are inimical to saving and investment,
sometimes because of smallness of plots or uncer
tainty of rights deriving from the tenant-landlord
relationship,4 sometimes because of lack of individual
incentives stemming from the communal nature of
holdings.

The change in habits necessary to stimulate saving
can be accelerated by education, but its pace is also
dependent on the monetization of the economy, and

4 A low level of saving by tenants is' not necessarily offset
by a high level of -saving by the landlord, especially when
the laHer does not farm the estate, for the system does not
promote technical advance and improvements in productivity,
,wd very seldom does the income accruing to the landlord
contribute to development finance.

b Countries are arranged in descending order
of percentage change of net domestic saving to
gross domestic produot.

c Including depreciation.

in this the extension of appropriate institutions is
itself an important instrument. Recent history seems
to point to security and convenience as the strategic
attributes of any institution that is to mobilize the
savings of individuals. To inspire confidence in the
minds of potential savers, the institution must have
a record of reliability and this can be attained only
on the basis of experience over time. But acceptable
sponsorship helps to speed up the process and,
limited as they have been, the successes that have
been achieved in the post-war period have been con
fined very largely to co-operative societies (in which
local members participate in management), govern
ment savings banks and old-established commercial
banks whose name has become a household word.
The main handicap of co-operative societies has
usually been the scarcity of effective management,
while the commercial banks have often been deterred
by the unprofitable nature of the required expansion,
especially in the early years, when the local branch
services-especially in the rural areas-are rarely
used to the extent necessary to make them economic.
Even governments have found it necessary to use
entities already in existence-most notably the net
work of post offices-in order to bring the required
facilities close enough to the potential savers to satisfy
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the second criterion mentioned above, namely saver
convenience.

Where private facilities are available, their efforts
to attract savings have sometimes been assisted by
the provision by government of a system of guaran
tees or insurance for the savings deposits they accept.
Increasingly, however, even unsophisticated small
savers have become concerned not only with the
traditional concept of security-that is, being able
to get back at will all the money that has been
saved-but also with the purchasing power of what
is retrieved. The process ot encouraging the switch
from physical to financial assets is set back, or even
reversed, by inflation.5 And even in a relatively stable
economy, recent experience suggests that personal
saving in developing countries tends to respond
positively to changes in rates of interest, especially
after the basic precautionary slice of saving has
lessened the urgency of the security motivation. An
increase in individual savings has followed a rise in
the relevant interest rate in a number of countries
including Mexico and Peru, as well as India, Pakistan
and the Philippines. An alertness to changes in in
terest rates has been noted even in relatively un
sophisticated communities. In a number of African
countries, for example, the recent growth Df savings
deposits in commercial banks has been ascribed in
part to the fact that the rates of interest that were
offered were appreciably higher than those payable
on post office savings, which have in consequence
been languishing. While interest rate differentials
may give rise to the switching of deposits more than
to an increase in new saving, the fact that there is
such a response has encouraged governments to use
the interest incentive more freely in efforts to en
courage individuals to raise their rate of saving.

Apart from higher interest rates, other devices
have been used to stimulate personal savings. The
disincentive effects of inflation have been counteracted
in some places by the insertion of a gold or cost of
living clause in the savings contract; the Government
of Israel, in particular, has borrowed a good deal on
this basis. Other countries have sought to attract
saving and overcome the negative effect of local
inflation by the introduction of a lottery element into
savings instruments: thus Ghana and India and
several Latin American countries have issued savings
bonds which earn for their holders not only a rate
of interest, but also the possibility of winning prizes

5 For the community as a whole, a certain amount of price
inflation-provided it is of a limited nature and not chronic
or accelerating-may in fact increase total saving: it may
reduce the consumption of those whose incomes are fixed in
r..lOney terms and raise the proportion of total income
distributed as profit, and hence to those who generally have
relatively high saving ratios. As far as voluntary personal
,aving is concerned, however, the effect of inflation seems
to be negative.
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in periodical lottery drawings. The chance of
windfall gains has been made a feature of certain
insurance schemes in El Salvador and Guatemala
and of certain house-building savings schemes in
Mexico and Uruguay.

Schemes which link savings more closely with
equity participation in business enterprises also help
to overcome the reluctance to save that stems from
the erosive effects of inflation. This has been the
basis of so-called mutual funds and unit trusts in
many countries, particularly in Latin America-Ar
gentina, Chile, Colombia and Mexico, for example-
but also in India and Pakistan. These schemes have
generally succeeded best (in attracting small savings)
where a capital market was already functioning well,
for where the cost of reaching the savers is unduly
high or the difficulty of making appropriate invest
ments and managing a share portfolio unduly great,
the attraotion of an equity holding may be offset by
high costs of administration.

Where the degree of development of corporate
enterprise is sufficiently great, similar advantages
may be derived from a liberalization of the regula
tions governing various special-purpose funds that
are fed by personal savings. The return on pension
funds and endowment types of insurance can be
made significantly more attractive if the investment
policy of the trustees is not too narrowly circum
scribed. As saving habits can be seriously set back
by the failure of such funds, however, restraint on
the part of the trustees and supervision by the au
thorities are both essential to success. Recent experi
ence suggests that since sound investment possibilities
tend to widen as the process of economic develop
ment advances, the operating rules for such invest
ment activities need to be kept up to date and, if
small savings are to be encouraged, in line with the
realities of the market.

Insurance and pension funds involve the type of
saving that is of particular importance to developing
countries, namely, contractual saving. This tends to
provide a regular and predictable flow of resources
for investment during the actuarial growth of the
particular fund and more generally with the ex
pansion of the economy. In a few countries-Mexico,
for instance-mutual investment funds have also
been set up on the basis of the agreement of partici
pants to make periodic contributions. Contractual
saving of this nature has been a corner-stone in the
building up of a capital market in a number of coun
tries, and everywhere it is one of the principal ways
in which individuals of modest means participate in
the financing of industry.

Contractual saving is also involved in the liquida
tion of debt. This often endows credit institutions
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with important savings functions. Building societies,
for example, may finance various forms of construc
tion, particularly residential, for members who have
saved sufficiently for a required down payment and
whose future savings are then earmarked for the
repayment of the loan. In most countries such so
cieties also have authority to accept deposits from
other savers, thus acting as a financial intermediary
for a certain type of investment. In much the same
way, co-operative sav'ings banks have enjoyed the
greatest success when they have been associated with,
or even preceded by, a credit-providing role, as has
been the case in a number of African countries. In
agrarian communities, in particular, co-operatives
have tended to stimulate local saving most when
they have been able first to provide short-term
credit or help in the financing of farm improvements.

Government policy thus impinges on private saving
in many ways. The establishment of appropriate
lending institutions may itself serve as an important
stimulus of the saving of those who borrow. The
maintenance of an adequate but adaptable system of
control over deposit-receiving institutions is also
an important function. Its fiscal mechanisms are no
less relevant and can usually be designed to bear less
heavily on income that is destined to be saved than
on consumption. A knowledge of the saving rate
profile of the community would be helpful. The ap
parent tendency for saving rates to decline at the
highest levels of personal income might suggest that
an upward turn in the progressivity of the income
tax at the indicated level would permit an increase
in public saving at minimum cost to private saving.

The prevalence of low-income levels tends to slant
the fiscal structure towards indirect taxes, but there
are occasions on which a suitably designed system of
direct taxes on personal incomes can divert windfall
gains to the public good without upsetting traditional
consumption standards: some of the benefit of a
bumper crop or of the sudden rise in the price of an
export commodity on the world market-which might
be used for prestigious consumption if left in the
hands of the producer~could be captured for govern
ment saving, for compulsory private saving or for
a stabilization fund.

The individual's investment and savings pattern
can also be influenced by the outlays that are allowed
to rank as deductions from taxable income. The
deduction from taxable income of interest payments
on loans for certain purposes, for example, may
serve to encourage particular types of investment
-in residential construction in some countries, in
agricultural improvements in many others-and
consequential saving by the individual concerned.

More important than marginal adjustments of tax
structure in the present context is the contribution

that governments can make towards improving the
climate for personal saving. The promotion of eco
nomic growth in general is obviously the prime nec
essity for raising saving rates, and along with this is
the avoidance of undue inflation and the provision
of the appropriate institutional framework, especially
in the rural areas where the combination of low in
comes and traditional patterns of consumption mili
tate strongly against the expansion of saving.

Somewhere between the stagnation of the tradi
tional village and the social disorganization of rapid
townward migration lies the middle ground of
progressive adaptation of older patterns of income
use. Here, self-help and community development,
land tenure reform and the judicious use of credit-if
necessary from savings generated in other sectors
for productivity-raising investment in agriculture
seem, on the basis of post-war experience, the basic
requirements for a long-run increase in personal
saving rates in most developing countries. But the
difficulties should not be underestimated, for this
is the hard core of the development problem, and in
most countries rural investment rates have in fact
been raised only when savings from other sources
could be deployed for the purpose.

MOBILIZING BUSINESS SAVINGS

While the saving effected by individuals and by
governments is in many ways incidental-a diversion
of resources from the basic activity of consumption
the saving performed by business enterprises is
central to their main purpose. Though statistical
proof is lacking, the available evidence points to
reinvested profits not only as major means of ex
panding the productive capacity of individual firms,
but also as a leading source of domestic saving. In the
present context the questions most germane to the
problems facing the developing countries are how
to raise the rate of increase in the net revenue of the
business sector and how best to influence the distri
bution of that revenue in order to ensure its optimum
use in accordance with national investment priorities.

The raising of the rate of increase in profits is not
an objective that can be pursued on its own: like
the question of raising the level of personal income
referred to in the previous section, it is part of the
general problem of accelerating the pace of economic
development as a whole. But there are certain aspects
of the question that pose choices-in respect of
both economic policy and institution building-likely
to exercise a powerful influence on the environment
in which profits are earned and used.

Policies regarding prices and wages lie outside the
scope of the present discussion, though they are the
area of some of the most acute dilemmas facing
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governments that are seeking to achieve an income
distribution that is both socially just and conducive
to higher saving rates. More immediately relevant
are the steps taken to canalize savings to where in
vestment is to be financed. And one of the first
decisions to be made concerns the deployment of
business profits.

The profit earned in a business enterprise may
move in any of three ways-to individual owners
of the firm as dividends, to the government as tax
and to the reserves of the firm itself. In so far as fiscal
policy is designed to maximize domestic savings,
tax rates can be adjusted to influence the movement
towards the points of highest saving rate. Recent
experience suggests that the optimum rate structure
for the purpose has to be shaped in the light of the
disincentive effect on future profit earning of unduly
high tax rates on the one hand, and of the saving
propensities of the potential recipients of dividends
on the other. As indicated above, it has been largely
through higher levies on the net earnings of business
that governments have increased their direct tax
revenue. Where a well-conceived development plan
exists, this provides a convenient means of canalizing
savings into public sector investment.

The use of both retained earnings and distributed
dividends is strongly influenced by the investment
opportunities open to the parties concerned. While,
in general, profits retained in the business are most
likely to be reinvested in the expansion of the firm,
it is by no means certain that this always represents
the most productive use of the savings in question.
More productive investment might in fact result if
the profits were distributed, but only if the recipients
have high savings ratios and are able to use the
available mechanisms for financing development: a
judgement on this would have to be made on the

.basis of the known characteristics of the local capital
market.

Indeed, in its broadest sense, the capital market
is a major determinant of the efficacy of business
saving and investment. For on its smooth operation
depends the ability of the small family-1ype firm that
characterizes many developing countries to obtain
the capital necessary for expansion. And conversely,
it is only if the appropriate institutions are function-

. ing satisfactorily that small individual savers are
able to contribute to the financing of investment.

THE EVOLUTION OF THE CAPITAL MARKET

The post-war period has witnessed a good deal
of improvement in the working of capital markets in
developing countries. In general the advances have
been most noticeable where development itself has
been greatest: there is a close and mutually reinforc-
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ing connexion between economic growth, industriali
zation and income levels on the one hand, and the
internal generation and movement of capital on the
other. The areas in which changes are most apparent
are those relating to the organization of business
enterprises as such and those relating to the evolution
of financial intermediaries. Though in both areas the
developments have benefited the generation of sav
ing-and are likely to do so increasingly as time
passes-the principal feature has been their role in
canalizing savings to selected sectors for the financing
of particular forms of investment.

The main advance in business organization has
been the spread of corporate forms. This has hinged
on the adoption of an appropriate legislative frame
work. The details of this vary from country to
country and often need to be changed to keep
abreast of technological as well as economic and
institutional developments. But the essential function
that is fulfilled by the corporate structure is that of
facilitating the pooling of savings for a common en
terprise. The limitation of the liability of sharehold
ers to the amount outstanding on the shares, by
enlarging the number of potential participants in
business finance, extends very greatly the capital
"watershed". This is particularly important in places
where savings are smaIl, business often organized
around a family unit and productivity held down by
lack of capital. The possibility of building larger
units, which is opened up as the system of corporate
entities becomes established, has implications not
only for production but also for future saving.

It is significant that among the countries for which
data are available, corporate saving exceeded govern
ment saving in 1962~1964 in three out of four cases
(see table 1-9). And over the ten years ending in
1964, corporate saving in most developing countries
for which data are available increased at least as
fast as total production (see table 1-10). Where it
did not, it was often because higher taxes absorbed
a greater proportion of corporate income, though in
some cases-Chile, and Rhodesia and Nyasaland,
for example-the savings of the corporate sector
were strongly influenced by changes in world prices
and in the profits of export industries.

The corporate form of business has served not
only to bring small personal savings into the capital
market, but also to facilitate the formation of "mixed"
companies in which government may participate
along with private shareholders, or foreign capital
along with domestic capital-private or public or
both.

The full benefit of corporate organization can be
reaped only under an appropriate legal and fiscal
regime. Particularly important in developing coun-
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tries, where impersonal business relations are less
common and innovations often suspect, is the safe
guarding of the shareholder's position, espeoially in
the initial stages when small savers are being invited
to participate in a corporate venture. Recent ex
perience suggests that, if the development of the
local capital market is to be encouraged, it is also
important to prevent co,rporate taxes-usually among
the most productive and easiest collected in develop
ing countries-from getting far out of line with
other forms of direct taxation. On the one hand, as
suggested above, the savings-generating function
that corporate entities perform can be fostered by
appropriate treatment of reinvested earnings: if the
interests of the economy as a whole are to be served,
tax rates need to be determined in the light of
savings and investment propensities and intentions
of both government and the corporate sector. On
the other hand, the return that an individual saver
may obtain from participation in corporate enter
prises is itself an incentive to future saving, provided
it is not unduly depressed by high tax rates. Taxation
is not the only means that governments have for
abtaining resources for investment: the more effec
tively the capital market is operating, the more
readily are governments likely to be able to borrow.

Both the ability of governments to tap personal
savings and the growth of corporate enterprise on
the basis of extensive participation depend heavily
on the size and efficiency of the local securities
market. Herein lies one of the characteristic weak
nesses of the financial structure in developing coun
tries: as a result of the unequal distribution of
incomes and the relative infrequency of financing
by corporate issues, in very few cases is ownership
of shares or bonds sufficiently widespread, or the
mechanism for exchanging them sufficiently smooth
or inexpensive to make the basic instruments of the
capital market liquid enough for the purpose of at
tracting small savings. Even in countries in which
there are organized stock exchanges-about eleven
in the early nineteen sixties-the bulk of the trading
in securities is often done outside, on a bilateral
basis: governments tend to place their bonds pri
vately with institutions, and directors frequently pre
fer to keep the ownership of their companies within a
limited circle of family and friends. The result has
been an extremely high concentration of share
holding-in Colombia, for example, three-fourths
of all outstanding shares are owned by less than one
per cent of all shareholders-which is inimical to
the saving-mobilizing function of the market.

Efforts to increase the usefulness of the securities
market in mobilizing savings have been made by
governments both in connexion with their own
financial operations and with a view to influencing the

financial activities of corporations. Some govern
ments (India, Mexico and Nigeria, for example)
have diversified the range of the obligations they
themselves has sought to sell to the public-varying
denominations, raising interest rates, attaching tax
privileges, providing a gold link or an equity com
ponent or the chance of a windfall gain. By short
term borrowing on 30 to 90-day bills-to bridge
budgetary gaps, for example-governments have also
opened up a money market in several developing
countries, relieving them of the need to turn to the
central bank, absorbing temporarily idle funds and
adding a useful element of flexibility to the local
capital market. Legislation has been enacted in such
countries as Colombia, India, Mexico and Venezuela
to induce or compel corporations to offer their new
issues on the open market. Some countries have also
relaxed the regulations governing the nature of the
assets that savings banks, insurance companies and
other deposit-collecting institutions are permitted
to hold, thus widening the market for equities. In
a number of countries, development finance entities,
both public and private, have tried to spread as
widely as possible the sales of securities from their
own portfolios, effected in the course of their regular
operations. They have also pioneered in the provi
sion of an underwriting service-thus assisting
corporations to tap the supply of local savings
though in most cases this has also involved them
in a direct investment operation.

These and similar efforts have borne some fruit,
especially in those developing countries where eco
nomic diversificat,ion is greatest and incomes are high
est. Everywhere, however, the basic fact of capital
shortage tends to limit progress, and while the crea
tion of new institutions and changing the rules under
which older institutions operate may help to move
savings more freely-and thus make it possible to
use to maximum advantage the savings that are
generated-the process of increasing saving rates
is clearly going to be a long and hard one.

Illustrative of the nature of the problem is the
history of the institution that represents the most
widely adopted innovation for the financing of in
vestment in the developing countries in the post
war period, namely, the "development corporation".
A variety of such instruments now exists, bearing
different labels but performing essentially similar
functions. Some are government-sponsored, some
privately sponsored and some under mixed aus
pices. 6 Some are general-purpose entities (such as

6 The distinction between a public and a private institution
tends to be blurred by the fact that most of the latter have
in fact enjoyed official sUPPOrt and help to implement official
development policy. The support has often been in the form
of an advance of funds (sometimes interest free), but it
has also included preferential tax treatment, preferential
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the Banco del Estado in Chile and most of the de
velopment banks in Africa), others are designed
to move capital to particular sectors, most notably
manufacturing industry (such as the International
Finance Corporation of India), but also farming
(as in the case of the Agricultural Development
Bank of Pakistan), and in some countries housing
and other special fields in which investment needs
are running ahead of available saving. Most are
national in scope, but some are intended to serve
particular geographic regions such as the Guyana
Development Corporation in Venezuela or the Banco
del Norte, which operates through branches in the
Brazilian north-east. Some are entirely domestically
financed, others draw funds from external sources,
including in particular the IBRD and the IFC, but
also the IDA and the IDB, and a number of na
tional agencies such as the Caisse centrale de Co
operation economique in France, the Commonwealth
Development Corporation in the United Kingdom
and the Agency for International Development
(AID) in the United States. These institutions
-especially the IBRD-have found development
corporations a convenient means for facilitating the
movement of funds to individual enterprises which
it might otherwise be administratively difficult or
legally impossible for them to reach (see table A.I-4
in the annex). By the end of 1965, the IFC had an
equity investment totalling $16.5 million in develop
ment finance companies in the developing countries
while the IBRD had lent almost $300 million to
similar institutions.

These development corporations have played an
important role in canalizing funds to sectors and
projects which-often because of deficiencies in the
capital market-have been unable to obtain them
in the course of ordinary business in the developing
countries. They have thus in many cases become
useful operational agencies in the implementation of
economic plans. They have often exerted a catalytic
effect by mobilizing matching finance from local
savings. They have also provided a convenient route
for the flow of external resources into the domestic
economy, though even in the case of the private
corporations foreign holdings have usually been of
a minority nature (see table A.I-5 in the annex).

In general, the development corporations have
been lenders rather than investors. Rates of interest
have tended to be high by international standards
mostly between 7 and 12 per cent a year-but low
by local standards. The size of single loans or invest
ments has usually been limited by their charter to a

central bank discounting facilities, and official guarantees
on external borrowing. In some cases, governments have
even guaranteed a minimum dividend in order to attract
the necessary local capital.
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specified range, either absolutely or in relation to
their capital, so that their involvement in individual
projects has often been small by external standards,
though not necessarily by local standards. In many
cases their involvement has extended beyond the
simple loan transaction in which it is expressed.
Thus many of these entities have had at their dis
posal entrepreneurial and managerial skills that are
particularly scarce in most developing countries, so
that financing operations have often been associated
not only with preliminary management and account
ing appraisals and market research, but also with
technical assistance and advice, including the provi
sion of expertise from abroad. In addition, the in
volvement has usully created links of a more per
manent nature, important both to the enterprise in
question in connexion with its future expansion or
diversification and to the functioning of the local
capital market. The latter has also gained from the
transactions arising out of the subsequent handling
by the development corporations of the assets in
their security portfolio: the judicious selling of these
may help to make additional savings available for
investment. Enlargement of the corporations' own
capital-by sale of debentures, for example-may
also be expected to strengthen the capital market
and attract new savings.

I t has been in this last area that the greatest dis
appointments have occurred. By and large, develop
ment corporations have been much less successful
in generating new saving than they have been in
canalizing existing resources into enterprises of their
choice. Even some of the oldest entities-and the
Corporaci6n de Fomento in Chile dates back to
1939-have remained disturbingly dependent on re
sources fed to them from other public sources, in
cluding in particular the central bank and the govern
ment's own budget. Though, almost invariably, the
original intention was that the development institu
tion should become self-supporting as its revenue
from interest on loans, from profits on equity invest
ments and from sales of various technical services
increased and its portfolio of securities was turned
over, in practice this has seldom happened.

One reason for the widespread failure of these
institutions to attain an early viability was the initial
concentration in some cases on relatively unremuner
ative investment in infra-structure-inc1uding trans
port, communications and power undertakings which
were subsequently run at a loss-and in other cases
on difficult sectors, such as agriculture and small
scale industry in which investment had to be financed
on a subcommercial basis. Another reason has been
the general dearth of resources, especially where,
as part of its development strategy, a country estab
lished several such bodies, each requiring a sizable
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flow of funds to sustain its investment programme.
The inadequacy of the available finance often tended
to reduce the effectiveness of investment policy, both
in respect of the type of enterprise the corporation
supported and in respect of the operations of the
resultant undercapitalized concerns. In many cases
the management of the institution was not suf
ficiently strong to cope with the rapid proliferation
of its interests. And underlying these problems in
many countries was internal economic instability: it
is difficult to make long-term lending profitable when
it is conducted on more or less commercial terms
in a strongly inflationary environment.

While, as a new instrumentality, development cor
porations have generally been less successful than
had been hoped in stimulating new saving, adapta
tions made by a much older institution-the com
mercial bank-have been unexpectedly fruitful. The
commercial bank has several important attributes
as a collector of savings in most developing coun
tries: a solid reputation for financial integrity, an
extensive network of branches, an experienced staff,
many and close links to the business community, to
the capital market and often to external sources of
finance, and a functioning system for dealing with
deposits, both current and time, and in many coun
tries with savings accounts too. What the commercial
bank has chiefly lacked in the present context is the
connexion with long-term investment. In most coun
tries, commercial banks have continued to perform
their essential historical role, providing short-term
accommodation, especially in the financing of trade.
This requires a high degree of liquidity in asset
structure, often prescribed by the central bank as
one of the mechanisms of monetary control.

In the post-war period, however, there has been
a significant extension and expansion of commercial
bank activities. This has rested in part upon a more
active policy in regard to the gathering of savings,
spurred in some countries-Chile, India, Mexico,
Morocco, Pakistan, and Tunisia, for example-by
the setting up of government-owned banks, and it
has involved an enlargement of branch business, even
in the smaller towns and villages, and greater efforts
to attract deposits. That this has recently been bear
ing fruit is indicated by the fact that in many coun
tries, the nineteen sixties have seen a rapid rise in
their savings and time deposits: in real terms (that
is, allowing for local changes in the retail price
level) such deposits have increased at over 15 per
cent a year in a diverse range of countries, including
Mexico, Peru, the Federation of Malaya, Pakistan
and the Philippines, and significant numbers of Afri
can countries-Ghana, the Ivory Coast, Nigeria, the
Sudan and the United Arab Republic.

Simultaneously, changes have been taking place
in investment activities also. These reflect in part
the search for new and more profitable ways of using
funds, and in part the continuous rise in demand for
finance associated with more active official develop
ment policies. The result has been an increase in the
amount of financing of fixed assets and in the amount
of longer-term bank lending, sometimes on the basis
of the regular renewal or "rolling over" of short
term advances. The changes in operating methods
have also led to the establishment or acquisition by
commercial banks of subsidiaries dealing specifically
with the financing of longer-term investments. In
some places, most notably in Latin America, these
new entities (financieras) have engaged directly in
the collection of savings through the issue of special
securities (cedulas).

Commercial banks have also participated in the
setting up of development corporations such as those
discussed above, both with local interests and with
international and other external institutions. Links
have been forged not only with investing entities
-including mortgage banks as well as development
companies-but also with institutions involved more
directly in collecting savings, such as building so
cieties and insurance companies. Such groupings of
complementary organisms have served to strengthen
the financial structure of a number of countries,
though sometimes at the cost of reducing the free
flow of savings and securities through the capital
market.

Commercial banks have also widened their invest
ment interests in response to official directives and
incentives. One device employed in a number of
countries-Chile, India, Nigeria and Peru, for exam
ple-is the offer of special central bank rediscount
facilities and rates for loans made to specific sectors
or for specific purposes, including agriculture, small
scale industry and low rental housing which are
almost invariably short of investible funds. In some
instances-including Colombia, India, Pakiistan and
Venezuela-refinance corporations have been set up
in order to provide the commercial banks with the
means of maintaining the necessary degree of liqui
dity. A similar effect has been obtained in some
countries-Colombia and Mexico, for example-by
the stipulation of marginal reserve requirements
differentiated in accordance with the sector or pur
pose for which the commercial bank has extended
its credit. More directly, governments have induced
commercial banks to hold various types of public
securities, thus putting loanable funds directly into
official hands.

The harnessing of commercial bank funds to the
development effort is one aspect of a more general
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effort to tap real savings. Parallel efforts are being
made to deploy more usefully the resources accruing
to other institutions that collect savings-insurance,
pension, social security, building funds and so on.

PART 1. THE FINANCING OF ECONOMIC DEVELOPMENT

The importance attaching to the activities of com
mercial banks lies in the fact that they still dispose
of the bulk of savings and time deposits in the de
veloping countries.

The role of external resources

To accelerate their rate of economic growth, the
developing countries are heavily dependent on the
re:st of the world. For many of them, given their
existing structure of production, an increase in do
mestic saving rates would, by itself, be of little avail.
The pattern of locally available resources is quite
inadequate even for sustaining, let alone raising,
the rate of fixed capital formation. The most obvious
shortages are in the capacity to produce the plant
and equipment and materials which are the physical
content of investment, but they often extend through
out the economy and include knowledge and skills,
many producer requirements, the more sophisticated
consumer goods and in some cases even the energy
sources and food-stuffs necessary to support greater
domestic output and higher levels of income.

It is only by trading with the rest of the world
that the developing countries can make good these
specific deficiencies and raise their rates of capital
formation and per capita production. And here an
other inadequacy makes itself felt: the pattern of
goods that most developing countries have available
for export is quite unsuitable for providing the
steady expansion in earnings necessary for financing
the imports required to overcome the domestic bottle
necks. These exports consist very largely of primary
commodities, the demand for which is not very
responsive to increases in income in the countries
that constitute their main market. In some cases
they include items that the more advanced countries
are reluctant to import in larger quantities lest their
domestic producers-farmers and textile workers, for
example-be injured by the competition. And in
many cases the effect of an inelastic demand is
accentuated by an unstable supply, giving rise to
considerable fluctuations in price and export receipts.

For most developing countries, the combination of
urgent and increasing import needs and slow-growing
and uncertain export earnings has resulted in more
or less continuous balance of payments strain. In
many cases this has been met by constraints on im
ports-in part, consistent with efforts to diversify
the domestic economy by the stimulation of import
substituting industries, but often at the cost of slow
ing down the pace of growth and making inflationary
pressures more difficult to contain. But most develop
ing countries have been spared the full effects of

this basic imbalance by being able to draw on re
sources provided by the rest of the world. Thus,
ever since the running down of the reserves they
had accumulated during the war, many countries
have registered a more or less unbroken deficit on
their current accounts-that is, imports of goods and
services plus payments for the use of foreign-owned
facto.rs of production have continued to exceed ex
ports of goods and services plus receipts from abroad
for the use of nationally owned factors of production.

Irrespective of their size in relation to domestic
savings, the foreign savings that have been put at
the disposal of the developing countries in this way
have thus played a strategic role in the develop
ment process. Their significance depends not only
on the magnitude of the country's current account
deficit as such, but also on the extent to which ex
ternal resources are necessary to overcome the ob
stacles to growth inherent in the structural deficien
cies of the domestic economy.

As indicated in general terms at the beginning of
this chapter and in more detail in table 1-11, the
relative magnitude of foreign savings has varied
widely from one developing country to another. At
the one extreme are the countries (the Federation
of Malaya, Iraq, Mauritius, the Philippines, Tan
ganyika and Venezuela, for example) in which for
eign capital in mines and plantations generates an
export surplus that may be used to increase exchange
reserves, to repay previous loans, to finance the re
patriation of foreign direct investment, to invest on
the international capital market, or, as in the case
of Kuwait, to make new loans or investments in
other developing countries. At the other extreme
are the countries which for various historical reasons
are peculiarly dependent on the inflow of external
resources-Israel, Jordan, the Republic of Korea
and the Republic of Viet-Nam, for example-where
the intake of foreign savings may exceed the re
ceipts from the export of goods and services or the
amount devoted to capital formation.

In between lie most of the developing countries
-running deficits on their current accounts with the
rest of the world largely because of their efforts to
increase their rates of domestic investment. In the
ten years up to 1964 such efforts did in fact result
in the raising of the ratio of gross capital formation
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Tahle I-II. Developing oountries: Foreign saving and gross domestic capital
formation,a 1953-1955 and 1962-1964
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Foreign saving as a
percentage of

Co"...tryb

Gross domestic
capital formation
as a percentage of

gross domestic product Gross domest·ic
capital formatio,It

Exports of goods
and services

Israel .
Trinidad and Tobago .
Tunisia .
Thailand .
China (Taiwan) .

Colombia .
Jamaica .
Rhodesia and Nyasaland ..
United Arab Republic .
Venezuela .

Burma .
Federation of Malaya .
Ghana .
Mauritius .
Panama .

Indiac .
Ecuador .
Republic of Korea .
Bolivia .
Paraguay .

Sudan .
Costa Rica .
Uruguay .
Mexico .
Jordan .

Philippines .
Ceylon .
Honduras .
Iran ..
Iraq .

Chile .
Morocoo .
Tanganyika .
El SalV'ador .
Guatemala .
Republic of Viet-Nam .

Average, all developing
countriesd .

1953-1955

31
22

16
16

17
15
29

21
11
15
14
11

8
15
13

14

10
18
15
14

8
10
15

16

8

9

15

1962·1964

31
28
22
20
20

19
19
19
18
18

18
18
17
17
17

13
17
16
16
16

16
15
15
15
14

14
14
14
14
14

13
12
11
11
11
10

1953-1955

85
16

15
38

8
53
24

-7
-81

13
-41

38

4
12
57

9

-1
18
19
4

29
~36

8

-33

1

12

1962-1964 1953-1955 1962-1964

75 222 112
31 5 13
55 64
9 13 11

10 77 11

19 9 35
17 28 8
1 14

23 24
-24 14

1 -7 1
-10 -19 ---4

25 8 22
-30 -12 -10

51 12 27

24 5 54
18 9 17
62 239 143
43 38
11 10 10

21 17
35 12 23
10 32 12
11 4 15

145 134

-5 17 -4
16 -10 8
12 5 8
7 5

-10 -11 -3

19 1 23
11 6

-9 -3
2 1

26 1 23
141 195

13e 11 12'"

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on United Na,tions, Year
book of National Accounts Statistics, and
International Monetary Fund, Balance of Pay
ments Yearbook, vol. 16 (Washington, D. C.).

a For certain differenoes in the period covered
see table 1-3, foot-note a.

to gross domestic product in a large majority of
countries and by proportions ranging up to 6 or
even 7 per cent (as in the Federation of Malaya,
Panama, the Philippines, the Sudan, and Trinidad
and Tobago). And associated with this, in most cases,
was an increase in the relative significance of the
inflow of external resources. Only a few countries
-China (Taiwan), Jamaica, the Philippines and

b Countries are larranged in descending order
of ratio of gross domestic capital formation to
gross domestic product in 1962-1964.

c Ratios are based on net domestic capital
formation.

d Including estimates for cOUilltries not shown;
based on 1960 prices and exchanges rates.

e Average, 1961-1963.

Thailand among them-managed simultaneously to
raise their rates of capital formation and reduce their
dependence on foreign savings. And at the other
end of the scale were a few countries-including
Burma, Costa Rica and Honduras-in which invest
ment ratios declined in the face of an increase in the
rela,tive contribution of foreign savings or, in the case
of Iraq, a reduction in the current account surplus.
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In the aggregate, foreign savings at the disposal
of the developing countries seem to have increased
erratically in the post-war period to a peak around
1956-1958, when they constituted about 4 per cent
of the over-all gross domestic product and about 25
per cent of gross capital formation. Since the:n for
eign savings have increased less than productIOn or
investment, and by 1963 their ratio to gross domestic
product had dropped below 2 per cent and their ratio
to gross capital formation to below 10 per cent. Not
unrelated to this decline was the slackening in the
growth of investment: this rose by over 6 per cent
a year during the nineteen fifties, but by less than
4 per cent in the first four years of the nineteen
sixties.

The concept of "foreign savings" that emerges
from the national accounts provides a useful measure
of the degree of dependence of the country on re
sources furnished by the rest of the world. For opera
tional purposes, however, it is more useful to trace
the changes in this dependence through the move
ments in the principal variables concerned. It then
appears that the recent decline in foreign savings
had its origin in the efforts made by the developing
countries to narrow the gap on trading account that
had widened rapidly in the second half of the nine
teen fifties. This gap had pulled down the combined
external resources of the developing countries to a
dangerously low level.

Though efforts continued to be made to expand
exports, the main constraining action by governments
was the tightening of import controls. Largely as a
result of these, the rate of growth in imports in the
first half of the nineteen sixties was held down to
an average of less than 4 per cent per year, compared
with over 5 per cent per year in the nineteen fifties.
In the event, relief for the balance of payments also
came from the export side: thanks largely to more
vigorous growth in North America and a continua
tion of the upswing in other industrial countries the
export earnings of the developing countries increased
by an average of between 6 and 7 per cent per year.
As a result, the combined trading deficit of the de-
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veloping countries, which had stood at $3.4 billion in
1961 was reduced to about $0.5 billion in 1965.

The net inflow of long-term capital and donations
from the rest of the world continued to increase
slowly-at an average of approximately 3 per cent
per year, reaching an estimated $9 billion in 1965.
Thus, notwithstanding a rising burden of dividends
and interest on earlier borrowings-probably in the
vicinity of $5 billion in 1965-and a variable but
probably quite sizable outflow of indigenous capital,
the developing countries were able to replenish their
external reserves to the extent of about $1.2 billion.
This still left the ratio of total international liquidity
(gold plus foreign exchange plus available borrow
ing facilities at the IMF) to current imports-at
about 31 per cent-slightly below the 1960 level and
well below earlier levels.

If they are to achieve a higher rate of growth in
the supply of goods and services available to their
expanding populations, the developing countries will
have not only to save and invest relatively more, but
also to be able to finance the necessary increase in
imports. While the longer-term objective must
obviously be to finance the required imports by
means of their exports, it is clear that in the years
immediately ahead most developing countries will
continue to depend heavily on other types of resource
transfer. The nature and magnitude of these transfers
will be influenced by the fact that the reverse flow
necessary to service the debt accumulated in the
past will continue to rise rapidly. This means not
only that the gross transfer must he large enough
to assure an adequate net inflow of new resources,
but also that the terms on which these resources are
provided should be such as to prevent the problem
of reverse debt-servicing flows from compounding
itself into completely unmanageable proportions. It
also means that every effort should be made to en
sure that the nature of the transfer and the form
in which it is made are governed by the priorities
dictated by a sound development strategy in which
the external resources can be deployed with maxi
mum effect to complement internal efforts to in
crease savings, investment and growth.
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Annex

Table A.I-I. Developing countries: Levels and changes in levels of exports of goods
and services, 1953-1955 to 1962·1964

(Pel'centage of gross domestic product)
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Ceylon ( .
Iraq _'" _ _..
Ghana .
Barbados _
Rhodesia and Nyasaland _ ,.

Burma . .
Mexico .
Federation of Malaya .
Syriad .

Costa Rica .

Brazil .
Panama .
Uganda .
Dominican Republic .
Sudane .

Colombia .
Thailand .
Ecuador .
Morocco .
Indiad .

Pakistan .
Venezuelae
Nigeriad

Honduras
Guatemala .

Algeria .
Mauritius .
Trinidad and Tobago .
Jordan .
Chile............... . .

Tanganyika .
Argentina . .
Uruguay . .
Peru.............. . .
Paraguay .
Republic of Korea .. , .

Kenya .
Philippines .
Jamaica
China (Taiwan)
Hritish Guiana
Israel

Change ill,
e.t:ports~

1953-1955
to 1962-1964

-9
-8
-8
-7
-6

-6
-5
-4
-3
-3

-3
-2
-2
-2
-2

-2
-2
-2
-2
-1

-1

1
1
1
2
2

3
4
4
4
4
4

5
6
9
9

10
10

Exports

1953-1955" 1962-1964'

37 28
48 39
27 20
58 51
48 42

22 16
16 10
48 44
31 27
27 23

8 6
34 32
32 29
26 24
19 17

14 12
19 17
19 17
23 21
6 5

7 7
32 32
19 18
21 21
14 14

24 25
46 48
66 68
14 16
9 11

26 30
6 10
9 13

21 25
13 17
2 6

16 21
14 20
28 37

8 17
43 53
12 22

Smwce: United Nations, Yearbook of Na
tional Accounts Statistics and Statistical B~il

letin for Latin America.
a Countries are arranged in ascending order

of percentage change of exports of goods and
services to g;ross domestic product.

b For the following countries, the period
differs from that started: Jordan, Peru, and
Rhodesia and Nyasaland, 1954-1956; Ghana, the
Federation of Malaya, the Sudan (fiscal year
beginning 1 July) and Uruguay, 1955-1957.

c For the following countries, the period dif
fers from that stated: Burma (fiscal year end-

ing September), Brazil, Colombia, the Domini
can Republic, Iraq, Pakistan (fiscal year begin
ning 1 July), Syria, Trinidad and Tobago, and
Uruguay, 1961-1963; Arlgeria, British Guiana,
Nigeria (fiscal yeaJr beginnnng 1 April), Panama,
the Sudan (fiscal year beginning 1 July),
Uganda, and Argentina, 1959-1961.

d For India and Syria, net domestic product
at factor cost. For Nigeria, gross domestic
product at factor cost.

e For the Sudan and Venezuela" exports of
goods only.
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Table A.I-2. Distribution of developing countriesa by per capita output, 1963

Per ca.pita gross domestic product Number of
(dollars) countries

100 and below . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22
101 to 200 . . . . . . . . .. 20
201 to 300 15
~~~ 10
501 and over . . . . . . . . . . . . .. 7

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74

P opu1atiOj'
(percentage)

64
22

6
5
4

100

SoHrce: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on United Nations, Yea,/,,
book of National Acc,oHnts Statistics and
M onthly B~tlletin of Statistics; and United
States Agency fo~ International Development,
AID Economic Data Book (Washington, D.C.).

a Countries in each category are as follows
(in ascending order of per capita gross domestic
product in dollars): 100 and below: Malawi,
Somalia, Ethiopia., Guinea, Laos, Burma, Mali,
Uganda, Nepal, Tanganyika, Haiti, Togo, India,
Indonesia, Kenya, Afghanistan, Pakistan, the
MalagTasy Republic, Cameroon, the Sudan, the
Republic of Viet-Nam, and Sierra Leone; 101

to 200: Thailand, Cambodia, Bolivia, the Re
public of Korea, Ceylon, China (Taiwan), the
Philippines, Morocco, Syria, Libya, Saudi
Arabia, the United Arab Republic, Jordan,
Ecuador, Tunisia, Algeria, Paraguay and Bra"
zil; 201 to 300: Honduras, Senegal, Ghana, the
Ivory Coast, Southern Rhodesia, Iran, Peru,
Gabon, El Salvador, the Dominican Republic,
Guatemala, Iraq, Nicaragua, Mauritius, the
Federation of Ma~aya and British Guiana; 301
to 500: British Honduras, Colombia, Lebanon,
Costa Rica, Barbados, Mexico, Surinam,
Panama and Jamaica; 501 and over: Uruguay,
Chile, Argentina, Tlrinidad and Tobago, Vene
zuela, Israel and Kuwait.

Table A.I-3. Ratio of household saving to disposable income by income class:
Sample surveys for selected countriesR

(Percentage)

Income class India 111exico,
(parcentage of Ceylon urban
total households (1963) Rural Urban (1960)'» sample survey) (1962) (1960 )

Lowest 20 -21 -6} -21 { 0
Next 20 -13 -3 8
Next 20 -8 0 -8 14
Next 20 -7 2 -5 19
Next 5 -6 5 -1 27
Next 5 .......... ---{j 6 0

1
Next 5 ............. 1 9 7
Next 3 3 10 11 22
Next 1 ............... 12 19 18
Highest 1 .... , .......... 6 16 33

Average, all householdsc -4 5 3 14

Thailandb

Rural Urban
(1963) (1963)

-19 -33
-20 -24
-14 -7

7 --14

2 23

-16 -2

C The sample sizes, in number of households
surveyed, were as follows: Ceylon, 5,399; India,
rural, 8,527; India, urban, 4,650; Mexico, 1.67
million; Thailand, rural, 69,956; Thailand,
urban, 161,259. The averages are ratios of
total savings to total income.

ference between income and consumption. Ex
penditure on durable consumer goods was not
included in saving in Mexico or, except for
housing and jewellery, in Ceylon.

b The data available for Thailland do not
pel'mit a classification of the saving ratios
according to the income classes shown. The
saving ratios cited in the table correspond to
the following income classes:

Smwce: Centre for Develo.pment Planning,
Projections and Policies of the United Nations
Secretariat, based on data from Central Bank
of Ceylon, SHrvey of Ceylon's COnSU11U?rS
F1:na1JCes (Colomho, 1963); National Council of
Applied Economic Research, All India Rural
H onselwld Survey, vol. II (New Delhi, 1965)
and Urban Income and Saving (New Delhi,
1962); National Statistical Office, H o~tsehold

Condition Survey (Bangkok, 1964); Secretaria
de Industria y Comercio, Las 16 Ci~tdades Prin
cipales de la Republica ]1,[e:ricana: Ing'/"esos :I'
Egresos Familian:s, 1960 (Mexico, D.F., 1962).

a Disposable income consists of earned in
come, property income and net transfers from
government and other sectors, less direct taxes.
The income is gross in the sense that no
allowance was made for depreciation of capital,
except in India, where the net concept was
used. In India and Thailand, savings were
me3;sured by estimating changes in assets, in
cluding changes in stocks, while in Ceylon and
MeXlico, savings were measured as the dif-

Inco1ne category
(baMs per year)

Less than 3,000
3,000 to 5,999
6,000 to 11,999

12,000 to 17,999
18,000 and over

Rural Urban
(Percentage of households)

64 80

} 33 10

3 10
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Tahle A.I·4. Loans hy the International Bank for Reconstruction and Development
to development corporations
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Country

China (Taiwan) .
Ethiopia .
India .

Malaysia

Morocco

Pakistan

Peru

Philippines

Thailand .

Total, 1959-1965

N arne of institution

China Development Corporation
Development Bank of Ethiopia
Industrial Credit and Investment Corporation

of India, Limited

Malaysian Industrial Development Finance,
Limited

Banque natiOilale pour Ie Developpement
economiquea

Pakistan Industrial Credit and Investment
Corporation

Banco de Fomento Agropecuario del Peru

Prhl1ate Development Corporation of the
Philippines

Industrial Finance Corporation of Thailand

Loan

Year Amount
(milUons

of dollars)

1964 15.0
1961 2.0

1959 10.0
1960 20.0
1962 20.0
1963 30.0
1965 50.0

1963 8.0

1962 15.0

1959 10.0
1961 15.0
1963 20.0
1964 30.0
1960 5.0
1965 15.0

1963 15.0
1964 2.5

282.5

S auree: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on International Bank for
Reconstruction and Development, Annual Re-

port (Washington, D.C.)

a Jointly with the International Finance Cor
poration.



Table A.I-5. Structure and operations of development finance companies III which the International Finance Corporation has participated

(Millions of units af l1Q1tional currency, except where indicated)

b As of June 1961.
C The Israeli Government is the principal shareholder, but it holds

cent of the voting stock, the bulk of which is held by institutions.
dIn 1959.
e As of September 1963.
f As of December 1962.

Saw-a: Centre for Development Planning Projections and Policies of the
United Nations Secretariat, based on International Bank for Reconstruction and
Development, Annual Report 1964-65; International Finance Corporation, Annual
Report, 1964 and 1965, and Private Development Finance C01'npancies. June 1964;
aJ1d annual reports of companies.

a Including reserves.

only 26 per

40 290
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8 387

37

15

Eq11ity
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rnent Loans

389
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Number
of

projects

Operations as of December 1964

c

201
24

225
96
4

100
1,738

49
1,787
1,700

20
1,720

Number
of

share
holders

56
44

100

58
42

100

70
30

100
60
40

100
80
20

100

Owne1-ship,1964

Percen~
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of

shares

19

60 728
40 53

12 100 781 59
925

4 20

12
2f 30

8

16

22

47

28

Retained
earningsa

As of December 1964

ReSOlf·rces

Initial

Paid- Paid-
np Loans up Loans

capital capital

10 24 61 168
1 1 53 208

11 25 114 376

13 lIb 43 118
_b 31 66

13 lIb 74 184
35 75 35 275
15 10 15 495
50 85 50 770

240 600 240 1,350
160 780 160 780
400 1,380 400 2,130

4 20 242 73
5d 61 58

4 25 303 132
1 2 1 2
1 1
2 2 2 2

12 30 24 60
8 16 760

20 30 40 820
18 25

28 32
18 28 25 32
4 28 15e 48e
2 3e __e

6 28 18e 48e

Dome;tic
Foreign
Total

Domestic
Foreign
Total

Domestic
Foreign
Total

Domestic
Foreign
Total

Origin

Domestic
Foreign
Total

Domestic
Foreign
Total

Domestic
Foreign
Total

Domestic
Foreign
Total

Domestic
Foreign
Total

Name of
institu.tion
and year of

establishment

Pakistan Industrial Credit
and Investment Corpora
tion (1957)

Private Development Cor
poration of the Philippines
(1963)

Industrial Finance Corpora
tion of ThaJiland (1959)

The Nigerian Industrial De
velopment Bank (1964)

Corporaci6n Financiera Co
lombiana (1959)

Corporaci6n Financiera N a
cional (1960)

Industrial Credit and Invest
ment Corporacion of India
(1955)

Industrial and Mining De
velopment Bank of Iran
(1959)

Industrial DevelO1Jment Bank
of Israel (1957)

CountrY a.nd
unit of

currency

Philippines (pesos) .

Pakistan (rupees) ..

Nigeria (pounds) .

Israel (pounds) .

Thailand (bahts) .

Iran (rials) .

India (rupees) .

Colombia (pesos) .



Chapter II

THE FLOW OF RESOURCES FROM THE DEVELOPED MARKET ECONOMIES

The scientific and industrial revolutions that trans
formed western Europe during the 300 years be
tween the Renaissance and the First Warld War
created the means for capital formation on an un
precedented scale. They set in motion a pattern of
flow from areas in which the ratio of capital to land
was high to areas of lower capital density, which
culminated, in the nineteenth century, in a massive
movement of resources to regions of new settlement
-in North America, Oceania and the southern tem
perate parts of Latin America and Africa-where
railway construction was opening up the hinterland.
Though this movement-largely in private hands or
raised from private lenders-was resumed after the
First World War it never again reached the same
relative proportions and it was slowed down to a
trickle by the Great Depression, the defaulting of
debtors and the imbalance between the capacity to
produce primary commodities in the less developed
regions and the market demand for them in the more
industrialized regions.

Though the state of balance in the commodity
market was reversed, at least temporarily, by the
Second "World War, the traditional movement of
capital failed to recover to its previous high level.
In the early post-war years this reflected the great
demand for capital for rehabilitating the war
damaged economies of Europe and Japan. But com
pletion of this reconstruction phase did not liberate
vast quantities of capital for deployment in the less
developed areas: the more advanced countries con
tinued to absorb the great bulk of the world's
savings. In contrast to the course of events in the
pre-war period, there was no drying up of capital
formation or emergence of an economic nationalism
keeping capital within individual countries. Indeed,
in virtually all the industrial countries the rate of
fixed investment has been maintained at substantially
higher levels than those prevailing in the interwar
period, and the movement of capital between these
countries has rarely been more vigorous.

This failure of flow of private capital to the less
developed countries to expand at a rate comparable
to that experienced in earlier periods coincided with
a rapid upsurge in the demand for capital by those
countries. In the wake of a new and widespread
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determination to raise levels of living-manifested
in the United Nations Charter itself-and of a revo
lution in the communication of ideas and the move
ment of people, and the breaking of colonial ties,
acceleration of the rate of economic growth became
a matter of the highest priority in an increasing
number of countries. With domestic saving rates
very low, the reserves accumulated during the war
were soon used up, and with the average unit value
of exports declining rapidly from the relatively high
levels of the first decade after the war, most develop
ing countries found themselves under constant
balance of payments pressure. The availability of
external capital soon became a crucial determinant
of the rate of development.

In these circumstances governments in the more
advanced countries became involved, on a rapidly
increasing scale, in questions relating to the move
ment of resources to the developing countries, both
through private channels and through public agen
cies. Precedent had been set by the massive govern
ment effart put into the European Recovery Pro
gramme. But the task in the developing countries
was not a simple matter of reconstruction capable
of being carried out in a relatively short period.
It entailed, instead, a radical transformation of the
economic structure of most of the developing coun
tries, to enable them to produce enough capital from
internal savings to raise investment to the point
where total output could be made to rise sufficiently
faster than population to provide a tangible and
continuing gain in levels of consumption.

Governments in the more advanced countries,
having adopted a universally positive attitude to
wards the movement of capital to the developing
countries, were faced with the problem of evolving
practical, and politically acceptable, means of en
couraging and, when necessary, actually effecting the
transfer of resources. Thus, public involvement has
resulted both in official stimuli to private flows of
various kinds and in a variety of official schemes
for lending or donating funds and goods and
services.

In respect of private flows, governments have
adopted three types of measures. In varying degree
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they have encouraged direct investment in the de
veloping countries by such means as fiscal incentives
and the provision of insurance or other forms of
guarantee-against specified non-commercial risks,
for example. In varying degree they have opened
their domestic capital markets to borrowers from
the developing countries, both public and private.
And in various ways they have entered the trading
arena-to raise the price paid for an import from a
developing country above the world market price,
for example, or to arrange insurance or guarantees
for the credit provided in connexion with export
sales.

Direct public involvement has raised a large num
ber of questions not only in respect of the actual
magnitude of the transfer and how the government
is to obtain the resources, but also in respect of the
nature of transfer, its destination, the terms and
conditions on which it is made and the physical
arrangements for actually administering it. Policies
in these matters have been shaped not only by do
mestic considerations (including, in particular, the
size of the capital exporting country, its fiscal struc
ture and budgetary procedures and its balance of
payments situation) but also by external conditions
and needs, such as the capacity of the recipient
countries to service additional debt, the example of
other donor countries and their willingness or
anxiety to co-ordinate or harmonize their "aid pro-

PART I. THE FINANCING OF ECONOMIC DEVELOPMENT

grammes", and the existence of appropriate multi
lateral machinery for handling the resources to be
transferred.

The assumption by governments of reponsibility
for the systematic transfer of resources to the less
developed parts of the world is a completely new
phenomenon in international affairs. To arrange for
such transfers has entailed a good deal of institu
tional and administrative experimentation. This will
doubtless continue as new attempts are made to
maximize their effectiveness in terms of changing
and sometimes conflicting criteria reflecting different
combinations of political, economic and humanitarian
motives as well as proximate and more distant time
horizons. Governments have had an unequal record
in persuading their electorates of the wisdom of a
regular budgetary allocation for financing these
transfers. Various efforts have consequently been
made to use budgetary appropriations in a more
catalytic fashion-through insurance, guarantee or
interest-subsidy schemes, for example, which are
designed to draw much larger amounts from con
ventional private sources of finance. vVith the ac
ceptance by governments of targets intended to keep
the outflow of resources to the developing countries
rising in line with the national income, it seems
probable that the search for ways and means of
using publicly committed funds to tap the capital
market will continue.

Recent trends III the flow of resources

The post-war period has seen a considerable change
in the nature and magnitude of the flow of resources
from the developed market economies to the de
veloping countries. In the early part of the period
the flow consisted predominantly of direct private
investment and private lending, supplemented by
technical assistance and by a certain amount of de
fence support furnished to selected countries by the
United States. As the war-torn economies recovered,
the flow was also supplemented by a certain amount
of budget support and lending directed to dependent
territories and, on an even more selective basis,
reparations payments from the Federal Republic of
Germany and Japan. The principal element in the
flow was the movement of private capital from the
United States to Latin America;

This was a period of relatively high prices for
the primary commodities that constituted the bulk
of the developing countries' exports, of an over-all
trading surplus and of high foreign exchange re
serves, including accumulated sterling balances usable
by agreement. The constraints on development were

chiefly the shortage of skills and knowledge and of
domestic saving.

As the nineteen fifties advanced the external
balance of the developing countries rapidly deterio
rated. Export prices declined and import prices
inched steadily upwards. With import expenditure
rising steeply, the developing countries moved into
an over-all trading deficit which expanded to the
unprecedented level of $4.5 billion in 1957. With
some of the technical assistance received in the first
post-war decade beginning to payoff in declining
mortality rates, the need to raise investment rates
was becoming ever more urgent. Though in the face
of the balance of payments crisis of 1957-1958, im
ports were cut back and more stringent restraints
imposed in many developing countries, the group
as a whole continued to run a sizable trade deficit.
This, plus a growing gap in the factor payments
account-reflecting the servicing burden of earlier
borrowing and investment-was financed by a
sharply rising inflow of capital and donations.
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Thus the external contribution to saving increased
sharply in the course of the nineteen fifties. Though,
as indicated in the previous chapter, this trend was
reversed in the nineteen sixties, nevertheless between
1953-1955 and 1962-1964 there were almost three
developing countries in which foreign saving had
increased in relation to total production for every
one in which the role of foreign saving had di
minished.

The principal manifestation of this was the up
surge in the flow of resources from the developed
market economies. Between 1956 and 1961 the net
outflow of loans and grants from the developed
market economies-either bilaterally to the develop
ing countries or to the international institutions for
use in the developing countries-rose by about 54 per
cent, between 4 and 5 times as rapidly as the trade

of the developing countries. And the net outflow of
public resources-a better reflection of official policies
in this matter-more than doubled (see table II-1) .

This upsurge was accompanied by some redis
trib11tion of the burden among the capital supplying
countries. The two main contributors, France and
the United States, which provided about three
fourths of the total in 1956-1958, were providing less
than two-thirds in 1959-1961, while the contribution
of many of the smaller sources rose correspondingly.
There was a particularly marked increase in the net
outflow from the Federal Republic of Germany (to
about 8 per cent of the total) and the United King
dom (to about 11 per cent) and on a smaller scale
from Australia, Belgium, Italy and Japan (see
table II-2) .

Table H-l, Developed market economies: Net outflow of resources to the developing
countr,ies and the multilateral agencies,a 1956-19M

(Millions of dollars)

Pll olie /lows Pri7..'aJe flows

Year Total To the multi- To the multi,
Total Bilateral· lat'eral agenciesb Total B·ilateralc lateral agenciesb

1956 5,279 2,774 2,607 167 2,505 2,479 26
1957 6,514 3,313 3,034 279 3,201 3,001 200
1958 6,494 3,883 3,645 238 2,611 2,170 441
1959 6,134 3,768 3,540 228 2,366 2,162 204
1960 7,177 4,572 3,982 590 2,605 2,420 185
1961 8,109 5,617 4,803 814 2,492 2,390 102
1962 7,533 5,676 5,031 645 1,857 1,627 230
1963 7,351 5,704 5,294 410 1,647 1,685 -38
1964d 7,854 5,698 5,271 427 2,156 1,999 157

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, based on Organisation for Eco
nomic Co-operation and Development, The
Flow of Financial Resoul'ces to Less Developed
Coun,tries. 1956-1963 (Paris, 1964); Develop
ment Assistance Efforts and Policies, 1965
Review, Report of the Chairman of the Devel
opment Assistance Committee (Paris, 1965) ; In
ternational Monetary Food, Balance of Pay
ments Yearbook (Washington, D.C.), and
Special Questionnaire issued jointly by the
United Nations Secretariat and the Interna
tional Monetary Fund.

a Developed market economies comprise Aus
tralia, Austria, Belgium, Canada, Denmark,
Federal Republic of Germany, Finland, France,
Iceland, Ireland, Italy, Japan, Luxembourg,
Netherlands, New Zealand, Norway, Portugal,
South Africa, Sweden, Switzerland, United
Kingdom and United States. This list differs
from that of Group B specified by the United
Nations Conference on Trade and Devdopment
(UNCTAD) in recommendation A.V.!. by the
inclusion of South Africa and the omission of
Cyprus, Greece, Holy See, Liechtenstein, Mo
naco, San Marino, Spain and Turkey. Develop
ing countries comprise all countries and terri
tories in South and Central America (other
than Puerto Rico), Africa (other than South
Africa), Asia (other than mainland China,
Cyprus, Japan, Mongolia, North Korea, North
Viet-Nam and Turkey) . and Oceania (other

than Australia and. New Zealand). This list
differs from that of Group A specified by
UNCTAD in ·reconunendation A.V.! by the
omission of Mongolia, South Africa and Yugo
slavia.

All figures are net of repayment or repatria
tion of principal, disinvestment and retirement;
they are not net of reverse flows of capital
originating with residents of developing coun
tries or of investment income. Government
guaranteed export credits are not included
except in so far as they are used and reported
under private portfolio investment or other pr'i
vate lending. The data are thus in accord with
the definition of long-term capital and official
donations adopted by UNCTAD in its recom~
mendation A. IV.2.

b Including grants and other contributions,
capital subscriptions, repayments of loans made
earlier by the agencies to the developed market
economies, participations and purchases of bonds
(all measured net of !'epayments to and dis,
bursements in the developed market economies)
relating to EDF, IBRD, IDA, IDB, IFC,
UNEPTA, UNFC, UNHCR, UNICEF,
UNRWA, UNSF, UNTA and WFP. Con
tributions to the regular budgets of the United
Nations and spedalized agencies' are not in
cluded.

C Including reinvested earnings, in some cases
on the basis of estimates.

d Preliminary, based in some cases on esti
mates, especially for private capital movements.
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Table II-2. Developed market economies: Net outflow of resources to developing countries and the
multilateral agencies, by country, 1956-1958 to 1962-1964

(lVlillions of dollars)

Average, 1956-1958 Average, 1959-1961 A ,,'erage, 1962-1964
Conntry

Total P"blic Private Total P"blic Private Total P"blic Private

Australia 43 30 13 89 83 6 90 90
Austria -15 -15 -8 -8 11 7 4..

75 17 58 147 83 64 133 87 46Belgium
Canada 118 56 62 102 66 36 115 94 21..
Denmark ....... 4 4 9 3 6 6 6
France 1,165 787 378 1,168 874 294 1,189 900 289
Germany (Federal Republic) 332 230 102 543 369 174 523 394 129
I1aly 58 46 12 152 44 108 196 68 128.......

143 124 19 188 106 82 249 154 95Japan ..... . ..................
37 166 204 68 136 112 70 42Netherlands .. 203

Norway .............. 2 I 1 3 2 1 14 6 8.... .
33 33 48 49 -1Portugal 2 2....

6 14 36 8 28 45 29 16Sweden 20.......
72 111 106 83 7 76Swirtzerland .......... 88 16 J

United Kingdom 574 208 366 776 386 390 597 415 182
United States 3,278 1,778 1,500 3,523 2,523 1,000 4,179 3,301 878...........

Total" .......... 6,097 3,324 2,773 7,138 4,651 2,487 7,578 5,690 1,888

Source: As for table II-l, the foot-notes to which define
the flows.

In the period since 1961 the situation has changed
very significantly. The total outflow of resources
from the developed market economies was sharply
reduced in 1962, and by 1965 had not yet regained
the 1961 peak.1 This was closely associated-both as
cause and as effect-with the marked improvement
that occurred in the trading balance of the developing
countries in this period: the continuing slow rise in
imports (as well as the rebuilding of depleted re
serves) was financed increasingly out of exports
which benefited from a reversal in the long down
trend in unit value. But the failure of the net outflow
of public resources to rise beyond the $5.7 billion
level also reflects decisions and actions on the capital
exporting side, influenced not least by the balance
of payments situation in some of the major sources
of supply.

During this last period, as throughout the post
war period, the outflow of private capital to the de
veloping countries has been characterized by year-

1 See United Nations, International Flow of Long-term
Capital and Official Donations, 1961-1965 (Sales No.:
66.II.D.3) for a discussion of recent movements.

11 Countries listed, plus Finland, New Zealand and South
Africa.

to-year fluctuations rather than by growth.2 It was
at its peak in 1957 when a large amount of new
petroleum investment was made and it accounted
for almost half of the total outflow. It was only half
the 1957 figure in 1963, and over the whole period
1956-1964 it constituted only a little over one-third
of the total outflow. During this span, indeed, it
showed a distinct downward trend-averaging $2.8
billion a year in 1956-1958, $2.5 billion in 1959-1961
and $1.9 billion in 1962-1964.

Since, historically, the movement of private capital
has been a major engine of economic development,
this absence of growth in a situation in which de
velopment policies have been espoused on an un
precedented scale has created special problems. It
goes far to explain the expanding scale of public
involvement and it has given rise to a continuing
search for ways and means of harnessing private
capital more effectively to the development needs of
the developing countries.

2 It should be noted that this outflow of private cap[tal
includes the reinvested eau-nings (ofrten ~n an estimated
basis) of developed market economies' companies operating
in developing countries. It probably does not include more
than a small fraction of the credit made available to finance
trade. This tends to escape the balance of payments record.
It is discussed later in the present chapter, on the basis of
information regarding that portion of it that is officially
insured.

The supply of private capital

By inter-war standards, the international move
ment of private capital in the post-war period has
been vigorous and varied. It has responded both to
the rapid growth of world trade and to the opening

up of investment opportunities, most notably in the
higher-income countries, but also by the develop
ment policies pursued by many of the developing
countries. The flow has been facilitated by a number
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of institutional innovations introduced both by na
tional governments and multilaterally.

Measured against other criteria, however, the flow
of private capital to the lower-income countries has
been less satisfactory. Compared with the move
ment to low-income, capital-poor areas before the
First World 'iVar, the recent flow has played a very
much smaller role. Compared with the movement of
private capital among the high-income countries
since the Second World War, the flow to the low
income countries has been relatively small. And
compared with the needs of the low-income countries
for external capital in the light of their investment
plans, their balance of payments situation and their
growth targets, the flow has been far from adequate.

In aggregate terms, it has varied erratically from
year to year and after increasing fairly rapidly in
the first post-war decade, it has since contracted: as
indicated above, it averaged one-third less in 1962
1964 than in 1956-1958. This contraction was quite
general; only Italy and Japan have registered a
significant growth in private capital exports during
the past decade.

Though fluctuating in volume, the direction of the
flow has been characterized by a certain stability.
The main streams have been from the United States
to Latin America, from France to the overseas franc
area and from the United Kingdom to the develop
ing Commonwealth countries; and over the period
1956-1964 these three sources have accounted for
about three-fourths of the total flow. There has also
been a continuing concentration, as far as direct
investment is concerned, on the petroleum industry.
This has led to a sizable flow of capital to West
Asia and North Africa, and not only from the three
leading exporters. It has also aggravated the short
term instability of the net outflow, for large-scale
repatriation of funds has been a marked feature of
much of this investment.

The failure of the flow of private capital to de
veloping countries to expand as steadily and rapidly
as needs and circumstances dictated has given rise
to various types of official action. Notonly have
governments become increasingly involved in the
actual business of transferring resources to the de
veloping countries but in varying degree they have
engaged in creating mechanisms and providing in
centives to facilitate and encourage the flow of pri
vate capital. That these efforts have sometimes been
less successful than had been hoped is in part a re
flection of conditions in the recipient countries,
where there are still many deterrents to the foreign
investor. But more recently it also reflects a certain
ambivalence that has been inj ected into the policies
of some of the major capital supplying countries by

their individual external payments situations: im
balances among the more advanced countries have
tended to inhibit further efforts to stimulate the
outflow of capital to the developing countries.

Privately owned resources have moved from the
high-income countries to the lower-income countries
in three principal ways-through various types of
lending, bilateral or through international institu
tions, through direct investment by citizens of the
former in enterprises in the latter, and through a
variety of trading arrangements, chiefly in connexion
with the financing of exports to the lower-income
countries, but also in respect of pricing and market
ing systems. Though it is not always possible to
quantify these three types of flows from the regular
balance of payments reporting, they give rise to
very distinct policy problems and therefore merit
separate discussion.3

ACCESS TO THE CAPITAL MARKET

Capital markets exist in all countries where lend
ing is carried out on a commercial scale and facilities
exist for trading in bonds or stocks, but there are
in fact very few capital markets of international sig
nificance. They comprise a complex of financial in
stitutions and machinery for lending and for inviting
subscriptions to new issues. To have access to such
a market implies ability to seek a loan from one or
more of the institutions or to float a new issue of
bonds or stocks. Even though access does not of
itself ensure success in obtaining funds-since the
terms on which funds are made available may differ
widely from one borrower to another as well as from
time to time-the mere fact of potential availability
may be a considerable financial advantage in the
orderly administration of a country's external ac
counts.

Access in this sense is often the fruit of traditional
institutional links, especially those arising from trade
and its financing, and from the geographical spread
of a commercial banking system. Thus, the major
trading patterns tend to reflect the sort of economic
relations which have provided certain of the de
veloping countries with access to particular capital
markets. Three such special links are discernible
-those of the franc zone countries with Paris, the
Commonwealth countries with London, and the
Latin American countries with New York.

As a result of the high degree of financial integra
tion that has existed between the developing coun-

3 Some of the difficulties of interpreting reported data
relating to private capital flows are indicated in document
E/4171, "The Measurement of the Flow of Resources from
th.e Devebped Market Economies to the Developing Coun
tries, Interim Report of a Group of Experts appointed by
the Secretary-General".



tries in the franc zone and metropolitan France, the
former have continued to have direct access to the
financial resources of the French banking system.
The fact that their monetary reserves have normally
been kept in France has meant that a line of credit
has usually been available at the Bank of France or
the Treasury, much in the same way as facilities are
provided by the International Monetary Fund for
its member countries. Similarly, special financial
links exist between the developing countries in the
Commonwealth and the United Kingdom, both
through the operation of United Kingdom banks
abroad and through direct transactions on the
London market. Before the war, indeed, virtually
all the capital moving to less developed Common
wealth countries originated in the United Kingdom.
Comparable in many ways are the economic ties
that have grown up in Latin American countries
with the United States: though new-issue activity
has never recovered from the borrower defaults of
the nineteen thirties, the banks have continued to
provide various types of financial support, longer
term loans as well as short-term accommodation.

From the point of view of the developing coun
tries the other leading capital markets have tended
to playa less important role: they are mostly smaller
in terms of the resources at their disposal and
generally lack the banking contacts which often
serve to direct the demand for capital to the inter
national markets. Nevertheless, in one form of
financing, namely, the issuing of new bonds, the
capital markets of Belgium, the Federal Republic
of Germany, Italy, Japan, the Netherlands and
Switzerland have all contributed in the post-war
period.

In contrast to its importance for the financing of
economic development before the First World War,
however, the bond market has played a very minor
role in recent years. Indeed, the use of the bond
market for foreign issues of all kinds has hardly
been significant: in the period 1962-1964, for exam
ple, foreign issues constituted less than 5 per cent
of the net amount~averaging over $28 billion a
year~raised in this way in the developed market
economies (see table A.II-1 in the annex to this
chapter). And of the foreign issues themselves, those
made on behalf of the developing countries accounted
for only about 10 per cent, appreciably less than at
the beginning of the nineteen fifties (see table II-3).

Relatively few of the developing countries have
in fact raised funds on the bond market in the post
war period, and those that have are the countries or
territories with the closest institutional ties to the
financial centre concerned. Thus, the only borrowers
on the London new-issues market have been de-
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Table II-3. Gross foreign bond issues: Proportion
of amount raised on selected capital markets
accounted for by developing countries, 1952-1964

(Percentage)

Year Belgium United United Six maJor
Kingdom States countriesR

1952 81 14 33
1953 ......... 54 11 25
1954 99 52 11 24
1955 91 47 29 29
1956 ............ 100 45 10 20
1957 .......... 25 7 11
1958 50 24 7 11
1959 37 8 9
1960 . . . . . . . . . . . 8 25 18
1961 16 12
1962 3 9 7
1963 30 8 9
1964 11 17 13
Average 71 32 12 14

Source: Banque nationale de Belgique, Bulletin d'Infor
mation et de Documentation (Brussels): Deutsche Bundes
bank, Monthly Bulletin (Frankfurt-am-Main); de Neder
landsche Bank, Report for the Year (Amsterdam); Banque
nationale suisse, Bulletin mensuel (Zurich); United King
dom, Midland Bank Review (London); Bank of England,
Quarterly Bulletin (London); United States Department
of Commerce, New Foreign Securities offe'red'in the United
States, 1952-1964 (Washington, D.C.); Federal Reserve
System, Board of Governors, Federal Reserve Bulletin
(Washington D.C.); Wedd, Jefferson and Company, The
Gilt~edged Market (London) (January 1965); Arthur
Bonnewyn, Memento des Valeurs (Brussels, December 1960).

a Belgium, Federal Republic of Germany, Netherlands,
Switzerland, United Kingdom and United States, which to
gether absorbed more than 90 per cent of bond issues by
developing countries in this period.

pendent territories (whose debt is guaranteed by the
United Kingdom Government) or newly independent
members of the Commonwealth (Ceylon in 1954, the
former Federation of Malaya in 1963 and Nigeria
in 1963). The only borrowers on the New York
market have been western hemisphere countries and
territories and countries with special relations
(Israel, which has issued bonds each year, and
Liberia and the Philippines in 1964). During the
period 1952-1964 the only exceptions to this pattern
were issues of the former Belgian Congo and the
former Federation of Rhodesia and Nyasaland on
the New York market in 1958, earlier issues by
the Belgian Congo and by Peru on the Geneva
market and two unlisted issues of Argentina in
Geneva and FranHurt in 1961 (see table II-4).
In the aggregate, the bond market has provided
the developing countries with an average of less than
$150 million a year. The amount has fluctuated
erratically from year to year and, although 1964
registered by far the highest total, there has been
no systematic tendency to increase.

Apart from the inertia that tends to come of
usage, there are various other impediments to access.



Tahle II-4. Developing countries: Gross value of hond issues in developed market economies,a 1952-1964 (j
II:

(Millions of dolla'rs) """ii
""t<1

Region, capitalma1'ket and 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964
1:0

bon'owing country
"""

Latin America, total 1.4 12.1 11.8 9,6 9.9 2.6 30.7 20.9 118.6 72.0 49.S 61.3 109.4
r-'
1-3

New York total 8.0 16.8 12.5 109.1 37.0 45.9 53.9 96.2 II:
BahamClS 11.0b t<1

.........
"'J

Bermuda .......... . ........ , .. b,c t'"
0

Colombia , ........ 2.5b :::;
Cuba 8.0 0

12.5 1.5b
"'J

Jamaica :;:J

Mexicod 80.61) 17.7b 20.0b 43Jb.d 79.9b,d M
ffJ

Netherlands Antilles b,c 7.0b 0
, ......... , c::

Panama 16.8 28.5b 7.9 9.3b 1:0....... , . 1"\

Trinidad and Tobago 7.5
t<1
Ul

Venezuela 6.3b "'J. . . . . . . . . . . .. . . . . . . . . i:;I

London, total 0.9 10.7 11.8 9.9 13.9 8.4 9.5 3.6 7.4 13.2 0................ is:,
British Guiana ................. 9.9

~Jamaica ....................... 10.1 11.8 9.5 4.2 9.0
t<1

Leeward Is1andse .............. 1.3 2.3
~Trinidad and Tobago . . . . . . . . . . 11.8 ;l

Windward Is1andsf ............ 0.9 0.6 0.8 8.4 3.6 0.9 4.2 t'"

Geneva, total 0.5 1.4 1.6 2.6 32.0
0

.................... "ii
t<1

Argentina .. . .................. 32.0g t:I

Peru ........ . ................. 0.5 1.4 1.6 2.6 is:

""Frankfurt, total . . . . . . . . . . . .. . . . 3.0 =:0
~

Argentina . . . . . . . . . . . . . . . . . . . . . 3.0g t<1

""Africa, total .......... . ............ 116.0 88.5 94.5 87.1 77.6 43.4 89.0 28.0 17.8 t<1

New York, total 21.0
1"\

. . . . . . . . . . . . . . . . . C

Former Belgian Congo .......... 15.0 ~
0

Rhodesia and Nyasa1and (former is:...
Federation of)h 6.0 t<1............. Ul

Liberia ...... , ................. b,c

London, total ..................' .. 102.0 74.5 50.5 45.1 21.6 43.4 28.0 28.0 17.8
East Africa Common Service

Organization ................. 27.7 16.0 19.7 9.8 32.2
Kenya ......................... 17.1 18.2 2.8 11.8
Tanganyika . . . . . . . . . . . . . 6.4 12.3 11.2
Uganda ....................... 16.8 11.2
Mauritius . . . . . . . . . . . . . . . 5.9 5.9
Nigeria ....................... 11.9
Rhodesia and Nyasaland (former

Federation of)h . . . . . . . . . . . . . . 28.0 28.0 28.0 28.0 ..,.
'"



Table II-4. Developing countries: Gross value of bond issues in developed marked economies,a 1952-1964 (continued) (J1

0

R"gion, capital mark"t and 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964borrowing country

Former Northern Rhodesia 7.1
Former Nyasaland ..... 5.9
Southern Rhodesia ....... 21.0 28.0

Brussels, total ................ 44.0 42.0 42.0 40.0
Former Belgian Congo 44.0 42.0 42.0 40.0

Geneva, total ............ - . 14.0 14.0 14.0
Former Belgian Congo ......... 14.0 14.0 14.0

Asia, total ...... . ........ 51.6 40.2 59.3 60.1 53.0 51.4 47.0 51.7 50.9 58.2 60.2 80.6 101.8
New York, total ........... 46.8 36.5 40.0 41.9 53.0 51.4 47.0 51.7 50.9 58.2 60.2 66.6 101.8

Israel ...................... 46.8 36.5 40.0 41.9 53.0 51.4 47.0 51.7 50.9 58.2 60.2 66.6 93.8
Philippines ................... 8.0b

London, total ........ 4.8 3.7 19.3 18.2 14.0
Aden ............ - .. - ......... 3.7
Ceylon ......................... 14.0
Cyprus ..... - .................. 4.8 10.1
Malaya (former Federation of) . 5.3 8.1 14.0i

Total, all developing countries 169.0 140.8 165.6 156.8 140.5 97.4 166.7 1OQ.6 169.5 130.2 109.7 159.7 211.2

Source: Centre for Development Planning, Projections and Policies of the
United Nations Secretariat, based on United States Department of Commerce,
New Foreign Securities ojfe1'ed in the United States, 1952-1964; vVedd, Jefferson
and Company, The Gilt-edged Nlarket; Arthur Bonnewyn, M e1nento des Vale·uro·;
Dresdl1er Bank (coprespondence); Societe des Banques suisses, 1l1alluel des l/aleurs
cotees a la Bo-rwse de Gencve et des Changes, 1965 (Geneva).

a Private issues are specified in the case of the New York market, but not in
thecas,e of the London, Brussels and Geneva markets, where ~he amounts involved
are believed to be relatively small.

b Private placements.
C Unspecified amounts of not less than $0.5 million; for Bermuda and the

Netherlands Antilles, the combined total is $19.3 million, which is included in the
1961 total for Latin America; in the case of Liberia, the amount is known to be
less than $9.3 million; it has not been included in the 1964 total for Africa.

d Private placements amounting to $3.1 million in 1963 and $11.9 million in
1964.

e Antigua, Dominica and St Christopher.
f St. Lucia, St. Vincent, Barbados and Grenada.
gUnlisted.
h The Federation was dissolved on 31 December 1963 in accordance with the

Federation of Rhodesia and Nyasaland (Dissolution) Order in Council, 1963, ap
proved by Parliament on 17 December 1963. Under section 16 (6), the liabilities of
the Federation in respect of each of the following stocks-4 per cent, 1972-1974; 5
per cent, 1975-1980; 6 per cent, 1976-1979; 6 per cent, 1978-1981, issned in 1954,
1955, 1958 and 1959-were transferred to the Governments of the Territories as
fo.lJows: 52.120 ,per cent to Southern Rhodesia; 37.127 percent to Northern
Rhodesia, and 10.753 per cent to Nyasaland. Under section 12 (as modified), the
Federation stocks disappeared on 1 January 1964, and each holder had his holding
divided according to the stated ratios into separate stocks of the three Territories,
carrying the same rates of interest, dividend dates and maturity dates as his
original stock.

i Issued by the Government of Malaysia.



CHAPTER II. THE FLOW OF RESOURCES FROM THE DEVELOPED MARKET ECONOMIES 51

In practically all European countries, for example,
foreign issues have been subject to licensing by the
ministry of finance or the central bank, and in Den
mark and Norway no such authorization has been
granted in the post-war years. In France, the first
authorization of foreign issues other than those of
the overseas franc area was made only in 1963,
while in recent years in Switzerland and the N ether
lands the monetary authorities have restricted foreign
issues in order to relieve the strain on the domestic
capital market.

Cost is also an obstacle. In many countries there
are taxes on new issues, and in all cases there are

underwriting and administrative charges. For a small
issue and for a borrower of less than perfect credit
standing, the bond market often turns out to be a
very expensive source of capital. The initial cost of
public borrowing depends on many factors, including,
in particular, the size of the issue, the standing of
the borrower, the manner in which the bonds are
placed and the state of the market at the time, and
consequently there tend to be significant differences
from one market to another. On the whole, the
larger and better organized markets in New York
and London tend to offer the lowest range of costs
(see table II-S).

Table II-5. Initial costsa of public bond issues in selected capital markets, 1963

(Percentage of value of issues)

Country

Belgium
France .
Germany (Federal Republic)
Italy .
Netherlands . .
Switzerland . .
United Kingoom .
United States .. , .

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secret<l'I"iat, based on Bank of England, Q'uar
terly Bulletin, June 1963.

a Including taxes imposed on the borrower,
underwriting charges and various fees payable
to the issuing house and to banks and brokers
and stock exchanges, and advertising expenses.

b Including turnover tax.

c In terms of par value.

d Including 0.5 per cent annual tax on bonds

In the aggregate over the post-war period, de
veloping countries have drawn funds from the capital
markets of the developed market economies to the
extent of about $2.5 billion-a miniscule proportion
both of the amount of borrowing effected on those
markets and of the total inflow of capital into the
developing countries. It is significant that during
this same period the International Bank for Recon
struction and Development (IBRD) was, on its
own, able to raise a comparable sum by means of
public issues on the same markets4 (see table II-6).
This was achieved by dint of a careful building up
of public confidence in the operations of the Bank.
In this, it started with the advantage of a constitu-

4 Altogether, up to the end of 1965, the IBRD-which has
a paid-up capital of $2billion-had sold or placed eighty-five
issues of its own securities (totalling over $4.8 billion, of
which about $2.7 billion was outstanding) as well as about
$2 billion of its loan portfolio.

Domestic issu.es Foreign is.sues

Initial Appro.zimate Initial Approximate
tax tota-l cost tax total cost

0.7 3.5-5.0 1.6
6.0b

2.5c 7.0-8.0 2.5c 7.0-8.0
0.6d 5.5-8.5 1.4-2.4
0.7e 2.5 2.0 4.0-5.0
0.6e,e 3.0~3.5c l.2c,e 3.5-5.0
O.le,t 3.0 2.0g 4.2-4.5
0.2e,h 1.0-2.0 ----h 1.2-4.7

normally paid by borrowers and not reclaimed
from subscribers.

e In addition, a tax of 3 per cent on interest
and dividend ,payments is payable annually by
Swiss companies. For non-resident borrowers,
the tax is payable in advance at 2 per cent of
total interest payments.

t In registered form.
g In bearer form.
h Ignoring a sman fee payable to the Se

curities and Exohange Commission when docu
ments are filed.

tion which designated 80 per cent of members' sub
scriptions as a guarantee fund available on call if
required to meet the Bank's obligation. The process
was facilitated by governments' willingness to make
legislative provisions enabling various financial insti
tutions to hold Bank obligations. This helped the
Bank to tap some of the capital markets to which
individual developing countries have not had access
and to place about half its own bond issues privately
rather than by public offer. The Bank has also been
able to sell a sizable proportion of its loan portfolio
to private investors, thus in effect acting as an under
writer in the raising of capital.

Following in the footsteps of the IBRD has been
the Inter-American Development Bank (IDB)
which has also succeeded in floating loans in a num
ber of European countries as well as in the United
States. Significantly, an increase of its resources



Table II·6. International Bank for Reconstruction ·and Development: Funds drawn f~om the capital market, 1947-1965

(Millions of dollars)

Total,

Item
1947- 1947-
1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1965

Public issues, total ......... 525.6 135.5 98.2 159.2 36.0 275.0 410.0 101.2 153.5 61.3 139.3 300.1 2,394.9"-
United States ............ 500.0b 110.0 75.0 100.0 275.0" 400.0" __C 12S.0c 100.0" 200.0 1,885.0
Switzerland .............. 11.6 11.6 23.2 11.6 11.6 23.2 28.5 23.3 23.3 14.5 182.4
Germany (Federal Republic) 50.0 62.S 112.5
Canada ..... ...... ....... 13.9 23.1 13.9 23.1 74.0
Netherlands .............. 10.S 10.5 14.0 11.0 46.0
United Kingdom . . . . . . . . . 14.0 14.0 28.0 56.0
Italy .,'. - ................ 24.0 24.0
Belgium ................. 10.0 10.0
Austria . . . . . . . . . . . . . . . . . . 5.0 5.0

Other issuesd .... . ........ . 10.6 50.0 75.0 221.5 265.0 273.0 400.0 489.0 105.0 100.0 200.0 234.8 2,423.9
Sales of loans and portfolio .. 33.4 32.3 18.4 56.S -155.ge- 74.9 98.3 181.7 242.7 203.8 307.0 322.5 116.2 96.5 1,940.1

Total funds from cap~tal mar-
ket (gross) ... . . . . . . . . . . . . 569.6 167.8 116.6 265.7 -266.9p - 571.4 773.3 555.9 796.2 754.1 551.3 422.5 316.2 631.4 6,758.9

Source: Centre fo1' Development Planning, Projections and PoHdes of the
United Nations Secretariat, based on International Bank for Reconstruction and
International Development Association, Annual Report, various issues (Wash
ington, D.C.), and International Monetary Fund, International Financial Sta
tistics (Washington, D.C.).

"- Of which, $1,885.0 million was still outstand~ng on 30 June 1965, excluding
$17.9 million deferred delivery in 1965.

b $100 million of the amount issued on the New York market went to re
finance the 1947 $100 million ten-year issue.

C Beginning in 1957, creditors were offered the option of buying bonds with
payment and delivery deferred for a period ranging up to two years and nine
months. A certain portion of several issues was sold on these terms on the
United States market: 1957, $68.3 million; 1958, $28.8 million; 1960 $27.6 million;
1962, $5.5 million, and 1965, $17.9 million..

d Short-term and medium-term private placements.
e Sales of loans for these two years cannot be separated.
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effected in 1963 was primarily in the form of an
extra one billion dollars in callable capital as backing
for borrowing on the market.

The example of the multilateral banks and the
predominance among individual borrowers of coun
tries with guarantees or special relations to the
lending market suggest that the key providing
access to the capital market is confidence, or what
the potential lenders regard as credit-worthiness. To
the extent that this is so, it constitutes a formidable
obstacle to the conventional bilateral use of capital
markets by the developing countries, for the latter's
need for external capital is seldom likely to be
measurable by the sort of commercial criteria which
are applied in a market of professional lenders,
private and institutional. Indeed, the urgency of need
for development purposes may often vary inversely
with normal standards of credit-worthiness, for
public borrowing across international boundaries in
volves an assessment not only of the viability of the
project to be financed or the taxable capacity of
the authority in question but also of the latter's
ability to carry the service burden in terms of a
convertible currency.

Quite apart from access and initial flotation cost,
but closely related to them, is the matter of maturity
and interest cost. The terms on which individual
countries are able to borrow vary considerably not
only with the state of the market but also with their
credit standing. A country whose immediate com
mercial or economic prospects are judged to be less
than assured may have to offer its bonds at an
appreciable discount, raising the effective burden of
interest above the nominal market rate. There has
consequently been a marked contrast between the
interest rates payable by individual countries and
those payable by the IBRD for loans raised on the
same market (see table II-7). And, by the same
token, developing countries have been able to borrow
at much lower rates from the Bank than from the
capital market.

The rapid rise in the total debt of the developing
countries has made the question of borrowing terms
one of increasing importance and urgency.5 Even
lending on IBRD terms has become steadily more
problematical: the balance of payments prospects of
many developing countries are not sufficiently bright
to warrant the imposition of the debt service charges
that the regular interest and amortization rates of
Bank loans entai1. One response to this situation
was the creation of the International Development
Association (IDA), a "soft-loan" affiliate of the
IBRD, able t01end funds provided by member
governments and by the Bank itself-for long periods

5 The growth of the external debt of the developing coun
try is discussed in chapter III, below.

and at nominal rates of interest. Another response
was the suggestion by Governor Horowitz of the
Bank of Israel to the first United Nations Con
ference on Trade and Development (UNCTAD)6
that the IDA type of lending be expanded by means
of a mechanism that would enable funds to be drawn
from the capital market. The objective would be
to meet simultaneously the difficulties that develop
ing countries face in trying to borrow directly from
the market and the difficulties that governments in
the developed market economies may face in making
adequate predetermined budgetary allocations to the
capital of any soft-loan agency. The central mechan
ism proposed by Governor Horowitz was an "in
terest equalization fund".7

The idea of subsidizing interest rates in now fairly
widely accepted. Within countries it has long been
practised for particular social purposes, most notably
for certain types of housing and, perhaps more
significantly in the present context, for attracting
investment to depressed areas. Between countries, it
lies at the root of aid schemes that are based on
grants of capital, and the IBRD has itself practised
it, not only in connexion with contributions made
to the IDA from its net earnings but also by virtue
of the fact that its own loans are rated, in varying
degree, below what developing countries would have
to pay were they to borrow on the market. And in
1965 the Bank actually introduced an overt two
tier interest system, charging full market rates on
loans to the more advanced countries and somewhat
lower rates to the developing countries-a differential
which, in general, is in inverse relation to their
respective credit standings.

The essential difference between the IDA ap
proach as hitherto conceived and the proposed interest
equalization fund approach lies less in their interest
rate policies than in the difference in the source of
funds. The IDA is fed primarily from budgetary

6 See United Nations, Proceedings of the United Nations
Conference on Trade and Developmmt, Volume I, Final Act
and Repol't (Sales No.; 64.II.B.ll), annex A.IV.1l; also
document EjCONF.46jC.3j2.

7 In its recommendation A.IV.Il, UNCTAD requested the
IBRD to study the matter. In February 1965, the Bank sub
mitted a staff report entitled The Horowitz Proposall, paying
partic:ulaJ." attention to the difficulties that the scheme might
encounter. This report was referred by UNCTAD to an
expert group for further consideration. The group reported
in April 1966 in favour of experimenting on a limited basis
with a modified scheme in which the IBRD would be the
bonrowing agency (at least in the first instance) and the
IDA (its charter appropriately modified), the lending
agency. A reserve fund for making good the required
interest differential would be set up in the latter. Great
stress was laid on the importance of preserving the high
credit standing of the Bank. It was argued that the feasibility
of the scheme would depend very largely on the nature of
the· guarantees that the governments of the participating
developed market economies were prepared to give. But
some members of the group felt bhat if limits were placed
on the size of the operation, a separate set of guarantees
would not be necessary.
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Table II-7. Interest rates payable on new bond issues, 1954, 1958 and 1963

Year
and

market
Borrower

Size of
issue 111atur£ty

(millians (years)
of dollars)

Rate of
interest

(percentage
per annum)

Issue
price

(dollars
per $100)

Yield"
(percentage)

1954

New York Israel

IBRD

London

Brussels

Trinidad

EACSO

EACSO

Kenya .

Ceylon

Malaya (former Federation of) .

Rhodesia and Nyasaland (former Federation of)

IBRD

Former Belgian Congo

12

6

14

3

14

5

27

14

40

100

44

22

20

22

22

21

22

20

20

15

20

4.00

4.00

4.00

4.50

4.00

3.00

4.00

3.50

3.5 to 4

3.50

4.25

99.50

97.75

100.00

97.50

97.00

100.00

97.50

98.00

100.00

100.00

97.60

4.03

4.17

4.00

4.68

4.68

3.00

4.18

3.64-

3.5 to 4

3.50

4.43

1958

Former Belgian Congo .

Rhodesia and Nyasaland (former Federation of)

Israel .

6.28

6.25

6.36

6.36

4.71

5.40

5.97

4.00

4.29

3.75

4.50

6.10

96.50

97.00

96.00

96.00

101.50

98.50

97.50

100.00

99.50

100.00

100.00

97.20

6.00

6.00

6.00

6.00

4.80

5.25

5.75

4.00

4.25

3.75

4.50

5.50

20

24

22

20

21

35

15

21

10

15

6

12

1

1

27

17

15

6

47

150

150

100

42Former Belgian Congo

IBRD

IBRD

IBRD

Brussels

London Jamaica . .

Leeward Islands . . . .

Windward Islands .

Rhodesia and Nyasaland (former Federation of)

New York Panama ..

1963

London Jamaica .

Leeward Islands .

Windward Islands

Mauritius

Nigeria

Malaysia

New York Jamaica

Mexico

Mexico

Mexico

Panama .

Israel .

4

2

1

6

12

14

2

3

15

25

9

67

12

12

12

12

20

10

48

6.75

6.50

6.50

6.50

6.00

6.50

7.00

7.50

6.00

6.75

4.50

4.50

96.00

95.00

95.00

96.50

99.50

98.00

100.00

100.00

100.00

97.70

100.00

7.25

7.13

7.13

6.94

6.04

6.78

7.00

7.50

6.00

7.00

4.50

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
United States Department of Commerce, New Foreign
Securities offered in the United States, 1952-1964; Wedd,
Jefferson and Company, The Gilt-edged Market: Arthur

Bonnewyn, Memento des Valeurs; Dresdner Bank (carre
pondence); Societe des Banques' suisses, Manuel des Vakurs
co fees a la Bourse de Geni've et des Changes, 1965.

• Interest expressed as a percentage of Issue price.
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allocations by participating governments; an interest
equalization fund would be used to fill the gap be
tween the borrowing rate and the lending rate of an
institution which drew its funds from the capital
market. A budgetary allocation for such a fund
would thus, in principle, facilitate the lending of
amounts many times larger: if the allocation were
assured for a number of years ahead-by a subscrip
tion arrangement, for example-a high gearing might
be achieved between the annual interest subsidy and
the capital transfer.

The misgivings that have been expressed about a
subsidy fund of this nature reflect doubt concerning
the willingness of governments to provide the
guarantees without which the borrowing agency
could not approach the market as well as fear of the
impact of such borrowing on the regular operation
of the IBRD and, in present circumstances, on the
market itself. Concern about the reaction of lenders
stems partly from longer-term history of the in
ternational capital market and partly from the severe
stringency that has characterized the most recent
period. As suggested at the beginning of this discus
sion, few of the national capital markets have
recovered from the traumatic effects of the First
World War and its economic aftermath and the
Great Depression.. It is only in recent years, with
the tremendous expansion in the New York market
and the restoration of convertibility of most western
European currencies, that international use of in
dividual capital markets has begun to assume sig
nificant dimensions. In the past ten years about one
sixth of the foreign issues floated on the New York
and London markets have actually been purchased
by non-residents, and more recently some of the
continental European markets have absorbed new
foreign issues denominated in European Economic
Community (EEC) units of account. But the process
of reconstituting an international capital market
playing a development role comparable to that of
an earlier age has not gone very far. In the most
recent period, moreover, it has been slowed down
by the external payments disequilibrium of the two
major exporters of capital which has impelled these
countries to restrain the outflow of funds. s While
efforts have been made to mitigate the impact of
this on the developing countries, the measures that
have been adopted have inevitably impeded the
operations of banks and other lending institutions
and hence adversely affected the functioning of what
is still a very sensitive piece of economic machinery.

Given the weak position of most of the developing
countries, there would seem to be no early prospect

S See United Nations, International Flow of Long-term
Capitall and Official Donations, 1961-1965 (Sales No.:
66.II.:P.3) .

of their being able to draw larger sums from the
capital market on the basis of their own credit. If
resources are to be put at their disposal from private
lenders, it will have to be through an agency that is
adequately underwritten by the governments of the
developed market economies. This would be so even
if the transfers were carried out on more or less
commercial terms; for sub-economic loans official
support would be indispensable. While this could
be effected at the national level by merely increasing
the scale of current bilateral operations of this nature,
there would be some advantage in organizing it on
an international basis. For, in principle, an interest
equalization fund would be easy to adapt to the
sort of imbalance which currently exists: deficit
countries could contribute to the interest subsidy
while surplus countries provided the actual capital.
The essential requirement would be an institution
which inspired general confidence and whose obliga
tions could be legally held as assets by the various
financial entities through which the supply of capital
moves on to the market.

The present market stringency brings home
another crucial point. What is involved is a transfer
of real resources, and the decision to forgo the use of
capital in the domestic economy in order to make it
available to a developing country is not necessarily
or entirely an economic one. The discussion stimu
lated by the Horowitz proposal and by the need to
replenish the funds at the disposal of the IDA is
concerned in essence with the evolution of mecha
nisms for effecting the desired transfer on an in
ternational basis that is most equitable from the
point of view of burden sharing and least disruptive
from the point· of view of capital market operation
and external payments.

DIRECT INVESTMENT

In many ways, direct investment is potentially the
most development-inducing form in which external
capital can be provided. It is usually embodied in a
package containing all the strategic complementary
factors necessary to create a viable economic produc
tion unit in the country of destination. In the long
run its success is bound up with the progress of the
host country, so that in principle there should be a
convergence if not an identity of interests between
the country and the foreign investor. In varying
degree, there is likely to be a useful developmental
spill-over into the rest of the economy, not only from
the taxes the enterprise may be subject to, but also
from its purchases of local goods and services, its
stimulus to ancillary activities, its training and
demonstration effect, its contribution to the so
called "external economies" of the area in which
it is sited, and sometimes by its provision of infra-
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structure in which other enterprises can share. In
most cases the investment does not add to the
country's fixed interest-bearing external debt ; only
if the enterprise is profitable are the foreign factors
likely to receive an income and hence constitute a
claim on convertible currency. And if established in
the export sector, the foreign enterprise may be a
large net contributor of foreign exchange to the
economy on a continuing basis.

In favourable circumstances the investment may
be to the advantage of the capital exporting country
also: it may reflect a geographic division of labour
from the success of which the source country may
be expected to benefit, at least in the fu1ness of time,
when profits are realized and remitted.

In the real world, however, circumstances are
rarely at their potentially most favourable, and from
time to time during the post-war period the emphasis
of events and policies has been on manifestations of
divergence, or even conflict of interest. At the root
of the problem in many· instances has been the
adoption of different time horizons by the various
parties. As suggested above, interests may converge
only in the long run and when action is based on
short-run considerations-whether by the company
in respect of its investment, production or marketing
policies or by the host government in respect of its
fiscal or commercial policies-the result may often
be not only conflict of immediate interests but also
some prejudice to the longer-run course of capital
inflow, national output or tax revenue.

In this respect, many of the difficulties that have
been encountered in recent years are inherent in
'the situation and therefore, unless specifically dealt
with, are likely to persist. They affect all three
parties to the operation-the host country, the
foreign-owned enterprise and the country from
which the capital originated. In most cases, however,
the problems arising in the host country-reflecting
the interaction of the policies and practices of gov
ernment and company-have probably done more
to determine the course of direct investment than
have the measures enacted in the capital exporting
countries.

One of the most frequent difficulties has its genesis
in the belief that the company is not always an
autonomous entity seeking to maximize its own net
revenue but rather an accessory to some parent body
which determines production and pricing policies in
the interest of the organization as a whole and in the
light of tax and other economic conditions in all the
countries in which it many operate. In intra-company
transactions in these circumstances the profit of
anyone subsidiary may be sacrificed in the interest
of a unit more favourably situated from the point of
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view of the whole concern. If the output of the
company is sold on the world market, there is thus
a strong pressure on a particular host country to
treat the foreign company at least as favourably as
does any other country in which it may operate.

As most direct foreign investment is in fact
effected not by individual owners of capital but
through the establishment of branches or subsidiaries
by operating concerns, this problem of autonomy
underlies many conflicts of interest. To resolve these
requires understanding and goodwill on both sides in
an area in which it is extremely difficult to codify
sound practice in any detail. This is especially true
where the foreign concern is a large one in relation
to the size of indigenous enterprises, and perhaps
even in relation to the host government itself. In
general, the larger the concern the greater is its
responsibility for ensuring that its policies and actions
are not inimical to the rest of the local economy.

The host government with its development needs
pressing .hard upon it and its political position not
always stable or assured, may often find itself under
great pressure to take a rather short view of its
relations with a foreign enterprise, exacting from it
as large as possible a contribution to its own resources
by way of taxes on profit or on foreign exchange
earnings. Similarly, in an attempt to maximize the
immediate developmental impact of the enterprise,
it· may lay down rules about local staffing and
management which are awkward to implement
because of the wide disparity that inevitably exists
in skill and wage levels between the area of operation
and the country of origin of the capital. The disparity
between expatriates and local recruits needs to be
handled with the utmost caution if it is to be
prevented from either lowering the efficiency of the
firm or saddling the host country with an inappro
priate wage structure.

Many of the factors influencing the volume of
direct foreign investment are by-products of difficul
ties experienced by the governments of developing
countries in dealing with private enterprise as such
within the framework of a development plan. A good
deal of experimentation is likely to be necessary
before individual developing countries work out ways
and means of integrating the private sector into a
development plan which may consist in essence of an
articulated series of investments in the public sector
plus a system of incentives and deterrents to harness
the private sector as effectively as possible to the
same or appropriately related objectives. If the
conditions are too unfavourable, foreign investment
will not be forthcoming. Where it is undertaken, it
is incumbent on the foreign enterprise to abide by the
general rules and "vork towards the Same general
obj ectives.
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The government's purposes are likely to be best
served if it succeeds in winning full co-operation
from the private sector, including the foreign-owned
segment. The task calls for a nice balance in official
policies: if the government is too lax, actions taken
by foreign firms may run counter to its immediate
stability or growth aims; policies that are too
restrictive, on the other hand, may induce such
firms to seek to maximize short-run profits, to
recover capital in the shortest possible time and to
repatriate as much of it as is allowed, usually to the
detriment of their long-run developmental potential.
Thus, even well-intentioned efforts on the part of
a host government to influence the price and produc
tion policies of foreign-owned concerns have some
times been self-defeating.

There is no assured way of avoiding all clashes
of interest, but post-war experience suggests that
regular consultation between government and man
agement may help to make regulations more realistic,
more acceptable and more readily enforceable. The
proportion and grade of local labour employed, the
proportion of local materials or components embodied
in the product, the rate of growth of output, the rate
of remitted profit are among the matters about
which the host government is understandably con
cerned, and hence likely to want to influence. Recent
experience has shown that when the measures are
judiciously chosen and realistically applied, such
influence can be effectively brought to bear on
foreign-owned enterprises, persuading them that their
ties to the local economy should not be less close
than their ties to parent or sister companies in other
countries.9

Recent history also has many examples of conflicts
of interest that have not been resolved by a mutual

9 Illustrative of the sort of problems that have to be
faced is the evolution of assembly ]}lants Oill which a good
deal of the industrialization of the developing countries has
been based. It has been common practice for developing
countries to seek to accelerate the historical process by
setting progressively higher targets for the proportion of
locally produced components in the final product (often
accompanied by a penalty, by way of taxation or import
restraint, for non-attail1IDent). The incorporation of local
components has important implications for the design of
the product. Because of the relatively small size. of the local
market, it often becomes uneconomic and sometimes tech
nically difficult to incorporate in the local product design
changes effected in the parent company: simpler components
and longer production runs are usually essential for efficient
manufacture in the developing country. In the case of some
products-most notably motor-cars and other consumer
durables but also other engineering items-after a few years,
the erstwhile assembly plant may be producing an article
differing significantly from that produced by its parent
concern. This process affects both the economies of scale
of the various units of the foreign enterprise and the inflow
of technological advances into the host country. Hence,
if measures to stimulate development in this way are to
be of long~run benefit to the developing country, they
obviously have to be introduced cautiousoly and in consulta~

tion with all the parties involved.

recognition of rights. The emergence or resurgence
of nationalist sentiments in many of the developing
countries in the post-war period and the failure of
many foreign enterprises to identify their long-run
interests with those of the host country have been
among the major deterrents to direct investment. The
former has sometimes resulted in the closing of
certain industries-petroleum, as in Argentina and
Brazil, for example, and communications and steel
in India~to the foreign investor. The latter has
resulted in a marked reluctance to expand production
or investment on the part of foreign-owned com
panies-such as, on various occasions during the past
decade, those mining petroleum in Iraq, bauxite in
British Guiana and copper in Chile.

A further deterrent to direct investment has
arisen from time to time from the other end of the
flow-when one of the capital exporting countries
has also felt impelled to take the short view and
restrain the outflow in the interest of immediate
balance of payments relief. Italy and Japan have
imposed such restraints in the past, and more recently
the United Kingdom and the United States. Though
in the case of the United States, the outflow of
capital to developing countries-with the exception
of the major petroleum exporters-has been specifi
cally exempted from the system of voluntary control,
the 1965 request to corporations to make a 15-20
per cent improvement in their contribution to the
balance of payments seems likely to affect the size
and method of financing direct investment in develop
ing countries, too.

Aside from these aberrations, longer-term con
siderations have usually prevailed in the more
advanced countries and their general policy towards
direct investment in the developing countries has been
positive. In some cases governments have set up
machinery to bring to the notice of local firms the
existence of investment opportunities in developing
countries. In a few instances, notwithstanding the
normal reluctance of the treasury to create possible
tax loopholes and a general hardening of attitudes
towards foreign income in recent years, special fiscal
incentives have been granted to investors in develop
ing countries. Thus, the Western Hemisphere Trade
Corporations Act of the United States reaffirmed a
14-percentage point reduction in tax rates for corpo
rations doing 95 per cent of their business in the
Western Hemisphere, while in the Federal Republic
of Germany, the Development Assistance Tax Law,
enacted in 1963, offered several concessions to in
vestors'in the developing countries, including an im
mediate depreciation allowance of 15 per cent of the
investment and provisions for tax deferment. More
generally, the fiscal systems in Canada, the N ether
lands and Switzerland, exempt forei~n income from
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domestic tax, thus providing a tax advantage to an
investor who owns shares in an enterprise in a
developing country with a lower corporate tax rate,

The capital exporting countries have also taken
steps to overcome the obstacles to new investment
arising from the political and administrative risks
and uncertainties implicit in the sort of conflicts of
interest referred to above. One approach has beel)
by way of bilateral agreements in which the country
of origin and the country of destination agree to a
mutually acceptable and reciprocally applicable code
of behaviour in respect to direct investment. Their
general scope is summed up in the common title-for
the promotion and protection of capital investments.
Difficulties in regard to specific obligations and the
precise form of language in which they are couched
have not prevented a large number of such agree
ments from being signed. The United States alone has
arrangements with over seventy countries, and the
Federal Republic of Germany, Japan, Switzerland
and the United Kingdom also have entered into pacts
with many developing countries. Some of these
agreements cover only a single aspect-such as
expropriation and compensation or convertibility and
the remittance of profits-but others are fairly com
prehensive statements of rights and obligations.

Partly on the basis of agreements of this nature,
some of the capital exporting countries have instituted
insurance or guarantee schemes for use by private
investors desirous of covering themselves against
various non-commercial and semi-commercial risks
of operating in a foreign country. One of the largest
of the schemes is that run by the United States:
linked initially to the European Recovery Programme
(ERP), its coverage was extended in 1951 to
other countries that had signed aid agreements,
and in 1959 was limited to developing countries
participating in an investment guarantee programme
operated by the United States Agency for Interna
tional Development. By the middle of 1965 there
were seventy-two such countries and the volume of
outstanding guarantees was well over $2 billion, of
which more than two-thirds had been granted in
respect of investment in developing countries since
1960 (see table II-8) .10 Premiums charged for the
insurance were reduced in 1965, and in that year
over 600 guarantees were issued covering almost
$1 billion of investment in developing countries.
Similar, though smaller, insurance schemes have
been set up in the Federal Republic of Germany
initiated in 1955, and extended in 1959 to cover

10 It should be noted that the cumulative sum of the
guarantees exceeds the lamount of investment covered by a
multiple reflecting the number of risks against which
insurance has been taken out.
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political risks in developing countries-and, also,
on a more limited scale, in ]apanY

The United States has also sought to facilitate
private investment in developing countries by a
scheme under which studies and surveys can be
made at the request of a potential investor. The
latter bears the full cost if an investment eventuates
but only half the cost if it does not. About 200 such
surveys have been undertaken under the scheme,
and about 10 per cent of them have resulted in
decisions to invest.

FINANCING THROUGH TRADE

Resources are transferred to the developing coun
tries through the normal nexus of trade in two
principal ways. First, and most commonly, goods
may be supplied to them without requiring immediate
payment. And, secondly, they may be paid more for
the goods that are acquired from them than they
would have received had the goods been sold on
the open market. The first transfer is a form of loan
generally known as "export credit" and the second
a form of grant or subsidy usually associated with
some bilateral "commodity arrangement". Historically
viewed, export credit belongs to one of the oldest
forms of financing, associated with the sale of goods
ever since the invention of money. In the post-war
period, however, the "aid-or-trade" debate on
methods of financing economic development has
concentrated very largely on how developing coun
tries can best use their export potential for acquiring
the wherewithal for domestic investment.

Discussions regarding ways and means of making
international trade more productive for the developing
countries have always come up against the impasse
created by the composition of their exports, consisting
overwhelmingly as these do of primary commodities,
demand for which responds relatively little to ex
pansion in income in the countries constituting their
main markets'. Three types of escape from this
impasse have been debated-the removal of barriers
to trade in the traditional items, the organization
of the trade in a particular product in a way that
would regulate the flow on to the market and thus
raise realized prices, and the devotion of greater
effort to increasing trade in goods other than the
traditional primary products.

N one of these solutions has had more than partial
success. The barriers to the primary commodity trade
of most of the developing countries are not great
most raw materials and. tropical food-stuffs enter

11 Efforts to :nultilat~ralize existing systems of guarantees
and to s,et up mternatlOna! means of settling disputes that
may arIse between foreIgn-owned companies and host
governments <lJre described in chapter V, below.
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Tahle II·8. United States of America: Investment guaranteesU and net new direct
foreign investmentb in developing countries, hy region, 1960-1964

(Millions of dollars)

Year a.nd item

1960

Investment guarantees, total
Convertibility
Expropriation

Net new direct investment

1961

Investment guarantees, total
Convertibility
Expropriation

Net new direct investment

1962

Investment guarantees, total
Convertibility . .
Expropriation .
War risk .

Net new direct investment ....

1963

Investment guarantees, total .
Convertibility .
Expropriation
War risk ....

Net new direct investment

1964

Investment guarantees, total
Convertibility , , , .. , .
Expropriation ' . , , , , , . ,
War risk ., , , ,.

Net new direct investment ,."" ....

Latin
Anl,erica,

14.0
3.6

10.4
95

7.0
1.0
6.0

173

129.8
121.3

8.5

--32f

69.9
66.5

2.2
1.2

69

339.2
112.7
175.1
51.4

156

Africa'

0.8
0.4
0.4

81

13.0
0.8

12.2
125

81.4
5,5

21.9
54.0

139

19,3
3.2

12.3
3.8

97

2.8
0.4
0.4
2.0

118

3,8
1.6
2.2

-36e

41.4
23.7
17.7

102

59.4
23.9
21.0
14.5
26

119.9
32.0
87.3
0.6

145

193.2
76.5
80.5
36.2

115

All
devetoping
countries

18.6
5.6

13.0
140

61.4
25.5
35.9

400

270.6
150.7
51.4
68.5

133

209.1
101.7
101.8

5,6
311

535.2
189.6
256.0

89.6
389

Source: United States Agency for Interna
tional Development, Operation Report, various
issues (Washington, D.G) ; United States De
partment of Commerce, Survey of Curren t
Business, August 1961, August 1963 and Sep
tember 1965 (Washington, D.C.).

U The value of new investment guarantees
has been ca1culated from the increment in O\lt

standing' guarantees in the twelve months enn
ing 30 June of year stated. As a single invest
ment may be insured against more than one
of the three types of risk-expropriation, in
convertibility and war-and there is no means

the developed market economies free of duty-but
where they do exist they tend to be firmly en
trenched as part and parcel of domestic agricultural
policy. Attempts to organize markets on a global scale
have been limited to a handful of commodities~~tin,

sugar, wheat and, more recently, coffee-and have
all proved difficult to maintain, soon coming up
against two major stumbling blocks, namely, the
twin problems of controlling production and financing
stocks. And fostering trade in manufactured goods
has also run into difficulties: the availability of such
goods for export from the developing countries
cannot be taken for granted, when available they

of allowing for double counting, the figures
overstate the amount of investment guaranteed.

!.J Data exclude reinvested earnings and refer
,0 calendar years,

C Excluding South Africa,
d Excluding Japan and Turkey.
e A net outflow of $36 million to the Far

East was more than offset by a reverse flow
of $72 million from the Middle East.

f A net outflow of $198 million was more
than offset by a rever.se flow of $230 million
from Bolivia, Costa Rica, Guatemala, Panama
and Venezuela.

may often be uncompetitive, and there has been
considerable reluctance to introduce preferential
tariffs to stimulate such trade.12

This is not to say that in specific cases and in a
limited fashion, trading arrangements have not been
instrumental in financing development. Agreement
by a more advanced country to buy a certain item
from a particular developing country has often,
given rise to investment and increased production,
and in many cases the importing country has financed~

12 These problems were discussed in some detail in W orl£
Economic Survey, 1963, Part I (Sales No.: 64.ILC.1).
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the expansion. This was practised quite widely by
the United States when various mineral supplies
were short at the beginning of the nineteen fifties;
it has also been practised by the Soviet Union through
arrangements to accept service payments on its loans
to particular developing countries in the form of the
output of the factories it has helped to finance. IS

On a limited basis, commodity arrangements have
also served to increase the export earnings of particu
lar countries. The Commonwealth Sugar Agreement,
for example, though essentially a stabilizing device,
has raised the sugar receipts of participating coun
tries above what they would have been had their
exports all been sold at world market price. Participa
tion in the controlled domestic sugar market in the
United States has similarly benefited the developing
countries that have been granted quotas for their
exports. In much the same way, a number of develop
ing countries have shared in the controlled market
for various primary commodities in France. Given
the characteristic instability of world market prices,
the benefits flowing from such arrangements have
varied from year to year; on balance, however, the
exporting country has been able to earn appreciably
more than it would have done had its output all been
sold on the open market (see table II-9).

IS See chapter IV, below.
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While the earnings from trade are inseparably
bound up with the problem of development finance,
and in many cases the critical determinant of develop
ment financing is the availability of foreign exchange,
the improvement of trading results is by no means
identical to the provision of capital. Export receipts
represent the earnings of the various factors of
production engaged in growing, mining, manufactur
ing and transporting the goods in question. There
is a real cost involved, measured by output that
might have been produced for domestic use had
those factors not been engaged in the export sector.
And the export proceeds are distributed among the
factors employed, most ending up in the consumption
expenditure of workers and some perhaps lost to the
economy as the profit of a foreign-owned company
operating in the export sector. The proportion
available for investment may be very small indeed.

When foreign savings are put at the disposal of
the economy, by contrast, they constitute-in their
entirety-a net addition to the available resources.
In the case of trade, such a result is attainable only
if there is a rise in export prices, exogenously
determined. Such a windfall improvement in the
terms of trade, however, is still subject to the regular
process of income distribution among the factors

Table II·9. Receipts of selected developing countries from exports to specific protected markets

Sugar (raw) Ground-nuts (shelled)

Exports from M auriti~ts Imports of United Statcs Imports of France
to United Kingdom" from Dominiccm Republicb World from SeM,qald

World
market

market Value f.o. b. Value f.o.b. /Jrice c Volume Value c.i.f.
Year pricea Vol-Ltme (millions Volume (millions (doliMs (that,. (millions

of dollars) (thou- of dollars) per ton) sands of dollars)( dollars (that/- of tons)per ton) sands sands At world
of t01'S) At world of tons) At worldActual market Actual 1Jwrket

Actual tnarketprice .price
price

1956 76.5 430 45.9 32.9 45 5.0 3.5 216 179 49.8 38.7
1957 113.8 419 46.8 47.7 63 7.8 7.2 207 235 54.2 48.7
1958 77.2 425 47.9 32.8 68 8.2 5.2 168 274 55.4 45.8
1959 65.7 396 46.8 26.0 118 14.1 7.7 185 352 71.9 65.2
1960 68.3 268 32.5 18.3 386 43.1 26.4 201 22'2 46.9 44.7
1961 64.2 392 47.9 25.2 333 35.1 21.3 174 235 51.0 40.8
1962 65.7 440 51.2 28.9 788 95.9 51.8 174 282 60.3 49.1
1963 187.4 454e 57.5e 85.0 522 80.4 97.8 175 194 42.1 33.9
1964 129.9 430e 54.4e 55.9 362 52.4 47.0 189 184 398 34.8

Total,
1956-1964 431 353 342 268 471 402

SouTce: Statistical Office of the United Nations, Monthly
Bulletin of Statistics; France, Ministere des Finances et des
Affaires economiques, Statistiques du Commerce exterieuT
de la France (Paris); Mauritius, Annual Report of Cus
toms and Excise Department, for the years 1960 to 1962
(Port Louis); Senegal, Bulletin statistique bimestriel
(Dakar) : United States Department of Commerce, Inputs
of Merchandise for Consumption (FT 110 and FT 112)
(Washington, nc.) ; International Sugar Council, Statiscal
Bulletin (London), December 1965; F. O. Ucht, Interna
tional Suger Report (Ratzeburg), September 1963.

a Spot raw centrifugal 96 0 in bulk, Lo.b. Caribbean.
b Including a certain (usually smaJI) amount of raw

sugar of higher polarization.
e Nigerian, shelled, nearest futures, c.i.f. European ports.
d For 1956-1958, exports from Senegal to France valued

at average unit value of imports into France from franc
zone; for 1959, impo,rts into France from French West
Africa.

e United Kingdom imports from Mauritius valued at the
negotiated prke under the Commonwealth Agreement.
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involved-unless indeed, as indicated in chapter I
above, it is intercepted by the government through
an appropriately designed tax. In the case of an
external loan or donation, whether to the puhlic or
to the private sector, the resources made available
may all be committed to investment: the develop
ment potential is much greater than that of an
equivalent increment in exports. However desirable
an expansion in trade, it cannot be regarded as a
substitute for its equivalent in "aid". This conclusion
was particularly pertinent during the second half of
the nineteen fifties, when the rise in the export
earnings of the developing countries was accompanied
by a deterioration in the terms of trade. The resultant
windfall losses offset-fairly generally but to an
extent that varied widely from country to country
the net inflow of new capital by way of external loans
and grants.

Though export volumes have continued to expand
and export prices have tended to stabilize-at least
on the average-in recent years, the course of
events over the whole post-war period suggests that
trade is hardly a substitute for capital transfers as
a means of financing development. The developing
countries as a whole have been in virtually unbroken
deficit on trade account ever since the early nineteen
fifties, and even though the bulk of their foreign ex
change supplies will doubtless have to continue to
come from export sales, their dependence on foreign
capital is likely to increase rather than diminish if
rates of economic growth are to be stepped up.

In these circumstances, the interest of developing
countries in heing able to obtain imports on credit
is understandable. It corresponds closely to the in
terest shown by the individual consumer in the supply
of instalment credit to finance purchases of durable
goods. And, since foreign trade credit is often an
expensive form of short-term or medium-term
borrowing, it embodies some of the same pitfalls and
risks as consumer credit.

The great bulk of export credit is of a short-term
nature, facilitating the movement of goods and ex
panding with the total value of trade. Under the
influence of changes in import requirements on the
one hand-greatly increasing the weight of capital
goods in the flow of trade to the developing coun
tries-and intensifying competition among exporters
on the other, the supply of such credit has not only
expanded in volume, but it has also lengthened in
terms of average tenor, and it has probably cheapened,
at least relatively, in terms of average interest rate.

The great bulk of export credit is provided
privately by the parties engaged in trade--ehiefly the
commercial banks and the exporting concerns them
selves, but also a variety of financial institutions that
deal in trade bills and similar instruments. As this

is one of the least documented segments of the
balance of payments, it is impossible to quantify the
resultant flow of credit with any accuracy. That it
has probably risen steeply during the post-war period
can only be inferred from the growth of trade itself
and from the increase in the amount of debt that has
been insured under one or other of the guarantee
schemes now operating in virtually all the industrial
countries.

As credit insurance is not systematically reported,
it is not possible to arrive at a total of the insured
credit made available to the developing countries.14

And even if such a total could be compiled, it would
not necessarily be an accurate measure of the amount
of credit actually provided. Apprehension of risk by
exporters, and the consequent resort to insurance,
may well vary appreciably over time and from one
destination to another. Moreover, both the amount
and the proportion of credit insured have almost
certainly risen under the influence of the changing
composition of exports: the lengthening of the terms
of credit has increased the need for insurance and ac
celerated the rise in the amount of credit outstanding.

The expansion in the exports of capital goods has
also served to bring governments increasingly into
the picture-not only to organize an appropriate
system of insurance for the longer-term credit which
is generally required for the larger items of equip
ment, but also to furnish the actual funds for financ
ing the transactions themselves. Direct involvement
has accentuated the tendency for governments to
use credit supply and guarantee mechanisms to
further their policies of export promotion. The rates
of interest applicable to export credit and the
facilities for discounting approved credit instruments
have thus almost certainly been more favourable than
they would otherwise have been. In many countries
export credit has continued to be made available at
the lowest commercial rate-at or near the central
bank discount rate-even during periods of financial
stringency when other rates have hardened. This
has been most noticeable in countries-such as the
United Kingdom and the United States-in which
balance of payments considerations have lent special
urgency to export performance.

The insurance of export credit is by no means a
new phenomenon and even some of the institutions
at present operating in the field have several decades
of history behind them.15 One of the earliest of the

14 Studies of ways and means of improving the recording
and reporting of export credit transactions 3!re at present
being undertaken by the IBRD and the OEeD.

15 In the early days of international trade, so-called del
credere commissions were commonly paid to local agents
for acting as guarantors of the oredit of the ultimate
purchasers. In the nineteenth century, a number of specialized
entities Were sd up to insure trade credit; most ran into
difficulties because thev tended to become involved in the
actual financing operations as well. At least one such con-
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contemporary concerns was the Hermes Kredit
versicherungs A.G. organized in Germany in 1917.
In the United Kingdom, a private entity was set up
in 1918, and the Government's own involvement
through the Export Credits Guarantee Department
(ECGD)-whose insurance methods have tended
to serve as a model for other countries-dates from
the following year. In the nineteen twenties private
concerns were established in Belgium (1924), Italy
(1927) and France (1928), and governments also
began to provide facilities~,Belgium in 1921 and
later Japan (1930) and the United States (1934).
Since the war, some of these institutions have been
reorganized and expanded and most of the other
industrial countries have established comparable
agencies (see table II-10) .

The growth of these insurance mechanisms has
been bound up-as both cause and effect-with the
expansion of trade, the lengthening of credit periods
and the extension of coverage. The last two of these
factors have been largely instrumental in drawing
governments into the field: the risks are magnified
very greatly as the period of credit lengthens and as
political contingencies, such as import permit cancel
lation or the tightening of exchange controls, are
taken into account as well as the more conventional
contingencies of payment delays and buyer bank
ruptcy. And in the post-war period, these non
commercial risks have bulked very large in the case
of trade with the developing countries.

The rapid growth in the turnover of most of these
insurance schemes has helped to hold down costs.
Indeed it has permitted downward adjustments in
premiums, broadening in coverage (to include
services as well as goods, for example, and to in
clude, on a reciprocal basis, goods made partly in
other countries), reduction in the minimum size of
shipment eligible for guarantees and a raising of
proportion of cover-in many cases to 90 per cent
of the value of the transaction.

The premiums charged for insuring export credit
have also been kept down by competition on the
export front itself. But, as indicated above, the most
notable impact of this competition (buttressed by
the needs of the developing countries) has been on
the provision of the credit itself. For the terms of
financing tend to be regarded by the developing coun
tries as no less important than the price of the goods
being purchased, and in their efforts to promote ex
ports the industrial countries have often been under
some pressure to outbid one another in the nature
of the credit being offered. Though it is not easy to

cern-the American Credit Indemnity Company of New
York, established in 1893-has continued in active ocperation,
though largely in connexion with internal trade in Canada
and the United States.
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measure the consequences of this competitive pres
sure, it is clear that it has tended to keep interest
rates down and to extend the tenor of individual
credit transactions.

Unless a developing country shops separately for
the goods it requires on the one hand, and the means
of financing the intended purchase on the other, it
may often find itself unable to distinguish the cost
of the credit from the price of the goods. There is
much evidence that export sales sometimes hinge on
the availability of credit and also that an offer of
credit at a reasonable-or perhaps a relatively low
rate may serve to blunt the effect of quite a sizable
apparent price disadvantage. This is particularly true
in the case of many items of capital equipment whose
technical complexity and often largely unknown
maintenance and depreciation characteristics make
price comparisons between alternative types or spe
cifications extremely difficult. vVhen to a seemingly
low rate of interest is added a comfortably long
repayment period, the terms of credit may have a
considerable effect on sales.

This is not to say that there has in fact been an
indiscriminate softening in export credit terms. Apart
from the availability of the means of financing such
credit, there have been two powerful external re
straints. The subsidization of exports such as would
occur if interest rates were cut to manifestly uneco
nomic levels is proscribed by the General Agreement
on Tariffs and Trade (GATT). And various efforts
have been made, most notably through the Berne
Union, to prevent the undue lengthening of individual
credit arrangements.16 Members of the Union have
agreed to a general limit of five years on the medium
term trade credits they underwrite-seven years in
the case of certain types of aircraft and ships-and to
notify the Union of any departures from this practice.

Departures from the norm have in fact been of
increasing frequency in recent years. Since 1961,
indeed, almost as much credit has been insured
officially for periods in excess of five years as for
the more regular periods of one to five years (see
table II-l1).

The total amount of trade credit accorded to the
developing countries by the industrial countries and
officially insured has been rising in recent years,
though no faster than the over-all flow of resources
-at least until 1964 when there was a very marked

16 The Berne Union-or, more rproperly, the Union
d'Assureurs des Credits intemationaux-was founded in
1934. Its membership in 1965 consisted of twenty-s.ix
officials or government-supported export credit insurers
from the following countries: Australia, Austria, Belgium,
Canada, DenmaJrk, Federal Recpublic of Germany, Finland,
France, India, Israel, Italy, Netherlands, Norway, Paki
stan, South Africa, Spain, Sweden, Switzerland, United
Kingdom and United States.
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0.91

0.5

0.3-5.0

0.2-1.7

0.3-1.5

0.5-0.8

Premium
rates

(Percentage
per annum)

5

5

5

5

5

5

Other

Preship
ment
manu
facturing
risks
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50-90

90

85

Econo
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50-90
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lic, 90

90

75

70

80

50-90

75-85

Commer
cial

Private,
80; pub
lic, 00

90

90

90
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50-90

Private,
90; pub
lic, 95

Maxinll/m
Percc·n.tage of risk length

__________n_or_'_na_l_ly_c_o_v_er_e_da of credit
normally
insgrable
(ycars) a.

4,000

740

480

173

No limit

No limit

No limit

27.4

2.5

6.3

3.4

13.2

Capital Maximum
f<tnd liability
(Millions of dollars)

Not fixed
(govern
ment li
ability)

Annual
goV'ern
ment
approval

Date of
estab

lishment

1944;
started
opera
tions in
1945

1950 ;
started
opera
tions in
1953

1928; in
present
form,
1948

Hermes,
1917; in
present
form,
1949

1956

CO'/,f,ntry, name
and status of

insurance
organization

Austria
Oesterreichische Kontrollbank A. G. (OKB). Govern

ment trustee, owned by state and private banks

Belgium
Office national du Ducroire (OND). Autonomous gov-

vernment corporation ... 192'1
Cie. beIge d'Assurance credit (COBAC). Private

corporation . . . . . . . . . . . . . . . . . 1924

Canada
E:xcport Credit Insurance Company (ECIC). Govem

ment-owned corporation

Gerling-Konzern A.G. Private stock company

France
Cie. fraw;aise d'Assurance pour Ie Commerce exb~rieur

(COFACE). Private joint-stock company ....

Germany (Federal Republic)
Hermes Kreditversicherungs AG. and Deutsche Revi

sIons und Treuhand A.G. Private company acts as
government agent

Italy

Instituto N azionale delle Assicurazioni (INA). Govern-
ment insurance institute . 1953 ;

stal'1:ed
opera
tions in
1954

Not fixed 576 85 85 60e 5 0.1-1.5
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S01wce: International Export Credit Institute, TVorld's Principal Expo1't
Credit Guarantee System (New York, 1965) ; United Kingdom, BOai'd of Trade
.Tournai (London), 7 May 19(,5; L;ni led Slates Department of Commerce, Inter
national Commerce (vVashington, D.C), 11 January 1965; United States Export
I'mport Bank, Report to the Congress for the twelve 'rnonths ended in ftme 1965
(Washington, D.C.); The Banker (London), December 1965; The Economist
(wndon), 11 December 1965; Neue Ziireher Zeitung, 28 May 1965,

a Most institutions have provision for higher and longer-period coverage in
exce;ptional cases.

b Of losses incurred in export market promotion.
c Of losses resulting from increases in production costs (in excess of 20 per

cent in the case of France) on fixed-price export contracts.
d For ,public exports as from 1966.
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Table II-ll. Industrial market economies: Total of
officially guaranteed private export credits to
less developed countries,a 1956-1964

(Millions of dollars; percentage)

Credit extended for

More tha.n one year

Year Percentage One to M01'e than
4mount of total 5 years 5 j1eu?'s

capital flowb

1956 395 6 322 73
1957 430 6 145 285
1958 170 2 143 27
1959c 316 4 307 9
1960c 463 6 369 93
1961c 493 5 273 221
1962 549 6 255 293
1963 556 6 308 248
1964 816 9 411 404

Sowrce: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
Organisation for Economic Co-operation and Development.
The Flow of Financial ResGtwces to Less Developed Coun
tries, for the years 1961 and 1956-1963, and Development
Assistance Efforts and Policies, 1965 Review, Report of tifu
Chairman of the Developmen,t Assistance Committee.

a Developing <countries, plus credits extended by members
of the OECD to Cyprus, Gibraltar, Greece, Malta, Spain,
Turkey and Yugos1avia.

bOfficial bilateral and multilateral, plus private bilateral
and multilatera1 including officially guaranteed private ex
port credits of over one year.

c Excluding officially guaranteed p,rivate export credits (JIf
the United State,s, probably small in total.

upswing. The relative importance of officially insured
credits has risen most noticeably in Belgium, France
and Switzerland and, on a smaller scale, in the Neth
erlands, Norway and Sweden (see table II-12). In
the Federal Republic of Germany they have regis
tered a steep decline, both absolutely and in relation
to other types of resource transfer. In absolute terms
they have bulked larger in Italy and the United King
dom, and in Italy they have also constituted a sizable
proportion-about one-third in 1962-1964-of total
transfers to the developing countries. Their role has
been much greater in Europe than in North America
or even Japan. Indeed, it has been their relative
insignificance in the United States that has held
down their average for the industrialized market
economies as a group to about 6 per cent of the
over-all outflow of resources.

From the recipients' standpoint the availability of
trade credit is a great advantage as a second line
of reserves adding appreciably to effective liquidity.
It is a relatively short-term and high-cost source of
finance, however, and for an individual developing
country it entails certain risks. It is generally "rolled
over" on a continuing basis and is likely to grow
at approximately the rate at which imports them
selves are increasing. The higher the proportion of
imports financed on such credit the more difficult it
is likely to be to effect a sudden adjustment such
as developing countries have in the past often been
required to make in the face of an unexpected short-

Table II-12. Industrial market economies: Officially guaranteed private export credits
to less developed countries, by countrY,a 1956·1964

(Millions of dollars; p'ercentage)

Credit of over one ~yea1' extended in

Annual average, 1956-1958 Annual a,verage, 1959-1961 Annual average, 1962-1964
COJlnfrJI

Pe1'centage Pe1'ce11.ta.qe Percentage
Amount of total A11'/.O'1Jnt of total Ammrnt of total

flowb flowb flow·

Austria .................. 1 100 6 67 5 26

Belgium .................. 17 10 28 18

Canada . . . . . .. . . . . . . . . . . . . 6 5 8 6

Denmark ........ 17c 50c 6 32
France ................... 35 3 100 8 124 9
Germany (Federal Republic) 144 29 131 17 88 13
Italy ..................... 50 32 38 16 105 32

Japan .................... 9 5 30 11 26 9
:t\[etherlands ., ....., ........ 2 1 24 n 14 11
Norway . .. . . . . . .......... 1 11 3 14
Portugal ," ................
Sweden .................. 1 5 7 15 9 18
Switzerland .............. 5 5 33 23 76d 47d

United Kingdom . . . . . .. . . . 87 12 27 3 113 15
United States ............ -8 _e 42 1

Source: As for table H-ll, and Special
Questionnaire issued jointly by the United
Nations Secretariat and the International
Monetary Fund. . ' .

a From OECD member countries to develolP
ing countries plus' Cyprus, Gibraltar, Greece,
Malta, Spain, Turkey and Yugoslavia.

b Official bilateral and multilateral, plus pri
vate bilateral and multilateral including guar
anteed export credits of over one year.

c 1960-1961 average.
d 1962-1963 average.
e There was a net repayment of guaranteed

eXiport credits during this period.
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fall in export receipts. For though the tightening
of import controls can normally be expected to result
in a cut in future liabilities in a matter of months,
the burden of meeting maturing trade debts incurred
some years before has still to be faced. The difficulty
is sometimes compounded by the absence of any
complete and systematic record of this type of debt.
And experience in recent years has shown that the
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problem of debt management can be seriously ac
centuated by the accumulation of a rdatively large
burden of short-term and medium-term obligations
arising from the purchase of ordinary imports which
may not add too significantly to the country's export
earning capacityP

17 This problem is taken up again in chapter III in the
context of the over-all debt of the developing countries.

Direct government involvement with resource transfers

Government involvement with the transfer of re
sources has long been implied in the colonial relation
ship that some of the developing countries have had
with various developed market economies. By con
temporary standards, however, the financial involve
ment was normally a fairly restricted one: it con
sisted chiefly of what would now be regarded as a
form of technical assistance. But the skills that the
metropolitan Power provided were paid for, at least
in most cases and in ordinary times, from the reve
nues raised by the dependency itself. Apart from
an occasional budgetary subvention and the under
writing and guarantee of loans floated by the de
pendency on the metropolitan capital market, official
transfers of resources were minimal.

Since the war this relationship has undergone a
major revolution, involving not only the position of
the developed market economies vis-a.-vis their former
dependencies but all the lower-income countries re
gardless of their political status. The revolution was
a dual one, affecting attitudes and policies towards
economic development on the one hand and inter
national responsibility and solidarity on the other.
The ideas were expressed in the Atlantic Charter
during the war and subsequently in the United
Nations Charter, and given practical meaning in the
operation first of the United Nations Relief and
Rehabilitation Administration (UNRRA) and then
of the European Recovery Programme.

These were exercises in reconstruction, but there
was an early spill-over into the field of development.
The United States launched a large-scale rehabilita
tion and development programme in the Philippines,
and a smaller and more diffused general technical
assistance programme known, from the Presidential
speech that inaugurated it, as Point Four. The United
Kingdom revamped its Colonial Development and
Welfare Act: the funds earmarked for the purpose
were expanded from the original £ 1 million a year
denominated in 1929 and the £5.5 million a year
provided in 1940 to the sum of £ 120 million, to be

used over the period 1946-1956.18 In 1946, France
created an Investment Fund for the Economic and
Social Development of the Overseas Territories
-Fonds d'Investissement pour Ie Deve10ppement
econornique et sociale (FIDES)-administered fi
nancially by the Central Bank of France Over
seas-Caisse centrale de 1a France d'outre-mer
(CCFOM)-and, in the course of the two five-year
plan periods after this machinery had come into
operation, the equivalent of $2.6 billion was com
mitted for use in the French Union.

From these beginnings in the nineteen forties a
new and complicated government mechanism has
evolved, not only in the three countries which by
reason of status and history felt special obligations
towards the developing countries but also in most
of the other developed market economies. The nature
of the machinery that has been built up has differed
from one country to another. In the smaller coun
tries it has been geared chiefly to operations with
and through various international agencies. In the
Federal Republic of Germany, Italy and Japan, it
has been shaped in part by reparations arrangements
with Israel, with Ethiopia and Somalia, and with
Burma, the Federation of Malaya, Indonesia and
the Philippines, respectively. Also formative in the
case of the Federal Republic of Germany was the
Government's increasing assumption during the latter
part of the nineteen sixties of responsibilities in
connexion with the financing of the Rourkela steel
plant in India, in its initial stages a private under
taking. In some countries, forms of administration
have been determined in large measure by special
relationships with particular under-developed areas
-Australia with New Guinea, Belgium with the
former Belgian Congo, Portugal with Angola and
Mozambique.

18 The Act was revised again in 1965 and the lamount
provided again increased. Actual expenditures under this
particular budgetary head rose from less than £4 million
in 1946/47 to over £20 million a year in the early nineteen
sixties.
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In France and the United Kingdom, the develop
ment of transfer mechanisms has been influenced
strongly by changing relationships to the main re
cipients, in the Union and the Commonwealth, re
spectively. In the United Kingdom the need to
broaden the frame of reference of the colonial devel
opment and welfare arrangements became increas
ingly urgent and was formally recognized in 1958
at the Commonwealth Conference in Montreal when
the machinery for financial aid was extended to
members attaining independence. A similar transition
occurred in France with the passage of the Financial
Act of 1960. The manner in which France has trans
ferred resources to the rest of the Union has also
been affected by the evolution of the EEC which
has set up a joint European Development Fund
(EDF) for making loans and grants to associated
countries. Implementation of the trade provisions of
the Treaty of Rome has also necessitated important
modifications in the system of commodity price sup
ports through which one type of transfer-referred
to earlier in this chapter-has traditionally been
made to France's trading partners.

In the United States the machinery for technical
co-operation set up under the Act for International
Development of 1950 soon fell under the shadow
of the Mutual Defense Assistance Program which
had been launched in 1949. Much of the assistance
to developing countries-especially in Asia-in the
first half of the nineteen fifties was motivated by
security considerations and took the form of defence
support. A new element was added with the passage
of the Agricultural Trade Development and Assist
ance Act in 1954. More commonly known as PL 480,
this measure served to marry the wheat and other
farm surpluses which were beginning to emerge in
the United States with the food shortages which were
becoming increasingly disruptive of the develop
mental plans of a number of countries. A similar
purpose was served by the Mutual Security Act of
1954, section 402 of which made provision for the
sale of United States agricultural surpluses against
the currencies of recipient countries. A further swing
away from security considerations occurred in 1957
with the setting up of a Development Loan Fund.
This was followed in 1960 by the organization of
a new regional scheme for channelling resources to
Latin America-the Alliance for Progress-and in
1961 by a regrouping of responsibilities for the
various types of transfer in an Agency for Interna
tional Development (AID).

By the beginning of the nineteen sixties, thus,
virtually all of the governments of the developed
market economies had gone well beyond the pro
motion and support of private resource transfers
in different forms. They had created machinery for

effecting not only financial transfers but in many
cases the transfer of a range of physical resources
also.

As indicated earlier in this chapter, the need for
these publicly organized transfers reflects in part the
rapid deterioration in the external balance of the
developing countries in the second half of the nine
teen fifties and in part the failure of private flows
to expand. In the aggregate, bilateral public trans
fers from the developed market economies to the
developing countries doubled between 1956 and 1963,
and the form in which they were made registered a
marked change: the proportion in the form of grants
dropped from almost two-thirds of the total in the
early years to less than half in the later years, while
the proportion passing as loans almost doubled,
reaching about one-third in 1963-1964 (see table
II-l3).

Not all these loans were repayable in convertible
currency: the United States has lent sizable sums
repayable in the currencies of the recipient coun
tries. Nevertheless, the proportion of convertible
currency loans did rise-from about 19 per cent in
1956-1958 to about 29 per cent in 1962-1964. And
as the United States has continued to favour the
move away from grants, the loan ratio is still rising.

As indicated above, the United States has also
transferred a large volume of farm produce, mostly
in return for local currency, much of which has sub
sequently been put at the disposal of the developing
country. As a proportion of the total outflow from
the developed market economies, such sales have
fluctuated erratically between one-eighth and one
fifth, and in 1964 they exceeded $1 billion for the first
time.

While a number of the smaller sources of capital
have continued to make virtually all their transfers
to the developing countries as grants-most notably
Australia, Belgium and, on a smaller scale, Switzer
land and the Scandinavian countries-there has been
a general disposition among the larger sources to
increase the proportion in loans. The proportion of
grants was lower in 1962-1964 than in 1956-1959
not only in the United States but also in Canada,
the Federal Republic of Germany, Japan, the Nether
lands and the United Kingdom. Italy transferred
more in grants in 1962-1964 but the volume of its
lending was reduced, to that it was alone among the
developed market economies in registering an over
all decline in the amount provided from public funds.
France also provided relatively more in grants in
1962-1964, but the rate of increase in total outflow
was well below the average, so that the French con
tribution to the total transferred bilaterally from the
developed market economies through official channels
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Table II-B. Developed market economies: Total net bilateral public transfers to
developing countries, 1956-1964

(Millions of dollars)

Sales of Loans, repayable in

Year Total,
Grants

commodities
bilateral 101" 1-edpients' Recipients' Convertible

c'lwren-eies cu,rrencies cll.rrencies

1956 2,607 1,706 408 25 468
1957 3,034 1,898 621 64 451
1958 .... 3,645 2,285 457 90 813
1959 3,540 2,120 498 160 762
1960 3,982 2,392 807 191 592
1961 . . . . . . . . . 4,803 2,697 713 197 1,196
1962 " . . ...... ,., ... 5,031 2,649 790 315 1,277
1963 5,294 2,613 894 228 1,559
1964 . . . . . . . . . . . 5,271 2,553 1,036 207 1,475

SO~trce: See table II-I, the foot-notes to which define the flows that have been included.

dropped from about one-fourth in 1956-1958 to less
than one-sixth (see table II-14).

ADMINISTRATIVE AND FINANCIAL PROBLEMS

The rapid intensification of government involve
ment in the provision of various types. of resources
for use in developing countries has raised two sets
of interconnected problems, one administrative and
the other financial. The problems of administration
grow out of the sheer complexity of the "foreign
aid" exercise: it embraces not only the widening of
physical and accounting transactions referred to
above but also the whole nexus of intergovern
mental relations-economic, political and in some
cases military as well-and arrangements for pro
jecting and responding to the impact of the trans
fers on the domestic economy and in the various
recipient countries. The problems of finance grow
out of dependence on budgetary provisions and the
constraints that are implied in this when "foreign
aid" competes for funds with an expanding array
of internal claims on public revenue.

Though the setting up of a ministry or depart
ment dealing with "international development" or
"economic co-operation"-as has been done in
most of the major sources of capital-has made it
possible to see the problems in proper focus and
effect some co-ordination, the difficulties in the way
of optimizing the effectiveness of transfers to the de
veloping countries remain formidable. Even with the
abandonment of a global approach and the concen
tration of the programme on a small number of
developing countries-a distinct and fairly general
tendency-it has proved far from easy to bring the
necessary expertise from the many relevant regional
and functional units in government and from the
private sector to bear on the problems of effective
utilization of the resources that have been made

available. And where the conviction has grown that
those resources have not always been used to the
best advantage, the difficulty of securing them
through the budget has been accentuated. In this
way, where allocations are made on an annual
basis the elements of a vicious circle have tended to
emerge.

Governments administering sizable "foreign aid"
programmes have thus found themselves in an am
bivalent situation. In order to obtain funds for the
programme, it has frequently been found expedient
to stress to the legislature and the public at home
aspects of it-such as the relative smallness of the
sums involved, the link with exports, the fact that
the aid programme may be conditional on the per
formance of the recipient or that it may be intended
to achieve certain political or military advantages
which tend to be regarded as irrelevant or even
detrimental by recipient countries.

This is in part a reflection of the newness of the
operation. The post-war record of public response
to the challenge of international economic situations
has in many respects been extraordinarily good: the
degree of co-operation in evidence among the de
veloped market economies, the absence of the sort
of "beggar-my-neighbour" attitudes that marred so
much of the interwar period, and the many manifes
tations by individual governments of their capacity
to envisage the global good have all served to create
a favourable atmosphere for foreign aid. To a large
degree, however, the greater sophistication of legis
latures has been offset by the diversity and com
plexity of the development problem itself and an
underlying uncertainty about what can be done about
it from the outside. The feeling that the real obstacles
to growth are internal and often deeply rooted in
resource deficiencies, or in ill-adapted institutions
that are not amenable to rapid change, has given
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Table II.l4. Developed market economies: Net bilateral public transfers to developing countries, by
country,a 1956-1958 to 1962-1964

(Millions of dollars)

Average, 1956-1958 Average, 1959-1961 Average, 1962-1964

Australia ...
Austria
Belgium , .
Canada
Denmark .
France .
Germany (Federal Republic) ..
Italy, , .
J~an .
Netherlands .
Norway .
Portugal .
Sweden .
Switzerland .
United Kingdom .
United States .

Totald .....

Total

37

11
51

768
103
70

148
25

1
2
1

158
1,715

3,096

Grantsb

37

11
39

604
63
16

107
21
1

98
1,518

2,519

Loans

12

164
40
54
41

4

2

61
197

578

Total

56

63
49
1

815
202

58
155
29

1
30
1
1

318
2,324

4,107

Grantsb

55

63
50
1

720
73
27
68
27

1
2
1
1

148
2,018

3,257

Loans

-1

95
128
31
87

2

28

170
306

849

Total

85
4

73
81
1

834
349
60

172
33
2

52
7
2

372
3,069

5,198

Gran..tsb

84
1

73
47
2

701
132
23
74
22

,.,
I

6
2

201
2,382

3,761

Loans

34
-1

133
218

37
99

"~,

45
1

170
687

1,436

Source: See table II-I.
a For definitions of country and flow coverage, see

table II-I.
b Including sales and, loans against recipients' currencies.

rise to grave doubts about the efficacy of financial
transfers and about the ability to provide technical
assistance where so much is unknown. Every re
ported failure and every documented case of waste
or mismanagement or misallocation of resources have
strengthened such feelings and added significantly to
the difficulties of governments seeking budgetary
authorization for aid programmes.

In many ways the impact of these doubts and
difficulties has been salutary. The advocates of "for
eign aid" are more modest in their claims now than
was sometimes the case in the nineteen fifties. There
is a healthy recognition of the broad spectrum of
obstacles to economic development and less tendency
to regard external finance as the only means of deal
ing with them. The result has been an intensified
emphasis on research and the evaluation of ex
perience and an increase in the number of seminars,
conferences and study groups, and a corresponding
weakening in the facile belief that the transfer of
money or of institutions and technology functioning
in one or other of the developed market economies
will automatically result in the acceleration of the
development process.19 There has also been an in-

19 Illustrative of the criticalre-thinking that has been
occurring during the past few years is the work undertaken
by the Development Centre of the OECD. The latest of the
studies published by the Centre carries, the title Foreign
Aid Policies Reconsidered, by Goran Ohlin (Paris, 1966).

c Average, 1962-1963.

d Countries listed, plus Finland, New Zealand and South
Africa.

crease in the amount and means of consultation with
the developing countries both on an ad hoc basis
and in the more formal framework of aid consortia,
consultative groups, and entities such as the Inter
American Committee of the Alliance for Progress

See also United States, Agency for International Develop
ment, Principles of Foreign Economic Assistance (Wash
ington, D.C., 1963); United Kingdom, Her Majesty's
Treasury, Aid to Developing Countries, Cmd. 2147 (London,
1963); France, Ministere d'Etat, La Politique de coopera
tion avec les Pays en voie de dheloppemen,t, by Jean-Marcel
Jeanneney (Paris, 1963). Also indicative of the new search
for answers to some of the unsolved transfer problems is
the spread of interest not only among scholars but also in
various private groups and institutes. NotaJble among these
is the Overseas Development Institute in London which
has published a series of surveys of national foreign aid
policies and of foreign aid in action in various countries.
:-, ee also the Research Project of the Columbia University
School of Law on "Public International Development
Financing", which has issued several studies, as well as such
entities as the National Citizen's Commission in the United
States, a report of whose Committee on Technical Co
operation and Investment was published in December 1965,
and the International Economic Association, which held a
Round-table Conference on "Capital Movements and Eco
nomic Development" in July 1965. Among the recent con
ferences that reveal the widespread interest and concern
was one organized by the German Foundation for Develop
ing Countries on "Internationai Co~operation in the field of
Documentation of Development Assistance" (October 1964),
one sponsored by the French Direction des Affairs econo
miques et financieres du Ministere de la Cooperation to
discuss "The Utilization by Developing Countries of Ex
ternal. Supplies, Technical Assistance Personnel, and Capital
Aid" (May 1965), and one organized by the Japanese Eco
nomic Research· Centre on "Measures for Expansion of
DevelolJing Countries".
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(ClAP). This is designed to facilitate the process
of integrating external finance with the resources
that are available domestically. It has become in
creasingly clear that public resource transfers are
not the equivalent of private direct investment for
whose slow and erratic growth they have sought to
compensate. Though some transfers have been
effected through public direct investment by such
mechanisms as the Commonwealth Development
Corporation-which, though drawing some of its
funds from the United Kingdom Exchequer, operates
in a full entrepreneurial capacity-the great majority
of public flows are not pre-integrated in production
combinations. On the contrary, for the most part
they comprise discrete and readily distinguishable
components, separately arranged and provided at
different times and on different terms. The result
is not a balanced package capable of being readily
combined with complementary local factors into a
viable productive enterprise. Nor is it a steady flow
of usable cash that might be converted into specific
combinations of factors by purchases on the market.
Consisting, as they have in recent years, of the unco
ordinated transfer of various types of goods and
services plus loans and grants whose use may be
circumscribed in various ways, these public flows
pose major utilization problems.20

Short of the ideal flow of untied grants in con
vertible currencies-which, given wise planning on
the part of the developing countries and the absence of
imbalances among the developed market economies,
would be the optimal way of sharing resources-there
is always likely to be a co-ordination and absorption
problem. Transfer machinery now evolving is de
signed to reduce the difficulties by bringing to light
as promptly as possible shortcomings in the pattern
of transfers. The deficiency most commonly dis
covered so far has been the inadequacy of resources
usable in a flexible manner for the acquisition of
raw materials or components or for general balance
of payments support. But a shortage of specific skills
has also created utilization problems from time to
time and some public lending mechanisms now pro
vide access to technical assistance such as might be
required for the most effective deployment of the
loans they make.

By endorsing recommendation A.IV.2 of the first
UNCTAD, the developed market economies accepted
a target for the over-all transfer of resources.
Though public transfers constitute the bulk of the
total in most countries, the implications of this target
have not affected financial procedures in most coun
tries: the fact that governments will need to be pro
vided with resources for implementing it has not

20 Some of these utilization problems are discussed in the
following- chapter, along- with steps that might be taken
by the developed market economies to mitigate them.
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led to many budgetary commitments of a forward
nature. In the United Kingdom the early Colonial
Development and Welfare Act involved a ten-year
pledge, but recent versions of this measure have
shortened the period-to five years in 1955 and
1959 and to three years in 1963-and in any case
this represents only one form in which resources are
made available to the developing countries. In the
United States the five-year pledge in 1948 to sup
port the ERP has not been repeated in connexion
with later foreign aid authorizations. Only the De
velopment Loan Fund in 1957 was given more than
a one-year life, and beyond allowing unspent appro
priations to be brought forward in 1958, this was not
repeated. Norway is the only country to earmark
tax revenues for development aid purposes: since
1964, 0.25 per cent of personal income has been set
aside in this way. While the principle of identifying
individual citizens with the international effort seems
to have been well received, the resultant revenue is
small by most standards.

One escape from the constraints implicit in annual
budgetary authorizations lies in the greater use of
the capital market. To some extent the loans that
governments make to the developing countries are
derived from their own borrowings from the public.
By lending at or near the same interest rate at which
it can borrow, the government is making funds avail
able to the developing countries on terms appreciably
more favourable than those on which the latter could
themselves borrow. In some cases, however, even
this may not be favourable enough, and governments
have used appropriations from ordinary revenue to
make good losses incurred by official lending agen
cies on loans made to developing countries at sub
market rates.

The need for systematizing and extending the
various means for tapping the private capital market
referred to earlier in this chapter has become more
urgent as the rate of increase in the provision of
public funds has slackened. The inherent difficulties
in obtaining budgetary authorizations on an increas
ing scale have been accentuated in recent years by
the imbalances that have emerged in the developed
market economies, particularly in the United King
dom and the United States, but also at times and in
varying degree in Canada, Italy and Japan. It is
extremely difficult for a government which is calling
for stringent measures to reduce external expendi
tures and curb the outflow of capital simultaneously
to ask parliament to increase the amount voted for
foreign aid. Thus, the movement of resources to the
developing countries tends to become the victim of
disequilibria in transactions of the developed market
economies with one another. This suggests that the
mechanism for tapping the capital market is likely
to be more effective if operated multilaterally than if
confined within national boundaries.
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Annex

Table A.I1-I. Net bond issues in developed market economies, 1962-1964

(Millions of dollars)

Domestic is.rues

Public Private U

Countr:}' and year
Local Foreign

Central m,tthorities issues
Total

government an,d P11blic
bodies

Belgium
1962 ............ 360 231 25gb 6 855
1963 . . . . . . . . . . . . . . . . . . 58 144 220b 2 423
1964 .......... 159 258 116b 533

Denmark
1962 , ............... -26 381 355
1963 ...... . . . . . . . . . . . . . . . . -28 496 469
1964 ...... . . . . . . . . . . . . . . . . -25 548 523

Francec

1962 .. , ....... -176 16 865 706
1963 .... 426 31 1,004 12 1,473
1964 ...... 112 35 1,110 31 1,288

Germany (Federal Republic)
1962 . . . . . . . . . . . . . . . . . . . . . . 165d 453 1,766 25 2,409
1963 ............. ........ . 453d 448 2,133 28 3,062
1964 ...................... 380d 450 2,562 224 3,616

Italy
1962 .......... ........... . -176 276e 1,586 48 1,734
1963 ......... ............ . -321 207e 1,838 22 1,746
1964 ......... -13 254e 1,954 2,196

Netherlands

1962 ........... -25f 56 83 39 153
1963 ........... 169f 111 --6 -33 242
1964 ,Of 81 39 ---14 159........... ......... . v,)

Spain

1962 .................. 8 82 185 274
1963 83 143 345 572
1964 .......... 250 139 332 722

Sweden

1962 .......... 46 60 594 700
1963 362 67 375 804
1964 ..... ~ ............ ~ . ~ .. 21 111 571 703

Switzerland!!

1962 -53 42 257 102 347
1963 ..... -76 60 508 123 614
1964 ......... -37 153 489 65 670

United Kingdom

1962 1,59811 392 476 2,467
1963 ........ -33611 252 671 56 643
1964 .... -307h 251 781 167 893

United States;

1962 ........ . .. , .......... 1,257j 4,603 4,865 1,048 11.773
1963 ......... .......... . 2,509j 6,007 5,344 1,045 14,905
1964 ......... 823j 5,403 6,097 720 13,043
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Table A.H-I. Net bond issues in developed market economies, 1962-1964 (continued)

(Millions of dollars)

D01nes#c i3sues

Public
Country and j'ear

Central
govenMnent

Local
authorities
and public

bodies

Foreign.
1~ssues

Total

Cwnada

1962
1963
1964

Japan

1962
1963
1964

Total

1962
1963
1964

714k

907k

186k

-11
44
50

3,682
4,250
1,654

863 390 1,967
1,203 518 2,627
1,266 652 2,104

712 1,122 -11 1,812
981 1,483 14 2,522

1,147 1,574 17 2,788

7,785 12.828 1,257 25,551
9,654 14,931 1.268 30,102
9,548 16,826 1,210 29,237

Source: Bank for International Settlements,
Thirt}'-fifth Annual Report, for the period
1 April 1964-31 March 1965 (Basle, 14 June
1965) .

a Including issues of semi-public credit in
stitutions and nationalized industries.

b Including deposit-bank issues of medium
term savings bonds.

c Franc zone bond issues are included with
domestic issues.

d Change in market holdinf!:s of bonded loans
and premium Treasury bonds.

e Including indirect Treasury borrowing.
f Excluding payments into pre-subscdption

accounts.
g Including privately placed issues.
h Change in marketable debt (excluding

T,reasury bills) in public hands.
i Based on Federal Reserve flow-of-funds

data, excluding mortgage loans.
j Change in public holdings of marketable

debt having a maturity of one year or more.
k Held outside government accounts.



Chapter III

SOME PROBLEMS OF EXTERNAL FINANCE

Two of the characteristics of the resource flows
. discussed in the previous chapter have proved to be
particularly troublesome. The fact that the transfers
are not all in a freely usable "liquid" form but are
for the most part either in goods and services or in
restricted types of credit has given rise to various
utilization problems. And the tendency for the
amount lent to grow more rapidly than the amount
given has accentuated the problem of debt and its
servicing.

The tendency towards specificity in the transfers
is in part a reflection of the increase in the number
of forms in which they are made. Compared with
the cash borrowing of an earlier period, the post
war growth of flows-in-kind has tended to reduce
the ability of the recipient to use the external re
SQurces flexibly as an increment to general pur
chasing power. :More recently, even cash flows have
been subjected increasingly to constraints as to their
use, as individual developed market economies have
sought to protect their own balance of payments
from the tun impact of the loans and grants they
have made. Apart from such "tying" of the trans
fers, there has been a strong and general tendency
to lend funds or. make donations for specific pur
poses~-usuany well-defined capital projects-rather
than for general use at the discretion of the recipient.

The imposition of these various restraints is a con
tagious process: as more source countries engage in
them, it becomes more difficult for other countries
to abstain. Contrariwise, if relaxation is to be
achieved, it needs to be tackled multilaterally.

In principle, from the point of view of the develop
ing country, any constraint on freedom of use might
be expected to detract from the value of the transfer.
In practice, however, the needs of many developing
countries are so broad and their administrative and
technical services frequently so weak, that certain
resources received in kind or in the form of com
plete capital projects may in fact be just as useful
for their economic development as would be freely
disposable purchasing power. In some cases, indeed
-most notably in the transfer of knowledge and
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expertise in the form of what is generally called
"technical assistance"-developing countries would
find it extremely difficult to obtain their require
ments by means of a conventional market transaction.

The difficulties arise when the pattern of resource
transfers does not accord with well-defined priorities,
and when constraints on the use of cash serve to
raise costs or restrict choice to an undue extent.
Moreover, because of the general scarcity of foreign
exchange among the developing countries, the prob
lem of effective utilization of externally provided
resources becomes increasingly serious as the pro
portion of freely disposable receipts diminishes.
"Where most of the incoming resources are destined
for particular investments or are in the form of spe
cific goods and services, it may prove difficult to
integrate them to the best advantage with the avail
able domestic resources in the framework of a de
velopment plan.

The growth of external debt aggravates the situa
tion by further reducing the freely usable purchasing
power at the disposal of the developing country, pre
empting an increasing amount for purposes of in
terest and amortization. The growth of debt poses
problems for the creditor countries, too: they are
concerned with the solvency of the debtor not only
in connexion with repayment and with the relation
ship of their claims but also in connexion with the
status of the debtor as a future purchaser of their
exports.

There is thus a strong mutual interest between
creditor and debtor and among the various creditors
to keep the debt of developing countries down to
manageable proportions. This is a question not only
of the absolute magnitude of the debt and the interest
rate it carries but also of the distribution over time of
its repayment. But the problem transcends that of
the terms on which loans are made: it involves the
purposes for which the borrowing is undertaken and
their effect on the debt servicing capacity of the
borrowing country. To prevent debt accumulation
from becoming a disruptive force is a joint respon
sibility of lender and borrower.
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Project financing

A "project" in the present context is a more or
less self-contained capital investment, considered
separately even though it may be a constituent
element in a development programme or plan. As a
distinct entity, capable of being casted with some
precision and of being broken down into components
and functions with definable sources and sequences,
it lends itself naturally to a discrete financing opera
tion. As such projects usually involve specific im
ported equipment and often the knowledge and skills
required for its erection and commissioning as well
as, in greater or less degree, other direct foreign ex
change costs, they have long constituted a major
means of harnessing external finance to the develop
ment process.

Virtually all the loans made by the centrally
planned economies to the developing countries are
for the financing of specific projects. An analysis of
commitments entered into by the developed market
economies and the international agencies in 1962
and 1963 shows that about one-third of the amount
pledged bilaterally and almost 90 per cent of the
amount pledged by the agencies was for the financing
of defined capital projects.1

Project financing is a convenient mode of inter
national capital transfer. It tends to be favoured by
the source country-and also by the multilateral
lending agencies-because it is measurable both as
a commitment and in terms of its execution, which
yields tangible evidence of the financial outlay, phase
by phase to completion. Not only is the project itself
physically and financially definable, but-at least in
principle-its relationship with other projects and
with the economy as a whole may be readily ap
praised, its viability assessed, its contribution to the
recipient country's debt servicing capacity evaluated.
These features commend this form of financing to
many developing countries, too. Developing pro
grammes often consist of a series of individual invest
ments and it is not necessarily inconvenient and,
where technical assistance is involved, it may actually
be advantageous to arrange for their separate financ
ing. And the economic justification of the project and
its linkage to the rest of the economy are matters no
less important to the capital importing country than
to the capital exporter. In its most rudimentary
form, indeed, development planning entails the set
ting of priorities for just such projects against a
background of appropriate economic policies and the
required arrangements in the rest of the economy.

In recent years, however, evidence has accumu
lated that the separate financing of individual capital

1 See Organisation for Economic Co-operation and Devel
opment, The Flow of Financial Resources to Less Developed
Countries, 1956-1963 (Paris, 1964), table II-13.

projects, when it embraces a high proportion of total
cash transfers, is a potentially restrictive procedure
introducing some risks for the efficiency of the
economy as a whole. The reason for this lies mainly
in the tendency to define the individual project too
narrowly, not taking adequately into account its re
lationship to other projects and to the rest of the
economy, and to make insufficient allowance for the
borrowing country's need for working or uncom
mitted capital. The demand for imports associated
with a given project is not limited to the equipment
and components and materials actually embodied in
the investment itself: it spreads to other parts of the
economy both during the period of capital formation
when other resources are being absorbed and sub
sequently when the project is operating and generat
ing new income. The provision of resources for
financing this indirect demand is rarely adequate,
and experience has shown that the higher the pro
portion of a development programme financed on a
narrowly defined project basis the greater is the
danger that foreign exchange needs will be under
estimated. The resultant shortage of exchange may
give rise to bottle-necks and the tightening of import
oontrols, and even to the anomaly of new plants being
erected on additional proj ect finance while existing
plants operate well below capacity because of short
ages of imported components or raw materials.

This sort of difficulty has been apparent in India
throughout its second and third plan periods. Pleas
made at meetings of the financing consortium for
an increase in the amount of unattached lending have
helped to ease the situation but industrial utilization
ratios have remained low. A recent survey suggests
that among the larger manufacturing units the pro
portion of industrial categories operating at reason
able economic rates of capacity remains very low.
In 1964, for example, less than two-thirds were work
ing at more than 70 per cent of capacity, and over
the period 1957-1964 well below half of the industries
achieved an operating rate of 80 per cent or more
(see table III-I). Moreover, among the smaller units
underutilization of plant was even more marked.
Though by no means the only cause of low operating
ratios, difficulties associated with the foreign ex
change stringency bulk very large.

Another risk connected with this type of financing
lies in the nature of the project. Not all projects are
equally attractive to the c<lJpital exporting countries:
there is always likely to be preference for those
which fit in best with export availabilities, and for
those which are most olnriously viable as individual
entities, and sometimes there is a preference for
prestigious investments. Consequently, the projects
for which financing can be arranged do not always
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Table III-I. India: Rate of capacity utilization III selected industries,a 1957-1964

(Cumulative frequency; percentaye)

Production as percentage
1957 1958 1959 1960 1961 1962 1963 1964of installed capacityb

100 per cent or nlore ............ 20 17 21 25 28 23 27 2.7
90 per cent or more 24 24 28 35 34 33 40 42
80 per cent or more 32 35 35 43 49 47 53 57
70 per cent or more 49 44 48 53 61 61 63 64
60 per cent or more 55 56 61 64 75 76 78 73
50 per cent or more 67 7Z 74 78 82 83 87 88
40 per cent or more 78 81 83 87 88 90 91 89
30 per cent or more 85 90 91 94 95 95 95 95
20 per cent or more 90 95 94 97 97 97 98 97
10 per cent or more 95 98 98 98 99 99 99 '19
Zero per cent or more 100 100 100 100 100 100 100 100

Source: Government of India, Cabinet Secre- a Based on a sample of 204 industrial cate-
tariat, Department of Statistics, Central Sta- gories, excluding smaller units for which data
tistical Organization, Monthly Statistics of the are inadequate.

b Production .figures are based on monthly
Prodt~ction of Selected Industries of India for averages. Installed 'GaP<l!eity refers to the close
June 1965 (Calcutta, 1965). of the period.
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accord precisely with the priorities dictated by a
sound development policy. vVhen the developing
country does not have the means for financing other
projects, bottle-necks and imbalances may emerge
and its development programme may be retarded.
At stake here is not only the use of external finance
but the deployment of all the domestic factors of pro
duction which are normally required to complement
the imported skills and equipment.

The impact of the choice of project is increased
by the fact that on the whole it is the larger invest
ments which tend to be considered for external
finance, both bilaterally and through the multilateral
agencies. Between 1956 and 1965, for example, the
166 projects that the International Bank for Recon
struction and Development (IBRD) financed in its
twenty-eight principal debtor members, involved an
average amount of over $20 mi1lion-a sizable sum
for most developing countries.

Some of the difficulties that project financing has
tended to occasion may be avoided or mitigated by
a joint approach: this is one of the lessons being
learned in the so-called "aid consortia" and "con
sultative groups" that have been established in recent
years. Within the framework of an entity of this
nature it may be possible to align more closely the
criteria adopted by borrower and lender for evaluat
ing viability and setting priorities. The lender's
tendency to take too narrow a view of individual in
vestments can be modified when a borrower is able
to expound the country's development strategy,
demonstrate the interrelationship among projects and
explain the determinants of project size and timing.

The more synoptic view emerging from such con
frontations has begun to introduce greater flexibility

into financing arrangements. In June 1964, the Inter
national Development Association (IDA) granted
its first general credit to India-$90 million to
finance imports for various capital goods industries,
in order to permit a rapid and sizable expansion in
the output of commercial vehicles, machine tools and
electrical and construction equipment. This was fol
lowed by a further $100 million in 1965. There has
also been some relaxation of the earlier general rule
that external finance should cover only the foreign
exchange costs of the project in question. It has be
come increasingly evident that, quite apart from the
indirect expansion in import demand that a given
investment may induce, there may be strains on
other resources which, unless relieved, could be
inimical to the development process.

Though, because of its advantages for measure
ment and control, the project is likely to continue
to be the main basis for the negotiation of external
finance, there is a perceptible softening of the rigid
accounting approach which until recently has gov
erned this type of flow. There is new evidence of
a willingness to see the individual proj ect in its
proper economic setting in terms both of its initial
cost and of its longer-run role in the recipient coun
try's development. There would seem to be no reason
for adhering to a narrow definition of "project". It
should not be too difficult to devise appropriate
means of measuring the need for specific components,
spare parts, replacement equipment or other inputs,
lack of which may be causing poor capacity utiliza
tion. Nor should it be too difficult to exercise as
much control over shipments of this nature as over
those of the various elements of a traditional
"project".
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The prohlem

Akin in many ways to the constraint implicit in
the financing of particular projects is the tying of
funds to particular procurement sources or to par
ticular commodities. Tying by source and tying by
end-use are quite separate limitations, though a par
ticular flow may be subject to both.

The most obvious form of tying is by means of a
contractual obligation limiting the procurement to a
particular source. Grants or loans tied in this way
are made with explicit stipulation of where they may
he spent, and possibly subject to further limitations
with respect to the types of commodities which may
be purchased. In order to ensure strict adherence
to the geographic restriction' on procurement, such
loans and grants are usually disbursed on the presen
tation of certified documentation of export.

In one sense, most forms of export credit are also
tied, that is, they are intended to finance the pur
chase of goods from a given country. In many cases,
however, the tying may be largely incidental: the
buyer may have selected the goods after due com
parisons and before availing himself of the credit in
question.

In another sense, all transfers-in-kind are tied:
they are specified in terms of actual commodity and
in practice as far as most bilateral transfers are con
cerned, also in terms of source of procurement. Here
again, however, the extent to which this constitutes
a real constraint may differ considerably from one
case to another. In most instances the provision of
technical assistance, for example, is in response to
a specific request which the developing country is
unlikely to be able to satisfy on the open market;
compliance with such a request can hardly be re
garded as a limitation of use or usefulness.2 Much
the same is true in the case of commodity transfers,
the bulk of which now arise from specific requests
for food which would in most cases represent a high
priority import. The principal contract between tech
nical assistance and food transfers in the present
context lies in the fact that the former was (and
still remains) a drain on skills that are very scarce
even in the supplying country, while the latter has
its origin in active efforts on the part of supplying
countries to dispose of agricultural surpluses.

What appears to be tying by source of procure
ment may arise in other and quite different ways.
Expert advice given to a developing country-per
haps through a technical assistance arrangement
~may, for example, result in import orders to cer
tain sources without any deliberate attempt to tie
the transaction on the part of the latter. The special

2 In some cases, moreover-most notably in the technical
assistance programme of the United States-personnel from
a third country may sometimes be hired for the purpose.

tying

relations which for various historical reasons link
certain developing countries with particular de
veloped market economies have similarly tended to
exert a tying influence on finance and trade: because
of the existing commercial and banking connexions,
a loan made to such a developing country is likely
to be reflected in a trade flow along traditional chan
nels without any formal constraint. Though, with the
attainment of political independence by many de
veloping countries, there has been a general loosen
ing of these informal restraints on the pattern of
trade, some trade flows have continued to be linked
to the provision of finance by particular capital ex
porting countries.

Efforts to measure the extent of tying as a form
of constraint are thus complicated by the difficulty
of determining whether it was imposed and material,
or incidental and flowing merely from the way in
which a regular transaction was financed. .

Of principal concern in the present context has
been the growth of more overt forms of tying during
the past ten years, which has reduced quite signifi
cantly the flexibility of the flow of capital to the
developing countries. Apart from the question of
transfers-in-kind-considered in the sections that
follow-the process has involved the increased use
of export credits and various legislative or adminis
trative checks on the free disposition of some of the
budgetary provisions of "foreign aid". In part it has
reflected the intensification of competition among
the industrial countries: the more active use of
credits to promote exports has served to strengthen
very considerably the ties between the financial flow
and the trade flow from particular developed market
economies. But more recently, as a result of pay
ments imbalances among the developed market
economies, there has been a marked increase in the
amount of formal contractual tying to circumscribe
the use by the developing countries of the loans and
grants furnished by particular developed market
economies.

The recent expansion of contractual tying to help
cope with balance of payments difficulties began in
1959. Following the devaluation of the franc, France
wrote tying provisions into its aid agreements with
the newly independent African countries. Shortly
afterwards, the United States, reversing the policy
on off-shore purchases that had characterized the
European Recovery Programme and subsequent aid
programmes, limited the use of moneys from the
Development Loan Fund to procurement in the
United States. In December 1960 the International
Co-operation Administration (lCA) was instructed
"to effect an orderly cessation of commodity procure
ment" in most of the developed market economies.
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Though purchases in the developing countries them
selves were permissible, given the nature of the re
quirements, the use of ICA funds was confined very
largely to United States' goods. Towards the end of
1962 the tying was tightened: goods of which the
United States was itself a net importer could no
longer be financed as foreign aid, and irrevocable
letters of credit were introduced as a means of con
trolling procurement through cash grants. Loans
from the Alliance for Progress Social Progress Trust
Fund could be spent only in the member countries
of the Organization of American States. The result
was a rapid rise in the proportion of AID commodity
expenditure effected in the United States: before
1961 it was less than half the total whereas by 1964/
65 it accounted for over 90 per cent (see table III-2) .

Table III-2. United States: Agency for Interna
tional Development commodity expenditures by
source of procurement, 1958/59-1964/65

Total SMtrCe of purchase
commodity (percentage)

Yea:r,a expel1,ditu.rcsb
(millions of United 19 developed Developing

dollars) States countries cuuntries C

1959 1,002 47 42 11
1960 1,040 41 49 10
1961 1,055 44 47 9
1962 884 66 16 18
1963 1,146 79 7 14
1964 1,165 87 3 10
1965 1,294 92 2 6

Source: Agency for International Development, Opera
tions Report, Fiscal Year 1965 (Washington, D.C.).

a Fiscal year ending 30 June of year stated.
b Excluding agricultural transfers, which are effected

primarily through the Food for Peace Program.
C Off-shore procurement in countries other than the nine

teen developed countries.

In the United Kingdom, balance of payments
stringency has also brought about a greater degree
of tying. Since October 1962 direct purchases in con
nexion with "foreign assistance" have had to be
made in the United Kingdom unless it could be
demonstrated that British supplies were not avail
able on "reasonably competitive terms". In France,
formal tying provisions were introduced when the
dependencies achieved statehood, and by 1964 all
official contributions to these countries were tied to
purchases in France or the franc zone. Partly in re
action to the restraints being imposed in other coun
tries, the Federal Republic of Germany also tightened
its tying arrangements: there was a sharp increase
in the formally tied proportion of "foreign assistance"
expenditures-from only 10 per cent in 1962 to over
50 per cent in 1963 and somewhat less in 1964.

The bulk of the flow of resources to the develop
ingcountries is thus subject to some form of con
straint. Virtually all the transfers from the centrally
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planned economies are designated in kind and only
a small proportion of the transfers from the devel
oped market economies is in the form of freely dis
posable purchasing power. Of the commitments made
by the developed market economies in 1963, for
example, almost half consisted of official export
credits, or loans and grants subject to contractual
arrangements, one-fifth consisted of transfers-in-kind,
and one-eighth of technical assistance (see table
III-3). The tied portion was highest in countries
in which official export credit was a major means
of resource transfer (as in Canada, the Federal Re
public of Germany, Italy and Japan), but it was
also high in the United States where most loans and
grants were subject to formal restriction on use.
The lower proportions of tied flows among the other
countries do not necessarily indicate the predomi
nance of freely usable purchasing power: in some,
technical assistance was a major form of transfer
(between one-fourth and one-third in Belgium, Den
mark, France and Norway, for example), and some
were relieved of the need to make formal tying
arrangements by the existence of particularly close
institutional links with the recipient countries (as
in the case of Belgium, France, Portugal, and to a
less extent, the United Kingdom). Thus, even the
transfers passing bilaterally in cash are not neces
sarily at the free disposal of the recipient countries.

THE EFFECTS OF TYING

A precise measurement of the effects of tying
would require a detailed appraisal of the circum
stances surrounding each transaction in both the
capital exporting country and the recipient country.
In general terms, however, it is clear that the tying
of a cash transfer tends to reduce both its value to
the recipient and its impact on the external liquidity
of the source country.

Tying can reduce the value of a transfer to a
developing country in two principal ways: on the one
hand it tends to diminish the flexibility of the trans
fer and hence create possible utilization problems,
and on the other hand it may involve higher costs
and thus lessen the real benefit derived from a trans
fer of a given nominal value.

The potential loss of flexibility depends not only
on the recipient country's needs and import priorities
but also on the supply position in the source country
and the stringency of the tying. If the latter is only
a currency constraint and the source country is able
to supply a wide range of goods at world market
prices, the disadvantage of tying is minimal. It is
also minimal if the proffered forms of transfer accord
closely with the requirements of the developing
country. The potential disadvantage increases as the
range of available goods narrows and the competi-
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Table III.-3. Developed market economies: Degree of tying of official resource
transfers to developing countries,a 1963

(Percentage)

Bilateral commitmentsc

Tied Technical Transfers
trcmsfers f assistance in kind

Actual net
Other contrib!ttim1,s T ataZe

bilateral to 'In/{Ztdc:te:al
transfers a.oenctes

Japan
Canada
Italy . .
Germany (Federal Republic)
United States .
United Kingdom .
France
Denmark .
Belgium .
Netherlands .
Nocw~ .
Portugal .

Total above .

106
89
55
53
48
32
26
17
1

46

2
4
3

13
10
15
32
35
23
9

26
16
13

1
3

34

20

-8 100
6 100

37 2 100
31 4 100
3 5 100

44 9 100
37 5 100

48 100
57 19 100
40 51 100
4 70 100

84 100
15 5 100

Source: Centre for Development Planning,
Projections and Policies of the United Nations
Secretariat, bas'ed on data from Organisation
for Economic Co-operation and Development,
The Flow of Financial Resources to Less De
veloped Countries, 1956-1963, and nationq.l
sources.

" Develoj}ing countries as defined in foot-note
a to figure I, plus Greece, Turkey and Yugo
slavia.

tiveness of the source country diminishes. It also
increases with the degree of dependence of the re
cipient on the source country in respect of its external
purchasing power: utilization problems are likely
to grow as the availability of alternatives based on
free foreign exchange shrinks.

From the point of view of the supplying country,
the need to tie loans and grants tends to vary in
versely with its competitiveness. Thus, contractual
tying poses a prima facie cost problem when viewed
from the standpoint of the recipient. This is difficult
to quantify not only because of the imperfections of
the world market as a measuring base but also be
cause the required compacrisons extend far beyond
the prime cost of the piece of equipment whose
procurement may be tied: no less relevant are many
quality and performance considerations as well as
the cost of maintenance over the working life of
the asset.

The fact remains, however, that original costs
often do differ significantly and that tying may result
in a substantial difference between the declared or
nominal value of the transfer and its actual market
value. A recent study in Pakistan, for example, con
cludes that in the early nineteen sixties the tying of
foreign credits raised the average price of procure
ment of all foreign assistance (tied and untied) by

b Arranged in descending order of the ratio
of tied transfers to total transfers.

c Except in the case of France (net disburse
ments) and Italy (gross disbursements).

d As defined in foot-note d to figure II.
e Bilateral commitments plus disbursements to

the mu:ltilateral agencies.
f Estimated on the basis of commitments in

respect of official export credits and loans and
grants known to be contractually tied.

an average of 12 per cent.3 The difference in price
between the tied source and the lowest international
bid tended to be highest in the case of projects being
financed as such: a comparison of a sample of twenty
projects showed that tying inflated the cost by an
average of about 50 per cent. These conclusions are
borne out by the data on contracts put out for inter
national bidding by the IBRD: the normal spread
of prices is between 20 and 40 per cent, but on
occasion the highest bid may be more than double
the lowest.4

Assessing the eff·ect of tying on the capital ex
porting country also presents difficulties. Though,
as indicated above, the main reason for tying has
been the desire to shield the balance of payments,
it is clear that the protection ohtained is only partial.
Matching exports to the outflow of capital still leaves
the import content of the exports uncovered. While
this may be unimportant in the case of large and
well-endowed countries, it is a sizable leakage in
the case of many smaller industrial countries. To
some extent, moreover, the finance provided by the
exporting country may merely substitute for the

3 See Mahbub ul Haq, "Tied Credits-A Quantitative
Analysis", a paper submitted to the International Economic
Association Round-table Conference on Capital Movements
and Economic Development in Washington, D.C. in July
1965. '

4 Aocording to Geoffrey M. Wilson, Vice-President of the
IBRD, in an address before the Economic Commission of
the Council of Europe, Paris, 1963.
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foreign exchange which the recipient country would
otherwise have used in order to acquire the goods
in question. The closer the normal trade connexion
between the exporting and importing cotmtries and
the higher the priority of the goods in question
among the latter's requirements the greater is this
substitution effect likely to be. Conversely, it cannot
be assumed that what is lent or donated without
a tie will all be used to finance purchases from other
countries: depending again on the nature of the avail
able goods and the closeness of the trade connexion
with the recipient country, a feedback of some por
tion of credit is to be expected, the link being effected
as a corollary to ordinary trade relations."

Efforts to measure the effects of tying are also
complicated by the fact that they are to some extent
influenced by the state of the internal economy and
the state of capacity utilization in the industries to
whose benefit the procurement restraint would re
dound. Tying may be more necessary (if the export
business is to be retained) when there is a backlog
of orders and prices are rising in the capital ex
porting country than when firms are more actively
seeking new business in the international market.

5 For a detailed discussion of the problem of measuring
the substitution and feedback effects, see Walter S. Salant
and Associates, The United States Balooce of Payments in
1968 (Brookings Institution, Washington, D.C., 1963); Alan
M. Strout, "Foreign Aid and United States Exports: a
Statistical Analysis" (mimeographed, Washington, D.C.,
1964), and Richard Cooper, "Foreign Assistance and the
Balance of Payments of Donor Nations" in United Nations,
Proceedings of the United Nations Conference on Trade
and Development, Volume V, Financing and Invisibles,
Institutional Armngements (Sales No.: 64.II.B.15).
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In order to appraise the cost of "untying" it is
instructive to examine the estimates that have been
made of the two main quantitative effects cited above
for the principal country now practising contractual
tying. Estimates based on a study of the United
States balance of payments6 indicate that on a broad
regional basis the substitution effect ranges from 30
per cent in the case of Africa (where trading links
are relatively weak and the chance of displacing com
mercial exports by AID loans and grants is corre
spondingly low) to 50 per cent in the case of Latin
America where ordinary trade relations a:re much
closer. Similarly, the proportion of an untied outflow
likely to be spent in the United States is estimated
to range from 15 per cent in the case of Africa to
55 per cent in the case of Latin America. Applying
these coefficients to the pattern of AID commodity
expenditures in 1963/64, it is seen that loans and
grants totalling $1,134 million would probably have
resulted in a foreign exchange outflow of about $725
million if no restraints had been imposed on the
use of the funds, as against a loss of about $272
million with procurement tied to the United States.
The net balance of payments effect of the tying was
likely to be weakest (less than one-fourth of the
AID expenditures) in the case of Latin America.
On the basis of assumptions made, tying would save
about 45 per cent of the funds made available to
the N ea:r East and South Asia and almost 60 per cent
of those provided to Africa (see table III-4).

6 See the study by Walter S. Sa1ant and Associates
referred to in the previous foot-note.

Table 1II-4. United States: Estimated effect of tying on the balance of payments, fiscal year 1964
(Millions of dallal'S, except as indicated)

(1) (2) (3) (4) (5 ) (6) (7) (8) (9
United Reflow Outflow

Substi- States Feedback into Outflow resulting
Net balan'Ce of pay-AID tution com· coefficient United resultin,g from

Region commodity coeffi- mercial (per- States from tied 1.'11Hed ments effect of tying
expendi- cient exPorts cent- of displaced assistanre assistance

AmOtlnttnres (per- displa.ced age) e.-rports (3)-(5) (1)- Percentage
centage) (1)x(2) (3).r(4) ((1)x(4)) (7)-(6) (8)-.;.-(1)

Near East and South Asia" ... 684.0 35 239.4 31 74.2 165.2 472.0 306.8 45
Far Eastb ..••••••••••••• """0 286.8 45 129.1 47 60.7 68.4 152.0 83.6 29
Latin Americac .............. 93.4 50 46.7 55 25.7 21.0 42.0 21.0 23
Africad ...................... 69.8 30 20.9 15 3.1 17.8 59.3 41.5 59

Total . . ......... 1,134.0e 436.1 163.7 272.4 725.3 452.9 40

S01CI'Ce: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
Operations Reports of the Agency for International De
velopment, and Walter S. Salant and Associates, The United
States Balance of Payments in 1968 (Brookings Institution,
1963).

Note: The substitution coefficient is the amount of United
States commercial e~ports dispbced by one unit 0 f tied
AID outflow. The feedback coefficient is the amount which
will eventually be spent in the United States' per unit of
untied AID outflow. The figures for the substitution and
feedback coefficients used here are from the Brookings
Institution study cited in the source. These coefficients are
derived from a 1960 matrix of the trade between the United
States and the different regions.

a Aden, Afghanistan, Ceylon, Cypruii. Greece Jordan
India, Iran, Iraq, Israel, Kuwait, Lebanon, Pakist'an Saudi
Arabia, Syria, Turkey, United Arab Republic, Ye~en and
Persian Gulf sheikdoms.

b Burma, Brunei, Cambodia, China (Taiwan), Hong
Kon~, Indonesia, Laos, Macao, Malaysia, Philippines, Re
pubhc of Korea, Ryukyu Islands, Sabah Singapore and
Thailand. '

C Twenty republks and the Caribbean area.
d Continental Africa and associated islands excluding

South Africa and United Arab Republic. '
e This figure differs sHghtly from the total shown in

table III-2 which includes expenditures on commodities not
shipped to the regions indicated.
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This rough calculation may well overstate the
foreign exchange sewing effect of United States' tying
practices. Being based on a total trade matrix, the
feedback coefficients are probably lower than they
would be if the trade in development goods alone
was taken into account; for in the case of such goods
it is probable that the United States has some com
petitive advantage as a source of supply.7 And the
coefficients that have been used, being regional
averages, are probably lower than those applicable

7 This is borne out by the ,relatively high proportion of
purchases made in the United States in connexion with
earher, untied "foreign aid" expenditures-by the lCA for
example-and also by the relatively high proportion of
IBRD loans, also untied, which are in fact used for pro
curement in the United States.
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to the countries receiving AID loans or grants, which
may well have closer trade links with the United
States. On the other hand, where tying is used to
foster a pattern of exports different from that re
flecting the import requirements of the developing
countries concerned, the substitution coefficients
would be lower, regular commercial exports less
affected and the exchange-saving impact of tying
so much the greater. Some allowance should also be
made for the longer-run effect of the process: in so
far as tying serves to introduce goods into new
markets or to install equipment which may be ex
pected to generate a future demand for spare parts
and replacements it may be more beneficial to the
capital exporting country's balance of payments than
the immediate impact would indicate.

Proposals for untying

The argument against tying lies partly in its
harmful effects on the developing countries seeking
to utilize their external resources to the greatest
advantage and partly in the fact that as far as the
more advanced countries are concerned it is a good
deal less efficacious than it seems. But the strongest
argument is implicit in the fact that the payments
problems of the more advanced countries which
have given rise to the tying of "aid" stem from
disequilibrium among themselves and not out of
their balance with the developing countries. An in
crease in the flow of financial resources from the
former to the latter is likely to be followed promptly
by a corresponding increase in the demand for goods
and services from the more advanced countries as
a group. This suggests that in order to minimize
the effect on these countries of the untying of their
loans and grants to the developing countries, the
operation should be carried out simultaneously and
universally.

To minimize the impact is not to eliminate it,
however: because of the existing pattern of bilateral
flows and the existing commercial links between
certain of the developing countries and particular
developed market economies there would· probably
be a number of losses and gains among the latter.
In the case of the United States for example-which,
because of the relative magnitude of its bilateral
outflow would probably stand to lose most by the
freeing of cash transfers-the impact of untying
might well be reduced from the 40 per cent that
unilateral action would entail to between 20 and 30
per cent if other developed market economies par
ticipated in a joint action.8

8 Based on estimates .similar to those involved in table
IIl-4, assuming (a) that the untying of $1 billion by the
United States is matched by the untying of between $1 and

·While it is thus clear that the process of untying
calls for a multilateral approach, it is equally evident
that the complexity of both concept and practice
rules out any simple proscription of one or other
of the formal constraints that may be imposed on
the use of funds. What seems to be required is a
series of concerted measures all aimed at the samet
objective, namely, to reduce the impact of the various
forms of constraint in the two respects in which they
are potentially inimical to the developing countries
-rigidity and cost. The acceptability and effective
ness of such measures, however, hinge very largely
on the success achieved by the capital exporting
countries in lessening the disequilibria among them
selves which lie at the root of many of the defensive
actions affecting their dealings with the developing
countries.

Perhaps the simplest move towards untying would
be an increase in the use of the international insti
tutions for effecting resource transfers to the de
veloping countries. Though the institutions are not
completely immune from the restraints implicit in
tying,and some of them accept contributions in
inconvertible currencies or with other limitations
on use, yet on the whole their procedures are gen
erally such as to reduce the over-all incidence of
the constraints placed on contributions.

A multilateralizing effect may also be obtained
through a system of regular confrontation of the
parties concerned, such as has been achieved through
so-called aid consortia and consultative groups.

$2 billion by othel!" developed market economies combined;
(b) that the regional distribution of the flows is not changed
by the untying, and (c) that the feedback and substihltion
coefficients applicable to the other developed market eco
nomies are more or less complementary to those for the

United States. '
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Within a mechanism of this type the needs of the
developing country are expounded before a number
of potential providers of external finance; the re
source flow is, in principle, made more fluid, choices
before the developing country are enlarged and the
chances of its being penalized by serious discrepancies
in cost are reduced.

Any arrangement which would facilitate interna
tional competitive bidding on capital projects would
lessen one of the risks of tying. The IBRD is able
to base its own disbursements on such competition,
and a technical costing service (even without the
subsequent financing) would meet a need that arises
very frequently in the development process. The
ability to establish a bench-mark through the work
of consulting engineers and quantity surveyors placed
at the disposal of a developing country by an inter
national project-costing service would go a long way
towards ensuring that tied financing was not asso
ci3Jted with unduly onerous terms. Such a service
would fill a gap in the range of multilateral assistance
which now extends from pre-investment surveys and
general feasibility studies to the actual financing.
Even if the financing were done bilaterally and pro
curement tied to the country that was providing the
capital, the international survey and costing arrange
ments could serve as a control.

Untying need not be a single once-and-for-all
action. It might be achieved piecemeal by the pro-
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gressive extension of a waiver system, for example,
which permitted an increasing proportion of the
amount being transferred to be used for procurement
in markets of the recipient's choosing. 'Whether
tying provisions could be loosened by allowing the
capital exporting country to designate other markets
that might be used is less clear. To some degree this
has been done by the United States in permitting
AID grants to be spent in developing countries, but
an extension of the process of geographical waivers
of tying provisions-to countries that have close
trade relations, and hence high feedback ratios, with
the capital exporters, for example-might be re
garded as potentially discriminatory.

Liberalization of tying practices depends ultimately
on the lessening of the need for defensive action on
the part of the country that is making resources
available to the developing countries. This requires
the mitigation of the imbalances that exist among
the developed market eoonomies themselves. While
this is being achieved, improvements will have to
come from the efforts of individual countries to gear
their policies and procedures as closely as possible
to the development needs of the recipient countries,
freeing their transfers as far as possible in order to
minimize utilization problems and maximize effec
tiveness. In this process the use of the international
institutions can play an important part, while agree
ment is sought on multilateral liberalization.

The transfer of resources III kind

The transfer of resources in kind has always been
an element in the external financing of development:
it is often an essential part of the process of direct
investment and it played a key role in the rehabilita
tion operation of UNRRA and the ERP and in
relief activities under those programmes and under
UNICEF and other United Nations agencies. In
the middle of the nineteen fifties, however, it took
on a new dimension: the ending of the phase of post
war reconstruction brought about a significant change
in the pattern of production and trade and left North
America with an over-expanded agricultural capacity.
At the same time, an agricultural lag began to make
itself felt in several of the developing countries,
under the impact of urbanization and the increased
industrial intake of raw materials as well as an up
ward movement in population growth rates and a
keener awareness of the inadequacy of existing
nutritional levels.

With the passage of the Agricultural Trade De
velopment Act of 1954 (United States Public Law
480), the scene was set for a major expansion in

the transfer of resources in kind to the developing
countries. Dominated in the early years by the
anxiety of the United States (and to a much less
extent, Australia, Canada and France) to dispose
of "surpluses" generated largely by agricultural sup
port programmes, this transfer came increasingly
under the influence of the needs of many developing
countries. Though characterized chiefly by their low
level of industrialization, the developing countries as
a group became large-scale importers of primary
agricultural products: by the end of the nineteen
fifties their combined imports of food-stuffs totalled
about $3 billion a year, and their imports of grain
alone over ten million tons. And in the first four
years of the nineteen sixties these commodity trans
fers-overwhelmingly of food and very largely of
wheat-accounted for about one-fourth of all official
bilateral loans and grants made by the developed
market economies to the developing countries.

This massive transfer of resources is now the
object of critical reappraisal growing out of changes
on both the export side and the import side. On
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Figure VIII, Selected food deficit countries: Per
capita cereal supply, the share of net imports
in total supply, and the share of United States
aid in net imports,a annual average, 1934-1938
to 1961-1964

that still accounts for the bulk of total output in the
countries concerned. The problem is a dual one: to
push ahead as rapidly as possible with agricultural
development, and to use external supplies of food
and other commodities to assist in the process or at
least in a way that does not serve to detract from
the domestic effort.

Per caPita supply of cereals (index, 1934-1938 = 100)

Composition of total supply (percentage)oNet imports

I Production

Source of net imports (percentage)

nCommerciol

~ United States food aid

Philippines............................."

Pakistan

Peru

.... 1 R.··········r···]

United Arab Republic

"'. .... ....m······

rl.... I .

1934- 1952-1955- 1958-1961
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Indio

Indonesia

Brazil

........
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I··.. II·..·
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~

1934-1952-1955-1958-1961
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50

50

50

50

Index or
percentage

100
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Soune: United Nations, Demographic Yearbook, 1964
(Sales No.: 65.XIILl); Food and Agriculture Organiza
tion of the United Nations, Production Yearbook, Trade
Yearbook and Wodd Grain Trade Statistics (Rome);
United States Department of Agriculture, United States
Grain E%pods ttnder Government Program.s and The
1964 For East, Communist China" Oceania Agricultural
Sitttation (Washington, D,C.).

a Cereals include wheat, rye, barley, oats, maize, millet,
sorghum (grain), plus rice (unmilled equivalent) and flour
(as grain equivalent).

the one hand the pressure to get rid of surpluses
has greatly diminished, and on the other hand doubts
about the wisdom of continued dependence on food
imports and its impact on domestic production and
development have emerged more clearly. The situa
tion is reflected in General Assembly resolution 2096
(XX) which calls for a thorough review of world
food strategy. This review is to be made jointly by
the United Nations and the Food and Agriculture
Organization during the next two years. Its con
clusions cannot be anticipated, but the essence of
the problem needs to be outlined if the role in devel
opment finance of commodity transfers in general
and "food aid" in particular is to be appreciated.

The problem on the supply side can be stated
very simply. Under the influence of the continued
growth in shipments to the developing countries and
recent calls on the world market by mainland China
and the Soviet Union, stocks have been drawn down.
In mid-1965 total grain stocks in the four leading
exporting countries-Argentina, Australia, Canada
and the United States-were at their lowest level
in ten years. In the case of wheat, the principal
crop concerned, stocks, which had increased from
about 20 per cent of one year's production in 1952
to nearly 90 per cent in 1960, had dropped back
below 60 per cent by 1964. At the same time, certain
changes have been instituted in the systems of price
and income support, making them less conducive
to an expansion in output. As further changes of this
nature are pending, there is an urgent need to
decide on the role that the major food exporters
-chiefly developed market economies-are likely to
be required to play in relation to global needs as
well as in their domestic market.

On the side of the developing countries the prob
lem is a much more complex one because of the
number of unknown and uncontrollable elements
in it. Its essential nature, however, may also be
stated simply. In a number of developing countries,
including several with large absolute levels of de
mand, dependence on imports will almost certainly
increase in the period immediately ahead: these
countries are experiencing an acceleration in popu
lation growth and their per capita levels of supply
of basic cereals have barely maintained the relatively
low pre-war figures (seefigure VIII). It would seem
to be virtually impossible suddenly to reverse the
trend towards greater dependence on imports-and
in particular on non-commercial imports-that has
characterized these countries in recent years.

And yet, in the longer run, this trend has to be
reversed if these countries are to achieve a satis
factory rate of economic growth. This is not a ques
tion of seeking agricultural self-sufficiency as a goal
but of the necessity to raise productivity in a sector
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In the present context it is not the vast problem
of agricultural development that is at issue but rather
that of deploying commodity transfers to the greatest
advantage. On the negative side it is clear that the
availability of such supplies should not be allowed
to breed complacency regarding the food situation as
a whole, or to discourage local production through
the impact on the market in general or on grain
prices in particular. (There is evidence that both
these effects have actually been experienced from
time to time.) On the positive side, a good deal of
experimentation has taken place in recent years on
ways and means of using such transfers to facilitate
capital formation and to raise the general level of
nutrition and productivity, not least through greater
output of domestic agriculture.

These experiments, while often successful and
always instructive,9 have tended to emphasize the
difficulties that arise from the fact that the exercise
has continued to be primarily one of surplus disposaL
Except to a modest extent within the framework
of the World Food Programme-which has spe
cifically sought contributions of a variety of com
modities and also, significantly, of cash-the transfers
have been of products in excess in the source coun
try, not of products in short supply in the recipient
country. This has made it extremely difficult to raise
the quality of the diet, and even in the provision
of the staple, wheat has sometimes had to be substi
tuted for rice.

On the other hand, where the need for additional
grain supplies was urgent-following a poor harvest,
for example-the availability of food aid lightened
the burden on foreign exchange, which would other
wise have had to be used to finance commercial im
ports; and the exchange saved could then be used
to maintain the level of developmental imports. To
the extent that regular commercial imports have
been replaced in this process there has been an
obverse side to this gain by the aid recipient. Ac
tually, total imports of wheat into the developing
countries in the quinquennium ending in 1963/64
were over double those in the corresponding period
ending in 1953/54, but commercial imports were
10 per cent lower. This implied loss probably fell
mainly on the grain exporters among the more ad
vanced countries. More serious from the point of
view of the developing countries has been the stag
nation in rice imports. In the aggregate, rice im-

9 They include efforts to harness underemployed workers
to labour-intensive development projects, the use of grain
to establish dairy and poultry industries, the feeding of
school children and indigents, and other extra-market uses
calculated to raise human produotivity without affecting
ordinary local delllilnd for food.
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ports into the principal deficit countries-Ceylon,
India, Indonesia and Pakistan-in the nineteen
sixties have been at much the same rate as in the
nineteen thirlties : the great upsurge in cereal imports
has been almost entirely in wheat.

If grain "surpluses" are about to disappear, a
notable chapter in the history of international eco
nomic relations will have come to an end. The
imaginative use of these surpluses epitomizes the
change that has taken place-both in attitudes and
in the capacity to manage-since the dismal days of
stock destruction in the nineteen thirties. While the
disappearance of surpluses will represent an improve
ment in the balance of market forces, it will pose
a major challenge in respect of both "aid" policies
and world food policies. The ending of food trans
fers would cause not only a considerable reduction
in the total flow of resources to the developing coun
tries but also a critical situation in the food deficit
countries previously in receipt of large tonnages of
non-commercial imports.

Such a challenge also represents a signal oppor
tuni,ty for the gradual replacement of commodity
transfers by cash transfers. In so far as food con
stitutes a high-priority import, and the countries
that have generated surpluses are those with the
capacity for rapidly increasing production, the transi
tion to cash transfers would not occasion any drastic
immediate realignment in the flow of real resources.
It would, however, open up the possibility of several
desirable changes. It would permit some redistribu
tion of the burden among the capital exporting coun
tries and it would enable the developing countries
concerned to make more rational decisions aboUit
resource allocation-to the advantage of domestic
agriculture and of consumers' needs and preferences,
which would in turn benefit some of the other de
veloping countries from which commercial imports
might then be expanded. The increase in flexibility
would thus improve the quality of international de
velopment finance, and it would be in the interest
of internal development strategy (in which agricul
ture needs to be given its due place) as well as of
international policies relating to the supply of food
(in which some developing countries should emerge
as larger net contributors).

To cite these potential gains is to open up the vast
array of questions implicit in General Assembly reso
lution 2096 (XX). For just as the emergence of
surpluses in the nineteen fifties reflected policies not
only in the countries in which they were physically
accumulated but also in the countries in which they
might have been marketed had agricultural trade
been freer, so the possible vanishing of surpluses in
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the nineteen seventies raises questions of future agri
cultural policies in all countries-net importers
among the more advanced countries as well as net
exporters, and the developing countries with food
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surpluses as well as those with food deficits. Though
the problems posed in the present context concern
the transfer of food as a means of financing devel
opment, what is really at issue is global food policy.

The role of technical assistance

Though the provision of technical assistance is a
form of transfer-in-kind it is subject to rather dif
ferent considerations from those governing the com
modity transfers discussed in the previous section.
What the developing country usually requires tends
to fall into two categories: on the one hand is the
need to make good the local deficiency in particular
strategic skills, and on the other is the need for ad
vice or instruction of a highly specialized nature
and in most cases for a relatively short period. To
some extent such skills and expertise are components
of the direct investment package, and the need for
special arrangements for their provision in a par
ticular country is inversely related to the availability
and importance of direct foreign investment. But
the need often extends far beyond the range of opera
tions ordinarily associated with private enterprise:
it is often greatest in the area of public administra
tion and in connexion with the many social and
economic activities for which the government has
responsibility.

. Both the nature and the duration of the need tend
to make it extremely difficult to satisfy on the
market. While for many purposes consultants can
be hired on a commercial basis, the type of expertise
and the scale of requirements are such that the de
veloping countries cannot always rely on the market
mechanism to obtain the right kind of assistance at
the right time. Thus, whatever the merit of providing
resources in the most flexible form, cash would in
most cases be a poor substitute for technical as
sistance. It is only through the organizing efforts
of the more advanced countries and the multilateral
agencies that appropriate skills can be mobilized and
placed at the disposal of the developing countries.

The magnitude of the effort involved is indicated
by the fact that the various programmes~bilateral

and muItilateral-of the developed market economies
in the nineteen sixties have provided the developing
countries with about 100,000 man-years of technical
assistance each year. The great bulk of this has been
made available to countries in Africa, where the
skill shortage is generally most acute (see table
III-S). Apart from the broad instructional purpose
of the whole exerdse, most of the persons involved
have been formally engaged in education, chiefly as
teachers, especially in the case of North Africa where
the schools have continued to rely heavily on staff
from France. A sizable proportion of the assistance
has been in government service as such; this has

been particularly so in central Africa where the lack
of trained cadres has been a serious handicap to
efficient public administration in many of the newly
independent states. A certain amount of expert help
has also been publicly provided for solving problems
in industry and agriculture, sectors in which, in most
of the developing countries, the bulk of external
assistance has been organized privately.

The multilateral technical assistance programme,
though very much smaller, has a somewhat wider
and more uniform geographical spread than the
bilateral programmes, though here too there has
been a certain concentration on Africa in recent
years (see table 1II-6). The functional spread of the
multilateral programme has also been wider: school
teaching as such has been only a minor feature;
relatively more expertise has been marshalled in the
field of health and sanitation and, also in an attempt
to solve problems in the more immediately produc
tive sectors, in agriculture, manufacturing and re
source surveys.

The over-all technical assistance effort is difficult
to measure, even in the crude terms of man-years
of expert service. For aside from the large amount
of privately organized assistance referred to above
-much of it as an integral part of direct invest
ment-most other resource transfers are accom
panied by what, if separately arranged, would be
classified as technical assistance. A large amount of
such expertise is necessarily involved in almost every
financial transfer: the appraisal and supervision of
projects for which loans and grants are made, for
example, embody a large element of what would in
other circumstances be regarded as technical as
sistance. Indeed, in many cases, such assistance is
an essential prerequisite to any negotiation for ex
ternal finance.

This serves to emphasize the main relevance of
technical assistance in the present context: it should
serve to increase the ability of the recipient country
to make effective use of other resources, including
those that are externally provided. By expanding
the supply of complementary factors and improving
their quality, it should help to raise the capacity of
developing countries to absorb capital from abroad
for productive deployment,

The contribution that technical assistance makes
to the financing of economic development depends
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Table III-5. Developed market economies: Provision of bilateral technical assistance, by recipient area
and by type,a 1963

(Percentage, except as indicated)

Distribution. by type
Total Reg£onal

Region number of distri- P".blic Health Other, and
e:rperts butioH Teach- Other admin- Agri- Indus- and l/nclassi-

(tho-usands) ers ed~tca- istra- clIlture frJ7 sant- jied
tion tion tation

Total .................... 78 100 48 3 17 7 11 5 8
Europe .................. 1 1 61 6 5 7 7 3 12
Africa ................... 65 84 50 2 18 7 11 5 6

North of Sahara ........... 35 45 66 3 13 3 9 4 2
South of Sahara . . . . . . . . . . . 30 39 32 1 25 11 13 6 11

America ......... 3 4 37 8 11 10 12 6 16
Central ................... 1 1 34 7 15 10 13 11 11
South •••••••••••••••••••• 0 2 2 39 9 9 11 10 4 18

Asia ...............•••• o. 8 10 39 4 10 7 13 7 19
Vilest 1 " 34 8 14 10 16 9 9..................... "-

South ................... " 2 2 34 3 4 10 14 5 30
Far East •••••••••••• 0 ••• o. 5 6 43 4 11 6 12 7 18

Oceania ...................... 1 1 8 44 12 23 8 5
Not classified ••••••••••••• e •• 1 99

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
Organisation for Economic Co-operation and Development,
Development Centre Studies, No.3, The Use of Foreign

largely on three distinct but related factors-the
choice of problem or deficiency, the actual operation
and the subsequent follow-through. It is also in
fluenced by the fact that either because of the nature
of the question asked or the task set or because of
the nature of the available supply of personnel, tech
nical assistance is essentially a short-term exercise
geared to longer-term needs. In each of these areas
experience has shown that serious difficulties can
anse.

The usefulness of technical assistance as an ad
junct to development finance depends on its being ad
dressed not only to the right problem but also at the
right time in relation to the sequence of other needs
and events. This requires some rational determina
tion of priorities, if not in the framework of a more
or less articulated development plan then at least in
accord with a broad development strategy, the pur
suit of which requires, inter alia, the elimination of
recognized bottle-necks. (In many developing coun
tries even the recognition of bottle-necks u1ay require
technical assistance, and the elaboration of develop
ment plans and programmes is itself a major area
of need.) To say that it is to help solve these bottle
neck problems that the technical assistance priorities
ought to be assigned may sound unnecessarily trite
but, as indicated above, appropriate expertise is one
of the scarcest of the resources to be transferred
from the more advanced economies to the developing
countries, and the short history of this international
effort is replete with examples of priorities being
set by the availabilities in the source country or at
the disposal of the administering agency.

Training and Skills in Developing Economies, by Angus
Maddison (Paris, December 1964).

a Financed by members of the OECD.

The scarcity of the relevant expertise is one of
the principal diffioulties to become apparent when
technical assistance is in action. For here success
depends largely on the quality of the "expert", and
requirements are formidable indeed. What is needed
is not only a high level of competence of a purely
professional nature but also an adequate endowment
of the combination of knowledge and imagination
necessary to solve the technical problems in the
unique indigenous setting of the developing country
concerned. This may involve not only physical dif
ferences (in soil and climate, for example) and eco
nomic differences (in factor availabilities, costs and
markets) but also more subtle differences in attitudes
and institutions which may often call for a solution
differing significantly from that flowing from tech
nical considerations alone.

But even the work of the best endowed expert
may be aborted if receiving conditions are not suit
able. The key element is often the arrangement for
a local counterpart charged with learning from the
expert during the relatively short period he is on the
job and equipping himself to perform the function
in question or to assist in implementing the recom
mendations of the mission when it is over. The whole
operation is thus a highly personal one and the
relationships involved are often very delicate. They
are almost inevitably complicated by the fact that
standards of remuneration applicable to a temporary
expatriate who has been persuaded to interrupt his
career in order to undertake the mission in question
are likely to differ considerably from those of his
local counterpart and of other local personnel with
whom he has to work and associate.



Table III-6. Technical assistance: Experts and fellowships financed under the United Nations Expanded and Regular Programmes, by
region, 1964

Number of experts sponsored by Experts Fello'wsht"ps
Re.qion

fLO FAO UNESCO ICAO WHO UPU WMO Perce1t- Percen-UNTA ITU IAEA Number Nlfmber
tage ta-.Qe

Europe ..............•... 96 23 19 24 85 6 42 295 5 1,691 20
Africa .............. 498 189 325 412 42 444 5 31 44 30 2,020 36 2,370 28

North of Sahara 80 53 56 63 8 75 1 3 5 16 360 6 557 7
South of Sahara 275 120 231 294 28 322 4 24 27 14 1,339 24 1.806 22
Regional 143 16 38 55 6 47 4 12 321 6

,.,
I

America . . . . . . . . . 316 104 186 183 38 149 3 11 9 36 1,035 19 1,555 19
North and Central 91 38 62 55 11 57 4 5 6 329 6 719 9
South 140 47 98 82 19 62 2 5 3 28 486 9 836 10
Regional .............. 85 19 26 46 8 30 1 2 1 2 220 4

AsiaR ........ .. 399 142 232 282 47 548 19 41 73 1,783 32 2.652 32
Middle East 112 48 62 87 19 113 6 16 23 486 9 701 8
South 96 40 91 82 15 205 6 3 11 549 10 793 10
Far Easta ............. 191 54 79 113 13 230 7 22 39 748 13 1,158 14

Oceaniab . . . . . . . . . . . 6 3 2 11 22 60 1
Interregional 188 10 22 17 124 2 1 364 7 1

Grand total .......... 1,503 468 787 903 144 1,361 10 61 101 181 5,519 100 8,329 100

Source: United Nations, Official Reco'rds of the Economic and Social eMm- a The figures for Asia and the Far East include six experts and 103 fellow-
cil, Thirty-ninth Session, S~lpplement No. 5 (Annual Report of the Technical ships supplied to Japan.
Assistance Board to the Technical Assistance Committee for 1964, annexes). b The figures for Oceania include twenty-three fellowships awarded to Aus-

tralia and New Zealand.
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This disparity, with all its ensuing difficulties, lies
behind attempts to organize more modest forms of
technical assistance such as the United States "Peace
Corps" and the European "Volunteers for Develop
ment". The number of these amateurs now in the
field is approaching 20,000, and the experiment is
advanced enough to show that this effort is another
complementary one. It does not in general dispose
of the expertise commonly sought in the technical
assistance expert. On the other hand, the volunteer
is often better qualified for closer and lengthier con
tacts with development personnel at the working
level-district and village administrators, teachers,
agricultural extension officers and so on-than is the
ordinary run of professional technical assistance ex
pert.
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Evidence appears to be accumulating that some
filling in of the middle ranges of the spectrum is now
required: efforts are needed on the one hand to raise
the technical competence of the volunteer and on the
other to develop the so-called "opex" (operation
executive) concept so as to allow a higher propor
tion of the technical assistance experts to become
more closely integrated with the regular adminis
tration in developing countries. This seems par
ticularly desirable in the economic field, for the older
traditions of public administration have not always
proved conducive to the emergence of appropriately
trained officials, not only to staff a planning office
as such but also to raise the capacity of the regular
ministries to participate in plan formulation and im
plementation.

The problem of external debt

Though the external debt of the developing coun
tries is not comprehensively documented, sufficient
is known about it to shoW; that in the aggregate it
is now very large both by historical standards and
in relation to debt-servicing capacity. In 1964 the
total had reached the order of $40 billion (substan
tially more than that year's export earnings) and
the outflow of interest and amortization payments
was about $5 billion (well over half the net: inflow
of new long-term capital and donations).

About three-fourths of this debt was owed or
guaranteed by governments. Between 1956 and 1964
this public-guaranteed debt had grown at about 15
per cent a year (see figure IX); in the nineteen
sixties the rate of growth has been somewhat higher,
reflecting the switch of some of the United States
transfers from grants to long-term loans. Between
1956 and 1964 the average rate of increase in service
payments was about 17 per cent a year (see figure
X) ; this has tended to decelerate slightly since 1963,
however, reflecting a certain easing of the terms of
lending.

The growth of external public-guaranteed debt in
the past ten years is not explicable in common terms;
though there are some general patterns, in the precise
phasing of the borrowing process and in detailed
terms of the loans each developing country seems
to have followed its own distinct course. Some coun
tries started the period with a large official debt and
further borrowing has constituted only small relative
increases. Others began to borrow only later and have
since registered extremely high rates of annual in
crease. In some the borrowing has been mainly of a
long-term developmental nature; in others there has
been a good deal of relatively short-term borrowing
for more or less commercial purposes.

Figure IX. Developing countries: Growth of
external public-guaranteed debt,a 1956-1964

Total, 35 countries

20

15

17 Latin American countries~/

///-;/
/

___ .....--9 Asian countries.s!--
______ ------ 9 African countriessV
.......-_. __ ._----_ ..... --_ .... - .. -_ ...._... -_.. ----

1956 58 60 62 64 .

Sowrce: Centre for Development Planning, Projections
and Policies of the United Nations Secret:alfiat, based on
United Nations, Proceedings of the Conference on Trade
and Development, Volume V, Filwncing and Invisibles,
Instit~tfional Arrangements, and International Bank for Re
constructioll and Development.

a Based on data from thirty-five countries; preliminary
in the case of 1963 and 1964. Debt service refers to interest
and amortization payments in respect of the public-guaJranteed
debt.

b Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica,
Ecuador, El Salvador, Guatemala, Honduras Mexico,
Nicaragua, Panama, Paraguay, Peru, Uruguay and
Venezuela.

c Burma, Ceylon, Federation of Malaya, India, Iran,
Israel, Pakistan, Philippines and Thailand.

d Ethiopia, Nigeria and Sudan; Kenya, Tanz·ania and
Uganda (and East Afriea~ Common Services Organization),
and the former FederatlOll of Rhodesia and Nyasaland
(Malawi, Rhodesia and Zambia).

Given this great diversity in nature, magnitude,
timing and purpose, there has been no discernible
tendency for borrowing to be related to the rate of
growth in production (see figure XI). A few of the
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Figure X. Developing countries: Growth of ex
ternal deht service," by region, 1956-1964

Totol, 35 countries

Figure XI. Developing countries: Growth of gross
national produot and public-guaranteed deht,R
1956-1964

Source and foot-notes as for figure IX.
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more rapidly growing countries increased their
public-guaranteed debt at less than the average rate,
most notably Brazil, the Federation of Malaya,
Israel, Nicaragua, Peru and Venezuela. But there
were also some rapidly growing countries-Mexico,
Panama, Sudan and Thailand, for example-which
increased their public-guaranteed debt at more than
average rates. Similarly, among the slower-growing
countries there were some that were under-average
public borrowers (Bolivia, Ceylon, Chile, Colombia
and Ecuador, for example) and others whose public
guaranteed debt rose at over-average rates (Argen
tina, Honduras, India, Nigeria and Pakistan, for
example).

In general, governments borrow from abroad
chiefly to meet the foreign exchange costs of their
own investment decisions. To some extent, such
borrowing is resorted to if other forms of resource
transfer are not available or are inadequate for the
immediate purpose. Among these other transfers is
private credit, and government obligations may also
be increased by guarantees given in respect of such
credit, which may move with ordinary commercial
imports rather than with specific capital projects.

The various forms of transfer are not necessarily
substitutes for one another, Sometimes there may
even be a complementary relationship: when, for
example, an influx of direct investment makes more
urgent the need for infra-structure and other forms
of public capital formation, and thus stimulates gov
ernment borrowing from abroad. In a developing
country, moreover, the relationship between capital
formation and output often tends to be erratic over
short periods and, in so far as public borrowing may
often be for purposes that do not yield an immediate
increment in measurable production, the absence of
any systematic link between the rise in indebtedness
and the growth in output is not unexpected.

Arg Argentina Ira Iran

Bol Bolivia Isr Israel

Bro Brazil Mol Malaysia

Bur BurmCl Mex Mexico

Cey Ceylon Nie Nicaragua

Ch; ChHe Nig Nigeria

Col Colombia Pok Pakistan

Cos Costa Rica Pon panama

Ecu Ecuador Per Peru

EIS E I Salvador Ph; Philippines

Eth Ethiopia Sud Sudan

Guo Guatemala Tho Tho; land

Hon Honduras Uru Uruguay

Ind India Ven Venezuela

Sudan (1956-1962), Ethiop~a (1958-1963) and Iran (1956
and Policies of the United Nations Secretariat, based on
data f,roiffi the Statistical Office of the United Nations In
ternational Monetary Fund, International Bank for' Re
construction and Develo'Pment and Organisation for Eco
nomic Co~o'Peration and Development.

R 1955-1964, except for Bolivia, Brazil and Iran (1955
1963) and Guatemala and. Uruguay (1955-196-2); average
annual compoun1 rate of Increase between terminal years.

bAt .1960 prices; 1956-1963, except for Costa Rica,
Federation of Malaya, Honduras, India Nicreria Panama
Sudan (1956-1962), Ethiopia (1958-1963) ~d I;an (1956~
1961) : average annual compound rate of increase between
terminal yea'rS'.

N or, by the same token, is it surprising that public
borrowing during the period under review does not
seem to have been related to export volume and still
less to export proceeds, which in the case of most
developing countries are subject to major and often
sudden price changes on the world market. Over
average rates of increase in debt accumulation were
associated as often with low rates of growth in ex
port receipts (Burma, Honduras, India, Pakistan
and Sudan) as with relatively high rates of growth
(Costa Rica, Nigeria, Panama, Philippines, Thai
land). Correspondingly, among the countries whose
official debt grew at less ,than average rate there were
as many countries with high rates of increase in ex
port receipts (El Salvador, Iran, Israel, Nicaragua,
Peru) as there were with relatively low rates of
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Source and foot-notes as for figure XI.

Figure XII. Developing countries: Growth of
export receipts and public-guaranteed debt,
1956-1964

Arg Argentina _ Ira Iran

Bal Bolivia Isr Israel;

Bra Brazil Mal Malaysia

Bur Burma Mex Mexico

Cey Ceylon Nic Nicaragua

Chi Chile Nig Nigeria

Cal Colombia Pak Pakistan

Cas Costa Rica Pan Panama

Ecu Ecuador Per Peru

E IS EI Salvador Phi Philippines

Eth -Ethiopia Sud Sudan

Guo Guatemala Tha Thai land

Han Honduras IJru Uruguay

InG India Ven Venezuela

The wide differences in debt structure may be
illustrated from the data on amounts outstanding in
1962. The proportion repayable within the next
quinquennium ranged from less than one-fifth in the
case of East Africa (Kenya, Tanzania, Uganda and
the Common Services Organization combined), the
Federation of Malaya, Panama and Rhodesia and
Nyasaland to over half in the case of Guatemala,
Iran, Israel, Mexico, Philippines and Venezuela (see
figure XIII). In the former group,. with a high pro
portion of newly contracted long-term obligations,
over half of annual service payments were on ac
count of interest, and the total constituted less than
10 per cent of the amount outstanding. In the latter
group, with a high proportion of old, maturing
obligations and some newer and shorter-term debt,
less than one-fourth of annual service payments were
for interest and over three-fourths for repayment of
principal, while the total service charge was a much
higher proportion of the outstanding debt-almost
one-fifth in the case of Iran and Israel, around one
third in Guatemala, Mexico and the Philippines,
and almost half in the case of Venezuela (see figure
XIV).

The structure of the debt obviously has implica
tions for the future service charge burden. This may
be illustrated by reference to the growth of the ex
ternal public-guaranteed debt in India. The external
financing of the first five-year plan was effected in
part from current export earnings and in part by
drawing on the sterling balances that had been ac
cumulated during the war and early post-war period.
In 1955, at the beginning of the second plan, the
external public-guaranteed debt stood at about $300
million, by the end of the plan in 1961 it had risen
over sixfold to about $2 billion. During the third
plan it trebled, reaching a total of about $6 billion
in 1966. There was a twenty-fivefold expansion in
the service charge during these ten years: it was a
mere $12 million in 1955, and about $100 million
in 1961 and over $300 million in 1966. And even

for them a high credit standing which has enabled
them to raise capital on the international bond market.

In 1964, for the developing countries as a group,
service payments on public-guaranteed debt absorbed
about 10 per cent of total export earnings. This ratio
had been rising rapidly as, over the preceding eight
years, such debt service had increased more than
three times as fast as had exports. While for individ
ual countries there may be marked differences in the
course of service payments-reflecting the wide varia
tions in the age structure and terms of the debt
for the developing countries as a whole the burden
of debt service is likely to rise even more sharply in
future as grace periods come to an end and interest
and amortization have to be paid on the debt con
tracted in the nineteen sixties.
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average but in which export earnings rose at well
below average rates-Bolivia, Burma, Ecuador, Gua
temala, Honduras, India, Mexico, Sudan and Vene
zuela' for example (see table A.III-1 in the annex
to this chapter).

This is not to imply that the ratio of debt service
payments to export earnings is the only or the best
indicator of a country's capacity to carry additional
external debt. Among the countries in which this
ratio is extremely high are not only Argentina, Brazil
and Chile, whose debt burden has already precipitated
several balance of payments crises, but also Israel
and Mexico, whose growth and stability have earned

export increase (Bolivia, Brazil, Ceylon, Federation
of Malaya, Uruguay). (See figure XII.)

The implications of this are more serious when
viewed from the obverse side: the rise in the debt
servicing burden has not always been a;ccompanied
by a commensurate expansion in export earnings.
And in the period 1956-1964 there were many coun
tries in which service payments rose faster than the
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Figure XIII. Developing countries: Relation of
composition of service payment to maturity of
deht, 1962-1963

Figure XIV. Deht service payment in developing
countries: Composition and relative size, 1963
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S OUTce and foot-notes as for figure II.

the indebtedness of the developing conntries will
have to be very carefully handled. The external needs
associated with the process of development point to
the importance of a country's maintaining it's "credit
worthiness" and hence its ability to borrow both in
connexion with long-term investment projects and
for the purpose of meeting more immediate require
ments. But this is not only a problem for the de
veloping country; it is one in which the creditor
countries have a deep interest-as members of the
world community concerned with the developing
country's growth problems and with the maintenance
of international credit and liquidity, as creditors con
cerned with their position in relation to other claim
ants, and as traders desirous of expanding their
exports to the developing countries.

Two distinct but interconnected sets of questions
have to be faced-one arising from past borrowing
and the difficulties conntries may encounter in carry-
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In an increasing number of developing countries
the rapid rise in the burden of service payments has
been pre-empting so large a proportion of current
earnings that ordinary import capacity is being eur
tailed and the possibility of further borrowing
thrown into question. Several countries have rtm
into balance of payments crises during the period
under review and, being unable to meet maturing
interest and repayment obligations, have had to seek
relief from creditors.

So far, significant defaults have been avoided, but
it is clear that if international lending is to continue,

this upsurge understates the prospective burden:
for most of the recent borrowing has been subject
to lengthy "grace periods" postponing repayment
-seven years for the loans arranged through .the
Aid-India Consortium and ten years in the case of
United States loans-so that the full impact on the
balance of payments will not begin to be felt until
well into the fifth plan.
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ing the servicing burden that this will entail, and
the other relating to future borrowing and lending
policies, including the terms and conditions on which
loans are made and the uses to which they are put.

In one sense the problems arising from past
borrowing are merely those of proper foreign ex
change budgeting. Recent experience has shown,
however, that difficulties can arise on both sides of
the process: on the one hand the extent and timing
of maturing external liabilities are not always known
with sufficient accuracy and on the other hand ex
port proceeds remain subject to unpredictable fluc
tuations that are often large in relation to the volume
of available external reserves. A year of heavy
service charges and poor export performance may be
enough to pre6pitate a payments crisis.

The countries that are most vulnerable are those
with the highest proportion of short-term debt, the
highest ratios of service charges to export receipts,
the lowest ratios of external liquidity to import ex
penditures, the highest degree of commodity concen
tration in exports and the most stringent controls
over imports (see table A.III-1 in the annex to this
chapter). To reduce the risks of a sudden and disrup
tive crisis, the first requirement is an early warning
system. This cannot be set up until external obliga
tions are adequately documented; this includes infor
mation about private debt which is often of a rela
tively short-term nature and hence subject to rapid
turnover, with repayments exceeding new credits
during periods in which imports are being cut back.

Even sound foreign exchange budgeting and a
satisfactory system for detecting impending strin
gency may not be sufficient to avoid balance of pay
ments crises. In many developing countries export
earnings are still affected very greatly by the out
come of particular harvests and the course of a
particular price on world markets. The first line of
defence in such a situation is the International Mone
tary Fund (IMF) which in recent years has pro
vided an additional tranche of accommodation in
order to assist developing countries to compensate
for the sudden worsening of the external balance.
Debate is now proceeding on the possibility of pro
viding supplementary finance in cases· where the
IMF and other facilities are not enough to prevent
a disruptive cutback.10

From time to time in recent years crises have
developed, particularly in countries in which stro~g

internal inflationary pressures have pushed domestlc
prices far out of line with those outside, thus fur
ther complicating the task of maintaining external

l{) See recommendation A,IV.18 of the first UNCTAD,
rr-eported on in a s,taff report of the IBRD. The matter has
been referred by the UNCTAD Committee on Invisib1es and
Financing related to Trade to an intergovernmental group
for further elaboration of a practical scheme.
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balance in the face of export fluctuations. In these
circumstances, bunching of external debt charges
the chances of which rise with the proportion of
short-term obligations-has called for emergency ac
tion on the part of creditor countries in order to
avoid defaults and all their disturbing consequences.
This type of situation gave birth to the Paris Club
and the Hague Club in the mid-nineteen fifties, and
these informal groupings of creditor countries have
engaged in a succession of debt rescheduling opera
tions~for Argentina in 1956, 1963 and 1965, for
Brazil in 1961 and 1964 and for Chile in 1964,11
Uruguay arranged the consolidation of much of its
short-term debt in 1965; and Ghana arranged a
moratorium on some of its repayment obligations
in 1966.

By action of this sort-moratorium, consolidation,
rescheduling and refinancing-the existing debt bur
den has been prevented from doing as much damage
as it might otherwise have done to the development
of the debtor country, to the claims and trade of the
creditor countries,and to the international credit
structure. V.Jhat has been involved in most cases is
the spreading over time of previously incurred obli
gations so as to reduce their impact on the debtor
country's external balance. This has inevitably
affected its future capability of borrowing and it has
sometimes been accompanied by efforts to persuade
the country to pursue a more cautious economic
policy, particularly in respect of the government's
internal borrowing and the maintenance of the value
of the currency.

Given the present debt structure, with its high
capital burden that has not yet had any impact on
current payments, it seem very likely that similar
steps may have to be taken in respect of a number
of other developing countries in the years imme
diately ahead. Only a marked improvement in their
capacity to earn the foreign exchange necessary to
service the obligations they have already incurred
can prevent the debt from being a burden so onerous
as to jeopardize their ability to finance current needs,
let alone future development.

The implications of the existing pattern of debt
pose grave problems regarding further lending opera
tions. At issue are not only the terms on which loans
are made but also the arrangements for repayments
and even the use to which borrowed funds are put
in the developing countries.

In some ways the terms and conditions governing
transfers to the developing countries have become
less favourable in recent years. Not only has there
been a decline in the flexibility of the average trans
fer as a result of the spread of the various forms of
tying and similar contraints discussed earlier in this

11 See also chapter V below, where these "clubs" a're
discussed in the context of international action.
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chapter but the proportion of unrequited transfers
has also been declining: in the case of bilateral com
mitments of the developed market economies, for
example, grants-in cash and in kind--eonstituted
over 60 per cent of the total at the beginning of the
nineteen sixties but only 54 per cent in 1964. This
trend reflects chiefly the switch from grants to loans
in the United States aid programme.

As far as loans are concerned, however, the trend
has been towards easier terms, both in multilateral
transfers (since the establishment of the IDA in
1960) and in transfers from the developed market
economies. The weighted average of the bilateral
commitments of developed market economies shows
that in the first four years of the nineteen sixties
loan maturity has lengthened from less than twenty
four years to almost twenty-eight years, and interest
rate has declined from over 3.6 per cent per annum
to about 3.1 per cent.

These averages conceal wide disparities among the
practices of various lending countries. In 1964, for
example, the proportion of grants in total bilateral
commitments ranged from less than one-fourth in
Austria, Italy, Japan and Portugal to over three
fourths in Belgium, France and Norway. And not
withstanding the stiffening of terms that occurred in
the course of that year, the United States was still
among the countries providing the "softest" loans.
If allowance is made for both average maturity and
average rate of interest, the "grant element"-the
difference between the face value of the loan and the
present value of future repayments, discounted at the
market rate of interest-implicit in 1964 commit
ments ranged from less than 10 per cent of nominal
value in the case of Canada, Denmark, Italy, Japan
and the Netherlands to almost 30 per cent in the
case of the United States (see table III-7).12

In 1964, the United States twice raised the mini
mum rate of interest on AID loans: in January
the rate payable after the grace period was raised
from 0.75 per cent to 2 per cent; and in October,
rates were raised from 0.75 per cent to one per oent
during the grace period and from 2 per cent to 2.5
per cent thereafter. On the other hand, notwithstand
ing tightening market conditions, several countries

12 The IBRD lending- rate was used for discounting in
this illustration. If instead of the IBRD rate, the 10=1
market discount rate in the lending country is used-thus
providing a better measure of "cost" to the lender-the grant
component ,range is somewhat different. If the rates used for
discounting were those applicable in the borrowing coun
try-thus reflecting the local opportunity cost of capital-the
grant element would in general be appreciably greater.

It is clear that such comparisons are all very approximate
for they fail to take into account a number of important
variables-the distr~bution of loans by destination (to allow
for differences in risk), the existence of tying and other
constraints (to allow for differences in export prices and
in balance of payments impact) and the conditions of re
payment, for example.
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have taken steps to ease their lending terms: in
1964 Canada adopted a programme involving loans
for fifty years at 0.75 per cent with a grace period
of ten years, Italy and the Netherlands have used
budgetary funds to subsidize interest rates, Japan
extended its first soft loan in 1965 and the United
Kingdom has been making increasing use of a system
of interest waivers introduced in 1963. At its high
level meeting in July 1965, the Development Assist
ance Committee recommended that members "who
do not already provide at least 70 per cent of their
official assistance in the form of grants should en
deavour to provide 80 per cent or more of their
total official assistance at favourable terms, i.e. either
as grants or as loans with long maturities (25 years
or more), at low rates of interest (3 per cent or
less) and that the average grace period on loans
should be 7 years"P

The differences that such variations in loan terms
can make to the service burden borne by the borrower
are illustrated in figure XV which shows the growth
of payments required to service loans totalling $500
million a year on terms that have typically been
charged by some of the leading lenders.

With a given amount of gross borrowing each year,
after fifteen years, service payment under relatively
"soft" terms (of the AID type, namely 2.5 per cent
interest, forty years' maturity and ten years' grace)
will be somewhat less than half the amounts due on
similar loans under relatively hard terms (of the
IBRD type, namely 6 per cent interest, twenty-two
years' maturity and four and a half year's grace).
In general, the more favourable these three terms,
the longer will be the period before the net flow of
funds becomes negative: this occurs after ten years
in the case of flows under the terms of the Export
Import Bank, thirteen and a half years in the case
of IBRD-type loans, twenty-eight years in the case
of AID loans, and forty-three years in the case of
IDA loans. The main function of the grace period
and the longer maturities is to postpone the debt
service rather than to eliminate it. Indeed, after a
certain lapse of time, the debt service for a given
annual gross flow at a given rate of interest may
actually be higher under "softer" repayment terms
than under harder terms.

Softening of terms is not the only method of re
ducing the effective servicing burden. The impact of
the borrower's balance of payments may be lessened
by making the service charge payable in something
other than convertible currency-the goods exported
by the borrower, for example. This was done in a

13 See Orgtanis,ation for Economic Co-operation and Devel
opment, Development Assistance Efforts and Policies~ 1965
Revirntl, Report of the Chairman of the Develop'ment As-
sistance Committee (Paris, 1965), p. 16. .
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Table III-7. Selected developed market economies: Grant element implicit in official
bilateral loan commitments, 1964

Grant element
(percentage of loa rd

Loan Market
At discountAIat'llyitj.l b interest diSC01tnt At market

Conntystl (years) rateb ratee discount rate and rate of 5.8

(Percentage)
per cerlt

Grace period Grace period and grace
of 0 years of 5 yem's period of

5 years

United States .. 33.7 3.1 5.2 21.3 24.2 29.6

France ........ 13.8 3.1 6.1 16.0 21.5 19.3

United Kingdom 23.8 3.8 7.0 23.4 27.8 18.8

Belgium ..... 15.0 3.5 6.6 17.2 22.2 17.1

Germany (Federal Republic) 17.8 4,3 7.2 17.6 21.9 15.8

Portugal . . . . . . , . . 12.4 4.5 4.9 2.0 2.9 13.7

Denmark ......... 15.0 4.5 7.2 14.6 18.9 9.7

Italy ....... ............... . 7.8 4.4 7.3 9.4 15.4 7.7

Canada . . . . . . . . . . . . . . , . . 20.8 5.0 6.2 8.5 10.3 7.0

Netherlands 23.5 5.ld 5.9 6.2 7.4 6.5

Japan .... 9,3 5,8 8.4 9.5 13,9
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Source: Centre for Development P·lanning,
Projections and Policies of the United Nations
Secretariat, based on United Nations, Monthly
B~,l1etin of Statistics, December 1965; Interna
tional Monetary Fund, International Financial
Statistics (Washington, D.C.), September 1965;
Organisation for Economic Co-operation and
Development, Development Assistance Efforts
and Polices, 1965 Review, Repol't of the Chair
man of the Development Assistance Conl1nittee
and Reappraisall of Foreign Aid Policies, by
Goram Ohlin (Paris, 1964); Bank of Japan,
Statistical Department, Economic Statistics of
Japan (Tokyo), March 1965; John A. Pincus,
"The Cost of Foreign Aid", Review of Eco
nom.ics and Statistics (Cambridge, Massachu
setts) , November 1963; Economic Aid and In
ternational Cost Sharing (Baltimore, 1965),

a Countries are ranked in desoending order
of grant element, assuming a discount rate of

number of cases when the United States was actively
adding to its stockpile of strategic commodities in the
first half of the nineteen fifties. It is a method widely
praotised by the centrally planned economies: repay
ment of credits is accepted not only in terms of
traditional commodities but even in terms of the
output of the facilities which the credits have helped
to establish,14

In a limited way such arrangements can be helpful.
The difficulty that has proved most troublesome is
the pricing of the goods passing in payment. Where
these are primary commodities-which is usually
likely to be the case-a price agreed to at the time
of the loan may soon be found to be far out of line
with actual market prices, and such differences have
often generated dissatisfaction on one side or the
other. In the case of the centrally planned economies,
the usual practice has been to accept the price ruling
on a designated free market, While such an arrange-

14 See chapter IV helow for a discussion of these practices.

5.8 per cent per annum (the IBRD lending
rate) and a grace period of five years, The
relationship between the grant element of the
loan and its terms is as follows:

Grant element, as percentage of face value

(

e-rG _ e-rM )
of loan = (l - i/r ) 1 - .'

rM - rG
where i = the loan interest rate

r = market discount rate, approximated
by government long-term bond
yield, plus one per cent

G = assumed grace period
M = maturity period of loan in years.

b Based on weighted average terms of official
bilateral loan oommitments in 1964,

C Government long-term bond yields plus one
per cent.

d 1963 average,

ment has proved workable-and advantageous to the
developing countries participating-when practised
on a relatively small scale, its spread might serve to
narrow the free market and hence increase instability.
Though the countries that were able to meet their
debt-service charge in this way might still benefit,
other developing countries selling the commodity in
question might be prejudiced, And a large and gen
eral extension of the system would tend to introduce
into international trade a barter component that
would probably be awkward for the more advanced
countries and in the long run might handicap the
developing countries, which on the whole stand to
gain from flexibility and multilateralism.

The balance of payments may also be relieved of
the full impact of the service charge if the lender
is prepared to accept inconvertible currency instead
of convertible currency. At one stage the United
States Development Loan Fund accepted interest
and amortization payments in local (recipient's)
currency, and certain of the PL 480 commodity



94 PART I. THE FINANCING OF ECONOMIC DEVELOPMENT

Figure XV. Relation between debt service and
terms of financing

transfers have also been financed by loans repayable
in the recipient's currency. The result has not been
very satisfaotory from the lender's point of view.
Currency that is accepted in order to assist a devel
oping country cannot be used in disregard of the
state of internal balance in the country in question;
it may be accumulated in amounts much greater than
the lending country can reasonably use; its pur
chasing power may shrink rather rapidly under the
influence of inflation in the borrowing country. For
these reasons the use of this device has not spread,
and the proportion of United States transfers fi
nanced in this way has declined.

Source: Centre for Development Planning, Projections
and PoLicies of the United Nations Secretariat.

Note: The terms of loans shown in the chaJrt oarrespond
to the usual terms currently applied by the four institu
tions. The actual disbursement of loans varies from case
to case but simplifying as,sumptions have been adopted to
approX'imate the drawing practice oharacteristic of each of
the institutions.

(a) Export-Import Bank-5.S per cent interest on .ba~ance
outstanding; 2.S years' grace on repayment of pnnclpal;
thirteen years' maturity; repayment of principal and interest
in equal semi-annual instalments. (It is assumed that the
drawing of loans is in five equal sem~-annual instalments
of $100 million.)

(b) International Bank for Reconstntction and Develop
ment-6 per cent interest 011 balance outstanding plus 0.75
per cent commitment charge on undisbursed portion of
loan; twenty-two years' maturity; 4.5 years' grace on re
payment of principal: repayment of principal and interest
in equal se~-annual instalments. (It is assumed that the
drawing of loans is in ten equal serlli-annual instalments of
$50 million.)

(c) Agency for Interna.tional Development-2.5 per cent
interest; forty years' maturity; ten years' grace on repay
ment of principal and one per cent interest during the grace
period; repayment of principal and interest in equal semi
annual instalments. (It is assumed that the drawing of loans
is in ten equal semi-annual instalments of $50 million.)

(d) International Development Association---D.75 per cent
interest (service charge on balance outstanding); ten years'
grace on repayment of principal; fifty years' maturity: re
payment: one per cent of principal per an11lum for ten years,
3 per cent of principal per annum for thirty years. (It is
assumed that the drawing of loans is in five equal annual
instalments of $100 million.)

The need to distinguish between the project and
the country tends to increase with the distance of the
former from the activities determining export re
ceipts. As indicated earlier in this section, the growth
of the external indebtedness of governments has not
in fact been closely related to the growth of export re
ceipts. Investment priorities are set by general devel
opment considerations of which export earning (or
import saving) is only one. In the ten years ending
in 1965, indeed, almost three-fourths of the amount
lent by four of the principal institutions concerned
with development finance went into infra-structure
and other general forms of investment (see table
III-8). Though, in the long run, growth-promoting
investment of this nature may be expected to raise
a developing country's export potential, in the shorter
run there may be little benefit to export earnings.
In many cases, indeed, the immediate effect is more
likely to be some stimulation of imports. Hence,
given the export structure that characterizes most
developing countries, the balance of payments bottle
neck will continue to limit the debt-servicing capacity.

While it is necessary, even desirable, to use in
terest rates as a controlling instrument in connexion
with particular projects, they have less relevance
when applied to the country as the debt-servicing
entity. Development lending thus involves two sepa
rate criteria-the merits of the particular purpose
and the debt-servicing capacity of the borrowing
country. Where the debt burden is already heavy,
the interest rate realistically applicable on the basis

A modification of the idea that has proved more
promising, however, is the so-called two-step loans
made by the United States Agency for International
Development. The terms of such loans are arranged
in two separate transactions, one between the project
management and the government in the developing
country and the other between the latter and the
United States. The service payments from the project
are in local currency and may be earmarked for
additional development finance. These loans are made
on terms that are intended to meet the basic dicho
tomy that often exists between the investment the
loan is to finance and the state of the economy-and
especially the external balance-of the country that
has to arrange for the servicing. The viability of
the former is no guarantee of debt-servicing capacity
of the latter; and, conversely, the charge levied on
the investment need not be limited to that which
the country's balance of payments is deemed capable
of bearing. Two-step lending makes it possible to
apply market criteria (in domestic currency) to the
project and development aid criteria to the repay
ment terms prescribed for the borrowing country
(in convertible currency).
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Table III-8. Selected developing countries: Distribution of amount borrowed from major lending agencies,
1956-1965

(Percentage)

Lending ageJtcy~

recipient region
and cO'/Lntrj!

By source:d

IBRD """, .
IDA .,., .
United States AID .
United States Export-Import

Bank .

Total, above

By recipient:

Trans
Porta

tion

37
43
10

16

22

Tele
com1Huui

catimlS

1
9

Power
and
elec

tricity

39
7

11

5

17

Water
supply

and
sewer

age

1
6
1

Social
a,nd

edt.fea
tionala

4

3

Total
infra
struc-

fUJ'e

77
68
25

22

42

Agri
enl
ture

6
20
4

2

5

JndIIS
try

13
11
10

47

23

Percentage
of public

Gelleral U'Haranteed
devel- debt held

opmentb by IBRD,
IDA, AID

and Export
Import Banke

4

62

29

31

Latin America .

Argentina ..
Brazil .
Chile , ..
Colombia ., .
Costa Rica
Ecuador
EI Salvador .
Guatemala .
Honduras .
Mexico .
Nicaragua
Panama
Peru ... '
Uruguay
Venezuela

Asiae

India '
Indonesia .
Iran .
Israel ,
Pakistan .
Philippines
Thailand .

Africa
Ethiopia
Ghana
Liberia
Nigeria

20
15
20
6

17
24

47
22
22
53
24

20
49
35
24

19

24
24

10

43
24
22
4

37

16
53

4
27

11
1

13

2

2

3

1
3

19
11
20
12
23
26
16
17

20
20
37
5

12
34
29

12
15

4

1
7

15
37

39
28
34
28
56

1

7

2

5
10
5
2

1

4

5

5

2

2

2

4

8
7
6
2

2

3

7
4

1
2
2

4

7
10

41
26
41
18
43
71
67
60
28
81

46
64
64
55
67
52

40
41
10

48
25
36

29
74

61
84
34
45
93

6
3

3
3
3

14

12
2

4
8

20
3

13
22

3

6
2

15
14
9

17

25
40
17
30

21
7

18

15
48
4

29
14
3

19
6

25

19
19
71

6
30

17
28
9

38
8

66
55
6

29
31
39
49
32
9

15
13
22
11
17
2

30

13
6

20

36

38

19
31
31
39

43

1
8

1

50
74
66
76
91
46
i3
31
76
56
34

69

32
68
59
66

63

34
83
92

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
International Bank for Reconstruction and Development,
and International Development Association, Annual Report
(Washington, D.C.); Export-Import Bank of Washington,
Report to the Congress (Vfashington D.C.); Office of the
Controller, Agency for InternaJtional Development, Status
of Loan Agreements as at 30 September 1965 (Washing
ton, D.C.).

a Inchlding housing, medical and education .projects and
personnel training.

b Including loans for banks, non-project and unspecified
project assistance; economic development; imports and
other commodity assistance; budgetary support; financing

sub-loans·; administrative and fiscal reform; feasibility
studies, and investigative and consultative servi·ces.

c December 1964. Data for Argentina refer to October
1964.

d As a proportion of the amount lent to developing coun
tries, the sample covers 82 per cent in the case of the
IBRD, 88 .per cent for the IDA and 86 per cent for AID.
In the case of the Export-Import Bank, the data refer to
authorizations of credits relating to the develo-ping coun
tries under the following headings: project and equipment
loans; commodity credits; exporter credits, and emergency
foreign trade credits.

e Including IBRD loans to Burma and Ceylon for trans
portation and telecommunications, respectively.
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of the second criterion may be far below what may
be appropriate under the first.

Just as the trend towards softer loans should in
principle be facilitated by international consultation
and action, the evolution of so-called "aid consortia"
and "consultative groups" should make it easier for
the broader view of the financing problem to be taken
by lending countries. And in this perspective a capital
transfer is less likely to be arranged and priced
solely on the basis of the viability of the project
for which it is ostensibly to be made, and the over-all
impact of the investment-both on domestic growth
and on external payments-is more likely to be given
due consideration.

By making it easier to "harmonize" the terms of
transfer among capital exporting countries, the pros
pects for making them more favourable to the devel
ing country are improved. On the one hand the fear
that by granting softer terms one country is merely
facilitating the financing of harder loans from other
countries is materially diminished by a joint ap-
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proach. And on the other hand the higher degree
of surveillance-in its least objectionable (interna
tional) form-that is implicit in the consortium type
of arrangement is likely to Teduce further the reliance
on the rate of interest as a means of ensuring the
proper use of scarce capital for international devel
opment finance. If the international consultation is
on a systematic basis, mOTeover, it should facilitate
the organization of early action if signs of payments
difficulties arise.

The international approach may also be convenient
for facing up to the opposite side of the debt
servicing problem, namely, the borrower's capacity
to earn foreign exchange. In so far as the lending
countries playa key role in determining the mag
nitude of the developing countries' export receipts
there is an obvious advantage in having the terms
of financing discussed against a background of trade
prospects. In the long run, measures to raise the
debt-servicing capacity of a developing country are
likely to prove more important than the softening
of the terms of a particular loan.
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Table A.III-I. Selected developing market economies: Changes in indicators of debt servicing capacity,
1956-1964

(Percentage)

Average ratio of
debt service to

exp01't earningsb

1956-1958 1962-1964°

Average
annual
,-ate of

inC1'ease
in debt

service, b,d

1956-1964 e

Average
annltal
rate of

increase
in exp01't
1'eceipts,d

1956-1964

Avera-ge
annttal
rate of

increase
in gross
nationa.l

produ,ct
j
d, f

1956-1963<

Share of
principal

c01n.mod'ity
in total
e:rPorts,

1964b -

Average
ann,'Hal
,-ate of

increase
in re

serves,d, t

1956-1964;

Ratio of
reserves i

to im
ports,
1964

Avera-ge
annttal
rate of

increase
in cost

of livhlgJ
d

1956-1964k

Chile ..
Argentina .
Israel .
Mexico .
Brazil .

Colombia .
Bolivia .
India .
Ecuador .
Costa Rica .

Pakistan
Peru .
Guatemala .
Iran .
Sudan .

Philippines
Ethiopia
Uruguay .
Nicaragua .
Venezuela .

Burma .
Thailand .
EI Salvador .
Nigeria .
Honduras .

Panama .
Ceylon .
Malaya (Federationof)

10.2

6.5
34.2

7.4
14.2

11.8

5.2
1.1
5.8
4.0

7.4
7.9

0.4

4.4

0.3

1.5
1.6
6.1
5.2
0.7

0.3
2.0
1.2
0.6

0.6

2.4
0.6

20.7
20.5
20.3
20.1
19.9" '

14.7

12.6
11.3

10.5

9.1

9.0

8.9
7.0~

7.0~

6_9

5.9
5.4
5.4~

4.5
4.1

3.6

3.5

3.4
2.7
2.6

2.3

1.6
0.5"

13.4

46.9
9.1

22.1

9.2e

12.9

19.7
47.4
12.6
19.7

15.3
11.4
79.0e

38.8e

54.8

28.4
37.6

1.5e

5.4
35.1

53.0

21.8
22.3
30.1

30.6

25.1
11.7
12.2e

1.7
5.1

16.8
3.0

-0.4

-1.3

0.7

3.8
3.1
6.8

2.9
10.1

3.1
11.9
0.3

6.4
6.6

-2.0

9.3
3.3

-0.8

6.6

5.9
6.0
3.3

10.3

1.0

2.6

4.5
1.1
9.7
5.5
5.6

3.9
2.4
3.5g
4.3
5.9g

3.9
5.9
4.4
4.7g
5.0g

4.6
4.6g

~0.3

6.1

5.6

5.7
6.7
5.0
3.2g

4.3g

7.0g
4.5
5.1g

66.311

23.3
36.6
16.1

53.0

73.5
71.6
18.8
56.6
42.2

37.0]]

21.5

45.8
88.5
47.5

33.2
60.5

41.5

17.9
93.0

62.0
35.8
52.4
19.8
36.1

43.3

60.8
44.9

1.3
-10.8

32.1
1.6

-6.2

-0.6
47.1

-12.6
5.5
4.8

-3.2
10.3

-2.1
-1.7

-11.7

-3.4
~2.5j

1.7

23.9
-1.7

6.7

9.6

3.9
-12.6j

1.3

-9.4
-17.4

6.8

14.6
14.2
66.0
39.4
29.1

21.2
22.7
19.1

30.8
13.7

24.4
28.0

29.7
29.6

26.5

14.2

49.6
96.0
28.5

71.9

74.6
99.0
27.7
36.0
19.6

9.6
12.3

109.2

26.0
33.1

5.1
3.7

42.9

12.3
17.8
4.8
2.5
2.2

2.7

7.6k

1.9k

3.3

3.7
3.9k

25.4

1.1

O.1k

2.0
0.1
3.0

1.3

0.5
1.5
1.01r

Source: Centre for Development Planning, Projections and
Policies of the United Nations Secretariat, based on data
from Staltistica,l Office of the United Nations, International
Bank for Reconstruction and Development, International
Monetary Fund and Organisation for Economic Co-operation
and Development.

a Countries are anranged in descending order of the ratio
of debt service to export earnings in 1962-1964.

b Debt service is the interest and amortization payments
in respect of public-guaranteed debt.

c 1961-1963 for Brazil, Federation of Malaya, Guatemala,
Iran and Uruguay.

d Compound rate between terminal years. As some of the
variables-':'particularly exports and reserves-are subject

to considerable year-to-year fluctuations, these rates of
change do not necessarily reflect trends.

e 1956-1963 for Brazil, Federation of Malaya, Guatemala,
Iran and Uruguay.

f At constant (1960) ,prices.
g 1956-1962 for Costa Rica, Federation of Malaya, Hon

duras, India, Nigeria, Panama, Sudan; 1958-1963 for
Ethiopia; 1956-1961 for Iran.

11 1963 for Chile and Pakistan.
i Foreign exchange, gold and position with the IMF.
j 1962-1964 for Ethiopia; 1959-1964 for Nigeria.
k 1956-1963 for Burma; 1957-1964 for Ethiopia and

Federation of Malaya; 1960-1964 for Iran and Peru.



Chapter IV

THE FLOW OF RESOURCES FROM THE CENTRALLY PLANNED E<;:ONOMIES

The volume, terms and conditions of aid to developing countries!

THE VOLUME OF CREDIT GRANTED

The aid given by the centrally planned economies
to the developing countries was very small until
1955. Since then it has been increasing continuously
in size and in geographical coverage except for set
backs in 1962 and 1963. In 1964 the amount of
credits extended to developing countries rose con
siderably again, reaching $1.2 billion-the highest
amount ever granted during a single year. According
to the information presented in table IV-1, which
refers only to the credits and grants specified in
individual announcements and may therefore differ
from the totals actually extended, the total commit
ments during the period of 1955-1964 amounted to
about $5.9 billion and, together with grants, to
over $6 billion.

The largest share of this total, over 60 per cent,
was extended by the Soviet Union, followed by
mainland China, which accounted for about 13 per
cent. Czechoslovakia and Poland followed next with
shares of 10 per cent and 6 per cent, respectively.
The participation of Eastern Germany, Hungary and
Romania amounted to about 3 per cent each of the
total, and that of Bulgaria to less than one-half of
one per cent.

The participation of individual centrally planned
economies in the aid given to the developing coun
tries has undergone considerable changes during the
period under review. Thus, while the contributions
of the centrally planned economies other than the
Soviet Union were very small during the first part
of this period, their share in the total has increased
considerably in the subsequent years.

Although little is known about the actual flows of
credit from the centrally planned economies to de
veloping countries during 1955-1964, available quali
tative and quantitative information indicates that
the changes in the volume of disbursements were not,
as a rule, proportional to the growth of credit com
mitments. As most of the credits were offered in the

1 In this chapter the term "aid" is used in a generic sense.
Most of the aid provided by the centrally planned economies
to developing countries has been in the form of long-term
development credits.
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form of delivery of machinery and equipment for
construction of new plants, their utilization obviously
depended largely on the completion of the basic
construction works in the receiving country. More
over, the credit agreements were frequently an
nounced before the beginning of the preparatory
works and surveys. In consequence, the ,time spent
between commitments and utilization tends to vary
considerably, depending not only on the size and
characteristics of the project but also on ,timing and
the ability of credit receiving countries to organize
and complete those parts of a given project which
are to be executed by the use of internal resources.
On ,the average the disbursement period has lasted
about five years, counting from the time of the first
deliveries.

According to very rough estimates, about one
quarter to one-third of total credits committed be
tween 1954 and 1964, had been utilized by the end
of 1964. A certain indication of the disbursement of
credits can be derived from the data on exports of
complete plants and installations to the developing
countries which represent the major part of the
aJOtual credit flows. Such data covering the per,iod
under review are available only for the Soviet Union
(see table IV-2). The credit flows as revealed by
these data rose from about $1 million in 1955 to $112
million in 1958. During the two following years,
these flows declined to about $67 million annually,
but in 1961 they rose to about $137 million and in
1964 they reached an all-time peak of $296 million.
Total exports of complete plants and installations
between 1955 and 1964 amounted to about $1.1
billion, that is. to about 31 per cent of the tota.1 com
mitments of the Soviet Union. The ratios of deliv
eries of complete plants and installations to commit
ments were above this average for India, Iraq and
Afghanistan, but below it for the United Arab Re
public, Ceylon and Indonesia.2 The differences amona

• b
countnes depended not only on the time interval
separating the announcement and the disbursement
of credits but also on the rate of growth and timing

2 These percentages were: India, 64 per cent; Iraq 52 per
cent; Afghanistan, 39 per cent; United Arab Republic
25 per cent; Ceylon, 19 per cent; Indonesia, 13 per cent. '
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Table IV-I. Centrally planned economies: Commitments of bilateral economic assistance to developing
countries, 1955-1964a

(Millions of dollars)

Total,
1955-1964Item and country

Total commitments
Distribution by source:

Bulgaria ..
Chin.a (mainland)
Czechoslovakia
Eastern Germany
Hungary
Poland
Romania
USSR

Distribution by
destination:
Latin America

Argentina
Brazil

West Asia
Iran
Iraq
Syria
Yemen

Far East ..
Afghanistan
Burma
Cambodia
Ceylon
India .. '
Indonesia
Nepal
Pakistan

Africa ....
Algeria ..
Central African

Republic
Congo' (Brazza-

ville)
Ethiopia
Ghana
Guinea
Kenya
Mali
Morocco
Senegal
Somalia
Sudan
Tanzania
Tunisia ...
Uganda ..
United Arab Re

public

6,029

26
758
601
179
175
394
182

3,714

381
109
272
651

84
217
231
119

2,579
347
92
46
80

1,038
793

51
132

2.418
299

4

33
114
144
119

55
112
17
7

96
22
51
48
15

1,282

1955

162

5
15

6

136

4
4

145

136
9

13

13

1956

283

55
4

2

222

2

2
20

20
256
100

22
4
2

115
13

5

5

1957

354

16
57

281

150

150

147

16
125

6

57

57

1958

588

48
59
20

39
12

410

100
100

32

32
159

4
6

41
15
93

297

2

295

1959

866

36
76

10

744

5
5

138

138

576
20

6

470
67
10
3

147

112

35

1960

868

45
115
27
34
65

582

124

79
45

330

30
280

20

414

40
59

5

10

300

1961

1,005

18
154
146
46

111
128
100
302

270

270

421

84

142
157

8
30

314

82
12

75

74
22

38

11

1962

316

2
11
1

88

214

15

15

246
200

11
34

1

55

13

10
12

20

1963

341

6
88
20

14
8

205

75
59

16

24

4
12

8

242
156

22

64

1964

1,246

305
118

71
10
54
70

618

97
25

5
67

275
27

84
65

99
874
143

4

33

22

55
27

7

51

15
517

Sottrce: Centre for Development Planning, Projections
and Policies of the United Nations S'ecretariat, based on
the following: Bank for International Settlements, Bulletin
(Basle); Government of India, Ministry of Finance, Ex
ternal Assistance for the years 1964 and 1965 (Delhi);
Dengi i Kredit, No.6, 1962; Nos. 4, 7, 9, 1963; Nos. 3, 7,
12, 1964; Nos. 2, 3, 5, 1965; No.2, 1%6 (Moscow);
Byulleten Inostrannoy Kommercheskoy Informatsii (Mos
cow); Far Eastern Economic Review (Hong Kong), 19

of commitments. Thus, the concentration of large
commitments during recent years would naturally
result in the lowering of the ratio of disbursements to
total commitments.

January 1961, and other official and unofficial information.
a Data differ from thos'e presented inca'rlier versions of

this table. The changes reflect revisions both of totals and
of year-by-year distribution; they have been made in the
light of the latest available information. Data refer only
to credits and grants reported in announcements referring
to specific countries; they may differ from the totals actually
granted by the centrally planned economies.

The relation between the commitments and utiliza
tion can be traced 111 more detail for India and
Ceylon, the only two developing countries which
have published data concerning the utiLization of
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Table IV-2. Soviet Union: Exports of complete
plants to credit receiving countries, 1955-1964

Year
!IiillZ:ons Percentage of

of dollars total expo'rts ll

1955 1.1 3.3
1956 7.5 7.3
1957 47.2 23.4
1958 112.0 38.8
1959 67.8 27.2
1960 64.9 28.8
1961 137.3 34.2
1962 182.1 39.8
1963 220.6 36.9
1964 295.5 47.8

SoHrce: Vneshnyaya T01'govlya SSSR (Moscow), for
the years 1959-1963 and 1964.

a Exports to credit r'eceiving countries.

loans over a number of years (see table IV-3) .
These data indicate that over 50 per cent of credit
commi,tted by the centrally planned economies to

PART I. THE FINANCING OF ECONOMIC DEVELOPMENT

India in 1955-1964 had been disbursed by the end
of the period.3 The major part of this was accounted
for by Soviet credit disbursements which amounted
to about 60 per cent of total Soviet commitments to
India. The data relating to Ceylon show that 22 per
cent of the commitments made by the centrally
planned economies to this country in 1950-1963 were
disbursed up to September 1963.

DISTRIBUTION OF AID

Although the centrally planned eoon0111ies were
providing aid to over thirty developing countries,
the dalta on distribution of aid among recipient coun
tdes indicate a heavy concentration on a limited
number of countries. Thus, 67 per cent of the total
credits allocated to the Far East and West Asia
was extended to three countries: Afghanistan, India
and Indonesia. In Africa, more than half of the
total allocated to the area went to the 'United Arab

3 The disbursements of credit granted to India during the
same period by other countries represented about 57 per cent
of their commitments.

Table IV-3. Commitments of credit by the centrally planned economies to Ceylon
and India, and its utilizationa

(Millions of dollars)

Dispensing cOlmtry and yeM

Credits granted to Ceylon, 1950-1963

Czechoslovakia (1950) .

China (mainland) (1957-1962) .

Poland (1963) .

USSR (1955) .

Total

Credits gra~~ted to India, 1955-1964°

Czechoslovakia (1959) .
(1964) .

Poland (1960)
(1962) .

Romania (1958) .

USSRd (1955).
(1957) ..
(1959) ...
(1961) ..

Total

Com,tnitments

4.0

36.gb

8.0

30.0

78.8

49.0
84.0

30.0
33.0

12.0

136.0
125.0
420.0
125.0

1,014.0

Contracts
placed

2.0

17.5

19.5

36.0

27.5

104.0
364.0

40.0

571.5

Utilization

1.5

10.9

4.8

17.2

10.0

16.0

12.0

136.0
87.0

235.0
25.0

521.0

S OHrce: Government of Ceylon, Ministry of
Finance, External Econ01l1·ic Assistance (Co
lombo, 1964); Government of India, Ministry
of Finance, External Assistance, 1964.

a Not including commitments of Yugoslavia,
which granted $40 million to India and $15
million to Ceylon.

b Of which, $26.3 million represented grants.
C In addition, in 1965 the Soviet Union ex

tended to India a credit of $211 million for the

construction of the Bokaro steel plant, and
Poland a credit of $22 milHon.

d 1955 credit for construction of the Bhilai
steel plant; 1957 credit for various industrial
projects; 1959 credit for projects in the pfiar
maceutical industry, the Barauni oil refinery
and .projects included in the third development
plan; 1961 credit, the second for third plan
projects.
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Republic. Of the total credits and grants allocated
to all developing countries, $3 billion-57 per cent
-were allocated to these four countries.

The concentration of credits on a lilT1ited number
of countries was one of the factors that accounted
for the impact of the aid of the centrally planned
economies being more significant than their share in
the total aid given to developing countries would
suggest. Another factor which increased the over
all effect of these credits was that in most cases they
were directed towards the expansion of investment
goods industries and were accompanied by an ex
tensive training of manpower, with a view to en
abling the nationals of the recipient country to tal:e
over the construction and operation of future projects.

The part played by credits extended by the
centrally planned economies in the development
financing of the credit receiving countries cannot be
easily assessed for lack of adequate statistical data.
According to a United Arab Republic source, over
one-third of tOitalloans received by the United Arab
Republic in 1952-1962 came from the centrally
planned economies.4 According to Soviet sources,
credits offered by the Smrjet Union to Afghanistan
were equivalent to about one-third of total invest
ment during the first five-year plan and to about
one-half during the second five-year plan. In Guinea,
credit commitments of the centrally planned econo
mies were reported to represent 85 per cent of all
credits extended to that country in 1960-1963 in con
nexion with its first three-year plan. This was equiva-

4 See Said EI-Naggar, Foreign Aid to Uwited Arab Re
pub/£c, United Arab Republic Institute of National Planning.

lent to 70 per cent of total investment during the same
period. According to Indian sources, the loans and
grants of the centrally planned economies amounted
to 13 per cent of all loans and grants extended to
that country up to 1965.5 The loans of the centrally
planned economies earmarked for projects in power,
minerals and manufacturing during to third plan,
1961-1966, amounted to about 20 per cent of total
investment in these industries.6 The credits granted
to Ceylon amounted to about 32 per cent of all loans
received between 1950 and 1964.7

No information is available from the centrally
planned economies regarding the annual flows of
credits to developing countries and the return flows
of repayments of principal and interest to the oen
trally planned economies. Nor is the information
available from the recipient side comprehensive: it
covers only the years 1960-1964 and during that
period only eleven oountries reported, only three
reporting for all the five years (see table IV-4). In
view of these limitations, the annual variations in
flows reflected in the data summarized in the table
may not correspond to actual changes in total dis
burs'ements and repayments of credits granted by
the centr'ally planned economies to developing coun
tries. The correspondence between the recorded dis-

5 Total loans and grants, inclusive of those extended to
India by the International Bank for Reconstruction and
Development, the International Development Association, the
United Nations Special Fund, and the United States Wheat
Loans.

6 Inclusive of the $210 million loan granted in 1965 for
the construction of the· Bokaro steel mill.

7 Together with the loans extended by Yugoslavia, this
share was equal to about 40 per cent of the total.

Table IV·4. Disbmsements and repayments of loans of the centrally planned economies to developing
countries, 1960-1964

(Millions of dollars)

Item
Total

1960'

USSR Total

1961"

USSR Total

1962'

USSR Total

1963d

USSR Total

1964"

USSR

Drawingsf ..... , ............ . 80.8 9.3 69.0
Percentage of exports ...... 27.2 14.5 20.3

Repaymentsg ............ 34.6 20.2 36.0
Percentage of imports 9,8 18.7 10.3

Source: International Monetary Fund, Balance of Pay
ments Yearbook (Washington, D.C.), and Special Ques
tionnaire issued jointly by the United Nations Secretariat
and the International Monetary Fund. For further details,
see United Nations, Intemational Flow of Long-term
Capital and' Official Donations, 1961-1965 (Sales No.:
66.II.D.3) .

a For total: Brazil, Ceylon, Ethiopia, India, Indonesia
and Sudan; for USSR: Ceylon, India and Indonesia.

b For total: Brazil, Ceylon, Ethiopia, India, Indonesia
and Sudan; for USSR: Ceylon, Ethiopia, India and
Indonesia.

C For total: Brazil, Ceylon, Ghana, India, Indonesia,
Pakistan, Somali Republic, Sudan, United Arab Republic;

9.7 275.9 146.9 215.8 181.6 183.7 150.4
7.5 43.3 47.7 26.2 40.0 55.3 55.2

16.3 62.9 27.6 92.8 67.3 21.9 17.7
14.8 10.6 13.8 12.2 23.3 5.6 8.6

for USSR: Ceylon, India, Indonesia, Somali Republic,
Sudan, United Arab Re,public.

d For total: Brazil, Burma, Ceylon, Ethiopia, Ghana,
India, Indonesia, Somali Republic, Sudan, United Arab
Republic; for USSR: Burma, Ceylon, Ethiopia, India,
Indonesia, Somali Republic, Sudan, United Arab Republic.

e For total and for USSR: Burma, Ceylon, Ethiopia,
India, Sudan.

f Drawings of the developing countries. Exports from
the centrally planned economies to credit ,receiving countries.

g Repayments to the centrally planned economies. Imports
of the centrally planned economies from credit receiving
countries.
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bursement and repayments and the trade flows for
the same countries was not very close.s In 1962 and
1964, reported drawings on credits from the centrally
planned economies amounted, respectively, to about
40 and 50 per cent of their exports to the developing
countries concerned, but in the other years indicated
in the table the proportion was appreciably lower
(about one-fourth). The repayments amounted to
about 10 per cent of the imports of the centrally
planned economies from the developing countries in
question in 1960-1964, but the proportion fell to
about half that figure in 1964.

Although the credits extended by the centrally
planned economies were used for the construction
of a large variety of projects, more than half of the
resouroes put at the disposal of the developing coun
tries by countries members of the Council for Mutual
Economic Assistance (CMEA) have been used for
enterprises in heavy industry and power generation.
According to a com,munique of the CMEA presented
in 1964 to the United Nations Conference on Trade
and Development,9 about 35 per cent of credits were
used for power stations, metallurgical plants and the
coal industry, and 25 per cent were allocated to the
chemical industry, oil refineries, engineering and
building materials industries; the remaining credits
were used for the construction of transport and com
munication facilities, geological surveys, prospecting,
the construction of enterpr1ises in light and food in
dustries as well as of scientific, medical and educa
tional institutions and housing. The same source
put the capacity of power stations built with the aid
of the CMEA countries at 5.2 million kilowatts, or
about one-third of the capacity existing in the coun
tries in which they were built. The capacity of the
metallurgical plants constructed with the assistance
of the centrally planned economies is expected to
increase to 3.5 million tons of steel, thus doubling
the existing capacity of publicly owned steel plants
in the credit receiving countries. The capacity of oil
refineries built with the assistance of the centrally
planned economies amounts to 10 million tons of
oil, that is over 50 per cent of the available capacity
in the assisted countries. The capacity of new oement
factories is equal to about 2.5 million tons, which
represents almoslt 13 per cent of the capacity already
installed.

TECHNICAL ASSISTANCE

The extension of investment credit was closely
associated with technical assistance in the form of

8 The countries reporting the rise and repayment of credits
from the centrally planned economies accounted for about
40 per cent of the latter's trade with the developing coun
tries as a whole in 1962 and for 55 per cent in 1963, but for
less than one-fourth in 1960, 1961 and 1964.

9 See United Nations, Proceedings of the United Nations
Conference on Trade and Development, Volume VII. Trade
Expansion and Regional Groupings (Sales No.: 64.ILB.l7),
pp. 334-335.

providing the recipient countries with technical ex
perts and qualified workers, and in various forms
of training of nationals of the recipient countries. A
significant feature of this form of assistance was the
particular attention devoted to the widest possible
participation of the technical personnel of the re
cipient country in the preparation of the projects.
This practice was intended to enable the personnel
of the recipient country to become acquainted wi,th
the methods used by the experts of the donor country
and to use the acquired experience for future work,
thus lessening the dependence on foreign technical
assistance. This aspect of technical assistance was
even more impor,tant during the construction stage
of the new projects. On-the-job training of engineers,
construction workers and other qualified labour,
facilitated by the presence of engineers and qualified
workers from the donor counh'ies, has frequently
enabled the recipient countries to continue the con
struction work with its own labour. Similarly, a con
siderable number of technicians from developing
oountries were trained in the donor countries in
plants similar to those under construction, with a
view to the,ir acquiring the skills necessary to oper
ate the new plants efficiently. According to Soviet
sources, during recent years about 100,000 skilled
workers and technicians have been trained by the
Soviet Union alone. No recent data are available
on the number of experts and qualified workers from
CMEA countries sent to developing countries on
technical assistance, but in 1962 their number
amounted to 7,000.

CREDIT TERMS AND CONDITIONS

The credits granted by the centrally planned
economies are offered almost exclusively in the
form of goods and services. They are based on bi
lateral agreements, and as a rule cover the cost of
prospecting and exploration, preparation of blue
prints and training of personnel, cost of equipment,
machinery and technical assistance personnel as wen
as necessary materials which are not available in
the credit receiving country. With some exceptions,
the credits are given for the consltruction of specific
projects stipulated in the agreements. As a rule, the
credits are to be utilized wi,thin a period of four to
five years, beginning with the date of the final
arrangement, although in some cases the time spent
between the signing of the agreement and the com
pletion of a project has been considerably longer.
Credits carry an interest rate of 2.5 to 3 per cent,
and are repayable over a period of eig-ht to fifteen
years, beginning one year after the completion of
the proj ect or of deliveries of machinery and equip
ment. The interest accrues from the date of dis
bursement of each fraction of total credit and is
pa,id within the first three months of the following
year. Both the principal and the interest are re-
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payable in the form of commodity exports of the
recipient country or, upon mutual agreement, in
domestic currency or in convertible currency. The
predominant, if not exclusive, form of repayment
has been th3Jt of traditional exports of commodities
and, in some cases, repayment has been made through
exports of goods produced by the plants built with
the aid of the foreign credits. Only a limited amount
of these payments has been used by the creditor
oountry for financing of local e.."penses of its person
nel. Formally, the sums due for repayment of prin
cipal and interest are deposited into the bank account
of the creditor country in the national currency of
the debtor country. Prices of goods and services
delivered by the donor country as well as those of
goods used by the recipient country for the repay
ment of loans are as a rule based on prices prevail
ing in world markets. The credit agreements contain
a gold clause which represents a guarantee against
the effect of devaluation and inflationary price
changes in the debtor country. No guarantee exists,
however, against the effect of changes in world
prices. Changes in the terms of trade may therefore
have a considerable effect on the real cost of credit
for each of the partners to the agreement.

The fact that these loans are extended in kind
rather than in convertible currency and that they
are generally earmarked for specific projects, make
them subject to the famiHar criticism applied to
project financing and to tied loans, which has been
discussed in the preceding chapter. But several
features of the loans extended by the centrally
planned economies are generally considered as par
ticularly favourable to developing countries. Thus,
the provision allowing for repayment in the form of
traditional exports rather than in convertible cur
rency has been particularly important in view of the
balance of payments problems. The fact that the re
payment of principal s,tarts only after the comple
tion of a given project gives these credirts a self
liquidating character especially when repayment is
effected by export of goods produced by the enter
prises built with the aid of these credits. An im
portant feature of the credit polky of rthe centrally
planned economies is that the selection. of specific
projects is not made dependent on the views of the
lending country concerning the most efficient alloca
tion of resources by the recipient country. In this
respect the final decision has been left to the govern
ment of the recipient country. Thus, for instance,
projects in heavy industry have not been less eligible
for loans than have projects in light industry in
spite of the fact that profitability evaluation might
give preference to the latter. Another characteristic
of the aid of the centrally ptanned economies has been
that the appropr,iate organizations of the donor
country have taken the responsibility for construc
tion and for handing over of the enterprise to the

receiving country as a going concern. This responsi
bility has included all the technical assistance re
quired for the oomp1etion of the projects. The loans
extended by the centrally planned economies have
been at low interest rates, charged only on the
utilized fraction of loans, net of repayment.

The lack of adequate information concerning
specific projects, quality and prices of goods delivered
for their construction and other conditions prevent
any quantitative assessment of the value of these
features.1o The only available estimates made recently
in the Soviet Union were published wi,th little infor
mation concerning the methods used in these calcula
tions. According to these estimates, the more favour
able terms of credit offered by the centrally planned
economies resulted in quite considerable savings to
the developing countries. One such estimate put these
savings at 550-750 million roubles, representing the
difference between the repayment of pril1iCipal and
interest on loans granted by the centrally planned
economies to developing countries in 1954-1963 (4
bimon roubles) and the amounts which the develop
ing countries would have had to pay for the same
amounts of loans to "western countries, international
banks and organizations, and private investors",11
Another Soviet estimate indicates that the savings
due to lower interest rates on the loans granted by
the centrally planned economies to developing ooun
tries would amount to about 20 per cent of the
principa1.12 This evaluation is evidently based on
the assumed difference of 3 percentage points be
tween the interest rate charged by the centrally
planned economies and that of the developed market
economies, presumably assessed, in confonnity with
Soviet practice, on the utiEzed credits net of repay
ment.

These assumptions concerning the differences in
the interest rates may hold for comparison with priv
ate investment loans, loans granted by certain agen
cies such as the Export-Import Bank or the World
Bank and for official bilateral commitments of cer
tain countries during certain periods. They may
even correspond to weig;hted average rates for all
loans allocated in the past to projects similar to
those financed by the credit of the centrally planned
economies. But they do not correspond to the differ
ences between the interest rates charged by the cen
trally planned economies and those applied to the

10 For problems involved in measuring flow of resources,
see "Measurement of the Flow of Long-Term Capital and
Official Donations to Developing Countries: Concepts and
Methodology, Report of the Secretary-General" (A/5732),
and "The Measurement of the Flow of Resources from the
Developed Market Economies to the Developing Countries,
Interim Report of the Group of Experts appointed by the
Secretary-General" (Ej4171).

11 See Vop.,-osy EkoiZomiki. No.2, 1965 (Moscow), p. 73.
12 See G. M. Prokohorov, Dve Mi.,-ovye Systemy i Osvo

bodvvshiesya StmiZY (Moscow, 1965), p. 110.
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official bilateral loans of the developed market econo
mies in 1962-1964. The reduction in interes~t rates on
these loans during recent years has brought them
much closer to those charged by the centrally planned
economies. Thus, while in 1961 nine-tenths of the
bilateral commitments of the deV'eloped market
economies were extended at interest of more than 3
per ,cent per annum, and seven-tenths at more than
5 per cent, in 1964 this proportion declined to less
than one-half and about one-fourth, respectively. The
weighted average interest rate on official bilateral
loans of ,the countries members of the Development
Assistance Committee (DAC) amounted to 3.6 per
cent in 1962, 3.4 per cent in 1963 and 3.1 per cent
in 1964. The weighted average for the DAC coun
tries other than the United States was substantially
higher, amounting to 5.2 per cent, 4.9 per cent and
4.2 per oent, respectively.13

PROCEDURE OF CREDIT ARRANGEMENTS

The framework and procedure of credit arrange
ments between the centrally planned economies and
the developing countries are largely determined by
the institutional characteristics of the former coun
tries. The state ownership of produotive facilities and
the central planning of allocation of resources obvi
ously preclude the existen.oe of a capital market, and
commercial credits granted in some cases by indi
vidual enterprises are entirely dependent upon the
decision of the central authorities. With minor ex
ceptions, the foreign loans of the centrally planned
economies are extended to the governments of the
recipient countries, negotiations being initiated by
either party through diplomatic channels. The credits
are as a rule utilized within the public sector. Al
though the final agreements specify both the amounts
of credit and the project for which they are ear
marked, it is not known whether the initial pro
posals are presented in physical terms or in the form
of a global sum of money which in the later stages
is translated into specific quantities of various goods
to be delivered to the recipient country. Since the
utilization of credits always takes the form of ship
ments of specific goods from the donor country, it
is obvious that the volume of credits, offered by the
centrally planned economies depends not only on
their willingness to allocate a certain part of their
savings to the recipient country but also on their
capacity to deliver the required goods. In any event,
even if the preliminary proposals are fnrmulated in
physical terms, they are necessarily influenced even
at the initial stages by some broad indications of
the total amount of loans which can be secured C\Jt a
given period. Such global indications are particularly

13 See OrganisaHon for Economic Co-operation and Devel
opment, Development Assistance Efforts and Policies, 1965
Review, Report of the Chairman of the Development Assist
G1tce Committee (Paris, 1965).
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necessary in cases where the donor country agrees to
finance an industrialization programme involving a
number of projects. Thus, for instan.ce, the Soviet
in.dustrialization loan of $117 million extended to
the United Arab Republic in 1958 included financing
of geological works and oil exploration and con
struction of plants in metallurgical, eleotrical, chemi
cal and pharmaceutical industries as well as in food,
textile and other light industries. In such cases, pre
liminary proposals including a list of proj ects or of
commodities are subject to considerable revision in
the light of information iCOncerning the total value
of available credits and the ability of the donor
country to provide the specific commodities. Such
information may be offered to the recipient country
at the stage of informal exploratory discussions be
tween the pafities concerned. As a rule, the prelimi
nary discussions relating to aid are referred to the
central authorities which call upon various govern
ment departments or agencies for the general evalu
ation of the economic implications of the credits. The
findings of these agencies provide the general basis
for government decisions with respect to the grant
ing of loans, preceding the formal conclusion of the
general agreement with the recipient country. More
detailed contraots are drawn up within the frame
work of the general agreement laying down in
greater detail the sequence of construction and deliv
eries of goods and the preparation of projects and
surveys as well as the details concerning technical
assistance.

An important feature of these arrangements is the
fact that the creditor country assumes full responsi
bility for the practical implementation of the aid pro
gramme. This is quite different from the method of
operation frequently applied by other countries,
where the creditor limits itself to supplying the
finance, leaving to the recipient country the responsi
bility for actual construction and operation of the
projeot. In the case of the centrally planned eoono
mies, the creditor country engages itself as a rule to
provide the recipient country with a completed pro
ject ready for operation. This includes technical
assistanoe, which is offered as an integral part of the
project financing. In consequence, the recipient
country does not enter into direct commercial rela
tions with the enterprises produoing goods or pro
viding services for the projeot receiving aid, although
such contracts or consultations are not precluded.
The need for such direct relation is not of primary
importance in the case of complete projects, however,
because in any event prices, specifications and all
technical aspects of project execution are pre
arranged through close co-operation between the
agency of the creditor country responsible for the
project and the corresponding organization in the
recipient country.
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(P ercelltage)

Tahle IV-5. Credit commitments in relation to
investment in machinery and equipment, 1960.
1964a

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
table IV-I; World Economic Survey, 1961 (Sales No.:
62.11.C.l), and national statistical yearbooks.

a In order to calculate these ratios, data on investment
in machinery and equipment expressed in domestic prices
had to be converted into pri<ces comparable to foreign trade
prices used in the evaluation of oredit commitments. The
conversion factors used for these estimates were derived
from data on output of machine building industries in do
mestic prices and an estimated value of this output in
roubles, in 1960. The latter series was caLculated by the use
of estimates of relartive value of output of these industries
in various centrally planned economies expressed in com
parable prices, as indicated in Warld Economic Survey,
1961, p. 106. The value of investment in machinery and
equipment in roubles was converted into dollars at the rate
of $1 = 0.6 rouble, based on the estimate in A. 1. Kats,
Proizvoditelltost Truda v SSSR i Glavnykh Kapitalisti
cheskikh Stranakh (Moscow, 1964), p. 57. The ratios in
dicated in the table can be considered only as broad
approximations.

of the great interest devoted recently to the effect of
aid on the over-all growth of trade. The informa
tion on aid commitments in relation to exports in the
centrally planned economies shown in table IV-6
indicates that in 1960-1964 the ratio of aid to trade
ranged from 19 per cent in Bulgaria to 67 per cent
in Romania. The aggregate ratio for the centrally
planned economies other than the Soviet Union
amounted to 37 per cent, and the average for all
countries of this group to 42 per cent. The ramo of
aid to exports to countries receiving credits was
obviously much greater, amounting to as much as
86 per oent in 1960-1964.

Extension of credit to developing countries had a
considerable impact on the expansion of trade. Be
tween 1955 and 1964, exports of the centrally planned
economies to developing countries rose more than
three times and imports by almost three times. The
expansion of trade with countries receiving aid was
faster than that with other developing countries. Ex
ports to these countries increased five times, imports
about 2.9 times, total trade 3.7 times. Their share
in total trade of the centrally planned economies
with all developing countries rose from 44 per cent
in 1955 to 54 per cent in 1964.

2.03
5.41
1.23
6.13

3.56
3.19

D e've!oping and
centrally planned

countnOes

Credits allocated to

1.55
3.78

0.78

5.32
3.16
1.81

Developinq
countries

C()lIHtr~v

Bulgaria ....
Czechoslovakia
Eastern Germany
Hungary
Poland
USSR ....

IMPACT OF AID ON CENTRALLY PLANNED ECONOMIES

14 Including those extended to other centrally planned
economies.

In view of the full utiLization of resources which
prevails in the centrally planned economies, the ship
ments of goods associated with long-term credits
reduce the supply of commodities available for do
mestic uses and therefore may have a certain decel
erating effect on the rate of economic expansion.
This effect can hardly be evaluated without a de
tailed analysis of the degree of scarcity of specific
commodities diverted fwm domestic use in connexion
with foreign aid. In the absence of such information,
certain conclusions can be derived from comparisons
of the aid commitments with such aggregates as na
tional income, investment and foreign trade. The
credit commitments of the centrally planned econo
mies have represented only a small fraction of net
material product of these countries, ranging from
about one-tenth to three-fifths of one per cent in
1960-1964. Since the predominant part of credits is
offered in the form of deliveries of machinery and
equipment, the impact of aid may be more effectively
measured by relating the aid to domestic investment
in machinery and equipment. These ratios, shown
in table IV-5 were calculated on the basis of very
rough estimates of the value of domestic investment
measured in prices used in foreign trade, and there
fore can be considered only as broad approximations
of the actual relationships. They indicate that in
1960-1964 the credit commitments of the centrally
planned economies to developing countries may have
been as much as 5 per cent of investment in ma
chinery and equipment ,in Hungary, over 3 per cent
in Czechoslovakia and Poland, and about 2 per cent
in the Soviet Union. In Bulgaria and in Eastern
Germany, the corresponding figures amount to about
one per cent. It should be remembered, however, that
several of these countries extended considerable loans
to or received loans from other centrally planned
economies. Among countries for which data on loans
as well as on investments were available, only
Czechoslovakia, Hungary and the Soviet Union were
not receiving any loans in 1960-1964. The value of
all loans granted by these countries14 in relation to
investments in machinery and equipment was as high
as 3 per cent for the SoV'iet Union, 5 per cent for
Czechoslovakia and 6 per cent for Hungary.

While the reliability of these estimates is limited
by the uncertainty concerning the relation between
domestic and foreign prices, no such limitation exisrts
with respect to comparisons of aid with foreign
trade, which are both expressed in the same prices.
The comparison of aid with trade is particularly
significant because of the balance of payments prob
lems of the centrally planned economies and in view
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Table IV-6. Centrally planned economies: Credit
commitments in relation to exports to developing
countries, 1960·1964

(Percentage)
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Tahle IV-7. Centrally planned economies: Rela
tionship between aid and growth of trade, 1955
1964

(Percentage)

Credit commitments
h." relation to exports to

All developing
cowl-tries

Credit recei'virl-g
co'un,tries

Country
A id in relation

to trade w1:th
1'ecipient
cot!ntriesa

Rate of g,'owth of tradeb

With recipient With all
countries dC'I/clopiH.Q

COllntries

Bulgaria .,
China (mainland)
Czechoslovakia
Eastern Germany
Hungary ..
Poland .
Romania .

Total, above countries
USSR

Total

19.1
26.0
34.5
35.2
58.4
50.9
66.6
37.2
52.1
42.3

58.2
109.0
78.1
72.8

100.7
91.7

139.1
94.1
79.5
86.0

USSR
Romania
China (mainland)
Czechoslovakia
Poland
Eastern Germany
Hungary ..
Bulgaria .

Total .

59.7
51.5
37.5
34.1
33.0
29.3
27.7
23.4

47.0

25.3
lOA
17.1
4.5
6.9

15.5
8.1

51.4
15.7

2D.2
12.9
11.3
4.6

11.0
17.6

804
39.1
13.3

S~urce: Table IV-I; International Monetary Fund, Di
rectwn of Trade, Annual 1960-64 (Washington D.C.) and
national statistical yearbooks. "

But while this trend was apparent in the develop
ment of the aggregate trade of the centrally planned
economies with developing countries, the reverse
was true with respect to the trade of several coun
tries taken individually. Thus, as may be seen from
table IV-7, during 1955-1964 five out of eight coun
tries ;increased their total trade with developing
countries about as fast as or faster than their trade
with countries to which they had extended long-term
development loans. These differences were much
more pronounced during the second half than during
the first half of the period. Although exports were ob
viously n10re direotly influenced by aid, the data
relating to the growth of exports also indicate that
the trade of several centrally planned economies with
credit receiving countries rose more slowly than that
with other developing countries. Moreover, no sys
tematic relationship is evident between the volume
of aid in relation to trade and the rates of growth of
trade between individual centrally planned economies
and credit recipient ,countries. This is clearly visible
if one compares the ranking of the centrally planned
economies according to the aid to trade ratios and
their ranking according to the rates of growth of
trade.

The relations between these aggregates may be
influenced of course by the relative magnitudes of
trade with individual countries as well as by the
timing of credit commitments. Thus, for instance,
a higher percentage growth of trade would naturally
be expected in cases where the initial volume of
trade was smaller than in cases where the trade was
quite substantial in the beginning of a given period.
The effect of aid on trade in a given time span would
also largely depend on whether the aid was granted
in the beginning of the period or at the end. But a
more detailed analysis of changes in the trade be-

Source: Table IV-I, and national statistIcal yearbooks.
a Commitments in relation to exports plus imports.
b Annual compounded av'erages.

tween individual countries and its relation to aid
confirms the conclusions presented above.

FUTURE EXPANSION OF AID

The future expansion of aid extended by the cen
trally planned economies to developing countries will
obviously be influenced among other factors by the
growth of their output, and even more by the ex
pansion of their foreign trade.

fhe implication for the centrally planned econo
mies of the General Assembly and UNCTAD reco
mendations concerning the allocation of one per cent
of national income of the donor countries as aid to
the developing oountries may be assessed by com
paring the loan commitments of the centrally planned
countries in 1960-1964 with the amounts corres
ponding to one per cent of the gross national prod
uct of these countries,15 and by relating these amJOunts
to the exports of the centrally planned economies to
developing countries during the same period. The
estimates given in table IV-8 indicate that the appli
cation of the one per cent assessment would imply a
rise of total loan commitments of the seven centrally
planned economies lis.ted in the table from about $0.6
billion per annum in 1960-1964 to $3.1 billion. Need
less to say, in terms of actual aid flows to deve1op~

ing countries the percentage increase would be
greater.

Although further growth in the aid to developing
countries is anticipated by the centrally planned
economies, i,t has been frequently stated that in
evaluating the possibilities for such further growth
the fact should not be disregarded that many of the

15 According to the United Nations' interpretation, the one
per cent is to be applied to gross national product at lliaJrket
prices.
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Table IV-8. Centrally planned economies: Actual
commitments and hypothetical commitments of
one per cent of gross national product, 1960-1964

(Millio1ls of dollars)

Source: Centre for Development Planning, Projections
and Policies of the United Nations Secretariat, based on
table IV-1; Wodd Economic Stwvey, 1964, Part II (Sales
No: 65,II.C.Z), and national statistical yearbooks.

a Gross national ,product was estimated by adding de
preciations and the value of non-productive services to the
net material product. The value of non-productive services
was calculated under the assumption that its ratio to net
material product is equal to the ratio of labour employed
in the non-productive sectors to total labour force. The
data in domestic prices were converted into roubles by the
use of estimates of relative value of net material product
of various centrally planned economies expressed in com
parable prices. (See vVorld Economic Stwvey, 1964, Part II,
p. 187.) The data in roubles were converted into dollars
at the official exchange rate of $1 = 0.90 rouble.

Actual Estimated one E,<ports to
commit'1'Hents per cent of GNPn dC7Jelopin.Q

countries
Co-nnt1'y

Bulgaria
Czechoslovakia
Eastern Germany
Hungary
Poland
Romania
USSR

Total
China (mainland)

26
400
144
170
336
170

1,951
3,197

603

233
818

1,143
350

1,043
554

11,263
15,403

136
1,159

409
291
660
255

3,745
6,655
2,322

centrally planned countries are in fact receiving
considerable credits from other countries, and that
the total credits extended by those of the centrally
planned countries which are not receiving any aid
exceeds substantially their commitments to develop
ing countr,ies.

The available information on the total aid given
and received by the centrally planned eoonomies
(see table IV-9) indicates that in 1955-1959 all
countries excepting the USSR and Czechoslovakia
were net debtor countries and that the total aid re
ceived by them from other centrally pla:nned econo
mies substantially exceeded the aid extended by them
to developing countries. The aid extended by the
Soviet Union to developing countries amounted to
about 57 per cent of the aid of that country to the
other :centrally planned economies. During 1960-1964,
only Bulgaria, Eastern Germany and Poland were
net debtor countries in their relations with other
centrally planned economies. In the case of Poland,
the credit commitments to developing countries sub
stantially exceeded the net aid received from the
centrally planned economies, and in the case of
Eastern Germany they amounted to over three-fifths
of the net aid received. In all countries, the volume
of credits offered to developing countries was much
greater than that extended to the oentrally planned
economies.

Table IV-9. Credits granted and received hy the centrally planned economies, 1955·1964a

(Millions of dollars)

1955-1959

To and .from the
cc-nt1'ally planned economies

CountYj!

Bulgaria , .
China (mainland) .
Czechoslovakia .
Eastern Germany '.,'
Hungary .
Polandc , , .

Romania .
USSR .

Gralltedb

904
333
292

8
8
8

3,173

Received

230
1,428

13
542
364
683
298

Net

-230
-524

320
-2'50
-356
-675
-290
3,173

To drmeloping
countries

155
201

35
6

51
12

1.793

1960-1964

To and .from the To developing
centrally .planned economies c01tntyies

Grantedb Rccel:ved Net

8 495 -487 26
497 40 457 603
173 173 400
84 311 -227 144
26 26 169
43 189 -146 343
52 52 170

1,491 1,491 1,921

Source: [florid Economic Survey, 1960 (Sales No.:
61.II.C.l), p. 120; Dengi i Kredit, No.9, 1961; Nos. 3 and
6, 1962; S. D. Sergeev, Ekonomicheskoe Sotrudnichestvo i
V2'aimopomoshch S otsialisticheskikh Stran (Moscow, 1964).

a Data refer only to the amounts of credits and grants
reported in special announcements referring to specific
countries; they may differ from the actual totals of aid
received or extended. According to the last source quoted
above, the total aid extended by the Soviet Union to all
centrally planned economies up to 1964 amounted to about
$9 billion.

b Including credits extended to centrally planned econo
mies not listed in ,the table.

c In addition to the aid received from the centrally
planned economies, Poland also received from the United
States in 1957-1964 grants in surplus agricultural com
modities equivalent to $41.4 million and a $10.4 million

grant for construction of a children's hospital, of which
$2.2 million was for actual cost of United States equipment
and $8.2 million represented the va,lue of Polish zlotys
derived from sales of Public Law 480 Title I agricultural
commodities. The total sales of commodities amounted
during the period to $553.7 miilion. The proceeds of these
sales in zlotys are reserved for United States expenses in
Poland, with any unused balances after ten years to be
repayed in equal annual instalments over a thirty-year
period. This provision was not applied fully to the $60
million sales of surplus commodities (included in the figure
quoted above) during the United States fiscal year 1964;
of this, $30 mWion is to be repaid in dollars over a three
year period. In addition, P.oland also received a total of
$61 million in loans during 1957-1959, repayable in dol1a;rs
in twenty-five years, inoIuding a five-year grace period
with annual interest rate of 4.5 per cent.
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New tendencies In the aid policies of
centrally planned economies

As already stated, the centrally planned economies
provide almost all their economic aid in the form
of credits, while grants account for only a small
proportion of the total. The official justification for
this form of aid is that credits represent arrangements
beneficial to both contracting parties and therefore
provide a more solid and adequate basus than do
grants for full equality of the partners and for
mutually satisfactory long-term arrangements.

Needless to say, the aid extended by the centrally
planned economies to the developing countries has
also been influenced, as in other countries, by political
and other considerations. These considerations, ac
cording to official statements, have not been confined
to current policy problems. Aid policy is envisaged
within a broader perspective of historical change
which, according to this view, creates a basic com
munity of interest between the developing countries
and the centrally planned economies. Thus, it is main
tained that the industrialization of the developing
countries, resulting in their increasing economic in
dependence from colonial powers and other developed
market economies, is an important factor in streng
thening the position of the group of centrally planned
economies in the world economy. Moreover, it is
believed that the process of economic development in
these countries raises structural and other problems
that cannot be solved without the extension of the
state sector and of economic planning. In consequence,
foreign aid, fostering economic growth, leads these
countries, without any conditions imposed from the
outside, to adopt methods and policies which bring
them closer to the centrally planned economies.

I t is believed that this general tendency inherent
in the economic growth of developing countries may
be considerably weakened if the conditions of provid
ing aid are such as to prevent the growth of the
state sector, reduce the scope of planning and in
crease the dependence of these countries on the devel
oped market economies. In the light of these consid
erations, the aid of the centrally planned economies
has been almost exclusively limited to the state sector
and largely concentrated on manufacturing projects,
and more specifically on heavy industries which are
regarded as essential for lessening the dependence of
the developing countries on developed countries.

The economic benefits of the developing countries
from the aid received are self-evident. The case is less
clear with respect to the economic benefits derived
by the centrally planned economies from these
policies. In fact, it is doubtful whether the principle
of "mutual benefits", which is supposed to underlie

the aid policy, can be interpreted as referring fully
to economic benefits so far as the centrally planned
economies are concerned. The decisions concerning
the volume and the geographical and sectoral alloca
tion of aid were obviously not influenced by the
profit motive. The low interest rate was, according
to official sources, barely sufficient to cover the ex
penses of the organization entrusted with prepara
tion and implementation of the aid programmes.16

It is equally obvious that the extension of aid could
not, in the conditions prevailing in the centrally
planned economies, have any stimulating effect on
the growth of the economy through the multiplier
effects of additional foreign demand. In fact, none
of the centrally planned economies has ever suffered
from a deficiency of effective demand; on the con
trary, all the factors which have limited their growth
have always been on the supply side. In view of the
particularly high level of demand for investment
goods, the shipment of these goods as aid to the
developing countries reduces the supply of scarce
resources which would otherwise be available for
domestic investment, and, therefore, has a certain
decelerating effect on the rate of economic expansion.

The restraining effect of the supply factors on
economic expansion is also shown by the serious
difficulties that most of the centrally planned econo
mies encounter in securing essential imports for
lack of foreign exchange. Although it is difficult to
say whether the goods shipped on credit to develop
ing countries could in all cases be exchanged for
the required imports, there is little doubt that some
of them could be used for this purpose and that, in
the longer run, the resources used for their produc
tion could be channelled into production of other
export goods in high demand.

Another important issue with regard to the aid
extended to developing countries concerns its effect
on the aid given to the centrally planned economies
by other countries of the group. Several centrally
planned economies can certainly be considered as
less developed, and facing problems in many respects
similar to those of developing countries in the rest
of the world. Most of these countries were receiving
credits from other countries of the group, in some
cases substantially exceeding the credits extended
by them to developing countries. But the growth
of credits extended to developing countries has
imposed considerable restriction on the aid that
could be given to the credit receiving centrally plan
ned economies.

16 G. M. Prokhorov, op. cit., pp. 131-132.
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To stress the importance of these pToblems is not
to deny the purely economic advantages which have
offset, at least to some extent, the high opportunity
cost of the aid extended by the centrally planned
economies to developing countries. It has been
repeatedly stressed in the centrally planned econo
mies that among the purely economic motivations
of aid was the desire to promote expansion of foreign
trade and to secure higher imports from the credit
receiving countries in the future. The e:x!tension of
long-term credits is expected to create a favourable
environment for expansion of trade over and above
their direct effects. The construction of enterprises
and the delivery of machinery and equipment on credit
creates a market for replacement parts and stimulates
further purchases of investment and other manufac
tured goods in cash or on commercial credit. Similarly
the repayment of credits will finance a return flow
of imports in the future. The development of such
bilateral flows increases the possibility of expanding
imports without a commensurate increase in payments
in convertible currency. The exchange of machinery
and equipment and especially of complete instal
lations against raw materials and consumer goods
could not be achieved on a cash basis, and the ex
tension of trade according to such patterns would,
in any event, require at least commercial credits.

Although these purely economic factors did play
a part in determining aid policy, especially in the
case of the smaller centrally planned economies, they
do not seem to have been of primary importance for
the larger proportion of loans granted by the centrally
planned economies to developing countries. Thus,
a highly authoritative statement emphasizing the
determination of the centrally planned economies to
aid the developing countries in their striving towards
industrialization and economic and political inde
pendence included the comment that "obviously, one
cannot say that in this case our economic relations
are based on mutual benefits. Broadly speaking, our
economic and technical assistance to developing coun
tries is rather disadvantageous to us from the com
mercial point of view".17 According to another
statement, "If one should approach this problem
from such a purely commercial point of view then
it would be more advantageous for the Sov,iet Union
to build new plants in the country with these funds
and to export finished goods. The Soviet people are
far remote from such a purely commercial a,ttitude
in their relations with countries to which they extend
economic assistance" .18

More recently, increasing attention has been
devoted in many centrally planned economies to the
problem of economic assistance to developing coun-

17 N. S. Khrushchev, Pravda (Moscow), 13 July 1958.
18 Editorial in Pravda, 9 May 1958.

tries and, in this context, the concept of "equal
mutual benefits"has also been subjected to closer
scrutiny. As indicated above, this concept, which has
been considered as the basic principle of the policy
of co-operation with developing countries, did not in
fact have any precise economic content.

The increased interest in this aspect of the problem
of aid was in part influenced by certain developments
affecting the economic growth of the centrally
planned economies in recent times. Several of these
countries have recently experienced a slowing down
of the rates of their economic expansion. Among
contributing factors, the most significant was a rise
in capital-output ratios, the effect of which could not
be easily compensated, in present conditions, by
depressing the share of consumption in national
income. Balance of payments problems also adversely
affeoted growth rates.

Efforts to grapple with these problems and to
improve over-all economic efficiency have led to a re
evaluation of past experience and to far-reaching
reforms in the methods of planning and management
of the economy. Needless to say, these efforts have
not been confined to the domestic sectors only. The
attempts ,to introduce more efficient methods and
policies were not less significant in the field of
foreign economic relations, including both trade
and aid policies. It is true that no official announce
ment of any change in aid policy has so far been
made by the Governments of the centrally planned
economies. But the tendency towards a significant
re-evaluation of these policies and the emergence
of new approaches to the problems of economic
assistance became apparent with the publication of
a number of studies in several centrally planned
economies.19 Some of these views were also ex
pressed in the proposals submitted by the centrally
planned economies to the United Nations Conference
on Trade and Development, and were reflected in
some of the resolutions adopted by the Conference.2o

NEW APPROACHES TO ECONOMIC ASSISTANCE

The re-evaluation of the aid policy reflected in
these studies does not imply a reduction of the eco
nomic assistance extended by the centrally planned
economies to developing countries. The studies are
mostly concerned with the elaboration of policies
10rpetlJing new opportunities Jor international co-

19 See, for instance, Gospodarka PI(J;nowa~ No. 12, 1963
(Warsaw); Vaprosy Ekononviki, Nos. 2 and 11, 1965
(Moscow) ; Rude Prav6 (P,rague), 25 May 1965; Kulkeres
kedelem, No.1, 1966 (Budapest); Vnshna Trgovia, No. 12,
1965 (Sofia).

20 See United Nations, Proceedings of the United Nations
Conferel~ce on Trade and Development, Volume I, Final
Act and Report (Sales No.: 64.II.B.l1), pp. 35-36 and
Volume V, Financing (md 'Invisibles, Institldional Arrange
ments (Sales No.: 64.II.B.lS), pp. 358-359.
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operation, based on a more realistic appraisal of the
needs of the developing countries and of the capa
cities of the donor countries.

According to these views, the expanded contribu
tion of the centrally planned economies for accelerat
ing the growth of developing countries could not be
sustained for long if the economic benefits derived
from such co-operation were not mutual. This is
particularly relevant with regard to the smaller
centrally planned economies, and more specifically
to the less developed countries of the group. It is
believed that the equalization of economic benefits,
far from reducing the actual advantages derived by
the developing countries from their relations with
the centrally planned economies, may in faot in
crease them considerably. This can be achieved
by the introduction of new forms of co-operation
between the centrally planned economies and the
developing countries and by certain modifications
in the credit policy of the centrally planned economies.

The suggestions put forward recently place the
problem of long-term loans in a much broader
framework of aid through extended economic co
operation of the two groups of countries based on
mutual advantage. More explicitly, the allocation of
aid, according to these suggestions, should not be
treated in isola,tion but should be closely integrated
and, in fact, subordinated to the expansion of trade
between the centrally planned economies and the
developing countries according to a pattern corres
ponding to the long-term interest of each of the
contracting parties.

The increased emphasis on "aid through trade"
is largely motivated by the belief that, in the longer
v:iew, the scarcity of foreign exchange is of more
importance than the inability to increase domestic
savings to the required levels in a large number of
developing countr,ies. The inability to exchange
domestically produced commodities for investment
goods which have to be secured from abroad is
considered one of the main factors preventing
potential savings from materializing or from taking
the form of productive accumulation. Moreover, in
spite of the effect of low levels of per capita income
on savings, it is believed that in most of the develop
ing countries there are untapped possibilities of
raising internal accumulations through redistribution
of national income by means of agrarian reform,
appropriate taxation, expansion of the state sector,
and other measures. This does not mean that the
possibilities of raising domestic savings are suffi
ciently large to eliminate the need for foreign aid.
But the most effective contribution of the centrally
planned economies to the solution of these problems
would be to help the developing countries to narrow
the foreign exchange gap.
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According to these views, it is far more important
in the long run to create conditions which would
enable the developing countries to increase their
export earnings sufficiently to meet the gap than
merely provide them with foreign loans. The pos
sibility of a continual increase in foreign lending
is obviously limited and the repayment of loans raises
problems which cannot be solved without expansion
of exports. The emphasis placed on expansion of
tra;de is also motivated by the belief that this would
necessarily lead to a more effective mobilization
of national resources for economic development.
Efforts aiming at expansion of trade and improve
ment of its pattern cannot be entirely successful
if they are limited Ito the use of traditional methods
of export promotion. Nor, according to these views,
could the reduction of customs duties and other
measures tending to improve the access of exports
from developing countries to the markets of developed
countries be expected to achieve much. The solution
of the foreign trade problems of developing countries
cannot be achieved without changes in the pattern
of world production. It is further contended that the
free play of domestic and international market forces
would not, in the present conditions, lead to a change
favourable to the developing countries. But con
siderable progress could be achieved by concerted
action of several countries for changing the exis,ting
pattern of international division of labour. Such co
operation would have to take the form of long-term
bilateral or multilateral agreements, aiming at simul
taneous alteration of trade flows and of the structure
of domestic production of the contraoting parties.

It has been stressed that such agreements in
volving long-term decisions concerning domestic
production and trade cannot be easily arranged by
governments which have little control over produc
tion and trade. They are, however, pal1ticularly
suitable for the centrally planned economies, which
have announced their readiness to enter into this
type of agreement with developing countries. The
importance of such arrangements will obviously
depend on the degree of planning and government
control over production and trade in the developing
countries. But certain arrangements of this kind,
on a limited basis, are possible with government,
semi-private or even private corporations in countries
with little central planning.

The most significant feature of this new type
of co-operation suggested by the centrally planned
economies is that it goes beyond the usual trade
agreements and that it extends into the sphere of
productive activities of the interested parties. It
does in fad imply the participation in one form or
another of the developing countries in the planned
development of international division of labour that
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is taking place among the centrally planned econo
mies. This type of co-operation would, it is main
tained, contribute significantly to the acceleration of
growth of developing countries and provide at the
same time important advantages to the centrally
planned economies.

The impaot of these considerations on foreign aid
policies may be quite considerable. Although the
development of the new type of co-operation is
conceivable without foreign financing, it is believed
that in most cases foreign aid will be required for
the expansion of output earmarked for exports to
the centrally planned economies. This would ob
viously call for a close integration of aid polioies
with the over-all co-operation policies. According
to some views, the extension of aid, or at least of
a significant proportion of aid, should be fully
subordinated to the requirements of "productive co
operation", based on mutual advantage for the con
tracting parties: The allocation of credits on this
basis .would enable the centrally planned economies
to sus'tain a much greater volume of aid than would
be possible otherwise. But the application of these
policies couLd have a considerable influence on the
geographical and sectoral distribution of the long-term
credits extended by the centrally planned economies
to the developing countries.

It is of interest to note that the evolution of views
concerning economic co-operation with developing
countries is in some respects similar to the changes
which occurred earlier in ,the relations among the
centrally planned economies themselves. In the initial
stage, ending approximately in the mid-nineteen
fifties, economic co-operation between these coun
tries was largely confined to trade and aid agree
ments. In the subsequent period, the main emphasis
was placed on co-operation 3Jt the production level
on the basis of intercountry specialization agreements.
A further intensification of these tendencies was
reflected in the considerable efforts devoted to the
integration of sectoral and over-all development
plans of CMEA countries and to various forms of
participation of several CMEA countries in common
production Ventures.

The scope of the contemplated co-ordination of
economic activities with developing countries is
obviously much narrower. Co-operation among the
centrally planned economies was stimulated by
political, social and institutional affinities. But even
in their case the co-ordination of economic activities
has evolved only gradually, encountering serious
difficulties on the way which have slowed down its
progress and restrained its scope.

The suggestions put forward by the centrally
planned economies do not aim at over-all co-

ordination of production and trade programmes of
the co-operating developing and centrally planned
countries. They are, at least at this stage, confined
to various arrangements concerning output and trade
of specific goods involving, in most cases, provision
of credits to developing countries. According to
these proposals, which were reflected in a special
resolution of the United Nations Conference on
Trade and Development, the most practical form
of the "new type of international co-operation" would
be that of "indus,trial branch agreements between
the countries concerned based on partial division of
labour aimed at promoting the existing and establish
ing new export industries in the developing coun
tries".21 These agreements, by their very nature,
would have to be concluded on a long-term basis
and they could be of a bilateral or multilateral
character. They would be concluded between govern
ments, trading organizations or production enter
prises of the participating countries. The main
pur.pose of the agreements would be the establish
ment of export industries in the developing coun
tries, designed to create complementarity of economies
and based on specialization and partial division of
labour between contraoting parties. The centrally
planned economies would provide machinery and
equipment on credit to be repaid by exports of raw
materials and other commodities until the new en
terprises are able to produce goods for export to
the centrally planned economies. The export of
goods produced by the enterprises buiLt under the
branch agreements would have to be continued
after the repayment of credit. This provision is
obviously essential for specialization arrangements
which are likely to affect the production programmes
of the interested panties. The centrally planned
countries have indicated their readiness22 to adapt
their development plans so as to import a stated
proportion of the output of industries built under
,these agreements. The agreements are to include
provision for close co-operation in designing the
product, improving the processes of production and
the quality of products. The centrally planned
economies are also prepared to assist the developing
countries in the promotion of exports to third
countries.

CRITERIA FOR ALLOCATION OF AID

A most significant feature of this new form of
co-operation is that it involves a close integration
of the aid, trade and investment policies of the
centrally planned economies. Within this framework,
a certain proportion of the aid extended to developing

21 See Proce'edings of the United Nations Conference on
Trade and Development, Volilme I, Final Act and Report,
pp. 35-36.

22 Ibid.
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countries may in a sense be viewed as an alternative
to domestic investment in a given branch of industry.
According to the views expressed recently, the
decisions concerning the allocation of aid should take
into account the evaluations based on the same
efficiency criteria as those used in the centrally plan
ned economies for the choice between alternative in
vestment projects producing identical goods.23

Although some of the formulas used in these evalua
tions are quite elaborate, their application consists,
in the final analysis, in comparing the unit cost of
a given commodity produced by the alternative
projects. A given project is chosen if the current
cost plus imputed interest on capital is smaller than
those in alternative projects.24

The application of these criteria to the allocation
of credits within the framework of co~opera:tion

agreements would consist in comparing the cost of
production of a given commodity in the donor
country with the cost of securing it from the credit
receiving country in repayment of loans. In view
of the existing price and foreign exchange systems,
no such comparison could be made directly. Although
various indirect methods could be used for these
evaluations, it is obvious that the real unit cost of
goods secured in repayment of credits will be fully
determined by the opportunity cost of resources
diverted from domestic use for foreign loans and by
the volume of goods received in repayment of prin
cipal and interest. The total cost to the lending
country will be equal to the value of credits ex
pressed in domestic prices, compounded at the rate
corresponding to the normative coefficient of effi
ciency (that is, the imputed interest rate) prevailing
in the donor country. The volume of goods received
in repayment of a given credit expressed in foreign
prices will depend on the foreign prices of the
commodities used for repayment and the interest
charge on the loan. According to a recent sug
gestion,25 the comparison of the unit costs calculated

23 See Voprosy EkoJlomiki, No.2, 1965, and Gospodarka
PloMWa, No. 12, 1963.

24 The formula used in these evaluations can be presented
as follows: C + II' = minimum, where C stands for current
outlays for the duration of the proj ect, I for capital out
lays and r for the "normative coefficient of efficiency"
which plays the part of imputed interest ~ate. The formula
is based on the assUffi1ltion that the volume of output of
all proj ects under comparison is identical. Data relating to
projects differing in volume of output are adjusted so as
to render them comparable. The total outlays divided by
the volume of output correspond to the unit cost. The
normative "coefficient of efficiency" is defined as the
~eciprocal of the normative recoupment period. The kLtter
represents the maximum number of years during which
the additional capital cost of a more l:apita1-intensive
proj ect should be recounecl by savings on current cost.
In principle, the normative coefficient of efficiency should
be set at the level induoing the optimum combination of
capital and 1labour. For more details, see World. EcoJlomic
Survey, 1961, pp. 104-108.

25 See V oprosy Ekonomiki, No.2, 1965, pp. 74-77.
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in this fashion should enable the donor country
to evaluate the relative advantages of the allocation
of a certain amount of resources for domestic invest
ment and for foreign lending.

No such calculations have been undertaken in the
past. In cases where economic considerations played
a part in the allocation of aid, they were largely
confined to broad evaluation of import requirements
for commodities and the ability of the credit receiving
country to satisfy these requirements. But foreign
lending was not viewed as an alternative to domestic
investment, and the criteria of efficiency of invest
ment were not applied to foreign aid. It is true that
such calculations would be of doubtful value as
long as the goods to be used in repayment and their
prices were not :fixed in advance. The long-term
credit agreements concluded so far have had no
provisions concerning the type of goods to be used
for the repayment of loans. The utilization of the
sums accruing to the lending country was not
treated separately but, together with other commercial
transactions, was subject to annual negotiations
concerning the list of goods to be exchanged at
current world prices. In such conditions, the lending
country would be reluctant to forgo the expansion
of output of certain commodities in favour of un
certain future imports, even if, at the initial period,
the extension of credits might seem to be more ad
vantageous than would domestic investment.

It is clear, therefore, that the use of the efficiency
criteria for the evaluation of various industrial
branch agreements presupposes long-term agree
ments which will not only specify the goods to be
used for repayment but also their prices. These
proposals represent a significant departure from the
prevailing practice, whereby the trade between the
centrally planned economies and developing coun
tries is conducted on the basis of current world.
market prices.26 Since a certain price stability is
considered as essential for such agreements, prices
should be fixed at a given level agreed upon by the
contracting parties, or they could be allowed to
fluctuate only within certain limits. The implied
renouncement of short-term gains fOT one or another
party to the agreement through price changes would,
according to these views, be largely compens3Jted
by the benefits derived from the long-term co
operation. The striving towards price stability, con
sidered as essential for these arrangements, does
not preclude a revision of the original agreements
if justified by technical progress, discovery of new

26 Certain suggestions concerning the use of different
prices in the trade with developing countries were, accord
ing to the prevailing view, not acceptable on the ground
that this would have a detrimental effect on general eco
nomic progress. See, for instance, Rude Prav6, 25 May 1965,
and, for ,'3J different view, N uestra Indu-rtria (Havana),
October 1965.
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raw materials deposits or other changes. Such
revisions made by common agreement may involve
certain compensations for the resulting disadvantages
to a given country. Moreover, it is believed that the
prices set in the original arrangements need not
correspond in all cases to those prevailing on the
world markets at the time of the conclusion of the
agreement.

The level of these prices will obviously have a
considerable effect on the efficiency calculations of
the lending country. The preliminary evaluations
may be based on the world prices for goods to be
used for repayment at the time of the loan negotia
tions and on the given interest rate awlied to these
credits by the lending country. If at this level of
prices and interest rate the granting of credi.ts is
less advantageous than is domestic investment, then
the extension of credits would not be justified on
purely economic grounds. But it is emphasized tha:t
a large proportion of aid to developing countries
will continue to be extended irrespective of these
efficiency evaluations.

An important feature of the suggested credit
policy is that, following the practice used in co
operation agreements between the centrally planned
economies, it is to be based on the principle of
the participating countries sharing the advantages
of international division of labour. Thus, it is sug
gested that, in cases where the efficiency evaluations
based on given prices indicate considerable ad
vantage for the lending country, this country be
prepared to share its benefits with the developing
country through reduction of prices of machinery
and equipment delivered on credit, or through in
ore3Jse of prices paid for the goods required in repay
ment of loans, or in reduction of the interest rate.
It has been also suggested that, in view of the high
produation cost during the early years of operation
of the new enterprises, the centrally planned eco
nomies would be prepared to increase temporarily the
prices paid for exports of the enterprises buiLt under
the co-operation agreement, and reduce the prices
of machinery and equipment for these enterprises
below the normal export prices of these goods sold
outside of the co-operation agreement to the credit
receiving country.

It is believed that the temporary reduction of
the advantages to the lending countries caused by
these additional incentives for productive ao-operation
would be largely compensated in the longer run by
increased over-all productivity in countries participat
ing in the agreement. This attitude reflects the view
that the co-operation agreements should not be based
on the traditional interpretation of oomparative cost
theories tending to perpetuate the existing division
of labour but on a dynamic concept of long-term

"profitability" aiming at the improvement of the
structure of output and trade of all parties concerned.

It is important to note that the principle of
sharing of advantages of co-operation should, ac
cording to these views, work both ways. Before
concluding a given agreement, the developing country
would obviously compare the relative advantages of
such agreements with other alternatives such as
construction of a given project with the help of
domestic resources or foreign private or official loans,
taking into account such factors as prospeotive
export markets and prices and other conditions. It
is believed that if the relative advantages derived
by the developing countr,ies from the co-operation
agreements with the centrally planned economies
exceed those which could be derived from other
alternatives, some adjustments in the terms of credits
and repayment might be called for in accordance
with the principle of sharing of advantages. This may
be particularly important when the cost of a given
aommodity p1"oduced in a centrally planned country
is lower than the cost of securing it at given prices
from the credit receiving countries in repayment of
loans. It is obvious that in such conditions the con
clusion of "productive co-operation" agreements
would depend on the willingness of the credit
receiving countries to accept lower prices for their
exports or to offer orther compensatory measur,es to
the donor countries. It is believed that even in such
cases :the advantages derived by the developing coun
tries from co-operation agreements concluded with
the centrally planned economies may outweigh those
offered by other al:ternatives, because the loans are
self-liquidating, their repayment does not create any
balance of payments problems and the new productive
capacities have a guaranteed export market at stable
prices.27

The improvement of credit conditions for the
lending countries may take various forms. Since
the lending country is not concerned with the com
pounded value of credits expressed in foreign
CUf'rency but with the volume of goods received in
repayment of the principal and interest, it is im
material to them whether the desired amount of
goods is influenced by prices or by interest rates.
AcCO'rding to some suggestions, if need arises, the
centrally planned economies should be entitled to
higher interest rates in cases where the repayment
of loans is to be effected in low-priority goods, es
pecially in goods in low demand on the world
markets.28 But this is to be applied largely to usual
loans rather than to loans associated with co
operation agreements. In the case of the latter, the

27 It ha:s been emphasized that this is particularly im
portant in the case of primary commodities, the prices of
which show a declining trend.

28 See Handel Zagrmuczny, No. 12, 1965 (Warsaw), p. 560.
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readjustments necessary to meet the requirements
of efficiency evaluation would be applied to prices
rather than to interest rates because these agree
ments provide for the continuation of shipments on
a purely commercial basis beyond the period of loan
repayment.

IMPACT UPON DISTRIBUTION OF AID

As already mentioned, this new type of "productive
co-operation" may jnfluence the geographical and
sectoral distribution of aid extended by the centrally
planned economies to developing countries. In manu
facturing industries, the allocation will be in
fluenced by cost and quaLity of labour. In extractive
industries, the quality and location of national
resources may be more important.

It has to be stressed, in this context, that the
allooatlon of credits is not to be determined ex
clusively on the basis of the relative advaontages of
domestic investment or foreign lending evaluated
by the use of the efficiency criteria described above.
Other economic, social and political considerations
will continue to influence decisions relating to credits
and co-operation schemes offered to developing coun
tries, as they do in the case of the choice between
domestic investment projects, or the co-operation
agreements between the centrally planned economies
themselves.29

Although productive co-operation is contemplated
in manufacturing as well as in the extractive in
dustries, it is believed that the early agreements
might begin with co-operation in the development of
the extractive industries and in related industrial
projects. Thus, according to a preliminary survey
of the Institute of the World Socialist System of the
Academy of Sciences of the USSR, there is a great
possibility for agreement between the CMEA and
developing countries on co-operation in connexion
with expansion of output of oil, iron ore, ferrous
metals, cotton and other processed and semi
processed materials in developing countries for ex
port to the centrally planned economies.30 These
materials are now mostly supplied to the other
CMEA countries by the Soviet Union. In view of
the high cost of expansion of output of these com
modities in that country, the diversion of trade in
these goods to the developing countries would enable
the Soviet Union to improve the struature of its
investments and trade by reducing the growth of
output and expor,ts of materials where productive

29 The use of effioiency criteria will, however, permit a
more accumte assessment of the opportunity cost of foreign
lending even in cases where the loans are to be extended
on other grounds.

30 See Voprosy Ekono11tiki, No.2, 1965, p. 78, and No. 11,
1965, p. 85.
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efficiency of its investments is relatively low and
expanding its investment in machinery and equip
ment and other manufactures.31 The other centrally
planned economies would be able to acquire raw
materials at substantial savings. For the developing
countries such arrangements would bring in new
export markets for their products at stable prices.

lit has been pointed out that even if the credits
were extended for expansion in the primary sectors,
they would have a considerable impact on industria.li
zation of the developing countries. This is largely
due to the fact that the credit extended for the ex
pansion of this output would include projeots in
complementary industries. According to an example
gliven in one of the studies dealing with these
problems, a country interested in imports of cotton
might provide the producing country with loans for
the expansion of output for both domestic use and
exports and covering related projects such as hydro
electric systems associated with irrigation works,
fertilizer plants, plants producing agricultural ma
ohinery and, eventually, textile plants.32

The extension of the co-operation schemes Ito cover
manufacturing industries is obviously more difficult
to carry out than is the case with primary produc
tion. These difficulties would be relatively easy to
overcome in industries directly engaged in processing
raw materials and even in plants producing relatively
simple component parts for use in the production of
certain assembl.ies in the centrally planned economies.
International specialization and co-operation within
the more intricate branches of industry, such as
engineering and chemicals, may not be possible
without the introduction of much closer ties be
tween the enterprises of the contracting parties than
in the case of the agreements covering the primary
products and directly related industries. The higher
the degree of specialization and technological com
plexity the greater is the need for closer co-ordination
of the activities of co-opera,ting enterprises for keep
ing abreast of technical progress and for meeting
the requirements of the more developed industry of
the lending country.

In view of these difficulties, it is hardly con
ceivable that this type of co-operation could be
developed wiithout some kind of participation of
the lending country in the operation of the enter
prises built under the agreement. The difficulties
encountered in the field of component specialization

31 The costly expansion of production of raw materials
in t~e Soviet Union is in part determined by the import
reqUIrements of the other centrally planned economies,
which pay for it by shipments of machinery and equipment.
In consequence, Soviet imjJorts of machinery from these
countries are twice as high as its exports. This pattern of
trade is considered as highly unfavourable to the Soviet
Union. See Novoe Vremya, No.6, 1966 (Moscow), p. 5.

32 See VOP1'OSy Ekonomiki, No.2, 1965, p. 79.



CHAPTER IV. THE FLOW OF RESOURCES FROM THE CENTRALLY PLANNED ECONOMIES 115

can be illustrated by the rather disappointing results
achieved within the CMEA. Although the difficulties
were aggravated by the presence of various un
favourable circumstances, there is no doubt that the
absence of adequate co-operation arrangements at
the enterprise level was among the most important
causes of the slow progress in this field.33 Effor~s

aiming at the improvement of intra-branch co
operation among the centrally planned economies
have led to the creation of a number of joint en
terprises, and a further extension of this form of co
operation is considered most p1'"omising. Although
the setting up of such ventures would be more
diffioult between countries with different economic
systems, the recent developments in the relations
between centrally planned economies and western
European firms indicate that these difficulties can be
overcome. The emergence of joint ventures of the
centrally planned economies and western EuroIYean
countries, though limited in numbers, may provide
important indications concerning the eventual devel
opments of co-operation at the enterprise level be
tween the centrally planned economies and developing
countries.

THE pATTERNS AND FORMS OF CO-OPERATION

AGREEMENTS IN MANUFACTURING

Various types of production agreements have been
concluded in recent years between western firms
and eastern European enterprises. The common
feature of these joint ventures is that the eastern
European partners agreed to produce cel"tain goods
according to the specifications of their western
partners and to make available to them a certain
proportion of output at agreed prices.34 The con
tribution of the western firmsconsiSited in providing
product designs, technological know-how and in
ternational marketing channels; In some cases, the
scope of participation of the western firms was much
broader, ranging from delivery of component parts
or semi-manufactured goods f01'" further processing
in eastern European plants to supply of machinery
and equipment as well as technical and managerial
skills.

It is not known what part was played by western
credits in most of these arrangements. However, in
several cases involving construction of new plants
and extension of the capacity of existing plants as
well as retooling and modernization of productive
facilities required for the production of goods
specified in the agreements, the delivery of machinery

33 See World E.conomic Survey, 1964, Part il, p. 186.
34 It is not known whether the volume of goods to be

acquired by the western partoor is in all cases fixed by the
agreements. PresumabJy in most cases the acquisition is,
at least in part, optional, depending on the situation on
the western markets.

and equipment by the western firms was financed
by credits to be repaid by shipments of goods
produced by the joint ventures.

Most of the produotion agreements were of a
rather loose kind, frequently taking the form of
contracts concerning the production and delivery of
goods for a given project and therefore not entailing
the establishment of durable links between the in
terested firms. This form of co-operation was con
sidered sufficient when the technical levels of the
participating enterprises were about equal. But even
in such cases the goods to be produced by the
eastern European countries were to correspond to
the specifications of the western partners, and the
agreements often provided for the transmission of
designs and technological data and even the supply
of technical skills when necessary.35 The provision
of such services was much more significant in long
period agreements, although in some cases they
mainly concerned produotion and delivery of special
ized goods to be sold under a common trade mark,36
In more intricate co-operation schemes, the con
tribution of the western firm includes, in addition to
licensing. transfer of designs and technological data,
also credit financing of machinery and equipment
and various forms of participation in the technical
operation and management of the joint venture.3 '!'

35 For example, agreements were reached between Aus
trian and Hungarian enterprises for the construction of
electric power stations in India and Lebanoo. The turbines
and generators were delivered by Hungary while the
Austrian enterprises delivered the boilers and the transporta
tion and electrical equipment. An Austrian enterprise con
cluded with a Czech foreign trade corporation an agreement
on co-operaton between Austrian and Czech englineering
plantS' in setting up joint veIJitures in third countries. The
Austrian firm may act as subcontrodor to the Czech firm
delivering chemical and other plants to African and Asian
countries. (See Val6sag, No.2, 1965 (Budapest) and
Business Europe (Geneva), 14 July 1965.

36 Thus, a United States rurmhas signed an agreement
with Skoda, one of the most important equipment manu
facturers in CzeohoslO'vakia, by which the latter will produce
a line of specialized heavy equipment under a common trade
mark. The equipment will be built to the specifications
of the Ameri<Jal1 firm, which will be the sole distributor
in· North America. The agreement was originally signed
for one year only but was later extended for a period of
five years. (Business Europe, 14 July 1965, and New York
Times, 17 April 1966.) Similarly, a British firm has con
cluded an agreement with a Czeoh firm for the assembling
land markefJing of a continuous-process' unit for the produc
tion of textiles, according to which eaqh partner will
provide specific equipment for the unit. ... Marketing and
servicing within the CMEA area will be handled by the
Czechoslovak trade organization while the British fi·rm will
have the exclusive right for sales in the rest of the world.
(Business Europe, 9 December 1964.)

3'!' According to information from Hungarian sources
published in Neue Zurcher Zeitung, 23 }january 1966, the
Hungarian firm Csepel signed a joint venture agreement
with a concern in the Federal Republic of Germany under
which a plant producing machine tools is to be set up as
part of the Csepel industrial complex in Budapest. The
contribution of the German firm to this undertaking will
consist in providing a loan equiVialent to DM 50 million,
specialized equipment and technical personnel. It will pre
sumablybe compensated by receiving part of the plant's
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Particularly important, from the point of view of
both the eastern and the western participants to the
agreements, are the marketing arrangements which
in most cases give to the eastern countries exclusive
rights for sales in the area of the centrally planned
economies, leaving the western markets entirely to
their western partners. While factory prices paid by
the western partners are fixed by the agreements,
the sale prices charged by these firms in the territory
allocated to them are entirely under their juris
diction.

It has been suggested that these forms of co
operation offer to the centrally planned economies
some of the advantages of direct investment without
its objectionable features. The advantages consist
obviously in the fact that such ventures give the
centrally planned economies access to the more ad
vanced technology, management and technical skills
of the western enterprises, and provide them with
capital. Moreover, these arrangements open to them
the western markets which they could hardly pene
trate without the aid of their western partners. The
risks involved in these ventures are also shared, at
least in part, by the western partners.S8 But the en
terprises participating in these schemes remain under
the state ownership and control of countries in which
they are located. Moreover, their western partners
are not entitled to any direct participation in the
profits of, the enterprise.

From the point of view of western firms, the effect
of these limitations may largely be compensated by
the fact that the goods produced under the agree
ments are offered at very advantageous prices and
that the profits from the sale of these goods by the
western firms remain entirely at their disposal. Ex
tensive co-operation in management and in super
vision of production processes and quality control
provides no less guarantee of efficient fulfilment of
commitments than in the case of subsidiary enter
prises. In consequence, the advantages of this form
of co-operation are for the western firms in many
ways similar to those of direct foreign investment.

The considerable interest displayed by the western
firms in these arrangements was entirely due to the
fact that they were able to secure certain goods at
a much lower cost than they could have done at
home. It is not an accident that most of the western

production. Another. example is. that o! the agreem~t
signed by Poland with a Swedish furmture store cham
according to which the Swedish firm is to provide its
Polish partner with machinery and designs for the produc
tion under Swedish technical control, of· semi-manufactures
tote shipped to· Sweden for final processing. Several other
agreements of a similar type have been negotiated, and in
some cases signed, by the centrally planned economies with
various western firms.

S8 The benefits derived by the western partners depend
1argely on the prices and volume of their sales on the
western markets and therefore are subject to the fluctua
tions of demand on these markets.
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firms involved in these arrangements are located in
countries suffering from labour shortages which could
not be alleviated without considerable expenses for
obtaining foreign labour. The labour force in the
eastern European countries includes a substantial
proportion of highly skilled workers whose services
can be made available for the joint ventures. Simi
larly, many technological achievements of the cen
trally planned economies in specialized fields would
also be available to them.

It is of interest to note, in this context, that the
traditional opposition to the direct participation of
one country in the ownership of productive facilities
located in the territory of another country is not as
widespread as it was in the past. Even in the rela
tions among the centrally planned economies, direct
investment was opposed on the ground that it in
fringed upon the national sovereignty of the recipient
country. In many instances the rigid interpretation
of this principle was an important factor in hamper
ing the establishment of joint undertakings. Accord
ing to the views expressed recently, however, these
fears concerning national interests are regarded as
unjustified under the conditions prevailing in the
centrally planned economies, and jointly owned en
terprises are, in fact, being set up on the basis of
equal participation in investment and in profits of
two or more centrally planned economies.s9

Attitudes towards arrangements involving the par
ticipation of western countries in joint ventures have
also become much more flexible. There is an obvious
tendency to play down the formal aspect of owner
ship and profit sharing in favour of a realistic
evaluation of the advantages or disadvantages of
specific forms of co-operation under given conditions.

According to some views, which are by no means
universally accepted, the centrally planned economies
should be prepared to accept sharing of capital and
profits with western firms participating in joint ven
tures located in eastern Europe if this is necessary
to ensure the most efficient forms of management,
the use of the most modern techniques and the
optimal use of productive capacity. Although ac
ceptance of such "mixed corporations" is regarded
as a transitory measure, it is emphasized that they
cannot be set up on a short-term basis. The major
shares of such undertakings should, according to
these suggestions, belong to the socialist state. This
provision, together with the fact that the jointly
owned enterprises operate within the general eco
nomic and social framework of the centrally planned
economies, is considered sufficient guarantee to elimi
nate the risk of negative effects of direct foreign in
yestment.40 It should be added that these views do
not imply any change in the attitude towards direct

39 See Novoe Vremya, No.6, 1966, p. 5.
40 See, in particular, Val6sag, No.2, 1965, pp. 31-38.
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investment in developing countries. It is, in fact, be
lieved that the relatively small size of the state sector
and the limited scope of central planning and govern
ment control prevent the developing countries from
avoiding the adverse effects of direct investment on
the pattern of economic development and, more spe
cifically, on the balance of payments situation.

In the conditions prevailing in the centrally planned
economies, however, the difference between partici
pation in ownership and profit sharing and other
forms of co-operation in joint ventures described
above becomes for all practical purposes a matter of
purely legalistic distinctions without much economic
content. For example, when the western partner ac
quires the product of the common venture at cost
or at prices substantially below the sales price on
the western market, this is tantamount to a sui
generis participation in profits, which in any event
could be repatriated only in the form of commodity
exports. The secondary importance of these distinc
tions from the economic standpoint is recognized
even in pronouncements against the granting to west
ern firms of any ownership rights in the undertakings
located in the territory of the centrally planned eco
nomies. According to a recent statement directed
against attempts by some firms in the Federal Re
public of Germany to acquire such rights, it was
pointed out that "the creation of 'enclaves', 'islands'
of capitalist property in the territory of socialist
countries will, incidentally. provide the economies
of capitalist states with little or no additional ad
vantage as compared to the advantages obtained on
the basis of industrial co-operation agreements. The
creation of such 'enclaves' is contrary to the prin
ciples of the socialist system and would arouse
popular discontent".41

This rather lengthy digression concerning co
operation agreements between the eastern European
economies and western countries indicates the pos
sible pattern of development of co-operation between
the centrally planned economies and the developing
countries in the field of manufacturing. The need
for closer ties between co-operating enterprises, espe
cially in cases where the co-operating countries differ
substantially in respect to levels of technical and
managerial achievements, seems to be even more im
portant in the relations between developing coun
tries and the centrally planned economies than in the
relations between the latter and the developed market
economies. It is, therefore, most likely that develop
ment financing in manufacturing will be closely as
sociated with setting up of joint ventures of the type
described above. The eventual participation of the
centrally planned economies in technical operations
and in management of the joint ventures located in

41 See Problemy Mira i Sotsialisma, No.7, 1965 (Prague),
p.23.

the territory of the credit recelYmg country is not
to be associated with any participation in the owner
ship and profits of these enterprises which, according
to the prevailing views, should in all cases be fully
owned by the developing country.

Although translation of the new approaches to co
operation and development financing into policy
measures is stiII in the preliminary stages, the
possibility of such agreements in various fields has
been explored in several centrally planned economies.
The only known agreement already signed is that
concluded in 1966 between Poland and India con
cerning industrial and technical co-operation in
the shipbuilding and chemical industries as well
as in production of certain types of machinery and
equipment.42

MULTILATERALIZATlON, TIED AID AND PROJECT

FINANCING

The development of the new forms of economic
co-operation between the centrally planned economies
and the developing countries, and the corresponding
changes in credit policy, may also affect attitudes
towards such problems as project financing, tying
of aid and the multilateralization of aid.

The credits extended by the centrally planned
economies were in most cases earmarked for specific
projects or series of projects frequently linked with
a given development plan of the receiving country.
The preference for project financing was closely re
lated to the fact that in the centraIIy planned eco
nomies virtually all resources are alIocated to spe
cific purposes and that the extension of loans is
influenced by the availability of specific goods to be
shipped to the receiving country on credit. In these
conditions, the extension of loans on a global rather
than on a project basis would obviously be limited.

Although some relaxation of this policy is not ex
cluded, it seems that the emphasis placed on "pro
ductive co-operation" and the setting up of joint
ventures will tend to ;reinforce the preference for
project financing in the credit policy of the centrally
planned economies.

The need for multilateralization of aid of the cen
trally planned economies was explicitly stated in
some suggestions concerning the new forms of co
operation. According to these views, the partial in
clusion of the developing countries in the interna
tional division of labour of the CMEA countries
would raise problems which could not be solved on
a purely bilateral basis. Their solution would re
quire unification of efforts and co-ordination of ac
tivities of several centrally planned economies, inter
alia, through the Council for Mutual Economic As-

42 See Trybzma Ludu CWarsaw), 2 Apr11 1<;r66.
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sistance. Several centrally planned economies may be
interested in expanding production of manufactured
goods or in processing of raw materials in develop
ing countries with a view to importing a certain
proportion of the output of these industries. In such
cases, the extension of credits for the expansion of
these industries would be most effective for all con
cerned if it were done on a multilateral basis. The
pooling of resources of several centrally planned
economies for financing a given project would reduce
the burden of credits for each lending country and
would make possible the construction of projects
which, in view of their cost, could not be financed
on a bilateral basis. This is particularly true with
respect to the smaller centrally planned economies.
It has been suggested that the contribution of each
centrally planned economy to total credits extended
for a given project should be related to its share in
the imports of the goods to be produced by the
projects for all participating countries.

These suggestions concerning the pooling of re
sources of several centrally planned economies for
financing a given project do not deal with other
problems raised by the bilateral character of their
credit arrangements. For example, these arrange
ments, like the tied loans of the developed market
economies, oblige the recipient country to utilize
the credits exclusively in the donor country for the
purchase of specified goods and services. The restric
tions imposed by this form of aid on the freedom of
choice of the credit receiving country are well known.
But these arrangements may also have a restraining
effect on the volume of credits offered by any given
country, by reducing it to the amount of goods which
the donor country is able to deliver to the recipient
country at any given time. Thus, a centrally planned
country ready to offer credits to a developing country
may not be able to secure the required goods, which
may be more readily available in another centrally
planned country, and may thus be inhibited from
extending the credit. In a similar manner, the repay
ment of credits may create certain difficulties in cases
where a given country has agreed to receive in pay
ment goods which are not required at the time of
repayment.

These problems may not arise to the same extent
in the case of ventures financed jointly by several
centrally planned economies and in cases where types
of goods to be received from developing countries in
repayment of loans are stipulilted in the original
agreements. But the credit agreements associated
with the new type of productive co-operation are not
likely to encompass in the near future more than a
fr:action of the total credits extended by the centrally
planned economies to developing countries, and
therefore will not solve the problems outlined above.

In certain cases, the problems arising from the
strictly bilateral arrangements have been overcome
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by the use of facilities of the other centrally planned
economies as subcontractors in production and de
livery of certain goods unavailable in the donor coun
try, and by fe-export of goods received in repayment
of loans where such goods were not required for
domestic uses. But these arrangements have not been
adequate to solve the problems arising from the
strictly bilateral character of the aid agreements.

The shortcomings of this type of agreement are
clearly recognized by the centrally planned countries,
and the possibility of introducing a certain form of
transferability of credits has been envisaged. The
possibility of such an arrangement was mentioned
some time ago in connexion with the creation of the
"International Bank for Economic Co-operation" of
the CMEA, and the introduction of transferable
roubles and the multilateral compensation of pay
ment balances among the CMEA countries, which,
however, are intended to operate within the frame
work of bilateral agreements. Although these meas
ures are to be applied only to CMEA countries at
present, they open the possibility of a certain exten
sion of these facilities to other countries. It has in
fact been stated that the International Bank for
Economic Co-operation may in future extend to de
veloping countries credits in roubles convertible
within the CMEA area; this would enable the re
ceiving countries to use these credits for financing
deliveries from any CMEA country on the basis of
triangular or multilateral agreements. These facilities
need not be limited to credits offered by the Bank,
and may also be extended to credits offered by in
dividual CMEA countries to developing countries
within the framework of special agreements. The
repayment of credits could also be effected by the
use of transferable roubles earned from exports to
another CMEA country rather than by direct ex
ports of commodities to the donor country.

Little progress has so far been achieved in actual
transferability of payment balances amOng the
CMEA countries, and in no case was the use of
these facilities offered to credit receiving developing
countries. But the original designs have not been
abandoned and further progress in this field is ex
pected from the introduction of new measures open
ing the possibilities for conversion of a fraction of
these balances into hard currencies. The willingness
to extend some of these facilities to developing coun
tries was recently reaffirmed in the official declara
tion of the CMEA countries presented to the United
Nations Conference on Trade and Development,
which stated that the countries with centrally planned
economies are "prepared to arrange for gradually
facilitating the transferability of credit balances be
tween countries with centrally planned economies. It
is understood that the desirability of such transfers
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is agreed upon between the partners concerned".43
Although this statement was made in connexion with
multilateralization of trade, it is obvious that it also
applies to the utilization of loans. Moreover, as the
trade between ~he centrally planned economies is
conducted on a bilateral basis, such transfers will
be subject in each case to the agreement of all coun
tries concerned. This means that, at least in the
initial stages, the credits granted by one country
could not be utilized for purchases of goods in an
other country unless the centrally planned economies
involved agreed on a bilateral basis about the type
and amount of goods to be delivered by and to each
of the participants to such agreements.

Although the introduction of partial transferability
of credits would lessen the problems raised by the
bilateral credit agreements, it is not likely to eliminate
altogether the limitations inherent in tied loans re
garding the choice of potential suppliers by the reci
pient countries. It has been maintained, however, in
the centrally planned economies, that these effects
are of little importance for ~he aid granted by these
countries for the following reasons: the credit ex
tended by them is as a rule formulated in physical

43 See Proceedings of the United Nations Conference on
Tmde and Development, Volume I, Final Act and Report,
p.4O.

terms and translated into value terms not on the
basis of domestic cost but on the basis of world prices
of specifiC commodities entering into a given project.
In cases where world prices are difficult to determine,
it is stated that the project under construction is
offered on competitive terms with respect to prices,
delivery and other relevant factors. This is made
possible by the fact that, in the case of centrally
planned economies, both the granting of loans and
the execution of projects are undertaken by the State
instead of being handled separately as in market
economies.

According to some statements, a greater measure
of convertibility, including the use of credits granted
by the centrally planned economies for purchases
outside the area, could not be achieved before a com
plete shift in the structure of world trade takes place.
It is believed that the elimination of the trade bar
riers hampering the grow~h of east-west trade would
result in an export surplus of the centrally planned
countries in their trade with the developed market
economies. This would provide the centrally planned
economies with hard currency and therefore enable
them to accept net imports from the developing coun
tries and to extend part of their long-term credits in
convertible currency rather than in kind.44

44 See Zj'cie Gospodarcze (Warsaw), 9 May 1965.



Chapter V

THE MULTILATERAL APPROACH TO DEVELOPMENT FINANCE

The present involvement of the international com
munity in the financing of economic development
had its origin in the Second World War but its
growth is essentially a post-war phenomenon. Begin
ning with an emergency concern over problems of
reconstruction, reparation of war damage, the settling
of displaced persons and the supplying of the essen
tial requirements of areas in which production had
been severely disrupted, this involvement has ex
tended and deepened steadily, ramifying to problems
of greater complexity and longer-range implications
than those dealt with in the earlier phase of relief
and rehabilitation. It has widened in two distinct
but interrelated ways, one dealing directly with the
actual financial and physical transfer of resources
and the other dealing with the less tangible but no
less important questions of principles, national poli
cies and international guide-lines. The former has
meant the creation of a variety of institutions within
which nations collaborate on transfer operations.
The latter has meant a regular review of the global
distribution of incomes, and a continuing debate on
how higher-income countries might make available
capital and knowledge to low-income countries and
on the complementary problem of ensuring the most
effective utilization by the recipient countries of the
external resources so provided.

Though the forms and range of resources handled
by international agencies have diversified and ex
panded very greatly over the past twenty years, the
proportion of total transfers to the developing coun
tries actually passing through such agencies has
remained relatively small. During the first half of
the nineteen sixties, less than 10 per cent of the
resources provided by the more advanced countries
was passed through multilateral channels. Such a
figure, however, is by no means a measure of the
influence of the international agencies on the nature
and magnitude of the transfer: the experience of
agencies in administering assistance programmes, the
studies they have made of the process of economic
development and of the need for and use of external
resources, and the debates and recommendations they
have stimulated have all contributed to shape the
policies and practices governing the flow of capital
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to the developing countries, even when it moves
bilaterally from exporter to importer.

Among the most significant developments in re
cent years has been the evolution of various means
by which international thinking and action may be
brought to bear most directly on national policies.

One such development has been the evolution of
machinery-notably the "aid consortium" and the
"consultative group"-which, though preserving the
bilateral nature of the bulk of the flow of resources,
e:x;poses that flow to much greater international in
fluence born of the experience of the sponsoring
agency in dealing with both donor and recipient
country and in reflecting a view of the latter's needs
and performance that is comprehensive as well as
expert. The successful operation of such machinery
may serve simultaneously to mitigate not only the
fears that recipient countries tend to have of the
particular type of "strings" or conditions attaching
-or believed to attach-to bilateral aid but also
the fears that donor countries tend to have of pos
sible waste or misapplication of the resources they
provide.

Another such development has been the setting
of targets for the outflow of resources from the more
advanced countries. First applied in an aggregative
fashion to all the more advanced countries combined,
then singly to individual countries, such targets
have more recently been proposed for particular com
ponents of the flow with a view to raising the propor
tion made available at low rates of interest and for
lengthy periods of time. The acceptance of a target
denominating the outflow of loans and grants as a
proportion of the "national income" of the exporting
country has a double significance. It reaffirms in a
very tangible way the interdependence of the world
economy and the recognition of the desirability of
augmenting the flow of resources from the higher
income areas to the lower-income areas. It also builds
into the objective itself a growth factor: the absolute
level of the target rises with the increase in pro
duction in the higher-income areas.

In almost all the more advanced countries, gov
ernments have responded to the challenge thus laid
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down by the international community. In many gov
ernments, special departments have been established
,to deal with the administration of international de
velopment aid and technical co-operation. Though
the rate of growth in official transfers of cash, com
modities and skills slackened very noticeably after
1961, this was not because of any lack of awareness
of the problem or of any organizational lacunae:
acceptance of the international responsibility and
existence of machinery for action have never been
as widespread.

While arrangements for official transfers originated,
and evolved to a surprising maturity, in the fifteen
years after the war, international arrangements for
harnessing more effectively the movement of private
capital-on which the economic development of what
was once regarded as the "new world" had hitherto
almost exclusively depended-seemed to make rela
tively little progress. Quantitatively, the most sig
nificant effort was that of the International Bank
for Reconstruction and Development (IBRD) in
tapping the private capital market in a number of
countries. On a much smaller scale, the International
Finance Corporation (IFC) has channelled some
private capital to individual enterprises in develop
ing countries. In addition, one or two private efforts
have been made on an international basis to sponsor
increased direct investment in the developing coun
tries-most notably by the ADELA Investment
Company in the case of Latin America. And cur
rently being discussed is a scheme, put forward to
the first United Nations Conference on Trade and
Development (UNCTAD) by the Governor of the
Bank of Israel, for the creation of an international
instrument to tap national cap~tal markets and pass
the proceeds on to developing countries at less than
market rates.

There has also been a good deal of discussion of
model investment codes to spell out in specific legal
detail mutual responsibilities of foreign companies
and host governments. In a more advanced stage
of discussion is the possib~lity of multilateralizing
the various systems of investment guarantees that
have been evolving in individual capital exporting
countries. And still more advanced is the debate on
the narrower juridical question of al'bitrating differ
ences between host governments and foreign in
vestors: this indeed has now reached the stage of
a Convention-on the Settlement of Investment Dis
putes between States and Nationals of other States
which by February 1966 had been signed by thirty
three countries and ratified by four.

These debates, while concentrating largely on legal
problems, have shown that the real stumbling blocks
are generally of a more fundamental, economic and
political nature. To improve the climate for private
foreign investment in the developing countries, the
process of reconciling both modalities and objectives
has much further to go. Even within individual coun
tries there are many areas and occasions when the
interests of business and the interests of the com
munity as a whole continue, actually or seemingly,
to diverge. Such divergences are likely to be greater
and more frequent when the business is foreign
owned. One problem lies in the differences in time
horizon commonly adopted, and the process of recon
ciliation involves persuading the private investor to
take a longer view and the host government to be
more appreoiative of the short-term difficulties that
companies have to face. But the process of enlarging
the area of identity of interests is always likely to
be more complicated when two or more countries
are involved. This remains a major subject for inter
national exploration.

The proliferation of international activities

Article 55 of the Charter enjoins the United
Nations (and its specialized agencies) to "promote
higher standards of living, full employment, and
conditions of economic and social progress and devel
opment". And in pursuance of this the Economic
and Social Council has from its very inception con
cerned itself with the flow of resources to the less
developed parts of the world. One of its early reso
lutions-179 (VIII) adopted in 1949-called for a
study of "methods of financing economic develop
ment of under-developed countries, including meth
ods of stimulating the international flow of capital
for this purpose, paying due attention to questions
of a social nature which directly condition economic
development".

This studyl and much of the debate that followed
during the next few years were concerned chiefly-at
least as far as the international aspects of the prob
lem were at issue-with the various difficulties that
seemed to be inhibiting the movement of private
capital to the developing countries. In the meantime,
however, United Nations' interest shifted to the more
practical problems of organizing and operating ma
chinery for effecting the actual transfer of resources
to the developing countries.

This interest was by no means new. Two years
before the signing of the Charter. forty-four coun-

1 United Nations, Methods of Financing Economl:c Devel
opment in Under-developed Coun.f1"ies (Sales No.: 1949.
ILEA).
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tries had formally committed themselves to the
United Nations Relief and Rehabilitation Admin
istration (UNRRA), and between 1945 and 1947
almost $4 billion was spent by the agency in relief
and rehabilitation. This period also saw the begin
ning of the United Nations' continuing involvement
with the resettlement of refugees and the provision
of basic material assistance to children. Begun in
Europe, these activities expanded more and more
into the less developed countries. This diversion of
operations to the less developed countries also char
acterized the IBRD which, with the advent of the
European Recovery Programme, soon completed the
first of its functions (reconstruction) and transferred
all its resources to the second (development), and
this increasingly in the developing countries.

Alongside this concern with relief activities on the
one hand and financial lending on the other came
a growing involvement with the constellation of
operations that became known as "technical assist
ance", which consisted in essence of the transfer of
know-how and expertise to areas where their scarcity
was a drag on development. Begun in a modest way
as part of the regular United Nations budget, this
was soon enlarged into a scheme which embraced
all the specialized agencies and was financed by
voluntary contributions of participating governments.

By the beginning of the nineteen fifties thus, the
United Nations' system included a network of insti
tutions and operations designed to transfer resources
-money, food and knowledge-to aid in the process
of development. It also had the capacity to organize
special ad hoc bodies or programmes to deal with
emergency needs such as those for relief, resettle
ment or rehabilitation flowing from the conflicts in
Palestine (UNRWA) and Korea (UNKRA).

The second phase of institutional growth and in
novation began in 1956. It was aimed more directly
at the needs of the developing countries as these
were then emerging, and it reflects the recognition
of a series of specific gaps or requirements as well
as a more general dissatisfaction with the rate of
progress being attained in the developing countries.

The IFC, established as a subsidiary of the IBRD
in 1956, represents an effort to stimulate both the
process of industrialization and the movement of
private capital to the developing countries. The
United Nations Special Fund (UNSF) was a re
sponse to the complaint of lenders that there was
often a lack of "bankable" projects in the developing
countries, resulting in part from an ignorance of
available real resources in the local economy and
in part from the shortage of complementary factors
with which to put capital usefully to work. The
World Food Programme (WFP) reflects the serious
imbalance in world agriculture and the failure of
food production in many developing countries to
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keep pace with the growth of population now tend
ing to accelerate. The regional development banks
reflect the new interest in the possibilities of eco
nomic integration among individual countries and
the emergence of various projects-most notably in
the field of water development and communications
which need to be undertaken (and financed) on a
multicountry basis. And the European Development
Fund (EDF) and the International Development
Association (IDA) mark the results of a realistic
appraisal of the evolution of the debt~carrying ca
pacity of many developing countries during recent
years and in the immediately foreseeable future:
they provide for grants or for long-term loans at a
nominal rate of interest.

The need for "softer" loans has also been reflected
in United Nations debates, culminating in 1960 in
General Assembly resolution 1521 (XV) which
decided, in principle, to establish a Capital Devel
opment Fund. A statute for such a Fund was sub
sequently drawn up, and following a recommendation
-A.IV.8-of the UNCTAD in 1964, discussion is
now focused on the possibility of extending the func
tions of the Special Fund to embrace investment
financing as well as pre-investment activities.

The emergence of new needs in the developing
countries has also influenced the activities and em
phasis of established international agencies. The
agricultural and educational lags have induced modi
fications in IBRD lending policies; weaknesses in
public administration have given rise to special forms
of technical assistance, including secondment of staff
from abroad; the desire to improve the efficacy
of economic planning has led the Special Fund to
sponsor the establishment of a number of develop
ment institutes for training purposes. More recently,
United Nations facilities to assist developing coun
tries in their industrialization have been expanded
by the setting up of an autonomous United Nations
Organization for Industrial Development; this in
cludes arrangements for Special Industrial Services
financed by voluntary contributions of participating
countries.

The growth of international agencies and the con
tinual adaptation of their programmes have thus
yielded a complex array of mechanisms through
which resources can be transferred to the devel
oping countries for the financing of development. The
chronology of this institutional evolution is sum
marized in table V-1. Most types of resources can
now be handled by these agencies and most of the
means for effecting transfer between countries can
now be employed by them. A more or less complete
counterpart to bilateral transfers has been built up,
and hence the option of using a multilateral agency
is now open to capital exporting countries for most of
their aid transactions with the developing countries.



Tahle V-I. International agencies through which res,ources are transferred to developing countries

Year of

Estab- Operation
lishment

Source of funds·

Voluntary contributions of 121
governments plus private dona
tions

Regular United Nations budget
plus voluntary government con
tl'ibutions and private donations

Voluntary contributions of 44 mem
ber governments; 73 per cent
from United States

Usable subscriptions from 102
members; sales of bank obliga
tions; sales of portions of loans;
repayments of principal; income
from operations

Subscriptions by quotas of 102
members; plus funds negotiated
under General Arrangements to
Bor,row

8

27

260

124

Average annual
expenditttre in
recent yearsa

(millions of
dollars)

Principal activity

Relief and reh3Jbilitation in war
devastated areas

International protection of refugees
and seeking permanent solutions
to their problems

Long-term lending to member gov
ernments at more or less market
rates

Children's programmes in health,
nutrition and education

Short-term lending and monetary
co-operation

1947d

194/

1946

1947

1945 (to 1947)1943

1946

1946

1944

1944

Agency

United Nations Children's Fund .

United Nations High Commissioner for
Refugees ..........................•...

United Nations Relief and Rehabilitation Ad-
ministration , .

International Monetary Fund .

International Bank for Reconstruction and
Development .

United Nations Relief and Works Agency
for Palestine Refugees in the Near East 1948e 1950 Subsistence, shelter, education of

persons displaced from Palestine
37 Voluntary contributions of 46 gov

ernments

United Nations Technical Assistance . 1948 1949 Expert assistance. advice and train
ing

12 Appropriation from regular United
Nations budget

United Nations Expanded Programme of
r eclmical Assistance . 1949 1950 Expert assistance, advice and train

ing from United Nations and 10
specialized agencies

40 Voluntary contributions of 108
governments



Table V-I. International agencies through which l"eSOUrces are transferred to developing countries
(continued)

Agency

Year of

Estab-
lishment Operaticn~

Principaloctivity

Average annual
e:rpenditure in
recent yearSll

(millions of
dollars)

Source of fH1zdsb

Colombo Plan ..

United Nations Korean Relief Agency ....

International Finance Corporation

European Development Fund .

United Nations Special Fund .

Inter-American Development Bank

International Development Association ....

1950

1950

1956

1958

1959

1959

1960

1950

1951 (to 1958)

1956

1958

1959

1960

1960

Mutual aid in implementing na
tional plans

Relief and rehabilitation in the
Republic of Korea

Investment in manufacturing en
terprises

Grants and long-term low-interest
loans to ]Yromote economic and
social development of overseas
states, departments and terri
tories associated with European
Economic Community (EEC)

Pre-investment surveys, technical
assistance and training

Long-term loans to member gov
ernments and private enterprises
in Latin America, mostly on
commercial terms but also on
easier terms and for repayment
in borrower's currency

Long-term low-interest loans

g

11

55

37

63

100

Bilateral arrangements among 17
countries in southern and south
eastern Asia and 6 developed
market economies outs'ide the
region

Voluntary contributions of 39
governments

AuthO'rized paid-up capital of 78
members; sales of investments

Appropriations by EEC member
governmentsh

Voluntary contributions of 106
partioipating governments

Authorized paid-in ordinary capital
from United States and 19 Latin
American Republics; contribu
tions by member countries to
fund for special operations; fund
entrusted by United States Gov
ernment to IDB; borrowing on
capital matrkets ; earnings on
operations

Subscriptions of 94 member gov
ernments; supplementary con
tributions; IBRD transfers



Source: United Nations, Yearbook, 1964 (Sales No.: 65.1.1) Everyman.'s
United Nations, seventh edition (Sales No.: 64.1.9); "Report on the World Food
Programme by the Executive Director" (E/4043, 14 May 1965); "International
Flow of Long-tenn Capital and Official Donations, 1961-1964" (E/4079/Rev.1);
"Regional Development Financing", report by Henry S. Bloch to the United
Nations Trade and Development Board (TD/B/AC.4/R.3) and 15 years and
150,000 Skills (Sales No.: 65.1.18); International Monetairy Fund, International
Financial Statistics (VI!ashington, D.C.), December 1965; International Monetary
Fund, International Bank for Reconstruction and Development, International
Developmenrt: Association and International Finance Corporation, Annual Reports
for the years 1964 and 1965; Union of International Associations, Yearbook of
International Organizations, 1964-1965, tenth edition (Brussels, 1965).

a In or on behalf of developing countries, figures represent approximate net
averages for the period 1961-1964.

b Based on 1964/65 budgets, except in the case of the United Nations Relief
and Rehabilitation Administration and United Nations Korcan Relief Agency.

C Average annual expenditure was over $1.8 billion. The bulk of this was
spent in China, the Soviet Union and eastern and southern Europe. Among the
developing countries, small amounts-about $12 million in 1946-1947-were spent
in Ethiopia, Philippines and Republic of Korea.

d The International Refugee Organization took over the refugee work of
the United Nations Relief and Rehabilitation Administration, and was liquidated
at the end of 1951. An Office of the High Commis'sioner for Refugees was
established in 1950. Its activities first concerned European refugees but were
subsequently extended to refugees in other parts of the w,orld, particularly Africa.

e Originally United Nations Relief for Palestine Refugees, which received
$35 million from thirty-three governments in 1948. Its assets and ;responsibilities
were taken over by the United Narions Relief and \Vorks Agency for Palestine
Refugees in the Near East (UNRWA) in 1950.

f The Colombo Plan does not dispense resources itself; it provides a co
ordinating mechanism for bilateral arrangements. Its central budget--for the
Colombo Plan Bureau-has been of the order of $100,000 a year, divided equally
among participating Governments.

g The equivalent of about $150 million was disbursed in the Republic of Korea
during the period 1951-1958.

h 28 per cent each from Federal Republic of Germany, France and Italy, 7.9
per cent each from Belgium and the Netherlands and 0.2 per cent from
Luxembourg.

i Rising sharply as programme gets' under way.
j Expected.

World Food Programme _ _ .

African Development Bank _ _..

Asian Development Bank

United Nations Organization for Industrial
Development ..... _. __ .

1961

1963

1965

1966

1963

1966j

1966j

1966

Provisio.n of food for development
and 1""elief purposes

Long-term loans on commercial
terms to member governments in
Africa; "softer" lending through
special funds

Long-term loans on commercial
terms to member governments in
Asia; non-commercial loans are
also contemplated

Technical assistance III the field
of manufacturing

17i Voluntary contributions of 82 par
ticipating governments in cash,
food and services

Paid-up capital from 27 regional
members (50 per cent of au
thorized capirtal of $250 million)

Paid-up capUta1 of $1 billion of
which about $650 million is to
be contributed by 19 member
countries from the region and
$350 million by 12 non-regional
members

Partly from regular United Nations
budget, partly from voluntary
contributions of member coun
rtries
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The use of multilateral institutions

vVith the increase in the variety and size of the
international agencies, the proportion of resources
moving to the developing countries through them
has tended to rise. The growth in the use of the
agencies has been slower than might have been ex-

pected, however, and on a year-to-year basis the
net flows into them and out of them have recently
been characterized more by fluctuations than by ex
pansion (see table V -2). These fluctuations reflect
the creation of new institutions which draw funds

Table V-2. Role of the multilateral agencies in the transfer of resources to the
developing countries,a 1956-1964

Net contribution to the agencies by
the developed' market economiesb

Net flow of resources from the agencies
to the developi-ng cDun-tries

Year
Total Public Private

(Millions of dollars)
Percentage

of total
outfiowC

Total United Other
Nations bodies

(Millions of dolllM's)

Percentage
of total
public
f!rnvs d

1956 .......... -...... 193 167 26
1957 ................ 479 279 200
1958 ................ 679 238 441
1959 ................ 432 228 204
1960 ................ 775 590 185
1961 ................ 916 814 102
1962 . . . .- . . . . . . . . . . . . 875 645 230
1963 ................ 372 410 -38
1964 ................ 584 427 157

4 229 90 139
7 344 82 262

10 392 80 312
7 362 84 278

11 290 105 185
11 255 179 76
12 414 157 257
5 638 199 440
7 820 220 600

8
10
10

9
7
5
8

11
13

Source: See table II-I.

a The agencies included are: U1tited Nations
-United Nations Technical Assistance, United
Nations Expanded Programme of Technical
Assistance, United Nations Special Fund,
United Nations Children's Fund, United Nations
Relief and Works Agency for Palestine Re
fugees in the Near East, United Nations High
Commissioner for Refugees, United Nations
Fund for the Congo and World Food Pro
gramme; other bodies--International Bank for

into the international reservoir-from the develop
ing countries as well as the more advanced coun
tries-fn.r some time before disbursements begin.
They also reflect the incidence of institutional trans
actions-borrowing and repayment and the sale of
portfolio obligations--on the capital market; this has
been shaped not only by the need for funds but also
by the state of the market in various developed
market economies. And the ratio of multilateral
flows to the total is also affected by the rather
erratic swings in bilateral movements of private
c3!pital referred to in earlier chapters.

The net flow of resources into the agencies from
the developed market economies reached a peak-of
about $0.9 billion-in 1961, the year when capital
was being subscribed to the International Develop
ment Association and the Inter-American Develop
ment Bank. As a proportion of total outflow from
the developed market economies, it reached a peak
-of about one-eighth-in 1962. Both figures have
subsequently receded to the levels reached towards
the end of the nineteen fifties. The net flow of re
sources from the agencies to the developing countries,

Reconstruction and Development, International
Development Association, International Finance
Corporation, Inter-American Development Bank
and European Development Fund.

b Allowing for borrowing and repayment by
the developed market economies themselves.

c From the developed market economies, publk
and private, bilateral and multilateral.

d.From the developed market economies, bi
laterally, and from the agencies, as reported
by the source.

after staying close to the $0.3 billion mark for a
number of years, began to rise sharply in 1962. In
1963 the relative cOhtribution of this flow to the
total receipts of the developing countries (bilateral
and multilateral) rose above the peak levels of the
end of the nineteen fifties. It accounted for about
one-eighth of the total in 1964 and prooobly a little
more in 1965, but further advances in this ratio are
contingent upon the replenishment of the agencies'
resources. It is clear that in the immediate future
the great bulk of transfers will continue to be effected
directly between exporting and importing country.

The quantitive preponderance of bilateral flows is
a reflection of the fact that the major suppliers of
resources tend to have the most elaborate "foreign
aid" administrations through which to effect trans
fers. Thus the proportion of official resource trans
fers passed through international agencies by France
and the United States has been consistently below
the average for all developed market economies and
the multilateral contribution from the Federal Re
public of Germany and the United Kingdom has slid
down towards the average (see table V -3). In the



CHAPTER V. THE MULTILATERAL APPROACH TO DEVELOPMENT FINANCE

Table V·3. Developed market economies: Net official contributions to the multi.
lateral agencies,a 1956·1964

Proportion of total official
Average annual amount otttjlO"lO of resourcesb

Ccn,ntry
(millions of dolla,'s) ( percenta,qe)

1956-1958 1959-1961 1962-1964 1956-1958 1959-1961 1962-1964

Australiac ............. -7 27 5 d 33 6
Austria -15 -8 3 d d 43.........
Belgium ....... . ........ 6 20 14 35 24 16
Canada ...... . ......... 5 17 13 9 26 14
Denmark .......... 4 2 5 100 67 83
France . . .................... 19 59 66 2 7 7
Germany (Federal Republic),. 127 167 45 55 45 11
Italy -24 -14 8 d d 12.................... , ...
Japan -24 -49 -18 d d d.......................
Netherlands ...... . .......... 12 39 37 32 57 53
Norway ............. 1 4 50 67
Portugal 3 -3 9 d

Sweden, .. 5 7 22 83 88 76
Switzerland 16 4 5 100 80 71
United Kingdom 50 68 43 21 16 10
United States 63 199 232 4 8 7

Tota1e 228 544 492 7 12 9

127

Source: See table II-L
a For definitions, see table II-I.
b From developed market economies to devel

oping countries and mutilateral agencies.
c Average for fiscal years beginning I July

case of many of the smaller sources much higher
proportions have been channelled through the agen
cies-more than half of net official outflows from
the Netherlands, Switzerland and the Scandinavian
countries in recent years for example. In the case
of the official outflows from the Federal Republic of
Germany, Italy and Japan, reparation payments have
tended to enlarge the bilateral component, but this
influence is now diminishing. Where one of the
smaller exporters of capital directs a high propor
tion of it bilaterally-as in the case of Australia and
Portugal, for example-it has usually reflected the
existence of special relations with particular develop
ing countries or territories. Such special relations,
usually the result of historical association, also help
to account for the high proportion of bilateral trans
fers from Belgium as well as from France, the United
Kingdom and the United States.

Apart from the existence of close institutional
links with historically related countries, there are
various other reasons why capital exporting coun
tries may choose to build up an official organization
for administering the transfer of resources to the de
veloping countries and to operate on a bilateral
basis rather than pass the resources in question to
international, agencies for distribution. Underlying
most of them is the fact that during the post-war
period the protracted debate on how to finance the

of year indicated.
d Country was a net borrower from the

agencies during this period.
e Countries listed plus Finland, New Zealand

and South Africa.

process of development in the lower-income coun
tries has been influenced not only by the actual eco
nomic and political evolution of those countries but
also by all the considerations determining the ex
ternal political and economic relations of the higher
income countries, including their relations with one
another. These influences, always complicated and
often conflicting, have interacted in a way that
has induced, even impelled, each of the higher-income
countries to hammer out a "foreign aid" policy.
However tentative and changeable such a policy may
be, its very existence entails assumptions and inten
tions in respect of the magnitude and distribution of
resource outflows, both as to nature and destination.
\iVhile it is possible, and perhaps even convenient,
to bring the multilateral agencies into the picture as
one of the destinations of flow-indeed, at the limit,
a policy might consist of using the agencies for all
the transfers in question-the higher the proportion
so directed the more difficult it would become to
pursue an effective independent policy in the dispo
sition of the remainder. At bottom, therefore, the
actual nature and content of a country's foreign aid
policy are not really at issue in this context: it is
the existence of a distribution policy which requires
and explains the predominance of bilateralism.

This is not to say that the content of a foreign aid
policy is not relevant to a discussion of the relative
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merits of bilateral and multilateral administration.
On the contrary, for this purpose content is often
crucial, as the relative effectiveness of the method of
channelling the flow depends in part on its compo
sition: in general, the more liquid the resource the
more likely is it that its most productive use in pro
moting development can be achieved by an interna
tional agency. The difficulty in making a categorical
judgement as to the advantages of international ad
ministration arises from the fact that the bundle of
motives-political and humanitarian as well as eco
nomic-that determines national policy is subject to
such frequent change that it becomes virtually im
possible to generalize. At its best, bilateral aid is
likely to be able to make the most effective use of
the existing institutions and expertise that link the
donor and recipient countries. At the other end of
the spectrum, by contrast, donor policy may be mo
tivated by a domestic commercial or strategic objec
tive which has no relevance to the requirements of
the recipient developing country and may in fact give
rise to misallocation of the latter's resources. In
between, in varying degree the bilateral administra
tion of aid involves the application of criteria other
than those of the development needs of the recipient
country. And this dilution of the developmental pur
pose may not always be compensated for by greater
volume or higher transfer efficiency.

Looking back over the post-war period, it is by
no means certain that the total volume of resources
transferred would have been as great as it has been
if all flows had been administered multilaterally. In
deed, the presence of a political motive makes it
almost certain that some countries will receive more
in the way of external resources when these are ad
ministered bilaterally than they would do if the flow
passed through some multilateral filter. An advan
tage deriving from determinants applied in a donor
country may be ephemeral, however; it is likely to
be affected by political changes-whether in the re
cipient country or in one or other of the more ad
vanced countries-as well as by economic develop
ments in the donor country, which may feel entitled
to make sudden and significant adjustments in the
size or composition of the flow.

Most probably it is the relative weight of this
political motivation in bilateral transfers that leads
the recipient developing countries, when faced with
a choice, to prefer to obtain their resources from
international institutions. This preference has been
stated manv times in the course of debates on the
financing of economic development, and it is probably
grounded in the sort of fear that induces a private
borrower to seek accommodation from a large im
personal institution rather than from another in
dividual, indebtedness to whom might be expected
to generate a much greater sense of obligation.
Though political determination is never likely to be
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wholly absent from multilateral flows, either, it tends
to operate in a fashion less objectionable to most
borrowers-by influencing the geographical or func
tional distribution of transactions, for example,
rather than by making the transaction subject to
some more or less tangible quid pro quo on the part
of the recipient.

Not that transfers through international institu
tions are necessarily unconditional. Most of such
transfers are contingent upon either a sharing of
total costs by the recipient country or satisfactory
performance in respect of utilization, sometimes upon
both conditions. Enforcement may be more difficult
for an international body than for a single capital
exporting country, which is likely to have many
more points and forms of contact with the recipient
countries. Bilaterally, various pressures can be
brought to bear on a debtor country that does not
abide by the conditions laid down or perhaps im
plicit in the terms of transfer. And the donor country
always holds the ultimate sanction of suspension or
termination of the flow. On the other hand, multi
lateral lending agencies, whose resources may depend
in some degree on their ability to borrow on the
capital market, are not likely to prove unduly lenient
creditors. The example set by the IBRD suggests
that such agencies are fully capable of applying the
strictest commercial standards to applications for
loans as well as to their debtors' performance.

As indicated above, from the point of view of a
developing country, a multilateral body with con
vertible currency at its disposal may offer wider
choices in respect of the nature and origin of the
resources to be transferred than are implicit in tran
sactions with a particular country. Such a body
should be in a position to provide a developing coun
try with a wider range of capital goods and or ex
pertise than might be made available by a single
donor or lending country. Certainly, bilateral trans
fers are more susceptible to tying than are those
that pass through an international agency. The dif
ference isnot a categorical one, however: on the one
hand bilateral flows include many untied, convertible
currency loans and grants, while on the other hand
arrangements can be made to tie the funds placed
at the disposal of some of the agencies, by blocking
the currency involved, or by making its use subject
to special consent. And some agencies-notably the
WFP-actually deal with the transfer of resources
in kind whose origin is from an economic stand
point presumably a matter of indifference.

Much more important from the point of view of
the essential economic function the whole process of
resource transfer is intended to serve is the capacity
of the instrument involved, whether bilateral or mul
tilateral, to take a sufficiently comprehensive view
of the situation in the developing country. For the
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maximum benefit to ensue, the development policy
of the recipient country must take precedence over
the foreign aid policy of the country providing the
resources. Priorities have to be set by the needs of
the developing country rather than by export desires
of the more advanced country. Within the framework
of the development plan, the range of such needs is
often very wide, embracing-at least in respect of
the external component in each case-all the indi
vidual projects, all the single items of plant or equip
ment, all the producer goods, all the raw materials
and components and all the consumer requirements,
demand for which is likely to be generated by the
process of investment. And over and above these
specific needs, identifiable in advance, is a more
general but sometimes crucial need for a sufficient
amount of free foreign exchange to allow for contin
gencies arising from lapses in performance, failure
to synchronize complementary elements, lags in de
livery or shortfalls in domestic production of food
or in any other essential input.

In purely physical terms, the required resources
must move bilaterally from the country of origin to
the country of use. It is the latter that determines
need, in the light of development priorities. Financ
ing the transaction is a separate problem and it is
generally to the advantage of the developing country
to be able to choose the goods or services it wishes
to acquire quite independently of the means of pay
ment. The availability of finance from an interna
tional source thus adds considerably to the capacity
of a developing country to maximize the benefit de
rived from external resources.

In principle, however, there is no reason why the
provision of the required physical resources and the
necessary finance should not be equally well arranged
bilaterally with various countries of supply, assuming
always that the developing country is in a position
to "shop around". For such bilateral arrangements
to serve the purpose of the developing country in an
optimal fashion is likely to call for firmness on the

part of the planning and purchasing authorities and
a certain degree of flexibility and sympathy on the
part of the countries supplying the goods and the
finance. For a single project, providing freedom to
choose the lender is open, little advantage need be
lost to the developing country in the course of bi
lateral negotiations. The difficulties of organizing ex
ternal assistance on a bilateral basis are likely to
expand rapidly, however, as the magnitude and com
plexity of total requirements rise. While small coun
tries may be able to satisfy their needs by means of
such bilateral arrangements-and, if they are in a
position to "shop around," on a fully economical,
competitive basis-larger countries may find it much
more cumbersome. And when a country is concerned
with the external financing of an articulated develop
ment plan extending over several years, the number
and interdependence of its needs and even the sheer
size of the total will greatly complicate the task of
making external arrangements on a bilateral basis
separately with many supplying countries. In these
circumstances, moreover, the over-all requirements
for external finance are likely to exceed the capacity
of the international agencies as presently constituted.
The problem facing countries trying to arrange'the
external financing of a development plan is less a
choice between bilateral and multilateral assistance
than one of negotiating and organizing the most
effective combination.

This problem points up the need for another type
of international machinery, concerned not with pro
viding financial assistance so much as with co
ordinating such assistance. The question is : given the
increasing tendency faT developing countries to adopt
more closely integrated forms of development plan
ning, the continuing inadequacy of export earnings to
finance the required inflow of resources and the con
tinued predominance of bilateral flows of loans and
grants, what type of international mechanism can
best assure both the availability of the resources and
their most effective utilization?

International machinery for mobilizing and co-ordinating the flow of development
finance

Given the urgent need of most developing coun
tries for additional external resources and given the
multiplicity of types and sources of capital, there is
evident scope for a mechanism for bringing together
the various parties in a relationship which will
facilitate both the flow of resources in their most
appropriate form and their effective utilization in
the development process. However, to recognize the
desirability of such a mechanism in principle is a
far cry from setting it up and operating it in practice.

On the one hand, it necessarily involves a confron
tation between two unequal protagonists-a client
country and a group of potential suppliers of the
needed resources. If the latter sit as an inquisition
or even as a panel of creditors, the main purpose of
the exercise will be defea,ted. On the other hand,
such an occasion also involves a confrontation among
the "creditors" themselves: filling a gap in foreign
exchange supplies poses problems of "burden shar
ing" in an explicit, open and potentially un-
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comfortable manner. It is to be expected that a good
deal of experimentation will be necessary in the
evolution of s<lJtisfactory machinery.

THE HAGUE AND PARIS "CLUBS"

One of the early experiments relevant to, though
not intended to deal specifically with, the problem
as it is now posed, dates back to the mid-nineteen
fifties, before the various currencies of western
Europe were fully convertible. In order to establish
a system of multilateral trade and payments relations
with Brazil, a number of European countries came
together in 1955 in what came to be known as the
"Hague Club". And in the following year an es
sentially similar arrangement was initiated in respect
of Argentina by a somewhat larger group assembled
as the "Paris Club".2

In order to put the future system of financing
trade with Argentina on a satisfactory basis, the
creditor countries had first to make arrangements
about past debts. The process of consolidating and
rescheduling the debtor's external obligations was
shaped as much in the interest of equity among the
creditors as by the obj ective of re-establishing that
country's credit for future imports. The arrange
ments made in 1957 for the repayment over the
next ten years of about $0.5 billion of Argentina's
external debt became the model for subsequent similar
exercises-with Argentina again in 1962 and 1965,
with Brazil in 1961 and 1964 and with Chile in
1965.

These clubs have operated on an informal ad hoc
basis, convening when necessary to deal with a debt
repayment problem.s Several of the international
institutions-the IMF, IBRD, IDB and OECD
have participated in their meetings, partly as ob
servers and partly as advisers (the IMF on the
current balance of payments situation of the debtor
country, the IBRD on longer-term prospects). The
IMF has also assisted in the refinancing operation
by means of the parallel negotiation of a stand-by
credit, and it has also undertaken responsibilities for
reporting to creditor countries on certain matters
of implementation by the debtor.

2 The countries participating in the early activities of
the Hague Club were Federal Republic of Germany, Nether
lands and United Kingdom, later joined by Austria, Belgium,
Fmnce, Italy and Luxembourg. The early members of the
Paris Club were Austria, Belgium, Denmark, France, Italy,
Luxembourg, Netherlands, Norway, Sweden, Switzerland
and United Kingdom, plus, in subsequent agreements,
Federal Republic oJ Germany, Japan and, in 1958, Finland.
N either club has a formal membership, and other countries
-including notably the United States-have participated in
thei,r negotiations.

3 The meeting of the Paris Club in June 1965, for example,
was held at the French Ministry of Finance, and it was
the Ministry that issued a coJn-Jnunique on the results of the
debt negotiations-.
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While not originally conceived as such, these
clubs have tended to become financing mechanisms of
a sort. Though concerned with financing the re
payment of past debts, the problems that have
influenced their creation and operation are not dis
similar to those that have to be faced in respect of
the financing of future needs. Because of the number
of creditor countries involved, bilateral negotiations
with the debtor are awkward, not least because the
equitable treatment that individual creditors are
anxious to obtain in connexion with both debt re
payment and future trade is more likely to emerge
from joint discussion and arrangement. As far as
the developing country is concerned, its convenience
is also served by a multila,teral mechanism and its
desire to ease the burden of past debts is also
motivated in large measure by future import needs
and the problem of financing them.

AID CONSORTIA

It is thus a relatively short step from an interna
tional mechanism for rescheduling the past debts
of a developing country to one that is designed
to mobilize resources to finance its future import
requirements. Such a mechanism came into being as
the outgrowth of the balance of payments crisis
that beset India in 1958. Under the influence of the
second five-year development plan, imports rose
by about 50 per cent between 1955 and 1957. As
export earnings were rising at a modest 3-4 per
cent a year, the trade deficit widened from little
more than $0.1 billion in 1955 to almost $0.9 billion
in 1957, and gold and foreign exchange reserves were
halved, to a figure not much greater than the deficit.
When the general trade recession of 1958 sharply
reduced Indian exports (to below the 1955 level)
and reserves dropped to $0.7 billion, emergency
action became imperative. The IBRD~from which
India had received about $200 million up to the
end of 1957-convened a group of developed market
economies in an "aid-India consortium" designed
to mobilize sufficient external resources to prevent a
disruptive cut-back in the second plan then in its
middle year. The consortium, comprising Canada,
the Federal Republic of Germany, Japan, the United
Kingdom and the United States, plus the IBRD as
sponsor and the IMF as observer, met in August
1958. Following a review of the situation, bilateral
arrangements were made between India and the
various participants to ensure that external financial
resources for the essential maintenance needs of the
economy in 1958/59 were made available without
too drastic a revision of the second plan.

In the event, impor,ts were reduced by about $400
million from the high 1957 level and the trade deficit
by about $240 million. It was clear, however, that
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export earnings were unlikely to grow at anything
like the pace of import requirements and that, given
the low level of external resources, continuing sup
port would be necessary to finance the remainder of
the plan. Such support was organized bilaterally
for the fourth year of the plan (1959/60) after a
consortium meeting in March 1959, and for the final
year (1960/61) after a meeting in September 1960.

At this third meeting, Italy was present as an
observer and at the following meeting (in April
1961) there were several other observers-Austria,
Denmark, France, Norway and Sweden-to join in
a longer-range examination of the financing of the
next five-year plan. By this time, India's external
reserves had dropped to the equivalent of about
three months' imports. At a resumed session at the
end of May, members of the consortium-which now
included France-eommitted themselves, subject to
appropriate legislative or other authorization, to
providing about $2.2 billion for the first two years
of the third plan (1961/62 and 1962/63). This was
intended to permit India to go ahead with the timely
placement of import orders.

This 1961 meeting of the consortium was im
portant not only because it was the first occasion of
joint commitment of specific amounts but also for
two other reasons. One was the stress that was
laid on the need to take the precarious state of
India's external balance into acoount in any decision
regarding the terms on which resources were to be
provided. The other was the position taken by the
United States in making any increase in its 1962/63
commitment contingent on there being at least a
matching contribution from the other members.4

At the fifth meeting. of the consortium in January
1962 it was recognized that, though the flow of
resources was keeping more or less in line with
the 1961/62 commitments, more would have to be
done: the trade deficit alone was now running at
the record level of around $0.9 billion a year. One
response was the recruitment of new members, and
when the consortium met in July 1962, Austria,
Belgium, Italy and the Netherlands had joined,
bringing the total membership up to ten countries
plus the IBRD and IDA, and raising the total
1962/63 commitments from the $0.9 billion originally
pledged to $1.1 billion, compared with $1.3 billion
for 1961/62.

A further $1.1 billion was pledged for 1963/64
at meetings of the consortium in June and August
1963. The need for easier terms was again stressed,

4 Over 'and above the commitment made at the fourth
meeting of the consortium, the United States had under
taken to provide about· $1.3 billion an the form of surplus
commodities in support .of India's third five-year plan.
Canada had also promised grants of wheat.

as was also the need for flexible, uncommitted "non
project" resources available for financing current
imports of raw materials, components and other
producer goods for keeping the economy operating
at a tolerable proportion of capacity. This was the
plea at subsequent meetings of the consortium, too,
when pledges were entered for similar amounts for
the last two years of the plan (see table V-4). By
1965/66, up to half of new loan and grant commit
ments were being made free of any project tie,
and up to two-thirds in the form of grants or low
interest long-term loans.

The procedures worked out by the Indian con
sortium set the pattern for those that followed--on.e
for Pakistan, first convened by the IBRD in Oc
tober 1960, as well as one for Turkey and another
for Greece, both organized by the OECD in July
1962. The problems encountered by the Indian con
sortium were also repeated in one form or another
the need to start from a fairly specific and integrated
plan in order to estimate the nature of imports and
the magnitude of foreign exchange requirements, the
impediment of legislative and administrative obli
gations in the making of pledges, the need to enlarge
the list of contributing members, the need to provide
for "working capital" as well as for the financing
of new projects, and the need to keep the growth
of the foreign exchange burden imposed by debt
service down to a minimum. On the whole, the
difficulties encountered in the Pakistan consortium
were essentitially similar to those that had emerged
in the case of India. Over the five years 1960/61
1964/65 it elicited bilateral commitments of almost
$1.7 billion towards the financing of the country's
second five-year plan (see table V-5). The Greek
consortium seems to have been handicapped particu
larly by the absence of a formal plan showing the
foreign exchange implications of intended invest
ments, and the Turkish consortium by the heavy debt
burden with which the country was already saddled
when it entered the first year of the new plan in
1963.

The future of the consortium techniques of co
operation is by no means clear. It has been shown
to be a very exacting exercise, both for the recipient
and for the participating contributors. The potential
advantages to be derived from it are likely to be
greatest where financial requirements and the
number of contributors-and hence the need for co
ordination-are greatest, but this is a situation in
which the potential difficulties are also likely to be
greatest. Governments that would be contributors
are likely to be impressed by the risk that participa
tion in a financing exercise of this nature might be
thought to imply. This risk may be reduced by
precise delimitation of the investment plan, by res-
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Table V-4. Consortium for India: Pledges of financial assistance during the third
five-year plana

(M~"llion>s of dollars)

Pledging country
1961/62 1962/63 1963/64 1964/65 1965/66

Five·yewr
or institu,tion total

Austria .............. ~ ..... , 5 7 1 5 18
Belgium ..................... 10 10 4 24
Canada ..... . •••••••••• D ••••• 28 33 30.5 41 41 173.5
France · . .................... 15 45 20 20 20 120
Germany (Federal Republic) .. 225 139 99.5 95 86 644.5
Italy ........................ 53 45 36 36 170
Japan ....................... 50 55 65 60 60 290
Netherlands ................. 11 11 11 11 44
United Kingdom ............. 182 84 84 84 84 518
United States .. . ...... , ...... 545 435 435 435 435 2,285
IBRD and IDA ............. 250 200 245 245 245 1,185

Total · . . . . . . . " .. . . . . . . . . . . . 1,295 1,070 1,052 1,028 1,027 5,472

Sourc.e: Press releases of the International
Bank for Reconstruction and Development and
the International Development Association.

tricting commitments to an annual basis and by
close and systematic surveillance of actual develop
ments. But for the working of a consortium, the
advantages of a specific and detailed plan depend
in large measure on its full implementation, phase
by phase, and as this in turn entails arrangements
for financing over the whole period, it is difficult to
avoid at least an implied commitment on the part
of contributors going beyond the year for which
pledges are actually made. Paradoxically, thus, an
integrated development plan, while necessary to
define and limit the obligations of the countries
providing financial assistance, simultaneously tends
-even if only implicitly-to enlarge their involve
ment beyond the annual commitment they might be
able or willing to make.

In these circumstances, the success of a con
sortium is likely to depend on the confidence that

a Fiscal years beginning 1 April of years
indicated.

can be inspired in contributing governments with
regard to the adherence by the developing country
to the plan which delimits their financial undertaking.
For this purpose, great significance attaches to the
role of an international organization--particularly
one such as the IBRD, that can itself participate in
the financing pmcess-capable of providing both
expert guidance to the developing country and more
or less continuous surveillance of plan implemen
tation.

ARRANGEMENTS FOR COMPENSATORY FINANCE

The risks associated with the financing of a
development plan are not exdusive1y those of non
adherence. Often the most troublesome, indeed, are
those that flow from the peculiar dependence of so
many developing countries on a very limited number
of export commodities. Variations in domestic crop

Table V-5. Consortium for Pakistan: Pledges of financial assistance during the
second five-year plana

(Millions of dollars)

P ledgin.g country
1960/61 1961/62 1962/63 1963/64 1964/65 Five-~'ear

or institution total

Belgium . . ....... , ........... 10 10
Canada · . . . . . . . . . . . . . . . . . . . . . 20 18 20 19 24 101
France ...................... 10 15 10 10 45
Germany (Federal Republic) .. 38 25 55 40 38 196
Italy ........ ............... . 10 10 20
Japan ...... . .......... 20 20 25 30 30 125
Netherlands ....... 9 4 13
United Kingdom ... 22 20 28 22 22 114
United States .... , 130 150 350 213 213 1,056
IBRD and IDA 77 132 80 80 369

Total · . . . . . . . . . . . . 229 320 625 443 431 2,048

Souree: As for table V-4. a Fiscal years beginning . 1 July of years
indicated.
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and fluctuations in world price tend to have a
disproportionate impact on the export earnings of
most of the developing countries. Given the strin
gency in foreign exchange that characterizes virtually
all of these countries, a sudden downturn in export
earnings can intensify very severely the difficulty
of financing an import programme. This risk also
tends to increase the reluctance of contributing coun
tries to identify themselves completely with the
financial underwriting that might be thought implicit
in the operation of a consortium.

Various suggestions have been made for mitigating
the effects of shortfalls in earnings on a country's
capacity to pay for its imports.5 In general they have
involved some form of compensation, paid by trading
partners or from an insurance fund dependent in
varying degree on premiums levied on export
receipts, to make good some proportion of the
difference between actual earnings in a particular
year and a norm calculated in some way from
export performance in the recent past. None of the
suggested schemes has been put into operation, and
up to 1964 the principal tangible result of the
recurrent discussion of the problem was the provision
by the International Monetary Fund of an additional
tranche of accommodation to memher countries
whose import capacity was impaired by a sudden
decline in export receipts. 6

In 1964 the matter was again debated, this time
in the first United Nations Conference on Trade
and Development. The result was a recommendation
(A.IV.l8) that recognized "that adverse movements
in export proceeds of developing countries can be
disruptive of development" and requested the In
ternational Bank for Reconstruction and DevelOp
ment to study the feasibility of a scheme to provide
assistance that would supplement short-term balance
of payments support and help avoid disruption of
development programmes.7 Following the guiding
principles laid down in the recommendation, the
staff of the IBRD drew up a scheme under which an
international agency might administer a fund es
pecially established for the purpose of furnishing
"supplementary finance". This staff study was trans
mitted by the President of the Bank to the
Secretary-General of the United Nations in Decem-

5 The main proposals made between 1953 and 1963 have
been discussed in various issues of the W,orld Economic
Survey, most notably those for 1958 (see ohapter 3), 1962,
Part I (pp. 55-58) and 1963, Part I (chapter 9).

6 Described in International MonetaJry FlI!ld, CompensatorJ!
Financing of E.%port Fluctuations (Washington, D.C.,
Febroory 1963).

7 United Nations, Proceeding~ of the United Nations Con
ference on Trade and Development, Voltlme I, Final Act
and Report (Sales No.: 64.ILB.ll), p. 52.

ber 1965 as being "worthy of the most careful con
sideration by all governments".8

In the present context perhaps the most significant
aspect of the IBRD staff proposals is their departure
from the more or less meohanical formula type of
base which characterized earlier schemes. Such
formulas, while intended in each case to provide a
firm and objective criterion of need or claims for
compensation, have in fact generally been regarded
with misgiving: while objectivity in measuring a
"shortfall" in export earnings was desirable, few
of the countries that would be the scheme's principal
source of funds welcomed the automaticity that was
(or seemed to be) associated with it. The Bank
staff proposals reintroduce the subjective attributes
of control and discretion in the administration of a
compensation fund. And this implies machinery for
the prompt determination of need.

Machinery is also implied in the proposed method
of arriving at the norm from which shortfalls might
properly be measured. Instead of some historical
average or trend readily calculable from published
data, the Bank staff have suggested the use of the
forward estimates of probable export earnings made
for purposes of foreign exchange budgeting in the
development plan itself. This would be no mechanical
exercise in trend projection but a realistic appraisal
of the short-run and medium-run prospects for the
volume and price of each significant export com
modity. This, in turn, would involve some degree of
participation of the agency administering the com
pensation fund in the formulation of the development
plan, at least to the extent of satisfying itself that
the external transactions embodied in the plan were
predicated on as realistic as possible an appraisal
of future import capacity, including, in particular,
that derived from export proceeds.

The administering agency would also have a
special role to play in connexion with the payments
made to a developing country whose plan has been
placed in jeopardy by the vagaries of export earnings.
The compensation fund would be drawn on only as
a last resort, after every effort had been made to
obtain assistance either by some bilateral arrangement
or from one of the international institutions, particu
larly the IMF which, as indicated above, has already
organized a facility for a compensatory type of
accommodation.

The idea of an international body which has special
advisory functions in respect of the external im
plications of the development plan formulated by
a particular developing country and at the same

8 International Bank for Reconstruction and Develop
ment, Supplementary Financial Measures, a staff repoa:t
(Washington, D.C., December 1965).
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time maintains close and effective liaison with various
~our.ces of. finance is not entirely new. It is directly
m hne with recent experiments in fulfilling some
of the essential functions of "aid consortia" while
avoiding the specific difficulties which, as indicated
above, formally organized consortia have encoun
tered.

CONSULTATIVE GROUPS

The first experiment in international co-ordination
of development aid was started in 1950 when a
Consultative Committee of Commonwealth ooun
tries was set up to "survey the needs, to assess the
resources available and required, to focus world
attention on the development problems of [southern
and south-eastern Asia], and to provide a frame
work within which an international co-operative
effort could be promoted to assist the countries of
the area to raise their living standards".9 The result
was the Colombo Plan which, starting with seven
Commonwealth countries-Ceylon, India and Pakis
tan plus Australia, Canada, New Zealand and the
United Kingdom-gradually expanded to embrace
most of the countries of southern and south-eastern
Asia and to include Japan and the United States
among the more developed countries.

Participating countries were asked to draw up
six-year programmes of economic development and,
on the basis of these, regular joint consultations
were held to exchange experience, discuss intentions
and arrange for mutual assistance. The Consultative
Committee has held annual meetings of senior
officials and ministers, and between such meetings
the work is carried on by an intergovernmental
Council for Technical Co-operation. The Colombo
Plan does not itself dispense funds; it merely
provides a mechanism for the examination and com
parison of country plans, for discussing needs and
priorities and for facilitating arrangements for bila
teral assistance. Formal commitments to provide
such assistance have not been part of the ordinary
pro~edure,. though som~ countries-notably the
Umted Kmgdom-have m fact pledged particular
amounts or types of aid.

The flow of resources through the Colombo Plan
has been very small in comparison with the total
amount moving to and from the participating coun
tries. In the case of the United Kingdom, for
example, between 1950 and 1963 the amount of
assistance arranged through the Plan was of the

9 The C;olomboflaln, Eleventh Annu.al Report of the
COnS1tltat-lve Comm~ttee (London, Her Maj esty's Stationery
Office, January 1963. Cmnd. Jli28): see also the original
report by the Commonwealth Consultative Committee The
Colombo Plan for Co-operative Economic Developm~nt in
S,Otlth and So1tt}1--east Asia (London, Her Majesty's Sta
tlOnery Office, November 1950, Cmd. 8080). .
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order of $30 million, compared with a total of over
$700 million actually provided to the developing
countries in question and a further $450 million
committed but not yet disbursed.

The distinctive feature of the Colombo Plan has
been its emphasis on mutual aid. Though the resultant
flow of resources has been overwhelmingly from
high-income to low-income members, the Plan has
specifically sought to avoid the donor-recipient form
of confrontation, and a sizable amount of technical
assistance-in the form of expert advice, training
fellowships and so on-has in fact been provided
by the less developed members.

While the Colombo Plan has thus made a unique
contribution in emphasizing the mutuality of interests
in organizing international assistance, the price of
this has been a degree of looseness and diffuseness
in its structure and operations which has greatly
reduced its capacity to mobilize and direct develop
ment finance. More recent experiments have been
designed with this latter function mainly in mind:
they have resulted in mechanisms by which various
sources of finance can be brought to focus on the
development needs of a particular country.

The first of these new consultative groups were
set up ~y the IBRD in 1962 following requests by
Colombia and Nigeria to have aid consortia es
tablished on their behalf. The principal prerequisite
for an operational consortium was absent: in neither
country was there a comprehensive and articulated
development plan revealing in the necessary detail
the nature and order of magnitude of the need for
external resources. Potential providers of financial
as~istance we~e reluctant to come together in any
thmg resemblmg a pledging conference. The alterna
tive de-:ised by. the Bank was a less formal type of
mechamsm which would facilitate consultation and
advice on the one hand and the arrangement of ad hoc
bilateral loans and grants and other forms of aid
on the other.

The countries ~greeing to constitute the Nigerian
Group were Belgmm, Canada, the Federal Republic
of Germany, Italy, Japan, the Netherlands, Swit
zerland, the United Kingdom and the United States
plus the IBRD and the IDA. Together with Den
mark, France and the IDB, the same nine countries
constituted a similar Group for Colombia. Subse
quently, Groups of essentially the same nature were
set up for the Sudan and Tunisia (under IBRD
auspices), and for Ecuador (under the auspices of
the IDB). More recently, preliminary steps have
been taken to form Groups for Malaysia and
Thailand, and others are contemplated, in line with
recent policy decisions of the IBRD.
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It is too early to assess the achievements of any of
these Groups, particularly as political instability in
some of the developing countries concerned has
since exercised an inhibiting effect on their economic
development. The purpose intended, however, is
clear enough in general terms: it is to maintain
liaison and build up confidence between the develop
ing country and its main sources of external finance.
To do this it is necessary in each case (a) to support
the developing country with whatever advisory and
technical assistance services seem necessary in con
nexion with economic plan and project formulation,
(b) to help as far as possible with the actual financ
ing operations and (c) to provide sufficient surveil
lance over the use of funds to convince the partici
pants in the Group that the resources that they
are furnishing are being deployed to maximum
effect and that they will be alerted if the courSe of
development shows any sign of going seriously awry.

If a mechanism of this nature were able to function
effectively, it would offer a number of advantages.
For the developing country, the problem of obtaining
external finance is likely to be materially eased:
sources would be more accessible, opportunities for
making choices of origin and form more rational
would be improved and procedures greatly simplified.
For the lending countries, expert objective opinions
would be available on questions of investment
priority and proj ect viability as well as on actual
resource utilization. In this way even ad hoc project
financing would be undertaken in a more coherent
framework. Large-scale projects could be viewed
more readily as joint responsibilities for which
several countries might share in the financing-as,
indeed, has already occurred in the case of the Niger
Dam for which arrangements were made in the
Consultative Group for Nigeria. And although there
would be no systematic gap-filling pledging, such as
distinguishes the consortium method, the Group
would be able to see and take due account of the
over-all development programme-or, at the very
least, an articulated set of projects-and the various
provisions that are being made for its financing.

Apart from the effect that such a group might
have by way of improving the terms on which the
developing country was able to borrow, it might
also be in a strategic position to help with the
problem of refinancing should the need arise. Such
a function requires negotiation among creditors no
less than between debtor and creditor and, as in
dicated earlier in the chapter, in the past, ad hoc
groups-such as the Paris Club and the Hague
Club-have been used for the purpose. By virtue
of its continuous interest and its positive impact on
the direction and terms of lending, a consultative

group might, however, serve to prevent the piling
up of debt and debt-servicing obligations to crisis
proportions. Indeed, one of its main objectives would
be to steer clear of any course of action that might
lead to its transformation into what might be
regarded as a creditor club.

In these circumstances, the success of a con
sultative group is likely to depend very largely on the
measure of mutual confidence that is generated
among the participants. This in turn will depend on
the sponsorship of the group and the professional
competence with which its routine work-and parti
cularly its surveys and appraisals-is carried out.
Up to now the IBRD has played the major role,
and recent pronouncements have indicated its in
tention to pursue this form of activity more vigo
rously in the future. Logic and convenience suggest
that in due course the newer regional banks may
also have an important contribution to make in this
effort to co-ordinate aid to the developing countries
in Latin America, Africa and Asia, respectively. As
indicated above, the IDB has already assumed res
ponsibility for one group. As lending agencies them
selves, the regional banks will in any case need to
build up the requisite expertise, and in due course
they should be in a position to identify themselves
both with the more developed countries that furnish
resources and with the recipient developing country.

Apart from the key role of executing agency
which will tend to be an essentially similar one,
the size and operation of the group may differ ap
preciably from case to case, depending to a large
extent on the magnitude and complexity of the
developing country's needs. There would seem to
be no reason why the composition of a particular
group should not be varied in accordance with specific
needs. The IMF has been represented as observer
at all the meetings of the groups so far constituted.
Five other Latin American countries attended the
May 1965 meeting of the IDB-sponsored Ecuador
Group at which the financing of the first three years
of that country's ten-year development plan was
discussed. The IBRD also attended that meeting,
just as the IDB has participated in the IBRD
sponsored Group for Colombia. The European In
vestment Bank (EIB) and the UNSF were repre
sented at the December 1965 meeting that reviewed
Tunisia's four-year plan. And UNDP observers
were present at the meeting of the Nigerian Group
in February 1966.

Whether experimentation with various forms of
co-ordinating groups will serve to stimulate a greater
flow of resources to the developing countries has
yet to be demonstrated. The main hope at this stage
is that the use of such groups will increase the



136

development potential of a given flow. Even if the
flow remains essentially proj ect-directed, the fact
that the project can be viewed within an integrated
investment nexus, supported by the appropriate
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technical assistance and training facilities, and if
necessary tackled jointly by several capital exporting
countries, should lead to marked improvement in
resource utilization.

Other international efforts to Increase the flow of resources

Over and above the multilateral institutions and
funds that have been established since the war for
the specific purpose of transferring or directing
various types of resources to the developing coun
tries, a number of other international means of
achieving the same purpose have been discussed and,
in one or two cases, put into practice.

The area of most extensive debate has been that
of tr<ide-the means by which, in any event, the
developing countries ordinarily obtain the bulk of
their external purchasing power. A sustained effort
has been made, first through the General Agreement
on Tariffs and Trade (GATT) and more recently
through the United Nations Conference on Trade
and Development (UNCTAD), to increase the gains
derived by the developing countries from their ex
ports. These multilateral efforts, like the bilateral
measures discussed in chapter IV above, have
yielded relatively little in the way of easier access
or improved terms, however: the goods concerned,
being predominantly primary commodities, have faced
not only unfavourable demand conditions but also one
of the most recalcitrant elements in the commercial
policy of almost all the developed market economies,
whose primary producing sectors have pressed
strong social and economic claims to official protec
tion or support. Among the few gains so far
recorded is a widespread agreement to reduce the
obstacles to trade in various "tropical" products
and to waive the general reciprocity rule in respect
of trade concessions made to developing countries by
the developed market economies.

For a handful of primary commodities-wheat,
sugar, tin and coffee-more formal and comprehen
sive international arrangements have been made. For
many reasons, however, success has been meagre,
even in terms of the short-term price stabilization
function which has been the principal objective of
almost all these agreements. lO Their effectiveness
as a means of placing additional external resources
at the disposal of the developing countries has
generally been minimal.

The only comparable effort in respect of manufac
tured goods has been the long-term Cotton Textiles

10 For a discussion of the problems of acces's to markets
for primary products and international stabilization measures,
see World Economic Survey, 1963, Part I (Sales No.:
64.II.CI), section II.

Arrangement of 1962 which sought to stabilize the
growth of exports of cloth from the developing
countries to the developed market economies. The
effect of this on the longer-term textiles earnings of
the developing countries is impossible to determine:
it replaced a rapid-and potentially disruptive and
hence probably short-lived-expansion of exports
from a small group of developing countries by a slow
but presumably more assured growth subject to
bilateral quotas and periodic review.

Apart from cotton textiles, exports of which-like
those of many primary commodities-face the
difficulties that flow from the particular vulnerability
of producers in most of the developed market eco
nomies, there are relatively few manufactured pro
ducts from which the developing countries might
hope to obtain a rapid or sizable increase in export
earnings. To meet this situation, recent international
debate has shifted to an exploration of the feasibility
of some system of preferences which would open
part of the market in the higher-income countries to
the exports of manufactures from the developing
countries on terms that gave them some competitive
advantage to offset the handicaps arising from their
industrial immaturity. Various ideas have been put
forward but as this is an area in which some of
the major importing countries are reluctant to in
troduce a discriminatory principle into their trading
practices, the matter has not gone beyond the ex
ploratory stage of discussion.H

As far as its effect on the capacity of a developing
country to finance its economic development is con
cerned, an increase in exports differs in many ways
from the receipt of a loan or a grant. What has
been stressed in most debates on trade policies in
recent years is not the developmental impact of the
domestic ramifications of an increase in export ac
tivity but the importance to most developing coun
tries of obtaining more freely usable foreign exchange.
This reflects the high propensity to import that
characterizes almost all developing countries, es
pecially when their development effort is stepped up,

11 See World Economic Survey, 1963, Part I, p. 203
et seq, for an exposition of some of the problems involved,
and UNCTAD, "Preferences: Review of Discussions, Report
by the Secretary-General of the Conferenoe" (TD/B/ACI/I)
for a summary of recent delibena,tions on the subject. See
also UNCTAD, "Report of the Special Committee on
Preferences" (TD/B/C2/I).
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and the resultant balance of payments strains that
have been equally characteristic of developing coun
tries in recent years. The latter have given rise to
discussions about the possibility of a more direct
approach to the liquidity problem of the developing
countries.

While the debate on the role of trade expansion
in the process of economic development has con
tinued throughout the post-war period, the discus
sion of the possibility of putting additional resources
at the disposal of the developing countries directly
through the mechanism regulating international
liquidity is relatively recent. It has become increas
ingly germane and urgent as, under the pressure
generated by the balance of payments situation of
the reserve currency countries, the whole interna
tional monetary system has been subjected to an
exhaustive examination.

In the present context the main point at issue in
these recent discussions has been the best means
for sustaining-and, as necessary, expanding-total
international liquidity in the face of efforts on the
part of the United States to correct its payments
imbalance, which throughout the post-war period
has been instrumental in providing a large proportion
of the increment in the world's monetary reserves.
In so far as. in a reformed system, international
credit would be created deliberately and not left to
expand fortuitously in accordance with the deficits
registered by major trading countries, the question
of greatest concern to the developing countries is
where such credit might most appropriately be in
jected into the system.

One recent proposal-made by a group of experts
convened by UNCTAD-envisages a direct link
between the creation of international liquidity and
the provision of development finance.12 This link, it
is suggested, could be achieved by passing on to
the IBRD as loans part of the national currency
deposits made by member countries for the purpose
of backing a new international reserve unit. In this
way, the Bank (and presumably the IDA) would
be put in a position to increase its lending to the
developing countries, and this in turn would increase
their imports (particularly of capital goods) from
the more advanced countries which would be the
main contributors to the total monetary reserve. The
process of increasing liquidity-in which the more
advanced and the less developed countries would
all share-would thus be followed in fairly short
order by a transfer of real resources to the developing
countries.

12 See United Nations, International Monetary Issues and
the Developing Count1'ies, Report of the Group of Experts
(Sales No.: 66.ILD.2).

It has been suggested as an alternative link be
tween the increase in international liquidity and the
provision of resources to the developing countries,
that one of the criteria for determining the distri
bution of any increment in a new monetary asset
chosen to underpin international reserves might be
each country's aid effort.13 This would be a less
direct link, but it would serve as a stimulus to the
more advanced countries to expand the outflow of
resources to the developing country in the knowledge
that their own external liquidity was not going to
suffer unduly as a result.

Another proposal for putting additional resources
at the disposal of the developing countries is at
present before the international community. This is
the idea of a multilateral fund which could be used
for making good the difference between the rate
of interest at which an institution such as the IBRD
might bonow from the capital market and the rate
at which it found it expedient to lend to developing
countries. As indicated in chapter IV above, use of
an interest subsidy fund of this nature would enlarge
the access of developing countries to the private
capital market in various developed market eco
nomies. What sort of international institution could
best act as an intermediary for this purpose and
how its borrowing might least disruptively be dis
tributed among the various markets and over time
are subj ects at present being debated.14

A multilateral approach has also been urged to
meet some of the problems of direct private invest
ment. Efforts have tended to concentrate, though
with quite varying degree of success, in three specific
areas-the adoption of some form of investment code,
the organization of a multilateral system of invest
ment guarantees and the establishment of machinery
for settling disputes.

Least advanced-understandably, in view of the
complexities outlined in chapter IV-1s the question
of an internationally acceptable code governing
private foreign investment. The nearest approach to
international action on the subject has been in con-

13 See the statement of the Governor of 1:he IMF for
France at the twentieth Annual Meeting in International
Monetary Fund, Summary Proceed~'ngs, 1965 (Wlashington,
D.C.), p. 128. The question of the creation of reserve assets
had been examined by a study group of the Group of Ten
in 1965, and at a later session of the Annual Meeting it
was agreed that the Group of Ten should negotiate the
matter and bring the result before the Fund at its 1966
Annual Meeting.

14 In its present form the proposal was put forward by
Mr. D. Horowitz, Head of the Delegation of Israel to the
first UNCTAD in April 1964. It was the subject of a
staff report of the International Bank for Reconstruction
and Development, The Horowitz Proposal (Washington,
D.C., February 1965). It was further examined in April
1966 by an expert group appointed by the UNCTAD
Committee on Invisibles and Financing related to Trade.
See chapter II above.
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nexion with so-called non-business risks: in 1962
the GECD published a "Draft Convention on the
Protection of Foreign Property" embodying prin
ciples designed to ensure, for foreign investment,
equitable treatment, physical security, safeguards
against unreasonable or discriminatory measures and
just compensation in the case of nationalization.
Though several developed market economies have
concluded agreements of this nature bilaterally with
various developing countries, the more general con
vention has not gone beyond the discussion stage.

Under more active consideration is a scheme for
multilateral investment guarantees. In its present
form this had its genesis in a staff report of the
IBRD prepared for the GECD in 1962, on the
basis of which the latter drew up proposals for the
international corporation that could insure new
private foreign investment against vapious non
commercial risks. Approval by both the country of
origin of the capital and the host country would
bea prerequisite for any guarantee, but losses would
normally be shared among the capital exporting
members in accordance with a formula reflecting
the extent of use of the facilities both as a whole
and ,in the country in which the loss had occurred.
In mid-1965, the GECD transmitted a report on its
proposals to the IBRD for study, and the result of
this is to be considered by the Bank's executive
directors later in 1966.15

As indicated in chapter IV, several of the de
veloped market economies operate their own schemes
for guaranteeing· the direct investment of their
nationals abroad. Almost inevitably, in order to
accommodate a wider variety of conditions and r,isks,
a multilateral scheme is likely to be looser and less
detailed then a national one, but at the same time,
multilateral guarantees would not necessarily be in
compatible with national schemes run on a bilateral
basis: the latter could continue to operate in cases
where more detailed or more comprehensive in
surance is practicable.

International discussions in the third of the areas
indicated above-namely, the settlement of disputes
involving foreign investors-have already borne fruit
in the form of a Convention contemplating the estab
lishment of an autonomous Centre under the auspices
of the IBRD.16 This machinery will come into effect
when the Convention has been signed and ratified by

15 See United Nations Conference on Trade and Develop
ment, "Report on the Status of the International Bank
Studies on Multilateral Investment Guarantees" (TDj
BISS, 3 February 1966).

16 For eaJrlier efforts by the United Nations and the back
ground to the more recent discussions, see United Nations,
"The Promotion of the International Flow of Private
Capital" (E/390SjAdd.1, 26 May 1964), pp. 18-22.
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twenty states. (By March 1966 there were thirty
three signatures and four ratifications.)

The Centre will make available facilities to which
contracting host states and foreign investors who are
nationals of other contracting states will have access
on a voluntary basis for the settlement of investment
disputes between them, in accordance with rules.
laid down by the Convention. The method of settle
ment might be conciliation or arbitration, or con
ciliation followed, if necessary, by arbitration. The
initiative for such proceedings could come either
from a state or from an investor. The Centre will
not itself act as conciliator or arbitrator but will
maintain panels of specially qualified persons from
which conciliators and arbitrators may be chosen.
Recourse to the facilities of the Centre will be entirely
voluntary, but once a state and a foreign investor
have agreed to use the Centre they will be required
to carry out their agreement, to give due considera
tion to the recommendations of a conciIiator and to
comply with an arbitral award, as indeed will other
contracting states, too.

While the Centre will deal only with legal disputes,
it will fill what is at present an awkward gap in
international machinery. Its successful operation
should thus contribute to improving the climate for
direct investment and hence act as a stimulus to the
flow of private capital to the developing countries.

In some ways the cornerstone to this building up
of mechanisms, institutions and incentives to stimu
late and facilitate the flow of resourceS to the develop
ing countries has beea the setting of targets. Deno
minated at first (in 1960) in the crudest of terms,
these targets have undergone some refinement and
though they remain vague at many points there is
a discernible tendency towards making them more
precise. There is also a discernible desire to increase
the operational significance of the target for interna
tional resource flow, to make it consistent with other
targets that have been set and to make the Develop
ment Decade a coherent framework within which
to marshal international effort.

The first target for resource transfer set one per
cent of the combined "national income" of the more
"advanced" countries as the level to be attained as
soon as possible (see General Assembly resolution
1522 (XV) adopted in December 1960). The absence
of any definitions of the relevant variables was
partially remedied in 1964 at the first UNCTAD
session where the particular flows to be taken into
account were detailed and the target made ap~

plicable to individual "economically advanced" coun
tries rather than to an undefined group (see
UNCTAD recommendation A.IV.2). The recipient
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group was left undefined, however, and so was the
denominator of the target ratio.

In 1965 it was proposed-at a High-level Meeting
of the Development Assistance Committee (DAC) of
OECD-that subsidiary targets be set for the pro
portions of loans made at extra low rates and for
extra long periods. It was recommended that member
governments raise the proportion of loans at 3 per
<cent or less and for twenty-five years or more to at
least 80 per cent of the total made to developing
,countries, and that a grace period averaging seven
years be granted before amortization payments were
collected. This target was made rather more exacting
than earlier ones by the setting of a specific time
limit: members were urged to attain the indicated
minima within three years, at which time there is to
be a revision of the objectives in the light of the
progress made and "of other relevant factors" .17

Apart from the targets actually set, a number of
<others have been discussed. It has been suggested,
for example, that the global target for resource
transfer, already made applicable to individual capital
.exporting countries, be refined further to allow sub
targets to be set for official flows-private flows
being much less amenable to influence or control
and also for the flows directed to the international
institutions, either as a proportion of the total or as
a separate fraction of national income or gross pro
duction. The desirability of prescribing limits to the
,extent of loan "tying" and to the degree of country
concentration of grants has also been discussed.
Though, because of all the complexities examined
1n previous chapters, no specific objectives have
emerged in these additional areas, it is clear that
the setting of targets has come to be regarded as a
workable means not only of expressing interna
tionally accepted intentions but also of stimulating
national action in line with those intentions.

Notwithstanding the rider to the 1964 UNCTAD
recommendation A.IV.2 to the effect that "this is
not intended to represent either a ceiling or a suitable
method for comparing the appropriate quantitative or
qualitative development assistance efforts as between
different economically advanced countries",18 it is
probable that it is precisely through such compa
risons that targets of this sort actually tend to
exercise their greatest effect. Nations, no less than
taxpayers, are likely to contribute to cOmmon goals
far more willingly if there is tangible evidence that

17 See OrganisMion for Economic Co-operation and Devel
opment, Development Assistance Efforts and Policies, 1965
Review, Report of the Chairman of the Development As
sistance Committee (Paris', 1965), annex B.

18 United Nat~ons, Proceedings of the United Nations
Conference on Trade and! Development, Volume I, Final
Act and Report, p. 44.

the basis for exacting the contribution is an equitable
one.

To some extent, thus, the setting of targets is
part of a "burden sharing" exercise: the pr,inciple
of transferring resources from high-income to low
income countries having been accepted, the targets
serve not only as a general stimulus but also as a
means of equalizing the effort involved. This emerged
most explicitly from the DAC discussion that led
to the setting of targets for the "soft" sub-commercial
component of loans. Urging the need for "harmoniz
ing" the terms of lending, the DAC Chairman argued
that "continuing disparities among lenders represent
not only potential problems for recipient countries
with accumulating debt service burdens, but also
raise serious proQlems of inequity among the creditor
countries. The presence of some credits at hard
terms may imperil the situation of all lenders by
multiplying the risks of default through building up
an unmanageable debt burden. Further, the neces
sity for hard loan debt servicing may raise the
requirements of the borrower from other suppliers
of assistance. In fact, the soft assistance may in
effect make it possible for the recipient to service
harder loans".19

It would be fanciful to regard the complex of
targets now emerging as an embryonic tax system
on a global scale. Yet it is clear that though the task
of transferring resources to the developing countries
is a self-imposed one and its fulfilment by the more
advanced countries purely voluntary, its quantifica
tion in the form of national targets reflects the need
that has been felt to apply to it some of the canons
of tax policy as these have evolved within individual
economies for purposes of equitable redistribution
of income. Though there is no machinery for en
forcement, experience has shown that the process
of regular confrontation-both between net contribu
tor and net recipient and among the various net
contributors themselves-is not without effect upon
performance.

The more seriously targets are to be taken the
more care will be required to make them realistic,
measurable and equitable. To be realistic they need
to be ahead of actual achievement by a margin that
is sufficiently wide to act as a stimulus, even to coun
tries with the best performance, but not so wide as
to be manifestly unattainable within the sort of time
period that is politically feasible for confrontation
purposes. To be measurable they need to be defined
with sufficient precision to permit the presentation
of performance in terms of convenient, comprehen
sible and convincing data. To be equitable they need

19 Organisation for Economic Co-oper~tion and Develop
ment, op. cit., p. 89.
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to take into account not only what might be regarded
as the basic taxable capacity of the capital exporting
countries but also such other relevant circumstances
as to the form in which the resources are being made
available and the current economic situation in the
countries concerned.

The problem that lies ahead is to increase the
operational significance of the target-setting tech
nique. In one sense this is an extension, on to the
international plane, of the planning problems that
have to be solved at the national level. In the con
text of the Development Decade, a sizable number
of targets are being set.20 Their effect, both as a
stimulus to effort and, no less important, as a guide
to the way in which that effort-and the resources
that are comprehended in it-should be distributed,
depends upon their degree of realism and their
mutual consistency. More specifically, the usefulness
of a resource transfer target can be judged only in
the light of related targets for growth, savings and
foreign exchange earnings of the recipient countries.

In 1965 the Economic and Social Council pro
vided itself with the means for improving the effec-

20 See United Nations, "The United Nations Development
Decade, Interim Report by the Secretary-General" (E/4196).
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tiveness of the target-setting exercises conducted in
various bodies in the United Nations family: it pro
vided-in resolution 1079 (XXXIX)-for the estab
lishment of an expert Committee on Development
Planning. One of the functions of this Committee
as visualized by the General Assembly in its resolu
tion 2084 (XX)-wou1d be "to explore ... the pos
sibility of establishing a more comprehensive and
coherent set of goals and objectives, so that a balance
sheet of the United Nations Development Decade
and subsequent periods may be prepared and a
method devised for the systematic evaluation of pro
gress and prospects".

This connexion between resource transfer targets
and development planning lies some way ahead. For
the present, their main significance lies elsewhere.
Even on the tentative experimental basis that has
characterized them so far, the targets that have been
set in respect of the volume, composition and terms
of resource transfer constitute tangible evidence of
a sense of shared responsibility for the global dis
tribution of incomes and for correcting disparities
in rates of economic growth. The continued evolu
tion of a system of such targets now in prospect
would represent a major step forward in the inter
national financing of economic development.
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