
Proceedings 

of the United Nations Conference 

on 

TRADE AND DEVELOPMENT 
Geneva, 23 March-16 June 1964 

Volume V 

FINANCING AND INVISIBLES 

INSTITUTIONAL ARRANGEMENTS 

UNITED NATIONS 

New York, 1964 



NOTE 

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. 

* * 
Symbols of United Nations documents are composed of capital letters combined with 

figures. Mention of such a symbol indicates a reference to a United Nations document. 

E/CONF. 46/141, 
Vol. V 

UNITED NATIONS PUBLICATION 

Sales No.: 64. II.B. 15 

Price: $US 4.00; 
(or equivalent in other currencies) 

Copyright ©United Nations, 1965 

Manufactured in the United Kingdom 
of Great Britain and Northern Ireland 



FOREWORD 

The United Nations Conference on Trade and Development held in Geneva in the spring 
of 1964 ushered in a new chapter in the history of United Nations endeavours to accelerate the 
economic development of developing countries. The Conference has shown the way towards a 
more just and rational international economic order in which the poor nations, which make up 
the great majority of mankind, will at long last be able to have an adequate share in the fruits 
of economic and technological progress. 

The Conference has taken the first steps towards the establishment of a new trade policy 
for development. It has, moreover, recognized that if the acceptance of broad principles and 
policies for the conduct of international trade is to have real meaning, those principles and 
policies must be translated into practical action through effective international machinery. 

The results of the Conference are an eloquent tribute to the wisdom of its participants. 
Despite differences of opinion on many problems, they laboured unremittingly to achieve the 
greatest possible degree of agreement on a number of urgent measures which should be taken 
by both developed and developing countries. They also decided to study further a number of 
other measures on which agreement had not yet been reached. 

Publication of the Conference proceedings is intended in the first instance to furnish Govern
ments and the General Assembly with a full account of what has been accomplished and what 
remains to be done. It should also help to meet the wider public interest in questions of develop
ment and trade which the Conference has stimulated. 

It is my hope that the work begun in Geneva will move forward with vigour and imagination. 
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U THANT 

Secretary-General of the United Nations 



PREFATORY NOTE 

This eight volume series attempts to provide a self-contained reference to the Proceedings 
of the United Nations Conference on Trade and Development. Apart from the actual Proceedings 
of the Conference, and the reports of the five Main Committees, it contains most of the back
ground material prepared for the Conference and other documents referred to in the proceedings. 
Only papers of a more limited character, such as country studies or special commodity studies 
have, for technical reasons, been excluded. 

The Final Act adopted by the Conference (including the thirty-five Principles and fifty-seven 
Recommendations) together with the Report of the Conference are published in Volume I. This 
volume also contains a complete check list of all documents used during the Conference. 

The report "Towards a New Trade Policy" submitted by the Secretary-General of the 
Conference prior to the opening of the Conference is published in Volume II. This volume also 
contains the opening addresses delivered by the President of the Swiss Confederation, the Secre
tary-General of the United Nations and the President and Secretary-General of the Conference 
together with the opening and closing policy statements of the heads of delegations, and repre
sentatives of specialized agencies and GATT, re:gional economic groupings, non-governmental 
organizations, etc. 

The pre-Conference documents are published in Volumes III to VII inclusive. For the sake 
of convenience the material has been divided into five parts according to the agenda items for the 
five Main Committees: 

First Committee 
Second Committee 
Third Committee 

Fourth Committee 
Fifth Committee 

International commodity problems 
Trade in manufactures and semi-manufactures 
Improvement of the invisible trade of developing countries and finan
cing for expansion of international trade 
Institutional arrangements 
Expansion of international trade and its significance for economic 
development and implications of regional economic groupings 

The allocation of the papers is of necessity somewhat arbitrary since some of these apply to 
more than one Committee. The texts of the pre-Conference documents are here presented in the 
form in which they were originally submitted to the Conference, with no editorial changes 
as regards references. However, where references have been made to documents bearing 
E/CONF. 46 ... symbols and which have been reprinted in this series, the number of the volume 
in which they appear has been inserted. 

Volume VIII contains those documents of the Conference on Trade and Development which, 
it was felt, should be published for reference purposes, but which did not fall obviously into any 
of the categories covered by the other volumes of the series. These documents consist of the 
reports of the three sessions of the Preparatory Committee, followed by a letter from the Secretary
General of the Conference containing a list of the questions that were brought up in preliminary 
discussions on the various topics of the agenda, as had been promised at the Third Session of the 
Preparatory Committee; a number of letters and memoranda concerning some of the other 
issues raised during the meetings, five draft recommendations which could not be discussed for 
lack of time, but which the Conference felt were of sufficient interest to warrant their transmission 
to the "continuing machinery", the relevant extract from a booklet published by the FAO which 
is now difficult to obtain but which was frequently referred to during the Conference, memoranda 
from two of the non-governmental organizations and finally the list of members of delegations 
attending the Conference, of observers sent by various organizations, and also of the secretariat 
of the Conference. 

The titles of the eight volumes of the series are as follows: 

I. Final Act and Report 
II. Policy statements 

III. Commodity trade 
IV. Trade in manufactures 
V. Financing and invisibles 

Institutional arrangements 

VI. Trade expansion Part 1 
and regional groupings 

VII. Trade expansion Part 2 
and regional groupings 

VIII. Miscellaneous documents 
and List of participants. 
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EXPLANATORY NOTE 

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

Three dots ( ... ) in some studies or two dots ( .. ) in others 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 stroke (/) indicates a crop year or financial year, e.g., 1960/61 
Spaces are used in the tables to distinguish thousands and millions. 

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. 
Certain abbreviations have been used: 

AID 
CICT 
CMEA 
DAC 

EDF 
EEC 
EFTA 
EPTA 
FAO 
GATT 
IBRD 
ICCICA 
ICICI 
IDA 
IDB 
IFC 
OAS 
OECD 
OEEC 
OPEC 
SITC 
UNICEF 
UNRWA 
UNSF 

Agency for International Development [United States]; 
Commission on International Commodity Trade; 
Council of Mutual Economic Assistance; 
Development Assistance Committee [of the Organisation for Economic Co-operation and 

Development]; 
European Development Fund [of the European Economic Community]; 
European Economic Community; 
European Free Trade Association; 
Expanded Programme of Technical Assistance [of the United Nations]; 
Food and Agriculture Organization of the United Nations; 
General Agreement on Tariffs and Trade; 
International Bank for Reconstruction and Development; 
Interim Co-ordinating Committee for International Commodity Arrangements; 
Industrial Credit and Investment Corporation of India; 
International Development Association; 
Inter-American Development Bank; 
International Finance Corporation; 
Organisation of American States; 
Organisation for Economic Co-operation and Development; 
Organisation for European Economic Co-operation; 
Organisation of Petroleum Exporting Countries; 
Standard International Trade Classification; 
United Nations Children's Fund; 
United Nations Relief and Works Agency for Palestine Refugees; 
United Nations Special Fund. 

"Rhodesia and Nyasaland" stands for the Federation of Rhodesia and Nyasaland. 
The Republic of South Africa is so designated even where the material covers the period prior to 

31 May 1961, when the country was known as the Union of South Africa. 
Where statistical presentation has rendered it necessary, "Malaya" has been used to designate the 

Federation of Malaya and Singapore; "South Africa", the Republic of South Africa, South West Africa 
and the High Commission territories of Basutoland, Bechuanaland and Swaziland; and "UAR" the 
United Arab Republic. 
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Chapter 1 

FINANCING FOR AN EXPANSION OF 
INTERNATIONAL TRADE 

1. During the past decade, external capital and 
official donations have played an increasingly im
portant role in the economies of the developing 
countries. The unfavourable trend in the terms of 
trade since the mid-nineteen-fifties and the sluggish 
growth of exports of many primary products have 
slowed down the growth of foreign exchange receipts 
and of incomes in the export sector at a time when the 
world at large and the developing countries in parti
cular have redoubled their efforts to tackle the problem 
of economic backwardness. In these circumstances, 
there has emerged a growing need for external funds 
both as a supplement to export receipts and external 
purchasing power and as an addition to the domestic 
resources available for capital formation. To meet 
this need, Governments in the developed countries, 
both with market economies and centrally planned 
economies, have expanded the flow of official capital 
and donations to the developing countries and there 
has also been a substantial increase in private in
vestment and lending. Thus, from 1951-1955 to 
1960-1962, the net annual flow of long-term official 
and private funds from the developed market econo
mies and multilateral agencies increased from $2.6 
billion to $6.0 billion. The centrally-planned econo
mies, too, have raised their credit commitments to 
the developing countries-the total amount rising 
since 1954, when the first credits were granted, to an 
average of some $750 million a year in 1960-1962. 

2. While the elaboration of measures for the ex
pansion of exports is vital to the long-term economic 

progress of the developing countries, attention should 
not be diverted from the continuing need of the 
developing countries for foreign capital. When new 
trade measures become effective, they will increase 
foreign exchange receipts, but they will not in them
selves solve the problem of scarcity of domestic 
saving in low-income countries and hence of the 
resources available for capital formation. For that 
reason, many developing countries will continue to 
depend in some degree on external capital to ac
celerate their economic development. Moreover, in 
the short run the need for foreign capital may ac
tually be enhanced by measures to expand export 
markets. In order to take advantage of new export 
opportunities, the developing countries will be obliged 
to make substantial investments in the establishment 
of new export industries and in the expansion and 
modernization of existing productive capacity in the 
traditional export sector. Unless additional foreign 
capital, both public and private, becomes available, 
the necessary reallocation of resources will inevitably 
slow down the execution of other essential investment 
projects. 

3. Furthermore, trade measures aimed at im
proving the long-term prospects for the exports of the 
developing countries may involve in the short run a 
disruption of established trade patterns. Such disrup
tions may entail a temporary loss of export receipts 
for some countries, which may need financial assist
ance in order to maintain imports and proceed with 
their development programmes. In the circumstances, 
facilities for the provision of medium-term finance 
may have to be expanded. 

4. Finally-and this is perhaps the most pressing 
issue-long-term trade measures will require time 
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to become effective. Losses of external purchasing 
power resulting from the deterioration of terms of 
trade since the beginning of the nineteen-fifties have, 
in varying degree, offset the benefits which the de
veloping countries have derived from the growing 
inflow of long-term funds. Many countries have felt 
that machinery should be established to compensate 
the developing countries for any further losses of 
external purchasing power which would arise if the 
unfavourable trend in their terms of trade were to 
persist. The problem of long-term compensatory 
financing is examined in chapter 2. In the present 
context it must be emphasized that any further erosion 
of the external purchasing power of export receipts 
of the developing countries by unfavourable price 
developments would seriously jeopardize the attain
ment of the target of economic growth established 
for the United Nations Development Decade. 

5. While the total volume of external capital 
supplied to the developing countries is one of the 
important factors which affect their economic pro
gress, the quality and cost of external assistance and 
private capital, together with the efforts and policies 
of the recipient countries themselves, will ultimately 
determine the long-term contribution of a given 
volume of external funds to economic growth. To be 
most effective, external assistance and private capital 
need to be provided in a form most suited to the 
recipients' needs and on terms consistent with their 
financial capacity and ability to transfer debt service 
payments abroad. The flow of capital and official 
donations should, moreover, have continuity. One of 
the major obstacles encountered by the developing 
countries in the implementation of long-range de
velopment policies has been the instability of export 
receipts. The flow to individual developing countries 
of both official funds and private capital has likewise 
fluctuated widely from year to year. Measures to 
stabilize exports will facilitate the task of development 
planning. Such trade measures need to be paralleled 
by policies which will enable recipients of external 
capital to plan their development with a reasonable 
degree of assurance that an adequate volume of 
external finance on suitable terms will become avail
able for the execution of essential investment pro
jects. 

6. The expanding flow of loan capital to the de
veloping countries during recent years has more than 
doubled their external public debt since the mid
nineteen fifties and has resulted in a more than four
fold increase in interest payments. Moreover, the 
increase in external indebtedness and the relatively 
short repayment periods of a substantial proportion 
of a new debt have led to a rapid rise in amortization 
payments in recent years. The servicing of the ex
ternal debt has thus become an increasingly heavy 
burden on the balance of payments. Unless a growing 
proportion of new funds is supplied on favourable 
terms with respect to interest rates and repayment 
periods, a number of developing countries may soon 
be unable to take advantage of the external financial 
assistance offered to them. 

7. In order to make external assistance more 
effective, it is necessary not only to improve the 

financial terms attaching to it but also the conditions 
on which assistance is given. Since the bulk of assis
tance continues to be provided under bilateral aid 
programmes, despite the growing proportion being 
channelled through multilateral agencies in recent 
years, it is important that the aid policies and opera
tions of the donor countries be co-ordinated. There is, 
in particular, a need for a concerted effort to liberalize 
and co-ordinate policies with respect to restrictions on 
the use of aid contributions. 

8. No less important than the co-ordination of 
the aid policies of individual donor countries is the 
co-ordination of aid with the trade needs of the de
veloping -countries. Aid can provide no more than a 
supplement to the external resources of the developing 
countries, albeit an important one. To make this 
supplement more effective, it is essential that financial 
aid and technical assistance be co-ordinated with 
measures to enhance the ability of the developing 
countries to earn more foreign exchange from their 
own exports. This requires action both in the field 
of trade and aid policy. While private capital has 
made a significant contribution to the development 
of traditional exports, official aid programmes may 
also need to give greater emphasis to export-oriented 
projects and export promotion than in the past. 
Furthermore, the developing countries also require 
assistance in establishing and operating adequate ex
port credit facilities. At the same time, it is necessary 
that the donor countries' trade policies should enable 
the recipients of aid to find outlets for their new 
export products. 

9. Economic aid commitments by the centrally 
planned economies have been concentrated in a limited 
number of developing countries where their economic 
impact has been significant. Virtually all aid has been 
given on a bilateral basis and chiefly in the form of 
credits on liberal terms. The aid policy of the centrally 
planned economies has several distinguishing features: 
financial aid is closely integrated with technical 
assistance at all stages of the preparation and exe
cution of projects; aid agreements usually provide 
for interest and amortization payments in the 
borrower's traditional export products, or in some 
cases, in the products of the industry established with 
the help of the credits granted; and aid is predomi
nantly directed towards the development of industry, 
notably for the manufacture of producer goods. 

10. Both in the developed market economies and 
the centrally planned economies, the phase of rapid 
expansion of aid programmes, which began in the late 
nineteen-fifties, appears to have come to a halt. Since 
1961 bilateral aid commitments have barely kept 
pace with economic growth in the donor countries; 
in some cases such commitments have even declined. 
It is to be hoped, in the interest of accelerating the 
rate of growth of developing countries, that the present 
phase is no more than a period of stocktaking when 
policies and achievements are reviewed and the 
ground prepared for renewed efforts towards the 
attainment of the United Nations target for an ex
panding flow of international aid. These and other 
related points are discussed at some length in the 
following sections. 

• 
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TRENDS IN THE FLOW OF LONG-TERM 
EXTERNAL FINANCE TO THE 

DEVELOPING COUNTRIES 

THE TOTAL FLOW OF LONG-TERM FUNDS 

11. The net flow of long-term capital 1 and 
official donations from the developed private enter
prise countries and multilateral lending agencies to the 
developing countries 2 averaged $6.0 billion a year in 
1960-1962. As Table 1-1 shows, the average annual 
flow has more than doubled since 1951-1955 and has 
exceeded the average for 1956-1959 by $1.3 billion. 
The composition of the net flow of capital and 
donations has changed, especially since the latter part 
of the nineteen-fifties. Private capital has played a 
diminishing role in the transfer of resources to the 
developing countries after the mid-nineteen-fifties 
when private lending and investment declined. There 
has also been a relative shift in official contributions 
from donations to loans, and at the same time the 
proportion of funds supplied through multilateral 
agencies has risen. In 1960-1962, one-fifth of the net 
bilateral flow consisted of private capital including 
reinvested earnings,3 while net official loan disburse
ments accounted for roughly one-third and official 
donations for over two-fifths of the total. Net dis
bursements by multilateral agencies amounted to 6 
per cent of the over-all total. 

12. The expansion in the flow of official resources 
to the developing countries reflects increases in the 
official contributions of major donor countries, such 
as the United States, France and the United Kingdom, 
the more recent establishment of aid programmes by 
the Federal Republic of Germany and Japan, and the 
rise in disbursements by multilateral lending agencies. 
The United States has none the less remained the 
largest single source of official loans and donations 
and its share in the total flow has in fact increased 
slightly during the period under review, as Table 1-2 

1 Throughout this chapter, the phrase "long-term" refers to loans 
and investments without maturity or maturing after one year. The 
term "net flow" refers to the balance of all payments and all receipts 
of long-term official and private capital and official donations. This 
definition, therefore, covers not only all flows of long-term funds 
to the developing countries, but also all identifiable flows of long
term funds from the developing countries. It should also be noted 
that the data presented in this chapter, unless otherwise stated, 
differ from those presented in publications of the Organisation for 
Economic Co-operation and Development (OECD) owing chiefly 
to differences in the country coverage for recipient developing 
countries, and the inclusion in the data of OECD of certain estimates 
of reinvested earnings and of some guaranteed private export credits, 
which are not fully covered in the totals shown in the present 
chapter. Furthermore, certain discrepancies also arise from the fact 
that the present data on private capital flows are net of all identifiable 
transfers of long-term funds by residents of developing countries 
to developed countries; such reverse flows were not generally 
allowed for in tables presented in OECD publications. 

2 Unless otherwise stated, the term "developing countries" in 
this report refers in principle to the following country groups: 
African countries other than South Africa, countries in West Asia 
and the Far East other than Japan and the centrally planned 
countries in the region, the Latin American republics other than 
Cuba. the dependencies and independent countries in the Caribbean 
region and the dependencies and trust territories in Oceania. It 
does not cover the less-developed market economies in the European 
region. 

3 Reinvested earnings in 1960-1962 are estimated at $500 million 
per year; although they do not give rise to an inflow of foreign 
exchange, their transfer to the parent company in the event that they 
had not been reinvested would have entailed an outflow of foreign 
exchange. 

TABLE 1-1 
Net flow of long-term capitala and official donations from 
developed market economies and multilateral agencies to 
developing countries,b annual averages for 1951-1955, 1956-1959 

and 1960-1962 
(In billions of dollars) 

Item 1951-1955 1956-1959 1960-1962 

Total. -2.6 -4.7 -6.0 
Bilateral flow 

Total• -2.5 -4.5 -5.7 
Private capitald. -0.7 -1.4 -1.2 

Recorded reinvested earn-
ings of affiliates of 
foreign enterprises• ( -0.4) (-0.5) ( -0.5) 

Official donations -1.1 -2.1 -2.6 
Official capital! -0.8 -1.0 -1.9 
Total official -1.9 -3.1 -4.5 

of which: 
United States agricultural 

surplus sales -0.6 -0.8 
Flow from multilateral lending 

agencies -0.1 -0.2 -0.3 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat. based on data from International Monetary Fund~ Balance 
of Payments Yearbook (Washington, D.C.}; from a special questionnaire issued 
joinUy by the United Nations Secretariat and the International Monetary Fund; 
and from Organisation for Economic Co-operation and Development. The Flow 
of Financial Resources to Less Developed Countries (Paris). 

a Loans and investment without maturity. or maturing after one year. Minus 
sign indicates net outflow of funds. 

b Developing countries of Africa. West Asia. Far East (excluding mainland 
China, Mongolia, North Korea and North Viet-Nam) and Latin America. 
Totals differ from those shown in Table 6-1 of United Nations, World Economics 
Survey, 1962: I. The Developing Countries In World Trade (Sales No.: 63.II.C.l), 
chapter 6, owing to the exclusion of flows to the industrially less-developed pri
vate enterprise countries in Europe and to South Africa. which were included in 
the earlier document. 

e Excluding estimates for French private investment in franc area countries. 
which have averaged $300 to $350 million annually in the years 1956-1961; no 
estimates are available for 1951-1955. 

d Excluding loans and credits extended by private banking institutions. 

• Based primarily on data from United Kingdom and United States; most 
other capital exporting countries do not report reinvested earnings separately in 
their balance-of-payments statistics and appear to include only a small propor
tion of such transactions in their data on private capital flows. 

I Including loans and credits extended by private banks; including the un
utilized portion of local currency balances derived from sales of United States 
agricultural surpluses. 

TABLE 1-2 
Net official flow from North America, western Europe and 
Japan and from multilateral agencies to developing countries, 

by source, 1950-1955, 1956-1959 and 1960-1962 
(In percentages) 

Country 1950-1955" 1956-1959 1960-1962 

United States 54 55 57 
France (24) 20 16 
United Kingdom 9 6 7 
Germany (Federal Republic of) 2 4 6 
Italy 2 2 1 
Japan 1 4 3 
Other countries (2) 3 4 
Multilateral agencies 5 6 6 

TOTAL 100 100 100 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat. based on data from Organisation for Economic Co-operation 
and Development The Flow of Financial Resources to Less Developed Countries, 
1961 and 1963 Review of Development AssiStance Efforts and Policies of the 
Members of the Development Assistance Committee (Paris). 

a Estimate based on incomplete data. 
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TABLE 1-3 
Developed coontries:• Gross disbursements of official funds to 

developing countries,b by type, 1960·1962 
(In percentages) 

Item 1960 1961 1962 

Total, bilateral disbursements 100 100 100 
Donations' .. 53 48 46 
Transfers of surplus commodi· 

ties4 19 15 15 
Total loans (gross) . 28 37 39 

Loans repayable in local 
currencies . 5 4 8 

Loans repayable in lenders' 
currencies, total 22 33 31 
For more than 20 years . 5 9 10 
For more than 10 to 20 years 9 13 13 
For more than 5 to 10 years 6 9 6 
For more than 1 to 5 years 2 I I 

Source: Organisation for Economic Co-operation and Development. The 
Flow of Ftmmclal Resources to Less Developed Countries, 1962 and 1963. 

4 Developed countries of western Europe.. North Amedca and Japan. 

b Developing countries as defined in the source of this table include Greece. 
Spain, Turkey and Yugoslavia, which are not covered by the data in Table 1-1. 

• Excluding donations made out of local currency prooeeds from sales of 
surplus commodities. See footnote d. 

4 Including donations made out of local currency proceeds f.rom sales of 
surplus commodities. 

shows. The rise in aid contributions of the Federal 
Republic of Germany, Japan and some of the smaller 
donor countries has been more rapid than the increase 
in disbursements by the United States. However, the 
expansion of the flow from the United Kingdom and, 
especially, from France, which had been the two 
major western European donor countries in the early 
nineteen-fifties, has not kept pace with that of the 
other countries and the combined share of donors 
other than the United States has therefore not in
creased since 1950-1955. 

13. About half of gross official disbursements in 
1960-1962 consisted of official donations and around 
one-sixth was contributed by transfers of United 
States agricultural surpluses for sale against local 
currencies, the proceeds of which were utilized for 
development financing. From 1960 to 1962, the share 
of these two types of transactions declined, while that 
of official loans increased sharply, as Table 1-3 shows. 
This shift towards loans resulted chiefly from a 
change in the United States Government's approach 
to foreign aid, notably an increase in emphasis of 
the aid programme on development financing as 
against defence-related supporting assistance. 

14. The increase in the relative importance of 
loans was accompanied by an easing of financial 
terms. As Table 1-3 indicates, the proportion of loans 
repayable in local currencies and of other loans with 
repayment periods of over twenty years increased 
from 10 per cent of total disbursements of official 
funds in 1960 to 18 per cent in 1962. 

15. The easing of financial terms of loans which 
has taken place in recent years has not as yet been 
fully reflected in disbursements, since a large part of 
these is related to commitments made in earlier years. 
The shift towards softer terms is more clearly in
dicated by the data on new loan commitment shown 
in Table 1-4. Loans with maturities of twenty years 
or more accounted for over half of new loan com
mitments in 1962 compared to less than one-third 
of loans actually disbursed in 1961-1962. The shift 
towards longer-term financing was most marked in 
the United States, but some other major donor coun
tries have also granted longer repayment periods. 
None the less the proportion of loans with very long 
maturities was much smaller in western European 
donor countries than in the United States. Thus, 
while over half of new United States loans were 
repayable over thirty or more years, the proportion 
of such loans was one-third of the total in France 

TABLE 1-4 
Distribution of official bilateral loan commitments according to interest rates and maturities, 1962 

(In percentages) 

Federal 
Republic 

of United United 
Item Germany France Italy Japan Kingdom States Total 

Interest rates 
0 to under one per cent 8 58 39 
One up to 3 per cent . 28 2 3 
3 up to 5 per cent . 54 30 19 1 13 17 
5 up to 6 per cent . 40 27 4 40 33 27 29 
6 per cent or more 6 16 77 60 58 13 

TOTAL 100 100 100 100 100 100 100 

Maturities 
One to 5 years . . ~ . 13 2 63 12 4 4 8 
Over 5 to 10 years . . . . 3 12 22 81 16 6 13 
Over 10 to under 20 years 52 38 14 7 1 23 24 
20 to under 30 years . 32 16 72 12 18 
30 years or more .. 32 6 55 38 

TOTAL 100 100 100 100 100 100 100 

Source: Bureau of General Economic Research and Policies ofthe United Nations Secretariat, based on data from Organisation for Economic Co-operation and Develop. 
ment, Tile Flow of Financial Resources to Less Developed Countries, 195~1962. 
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TABLE 1-5 
Selected developed countries: Percentage distribution of flow of 
private long-term capital to developing countries, by type, 1960 

(In percentages) 

Other 
Direct Security tran.sac-

Country Total investment issues tlon.s 

Germany (Federal Republic 
of) 100 46 53• 

Japanb . 100 34 66 
Netherlands 100 76 24 
United Kingdom 100 72 28d 
United States . 100 75 21 4 

Source: See Table 1-1. 

a Included some direct investment which cannot be segregated from other 
transactions. 

b 1961. 

c Included in .. other transactions". 
d Including security issues. 

and 6 per cent in the United Kingdom; none of the 
other countries included in Table 1-4 provided loans 
with maturities of that length. In the case of the 
United Kingdom, almost three-fourths of loans 
granted in 1962 had repayment periods of twenty 
to under thirty years, while over half of those of the 
Federal Republic of Germany matured over periods 
of ten to twenty years and the bulk of loans by Italy 
and Japan were repayable over ten years or less. 

16. The new soft loan policy of the United States 
Government has appreciably reduced the average 
interest charge of development loans. Thus, two-fifths 
of the combined total of new loans granted by the 
major donor countries in 1962 carried interest at less 
than 3 per cent (see Table 1-4). However, apart from 
the United States, which charged less than one per 
cent on more than half of all new loans, France was 
the only country to provide a significant proportion 
of loans at interest rates below 3 per cent; over 
half the loans by the Federal Republic of Germany 
carried interest at 3 to under 5 per cent, while rates 
in other donor countries ranged for the most part 
upwards of 5 per cent. 

17. The flow of private capital to the developing 
countries comprises three broad categories of trans
action: direct investment, security issues in the capital 
markets of the developed countries and lending 

operations and other transactions which do not 
involve public issues. Direct investment has been the 
predominant form of private capital flows to the 
developing countries (see Table 1-5). In recent years, a 
relatively large proportion of capital expenditure of 
direct investment enterprises has been financed 
through the reinvestment of profits. In the case of 
the United States reinvested profits accounted in 
1960-1962 for between one-half and two-thirds of 
total direct investment (see Table 1-6). The proportion 
was especially high in the Latin American republics, 
which had been the major recipients of United 
States direct investment funds in the past. The 
proportion of direct investment financed out of 
reinvested earnings was somewhat smaller for the 
United Kingdom (see Table 1-7), especially in the 
case of investment in Latin America. Public issues 
in the capital markets of western Europe and the 
United States were formerly an important source 
of foreign funds for many of the larger developing 
countries, but such issues have played only a minor 
role in developing financing during the post-war 
years. Other private capital transactions have in
cluded suppliers' credits or bank loans for more than 
one year, financial participations in enterprises which 
did not involve control, miscellaneous real estate 
transactions and others. These transactions appear 
to have been more prominent in the private capital 
transfers of the Federal Republic of Germany 4 and 
Japan than of the United Kingdom or the United 
States, as Table 1-5 shows. 

18. In addition to supplying capital directly to the 
developing countries, the developed countries have 
also contributed substantial sums to multilateral 
lending institutions and to the technical assistance and 
relief activities of the United Nations and its special
ized agencies. Throughout the nineteen-fifties and 
early nineteen-sixties, multilateral lending agencies, 
notably the International Bank for Reconstruction 
and Development (IBRD), have extended long-term 
loans to many less-developed countries. Although 
such loan disbursements have been small in relation to 
funds supplied under bilateral programmes, the 
amount of development capital contributed by multi
lateral agencies has increased substantially since the 

4 The data for the Federal Republic of Germany include, however, 
some direct investment flows which cannot be segregated from other 
transactions. 

TABLE 1-6 
United States: Share of reinvested earnings and new funds in direct investment in developing countries, 

1960-1962 
(In percentages) 

Reinvested earnings New fund< 

Region 1960 1961 1962 1960 1961 1962 

Africa 38 21 24 62 79 76 
Asia (excluding Japan) . 104 29 42 -4 71 58 
Latin America 69 81 113 31 19 -13 
Western hemisphere dependencies 54 33 39 46 67 61 

TOTAL 62 51 66 38 49 34 

Source: United States Department of Commerce, Survey of Current Business (Washington, D.C.). 
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TABLE 1-7 

United Kingdom: Sbare of reinvested earnings and new funds in direct investment in developing countries, 
1960-1962 

(In percentages) 

Reinvested earnings New funds 

Region 1960 1961 1962 1960 1961 1962 

Mrica 29 -2 91 71 102 9 
Asia. 50 63 71 50 37 29 
Latin America 55 31 41 45 69 59 
Other 13 6 87 94 

TOTAL 38 21 60 62 79 40 

Source: Bureau of General Economic Research and Policies of the United Nations Secretariat, based on data from a special questionnaire issued jointly by the United 
Nadotlll Secretariat and the International MonetarY Fund. 

recent establishment of several new agencies (see 
Table 1-8). The terms on which development capital 
has been supplied by multilateral agencies have 
ranged from the equivalent of the agency's own 
borrowing cost plus a commission-in the case of 
IBRD loans and part of the loans granted by the 
Inter-American Development Bank (IDB)-through 
loans carrying a nominal interest charge of three
fourths of one per cent-loans by the International 
Development Association (IDA)-down to outright 
donations made by the European Development Fund 
(EDF) of the European Economic Community. 
Loans granted by IBRD have had maturities ranging 
up to twenty-five years, while IDA loans issued 
to date have been repayable over periods of up to 
fifty years with grace periods of ten years. 

19. Funds allocated by the United Nations Special 
Fund, the Technical Assistance Programme and relief 
agencies out of members' contributions amounted to 
nearly $200 million annually in 1961 and 1962, as 
Table 1-9 shows. Over one-third of the total consisted 
of the contribution of the United Nations Special 
Fund to the financing of preinvestment activities in 
the developing countries. 

TABLE 1-8 
Net disbursements by international financing agencies to 

developing countries, 1951-1962 
(In millions of dollars) 

Cumulative 
total Annual average 

Organization• 1951-1962 1951-1955 1956·1959 1960·1961 1962 

IBRD 
IFC. 
IDA 
IDB. 
EDF. 

2 301 
47 
57 
53 
63 

TOTAL 2 521 

124 

124 

243 
3 

246 

220 269 
11 15 

57 
2 49 

10 53 

243 444 

Source: Bureau of General Eeonomic Research and Policies of the United 
Natiotlll Seeretarlat, based on data from annual reports of agencies listed. 

• Abbreviations refer to the following agencies: IBRD for International Bank 
for Reconstruction and Development; IDB for Inter-Ameriean Development 
Bank; IDA for International Development Association: IFC for International 
Finance Corporation; EDF for European Development Fund. 

THE DISTRIBUTION OF FLOWS TO THE 
DEVELOPING COUNTRIES 

20. In 1960-1962, rather more than one-third of 
the net flow of long-term funds from all sources 
(developed countries, centrally planned economies 
and multilateral agencies) was directed towards the 
developing countries in the Far East, somewhat less 
than one-third to Africa, over one-fifth to Latin 
America and the rest to western Asia 5 (see Table 1-10). 

21. The regional distribution has varied for the 
three main components of the flow-official donations 
official loans and private loans and investments. Th~ 
bulk of official donations has flowed to Africa and 
the Far East, each region receiving around two-fifths 
of the total in 1960-1962. The two regions together 
also accounted for three-quarters of official loans, 
with the Far East as the largest recipient. The flow 
of private capital, on the other hand, was largely 
concentrated in Latin America, which accounted for 
three-fifths of the total. 

22. Since 1956-1959 the regional distribution of 
flows has shifted in favour of the Far East largely at 

•. The share of each of t~ese regions may be somewhat understated 
owt~g to the fact th!lt reglOJ?al totals do not include certain private 
capttal flows for whtch prectse data are not available. 

TABLE 1-9 
Allocation of funds by United Nations technical assistance and 

relief agencies," 1961-1962 
(In millions of dollars) 

1961 1962 

EPTA. 30 42 
UNSF. 72 74 
UNICEF 21 27 
UN Fund for the Congo . 32 10 
UNRWA 43 44 

TOTAL 197 196 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on data from annual reporlll of the agencies listed. 

" Abbreviatiotlll refer to the following agencies: EPT A for Expanded Pro· 
gramme ofTechelcal Assistance; UNICEF for United Nations Children's Fund; 
UNRWA for Uniled Nations Relief and Works Agency for Palestine Refugees; 
UNSF for United Nations Special Fund. 
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TABLB 1-10 
Developing countries:• Percentage distribution of net international How of long-term capital and official 

donations, by region, 1956-1959 and 1960-1962 
(In percentages) 

Period fJIId region 

1956-1959 
Total, developing countries 

Africa .••. 
Latin America 
West Asia 
Far East ... 

1960-1962 
Total, developing countries . 

Africa .... 
Latin America 
West Asia 
Far East 

Source: See Table 1-1. 

PopulaJIDn 

100 
18 
16 
4 

62 

100 
19 
16 
4 

62 

the expense of Latin America. The Far East received 
a higher proportion of the rising volume of official 
loans and it also attracted a larger share of private 
capital in 1960-1962 than in the earlier period. The 
decline in the share of Latin America in the total 
flow of funds was related to the region's high degree 
of dependence on private capital. The fact that the 
flow of private funds has not kept pace with the ex
pansion of official flows has itself adversely affected 
the share of Latin America; in addition, there has 
also been some shift in the distribution of private 
capital from Latin America and Africa to West Asia 
and the Far East. The stagnation of private invest
ment in the developing countries between the late 
nineteen-fifties and the early nineteen-sixties reflects 
to an important extent the repatriation of funds from 
the petroleum industry, which had in the past ac
counted for a significant proportion of the flow of 
private funds to Latin America. In 1960-1962, capital 
repatriation from Venezuela alone was equivalent to 
one-fourth of the net receipts of private funds of 
other countries in the area. 

23. The regional distribution shown in table 1-lO 
fails to reflect clearly the basic pattern of international 
flows of long-term funds-namely, the high degree of 
concentration in a relatively small number of de
veloping countries. Thus, as Table 1-11 shows, fifteen 
countries accounted for three-fourths of the total flow 
of long-term funds and for more than the net receipts 
of private long-term capital of the developing coun
tries as a group. The average per capita flow to this 
group was two-fifths larger than the average for 
the rest of the less-developed countries. The group 
of major recipients of external funds includes India, 
where the inflow on a per capita basis was well 
below the average for the developing countries in 
spite of the fact that on an aggregative basis it was 
the second largest recipient of capital and official 
donations. The flow to the other countries as a 
group was equivalent to over $9 per capita, or two
and-one-half times the average for the rest of the 

Net lang-term capital and official dolfGttons 

Total 
Official 

donations Total 

Lang-term capital 

Official Private 

100 100 100 100 100 
29 34 25 36 18 
30 8 52 16 73 
10 11 9 15 5 
51 46 15 33 4 

100 100 100 100 100 
32 42 24 29 13 
22 9 33 20 61 
9 11 7 6 9 

37 38 36 45 18 

a Based on data for forty-seven lndivldual countries and lbree groups of 
countries or tetrltories for which individual data are not avallable. 

developing countries. Included in this group are virtu
ally all the more industrialized developing countries, 
which received, in addition to official funds, the bulk 
of the flow of private capital, several of the major 
Asian countries, some of which received substantial 
amounts of supporting assistance from the United 
States Government, and three African countries, 
among them Algeria {including the Sahara region), 

TABLE 1-11 

Net inflow of long-term capital and official donations into 
fifteen developing countries, 19614 

Total net inflow 
(millions of dollars) Per Capita 

Country Total Official Private 
net Inflow 
(dollars) 

Ghana 113 129 -16 16.1 
China (Taiwan). 117 102 15 10.6 
Viet-Nam (Republic of) 164 163 1 11.3 
Chile 177 84 93 22.7 
Nigeria 195 106 89 5.4 

Korea (Republic of). 224 224 8.8 
Pakistan . 242 215 27 2.6 
Israel 249 155 94 113.2 
Mexico 296 127 169 8.2 
Indonesia 354 365 -11 3.7 

Puerto Rico 364 180 184 151.7 
Argentina 395 163 232 18.7 
Brazil . 428 151 277 5.9 
India 630 601 29 1.4 
Algeria and Sahara regionb 673 433 (240) 60.6 

TOTAL 4 621 3 198 1423 5.3 
ToTAL, excluding India 3 991 2 597 1394 9.2 

Other developing countries 1 629 1 702 -73 3.7 

All developing countries 6250 4900 1 350 4.7 

Source: See Table 1-1. 
a Minus sign indicates net outtlow. 
b Based on data as reported by Fraoce and by multilateral agencies. 
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which was the chief recipient of aid and private 
capital from France. 

24. In addition to being unevenly distributed 
among recipient countries, the total flow of long-term 
funds to individual countries has also been subject to 
wide year-to-year fluctuation. These fluctuations have 
reflected partly the instability of flows of private 
capital from the developed capital exporting countries 
and partly the discontinuous character of financing 
operations of the public sector. The bulk of funds for 
official aid programmes is provided under annual 
appropriation by the legislature of donor countries, 
a feature which may result in substantial year-to
year variations in aid allocations. Furthermore, the 
practice of tying assistance to specific projects tends 
to give rise to variations in annual disbursements to 
individual recipients. This factor is the more im
portant as many donor countries give preference in 
the allocation of funds to the larger projects involving 
substantial imports of equipment. In most developing 
countries, and especially in the smaller ones, such 
projects are relatively few in number. For that reason, 
inflows of external funds tend to be concentrated 
in years when such projects are carried out while 
relatively little assistance may be received in other 
years. 

25. The degree of instability of the inflow of 
external long-term capital and official donations into 
individual recipient countries is indicated in Table 1-12, 
which is based on annual percentage changes in the 
net capital receipts of 38 countries during the period 
1951 to 1961. It can be seen that over 40 per cent 
of all changes consisted of reductions in net inflows 
or of shifts from net inflows to net outflows. About 

TABLE 1-12 
Developing countries:• Distribution of year-to-year changes in 
net inflow of long-term capital and official donations in 1951-1961, 

by rates of change 
(In percentages) 

Clumges Total 

Increases 
Less than 10 4 
10 to 25 .. 8 
26to50 .. 13 
51 to 100 11 
More than 100 13 
Change from outflow to inflow 9 
Total number of observations 58 

Decreases 
Less than 10 6 
10 to 25 . . 8 
26to50.. 8 
51 to 100. . 11 
More than 100 . . • . . . . . 2 
Change from inflow to outflow 8 
Total number of observations . 43 

Total number of changes . . 100 

Official 

5 
6 
6 

13 
14 
13 
56 

4 
7 

10 
11 
1 

10 
44 

100 

Private 

5 
6 
8 

10 
17 
8 

55 

6 
3 

10 
15 
3 
9 

45 
100 

Source: Bureau of General Economic Research and Policies of the Unlted 
Nations Secretariat, based on data from International Monetary Fund, Balattce 
of Payments Yearbook. 

• Thirty-eight countries for whlch annual data are available for the entire 
period. 

half of all year-to-year reductions were at rates of 
more than 25 per cent. The majority of increases 
recorded during the ten-year period were likewise at 
rates ranging from 26 to over 100 per cent. 

26. It is interesting to note that the frequency of 
relatively large annual variations was not significantly 
higher in the case of private capital flows than in 
that of flows of official funds. One-third of all changes 
in official flows involved reductions of over 25 per 
cent or shifts from net inflows to net outflows: in the 
case of private flows, such changes accounted for 
37 per cent of the total. The corresponding figures 
for increases of over 25 per cent or shifts from net 
outflows to net inflows were 46 per cent for official 
and 43 per cent for private flows. 

CAPITAL INFLOW IN RELATION TO THE EXTERNAL 
PURCHASING POWER OF DEVELOPING COUNTRIES 

27. The flow of long-term capital and official 
donations to the developing countries has increased 
substantially faster since the early nineteen-fifties 
than have their export receipts (see Table 1-13). 
This has notably been the case in the countries which 
did not benefit from the post-war expansion of world 
demand for petroleum. By 1960-1962, the net flow 
of long-term funds to the developing countries 
accounted for one-fifth of total foreign exchange 
receipts from exports and net transfers of capital 
and official donations, the proportion ranging from 
12 per cent in Latin America to 30 per cent in Africa 
(see Table 1-14). Although the flow of private capital 
as well as of public funds increased more rapidly 
than exports since 1951-1955, private long-term 
funds none the less contributed on the average only 
4 per cent of foreign exchange receipts in 1960-1962. 
The ratio was 6 per cent in Latin America but only 
2 per cent in Africa as well as in the Far East. 

28. The growth of total export receipts of the 
developing countries was slowed down by declines in 
prices of many major export commodities. In addition 
to losses of external purchasing power resulting from 
the unfavourable course of export prices, the capacity 
of the developing countries to finance imports has 
also been diminished by increases in import prices. 

TABLE 1-13 
Developing countries: Indices of value of exports, imports and 
net inflow of long-term capital and official donations, 1951-1955 

to 1960-1962 
(1951-1955 = 100) 

1956-1959 1960-1962 

Total, Total, 
excluding excluding 
petroleum petroleum 

Item Total producersa Total producers" 

Exports 112 107 125 110 
Imports 119 116 131 127 
Net inflow of long-

term funds . 181 164 231 248 
Official. 189 184 253 253 
Private. 171 100 171 250 

Source: See Table 1-1. 
G Iran, Iraq and Venezuela. 
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TABLE 1·14 
Developing countries:a Percentage distribution of major sources 

of foreign exchange, by region, 1960-1962 
(Annual averages) 

Net long-term capital and 
official donations Mer-

clumdise 
Region Total Total Official Private exports 

Total developing 
countries 100 20 16 4 80 

Mrica 100 30 28 2 70 
Latin America 100 12 6 6 88 
West Asia 100 22 18 4 78 
Far East. 100 22 20 2 78 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on data from table S of United Nations, International 
Flow of Long-Term Capital and Official DonatloiiS, 1951-1959 (Sales No.: 
62.II.D.I) and from Statistical Yearbook, 1959 (Sales No.: 59.XV11.1). 

• Based on data for fifty developing countries. 

The reduction of the external purchasing power of 
exports which may be attributed to relative price 
changes, or the terms of trade "loss" d.uring t~e 
period 1951-1962, has been very substantial. While 
any calculation of terms of trade "losses" presents a 
number of conceptual and statistical difficulties, and 
its results, by whatever method obtained, do not 
accurately reflect the net balance of losses and gains 
resulting from relative price changes,6 the data shown 
in Table 1-15 do provide a conventional measurement 
of the effect of price changes taken by themselves on 
the import capacity of the developing countries. 
Total exports for the entire period 1951-1962, ex
pressed in terms of the external purchasing power 
which they would have possessed had the relation
ships between export and import prices that prevailed 
in 1950 been maintained in the subsequent years, 
would have been larger by almost $17 billion than 
actual export receipts for the eleven-year period. 
In other words, the deterioration of the terms of 
trade taken by itself involved a reduction in claims 
over external resources of the order of $17 billion. 
This loss was equivalent to one-third of the total 
receipts of long-term capital and official donations 
of the developing countries, or two-fifths of receipts 
of long-term official funds and three-fourths of 
official donations alone, as Table 1-15 shows. The 
deterioration in the terms of trade, and hence the 
"loss" would, of course, be much greater if measured 
on the basis of the relationship between export and 
import prices that prevailed during the commodity 
price boom of 1951.7 

29. The deterioration in the terms of trade was 
substantially greater in Latin American countries than 

6 The "loss" will vary according to the base period with respect 
to which it is measured. The choice of a base period inevitably 
involves an arbitrary decision regarding what is to be considered 
a "normal' relationship between export and import prices. Further
more, by isolating statistically the contribution of price changes, 
one leaves out of account the impact of changes in export prices on 
demand for exports of primary products and hence on the export 
quantum. 

7 Calculation of the "loss" resulting from price changes since 
1951 (when stockpiling associated with the outbreak of hostilities 
in Korea had inflated export prices) shows it to have been equivalent 
to over two-thirds of the total inflow of long-term funds, or of 
virtually all receipts of official donations and loans. 

TABLE 1-15 
Cumulative loss of external purchasing power resulting from 
changes in terms of trade of developing countries in relation to 

net inflow of long-term funds, 1951-1962 
(In billions of dollars and in percentages) 

Item Cumulative total 

1. Actual export receipts of develop-
ing countries . . . . . . . . . . 296.5 

2. Purchasing power of exports in 
terms of 1950 relationship of ex-
port and import prices• . . • . . 313.2 

3. Difference resulting from relative 
changes since 1950 of export and 
import prices . . • • . . . . . . 16.7 

4. Estimated net inflowb of long
term capital and official donations 

a. Total ....... . 
b. Total official funds . . 
c. Official donations . . 

5. Difference resulting from relative 
price changes as percentage of: 

Total net inflow of long-term 
capital and official donations 
(4.a) ....•....••• 

Net inflow of official long-term 
funds (4.b) . • • . . . • • • 

Net inflow of official donations 
(4.c) ••.....••..• 

Source: See Table 1-1. 

Excluding 
reinvested 
earnings: 

45.9 
38.8 
21.7 

36 

43 

n 

Includilfg 
relnvuted 
earning.: 

51.1 
38.8 
21.7 

33 

• Value of exports in each of the yean 1951-1962 divided by the ratio of the 
export unit value to the import unit value, with the base year 1950 - 100. 

b Net flow to all developing countries as reported by developed countries and 
mutilateral agencies includes net transfers of of!lcial capital and donations and 
private long-term capital. Data on out11ows from centrally-planned economies 
are not available. 

elsewhere, and its impact on the external purchasing 
power was correspondingly much larger. Although 
the region accounts for only one-third of the export 
receipts of the developing countries, its terms of 
trade loss was equivalent to three-fourths of the 
loss incurred by all developing regions. In these 
circumstances, the inflow of capital and official 
donations was not large enough to compensate for 
the effect of the deterioration in the terms of trade, as 
the following figures indicate :8 

CUMULATIVl! TOTALS, 1951-1962 
(In billions of dollars) 

Latin AmerictUt 
repub/lcJ Far Eut 

1. Actual export receipts . 
2. Purchasing power of exports in 

terms of 1950 relationship of ex
port and import prices . 

3. Difference resulting from relative 
changes since 1950 in export and 
import prices . 

4. Estimated net inflow of long-term 
capital and official donations 
a. Total. 
b. Total official funds . 

5. Row 3 as percentage of row 4a 
Row 3 as percentage of row 4b 

Source: See Table 1-15. 

98.5 

110.8 

12.3 

10.3 
2.9 

119 
424 

84.4 

88.3 

3.9 

13.2 
12.3 
30 
32 
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TABLE 1-16 

Developing countries:• Export receipts, net inflow of long-term capital and official donations and net interest and dividend payments, 
annual averages for 1951-1955, 1956-1959 and 1960-1962 

(In billions of dollars and in percentages) 

1951-1955 1956-1959 196Q-1962 

Item Total 

1. Export receipts . 15.1 
2. Long-term capital and official donations . 1.9 
3. Total foreign exchange receipts (1 plus 2). 17.0 
4. Interest and dividend payments• -1.5 
5. Line 4 as percentage of: 

Line 1 10 
Line 2 79 
Line 3 9 

Source: See Table 1-1. 
0 Based on data for thirty-eight individual developing countries and for the 

group of countries in the French franc area; the capital flow to the latter group 
excludes private capital 

In the developing countries of the Far East, the terms 
of trade deteriorated more moderately, and the re
sulting loss of external purchasing power was equiv
alent to 30 per cent of the total inflow of long-term 
funds. In this region, the slow increase in exports 
resulted to a greater extent from the sluggish growth 
of the volume of exports than from price declines 
for major export commodities. Within each region 
there were, of course, substantial differences in the 
experience of individual countries in this respect. 

30. The combined loss from the deterioration in 
the terms of trade of Latin America and the Far East 
accounted for all but a fraction of the total loss of 
the developing countries as a group. Relative changes 
in export and import prices in the course of the 
period since 1950 have in fact resulted on the average 
in some small gains for Africa (excluding South 
Africa) over the period 1951-1962 taken as a whole, 
while the terms of trade loss of the Asian countries 
in the Middle East has been relatively small, owing 
to the favourable course of petroleum prices during 
most of that period. 

31. The terms of trade losses as measured in Table 
1-15 do not reflect reductions in the external pur
chasing power of exports between the base year 1950 
and the terminal year 1962, but the cumulative 
effect of terms of trade changes for the entire twelve
year period. Up to 1955 the terms of trade fluctuated 
widely, but on the average there was only a small 

8 It is possible to measure with a reasonable degree of accuracy 
the effect (as defined above) of the deterioration in the terms of 
trade on the external purchasing power of export receipts in relation 
to the capital inflow only for the two major geographic regions 
shown in the text. For the other regions, a similar comparison is not 
possible owing to inadequate price and capital flow data, especially 
for the earlier years, included in Table 1-15. Even for the two regions 
shown, the estimates are not strictly comparable with those for the 
totals because the latter are derived from the more comprehensive 
figures available for the net outflow of long-term funds from the 
developed countries and multilateral agencies, whereas the former 
are obtained from incomplete data for inflow of funds as reported 
by recipients. 

Total, Total, Total, 
excluding excluding excluding 
petroleum petroleum petroleum 
exportersb Total exportersb Total exporters11 

13.0 16.8 13.2 18.6 14.6 
1.7 3.7 3.2 4.4 4.7 

14.7 20.5 16.4 23.0 19.2 
-0.8 -2.1 -0.9 -2.4 -1.3 

6 12 7 13 9 
47 55 30 55 28 

6 10 6 11 7 

b Iran, Iraq and Venezuela. 
c Minus sign indicates net outflow. 

deterioration compared to 1950. The deterioration 
accelerated in the second half of the decade and con
tinued, though more slowly, after 1959. Most of 
the loss from terms of trade thus has occurred since 
the mid-nineteen fifties. 

32. The current value of exports of the developing 
countries approaches $30 billion. At that level of 
trade, a 1 per cent deterioration in the terms of 
trade is equivalent to a 5 per cent reduction in the 
total-$6 billion-flow of official and private funds 
to the developing countries, or to a reduction of the 
order of two-thirds in the net disbursements in 
1962 of all multilateral lending agencies taken to
gether. Viewed in this light, it is clear that, if the 
recent trends in the terms of trade were to continue, 
the additional aid contribution which would be 
required to maintain at all times the external pur
chasing power of the developing countries would 
have to be indeed large, in relation to the present 
flow of aid. The need for measures to help stabilize 
the terms of trade and thus to prevent the occurrence 
of a loss in the external purchasing power is thus 
readily apparent. 

33. While the capital flow to the developing 
countries has in fact been larger than the losses from 
changes in the terms of trade, this supplement to the 
external purchasing power has not been without cost 
to the recipient countries. It has contributed to the 
rise in their external debt and in debt service pay
ments which have placed an increasing burden on 
their foreign exchange resources, as Table 1-16 
indicates. Net interest and dividend payments by the 
developing countries included in that table were 
approximately $0.9 billion larger in 1960-1962 than 
in 1951-1955, and the proportion of export receipts 
required to transfer such income payments increased 
from 10 per cent in 1951-1955 to 13 per cent in 
1960-1962. However, since the inflow of capital 
increased substantially faster than exports, the ratio 
of interest and dividend payments to total foreign 
exchange receipts rose only from 9 per cent in the 
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. first period to 11 per cent in the second, while the 
ratio to the net inflow of long-term funds actually 
declined from 79 per cent in 1951-1955 to 55 per cent 
in 1960-1962. Since the exports of countries other 
than petroleum producers increased more slowly 
than the average for all developing countries, the 
ratio of interest and dividend payments to the exports 
of these countries increased more sharply than the 
average, namely, from 6 per cent in 1951-1955 to 
9 per cent in 1960-1962. However, in view of a steep 
rise in the inflow of long-term funds to this group of 
countries, the ratio of their interest and dividend 
payments to their total foreign exchange receipts 
increased very little, while the ratio to the inflow of 
long-term funds fell from 47 per cent in 1951-1955 
to 28 per cent in 1960-1962, as Table 1-16 shows. 

34. The comparison between the inflow of long
term funds and the outflow of interest and dividends 
provides an indication of the foreign exchange sup
plement to export receipts derived from these trans
actions. That supplement increased as an annual 
average from $0.4 billion in 1951-1955 to $2.0 
billion in 1960-1962, or from $0.9 billion in the 
first period to $3.4 billion in the second in the case 
of countries other than petroleum exporters. The 
regional breakdown of inflows of capital and official 
donations and interest and dividend payments in 
the years 1956-1962 was as follows: 

CUMULATIVE TOTALS, 1956-1962 
(In billions of dollars) 

Net inflow of Interest and 
capital and dividend 

official donations payments 

Africa . . • . . . • . . . . • . • 10.0 
Latin America, total . . . . . . • . 9.5 

ToTAL, excluding Venezuela 8.7 
West Asia, total. . . . . • . . . • . 2.8 
TOTAL, excluding Iran and Iraq 2.0 
Far East . . . . . . . . . . . . . . 7.6 

TOTAL" 30.0 
ToTAL, excluding Iran, 

Iraq, Venezuela 28.3 

Source: See Table 1·1. 

-0.6 
-9.3 
-4.8 
-3.6 
-0.3 
-1.5 

-15.1 

-7.2 

"Including the countries covered In Table 1-16; the total for Mrlca Includes 
private capital ll.ows to franc area countries which are not Included In Table 1-I 6 
owing to the unavailability of data for 19S1·19SS. 

35. While the comparison between the net inflow 
of capital and the net interest and dividend payments 
reveals the supplementary foreign exchange received 
by the developing countries, it does not yield a 
measure of the cost of foreign capital currently re
ceived, nor of the total net contribution of foreign 
capital to the external purchasing power. It is not 
a measure of the cost of capital in any given period 
because part of the interest and dividends paid during 
the period represents a charge not for the inflow 
of capital during that period but for loans and invest
ment received earlier. Thus, to measure the cost 
of the inflow of capital in any given period, it would 
be necessary to deduct the gross interest and dividend 
paid at the beginning of the period from the amounts 
paid during the period and to compare this increment 
with the amount of capital received during the 
period. 9 Second, the balance of capital inflow and 
the outflow of interest and dividends is not a measure 
of the full effect of capital transactions upon external 
purchasing power, because it does not allow for the 
fact that in so far as the foreign capital, private as 
as well as official, contributes to the expansion of pro
ductive capacity for exports or for import substitu
tion, it has a long-term effect upon external purchasing 
power in addition to the current contribution that 
it makes as a supplement to export proceeds in the 
year in which it is received. Data are not available to 
indicate how much of the export proceeds and import 
savings are attributable to such inflow of foreign 
capital. However, some impression of the importance 
of this factor may be obtained from estimates of the 
effect of private direct foreign investment of the 
United States in the year 1957, summarized in Table 
1-17. According to these estimates, the output of these 
enterprises produced $5.2 billion of export receipts, 
an amount which was equivalent to 20 per cent of 
total commodity exports of the developing countries 
in that year. The bulk of these receipts, some $3.5 
billion, was derived from the petroleum industry and 
about half of the balance from mining and smelting. 

• It should be further noted that the data in Table 1-16 relate to 
net interest and dividends paid after deduction of income received 
and that similarly the inflow of capital represents the balance after 
deducting long-term outflows from the developing countries. In 
order to obtain an estimate of the cost of inflows only, it would be 
necessary to have data relating to gross interest and dividend paid 
out. Such data are available on a consistent basis only since 1961. 

TABLE 1-17 
Non-capital international transactions of United States direct investment in developing countries, 1957 

(In millions of dollars) 

Item 

Exports 
Less: 

Imports (non-capital) . . . . . . . . 
Fees paid abroad . . . . . . . . . . 
Net income paid abroad . . . . . . . 

SUB-TOTAL of above 
Direct impact on foreign exchange supplies 
Local sales and revenues . . • . . . . . . 

Source: United States Department of Commerce, United Stales Bu.slnesa 
Investmellls In Foreign Countries (Washington, D.C.). 

Total Manufacturing Petroleum Mining Other0 

5 212 287 3460 893 572 

-] 876 -444 -1 348 -65 -19 
-100 -34 -41} -135 -117 -1484 -110 -1144 

-3460 -588 -2533 -200 -136 
1 752 -301 927 693 436 
8 200 3 862 3 412 186 740 

G Including agricolture. public utilities and some small amounts In mining in 
the Far East and Oceania for which no separate data are available. 
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Out of their export earnings the enterprises in question 
financed imports (other than capital equipment) 
required for their operation, various fees and the 
transfer of investment income to the foreign investors, 
still leaving a significant margin of foreign exchange 
available for other foreign purchases. It is also prob
able that part of the $8.2 billion of goods sold in 
the domestic market represented import savings. 
Official capital has likewise contributed to export 
expansion and import substitution in the developing 
countries. However, because of the predominant 
orientation of the recipients' development programmes 
towa~ds the establishment of productive capacity 
catenng to the domestic market, official capital is 
likely to have had a relatively greater impact on 
import saving than on the expansion of export 
receipts. 

THE FLOW OF LONG·TERM FUNDS IN RELATION TO 
DEVELOPMENT TARGETS AND THE RECIPIENTS' 

NEEDS 

36. The General Assembly, in resolution 1522 
(XV), has set as a target for the transfer of resources to 
the developing countries 1 per cent of the combined 
gross domestic product of the economically ad
vanced countries. In 1961, the total net flow of 
both official and private long-term funds from all 
developed market economies to the developing 
countries and multilateral agencies was equivalent 
to 0.8 per cent of their combined gross domestic 
product, of which 0. 7 per cent consisted of bilateral 
transactions or 0.6 per cent of official bilateral trans
actions with the developing countries. The share 
of resources which individual countries have trans
ferred has not been uniform, nor was it the intent 
of the General Assembly resolution that it should 
necessarily be so. The term "developed countries" 
covers a group with widely differing resource en
dowment and per capita incomes, factors which 
affect the ease with which resources can be spared. 
For that reason, some economists have suggested that 
the assessment of contributions to development aid 
should be based on the progressive income tax 
principle 10 or at least that any future contribution 
out of increments of the gross national product 
should be based on that principle. 

37. The size of individual official aid programmes 
is largely the result of historical factors, and the share 
of resources devoted to them in 1961 ranged from 
little more than 0.1 per cent of gross domestic product, 
in some of the smaller donor countries without 
special commitments to overseas countries, to as 
much as 1.5 per cent in the case of France, which 
has assumed heavy responsibilities for development 
financing in its former dependencies and associated 
countries. The range of official contributions to bi
lateral and multilateral programmes in 1961 in rela
tion to the donors' gross domestic products at market 
prices is indicated by the following percentages: 

10 See P. N. Rosenstein-Rodan, "International Aid for Under· 
Developed Countries", The Review of Economics and Statistics, 
May 1961 (Cambridge, Massachusetts). 

France 
Belgium 
United States .. 
United Kingdom 
Netherlands . . . . . . . . 
Germany (Federal Republic of)". 
Japan . 
Italy . 
Canada 
Norway 

• 1962. 

Official aid contribution as 
percentage of gross domestic 

product, 1961 

Total flow Bilateral flow 

1.50 
0.73 
0.67 
0.59 
0.56 
0.53 
0.45 
0.19 
0.17 
0.19 

1.38 
0.55 
0.62 
0.54 
0.24 
0.41 
0.43 
0.14 
0.12 
0.02 

The share of resources transferred to the developing 
countries attained a peak in 1961 which has thus 
far not been exceeded. Disbursements of official 
aid as well as private capital flows fell off slightly 
in 1962 while the domestic product of the donor 
countries increased on the .average by 5 per cent. 
The ratio of net contributions to gross domestic 
product therefore appears to have fallen in 1962. 
Preliminary data for 1963 do not point to a significant 
recovery in the ratio. 

38. The decline of aid disbursements in 1962 
appears to have been chiefly the consequence of a 
growing lag between commitments and disburse
ments. According to data published by the Organi· 
sation for Economic Co-operation and Development, 
the combined aid commitments of the United States 
and eight other donor countries and of multilateral 
agencies exceeded gross disbursements by over $1.9 
billion in 1961 and by $2.3 billion in 1962, as Table 
1-18 shows. Funds in the "aid pipeline" -total 
outstanding bilateral and multilateral commitments 
at the end of 1962-have been estimated at close 
to $8.0 billion. However, although outstanding com
mitments are very substantial, new bilateral commit
ments increased by little more than 3 per cent from 
1961 to 1962, while commitments of multilateral 

TABLE 1-18 
Commitments and gross disbursements of official loans and 
donations" to developing countriesb by selected donor countries 

and multilateral agencies, 1961 and 1962 

(In billions of dollars) 

Donor 

Nine donor countries' 
Multilateral agenciesd 

TOTAL 

1961 

Commit
ments 

6.1 
1.2 

7.3 

Disburse4 

ments 

5.0 
0.4 

5.4 

1962 

Commit
ments 

6.3 
1.2 

7.5 

Disburse
ments 

4.6 
0.6 

5.2 

Source: Organisation for Economic Co-operation and Development, The 
Flow of Financial Resources to Less-Developed Co1111tries. 

• Including tran3fen of surplus commodities. 
b See footnote b to Table 1-3. 

• Canada. Denmark, Federal Republic of Germany. Italy, Japan, Netherlands. 
Norway, United Kingdom and United States. 

d Lending Institutions and teclmlcal assistance and relief agencies as listed In 
Table 1-6 and 1-7. 
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TABLE 1-19 
Developing countries:• Distribution according to ratio of capital 
inflow• to gross domestic product and gross domestic fixed 

capital formation, 1960-1961 

(In percentages) 

Rallo of Inflow to gross 
domestic product 

Negative ..... . 
0 to 2 per cent . . . 
Over 2 to 4 per cent . 
Over 4 to 6 per cent . 
Over 6 to 8 per cent . 
Over 8 per cent . . . 

Ratio of inflow to gross 
domestic fixed capital formation 

Percentage of 
aid recipients 

6 
32 
29 

6 
6 

20 

TOTAL 100 

Percentage of 
aid recipients 

Negative . . . . . . . 6 
0 to 10 per cent . . . . 23 
Over I 0 to 20 per cent . 23 
Over 20 to 30 per cent . 6 
Over 30 to 40 per cent . 6 
Over 40 per cent . . . 35 

TOTAL 100 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on data from International Monetary Fund, Balance 
of Payments Year-book and from Statistical Office of the United Nations. 

a Thirty-two major recipients of external capital. 
b Total long-term capital and official donation. 

agencies levelled off. Thus, although disbursements 
can be expected to accelerate in the future as a result 
of the utilization of earlier commitments, once this 
backlog is eliminated, the expansion of aid may slow 
down appreciably unless the rise in new commitment 
should accelerate once again. 

39. In purely quantitative terms the flow of long
term funds was relatively large in relation to domestic 
investment in the majority of recipient countries, as 
Table 1-19 shows. In two-fifths of the recipient coun
tries for which data for 1960-1961 are available, 
the inflow was equivalent to 30 per cent or more of 
domestic capital formation. The proportion would be 
much higher if more of the smaller and economically 
least developed countries were included in the sample. 
With the exception of Israel and Puerto Rico, in 
the more industralized countries where rates of in
vestment were relatively high, the inflow, though 
large in absolute terms, was generally equivalent to 
only between 10 and 20 per cent of capital formation. 

40. The flow of funds to the developing countries 
comprises a wide range of transactions of unequal 
quality from the point of view of contributing to the 
development needs of the recipient countries. Trans
fers of official funds vary not only in respect of the 
financial burden they impose on the recipient but also 
in character and purpose, as may be seen from the 
following figures: 

Budgetary assistance (including United States 
supporting assistance) . . . . . . . . . 

Reparations and indemnification payments . 
Transfers of agricultural surpluses: 

For sale against local currencies 
Other ...... . 

Development grants . . . . . . . 
Technical co-operation . . . . . 
Loans extended in lenders' currency• 

Source: See Table 1-2 and national sources. 

TOTAL 

Percentage 
dUiributlo" 

of official fU!IIb 
committed for 

bilateral 
t.Uaistance, 

1962° 

16 
2 

17 
7 
7 

11 
40 

100 

• Based on data for France, the Federal Republic of Germany, Italy, Japan, 
United Kingdom and United States; data for France relate to gross disburse
ments. 

b Loans made out of local currency proceeds. from the sale of agricultural 
surpluses are included in "Transfer of agricultural surpluses'". 

41. About one-fifth of official bilateral contribu
tions in 1962 was accounted for by various kinds of 
budgetary assistance-United States supporting assist
ance and grants by France, the United Kingdom and 
Italy-to cover budgetary expenditures of Govern
ments in dependent territories and associated coun
tries, and by reparations payments. While it is known 
that the emphasis in the allocation of such donations 
has to some extent shifted towards aid in support of 
developmental expenditures in the assisted countries, 
it is difficult to assess how large was the total direct con
tribution of such transfers to development financing. 

42. Another one-fourth of the total represented 
transfers of surplus agricultural commodities. Trans
fers of surplus foodstuffs, made chiefly by the 
United States Government under Public Law (PL) 
480, were of several kinds. Surpluses shipped for sale 
against local currencies, under PL 480 Title I, which 
accounted for the major share of food aid, were in 
principle designed to supplement the supplies nor
mally available in the recipient country. Since the 
domestic supply of foodstuffs is generally not very 
responsive to changes in demand, food aid given in 
this form can be a valuable instrument to reduce 
inflationary pressures and to facilitate the implementa
tion of investment programmes, especially where such 
programmes involve large expenditures on labour 
and domestic supplies. In addition to this type of 
"programme assistance", food aid has also been 
provided for specific development projects. Such 
project aid, granted by the United States Government 
under PL 480 Title II and by the World Food Pro
gramme, involves the allocation of specific quantities 
of foodstuffs to development projects for use as 
wage payments in kind or for sale in local markets 
for the purpose of obtaining funds to cover project 
expenditures. Food aid has also been given for relief 
and for the purpose of improving nutritional stand
ards of children and other selected groups. The last 
two categories appear to have accounted for 25 to 
30 per cent of total food transfers by the United 
States. 
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43. As against the more than 40 per cent of total 
assistance contributed in forms which provided largely 
supplementary consumption, less than 20 per cent 
of total assistance consisted of grants extended for 
specific development purposes and technical assistance. 

44. The remaining 40 per cent of bilateral assist
ance in 1962 consisted of loans in the lender's cur
rency. The impact of such loans varies according to 
the length of repayment periods and the financial 
and other terms on which they are granted. The 
contribution of a loan to the resources of the borrower, 
other things being equal, is likely to be the greater 
the longer the repayment period of the loan and the 
lower its interest charge. While relatively short-term 
loans on commercial terms are appropriate for certain 
purposes-for instance, for the financing of imports 
of essential materials or even of equipment for 
industrial projects with a relatively short pay-out 
period-they constitute commercial transactions 
rather than development aid. As was shown earlier in 
Table 1-4, an increasing proportion of loans granted 
in recent years had long repayment periods of twenty 
years or more and carried nominal or relatively low 
interest charges. Such loans have included, in varying 
degree, an element of subsidy or grant. 

45. Factors determining the contribution of 
private loans and credits to the financing of develop
ment are essentially the same as those relating to 
official loans. Private loan funds, as distinct from 
direct investment capital, are provided for a period 
and at interest rates fixed at the time the transaction 
takes place. Funds obtained through bond issues in the 
capital markets of developed countries generally 
involve long maturities and hence relatively small 
annual amortization payments, but effective interest 
rates tend to be higher than in the case of public 
loans because the private lender bears the risks. These 
financing operations have not been on a significant 
scale during the post-war years, however. More 
important as a source of private capital have been 
banks and suppliers providing credits to finance ex
ports to developing countries, usually with a guarantee 
of their own Government. These transactions have 
generally involved short repayment periods of less 
than five years, and interest charges have been 
above those prevailing in domestic transactions. 
It is estimated 11 that the net annual flow of guaran
teed export credits has averaged $400 million 
since the mid-nineteen-fifties, of which only one-third 
has consisted of credits for periods exceeding five 
years. However, the proportion of credits for periods 
exceeding five years increased rapidly during this 
period and attained two-thirds of the total in 1962. 

46. Private direct investment capital is supplied 
for an indefinite period, but in view of the risks 
involved, the returns expected are necessarily higher 
than those on loan funds. Private direct investment 
has tended to concentrate in sectors related to foreign 
trade or international service transactions. As Table 
1-20 shows, almost half of the United States direct 
investment capital went into the petroleum industry 

11 Organisation for Economic Co-operation and Development, 
The Flow of Financial Resources to Less-Developed Countries, 1961. 

TABLE 1-20 
United States: Percentage distribution of gross outflow of 
private capital for direct investment, by industry and by region, 

average 1959-1962" 

Region 
Manu- Petro- Mining and 

facturlng leum smelting Otherb Total 

Latin America 100 66 -5 5 34 
Western hemisphere 

dependencies . 100 11 36 2 51 
Other< ... 100 10 75 14 

TOTALd 100 33 38 9 21 

Source: United States Department of Comrt!<:rce, Survey of Current Buo!ness. 
• Data refer to net changes in foreign direct investment assets of the United 

States. 
0 Including public utilities, trade and other unspecilled investments. 

<Including Africa, Asia (excluding Japan) and other developing countries not 
specilled. 

4 Including international shipping. 

and mining and smelting, which are oriented towards 
export .markets. The data for the United Kingdom 
shown m Table 1-21 are less revealing in this regard, 
partly because they do not include investment in 
the petroleum industry. Manufacturing industry 
accounted for one-third of direct investment of the 
United States and for over two-fifths of that of the 
United Kingdom. The growth of direct investment 
if! manufacturing was also linked with foreign trade 
smce many of the enterprises were established by 
foreign companies which, having developed a market 
ro~. their products through exports, proceeded to 
tmtiate local manufacturing operations. Although 
few of these enterprises are as yet on a scale to 
undertake production for export, there are indications 
that, ~iven fa":our~ble cond~tion~, progress may be 
made m that dtrectton, especmlly tf the movement in 
favour of regional or sub-regional economic integra
tion among developing countries gathers momentum. 

47. While private direct investment has necessarily 
concentrated on the directly productive sectors of 
the economy, especially in mineral production for 
export and on manufacturing, official loans and 
donations were to a large extent directed into pro
jects in the economic and social infra-structure. The 
development of these sectors is a prerequisite for 

TABLE 1-21 
United Kingdom: Percentage distribution of gross outflow of 
private capital for direct investment, by industry and by region, 

average for 1959-1961• 

Region Total0 

Latin America . • • . . . 100 
Rest of sterling area . . . . 100 
Other non-sterling area. . . 100 

TOTAL 100 

Manu- Agri-
facturtng culture Other• 

65 --35--
41 8 50 
33 --67--
44 --56--

Source: United Kingdom Board of Trade, Board of Trade JouriiiJI (London). 
a Based on data relating to net changes in foreign direct investment assets of 

the United Kingdom. 

b Excluding investment in the petroleum industry and insurance. 

• Including tnining, construction, distribution, transport and communications 
and banking. 
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TABLE 1-22 
Distribution or official funds committed for development projects according to economic sectors, 1962 

(In percentages) 

United 
Sector Statesa 

Food and agriculture• 9 
Manufacturing and mining . 35 
Power. 25 
Transport and communications . 18 
Social infra-structure 6 
Other . 7 

TOTAL 100 

S()urce: Bureau of General Economic Research and Policies of the United 
Natlollll Secretariat. based on data from official national and intematlonal 
sources. 

" Includes AID project loans and grants, and Export-Import Bank project 
loans. Data relate to fiscal year 1962. 

b Inclndes oniy development project grants to Algeria, which accounted for 
over half of total aid contributions; contributions to "other" projects lnclnde 
assistance for local development. Data relate to gross expenditures In 1961. 

industrial growth and it is therefore generally stressed 
in the development plans of the recipient countries. 
Data on the sectoral distribution of projects financed 
with aid-funds clearly reflect this pattern (see Table 
1-22). It should, however, be noted that project as
sistance has accounted for only between 45 and 55 
per cent of bilateral aid contributions of the countries 
included in the table. Only for the multilateral 
agencies which limit their operations to project 
assistance do the data therefore reflect the distribution 
of total aid. 

48. It is likely that the distribution of non-project 
bilateral aid by sectors, for which no data are available, 
would show a somewhat different pattern from that 
of project assistance, since the latter tends to be 
directed towards larger projects which are more 
prominent in the case of transport, power and public 
construction than in that of manufacturing industry 
or agriculture. As Table 1-22 shows, projects in 
power generation and transport and communications 
accounted for half of the total aid committed for 
development projects, while around 10 per cent 
of the total went to social infra-structure develop
ment. Another 10 per cent was channelled into 
agriculture, but in fact a large part of this also 
consisted of infra-structure projects, notably in irriga
tion and land-reclamation. The manufacturing and 
mining sectors together obtained little more than 
one-quarter of total project assistance. The emphasis 
on infra-structure development was especially marked 
in the case of IBRD and IDA loans, 70 per cent 
of which were devoted to the establishment and 
expansion of power plants, railway development, port 
improvement and road construction. Assistance by 
these agencies to the agricultural sector also consisted 
almost exclusively of the financing of irrigation and 
similar projects. 

49. Official assistance and private capital have 
thus complemented each other in some degree. But 
although the share of manufacturing industry in 
private direct investment was relatively large, the 

Germany 
Unlled (Federal IBRD 

Kingdom France't> Republic> and IDA• Totatd 

18 10 2 16 10 
40 4 34 13 25 
15 14 31 16 20 
14 13 29 54 30 
12 33 4 10 

27 5-10 

100 100 100 100 100 

• Data relate to loan agreements signed in 1961. 
d Percentages in this colwnn are estimates of general orders of magnitude 

based on the data In the preceding colwnns, which are not strictly comparable 
with each other owing to differences in tlme periods and coverage. 

• Inclndlng irrigation and land-reclamation projects. 

actual amount involved was small in relation to 
the capital requirements for industrial development. 
Moreover, as noted earlier, the bulk of private capital 
was directed towards the small number of industrially 
more advanced developing countries. For that reason, 
among others, greater emphasis on industry in the 
allocation of official aid may be desirable. There are 
indications that some reorientation of aid policies in 
this regard is beginning to take place. If prospects for 
exports of manufactures from the developing countries 
improve in consequence of new international action, 
manufacturing industry would certainly need to be 
assigned a higher priority in the allocation of aid 
than it has been given in the past. 

AID POLICIES, INSTITUTIONS AND 
PROCEDURES 

THE INSTITUTIONAL FRAMEWORK OF AID 
PROGRAMMES 

50. Since most developed countries have had aid 
programmes of one form or another for some time, 
the institutional framework within which current 
aid programmes are administered is generally lif 
long standing. A number of the Governments of 
these countries have long provided aid in the form 
of direct financial assistance to dependent territories 
or to countries with which they have special political 
or military ties; and such aid has usually been ad
ministered by various governmental departments, 
such as those concerned with foreign affairs, defence 
or colonial affairs. In addition, several developed 
countries, including some which have no special links 
with developing countries, have also provided loans 
and credits through official export financing agencies, 
such as the Export-Import Banks in the United 
States and Japan or the Kreditanstalt f'Ur Wieder
aufbau in the Federal Republic of Germany. Mention 
may also be made of the export credit guarantee and 
insurance schemes operated by most Governments 
of developed countries. While these schemes do not 
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provide direct assistance to developing countries 
out of public funds, their existence has sometimes 
enabled developing countries to obtain private export 
credits at lower interest rates and with longer repay
ment periods than would otherwise have been possible. 

51. The several entities which comprise the 
institutional means through which aid programmes 
are administered have generally come into being at 
different times and to serve different purposes. 
Efforts have, of course, been made to adapt these 
entities in order to meet the requirements of current 
aid programmes. Official export financing agencies, 
for example, while not established primarily to 
cater to the needs of trade with developing countries, 
have in practice increasingly focused their operations 
on the long-term financing of exports of equipment 
and other producer goods to developing countries. 
Similarly, the operations of governmental departments 
dealing with direct financial assistance have been 
modified as the emphasis in the allocation of dona
tions-partly as a consequence of the changes in 
political relationship between donors and recipients 
-has shifted from budgetary support to the financing 
of specific development projects. 

52. Although efforts have been made to adapt the 
institutional machinery to the changed circumstances 
and requirements, a major defect which persists in 
the machinery of most donor countries is the frag
mentation of responsibility for the administration 
of aid programmes among several government 
departments and agencies. As the volume of aid 
operations has grown and as the concept of de
velopment aid as a deliberate act of public policy 
has gained general acceptance, the weaknesses of 
the existing institutional framework have become 
more apparent. While Governments have endeavoured 
to co-ordinate and centralize the administration of 
aid programmes, progress towards centralization has 
thus far been slow. Even in the United States, where 
the Agency for International Development (AID) 
was established in 1961 for the purpose of administer
ing bilateral aid-both financial and technical 
assistance-under the Foreign Assistance Act, cen
tralization remains incomplete. Although the Agency 
is responsible for preparing the programming docu
ments which form the basis for co-ordinating United 
States aid activities, and it administers the local 
currency funds derived from the sale of surplus 
agricultural commodities under Public Law 480, 
transactions such as, for instance, the allocation of 
agricultural surpluses and of loans by the Export
Import Bank remain outside its competence. 

53. None of the other major donor countries 
possess agencies comparable in scope to that of the 
AID although the Federal Republic of Germany has 
recently established a Ministry of Economic Co
operation which shares responsibility for the formu
lation of assistance policy with the Interministerial 
Committee on Development Policy. However, the 
role of this new department is much more restricted 
than that of the AID in the United States. In the 
United Kingdom and France the administration 
of bilateral assistance programmes continues to be 
divided between the ministries for external affairs, 

the departments responsible for matters relating to 
dependent territories and associated countries, and 
other agencies. The United Kingdom has, however, 
recently set up a Department of Technical Co
operation, which carries out most of the technical 
assistance programme and which could eventually 
take a more active part in the programmes involving 
capital expenditures. Most of the other donor coun
tries have set up, within the past three years, new aid 
agencies but, in practice, the responsibility of these 
bodies has generally been confined to the administra
tion of technical assistance programmes. To the extent 
that these countries operate official loan programmes, 
the funds are usually provided through the official 
export credit financing or insurance system, or 
directly by the Treasury. 

54. Bilateral aid programmes are largely financed 
through the national budgets of donor countries and 
the level of assistance is therefore determined an
nually. The need to seek annual legislative authority 
for aid commitments limits the scope for long-term 
planning of aid by donor countries and obliges 
recipients to negotiate the external financing required 
for their development plans on a year-by-year basis. 

55. In an effort to give greater continuity to their 
aid programmes, some Governments have sought 
authority to make multi-year aid commitments. 
For instance, the Government of the Federal Republic 
of Germany has acquired power to make legally bind
ing advance commitments to individual recipients; 
these specify a ceiling up to which acceptable projects 
may be financed over a period of several years. The 
French Government has adopted a three-year 
financing programme for overseas departments and 
territories and has given an undertaking to maintain 
a specified level of aid to Algeria. The French legis
lature has also agreed to vote appropriations for the 
financing of entire programmes in the independent 
African and Malagasy States, but payment authori
zations under these appropriations are voted annually. 
In the United Kingdom, the volume of aid is partly 
determined by annual budgetary appropriations
chiefly for grants in aid to dependent territories-and 
partly by Acts of Parliament which establish a ceiling 
for the amount of loans that may be disbursed over 
a period of several years. In addition, the Government 
also provides assistance through the Commonwealth 
Development Corporation, a public corporation with 
its own resources established for the purpose of 
assisting the development of productive enterprises in 
dependent territories and the newer independent 
commonwealth countries. The volume of aid available 
under the United States foreign assistance programme 
is determined by annual congressional appropriations. 
Food aid under Public Law 480 Title I, has in some 
cases, been granted on the basis of multi-year agree
ments, so as to facilitate the integration of such aid 
with development plans, but, in principle, food aid is 
also based on annual allocations. 

56. While several donor countries also provide 
assistance through permanent lending agencies which 
do not depend for their resources on annual budgetary 
appropriations, the terms on which such agencies are 
able to lend are usually less favourable than those 
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for loans financed through the budget. For that 
reason, many developing countries are reluctant to 
resort to this type of financing, even though they 
may be eligible under the more stringent criteria 
applied by these institutions. 

57. Besides the various efforts which have been 
made at the national level to adapt and improve the 
institutional machinery for the implementation of aid 
programmes, there have been certain important 
developments in the international field. It is perhaps 
indicative of the willingness of Governments to accept 
responsibility for development assistance on a more 
or less permanent basis, that several new multilateral 
agencies have been established in recent years. Until 
the late nineteen-fifties, the International Bank for 
Reconstruction and Development (IBRD) and its 
subsidiary, the International Finance Corporation 
(IFC), were virtually the only multilateral agencies 
providing financial assistance to developing countries. 
New agencies or schemes established since 1958 
include the United Nations Special Fund, the Inter
national Development Association (IDA), the World 
Food Programme, the European Development Fund 
(EDF) of the European Economic Community, and 
the Inter-American Development Bank (IDB). In 
1963 the Economic Commission for Africa approved 
statutes for an Mrican Development Bank which is 
now in the process of being established. In addition, 
the question of setting up a United Nations Capital 
Development Fund or of transforming the United 
Nations Special Fund into a Capital Development 
Fund remains under active consideration. Funds 
supplied by the developed countries to multilateral 
lending institutions and to United Nations Technical 
Assistance and relief agencies increased from some 
$300 million a year in 1956-1959 to an average of 
$700 million in 1960-1962. A common characteristic 
of most of the newer agencies is their ability to provide 
assistance on very favourable terms. Thus, the United 
Nations Special Fund, the World Food Programme 
and, until recently, the EDF, provide grants only, 
while the lending terms of IDA involve nominal 
interest charges and very long grace and repayment 
periods. The IDB provides both "hard" loans on 
terms similar to those of the IBRD and loans on 
concessionary terms. 

58. Multilateral lending institutions are in prin
ciple able to take a longer-term view in planning their 
operations than are bilateral assistance agencies. For 
agencies which are able to finance their loan trans
actions through the capital market, such as the 
IBRD and the IDB, there is no serious problem of 
uncertainty regarding the future availability of funds, 
though the borrowers have to bear the relatively high 
cost of this type of financing. However, agencies such 
as the IDA and EDF must operate on the basis of 
capital subscriptions which need to be periodically 
replenished, since the terms on which assistance is 
given preclude financing through the capital market. 
Although subscriptions are usually pledged for 
periods of several years, there is no assurance that 
the level of subscriptions will be maintained in sub
sequent years. Thus, although multilateral lending 
institutions have a somewhat longer time horizon 

than do bilateral assistance agencies, the former also 
encounter difficulties in the long-term planning of 
aid. 

CRITERIA FOR THE ALLOCATION OF ASSISTANCE 

59. Special political and economic ties have 
generally determined the particular groups of develop
ing countries to which donor countries have extended 
bilateral financial assistance. Within the framework 
of political considerations, however, decisions with 
regard to the relative size of aid programmes to 
individual countries and the types of projects to be 
financed under these programmes have been based 
on criteria of a social or economic nature. It has 
been possible to allocate aid on the basis of the 
degree of poverty or economic under-development 
prevailing in developing countries or on the basis 
of some more strictly economic criterion such as 
the probable effect of aid on economic growth. 

60. For some donor countries, the issue of choice 
of criteria has at least been partly resolved by the 
nature of their special relationship to particular de
veloping countries. Donor countries with special 
obligations towards dependent territories or former 
colonies have of necessity given considerable weight 
to welfare criteria. Similarly, the European Develop
ment Fund, which was set up specifically to assist 
dependencies and former dependencies of members 
of the European Economic Community has in prac
tice also allocated aid on the basis of welfare criteria. 
The special obligations of such donor countries and 
institutions have not prevented them from supplying 
capital on a substantial scale to other developing 
countries on the basis of more strictly economic 
criteria. To this extent, they have been confronted 
with the same question of choice of criteria as have 
other donor countries. It is, however, primarily 
among those donor countries which have not been 
committed to any specific group of recipients or type 
of assistance that the choice of criteria has been a 
major issue. 

61. Donors have invariably struck some com
promise between conflicting welfare and economic 
criteria, but in most cases there has been greater 
emphasis on the immediate or relatively short-run 
development impact of aid than on the criterion of 
need. The major example of this mixed approach is 
offered by the policy of the United States. The United 
States Government has provided food aid primarily 
on the basis of need although, at the same time, it 
has encouraged the maximum use of such aid for 
developmental purposes. Its technical assistance and 
development grants have also been directed, in large 
measure, towards countries at any early stage of 
development. In addition, it has set up the Social 
Progress Trust Fund for assistance to social develop
ment projects in Latin American countries. The 
bulk of its capital assistance proper, however, has 
been channelled to countries deemed to be ap
proaching the stage of self-sustaining growth or 
to be making a major developmental effort through 
development plans and sound growth policies. The 
provision of capital assistance in fact has frequently 
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been made contingent upon the implementation of 
self-help policies. 

62. A well-conceived development plan has come 
to be generally accepted as an appropriate basis for 
the allocation of aid. The reviewing of such plans by 
donors has in many cases become an indispensable 
first step in dealing with applications for assistance. 
The existence of a plan has not only helped the 
individual donor in assessing the recipient's priorities 
and the role assigned to the project for which assist
ance has been requested, it has also facilitated 
the co-ordination of the contributions of several 
donors. Because of the importance attached to effec
tive development planning, technical assistance in 
this field has played an increasingly important part 
in the process of aid allocation. 

63. In extending aid for the financing of individual 
economic projects, most donor countries have con
sidered that infra-structure projects in such fields as 
power and transport and communications should be 
given high priority. Besides falling within the tradi
tional public sector of most developing countries, 
such projects usually require relatively large capital 
outlays and entail a substantial expenditure of 
foreign exchange on imported equipment. For such 
reasons they have been deemed to be particularly 
suitable for external financing from public funds. 
However, the wisdom of the prevailing degree of 
concentration on projects of this kind has sometimes 
been questioned on the grounds that their contribution 
to development is necessarily linked with the growth 
of other sectors of the economy. 

64. Some donor countries, however, have also 
given high priority to large-scale industrial projects 
which would contribute, through import substitution, 
towards alleviation of the balance-of-payments posi
tion of the recipient country. Such aid to industry has 
been received notably for the establishment of steel 
mills, cement plants and other major enterprises. 
The emphasis of donors on import-substituting de
velopment projects has been a natural consequence 
of the response of developing countries to the un
favourable development of their exports. It may be 
desirable for donor countries to take the initiative and 
encourage recipients to prepare more projects for 
the export sector in the light of new export opportun
ities that may arise. The possibilities and needs in 
this field are examined in a later section. 

65. Diversification of assistance and the possibility 
of providing aid to sectors which have hitherto been 
neglected is being studied by various agencies. The 
financing of projects involving relatively small opera
tions raises problems of administration and control 
which require new techniques of assistance. One 
such technique, which has been successfully applied 
by the IBRD-IFC, consists of the establishment and 
financing of industrial development banks in the 
recipient countries; such banks distribute external 
funds to a variety of domestic enterprises and super
vise their use. Some individual donor countries have 
also given financial support to these banks and have 
used them to distribute assistance. A similar approach 
might be used to channel assistance into agriculture. 

RESTRICTIONS IMPOSED ON ASSISTANCE 

66. Most donor countries place some restrictions 
on the use of their aid contributions. These restrictions 
fall into two broad categories: restrictions with 
respect to the purposes for which assistance may 
be used, and the limitation of aid-financed imports 
to procurements in the donor country. The two may, 
of course, be combined in any given instance. 

Restriction to specific uses 

67. Donors may restrict the use of aid contri
butions to the financing of specific projects or they 
may provide assistance for general developmental 
purposes. In either case, they may limit their contri
butions to the financing of identifiable imports or 
they may provide foreign exchange resources to cover 
imports as well as local expenditures of a project 
or programme. 

68. Several donor countries and virtually all 
multilateral lending agencies provide assistance pri
marily or exclusively for specific development projects. 
Project financing involves close co-operation between 
the donor and the recipient country, its results can 
be readily identified and evaluated, and it facilitates 
the co-ordination of technical and financial assistance. 
To the recipient country the project approach has a 
number of drawbacks, especially if its investment 
policy is based on an over-all plan. While some major 
projects can be effectively carried out in isolation, 
there are many that require the execution of comple
mentary or otherwise related projects in order to 
yield the best results. In such cases the need to 
negotiate the financing of each project separately, 
possibly with more than one donor, gives rise to 
problems of timing and co-ordination. If, as is fre
quently the case, project assistance covers only the 
direct import requirements-machinery, equipment 
and materials needed for the execution of the pro
ject-the recipient may also be faced with the problem 
of finding supplementary foreign exchange resources 
to meet the additional import requirements arising 
from the increased income generated by the domestic 
investment expenditure. The widespread practice 
of providing project assistance to cover only direct 
import requirements is based on the consideration 
that the recipient country should engage its own 
resources to the fullest possible extent in the execution 
of investment projects. Nevertheless, the financing 
of additional imports to meet the demand generated 
by local expenditure may be beyond the capacity 
of the assisted country. In that event, the project may 
have to be abandoned or the recipient country may 
be obliged to resort to short-term external credits, 
thereby adding to its future balance-of-payments 
problems. Because of the potential burden of local 
cost financing on the foreign exchange resources of 
developing countries, the practice of limiting project 
assistance to direct import requirements has tended 
to encourage the execution of projects with a relatively 
large import component at the expense of many 
equally important projects which involve relatively 
large local expenditures. 
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69. Programme assistance, which consists in the 
provision offinance to cover a variety of expenditures, 
has the obvious advantage of greater flexibility and 
may allow for a more economical use of resources. 
The amount of latitude allowed to recipients in the 
use of funds has, in practice, varied. Some assistance 
has been given as a general supplement to the recipi
ent's resources, but this has been largely confined 
to budgetary assistance to dependencies and associated 
or allied countries. Programme assistance in the form 
of general development loans has been increasingly 
tied to the financing of identifiable imports, though 
not necessarily to imports of capital goods. But, even 
where the purpose of programme loans has been the 
financing of specific imports, the borrower has 
usually been given a measure of freedom in deter
mining the commodities to be imported. In cases 
where assistance is tied to procurement in the donor 
country, programme aid has an added advantage over 
project finance in that it enables the recipient to select 
those commodities in which the donor has a price or 
quality advantage over other suppliers. 

70. Among donor countries, Canada, the Federal 
Republic of Germany, Italy and Japan have placed 
the main emphasis in their loan programmes on pro
ject financing and they have in large part concen
trated on the financing of direct import requirements. 
However, each of these countries has at various 
times granted general development or balance-of
payment loans as welL The Federal Republic of 
Germany has recently also introduced a programme 
of assistance for so-called maintenance imports, 
to finance imports of spare parts and materials into 
developing countries. In the United States, the bulk 
of long-term loans granted by the Export-Import 
Bank has been given for specific projects and has 
covered direct import requirements only. The AID, 
however, besides continuing to extend project loans, 
has provided an increasing volume of general develop
ment loans. The former have usually been tied to 
direct import requirements, but in some cases 
additional resources have been made available to 
cover some local costs. Programme loans have been 
granted chiefly for the financing of specific imports. 

71. Under the programme of the French Govern
ment, capital assistance has been primarily oriented 
towards project financing within the framework of 
development plans, but in addition, substantial 
amounts of cash assistance have also been provided 
in support of local budgets and for general develop
ment purposes. Project assistance usually covers direct 
import requirements as well as all or part of local 
costs. 

72. The pattern of United Kingdom assistance 
and the restrictions placed on the use of funds have 
been largely determined by the relationship with the 
recipient. Budgetary assistance to dependencies has, 
of course, not been tied to specific projects. Develop
ment loans and grants to dependencies have been 
given either for projects or for general purposes 
within the framework of development programmes. 
Such assistance appears to have normally covered 
both imports and local costs. Commonwealth assis
tance loans under the Export Guarantees Act have 

been predominantly programme loans, but in some 
cases loans have also been provided for individual 
projects, such as the Durgapur steel plant in India 
or the Volta project in Ghana. Loans to non-Common
wealth countries under the same Act have been 
granted either for programmes or projects. In most 
instances such loans have covered direct import 
requirements only, but additional assistance to meet 
local costs has sometimes been provided. 

73. In other donor countries, as in the countries 
reviewed above, the approach has varied in accordance 
with the relationship to the recipient. Thus, both 
the Netherlands and Portugal have emphasized pro
gramme assistance including local cost financing in 
overseas territories or associated countries. 

74. In general, multilateral agencies have confined 
themselves to the financing of specific development 
projects. IBRD loans have covered the direct import 
requirements of assisted projects, although the Bank 
has, on occasion, departed from this rule. Loans 
by the IDA and those made out of the Fund for 
Special Operations of the IDB have been granted, in 
some cases, for the financing of direct import require
ments only, and in others they have also covered 
requirements arising from local expenditures. EDF 
grants have usually been given for specific infra
structure projects and they have covered both direct 
import requirements and some local costs. 

Procurement restrictions 

75. Most donor countries restrict at least part of 
their bilateral aid contribution to purchases of their 
own products. Reasons given for applying such re
strictions include balance-of-payments difficulties or 
the existence of idle capacity or unemployment in 
the donor country. Factors such as a desire to pro
mote domestic exports or to compensate exporters for 
the loss of sales in traditional markets which may 
have resulted from procurement restrictions of other 
donor countries have also influenced government 
policies with respect to aid tying. 

76. The tying of contributions to exports from the 
donor country has taken various forms. Most com
monly, loans and grants for the financing of specific 
imports have been tied by contractual agreements 
which provide that all or part of the assistance will 
be used exclusively for procurement in the donor 
country or in countries specified by the donor. It has 
been more difficult to tie assistance which is not 
specifically linked with imports, such as budgetary 
support payments or general development loans and 
donations, but it is for this reason that donor coun
tries have tended to shift from this type of assistance 
to loans and grants earmarked for specific imports. 
Another type of aid which is in most respects indis
tinguishable from formally tied aid is the official 
export or import credit. It has been claimed by some 
that such credits do not belong to the category of tied 
aid because they are granted after the borrower has 
selected his source of supply. In practice, the avail
ability of credit has tended to influence the choice 
of supplier to a greater extent than have price or 
quality considerations. In these circumstances, it 
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seems appropriate to treat such credits as a form of 
tied aid. Contributions in kind, such as transfers of 
United States agricultural surpluses under Public Law 
480, might also be termed tied aid, but since such aid is 
dependent upon the existence of surpluses in the 
donor country, it is in a separate category. 

77. Governments in donor countries have recog
nized that aid tying may have undesirable conse
quences for recipients and there is a large measure of 
agreement among them that the practice should be 
discontinued as soon as difficulties which have led to 
the introduction of restrictions have been eliminated. 
The adverse impact of procurement restrictions on 
recipients arises chiefly from the fact that such 
restrictions reduce competition between potential 
suppliers and may render impossible the procurement 
of imports from the optimum source of supply. The 
effect of this is greater when aid is given for the 
purchase of equipment required for a specific project 
than in the case of general development assistance 
which gives the recipient a wider choice of com
modities to be imported. The importance of the widest 
possible competition for contracts to supply equip
ment is revealed by the experience of the IBRD, which 
requires international competitive bidding for all 
contracts financed with its loans. An analysis of 
competitive bidding for a sample of IBRD contracts 
placed in 1956-1962 showed that in more than half 
of the cases the lowest bid was at least 35 per cent 
below the highest bid and 20 per cent below the 
average bid. The average number of bids per contract 
was ten. 

78. Procurement restrictions may involve not only 
higher costs, and hence a larger loan to be serviced, 
but also the purchase of equipment manufactured 
in the donor country which may not meet fully the 
recipient's requirements. Moreover, the availability of 
aid may encourage the execution of those projects 
for which suitable equipment can be readily obtained 
in the donor country, even if the recipient's develop
ment programme did not assign the highest priority 
to such projects. 

79. According to an estimate of the OECD ap
proximately one-fifth of bilateral aid contributions by 
the major donor countries in western Europe, North 
America and Japan in 1961 consisted of direct com
modity transfers, and over two-fifths of formally tied 
financial contributions including export credits. 
Formal restrictions on the use of aid funds have 
tended to be more extensively applied by countries 
with world-wide aid programmes, such as Italy, 
Japan and, latterly, the United States-though not 
the Federal Republic of Germany-than by those 
which have concentrated their contributions on de
veloping countries with which they have close finan
cial, economic and cultural ties. Donor countries 
such as France and the United Kingdom, have, at 
least until recently, relied in varying degree on their 
special relationship with recipients to ensure that 
a large part of assistance would be used for purchases 
of the donor's products. Aid recipients have, in 
fact, tended to follow established patterns of trade in 
determining sources of procurement. This has notably 
been the case with respect to recipients of French 

aid which have particularly close commercial ties 
with France. 

80. Until the late nineteen-fifties, the United States 
Government did not apply formal procurement re
strictions except in the case of Export-Import Bank 
loans. In consequence of the deterioration of the 
balance of payments, restrictions were introduced in 
1959 and tightened in subsequent years. The tying 
provisions affect all procurements in other industrial 
countries and procurements under development loans 
in developing countries. In order to control the use 
made by recipients of certain cash contributions, the 
United States Government also instituted a system of 
restricted accounts to which such contributions are 
credited and it provides some other assistance in the 
form of irrevocable letters of credit. Purchases in 
developing countries from grant aid funds, however, 
continue to be allowed. Also, procurements from 
loans out of the Social Progress Trust Fund for 
Latin America may take place in any member country 
of the Organization of American States (OAS). As 
a consequence of the aid tying provisions, 80 per 
cent of all bilateral aid disbursements had, as of 
1962, been tied, and the proportion spent in the 
United States of aid given by AID to finance specific 
imports had increased from 41 per cent in 1959-1960 
to over 70 per cent in 1962-1963. Although aid tying 
has been successful in increasing aid-financed pro
curement in the United States, the over-all impact 
on the balance of payments may not have been quite 
as large as the shift in procurement suggests.12 

81. The United Kingdom generally does not 
formally tie its aid contributions to dependencies or 
its grants to newly independent countries. Loans to 
independent Commonwealth countries and to foreign 
countries are tied to the purchase of British goods. 
In 1962, the United Kingdom authorities took steps 
to ensure that official loans and grants to depen
dencies, to the extent that they were directly used to 
finance imports, would not be spent outside the 
United Kingdom unless British suppliers are unable 
to furnish the goods .. on reasonably competitive 
terms". 

82. French assistance to the independent African 
and Malagasy States, in so far as it is directly linked 
with imports, is tied to purchases in France or franc 
area countries. Local work on development projects 
must also be carried out by firms from the franc 
area. Assistance to overseas departments and terri
tories is not formally tied, while assistance to 
Algeria for specific capital projects is now tied to 
purchases in France. A substantial proportion of 
French assistance to Algeria as well as to dependencies 
and to the independent African and Malagasy States 
is in the form of cash contributions for budget 
support and general purposes, the use of which is not 
restricted. French contributions to countries outside 
the franc area consist primarily of technical assistance 
and of a few export credits which are, by their nature, 
tied. 

n This question is examined in some detail in the document 
entitled "External assistance and the balance of payments of donor 
countries" in this volume. 
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83. Loans granted by the IBRD, IFC, IDA and 
IDB are not tied and the agencies insist on inter
national competitive bidding for contracts financed 
under such loans. The main exception to the principle 
of untied assistance relates to the use of local currency 
subscriptions by the less-developed member countries 
of IDA and IDB which may not be utilized outside 
the contributing country without its consent. EDF 
assistance was until recently tied to procurement in 
EEC member countries; since early 1963, procure
ment in any member country of the Organisation for 
Economic Co-operation and Development has been 
permitted. 

84. Significant progress towards the elimination of 
aid tying would require a joint approach by all donor 
countries. As indicated earlier, the application of 
restrictions by one donor has tended to give rise to 
similar measures by other countries. For that reason, 
agreement on simultaneous action would seem to hold 
the best prospect for success. Liberalization of pro
curement practices would have to be undertaken by 
stages, since the sudden removal of all restrictions 
might have serious short-run effects on donors' 
balances of payments. At a minimum, donor countries 
might agree to waive procurement restrictions in the 
case of imports by recipients from other developing 
countries. The United States has made such arrange
ments with respect to imports under development 
grants. The United Kingdom, under the existing 
consultation procedures with respect to the use of 
assistance by dependencies, generally also permits 
the financing of imports from other developing 
countries. The French Government has also exempted 
from the aid tying provisions imports from developing 
countries in the franc area. If this approach were to 
be generalized, the developing countries might benefit 
both as importers and as exporters. 

85. As a first step towards reducing restrictions on 
procurement in other developed countries, donors 
might agree to untie a proportion of aid given under 
joint financing arrangements, such as consortia. A 
broader approach might consist of an agreement 
among donors to waive contractual procurement 
restrictions under certain specified conditions, such 
as the existence of unduly long delivery periods in the 
donor country. Eventually, it may become possible 
to introduce a system whereby waivers are granted 
on submission of proof by the recipient country that 
the goods it requires are not available in the donor 
country "on reasonably competitive terms" with 
respect to price, delivery date and other relevant 
factors. This procedure would probably induce most 
aid recipients to seek bids from several suppliers both 
within the donor country and outside it, a step which 
would in itself be beneficial. The possibility of losing 
contracts to foreign suppliers would oblige those in 
the donor country to trim costs and take greater 
pains to meet the special requirements of the aid 
receiving country. 

86. While liberal procurement procedures would 
clearly enhance the benefits of aid to the recipients, 
in certain circumstances the tying of aid may in 
practice be the only alternative to a reduction in aid 
contributions. There may also be cases where an 

increase in aid contributions is contingent upon the 
utilization of surpluses or idle capacity in the donor 
country. In such cases inflexible adherence to the 
principle of untied aid would be to the advantage of 
neither donor nor recipient. 

INTERNATIONAL CO-ORDINATION OF AID 

87. In view of the multiplicity of aid programmes 
and the growing number of developing countries 
which receive aid from several sources, the need 
for co-ordination of aid activities has been increasingly 
felt both by recipients and donors. Administrative 
resources in recipient countries are limited and the 
need to deal with each donor separately places a very 
considerable strain on these resources. Each appli
cation for aid usually involves a close examination of 
the prospective recipient's development plan, pro
grammes and resources and, if several donors are 
involved, there may be duplication of effort and time 
consuming consultations which are especially burden
some for the understaffed agencies of recipient 
Governments. The co-ordination of the projects of 
several donors also makes heavy demands on the 
recipient's administrative cadres. But even apart from 
these practical difficulties, the lack of consistency in 
the criteria employed by donors in selecting projects 
and determining terms of aid may lead to a mis
direction of efforts. For these reasons, among others, 
recipients have urged that more aid be channelled 
through multilateral agencies and that assistance under 
bilateral programmes be more closely co-ordinated 
by the donors themselves. 

88. Since all major donor countries are com
mitted to bilateral programmes, the approach to the 
problem of international co-ordination has been 
confined to efforts to harmonize national aid policies 
and practices. The Development Assistance Com
mittee (DAC) of the Organisation for Economic 
Co-operation and Development, on which the major 
donor countries are represented, has been set up 
as the chief instrument for the international co
ordination of aid policies. The Committee has 
provided a forum for the discussion of problems 
of common concern to aid donors. Its Annual Aid 
Review has enabled its members to subject each 
other's programmes and policies to close scrutiny 
and to search jointly for acceptable solutions of 
critical issues. DAC action on the operational side 
has consisted of the establishment of co-ordinating 
groups for some individual less-developed countries. 
The function of these groups has not necessarily 
been the assembling of financial contributions (as 
in the case of the more formal consortia); they have 
helped recipients in a variety of ways to ensure that 
the combined aid contributions of donors is related 
to their over-all needs and capacities. Similar groups 
have also been set up under the auspices of the 
IBRD. 

89. In a limited way, donor countries have co
ordinated some of their aid contributions under the 
so-called consortia in which several donors co-operate 
in the financing of a particular project or programme 
in an individual recipient country. These groups 
examine the financial requirements and plans of 
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their respective recipients and seek to meet them 
under their separate aid programmes. They have no 
formal machinery for centralizing contributions and 
each donor member negotiates the terms of his 
contribution directly with the recipient. Consortium 
financing originated as an ad hoc arrangement to 
consider the provision of additional resources for 
India's development plan during a severe balance-of
payments crisis. A second consortium was sub
sequently set up for Pakistan. In addition to these, 
which operate under the auspices of the IBRD, two 
consortia-for Turkey and Greece-were established 
by OECD. The experience of consortia has demon
strated the benefits of a joint examination of the 
recipient's development plan and policies, which has 
enabled each of the donors to dovetail his contribution 
as far as possible with those of the others so as to meet 
the recipient's over-all needs. 

90. The Alliance for Progress in Latin America 
and the Colombo Plan in South and South-East Asia 
represent, each in its own particular way, arrange
ments for the co-ordination of aid at the regional 
or sub-regional level. The Alliance, which was 
established under the auspices of the Organization 
of American States, stresses co-ordination of aid 
-given chiefly by the United States-with domestic 
efforts and policies in the recipient countries. Par
ticipants in the Colombo Plan include Australia, 
Canada, Japan, New Zealand, the United Kingdom 
and the United States and all the developing market 
economies of South and South-East Asia, except 
China {Taiwan). Apart from a small permanent 
Technical Co-operation Programme, the Plan does 
not provide a direct channel for external assistance, 
but acts as a clearing house for information and 
as a centre for consultation on development problems. 
Significant amounts of capital assistance have, 
however, been given by the developed member 
countries under the general auspices of the Plan. 
In fact, the independent Commonwealth countries 
-Australia, Canada and New Zealand-have de
voted a large part of their bilateral aid contributions 
to assist fellow members of the Colombo Plan.13 

91. Although efforts undertaken under the aus
pices of the DAC and other international organiza
tions have produced some tangible results, the 
international co-ordination of external assistance is 
still in its early stages. A common approach on 
criteria and methods, collaboration in the study of 
recipient's plans and policies, the establishment of 
more consistent terms and conditions and joint action 
with a view to liberalizing procurement procedures 
would contribute towards increasing the effectiveness 
of the aid effort. 

THE ROLE OF TECHNICAL ASSISTANCE IN AID 
PROGRAMMES 

92. Shortage of technical skills and of trained 
administrative and managerial personnel is a major 

13 The Indus Basin Development Fund is another co-operative 
venture in which a number of donor countries have combined with 
the IBRD to finance costs arising out of the division of the waters 
in the Indus basin between India and Pakistan under the Indus 
Waters Treaty. 

obstacle to progress in many developing countries. 
Moreover, inadequate knowledge of the resources 
and economic potential of a country limits the 
effectiveness of capital assistance extended to it. 
Technical assistance, therefore, plays a strategic role 
in economic development and in the aid programmes 
of all donor countries. Expenditures for technical 
assistance have increased several-fold during the 
past decade and, in 1962, about one-tenth of official 
bilateral aid contributions was devoted to this pur
pose. The United States, France and the United 
Kingdom have supplied the bulk of bilateral tech
nical assistance but, in recent years, many other 
donor countries have set up special agencies to 
administer their growing programmes in this field. 
At the same time, the United Nations Regular and 
Expanded Programmes of Technical Assistance and 
the United Nations Special Fund have increased 
and diversified their activities. 

93. Technical assistance mainly involves two 
types of operations: the provision of educational and 
training facilities for nationals of developing coun
tries, and the provision of foreign experts to advise 
Governments, to fill gaps in trained personnel and 
to undertake on-the-spot training of nationals of 
the recipient country. In addition, the United Nations 
Special Fund combines technical assistance with 
some supporting capital aid for pre-investment 
purposes, such as resource surveys, the establishment 
of training and applied research facilities and similar 
operations. 

94. The magnitude of technical assistance opera
tions in recent years may be gauged from an estimate 
of the Organisation for Economic Co-operation 
and Development according to which some 60,000 14 

technicians and experts were supplied to developing 
countries under bilateral programmes in 1962, while 
Governments of the developed countries gave financial 
support to approximately 40,000 students and 
trainees from developing countries. In addition, the 
technical assistance programmes of the United 
Nations financed 5700 fellowships and provided 
over 5000 experts in that year. Private organizations 
and consulting firms have likewise engaged in this 
field of work. 

95. In view of the present scale of activities, re
cruitment of suitable personnel has become in
creasingly difficult. Donor countries, which by virtue 
of their former responsibilities for colonial adminis
tration have experts and administrators with ex
perience in overseas service, have used these experts in 
so far as they have been suitable for work under the 
changed conditions in recipient countries. Other donor 
countries which have not had such experienced 
manpower to draw upon have been obliged to recruit 
in competition with domestic employers or to engage 
staff under short-term contracts. Governments have 
called upon universities, technical schools and 
education authorities to second staff, but such 
secondment has necessarily been for limited periods 
only. Efforts have also been made to associate 
industry with technical assistance operations. Some 

14 Around two-thirds of this total represent French technical 
assistance personnel serving chiefly in Africa. 
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countries have contemplated the establishment of a 
career service for technical assistance, but the pros
pects of a career in this field have been considered to.o 
uncertain to attract the type of people needed for this 
kind of work. 

96 In technical assistance, as in capital aid pro
gr~mes, there is a need fo: cl'!ser intern~tional 
co-ordination of efforts. Baste differences m the 
approach and techniques e~ployed and ~a~ght by 
individual donors are confusmg to the reCipient and 
are likely to reduce t~e e~ectiveness o~ the total 
aid given. Moreover, m view of the .difficulty of 
recruitment, duplication and overlappmg of pro
grammes within an individual recipient country 
are a wasteful use of the available resources. 

97. In many cases, technical and financial as
sistance need to be combined to achieve best results. 
Recipient countries frequent!,;: lack b~sic facilities 
as well as qualified staff, and m these circu~stances 
the provision of some capital for the e~tabhshment 
and equipment of schools, demonstratiOn. cent~es, 
clinics and hospitals, or even small plants m which 
new techniques may be demons~rated, ~ould gr~atly 
increase the impact of the techmcal assistance giVen. 
For that reason several donor countries have set aside 
funds for dev~lopment grants out of which both 
basic capital expenditures and technical assistance 
are financed. 

98. No less important than the provision of 
capital to strengthe~ tech~ical as~istanc~ work is the 
integration of techmcal wtth capit.al asststance at. all 
stages of the execution . of an mvest~.ent proJect 
and beyond that, if reqUired, th~ provisiOn of ~em
porary assistance in the opera~10n of the proJ~ct. 
The shift from private to public sources of capital 
for development financing has. di~orced. the tran~fer 
of capital from any automatic hnk wtth techmcal 
and managerial skills, which are ?losely. integrated 
in private direct investment financmg. Smce know
how and technical skills are essential elements of a 
successful investment operation, it is important 
to devise ways for combining public financing with 
the provision of the necessary skills. To some extent, 
this is in fact done, especially under the programmes 
of France, the United Kingdom and the Netherlan?s, 
in so far as they are directed towards dependencies 
and associated countries. But especially in cases 
where several donors of capital are involved, the 
technical assistance aspect of operations is often 
not adequately covered and co-ordinated. The prob
lem needs to be reviewed both in the context of co
ordination within the individual donor's programme 
and in that of international co-ordination. 

MEASURES TO INCREASE THE FLOW OF 
EXTERNAL FINANCE AND TO IMPROVE 

ITS TERMS 

INCREASING THE FLOW OF AID TO DEVELOPING 
COUNTRIES 

99 Aid makes demands on government budgets 
and ·domestic output in donor countries and it is 
potentially a charge on their balance of payments. As 

long as aid programm.es were margin~ in the eco
nomies of donor countnes or a reserve of Idle resources 
was available, the necessary domestic adjustments did 
not place a significant burden on their citizens. But 
over the past decade, the programmes <?f several 
donor countries have expanded to the pomt where 
their domestic economic impact has ceased to be 
negligible, especially since the economies of the 
majority of countries have operated close to full 
employment levels in recent years. In these circum
stances a further increase of aid would necessarily 
have st;onger repercussions on domestic consumpti?n 
or investment. Moreover, several donor countnes 
have experienced balance-of-payments difficulties of 
varying degree of severity, which have been aggra
vated to some extent by the provision of certain kinds 
of aid.1& In view of these domestic and external 
pressures, Governm~nts . have bec~m~ cautious in 
requesting increases m rud !lppropna~wns. In some 
countries the reluctance to mcrease aid programmes 
has also' stemmed from a desire to reduce public 
expenditures and taxation even though resources were 
not fully employed. 

100. The developed countries have, by a resolution 
of the General Assembly of the United Nations, 
set a joint target to raise their contribution so as 
to attain at an early date a level of l per cent of 
their combined gross national prod~ct. As indicate~ 
earlier progress towards the achievement of this 
goal a'ppears to have been arrested in the past two 
years and the attainment of the target ~ay .there
fore require several more years. An exammatlon of 
possible measures t? accelera~e progre~s wo~ld cle~rly 
be desirable. In this connexton, consideratiOn might 
be given to the feasibility of donors pledg~ng a pro
portion exceeding I per cent of future mcrements 
of output for development aid. This approach 
would have the very considerable advantage . of 
involving no sacrifice of current levels of consumption 
and investment in donor countries and it would also 
facilitate the transfer problem since increases in aid 
would be directly linked with increases in domestic 
output. 

101. The need for action to accelerate the fl.ow 
will be the greater if a scheme for the comp~nsat~on 
of losses resulting from the long-term detenoratwn 
of terms of trade is initiated. As indicated earlier, 
the amount of funds required for such a scheme 
might be very substantial and compensatory finance 
would need to be additional to the resources trans
ferred under aid programmes to make a real con
tribution to the recipients. 

102. Various proposals have been put forw.ard for 
the utilization of surpluses for development atd. The 
United States programme for the transfer of food sur
pluses to developing countries under Public Law 480, 
which has been described earlier, has already made 
an important contribution. Canada an~ Australia 
have contributed foodstuffs for economic develop
ment under the Colombo Plan, and in recent years, 
the Federal Republic of Germany has also supplied 

n For a discussion of the impact of aid on the donor co~try's 
balance of payments, see United Nations,. "f.X;tern~l asststance 
and the balance of payments of donor countnes m thts volume. 
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some small amounts of surplus agricultural products 
for economic assistance. The World Food Pro
gramme established under General Assembly Reso~ 
lution 1714 (XVI) represents a co-operative effort to 
utilize food surpluses for economic development in 
which both developed and developing countries partici~ 
pate as donors. In the light of experience to date, 
an expansion of the programme is contemplated.16 

103. A first approach to the utilization of idle 
capacity for economic aid was recently made by the 
Government of the United Kingdom, when it an
nounced in 1962 that additional development loans 
would be made available for purchases from specified 
British industries which possessed idle capacity. A 
number of credits have already been granted under 
this plan. Measures along similar lines might be 
considered for adoption by developed countries as an 
instrument of anti-cyclical policy. While such ad
ditions to regular aid allocations are necessarily tied 
to exports from the donor country, they can none the 
less make a valuable contribution to the financing 
of development, especially if basic aid programmes 
provided an adequate amount of untied aid to 
permit flexibility in the use of the aid granted to 
any one recipient. 

I 04. In the event of the conclusion of a world
wide agreement on a reduction of military expendi~ 
tures, a substantial proportion of capacity in heavy 
industry would become available for civilian pro
duction. In these circumstances, a significant increase 
in public expenditure on aid could be effected without 
imposing a new burden on taxpayers or productive 
capacity of the donor countries. 

105. Military budget expenditures of the major 
donor countries in 1957-1959 were within the range 
of 4 to 10 per cent of their gross national products. 
A reallocation of only 10 per cent of budgetary de
fence expenditures to economic aid would probably 
more than double the present flow of aid to de
veloping countries. Furthermore, a reduction in 
military establishments in the developing countries 
themselves would enable them to step up their de
velopment effort. As was noted by the Consultative 
Group on Economic and Social Consequences of 
Disarmament appointed by the Secretary-General 
of the United Nations, special measures might be 
required to ensure that some of the resources released 
from arms production would be channelled into 
development aid.H 

106. The provision of financial and technical aid 
has only recently become a generally accepted feature 
of international economic relations and its implica
tions and purposes are often not adequately under
stood by the public in donor countries. An effort 

16 The issues raised by and the potential scope of food aid for 
economic development are discussed in some detail in United 
Nations, "Food aid and other forms of utilization of agricultural 
surpluses" in Vol. III. 

17 In the words of the Committee, "Because the competing claims 
in developed countries are also urgent there is a serious possibility 
that the financial resources released by disarmament might be 
rapidly absorbed by purely national aims. It is therefore desirable 
that an appropriate proportion of these resources should be allocated 
to international aid in its various forms simultaneously with their 
use for domestic purposes." United Nations, Economic and Social 
Consequences of Disarmament (Sales No.: 62.IX.l), p. 51. 

to increase public understanding of the issues involved, 
notably of the long-term character of the problem of 
overcoming economic backwardness, would be an 
important first step towards public acceptance of the 
increasing burden which expanding aid programmes 
entail. 

107. The flow of resources to developing countries 
is affected not only by policies and economic con
ditions in donor countries but also by the circum
stances of the recipient countries. A country's ability 
to absorb loans on "hard" terms depends of course 
upon its capacity to service such loans out of increased 
output and exports. Since much capital is required at 
least in the first stages for the development of a 
suitable infra-structure, a relatively high proportion 
of capital must consist of donations and "soft" loans. 
There are, however, limits to the amount of additional 
capital which a low-income country can effectively 
employ for development at a given time. These limits 
depend, of course, on the definition of "effective 
employment of capital" which is applied. Since the 
flow of official funds is not determined by market 
forces, the donor country itself sets the standard of 
"effective employment" of capital or the "yield" in 
terms of output or indirect benefits which it expects 
the capital to produce and it guides itself accordingly 
in determining the amount of aid it is willing to grant 
in the form of donations or "soft" loans. In view of 
the fact that the supply of aid, and especially of 
donations and "soft" loans is limited, donors are 
obliged to apply fairly stringent standards of "effective 
employment of capital" in allocating aid. Technical 
assistance in project elaboration as well as in develop
ment planning has played an increasingly important 
role in enlarging the recipients' capacity to utilize 
external capital effectively. 

108. The contribution of foreign long-term capital 
to economic development has, to some extent, been 
offset throughout the post-war years by a steady 
outflow of short-term funds from the developing 
countries. There are considerable difficulties in 
ascertaining the magnitude of this outflow since much 
of it has either not passed through official channels 
or has been in a form which renders identification 
difficult. A large part of the flow is therefore assumed 
to be included in the "errors and omissions" item of 
the balance of payments of developing countries. 
As Table 1-23 shows, the recorded outflow of short
term funds (changes in short-term assets) from the 
developing countries for which data are available has 
amounted to only some $600 million during the 
ten-year period 1952-1961. The errors and omissions 
Jtem of balances of payments, on the other hand, has 
shown for the same period a net outward movement 
of funds of almost $2.9 billion. This excludes a 
substantial proportion of the transaction of franc area 
countries with metropolitan France; the errors and 
omissions item of the balance of payments of France 
with overseas franc area countries has shown a net 
flow to France 18 of the order of $4 billion for the five 

1a The large unrecorded flow of funds from the overseas franc 
area, which attained $1.5 billion in 1961 and is thought to have 
risen funher in 1962, has reflected primarily transfers by French 
residents in Algeria and elsewhere in Africa. 
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TABLE 1-23 
Reported private short-term capital flows from developing 
countries and errors and omissions in their balance of payments, 

1952-1961 :• Cumulative total 
(In millions of dollars) 

Item 1952-1956 1957-1961 1952-1961 

Short-term assets 
Latin America -314 -262 -576 
Sterling area -110 116 6 
French franc area . 12 -92 -80 
Other -6 28 22 

TOTAL -418 -210 -628 

Net errors and omissions 
Latin America -845 -1 711 -2 556 
Sterling area 234 -101 133 
French franc area . -408 -559 -967 
Other 463 72 535 

TOTAL -556 -2299 -2 855 
Total funds 

Latin America -1159 -1 973 -3132 
Sterling area 124 15 139 
French franc area . -396 -651 -1047 
Other 457 100 556 

ToTAL -974 -2 509 -3 484 

Estimated French franc area 
not included aboveb . -3 500 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat. based on data from the International Monetary Fund. See 
also United Nations document "Flow of Private Capital from Developing to 
Developed Countries" in this volume. 

a The country coverage for 1957-1961 is larger than that for 1952-1956. No 
sign indicates a net inflow of funds; a minus sign, net outflow. 

b Based on the errors and omissions item of the balance of payments of metro
politan France with overseas franc area countries. 

years 1957 to 1961 alone. Of this amount only some 
$600 million has originated in countries included in 
the table. The total flow of short-term funds, including 
the errors and omissions item, is thus likely to have 
exceeded $7 billion over the ten-year period. 

109. The net outflow from countries other than 
those in the franc area has been of the order of $2.4 
billion. Latin America alone has recorded an outflow 
of $3.1 billion, while other developing countries have 
recorded a net inflow of short-term funds including 
unrecorded transactions during the period 1952-1961 
taken as a whole. It may be noted that the outflow 
of short-term capital from Latin America was equiv
alent to over 30 per cent of the net flow of long
term funds to the region during the same period. 
The outflow of capital from the overseas franc area 
was primarily the result of special circumstances, 
notably the events leading up to the establishment 
of Algeria as an independent State. It may be ex
pected that the flow will taper off now that political 
stability has been restored. The problem in Latin 
America is of a different kind. The outflow of funds 
has proceeded without interruption for a decade or 
more in spite of the fact that many of the countries 
which have recorded a significant outflow have main
tained restrictions on foreign exchange transactions. 
Capital flight has frequently been enhanced by politi
cal instability, the effects of domestic inflation and 

by repeated exchange rate depreciation. The solution 
is therefore closely bound up with the solution of the 
region's broader economic and financial problems, 
though undoubtedly improved administration of tax 
and foreign exchange programmes could materially 
reduce the magnitude of the outflow. The ability of 
recipients of flight capital to stem or reverse the inflow 
of funds is limited, especially since a substantial part 
of such transfers is made in a form which precludes 
identification of origin. Any attempt to mobilize 
flight capital for economic development would be 
faced with similar difficulties. In any event the utili
zation of such funds for the financing of development 
would require vigorous action by Governments in the 
countries of origin of the funds in addition to appro
priate co-operation by countries receiving flight 
capital. 

THE FINANCIAL TERMS OF AID AND THE PROBLEM 
OF THE RISING DEBT SERVICE BURDEN OF DEVELOP

ING COUNTRIES 

110. It has been estimated that the outstanding 
external public and publicly guaranteed debt of 
developing countries amounted to over $24 billion at 
the end of 1962 of which $17 billion had actually been 
disbursed.19 The servicing of that debt involved 
annual payments of some $900 million for interest 
and $2.1 billion on account of amortization. The total 
"debt service burden" of $3.0 billion was equivalent to 
over 10 per cent of export receipts in 1962. In addi
tion to the servicing of public and publicly guar
anteed debt, developing countries have to make 
provision for the financing of income payments on 
private direct foreign investment. For the developing 
countries as a whole, payments of direct investment 
income (including reinvested earnings) were twice as 
large as interest payments in 1961, and for some 
regions, notably Latin America, they were relatively 
much larger. Such equity income is, of course, vari
able, and since a large proportion of direct investment 
is in export industries, income tends to vary with 
export receipts. Data for Latin America-the only 
region for which consistent statistics on direct invest
ment income are available for a number of years-bear 
this out (see Table 1-24). In all but two of the years 
between 1951 and 1960, changes in direct investment 
income were in the same direction as those in export 
receipts. On the other hand, payments of other 
income, primarily payments of interest, rose almost 
without interruption as the external fixed interest 
debt increased. From 1951 to 1960 such payments 
more than trebled, while direct investment income 
was not significantly higher in 1960 than in 1951 
despite the fact that United States owned direct 
investment assets in the region, which account for the 
bulk of the total, almost doubled in the intervening 
years. It may be noted that, if the proportion of foreign 
direct investment flowing into sectors catering to the 
domestic market increases, the link between export 
receipts and dividend transfers may become weaker 

1 9 Based on an estimate of IBRD. The data on disbursed and 
undisbursed portions refer to developing countries including Spain, 
Turkey and Yugoslavia which are not treated as developing countries 
in other parts of the present chapter. 
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TABLE 1-24 
Latin America:• Export receipts and investment income 

payments, 1951 to 1960 
(In millions of dollars) 

Investment income 

Direct 
investment 

Year Exports incomeb Other' 

1951 7 021 -882 -69 
1952 6 387 -838 -76 
1953 6 940 -789 -107 
1954 7 363 -791 -119 
1955 7 454 -931 -113 
1956 8072 -1170 -138 
1957 8 265 -1 377 -149 
1958 7750 -1 011 -165 
1959 7 736 -886 -223 
1960 8 049 -931 -265 

Source: International Monetary Fund, Balance of Payments Yearbook, Vols. 8, 
12, 13 and 14. 

a Excluding Cuba. 
• Includes reinvested earnings. This is appropriate since changes in exports 

would affect total direct investment income, all of which is a potential burden 
on the balance of payments, regardless of what proportion may actually have 
been transferred. 

e Includes interest paid on loans not only from foreign private sources but 
also from foreign official lending institutions. 

and the burden of transferring such income may 
increase considerably more than in the past decade. 

111. In the years to come, the burden of servicing 
public and publicly guaranteed debt will certainly 
increase. The rate of disbursement of long-term loans 
rose considerably in the latter part of the nineteen
fifties and, while such loans have frequently been 
granted with grace periods of up to five years, the 
flow of repayments will necessarily increase as the 
grace periods finish. A number of developing coun
tries, moreover, have made extensive use in recent 
years of relatively short-term credits to finance im
ports, and for these countries debt repayment is 
expected to rise steeply in the next five years. Accord
ing to a survey of the IBRD 20 relating to amortization 
schedules, thirteen developing countries which account 
for close to half of the total outstanding debt will be 
repaying over the next five years two-fifths or more of 
their public external debt. In addition to "long-term" 
debt, that is, debt repayable over periods exceeding 
one year, the developing countries have also large 
outstanding short-term liabilities, which must be 
settled within a year. Such short-term liabilities 
amounted to $4.6 billion at the end of 1962, which 
was equivalent to 40 per cent of their total gold and 
foreign exchange assets (see Table 1-25). 

112. The targets for the United Nations Develop
ment Decade imply a steady rise in the net flow of 
funds from the developed to the developing countries. 
If the developed countries were to raise their net 
capital contribution to the suggested target of 1 per 
cent of their combined gross domestic product and 
were to maintain that rate of resource transfer to the 

10 International Bank for Reconstruction and Development, 
Economic Growth, Foreign Capital and Debt Servicing Problems of 
the Developing Countries (Washington, D.C., 1963). 

end of the decade, the rising net loan disbursements to 
the developing countries would result in a doubling 
of the external public debt by 1970 unless the pro
portion of donations or grant-like contributions were 
to increase. 

113. A doubling of the external debt would 
greatly increase the domestic burden of servicing it. 
Indeed, the transfer of debt service payments on a debt 
of that magnitude might be impracticable unless 
exports were to increase much faster than output in 
the recipient countries, or unless amortization 
schedules and interest charges on the new loans were 
to be made much more favourable than in the past. 

114. The approach to the problem of easing the 
burden of servicing the external public debt needs to 
take into account both amortization schedules and 
interest charges. For the short run, some countries 
will require consolidation credits to lengthen repay
ment periods of relatively short-term debt which is 
repayable within the next few years. A lengthening of 
grace periods on new loans is also needed to provide 
debtors a "breathing space" during which old debts 
may be repaid. At the same time a reduction in 
interest charges and a lengthening of maturities of 
new loans will be necessary to improve the composi
tion and reduce the average annual servicing cost 
of the public debt. 

115. In determining terms, donors have applied 
the principle that "hard" loans are appropriate for 
revenue-producing projects, while infra-structure pro
jects require loans on more lenient terms. It is only 
in the recent past and under the impact of growing 
external-payments difficulties of developing countries 
that donor countries have begun to take account 
of the recipient's general economic situation and 
balance-of-payments position in determining lending 
terms. 

116. There has been a natural reluctance on the 
part of donors to depart from "hard" lending terms. 
This reluctance has stemmed partly from the cost 
involved in subsidizing interest rates and partly from 
a feeling that "soft" terms granted without regard to 
the nature of the project to be financed might produce 

TABLE 1-25 
Developing countries: Outstanding short-term foreign liabilities" 

and gold and foreign exchange reserves, 1961 and 1962 
(In millions of dollars) 

Short-term liabilities 
Gold and foreign 
exchange reserves 

Region 1961 1962 1961 1962 

Africa . 451 569 3 580 3 536 
Latin America 2 832 3 036 3 155 2 710 
West Asia 350 366 1 344 1 552 
Far East . 554 662 3 817 3 678 

TOTAL 4187 4 632 11 896 11 476 

Source: Bureau of General Economic Research and Policies, based on data 
communicated by International Monetary Fund (Washington, D.C.). 

a Excluding liabilities in local currencies arising from sales of United States 
surplus agricultural commodities, and liabilities to multilateral institutions 
arising from subscription payments. 
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distortions in the allocation of resources. In addition, 
some donor Governments have subsidies, while 
domestic recipients of government loans continued to 
be charged the full market rate. 

117. Various suggestions have been made to meet 
both the recipients' need for loans on more lenient 
terms, and some of the donors' difficulties or ob
jections. One approach consists of combining "hard" 
loans for directly productive projects with donations 
or "soft" loans for other purposes in such a way as 
to arrive at an average borrowing cost that is within 
the means of the borrower. However, unless a single 
donor is involved in the financing of several projects, 
it would be necessary to co-ordinate the transactions 
of several donors in order to obtain the appropriate 
combination of terms. This has been done to some 
extent under the consortia but an attempt to gen
eralize such arrangements would probably meet with 
objections from those donor countries which nor
mally provide assistance on relatively easy terms and 
which would in fact be subsidizing the interest 
charges of other countries. 

118. Another possibility that has been successfully 
tried by IDA and AID consists of the granting of 
loans on "soft" terms to borrowing Governments, 
which then relend the funds on commercial terms for 
investment in domestic enterprises. In this case, 
normal interest and amortization are repaid in 
national currency by the enterprise to the local Govern
ment, which in turn transfers to the foreign lender 
only the amount stipulated under the original loan 
agreement. 

119. A third method for easing lending terms, 
one which has been used by the United Kingdom 
Government, consists basically of a temporary waiver 
of interest payments under certain conditions set out 
in the loan agreement. Under this arrangement the 
waiver of interest payments during a given period 
has the effect of reducing the total cost of servicing 
the loan. 

120. Apart from such special arrangements, 
donors have generally tended towards granting loans 
with lower interest rates and longer grace periods and 
maturities. It has been noted earlier in this report 
that the proportion of loans carrying interest at less 
than 3 per cent increased substantially from 1961 to 
1962; at the same time the proportion granted with 
maturities of over thirty years also increased. 

121. While measures to ease the financial terms of 
official loans have begun to show results, the tendency 
towards excessive short-term borrowing at relatively 
high interest rates remains a threat to the external 
solvency of some developing countries. A large part 
of such borrowing has been in the form of guaranteed 
export credits. In a majority of donor countries, 
Governments operate export credit guarantee or 
insurance schemes.21 To the exporting countries these 
facilities are essentially an instrument of export 
promotion. But the underwriting by Governments 
of certain export risks facilitates the financing of a 
given transaction not only for the exporting country 

"'For a description of these schemes, see United Nations mimeo
graphed document E/C.5/64. 

but also for the importing country which may not 
otherwise be able to obtain the necessary accom
modation on relatively reasonable terms, especially 
if it is a developing country. In that sense credit 
guarantees may be considered a form of assistance. 
But such credits carry interest at commercial rates to 
which a premium for the insurance coverage is added. 
This premium varies with the magnitude and nature 
of the risks covered, and the credit is for the most 
part of less than five years' duration, although there 
has recently been a lengthening in maturities. 

122. Because of the relative scarcity of long-term 
funds and the inadequate growth of export receipts, a 
number of developing countries have made extensive 
use of export credit facilities to finance imports of 
equipment and materials needed for investment 
projects. The resulting growth of relatively short-term 
debt and the relatively high interest charges have 
aggravated an already difficult debt-servicing problem 
in the countries concerned. Guaranteeing bodies in 
evaluating applications for credit have tended to 
employ criteria which differed from (and were perhaps 
less rigorous than) those employed by public lending 
agencies-or for that matter by the same body in its 
capacity as official lender. 

123. Governments in donor countries, while 
concerned about the dangerously high level of short
term indebtedness of some developing countries, have 
been reluctant to intervene in the day-to-day opera
tions of export credit guarantee schemes. However, by 
determining the guarantee cover available for exports 
to particular countries, they have been able to place 
a ceiling on credits to countries approaching the 
limits of their "creditworthiness". Closer co-ordina
tion of the criteria and operations of official lending 
agencies and guaranteeing bodies could help check 
at an early stage the deterioration of the debt-servicing 
position of some developing countries. 

Co-ORDINATION OF TRADE AND AID 

124. The decision of the Preparatory Committee 
to include the co-ordination of trade and aid among 
the items to be discussed at the Conference on Trade 
and Development bears witness to the world com
munity's growing concern with this question. Interest 
in the co-ordination of trade and aid stems from 
increasing concern with trade expansion and from 
the realization that, in this field, the effectiveness of 
official aid and private capital can be especially great. 
Here, external finance can play a role, the strategic 
importance of which far exceeds its value as a finan
cial contribution to the over-all capital needs of the 
developing countries. 

125. There are two aspects to the question of co
ordination of aid with the trade needs of developing 
countries: the co-ordination of aid with the import 
requirements of recipients so as to yield the largest 
volume of real external resources of a kind and on 
terms that will contribute most effectively to their 
economic development; and the channelling of aid 
into activities which will enhance the expansion of 
their exports. Although the second aspect is, in fact, 
implicit in the first, it is treated separately and in 
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some detail in the present section because of its 
special relevance to the Trade Conference. 

Aid in relation to imports 

126. Table 1-13 above has shown that the flow of 
external resources has increased more rapidly during 
the past decade than the imports of developing coun
tries. Official bilateral and multilateral contributions 
alone have increased from the equivalent of less 
than 10 per cent of imports in 1951-1955 to some 
17 per cent in 1962. As the importance of aid con
tributions as a source of import finance has grown, 
certain policies of donor countries and restrictions 
imposed by them have affected a widening area of 
the import trade of recipients. 

127. As has been noted before, the majority of 
donor countries restrict the use of aid contributions 
with respect to sources of procurement and the outlays 
to be financed. Procurement restrictions may involve 
purchases at prices above those of suppliers outside 
the donor country and even above those of buyers 
for cash within the donor country itself. Such re
strictions may also oblige aid recipients to purchase 
equipment which is not entirely suited to their needs 
or which involves unnecessarily high operating costs. 
Such factors reduce the real benefits from aid and 
may involve a waste of financial resources. Greater 
flexibility of procurement procedures would, in these 
circumstances, make for a better co-ordination of 
aid with the trade needs of developing countries. 

128. The predominant practice of confining capital 
aid to identifiable import requirements for investment 
projects, while understandable from the standpoint 
of ensuring that funds will not be wastefully em
ployed, has none the less failed to take account of 
certain important trade problems of the recipient 
countries. For instance, even though the recipients 
may have no difficulty in financing local costs, the 
effect of an increase in domestic expenditure on 
general import requirements may constitute a sub
stantial burden on the country's own foreign exchange 
resources. While it is clearly desirable that the re
cipient's own resources should be associated with the 
financing of a given project, the provision of some 
additional assistance to finance general import 
requirements may frequently be necessary to permit 
the investment to take place. 

129. The concentration on the financing of capital 
goods imports has also tended to leave out of account 
special needs, particularly of the industrially more 
advanced developing countries, for external resources 
to finance certain elements of circulating capital, in
cluding fuels, stocks of imported materials and spare 
parts for machinery. While short-term credits are 
usually available for such purposes, countries with 
an expanding industrial sector may require additional 
funds on a longer-term basis in order to make full 
use of their expanding capacity. Facilities to meet 
this need would be a valuable addition to the existing 
instruments for development financing. 

130. The provision of technical assistance along 
with capital aid is yet another way in which the co
ordination of aid in relation to imports may be im
proved. Materials and equipment are only one 

component of the requirements for an investment 
project. The efficient use of such imports, both in the 
implementation phase of a project and in its opera
tion, requires skills which may be scarce in the 
recipient country. In these circumstances, the provi
sion of technicians and training facilities for local 
manpower needs to be combined with capital in order 
to enable the recipients to obtain the best results from 
the goods supplied to them. 

131. Finally, as already discussed, measures to 
adapt the financial terms of aid to the recipient's 
circumstances will render aid more effective and will 
enable the recipient countries to increase the import 
capacity of their foreign exchange receipts. 

Aid and the expansion of exports 

132. The importance of aid to the export economy 
of developing countries resides in the strategic role 
of exports in economic development. Exports are 
the main source of foreign exchange and through them 
the developing countries are able to procure the goods 
and services required for their economic development 
and to service their external debt. An acceleration 
of the growth of exports is therefore crucial to the 
attainment of their social and economic objectives. 

133. Official grants, loans and technical assistance 
as well as private investment serve the needs of trade 
expansion in several ways. They can be employed 
in the development and expansion of productive 
capacity in both new and traditional export sectors 
and in establishing and maintaining foreign markets 
for the output of these sectors.22 

134. In the traditional export sectors of develop
ing countries-the sectors producing primary com
modities-private external financing has played a 
major role in the past in developing export capacity. 
Since prospective world demand for many primary 
commodities clearly does not afford an adequate basis 
for solving the trade problems of these countries, the 
main emphasis in co-ordinating trade and aid policies 
has in recent years shifted to other sectors. Never
theless, some scope remains for various forms of 
external assistance to traditional export industries, 
particularly in raising productivity and in assessing 
the market prospects for particular products. 

135. The Food and Agriculture Organization of 
the United Nations (FAO) assists the development of 
export capacity in the field of primary commodities, 
notably rubber, coffee and cocoa, meats, hides and 
skins and forest products and others. The United 
Nations Special Fund devotes a large proportion 
of its resources to agricultural development, some 
of these resources being concerned with export pro
jects. In the mineral field, a particularly important 
contribution made by external aid is in the search for 
new resources, as for example, the aid provided by the 
Special Fund in its various mineral surveys. Aid in 

22 This section does not examine the role of aid in financing the 
exports of developing countries, a topic which is dealt with in the 
section of this chapter entitled "Export credit and insurance as an 
instrument of trade expansion". The present chapter also excludes 
consideration of the aid component of commodity stabilization 
schemes and other similar financial benefits that market prices alone 
would not provide. 
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the transportation field may similarly contribute to 
the expansion of trade in primary products. When 
such projects pass from the survey to the investment 
stage, the International Bank for Reconstruction and 
Development (IBRD) may be able to lend massive 
support. Bilateral programmes of capital aid and 
technical assistance are making similar contributions 
to the development of export capacity in the traditional 
sectors. 

136. When estimating aid requirements for the 
coming years, however, it is in the field of manu
facturing industry that particular emphasis is now 
being placed by many Governments, particularly in 
Asia and Latin America. Several Asian countries, for 
example, are planning for marked increases during 
the current decade in their non-traditional exports, 
particularly of manufactures. The Working Party 
on Economic Development and Planning, reporting 
to the Economic Commission for Asia and the Far 
East on the result of its eighth session, noted that 
although primary exports will remain for some time 
the major source of foreign exchange and should 
continue to be promoted, increasingly great emphasis 
needs to be placed on exports of manufactures.23 
This point of view is shared by the Governments 
of many Latin American countries and other regions. 
The focal point of these interests within the United 
Nations is the Committee for Industrial Development. 

137. It is generally agreed, however, that the 
industrial field as a whole has not yet received assist
ance on the scale required for the promotion of 
exports. The United Nations Special Fund has re
ported, for example, that very few requests in the 
field of manufacturing have been received. In the 
United Nations Expanded Programme of Technical 
Assistance for 1963-1964, assistance in the manu
facturing field as a whole, both export and non-export, 
accounts for only about 6 per cent of the total pro
gramme.24 Under the United States bilateral pro
gramme, only 11 per cent of all technical assistance 
experts worked in the field of industry and mining; 
however, the proportion of trainees and fellows from 
developing countries who came to the United States 
for training in industry or the study of industrial 
problems was considerably larger. Since external 
assistance can be of great value in helping to promote 
manufacturing exports, more needs to be done to 
take full advantage of all the available opportunities. 

138. To ensure that export capacity is developed 
and utilized as fully as possible, close co-operation 
between Governments and enterprises engaged in the 
promotion of exports is necessary. This is true even 
in the countries most advanced economically, where 
business enterprises are generally better able than 
in less-developed countries to undertake export pro
motion independently of government support. In the 
developing countries, therefore, the need for official 

23 United Nations, Economic Bulletin for Asia and the Far East, 
Vol. XIV, No.3 (New York). 

•• Mining is also included. The percentage becomes about 24 per 
cent if other activities related to industrialization are included, such 
as general economic planning, energy production, transport, building 
and industrial relations. See United Nations mimeographed docu
ment E/C.5/34/Add.6. 

trade promotion measures is especially great; al
though some export products are readily sold abroad, 
the development and exploitation of markets, espe
cially for new export products, encounters many 
obstacles, such as unfamiliarity with foreign tastes, 
trading channels, sales methods and size of market 
for particular products. Overcoming these obstacles 
may be a costly matter, involving major expenditures, 
and the view is sometimes expressed that even the 
larger developing countries cannot afford expendi
tures on the scale required. The very magnitude of 
the problem may discourage some of the less-developed 
countries from taking full advantage of the existing 
opportunities to promote their export trade. In view 
of the vital importance to developing countries of 
expanding their exports, the use of financial aid and 
technical assistance in support of trade promotion 
activities needs to be encouraged. 

139. Such support, particularly in the form of 
technical assistance, can be of considerable value to 
developing countries in organizing official trade 
promotion services, in formulating policies to promote 
export trade and in implementing the policy measures 
adopted by Governments. Support can be given, on 
the basis of experience gained in developed countries, 
to the development of market research services for 
seeking out opportunities for export sales, not only 
of industries already in existence, but also of potential 
industries which are the subject of pre-investment 
surveys. In addition, support can be given to the 
establishment of information services which give 
guidance to export enterprises in designing products 
and packaging, in maintaining control over standards 
of quality, in the choice of marketing channels, in 
the selection of sales methods, and in the provision 
of information regarding shipping and customs 
procedures. 

140. The Governments, as well as the larger 
export enterprises and State trading organizations, of 
developed countries have considerable experience in 
these fields, and much of this experience can readily 
be adapted to serve the needs of developing countries, 
as has been demonstrated by the successful technical 
and financial assistance rendered in the past. Never
theless, such assistance has limitations which need 
to be recognized; it pertains mainly to operations of 
a purely technical nature, while success in trade 
promotion depends not merely on the use of efficient 
techniques but also on the initiative and drive of 
exporters and of the government services supporting 
them. 

141. The various United Nations programmes of 
technical assistance provide, at government request, 
expert advisers and fellowships in the field of trade 
promotion. Occasional assistance is also provided 
under the United Nations Programme for Opera
tional and Executive Personnel (OPEX), which 
enables foreign experts to serve within the govern
ment services of developing countries. In addition, 
a number of regional and inter-regional training and 
advisory projects have been proposed. 

142. Support to trade promotion activities of 
countries in their regions ranks high among the 
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activities of all the regional economic commissions of 
the United Nations. The GATT, in co-operation with 
the United Nations Programmes of Technical Assist
ance, is also active in this field. Support to trade 
promotion activities is also provided under bilateral 
programmes, but comprehensive information is not 
available concerning the magnitude of such aid. Some 
Governments have noted, however, that fewer 
request for technical assistance in trade promotion 
were received than had been anticipated. 

Aid for promoting tourism 

143. International tourist expenditures, currently 
amounting to about $8 billion a year, are the largest 
single item in world trade and are growing markedly 
as income levels rise. Although at present these 
expenditures are made mainly in developed areas, 
it is recognized that their growth and magnitude 
afford opportunities to many developing countries 
for improving their balance-of-payments positions 
and promoting the growth of new domestic industries. 
The extent to which developing countries can take 
advantage of these opportunities could be increased 
if their intensified planning efforts and investments in 
these fields were supplemented, as appropriate, with 
financial and technical aid from abroad. This is partly 
because the long-run development of the tourist 
industry in many localities requires substantial 
investment in transportation facilities and buildings 
which cannot readily be financed from domestic 
sources, and partly because many developing countries 
lack personnel experienced in promoting the de
velopment of tourism. 

144. Nearly all developing countries need external 
assistance to supplement their own efforts in formu
lating and implementing plans and policies directed 
to the realization of their tourist potential. 25 This 
assistance, both technical and financial, can be of 
great value at various stages in the promotion of the 
tourist industry. 

145. Such assistance is provided to developing 
countries, at their request, under the Regular and Ex
panded Programmes of Technical Assistance of the 
United Nations. Under these programmes, experts 
are provided to survey the possibilities for the growth 
of tourism and to formulate proposals for action for 
consideration by the Government concerned. Similar 
support is also available under bilateral assistance 
programmes, sometimes in combination with those 
of multilateral agencies. Assistance to developing 
countries in co-operating among themselves in the 
field of tourism is provided by the regional economic 
commissions of the United Nations. 

146. In its final report, the United Nations 
Conference on International Travel and Tourism, held 
in August-September 1963, emphasized the inadequacy 
of the volume of resources now being devoted to the 
promotion of tourism in the developing countries, 
including the volume of international aid now being 

26 See the final report of the United Nations Conference on Inter
national Travel and Tourism (mimeographed document E/3839), 
annex IV, para 82. 

allocated to this field. It recommended, in the latter 
connexion, that Governments of developing countries 
take more initiative in seeking such assistance and 
that steps be taken to enable donor agencies and 
countries to expand their programmes accordingly. 

Means of co-ordination at the general policy level 

147. To achieve better co-ordination between 
trade and aid, it is necessary for the various national 
and international bodies concerned with the giving 
and receiving of aid to have at their disposal both 
adequate machinery for arriving at mutually con
sistent and constructive decisions and adequate 
information on which to base policy decisions 
concerning the issues involved. 

148. There is need for adequate co-ordination 
machinery both within the Governments of developing 
countries and among the agencies and Governments 
supplying aid for trade expansion. Good co-ordination 
at the latter level is indispensable, but the key role in 
co-ordination rests with the Governments of develop
ing countries. It is these Governments which are 
responsible for formulating and implementing national 
trade expansion policies and for requesting the kinds 
and amounts of aid required in support of these 
policies. 

149. To facilitate co-ordination among Govern
ments and agencies it would be helpful to have 
periodic surveys concerning the activities of developing 
countries in the expansion of export capacity and in 
the promotion of trade and tourism, and of the volume 
and nature of the financial aid and technical assistance 
devoted to the support of these activities. In addition 
to comprehensive surveys evaluating progress in 
adapting aid to trade needs, it would be useful to have 
a number of case studies in depth based on the 
experience of particular countries. In this connexion, 
a start has already been made by the GATT, which 
has recently undertaken a programme of country 
studies aimed at illuminating the co-ordination 
problems affecting trade and aid. 

PROMOTION OF THE INTERNATIONAL 
FLOW OF PRIVATE CAPITAL 

150. The United Nations target for the transfer of 
resources from developed to developing countries 
covers not only official funds but also private long
term loans and investments. At the request of the 
General Assembly and the Economic and Social 
Council, the Secretary-General has kept the question 
of the promotion of the international flow of private 
capital to developing countries continuously under 
review.26 Thepresent section therefore confines itself 
to a brief review of the main issues and policies in this 
field and particularly to examining the role of financial 
institutions in mobilizing and channelling the flow of 
private capital for investment in developing countries 
and the measures taken or proposed, both in developed 

26 The resolutions most relevant in this connexion are General 
Assembly resolutions 824 (IX), I 035 (XI), 1318 (XIII) and 1522 (XV), 
and Economic and Social Council resolutions 762 (XXIX), 780 
(XXX), 836 (XXXII) and 922 (XXXIV). 
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and developing countries, to encourage private enter
prise to take a more active part in promoting the 
external financing of economic development.27 

PROBLEMS AND ISSUES 

151. While the flow of private capital increased 
substantially during the nineteen-fifties, it has declined 
in recent years. This lag is chiefly attributable to 
a slackening of investment in export industries, 
especially in the petroleum and other mining sectors 
where capital repatriation took place in the period 
1960-1962. Although private investment in other 
sectors expanded, the increase was not sufficient to 
offset this decline, at a time when the demands for 
foreign capital are being constantly increased by 
the requirements of expanding development pro
grammes. In the face of this widening gap between 
increasing need and over-all effective supply of private 
capital, Governments and international agencies, as 
well as interested private institutions, have sought 
to expand both the geographic coverage and the range 
of techniques and instrumentalities which might be 
employed to tap more effectively the resources of the 
capital markets of developed countries, by encouraging 
direct as well as portfolio investments. 

152. These efforts are necessarily predicated on 
three assumptions: that the expected rate of return on 
invested capital (and its repatriation) can be as 
attractive as in developed countries; that there are 
enough worthwhile investment opportunities matured 
to the point where investment decision and imple
mentation can be effectively made, that is, enough 
projects which have been studied, prepared, and 
presented in such terms that they can be readily ex
amined and, if accepted, carried out, and that govern
ment policies and implementing laws and regulations 
in the capital receiving countries provide a climate 
reassuring enough to overcome the natural preference 
of foreign investors, on grounds of security, for 
ventures at home or in other developed countries. 

153. While it may be said that these assumptions 
and conditions are by now clearly understood, it is 
less certain that means have as yet been developed, 
or at least widely applied, to satisfy all of them. This 
is partly due to the very real difficulties which stand 
in the way of coping with some of the more complex 
problems. These include, on the one hand, the 
identification and preparation of "bankable" projects 
and, on the other, such factors as rising national 
consciousness, foreign currency shortages resulting 
from accelerated development programmes and in
creasing pressure by a labour force with rising 
expectations. 

154. The available means for overcoming the 
obstacles outlined above may, for the purposes of the 
present analysis, be divided into two (somewhat 
overlapping) groups, one consisting of financial in
stitutions which serve to mobilize and direct private 

27 Fuller discussion may be found in the series of periodic reports 
by the Secretary-General on "The Promotion of the International 
Flow of Private Capital" (Official Records of the Economic and 
Social Council, Twenty-ninth Session, Annexes, agenda items 2 and 
5, document E/3325 (1960); ibid., Thirty-second Session, Annexes, 
agenda items 2 and 5, document E/3492 (1961); document E/3665/ 
Rev.l (1962) and document E/3905 to be submitted to the thirty
seventh session of the Economic and Social Council (1964)). 

foreign capital to private and public development 
projects, the other covering a wide range of economic, 
legal and administrative measures which are designed 
to provide special facilities or attractions for such 
investments and to remove specific obstacles in their 
way, chiefly by offering protection against non
business risks. 

THE ROLE OF FINANCIAL INSTITUTIONS 

155. In recent years, the mobilization of foreign 
private capital for investment in developing countries 
through international or national development finance 
institutions has taken on significant proportions. 

156. Among the international institutions this 
development is most striking in the case of the IBRD 
and is beginning to become a substantial factor also in 
the more recently established Inter-American Develop
ment Bank. The techniques used by these institutions 
for drawing on the resources of the private capital 
markets are the floatation of the institutions' bonds, 
the sale of maturities from their portfolios to private 
investors and joint financing of projects with private 
investors. 

157. In the case of IBRD, bond issues in the 
capital markets have provided, up to mid-1963, $2.5 
billion and the sale of loan maturities a further $1.6 
billion. The funds raised by these means have thus 
amounted to $4.1 billion,28 while loan disbursements 
during the same period have totalled $5.4 billion, 
of which $3.3 billion were lent to developing and 
$2.1 billion to developed countries. The Inter
American Development Bank has so far raised by 
these means a total of more than $150 million, as 
compared to total approved loans as of 31 December 
1963 of $390 million out of its ordinary resources. 

158. In addition to international organizations, 
a number of financial institutions in developed 
countries have entered the field of development 
financing in the private sector. Such institutions may 
be subsidiaries of private banks (such as the Edge 
Act corporations in the United States) specializing in 
foreign business activities, public institutions (like 
the Commonwealth Development Corporation in the 
United Kingdom) or mixed institutions (like the 
French investment trust COFIMER). More recently, 
other capital supplying countries have established 
such institutions, for example, the government 
financed Overseas Economic Co-operation Fund 
(1960) in Japan and the medium-term (1959) and 
long-term (1962) Export Financing Pools in Belgium 
grouping the major interested government agencies 
and private banks. In some cases, even government 
public aid financing has resorted partly to the capital 
market for its funds by specific borrowing for this 
purpose. 

159. In addition to the facilities provided by these 
financial institutions, export credits for the purchase 
of industrial machinery have played a growing role 
as a source of financing industrial equipment. In 

28 This figure does include a portion of the IBRD bonds now 
held by Governments or central banks which may or may not have 
been the original suppliers of the funds received by the IBRD, but 
which may, in any case, resell them at any time to the general public. 
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recent years, the amount of net export credits to 
developing countries guaranteed by government 
sponsored insurance institutions has averaged over 
$400 million, compared to an annual net average of 
$200 million in the period 1950-1955.29 

160. In the developing countries a wide range of 
development banks and development finance corpora
tions have been established, either as government, 
mixed or private institutions, often with the partici
pation (through equity or loan investment) of 
foreign banks and international institutions. A typical 
example of such diverse financing is the case of 
the Industrial Credit and Investment Corporation of 
India (ICICI), a wholly privately owned institution 
whose initial paid-up capital of 50 million rupees in 
1955 was subscribed for 72 per cent in India by 
insurance companies, banks and private investors, 18 
per cent in the United Kingdom, chiefly by the Com
monwealth Development Corporation and private 
banks, 6 per cent and 4 per cent, respectively, in the 
United States and the Federal Republic of Germany, 
chiefly by private banks. Its capital was supplemented 
by initial loans from the Indian Government and the 
IBRD, which have since been followed by larger loans 
from the same sources, and by loans from the United 
States and the Federal Republic of Germany govern
ment aid agencies. 

161. In recent years, the IBRD and especially its 
affiliate the International Finance Corporation have 
systematically promoted the establishment and 
strengthening of such development banks.30 

162. These development banks have three main 
functions: to mobilize both domestic and foreign 
private capital investment; to provide an effective 
channel for public funds to private industry, and to 
prospect and assist in working out investment op
portunities. In their activities, these financial in
stitutions-national (from developed and developing 
countries) and international, public and private-are 
acting more and more in association with each other 
and with direct investors under ever new forms, 
including underwriting, joint loans and investment 
consortia, both in major extractive ventures, such as 
the LAMCO joint venture (iron ore extraction) in 
Liberia with public and private financing from the 
United States, private capital from Sweden and 
public capital from the Federal Republic of Germany, 
and in medium-sized industries, such as the Industria 
del Hierro, S.A. (heavy construction equipment) in 
Mexico, financed by the IFC, the IDB and Mexican 
and French public agencies and private firms. 

163. It may be said that the various institutional 
arrangements discussed above constitute a major at
tempt to resolve the three main difficulties described 
earlier as restraints on the flow of private capital to 
developing countries. 

29 For a fuller discussion of this subject, see United Nations, 
"The promotion of the international flow of private capital" 
(mimeographed document E/3905), chapter VI. 

30 Regional development banks, such as the Central American 
Economic Integration Bank (and presumably the African Develop
ment Bank and the proposed Asian Development Bank), serve 
similar intermediary functions in channelling funds to both public 
and private recipients. 

164. These institutions provide a special expertise 
and, through their local connexions, a special facility 
for identifying and developing worthwhile investment 
projects, as well as for seeking out suitable foreign 
business firms able to act as the sole or joint entre
preneur to carry out the venture. 

165. Their sponsorship of such projects and 
especially their financial participation serve to allay 
the apprehension of the foreign private investors with 
regard not only to the specific project, but especially 
to general investment conditions in a country about 
whose policies the investors usually know little. At 
the same time, their intervention may make the 
role of the foreign investor more readily acceptable 
to the host country, especially by adjusting the form 
and scope of his participation to the particular re
quirements of the government or domestic enterprise, 
for example, by arranging for joint foreign-domestic 
ventures, or for the contribution of foreign know-how 
through a contractual arrangement without equity 
participation.31 

166. The guarantee function of the institution is, 
of course, predominant where the private investor's 
dealings are exclusively with the institution, as in 
the case of the non-entrepreneurial investor who 
purchases the bonds of the IBRD, the Inter-American 
Development Bank or of some responsible national 
institution. In this way, these institutions make an 
essential contribution to expanding the capital market 
as a source of additional funds for development 
projects. 

ECONOMIC, LEGAL AND ADMINISTRATIVE MEASURES 

167. Governments of developing and developed 
countries, which are interested in stimulating an 
increased flow of private capital to developing 
countries, have at their disposal, and have increasingly 
used, various measures to meet the desiderata and 
apprehensions of private investors, within the frame
work of their own needs and policies. 

Investment promotion 

168. A first category of measures is concerned 
with the identification and promotion of worthwhile 
investment projects whose relative dearth continues 
to act as a major limiting factor on private foreign 
investment. A number of countries have established 
so-called investment promotion centres at home 
and abroad which have the task of finding out 
and developing appropriate investment projects and 
searching out likely foreign (and domestic) entre
preneurs and other investors, including development 
finance institutions. Often these centres assume also 
the task of assisting the entrepreneur in the imple
mentation of the project, for instance, through 
detailed information on investment and market condi
tions, in steering him through administrative formal
ities and negotiations, in finding a proper location for 
the plant, and the like. 

31 For a comprehensive discussion of the various forms of such 
contractual arrangements currently being developed in the inter
national field, see United Nations, "The promotion of the inter
national flow of private capital" (document E/3492, 1961), chapter I. 
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169. The value of investment promotion depends 
in part upon the extent to which the promotion 
function is co-ordinated with a development plan, so 
that it can follow the order of priorities established 
therein. In certain cases this function is in fact assigned 
to the planning organization, in others, it is part of the 
functions of the development bank. 

170. The effectiveness of the promotion agency 
is in large measure conditioned upon its initiative in 
finding projects and investors (rather than waiting for 
applications) and upon its ability to recognize and 
meet the needs of the investor. Where such an agency 
originates and develops a project and secures the 
active participation in its implementation of a foreign 
firm which had not previously been looking for 
investment opportunities in that particular country, 
the resulting foreign capital inflow can be directly 
traced and credited to this specific investment pro
motion technique-which can only rarely be done with 
most of the other known techniques. 

171. Because of their familiarity with the require
ments and habits of investors, Governments of capital 
supplying countries can be particularly effective in 
the investment promotion service. In effect, the 
Governments of several capital supplying countries, 
which have a policy of favouring investments in 
developing countries by their nationals, have estab
lished facilities to inform potential investors on 
general business conditions as well as on specific 
investment opportunities in developing countries. As 
an example, the United States Agency for Inter
national Development maintains a punch-card cata
logue of investment opportunities, which currently 
provides detailed information on some one thousand 
specific projects in more than eighty developing 
countries; interested investors can secure AID financ
ing for up to 50 per cent of the costs of feasibility 
studies for these or other promising ventures. 

172. Closely tied in with the above functions is the 
provision of physical and financial facilities for new 
ventures. Thus, a number of central and local Govern
ments in developing countries have provided so-called 
industrial estates (often located in priority areas, away 
from already established industrial centres) 32 which 
provide plant space, or even buildings, utility lines, 
transport facilities, etc., generally at advantageous 
prices and credit terms. 

Tax incentives 

173. Tax incentives are perhaps the oldest form 
of investment promotion measures. Today, practically 
all developing countries offer financial incentives in 
the form of tax concessions. These typically consist 
in the reduction of, or exemption from, tariffs on the 
import requirements of the enterprise, as well as 
exception from income taxes, both on the profits of 
the enterprise and on the dividends received by the 
investors, and in provisions for reinvestment credits 
or accelerated depreciation allowances. 

174. For the foreign investor, broad tax exemption 
offers, usually incorporated in special investment pro-

32 United Nations, Establishment of Industrial Estates in Under
developed Countries (Sales No.: 60.II.B.4). 

motion laws which manifest the Government's favour
able attitude towards private (and private foreign) 
enterprises, may dramatize, and thus arouse interest 
in, investment opportunities which might not other
wise attract attention. Where the exemptions result 
in a substantial increase in net profits-for example, 
through an extended "tax holiday" -they sharply 
reduce the pay-back period and thus the initial risk 
inherent in a long-range investment; alternatively, 
they permit the expansion of an enterprise through 
self-financing without the need for fresh capital. 
Customs concessions, in turn, allow a venture to be 
started with a smaller initial investment by reducing 
the cost of imported plant and equipment needed 
to establish the enterprise, and at the same time 
increase the profits by reducing the depreciation 
charges. 

175. Yet, in gauging the potential value and thus 
the possible effectiveness of such concession offers, it 
must be realized that a foreign investor's profit pro
jections for a future venture cannot be very accurate, 
so that the difference in the expected rate of return 
resulting from concessions, especially on low-rate 
taxes, are likely to be of an order of magnitude well 
within the unavoidably wide margin of error. 

176. Moreover, since most broad concessions are 
granted for a limited period only, the investor must 
also consider the normal tax burdens under which 
he will have to operate after the expiration of the 
concessions. For this reason he may be more attracted 
by a well-balanced tax system geared to a reasonable 
rate level than by special tax exemptions and 
reductions. From the Government's point of view, 
extensive exemptions, especially from the income 
tax, impair the revenue structure by decreasing tax 
revenue needed for financing development pro
grammes, and by undermining the equity of the tax 
structure and thereby its acceptability to the taxpayer 
at large. 

177. Tax concession schemes, therefore, would 
appear to be appropriate chiefly for an early stage of 
industralization, where the industrial sector is not 
yet a major factor in the economy, while the tax 
system is likely to be particularly burdensome on 
industry: major indirect taxes, such as import duties, 
internal excises and export duties may hit hard the 
operation and products of the very industries to be 
promoted, while direct taxes are likely to discriminate 
against entrepreneurial profits which can be more 
readily assessed than other incomes which may, 
moreover, be exempt in some tax systems, for example, 
as capital gains. To a potential investor such a 
defective tax system may be less of a deterrent if he 
will not become subject to it until after he has had a 
chance substantially to recover his initial investment 
under the protection of tax exemptions-the more so 
if there is reasonable expectation of tangible progress 
in the improvement of the tax system during that 
period. 

178. As the industrialization process advances, 
limited concessions intended to influence investment 
practices, such as the above-mentioned investment 
and accelerated depreciation allowances, may retain 
their place in a more development-oriented tax system, 
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as the corresponding advances in tax administration 
will allow these more refined tax-burden differentials 
to become fully effective. 

179. Whatever the tax incentive scheme, its proper 
coverage presents a major problem, since the con
cessions cannot be granted to all enterprises. All 
the laws, therefore, are selective and aim at limiting 
the concessions to those enterprises which have a 
high development priority. In some countries a two
category system is in force under which limited tax 
concessions are granted automatically to well-defined 
groups or lists of industries, while a broader range 
of tax concessions is available for top priority in
vestments which qualify on the basis of an individual 
evaluation. 

180. The selection of favoured enterprises will be 
the more purposeful where the Government has a 
development programme which permits the establish
ment of at least broad priority classifications that 
can be incorporated into the tax concession law. 

181. Even the broadest tax concessions are out
weighed in value to the investor by the grant of a 
protective tariff for his product. While this is not the 
place for examining the advantages and dangers of 
granting such protection to infant industries, the fact 
must be noted that they remain the most eagerly 
sought after and the most frequently granted of all 
investment incentives in the developing countries. 

182. The popularity of the tax concession tech
nique has also spread to the developed countries, a 
number of which have sought to encourage foreign 
investment by their nationals, either in general or in 
developing countries only, by giving more favourable 
tax treatment (for example, through special investment 
allowances) to the profits derived from these invest
ments than to equivalent amounts of profits from 
domestic investment. 

183. Over the years, there has been considerable 
support for more far-reaching tax concessions by the 
capital-supplying countries on the part of interested 
business circles as well as of the Governments of 
some developing countries anxious to increase the 
flow of foreign investment. It may, however, be 
doubted whether even outright tax exemption for 
foreign investment profits earned in developing 
countries would provide a significant additional 
stimulus, since most of these profits (especially if 
they are retained abroad) are already largely relieved 
from tax liability in the developed countries, partly 
by the latter's existing rules of tax jurisdiction (which 
in most countries exclude profits earned by foreign 
subsidiaries or permanent establishments), and partly 
by their far-reaching unilateral and treaty concessions 
for the elimination of double taxation through tax 
credit or outright tax exemption.33 

33 See United Nations, "Taxation in Capital-Exporting and 
Capital-Importing Countries of Foreign Private Investment" (docu
ment E/2865, 1956), para. 29; also "The Promotion of the Inter
national Flow of Private Capital-Progress Report" (E/3325, 1960), 
para. 145, where it was noted that the United States Treasury had 
estimated its annual tax revenue from United States direct invest
ments abroad at $240 million in 1959, which at that time 
corresponded to less than one per cent of the total value of such 
investments ($29. 7 million) and less than 8 per cent of the annual 
income therefrom ($3.3 billion)-while the corporate tax rate was 
52 per cent (see United States Department of Commerce, Survey of 
Current Business (Washington, D.C.), September 1960, pp. 18 and 20. 

Protection of foreign investments 

184. Complementing the economic and financial 
measures designed to attract and facilitate foreign 
investments, a series of techniques is being used for 
the purpose of eliminating apprehensions of non
business risks. These apprehensions relate chiefly 
to possible government interference with, or ex
propriation of, the investor's business or to such 
contingencies as non-convertibility, wars and civil 
disorders. Governments of both capital receiving 
and capital supplying countries have sought, through 
individual and joint measures, to provide assurances 
to investors which are directed either towards avoiding 
the occurrence of these risks or towards redress of the 
resulting loss. 

185. Assurances by Governments of capital 
receiving countries regarding their future policies 
and conduct have been incorporated into formal 
policy statements, individual concession agreements, 
investment laws and even constitutional texts. 

186. Efforts have been made to give these assur
ances the force of international obligations through 
their incorporation into bilateral agreements between 
Governments of capital supplying and capital re
ceiving countries. The, as yet, very limited geo
graphical scope of these agreements has led to pro
posals for the conclusion of multilateral investment 
charters. 34 

187. However, in view of the manifold obstacles 
in the way of securing widespread agreement on inter
national rules defining the substantive rights of foreign 
investors, increasing interest is being directed by both 
Governments and investors to the possibility of 
protecting the latter, if not against the occurrence 
of non-business risks, at least against their con
sequences. Here, investment insurance provided by 
the investor's home Government can constitute an 
effective guarantee against non-business losses. Such 
insurance schemes are now in effect in the United 
States, the Federal Republic of Germany and Japan, 
and cover expropriation, inconvertibility and losses 
from war and insurrection. 

188. Insurance recovery for the loss of his invest
ment resulting from an act of the host Government 
offers the investor only a last resort, since the primary 
interest of the investor, as of the Government, will 
normally be to permit the continued operation of the 
enterprise. A report of the Secretary-General of the 
United Nations 35 reviewed this problem and referred 
to the role which could be played in this context by 
the creation of an independent international arbitra
tion and conciliation facility with members drawn 
from both capital supplying and capital receiving 
countries, for the settlement of investment disputes. 
The results of an enquiry undertaken by the Secretary
General among member Governments showed 

34 The most active of these is the Draft Convention on the 
Protection of Foreign Property, now pending before the Council 
of the Organisation for Economic Co-operation and Development 
(OECD publication No. 15,637, December 1962). 

36 United Nations, "Promotion of the International Flow of 
Private Capital-Progress Report" (document E/3325, 1960), para. 
207. 
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widespread interest in this possibility.36 The existence 
of such a facility, especially when it is coupled with the 
agreement of a Government to place future investment 
disputes before it, may well constitute one of the most 
effective reassurances to prospective investors in such 
a country. A number of developing countries already 
provide for international arbitration of investment 
disputes in concession agreements, investment laws 
and bilateral treaties. 

189. The International Bank for Reconstruction 
and Development has recently prepared a draft text 
for the conciliation and arbitration of international 
investment disputes, which has been discussed with 
representatives of its member Governments at four 
regional meetings organized with the co-operation 
of the secretariats of the Regional Economic Com
missions of the United Nations. It is expected that 
the Executive Directors' conclusions and recom
mendations on this matter will be submitted to this 
year's meeting of the Bank's Board of Governors.37 

190. While the effectiveness of most government 
measures discussed above can be evaluated only in 
the most indirect way, experience shows that in cases 
where these measures have been implemented 
smoothly and have been coupled with sound economic 
policy, they can contribute significantly to the 
creation of a favourable investment climate. 

EXPORT CREDIT AND INSURANCE AS AN 
INSTRUMENT OF TRADE EXPANSION 

191. The importance of export credit in the system 
of international financing has long been recognized in 
the developed countries of the world. The establish
ment of public institutions for export credit was one 
of the methods adopted by several industrialized 
countries, including the United States, the United 
Kingdom and the Federal Republic of Germany, to 
meet the problems of the disruption of international 
financing markets during the late nineteen-twenties 
and early nineteen-thirties. After the Second World 
War, however, export credits assumed unprecedented 
importance. The industrialized countries were trying 
to recover the lost markets and explore and conquer 
new ones. Sufficient alternative sources of inter
national funds were often lacking and the emphasis on 
expanding export credit facilities was, of course, the 
natural consequence. 

192. In recent years, export credit has acquired 
special significance for the developing countries in the 
context of their drive for export promotion. In their 
attempts to increase exports, especially of non-tradi
tional items such as consumer manufactures, light 
engineering and capital goods, these countries face 
severe competition in the world market and this 
competition is not confined to price and quality only. 
In most cases, the quantum of sales in the inter
national market depends on the facilities for deferred 
payments. For the importer, suppliers' credit may 
often be the chief, if not the only, available source of 

36 Ibid. Further Report (document E/3492, 1961), para. 286 ff. 
3 7 See International Bank for Reconstruction and Development, 

Summary Proceedings, 1963, Annual Meeting of the Board of 
Governors (Washington, D.C., 1964), p. 14. 

finance, particularly if he belongs to another de
veloping country and is importing consumer manu
factures or capital goods. Consequently, the payment 
terms become a crucial part of the contract, in addi
tion to price and quality, and competition in the field 
of export credit becomes as important as pure price 
or quality competition. 

193. The significance of this element of non-price 
competition in the export market is hard to exaggerate, 
particularly for the developing countries trying to 
increase their exports of capital goods. Owing to an 
enormous increase in the output of capital goods, 
importers appear to be in a strong position in the 
buyers' market for obtaining credit from the ex
porters of capital goods. In some developing countries 
facing balance-of-payments difficulties, the ease with 
which import licences can be obtained is often a 
function of how liberal the terms of deferred payment 
are. In a market such as this, it is only natural for 
severe competition to set in where exporters make 
competitive credit offers to push their sales and offer 
liberal credit terms with assistance from their Govern
ments, sometimes even to compensate for unattractive 
prices and quality. 

194. The severeness of export-credit competition 
has been recognized in the developed countries for 
some time. As early as 1954, Mr. Black, President of 
the IBRD, noted: "The situation is becoming serious 
. . . too much credit given, under the pressure of 
competition, sometimes on inappropriate terms and 
for the wrong purposes ... so a race is developing, 
a race in which none of the competitors can win 
because the faster each one goes, the faster will all 
the others go." For the developing countries, this 
"competitive credit race" poses more serious problems. 
To run such a race would entail bearing a heavy 
burden in terms of resources and the acceptance of 
severe risks which few developing countries can 
afford to assume. They need the help of the developed 
countries to overcome this handicap. The developed 
exporting countries, being aware of the dangers of a 
credit race, formed the Berne Union for consultation 
and exchange of information on export credits, and it 
would be helpful if the developing countries could 
participate in this activity, so that the developing and 
developed countries could co-ordinate with each other 
their export credit policies.38 

195. Export credit is, of course, only one of several 
important instruments of export promotion and it 
will be most effective if it is used in conjunction with 
other measures as part of an integrated trade policy. 
For instance, liberal credit facilities alone cannot be 
of much help in the long run if the costs of export 
goods from the developing countries remain high, 
prices excessive and quality and deliveries uncertain. 
If cheap credit were allowed to encourage production 
in inefficient lines, it might distort the cost and pro
duction structure of the economy, making other 
commodities more expensive, and the immediate 

3 8 It may be noted that at the regional level, the European 
Economic Community and the Latin American countries have 
been trying for some time to agree to some uniformity in export 
credit conditions, and to co-ordinate, through appropriate regional 
institutions, their export credit policies. 
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gains of export earnings might be more than offset by 
losses over an extended period. 

196. But, on the other hand, the production of 
manufactures, capital goods or intermediate products 
is often subject to strong economies of large-scale 
production and the prospects of a large market may 
actually be conducive to a reduction of costs and 
prices. Accordingly, liberal credit facilities may help 
the developing countries realize their potential 
efficiency either through the provision of the existing 
markets, or by exploring and winning new markets 
or special kinds of pre-shipment financing. Indeed, 
of the various instruments for export promotion, 
liberal export credit may be the most important. 

TYPES AND SOURCE OF EXPORT CREDIT 

197. Export credit may be classified according to 
(a) the period of its duration or (b) the stage at which 
it is provided. Credit can be given for a short term, 
when it generally implies "accommodation" for a 
period not exceeding six months, or for a medium 
term covering a period of more than six months but 
not exceeding five years, or sometimes for a long 
term involving a period of more than five years. On 
the other hand, credit to finance an export contract 
may be granted for the whole interval between the 
beginning of production and the final payment by 
the importer or for some stages within this interval. 
Credit extended for financing the costs incurred in 
the first stage of this interval ending with shipment 
of the goods is known as "pre-shipment" credit or 
"pre-financing". The financing of export goods from 
the stage of shipment to the date of realization abroad 
is called "post-shipment" credit. Pre-financing may 
be extended to cover the costs of manufacture and 
processing of the goods, or the preparation and 
packaging of goods before shipment, or even the 
promotion of sales abroad and the study of the ex
port market. It may also finance the maintenance 
of inventories of export goods. 

198. Up till now most of the facilities for export 
financing in the developing countries have been 
confined to short-term credit. For exports of primary 
products, credit for a period of less than six months 
may be considered adequate, and generally the com
mercial banks in the developing countries provide 
this credit, though often at a very high cost. But 
such credit facilities are inadequate to finance exports 
of manufactures and especially machinery and 
durable goods. The production cycle of these goods is 
frequently quite long and it is often necessary to make 
large investments in the purchase and processing of 
materials at the beginning of production. Also, capital 
goods yield their fruit with a time lag and the im
porters can pay interest and amortization out of 
returns from the investment only after a lapse of 
time. Thus, for both pre-shipment and post-shipment 
export credit for capital goods and durable manu
factures, repayment periods of more than six months 
are necessary. In such cases short-term credits have 
often been made to serve the purpose of medium-term 
credits through repeated renewals. But this will 
become increasingly unsatisfactory as exports of 

machinery and durable goods expand and the need 
for extended payment terms grows. 

199. Recent changes in the structure of exports 
and credit needs have revealed the shortcomings of the 
customary sources of export finance in the developing 
countries. Pre-financing of the costs of the production 
period of export goods, such as machinery and 
consumer durables, is much like providing normal 
working capital finance. The exporting firm generally 
secures such finance through the customary forms 
of short-term accommodation, including cash credits, 
loans or overdrafts against its floating assets and 
other collaterals. Seldom is a distinction made 
between production for the domestic and export 
market, and the high rates charged for ordinary 
overdrafts may impair the export's competitive 
position. Moreover, the length of the production period 
of these goods often strains the financial position of 
the exporter by raising the debt/sales ratio and 
reducing the borrowing powers of the firm for de
velopment and other purposes. These problems are 
intensified in the case of post-shipment credit, which 
normally covers the larger part of the period of an 
export contract if the exporter finances the trans
action from his own resources, or from credit obtained 
on his own security. Credit granted to the purchaser 
after the shipment of goods acceptable to the pur
chaser actually finances investment in the foreign 
country and is a pure finance credit which the manu
facturing firm is normally not equipped to provide. 
Further, if the exporter appears as the primary 
obliger in the credit transaction, the granting of 
credit will depend more on the creditworthiness of 
the exporter than on the soundness of the project 
or the importer's ability to pay. 

200. Even when export credit takes the form of 
selling or discounting the promissory notes issued 
by the foreign customers, or other paper, the pre
dominant source of such finance, up till now, in the 
developing countries is the commercial bank. For 
example, in India, between 1957 and 1961, more than 
80 per cent of annual exports was financed by export 
credits accommodated by the commercial banks. 
But while the commercial banks have largely met the 
credit needs of traditional lines of export, their 
effectiveness in providing medium or long-term 
credit for new lines of exports in new markets is 
limited, since the provision of such credit is outside 
their usual sphere of activities. Moreover, it is easier 
for the banks to transact business in the traditional 
markets because they have long-established contacts 
who can advise them on the prospects and risks of a 
project. But uncertainty about the stability of the 
market, the payments position of the foreign country, 
the financial prospect of the project and about the 
creditworthiness of the importer is very much en
hanced when the business is new and the market is 
unfamiliar. These factors, combined with a general 
lack of loanable funds and a pressing demand even 
for short-term credit, have worked towards shorten
ing credit terms and raising the cost of credit. 
Often, the decisive factor for securing medium-term 
credit has been the size of the order and not the nature 
of the goods exported, as the complexity and cost 
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of the process have discouraged banks from arranging 
medium-term finance for small orders. Moreover, 
only large orders generally carry the guarantee from 
the importing country's Government and the bargain
ing power of the importer to extract deferred payment 
terms is also closely related to the size of the order. 
This is an additional disadvantage for the developing 
countries, for seldom it is possible for exporters of 
new products to secure sufficiently large orders. 39 

MEASURES TO INCREASE THE FACILITIES 

201. Several developing countries, realizing the 
urgent need for longer-term credits to finance exports 
of manufactures, including capital goods and con
sumer durables, and the inadequacy of the existing 
financial institutions to meet that need, have adopted 
various measures to that end. One such measure is the 
establishment of export credit insurance systems, 
which is discussed below. Other measures are directed 
towards reforming the institutional arrangements for 
granting export credit, notably the provision of 
refinancing facilities for export credits by some existing 
institution. For instance, in India, the Refinance 
Corporation for Industry decided to extend the scope 
of its operation by taking up refinancing of medium
term export credits especially for exports of capital 
or engineering goods. It is also possible to arrange 
for the Central Bank to provide funds for export 
credit to commercial banks at a rate below bank rate. 
Indeed, this possibility of recourse to the Central 
Bank allows for an element of qualitative control to 
influence the availability and cost of credit for partic
ular kinds of exports. 

202. Some developing countries have set up 
specialized institutions for granting export credit. 
The basic function of such institutions is to secure, 
directly or through commercial banks, export finance 
through the discounting of credit instruments that are 
generally of medium-term maturity. For instance, the 
Mexican Government set up in 1963 the Mexican 
Manufactured Products Export Development Fund 
to provide rediscount facilities for documents drawn 
against foreign importers of durable goods with 
credit terms ranging from six months to five years. 
Brazil set up machinery in 1961 to provide medium 
and long-term finance for exports of capital and 
durable consumer goods. The Central Bank of 
Argentina introduced in 1962 a special credit system 
for financing exports of non-traditional products 
and decided to buy bills of exchange derived from 
these exports on terms of less than five years. 

203. The appeal of the idea of national organs for 
the provision of export finance arises not only from 
the inadequacy of the existing institutions. It is 
also felt that the drive for exports from the de
veloping countries is a continuous process; while 
in the course of this drive new problems will arise, 
new risks will have to be assumed and speedy adjust-

39 Another factor, a banking convention, contributes to the 
inadequacy of commercial banks as a source of export finance. 
It is often the practice of the banks to grant export credit on the 
basis of the f.o.b. value, which is frequently lower than the domestic 
price of the products. Thus, the credit which an exporter gets is 
much less than what he can secure by hypothecating the goods for 
sale in the domestic market. 

ments will have to be made in the context of over-all 
programmes for development. For this, organs with 
specialized knowledge and experience are required 
which will be guided by the long view and will be 
flexible in their operation but amenable to public 
control. Such agencies should also have powers to 
co-ordinate the export-credit policy of the other 
existing institutions to ensure the legitimate and 
uniform use of export credit, to determine the 
eligibility of credit instruments in use and to decide 
which exports are to be favoured with credits and on 
what terms. Since they have to depend on the State 
for most of their finance, such agencies are generally 
set up on a public or semi-public basis with the 
authority to extend the guarantee of the State. 

204. In most developed countries, such national 
agencies of export finance generally depend on the 
State as their source of funds. The capital market has, 
on the whole, played a minor role in western Europe, 
with the exception of Belgium and the Netherlands. 
In the developing countries where floating capital 
waiting to be invested is by no means plentiful, 
there is little scope for raising funds for such an 
export finance agency on the capital market. 

205. The paucity of funds will naturally influence 
the mode of operation of a national agency of export 
finance. First, it has to be very selective in granting 
credit to different export projects in order to put 
its limited funds to most effective use from the 
point of view of broader long-run development 
prospects. Accordingly, it has been suggested that 
its accommodation be confined only to exports of 
capital and/or durable consumer goods. Traditional 
exports of primary products and non-durable con
sumer goods normally require short-term financing 
and carry lower financial costs involving lesser risks 
which the commercial banks can provide; and since 
trade in these items constitutes a very large pro
portion of the total international trade of the de
veloping countries, its financing would absorb an 
unduly substantial part of the limited resources 
available. The reduction of cost of credit for these 
goods, which is quite high in most developing coun
tries,40 could be facilitated through additional guar
antees and risk insurance. Secondly, maximum effort 
has to be made to tap all the possible sources of 
funds and to mobilize the importer, the exporter 
and the credit institutions to finance an export 
contract. The national export credit agency may 
require the payment by the importer of a definite 
proportion of the value of the contract as a condition 
for the granting of any accommodation. For instance, 
Argentina, Brazil and Mexico all require the importer 
to make a 20 per cent down payment of the value of 
exports before their credit institutions extend a 
medium-term credit. 

206. The exporter may then secure finance for the 
remaining part of the value of the transaction by 
discounting the credit instruments of the importer. 
This can be done either with the national agency 

•• For instance, in India, the cost of short-term finance is 6.5 
to 9 per cent, while the comparable cost in the United Kingdom 
is 5 to 5.75 per cent, in the United States 3 to 3.37 per cent and in 
Japan 4.75 to 5.48 per cent. See Government of India, Report of 
Study Group on Export Finance (New Delhi), p. 24. 
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or with the commercial banks, which might in turn 
rediscount the papers with the national agency. To 
mobilize the money market as much as possible, 
the banks need to be encouraged to retain in port
folio a part of these export-credit documents. How 
far the exporter himself should contribute to the 
financing of exports is a matter of judgement. But it is 
generally assumed that the exporter should share some 
of the commercial risk of about 15 to 20 per cent 
as a stake in the success of the credit transaction. 

207. Such a method of mobilizing funds for 
export credit draws on a combination of sources 
of finance, such as bank credit, monetary savings and 
money creation when recourse is had to the Central 
Bank as a last resort, as is common procedure in 
financing internal investment. But although part of an 
export credit transaction of the pre-shipment variety 
has the character of working capital finance, the 
larger part of it actually serves to finance investment 
in the foreign country. In granting post-shipment 
export credit, a country in effect exports capital and 
has to face serious foreign exchange problems.41 

This is particularly important for the developing 
countries facing balance-of-payments difficulties as 
they cannot compete in this respect on equal terms 
with the developed nations. It is not to be expected 
that the national export credit agencies will be able 
to command any significant amount of external 
finance, in addition to what is already tapped by the 
other domestic investment agencies, though efforts 
may need to be made in that direction. There would 
thus seem to be a need for some multilateral arrange
ments for export financing to assist the developing 
countries to refinance part of the export credit 
furnished to the exporter. 

208. The Inter-American Development Bank (IDB) 
has elaborated a scheme for the financing of intra
Latin American exports of capital goods which is 
the first of its kind. On 30 September 1963, procedures 
necessary for such a programme were formally 
adopted. The techniques of operation contemplated 
by the IDB programme are three: (a) to grant global 
loans to the national agencies of the exporting 
countries, which would use the proceeds to discount 
the notes issued by the importers to the order of the 
exporters; (b) to purchase documents issued by the 
national agencies, which would discount the im
porters' credit documents furnished by the exporters, 
and (c) to rediscount directly the importers' credit 
documents guaranteed by the national agency of the 
exporting country. Consideration might well be given 
to the need for similar arrangements for the developing 
regions of Asia and Africa. 

n Export credit granted to the domestic exporter in domestic 
currency does not, in itself, drain foreign exchange but postpones 
the receipt of foreign exchange, the credit item of export being 
matched by a debit item of non-liquid claims on foreigners. These 
claims are not currently available to pay for an increase in imports. 
If the increase in exports is not followed by an increase in imports, 
the over-all balance of payments is unaffected. But an increase in 
exports, without policy controls, will in general increase imports. 
This "import impact of exports" will entail a loss of foreign ex
change, without a corresponding gain from exports, if these are 
financed by export credit. Although down payments by the importer 
will reduce the burden, and so will amortization and interest 
payments in the subsequent years, the exporting country will, in 
the beginning, face foreign exchange problems. 

PROTECTION AGAINST RISKS IN EXPORT FINANCE 

209. A complement to the introduction of meas
ures for liberal export credit facilities is the provision 
of insurance against risks for export credit. In most 
industrialized countries, credit insurance has become 
an integral part of the mechanism of export finance, 
particularly of the medium-term variety. Insurance 
has almost become a condition for receiving any kind 
of accommodation in export finance and the terms of 
its policy largely determine the nature and cost of 
credit granted. The addition of the signature of an 
insurance institution to those of the parties to the 
export transaction greatly improves the quality of the 
export paper and the financing institutions become 
more willing to have these papers in their portfolios. 
The premium charges are of course a cost item of 
export credit but they are almost invariably less than 
the high compensation for risk that would otherwise 
be implicit in the interest cost of the credit. 

Nature of the risks 

210. The risks involved in export finance are 
generally classified into two broad groups: (a) com
mercial risks, and (b) political and transfer risks. 
The general distinguishing feature is that political 
and transfer risks affect the whole country or the 
export sector, whereas ordinary commercial risks 
relate only to an individual transaction. 

211. Commercial risks proper are associated with 
the probable default of the importer, which can occur 
even before the acceptance of the goods if the buyer 
refuses to accept delivery or pay under cash-against
document payments terms. Normally, this risk is 
not very severe in the case of traditional exports, but 
may be so for exports of manufacture and capital 
goods that are relatively new and not so familiar to 
the importer. But the risks of non-payment after 
the acceptance of the goods because of the insolvency 
of the buyer, or protracted default on payments by 
him are the most severe. It is generally agreed that a 
protracted default should be considered sufficient for 
making an insurance claim and that insolvency of 
the buyer should not be necessary. In practice, the 
insurance institutions generally pay claims on the 
basis of protracted default, though they may ask 
the exporter to share some of the burden. 

212. There is another kind of export risk-some
times called economic risk-which is connected 
basically with the transfer risk, but may affect some 
individual transactions in particular. For instance, if 
price and cost of production in terms of wages, 
materials, and so on increase, but the exchange rate 
does not change to reflect the increase in domestic 
prices, and if the export contract quotes a firm price 
in a stable currency, then for some exports the losses 
may be quite heavy, expecially in the case of a medium 
or long-term contract. Sometimes it is possible to 
insert in the contract an escalator clause relating the 
price of exports to the cost of materials or wages. But 
more often, when a fixed price is quoted, the risk of 
loss can be serious enough. 

213. Political and transfer risks proper affect the 
payments due to all the exporters from the buyers of 
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a given country because of delay or prevention of 
transfer of payments arising from shortage of foreign 
exchange, economic difficulties in the buyers' country, 
the imposition of import restrictions or export pro
hibitions or general embargoes, or catastrophes like 
war, flood, earthquakes, revolutions or strikes. In 
individual contracts with a foreign Government or 
foreign public corporation, default on payments or 
arbitrary cancellation of orders are also regarded as 
political risks. An actuarial basis for the insurance 
of political and transfer risks is hard to conceive. A 
satisfactory spread of such risks is also not always 
possible, particularly when the transactions t.ake 
several years to be completed. But these are the nsks 
which are in fact most important and severe to 
the exporters, for no matter how prudent the exporter 
is and how co-operative and sound a businessman his 
buyer may be, these risks are wholly beyond their 
control. 

The role of the State and operation of some 
existing systems 

214. There seems to be general agreement that in 
the case of insurance against political and transfer 
risks the Government should play an active role even 
in the developed countries. Losses or financial strain 
on the enormous scale that may result from events 
involving such risks are capable of being insured only 
with government backing, though the form of this 
backing may vary widely. But some developed 
countries have left the commercial risks to be insured 
mainly by private undertakings. Through a careful 
process of setting premiums and apportioning risks, 
and by relying on a combination of past experience 
and current credit ratings of the individual concerns, 
a private insurance company covering the commercial 
risks can sometimes function with profit if the business 
is large and varied enough to make a satisfactory 
spread of risks possible. 

215. At present, there are several insurance 
companies covering commercial risks in Belgium, 
France, the Federal Republic of Germany, the Nether
lands, and the United Kingdom and others. In the 
United Kingdom, most of the insurance of export 
credit risks, both commercial and political, is done 
through the government department called the Export 
Credits Guarantee Department. In fact, credit in
surance has been available in the United Kingdom 
as a government service since the nineteen-twenties. 
Its appeal was not very wide at first when its cover was 
limited only to the risk of the buyer's insolvency. 
In the nineteen-thirties, when the risks of transfer 
delay came under its insurance cover, this Depart
ment's scale of operations was substantially enlarged. 
In Canada, the export-credit insurance agency is a 
public corporation, with capital provided wholly 
by the Government. But in the Federal Republic 
of Germany, insurance of all risks, including political 
and transfer risks, is provided on behalf of the State 
by a private company, acting as commission agent for 
these transactions. Reinsurance by the State or by a 
government-controlled agency of part of the risks 
underwritten by private companies is the prevailing 

arrangement in some countries such as Belgium and 
Norway. 

216. In the developing countries, mechanisms for 
insurance of export credit risks have not yet developed 
on any wide scale, though several countries are making 
studies and preparations for introducing them. In the 
few countries in which such insurance is available, 
it is limited in general to short-term export credits, 
though attempts are made to extend it to medium
term credit also. It is almost always controlled or 
operated by the State. In India, the Export Risks 
Insurance Corporation is an autonomous public 
corporation owned by the Government, though there 
are several private individual members representing 
the business community in its directorate. Its liability 
is normally limited to 85 per cent of the loss in the 
case of political risks and to 80 per cent in the case 
of commercial risks.42 The Israel Foreign Risks 
Insurance Corporation is also a public body with its 
capital wholly subscribed by the Government, and 
it covers 75 per cent of the loss when it is due to 
insolvency or protracted delay of the buyer, and 85 
per cent of it in all other cases. Both in India and 
Israel, the available insurance is still generally limited 
to export credits, mostly granted for a short term to 
exporters in the traditional lines of consumer goods 
and staple products. But in Israel, the cover generally 
extends to the post-shipment period of the credit, 
while in India, the insurance agency issues "contract 
policies" that cover the pre-shipment risks too.43 

In Brazil, the Ministry of Finance, the Brazilian 
Reinsurance Institute and other interested insurance 
companies participate in the Consortium of Export 
Credit Insurers. The private insurance companies can 
reinsure with the Brazilian Reinsurance Institute 
which can transfer political risks to the Ministry of 
Finance. The insurance covers up to 75 per cent of 
the loss, in the case of commercial risks, but up to 
80 per cent in the case of political risks. The Mexican 
Manufactured Products Export Development Funds, 
another government institution, also issues insurance 
policies covering 90 per cent of the political risks. 

217. As the developing countries expand their 
exports of manufactures, including capital goods and 
consumer durables which have to be financed in
creasingly by medium or long-term export credits, 
the need for insurance schemes covering this type of 
credit will become increasingly important. Since new 
lines of exports, because of unfamiliarity with the 
market and absence of any established convention, 
will always involve greater risks, private insur:;mce 
companies may be unwilling to underwrite such nsks. 

42 It is normal custom that the policy-holder is made to bear a 
part of the risk. whether "political" or "commercial" and thl;ls 
to retain a vested interest in his risk, though generally the margm 
that is not covered is smaller in the case of "political" risk than in 
the case of "commercial" risks. For instance, the Export Credit 
Guarantee Department of the United Kingdom insures "political 
risks" up to 95 per cent, but commercial risks only up to 85 per 
cent. A similar scheme in France covers 80 to 90 per cent of the 
loss from political risks, but only 65 to 80 per cent of that from 
commercial risks. 

43 A special feature of the Indian system is the "Packing Credit 
Policy" issued in favour of the lending bank at a nominal premium 
to let the exporter obtain pre-shipment finance for processing and 
packing of goods, somewhat above the line of the bank's normal 
rating of the client. This policy is in the nature of a credit guarantee 
and the risk is evenly shared by the bank and the insurance company. 
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In that event the operation of schemes to cover both 
political and commercial risks by the State would be 
necessary. 

218. On some occasions the insurance agencies 
may have to suffer losses, when the premium incomes 
fail to compensate for the excess of payments over 
recoveries and other costs of operation. But the 
major problem of export-credit insurance is not so 
much of actual losses as of lack of liquidity. The final 
losses after the gradual liquidation of frozen credits 
may not be very substantial. In fact, the records of most 
of the credit insurance systems show that the amounts 
that had to be written off as irrecoverable were 
generally not very significant. But the insurer must 
be able to meet payments on claims long before the 
collection of credits can be realized or face a substan
tial drain in the liquid reserves. If he finds it difficult 
and expensive to borrow to maintain his reserves, 
the insurer will have to charge high-premium rates 
so that he can break even in a fairly short period. 
But the State can ultimately have recourse to its own 
borrowing capacity and charge a premium low enough 
to break even over a reasonably long period. 

Spread of risks and the form of insurance 

219. An export-credit insurance agency, if it is to 
keep the cost of insurance low without letting its 
operations degenerate into a form of export sub
sidization, has to adopt methods of operation that will 
improve the quality of the risks and increase the 
volume of business. The facilities of a public insurance 
corporation should be available to anyone who may 
apply for them, but it would need to control the risks 
it insures through careful scrutiny and by attaching 
such conditions in premiums, percentage, coverage, 
and so forth as may be considered appropriate. For 
most companies, therefore, the specialized function 
that is the key to their success is that of the under
writer who is responsible for fixing the terms and 
conditions of all contracts of insurance, quoting the 
appropriate premium rates and estabishing the credit 
limits that determine the liability assumed by the 
company. The type of policy issued or the form of 
insurance offered in an individual case has to be 
related to the over-all structure of risks. There are 
several factors, such as the commodity composition 
of exports, spread of liabilities, rate of turnover 
and the maturity periods that determine the structure 
of risks and the methods of operation of an insurance 
company. These will vary from country to country 
and it is not within the scope of this report to go into 
the technical details. But one special problem with 
respect to the spread of risks is worth considering, 
since it has assumed particular importance in the 
working of the existing insurance agencies. 

220. This is a problem of determining the form of 
insurance, whether it should cover a single transaction 
or the whole turnover of exports of the exporter. 
From the standpoint of the insurer interested in a 
sizable volume of business and the maximum spread 
of risks, insurance of the whole turnover of business 
of the exporter with all the countries with no separate 
cover for political and transfer or commercial risks 
is more desirable. The concentration of the insurer's 

risks on a few countries sharply increases the margin 
of risk since a freezing of credits in any of these 
countries may upset the whole business. Similarly, 
unless all types of risks, whether political or com
mercial, of the whole turnover of exports are insured, 
the volume of insurance will tend to be reduced to 
the dubious cases only, and the insurer will be left 
with only the "sick" patients of trade. For the ex
porter the benefit of such a cover is of course prim
arily a low over-all cost of insurance. But the exporter 
who trades with stable markets or with firms whose 
financial position is unquestionably sound would like 
to have cover against political and transfer risks only. 
He may feel he could save on insurance cost by limiting 
cover according to his choice. In fact it is sometimes 
charged that the policy for total export turnover keeps 
the cost of insurance low for trade in riskier trans
actions with less stable markets at the expense of 
trade involving limited risk with stable markets, in the 
manner of a tax to redistribute the burden. When the 
same exporter is involved in trade with both stable 
and unstable markets, the incidence of such a tax may 
coincide with its benefits. But quite often this is not 
the case, and for the developing countries this may 
give rise to severe problems. The traditional exporters 
with established lines of business with well-known 
foreign firms may have no reason for accepting cover 
for commercial risks; and as the bulk of their trade is 
with the developed countries, they may not be willing 
to secure cover for transfer risks. Insistence on insur
ance of all export credit may lead these firms to dis
pense with insurance altogether. Tn that event the 
business for insurance agencies may be reduced by a 
requirement of whole turnover insurance. 

221. Very few insurance agencies go to the 
extreme of compulsory insurance of all export 
credits; but the Export Credit Guarantee Department 
in the United Kingdom is fairly strict about this. 
An exporter wishing to insure short-term and medium
term credits is required to insure his entire short-term 
turnover with all countries, or at least with an agreed 
group of markets, but is not required to do so for 
medium-term credits, though special preferences will 
be granted to him if he does. The comparable arrange
ment in the Federal Republic of Germany does not 
insist on "whole turnover insurance", even for short
term business, but follows an incentive system offering 
global policies at lower rates. The choice of risks and 
markets to be insured is left to the exporter who may 
obtain single transaction policies if he wishes. The 
scheme in operation in France is agreeable to covering 
political and transfer risks only if the importer can 
provide from his bank a guarantee of his solvency. 
Among the developing countries, the Export Risks 
Insurance Corporation of India favours the "whole 
turnover insurance" but does not insist on this and 
issues specific policies on selected markets to help 
the exporter meet special obligations. The Israeli 
Agency insists on policies covering all consumer 
goods exported. But for capital goods exports which 
are expected to grow in the future, it recognizes that 
the whole turnover cover is not appropriate and that 
each contract of sale has to be insured separately with 
a policy related to the special terms of the contract. 
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TABLE 1-26 

Centrally-planned economies: Commitments of bilateral economic assistance to developing countries, 1960-1%2" 

(In millions of dollars)b 

Total be/ore 
Country 1960' 1960 1961 1962 

By donor: 
Bulgaria ..... 180 
China (mainland) . 145 46 51 51 
Czechoslovakia . 210 59 208 1 
Eastern Germany . 29 61 6 
Hungary. 17 124 
Poland 54 71 59 88 
Romania . . . . . . . . ll 50 50 
Union of Soviet Socialist 

Republics 1 880 484 555 233 

TOTAL, all donor 
countries. 2 327 677 1 126 429 

By recipient: 
Africa 

Algeria 2 
Ethiopia. 101 12 
Ghana. 40 131 
Guinea 35 50 10 25 
Mali 66 7 
Morocco. 12 
Somalia . 74 13 
Sudan. 22 3 
Tunisia . . . . ~ . . 10 38 
United Arab Republic. 357 15 302 26 

TOTAL 493 117 655 86 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on: Bulletin Inostrarmoi Kommercheskoi Informatsii. 
Dengl 1 Kredit, No. 6, 1962 (Moscow); V. Rimalov, Econamlc Co-operation 
Between the Union of Soviet Socialist Republics and Under-developed Countries 
(Moscow, !962); Artur Bodnar, Gospodarka Europijsklch Krajov Socjalistycznych 
(Warsaw, !962); Far Eastern Economic Review, No. 3, 196!, and other official 
and unofficial informacion. 

a The data in this table and in Table l-27 are rough estimates based upon 
incomplete information. The figures refer only to the amounts of credits and 
grants specified in individual announcements and may differ from data relating 
to total aid extended to, or received by) each country or group of countries. 
The data shown in Table 1-26 dilfer somewhat from those presented in Table 12 

222. In conclusion, it may be noted that in the 
context of proposals for international refinancing 
of export credit for the developing countries, the 
growth of an export-credit insurance system in the 
developing countries can be of special significance. 
The backing of the national insurance agency im
proves the quality of credit documents, facilitating 
not only national financing but also international 
refinancing. If, for some reason, an importer or 
importing country defaults on such payments, the 
obligations of the debtor would be transferred to the 
exporter who could fall back on the insurance agency. 
The risks of the international refinancing organ would 
thus be substantially reduced and limited to the 
remote contingency of suspension of payments 
simultaneously in both importing and exporting 
countries. Further, with this support of the national 
insurance agency to the quality of export credit 
instruments in its portfolio, the international re~ 
financing organ would find it much easier to mobilize 
the necessary financial resources. 

44 For the purpose of this chapter, the centrally-planned econo· 
mies include Bulgaria, mainland China, Czechoslovakia, Eastern 
Germany, Hungary, Poland, Romania and the Soviet Union. The 
developing countries are exclusive of Cuba. 

Country 
Total before 

1960' 1960 1961 1962 

Latin America 
Argentina . 109 
Brazil . 200 

TOTAL 109 200 

West Asia 
Iran. 6 
Iraq. 138 69 
Syria 193 22 30 
Yemen 42 

TOTAL 379 91 

Far East 
Afghanistan 185 200 
Burma. 10 86 4 
Cambodia . 29 11 2 
Ceylon 57 12 11 
India 764 155 48 34 
Indonesia 273 280 96 50 
Laos 12 
Nepal. 23 20 
Pakistan. 3 30 

TOTAL I 344 271 313 

TOTAL, all 
countries. 2 327 677 I 126 429 

of United Nations, Interootiona/ Flow of Long-term Capital and Official Doootions, 
1959·1961 (Sales No.: 63.II.D.2). The differences are due partly to revisions 
made necessary In the light of additional and more precise information and 
partly to the exclusion of Yugoslavia from the group of donor countries, and of 
Cuba, Cyprus and Turkey from the group of recipient countries. These changes 
in coverage help to improve the comparability of the data for 1962 with those of 
the earlier years. 

b National currencies converted into dollars at official rates of exchange. 

c Cumulative total since 1954, the first year in which economic assistance to 
under-developed countries was granted; excluding credits and grants extended 
but known to have been subsequently cancelled or allowed to expire. 
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223. This review of economic assistance of the 
centrally-planned economies to the developing coun
tries and of its impact on the economies of the donor 
as well as the recipient countries is limited by the lack 
of comprehensive data on annual credit disburse~ 
ments. Although the credit flows take mainly the form 
of shipments of goods and are, therefore, reflected in 
the trade transactions between the donor and recipient 
countries, data on trade balances between the credit~ 
receiving and credit-extending countries do not pro~ 
vide accurate information on these flows, because 
part of their mutual trade may have been settled in 
convertible currency. The only comprehensive in
formation on economic aid of the centrally-planned 
economies relates to credit commitments based on 
a variety of sources from the donor as well as from 
the recipient country. 

THE VOLUME OF CREDITS GRANTED 

224. The available information on credit commit
ments of the centrally-planned to developing coun
tries, indicated in Table 1-26, shows that, during the 
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period beginning in 1954--when the first significant 
credits were granted to developing countries~and 
ending in 1962, the total of credits and grants 
amounted to $4.6 billion. The largest share of this 
total, about 70 per cent, was extended by the Union of 
Soviet Socialist Republics. The credits extended by 
the other European centrally-planned economies 
amounted to 24 per cent of the total, and those of 
mainland China to 6 per cent. Among the European 
centrally-planned economies other than the Soviet 
Union, the largest credits were extended by Czecho
slovakia, with 10 per cent of the total, followed by 
Poland with over 6 per cent, Hungary with 3 per 
cent, and Romania and Eastern Germany with 2 per 
cent each. The information on changes in com
mitments over time indicates that credit commitments 
first became significant in 1956-1957 and continued 
rising with an interruption only in 1960 until they 
reached a peak of $1.1 billion in 1961. In 1962, 
however, new credit commitments appear to have 
fallen to S429 million, according to the available 
information relating to that year. It should be noted 
that the actual decline in new commitments may 
have been smaller, since the data for 1962 are less 
complete than the information available for the 
preceding years. 

225. While little is known about the actual flows 
of credits from the centrally-planned economies to the 
developing countries, some qualitative and quanti
tative information provides certain indications of the 
relationship between commitments and disbursements 
of credits. The fact that most of the credits are used 
for delivery of machinery and equipment indicated 
that the bulk of each credit is disbursed at the time 
when the basic construction work is sufficiently ad
vanced to proceed with the installation of machinery 
and equipment. The share of construction in total 
investment in a given project and the time required 
for its completion are obviously not identical for all 
projects. In consequence, the time span of a credit 
agreement will vary considerably, depending on the 
size of the project, the delays involved in the prepar
atory work and surveys, and in many instances, on 
the timing and the ability of the credit-receiving 
country to organize those aspects of construction 
work which are to be executed by the use of internal 
resources. In most cases the disbursement period has 
lasted five to seven years from the beginning of 
deliveries to the completion of the project. 

226. According to a rough estimate, the total 
disbursements of economic grants and credits to the 
developing countries between 1954 and 1962 were 
within the range of one-quarter to one-third of total 
commitments. It is obvious that the share of disburse
ments in total credit commitments at any given time 
is influenced not only by the time span separating the 
extension and utilization of credits, but also by the 
rate of growth of commitments. Thus, the concentra
tion of large commitments during recent years would 
naturally result in a lowering of the ratio of disburse
ments to total commitments. 

227. An indication of disbursements of credits 
granted by the Soviet Union to the developing coun
tries can be derived from the data on exports of 

complete plants and installations to these countries. 
The major part of these exports undoubtedly repre
sents shipments financed by long-term credits, al
though they may also include transactions financed by 
commercial credits and cash payments. On the other 
hand, these data may account for only a part of the 
credit flows which, in addition to complete plants 
and installations, also cover deliveries of other goods 
and services. Thus, while the difference between the 
actual credit flows and the data on shipments of 
complete plants and installations cannot be assessed, 
it does not seem to be of such magnitude as to in
validate the broad conclusions regarding the relation
ship between commitments and disbursements which 
can be derived from this comparison. 

228. The available data on Soviet exports of 
complete plants and installations to fourteen develop
ing countries 45 indicate an increase from $1.1 million 
in 1955 to $111 million in 1958. During the two 
following years these exports fell to about S65 
million, but in 1961 they rose to $136 million and 
in 1962 reached an all-time peak of $183 million. The 
data on exports of complete plants and installations 
show an even greater degree of concentration on a 
limited number of countries than those on credit com
mitments. Thus, India absorbed about 49 per cent of 
total Soviet exports of complete plants and installa
tions to the developing countries, the United Arab 
Republic 18 per cent, Afghanistan 14 per cent, Iraq 
8 per cent, and Indonesia, Syria and Guinea 3.4 
per cent, 2.5 per cent and 2.7 per cent, respectively. 
The seven remaining countries accounted for less 
than one per cent each. 

229. It is significant that the share of the develop
ing countries in total Soviet exports of complete plants 
and installations rose from about 3 per cent in 1956 
to 35 per cent in 1958. In 1959 and 1960 it fell to some 
12 per cent of the total, and in 1961 and 1962 rose 
to about 40 and 45 per cent respectively. The total 
value of Soviet exports of complete plants and in
stallations to the developing countries amounted to 
S617 million between 1955 and 1962, or about 23 
per cent of credit commitments to the countries 
covered by these data, and to 20 per cent of total 
credit commitments to the developing countries. 
Their relationship, however, varied considerably 
among countries. The deliveries of complete plants 
and installations amounted to about 37 per cent of 
credit commitments to India, 29 per cent in Guinea, 
27 per cent in Iraq and 20 to 22 per cent in Yemen, 
the United Arab Republic and Afghanistan. In 
Pakistan, the deliveries amounted to 11 per cent of 
commitments; in Mali and Indonesia, to 7 and 6 per 
cent, respectively, and in Ghana, to about 3 per cent. 

230. Official information on credit commitments 
and disbursements is available only for two developing 
countries: India and Ceylon. As shown by the data 
reproduced in Table 1-27, about 28 per cent of credit 

•• The data on exports of complete plants and installations are 
indicated separately only for Afghanistan, Ceylon, Ghana, Guinea, 
India, Indonesia, Iran, Iraq, Mali, Pakistan, Somalia, Syria, United 
Arab Republic and Yemen. The shipment of complete plants to 
other credit receiving countries either were not listed separately or 
were non-existent, the credits being used for purchases of equipment 
and machinery rather than for complete plants and installations. 
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TABLE 1-27 
Commitments and utilization of credit granted by the centrally

planned economies to India and Ceylon 
(In millions of dollars) 

Item Commitments Uttllzation 

Credits granted to India, I956-1962 
Czechoslovakia . 48.3 
Poland 62.6 1.0 
USSR. 806.3 257.2 

TOTAL 917.2 258.2 

Credits granted to Ceylon, 1956-1963 
Mainland China 36.3• 8.9 
Poland 8.0 0.7 
USSR. 30.0 17.6 

TOTAL 74.8• 27.2 

Source: Ceylon, Ministry of Finance, Economic and Social Progress, 19S6-1963 
(Colombo) p. 90; and India, Economic Survey, 1962-1963 (New DelhD. 

• Of this amount, $26.3 million represents grants. 

commitments extended by the centrally-planned 
economies to India in 1956 to 1962 were disbursed. 
Nearly all of this was accounted for by Soviet credit 
disbursements which amounted to about 32 per cent 
of total Soviet commitments to India during this 
period. The information on credits extende~ and 
disbursed by the centrally-planned economies to 
Ceylon indicates that over 36 per cent of total com
mitments were disbursed up to July 1963. The share 
of disbursements in credits extended by the Soviet 
Union amounted to about 59 per cent, that of main
land China to 24 per cent and that of Poland to 
about 8 per cent. 

231. In addition to long-term credits and grants, 
and to commercial credits about which little informa
tion is available, the centrally-planned economies have 
extended aid to the developing countries indirectly, 
through their contributions to the funds of various 
United Nations agencies such as the Expanded Pro
gramme of Technical Assistance (EPTA), Un~ted 
Nations Children's Fund (UNICEF), and Umted 
Nations Special Fund. The contributions to other 
agencies are not directly related to foreign aid, and 
the funds allocated to the United Nations regular 
technical assistance programme are financed from the 
global contributions to the regular United Nations 
budget and are not indicated by contributing coun
tries. The contributions of the centrally-planned 
economies to the three agencies mentioned above, 
during recent years, are shown in Table 1-28. 

RELATIONSHIP TO DEVELOPMENT OF TRADE 
OF THE CENTRALLY-PLANNED ECONOMIES 

232. The information on past trends in the growth 
of credit commitments of the centrally-planned econo
mies to the developing countries does not provide 
any indication of the future development of this aid. 
The rapid growth from the very low level in the initial 
period and the significant fluctuations during recent 
years were influenced by various political and econo
mic factors and were not related systematically with 

changes in such aggregates as national income or 
foreign trade. Apart from general willingness to 
extend assistance to the developing countries and the 
requests for aid presented to the centrally-planned 
countries, the volume of commitments may depend 
on the capacity of specific branches of industry in the 
centrally-planned economies and the domestic re
quirements for their output. This dependence is 
largely due to the fact that the credits to the developing 
countries are not offered in convertible currency 
but in deliveries of goods produced by the donor 
country. As the bulk of the aid takes the form of 
shipments of machinery and equipment, the possi
bilities of granting aid are more specifically linked 
with the capacity of machine and metal working 
industries, and the domestic requirements for invest
ment goods produced by these industries. 

233. In view of the continuously high level of 
demand for investment goods characteristic of the 
centrally-planned economies, the granting of aid by 
diverting scarce resources from domestic uses may 
have the consequence of affecting the rate of domestic 
investment and over-all growth of output in these 
countries. The situation in this respect may at times 
differ from that in some market economies where, 
if there is unemployment, the foreign demand gen
erated by aid to the developing countries, by stim
ulating total effective demand, may lead to increased 
utilization of idle resources. In conditions of full 
utilization of resources which prevail in the centrally
planned economies, the shipment of goods associated 
with long-term credits reduces the supply of com
modities available for domestic uses, and, therefore, 
has a certain decelerating effect on the rate of econo
mic expansion. This effect has thus far not been of 
great importance, since aid to the developing countries 

TABLE 1-28 

Contributions of the centrally-planned economies to EPTA, 
UNSF and UNICEF" 

Item 

Amount in thousands 
of dollars by contri
buting country 
Bulgaria .... 
Czechoslovakia . 
Hungary. 
Poland 
Romania 
USSRb 

TOTAL 

Percentage distribution 
by recipient 
EPTA .. 
UNSF ..... . 
UNICEF .... . 

1960 

36.8 
173.5 
98.1 

250.1 
58.4 

2 962.5 

3 579.4 

39 
40 
21 

1961 1962 

36.8 24.9 
173.5 190.9 
108.8 108.8 
285.0 285.2 

58.4 58.4 
4 387.5 4 387.5 

5 050.0 5 055.7 

52 51 
29 29 
20 20 

Source: United Nations, Economic and Social Council Official Records. 

• Abbreviations refer to the following agencies: EPTA, Expanded Programme 
of Technical Assistance; UNSF, United Nations Special Fund, and UNICEF, 
United Nations Children's Fund. 

b Including contributions of the Byelorussian and Ukrainian Soviet Socialist 
Republics. 
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has represented only a small fraction of national 
income of the centrally-planned economies. Its impact 
on growth rates has, however, been more significant 
than might appear from its ratio to national income. 
This impact may be more effectively measured by 
relating the aid to domestic investment. Thus, for 
instance, the annual average of credit commitments 
of the Soviet Union in 1960 and 1961 was of the order 
of 1.5 per cent of the average gross fixe~ in~estme~t 
during the same period and, together With its credit 
commitments to the other centrally-planned econo
mies it amounted to about 3.5 per cent of investment. 
The 'ratio of actual flows to fixed investment was 
obviously much smaller. 

234. Although neither the profit motive nor the 
demand-inducing effect of foreign aid enters into the 
consideration of the centrally-planned economies, 
some economic factors do play a certain part in the 
determination of foreign aid policy. 

235. Almost all economic aid of the centrally
planned economies to the _developing countries is 
provided in the form of credits, while grants account 
for only a limited proportion of the total. The official 
motivation for this form of aid is that the credits 
offered by the centrally-planned economies represent 
arrangements beneficial to both contracting parties, 
and they therefore provide a more solid and adequate 
basis for mutually satisfactory arrangements. This 
aspect of the foreign aid policy has been frequently 
emphasized by the authorities of the centrally-planned 
economies. 

236. Among the purely economic considerations 
encouraging the expansion of foreign credits may be 
the desire to promote increasing foreign trade and 
to secure higher imports from the primary producing 
countries in the future. The granting of long-term 
credits creates a favourable climate for the expansion 
of trade. Not only does the construction of enter
prises and the delivery of machinery and equipment 
on credit create a market for replacement parts and 
possibly stimulate cash purchases of investment goods, 
but the repayment of credits will also finance a return 
flow of imports in the future. The development of such 
bilateral trade movements increases the possibility 
of expanding imports without a commensurate 
increase in convertible currency expenditure. 

237. Owing to the need of the developing coun
tries for complete installations or large individual 
purchases of equipment, it would be quite impracti
cable to achieve the same effect on trade without 
credits, by balancing current exports <?f investment 
goods to each country against current imports from 
that country. While the importance of these economic 
factors cannot be assessed, there is no doubt that 
they do, to some extent, reduce the high opportunity 
cost of foreign aid extended to the centrally-planned 
economies to the developing countries. 

238. It has already been stated that no indications 
are available on future aid policy of the centrally
planned economies. It should be added that the 
volume of future credits for the developing countries 
need not be closely predetermined in the process of 
preparing the long-term plans for production and 

foreign trade. The integration of production, allo
cation and trade plans does not imply that only the 
existing trade and aid agreements are allowed for 
when the plans are drawn up and that this auto
matically precludes trade and aid commitments 
involving subsequent readjustment in the allocation of 
domestic resources. 

239. Although trade relations between the cen
trally-planned economies are increasingly integrated 
with their long-term production plans, hardly any of 
the trade or aid agreements signed with the developing 
countries have coincided with the preparation of the 
long or medium-term plans. Furthermore, in vie_w of 
the relative size of the aid programme, the modifica
tions in production or trade plans required to meet 
new commitments are not of such magnitude as to 
create insurmountable difficulties. Finally, all plans 
provide to an increasing extent for the formation C?f 
certain reserves which are intended to create condi
tions for greater flexibility in the allocation of re
sources; these may also include provisions for future 
assistance to the developing countries. Since the long
term plans undergo continuous readjustments in the 
process of their implementation, the establishment of 
long-term plans of economic development in a certain 
period cannot be considered as an obstacle to 
providing credits to the developing countries at a sub
sequent date. The increased international co-ordinll:
tion of the production and trade plans of the Coun~tl 
of Mutual Economic Assistance (CMEA) countnes 
does not alter this conclusion. 

IMPACT UPON DEVELOPING COUNTRIES 

240. Although the credits of the centrally-planned 
economies represented a relatively small proportion 
of total credit and grant commitments extended by 
all donor countries to the developing countries, the 
impact of such aid on the economy of the recipient 
countries was much more significant than its share 
in total aid would suggest because of its concentration 
on a limited number of developing countries. The 
growth effect of these credits was considerably 
enhanced by the fact that in most cases they were 
directed towards the expansion of investment goods 
industries, and that they were closely associated with 
extensive manpower training with a view to enabling 
nationals of the recipient country to take over the 
construction and management of future projects. 

241. The data on the distribution of credits among 
the recipient countries indicate a very high conc~n
tration of aid on a limited number of countnes. 
Altogether the aid of the CMEA countries was ex
tended to over thirty developing countries. In Asia 
thirteen countries have received economic and tech
nical assistance from the centrally-planned economies; 
in Africa aid was granted to ten countries, and in 
Latin America to two. However, 72 per cent of the 
volume of credits granted to Asian developing 
countries was extended to three countries, Afghan
istan, India and Indonesia. More than 50 per cent 
of total credits allocated to Africa were extended to 
the United Arab Republic. The four countries just 
mentioned accounted for over 60 per cent of all 
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credits granted by the centrally-planned economies 
to the developing countries between 1954 and 1962. 

242. The impact of the aid extended by the 
centrally-planned economies on the receiving coun
tries cannot be adequately assessed owing to inade
quate information. According to Soviet sources, the 
country's credit commitments to the United Arab 
Republic in 1958-1962 covered about 15 per cent of the 
foreign exchange requirements for the Republic's 
five-year plan. The Soviet credit commitments to India 
represented about 12 per cent of the total investment 
in industry scheduled for India's third five-year plan 
of 1961-1966. The credit commitments of the Soviet 
Union to Afghanistan were reported to cover about 
one-third of the total investment during the latter 
country's first five-year plan and are scheduled to 
cover half of the total investment during the second 
five-year plan. 

243. While the total credit commitments of the 
centrally-planned economies to the developing coun
tries represented a relatively small share of the total 
credits and grants received from all sources, in some 
cases this participation was quite high. Thus, accord
ing to Soviet sources, the credit commitments of the 
centrally-planned economies to Guinea amounted to 
85 per cent of all credits extended to that country 
in 1960-1963, and those offered to Ceylon represented 
35 per cent of all credits received until 1961. The 
credits committed by the Soviet Union to the United 
Arab Republic for the years 1958-1962 accounted 
for 30 per cent of the credits received by that country 
during the same period. According to Indian official 
sources, the share of the centrally-planned economies 
in total credits and grants (inclusive of United States 
grain deliveries and development loans repayable in 
rupees) amounted, up to the end of 1962, to 11.4 
per cent, and disbursement to 5.4 per cent. The share 
of the centrally-planned economies in total loans 
extended to India amounted to 21.4 per cent of all 
commitments and their disbursement amounted to 
11.2 per cent of all disbursements. 

244. The loans of the centrally-planned economies 
to the developing countries have as a rule been granted 
for the construction of several projects at a time, and 
the typical amounts of individual loans have ranged 
between $40 million and $100 million. This was 
particularly the case for the loans granted by the 
Soviet Union, while those offered by other centrally
planned economies were generally smaller. The 
individual loans granted by the Soviet Union to India, 
Indonesia and the United Arab Republic provided 
for lines of credit amounting to $150 million to $250 
million. 

245. The credits extended by the centrally-planned 
economies to the developing countries covered the 
construction of a large variety of projects. According 
to a communique of the CMEA, more than half 
of the resources put at the disposal of the developing 
countries by the member countries of the CMEA 
have been used for the construction of enterprises 
in heavy industry and power generation. About 35 
per cent of credits were used for power stations, 
metallurgical plants and the coal industry, and 25 per 
cent of credits were allocated to the chemical industry, 

oil refineries, engineering and building materials 
industries. The remaining credits were utilized to 
finance the construction of transport and communi
cations facilities, geological surveys, prospecting, the 
construction of enterprises in light and food industries 
as well as of scientific, medical and educational 
institutions and housing. According to the afore
mentioned communique, the capacity of power stations 
built with the aid of the CMEA countries amounted 
to 5.2 million kilowatts or about one-third of the 
capacity existing in the countries in which they were 
built. The capacity of metallurgical plants constructed 
with the assistance of the centrally-planned economies 
is expected to increase by 3.5 million tons of steel, 
thus doubling the existing capacity of publicly owned 
steel plants. 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 cement factories is 
equal to about 2.5 million tons, which represents 
12.7 per cent of the capacity already installed. 

CREDIT TERMS AND CONDITIONS 

246. The credits granted by the centrally-planned 
economies to the developing countries are based ex
clusively on bilateral agreements providing for de
livery of goods and services by the creditor country, 
and for repayment generally in commodity exports, 
but in some cases also in local currency or in con
vertible currency. While the possibility of repayment 
in domestic currency or in traditional exports repre
sents an obvious advantage to the developing coun
tries, the fact that all the credits are offered in the form 
of goods and services delivered by the donor country 
may raise certain problems which, however, are not 
peculiar to the aid of the centrally-planned economies. 
One of the problems raised is that of the bilateral 
nature of credit arrangements. It has been pointed 
out that this form of credit, similar to the tied credits 
extended by the developed market economies, obliges 
the recipient country to utilize the credit by purchasing 
the required goods and services exclusively from the 
donor country. In the case of the centrally-planned 
economies, credits are earmarked for shipment of 
clearly defined goods and services. They are, in fact, 
determined by the value of goods which a given donor 
country is willing and able to deliver to the recipient 
country. This form of aid, therefore, restrains the 
freedom of the receiving country with respect to the 
utilization of credits, as regards both the type of 
goods to be imported and the country of supply. 
It may also have a restraining effect on the volume of 
credit 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. Thus, a centrally
planned country ready to offer credit to a developing 
country may not be able to secure the required goods 
which are more readily available in another centrally
planned economy, and may thus be inhibited from 
extending the credit. This problem has been overcome 
in certain cases by the use of the productive facilities 
of the other centrally-planned economies as sub
contractors in production and delivery of certain 
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goods and services unavailable in the donor country. 
In a similar manner, the repayment of credits may 
create certain difficulties in cases where a given 
country has agreed to receive in payment goods 
which are not required at the time of repayment, 
though this problem might in many cases also be 
resolved through the re-export of such goods. Such 
arrangements may not, however, be adequate to solve 
the problems arising from the strictly bilateral 
character of the aid agreement. 

247. The shortcomings of the strictly bilateral 
credit agreements providing for shipments of goods 
rather than for supply of convertible currency are 
clearly recognized by the centrally-planned countries, 
and the possibility of introducing a certain form of 
multilateral arrangement has been envisaged in con
nexion with the creation of the "International Co
operation Bank" of the CMEA countries and the 
introduction of the transferable rouble and multi
lateral compensation of payments balances between 
the CMEA countries which are intended to operate 
within the framework of bilateral agreements. Al
though these measures are, at present, to be applied 
only to the CMEA countries, they do open up the 
possibility of certain extension of these facilities to 
other countries. The recent official or semi-official 
statements indicate that the new bank of the CMEA 
countries may, in the future, extend to the developing 
countries credits in roubles convertible within the 
CMEA area; this will enable the receiving countries 
to use these credits for financing deliveries of goods 
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 individual CMEA 
countries to the developing countries within the 
framework of special agreements. At the same time 
the repayment of credits to one centrally-planned 
country could also be effected by the use of transfer
able roubles earned from exports to another CMEA 
country rather than by direct exports of commodities 
to the donor country. 

248. Although the introduction of these measures 
might lessen the problems raised by the bilateral credit 
agreements, it is not likely to eliminate altogether the 
adverse aspects of tied loans arising from the fact that 
they reduce competition between potential suppliers 
and may render difficult procurements from the opti
mum sources of supply. It should be added, however, 
that it has been maintained in the centrally
planned countries that these adverse effects are of 
little importance for the aid granted by these coun
tries for the following reasons. The credit offered 
to developing countries is as a rule formulated in 
physical terms and translated into value terms by the 
methods used in all foreign trade transactions of 
these countries. This evaluation is not based on do
mestic cost but on world prices of specific com
modities entering into a given project; in cases where 
the world price is difficult to determine, it is stated 
that the project construction is offered on reasonably 
competitive terms with respect to price, delivery dates 
and other relevant factors. This, it has been stated, 
is made possible by the fact that in the case of the 

centrally-planned economies both the granting of 
loans and the execution of projects are undertaken 
by a state organization, instead of being handled 
separately as in market economies. In addition, the 
description of technological processes necessary for 
operating the projected plants as well as patents and 
licences, as a rule, are offered to the recipient countries 
free of charge, except for the cost of preparation and 
shipment of the relevant documents. 

249. The credits offered by the centrally-planned 
economies to the developing countries are, as a rule, 
earmarked to cover the following expenditures: (a) 
geological surveys and prospecting, preparation of 
projects, research and studies prepared by the organi
zations of the donor country; (b) delivery of machinery 
and equipment for construction works, and of building 
materials not available in the recipient country; (c) 
delivery of machinery and equipment for the project 
constructed with the aid of the donor country; (d) the 
cost of travel both ways for experts from the donor 
country, with the exception of certain preliminary 
missions, the services of which are, in some cases, 
granted free to the credit-receiving country; (e) train
ing and education of nationals of the recipient 
country in the donor country; (f) cost of preparation 
and transmission of documents dealing with technical 
processes and procedures necessary for the operation 
of the completed projects. As already stated, no patent, 
licence or other fee is charged to the credit recipient 
countries for this documentation. 

250. As indicated by the above enumeration, 
credits offered by the centrally-planned economies 
cover, as a rule, only goods which cannot be produced 
by the recipient country. This policy has, undoubtedly, 
a stimulating effect on the mobilization of internal 
resources for economic growth. Its otl1er effect is 
that it enables the credit-receiving country to use a 
given amount of credits for the construction of a 
greater number of industrial or other projects than 
would be possible if the credit were used not only 
for imports of equipment and materials than cannot 
be produced by domestic industries, but also for 
financing other outlays. But, as already noted with 
respect to aid granted by the developed market 
economies, in some instances this pattern of aid, if 
strictly adhered to, may present difficulties for the 
developing countries. Thus, the ability to utilize the 
equipment and other goods offered on credit may 
be restrained, to a certain extent, by the lack of 
domestic resources or the inability to mobilize them 
at a given time for development purposes. This diffi
culty may take the form of enlarged import require
ments arising from the derived demand generated 
by the construction of projects financed with the 
assistance of foreign credits. In some exceptional 
cases, the credit agreements have covered at least 
part of the wage cost in the form of shipments of 
consumer goods used as a counterpart of wages paid 
to domestic manpower. Thus, for instance, the pro
tocol signed in 1962 between the Soviet Union and 
Ceylon provides that "to the extent of any unutilized 
portion of the credit available, after all the contracts 
have been signed, the Soviet Government will supply 
Ceylon with goods, the proceeds of the sale of which 
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could be used to finance the local currency cost of 
projects under the Agreement" .46 

251. The expenditure of the agencies of the donor 
country on wages and salaries of technical assistance 
personnel sent to the recipient country is not, as a 
rule, covered by credit, but must be reimbursed by 
the Government of the recipient country in local cur
rency paid into the donor country's account in a local 
bank. These deposits are used by the agencies of the 
donor countries for current expenses, and the unspent 
part of these deposits can be used by the donor 
country to pay for imports or, if so agreed, may be 
reimbursed in convertible currencies. In some cases, 
the expenses of personnel of the donor country pro
viding technical assistance to a developing country 
have, however, been covered by the credits. While 
little information is available on the salary scale of the 
technical assistance experts from most of the centrally
planned economies, it is of interest to note that several 
credit and technical assistance agreements concluded 
by mainland China stipulated that the salaries of 
Chinese experts and qualified workers should be equal 
to those paid to the nationals of the recipient country. 
The prices of machinery, equipment and other goods 
are those prevailing in the foreign trade of the centrally
planned economies, which generally correspond to 
world prices for similar commodities. They are fixed at 
the level prevailing at the time the agreement is 
concluded and they are not subject to change. 

252. The repayment of the principal begins, as a 
rule, one year after the completion of the project, thus 
enabling the developing countries to start repayment 
at the time the investment has begun to produce 
income. In the case of the Soviet Union the repay
ment takes place generally over a period of twelve 
years, while credits offered by the other European 
centrally-planned economies are repayable over a 
period of eight years or less. The period from the 
beginning of the project construction to the completion 
of repayments will generally be several years longer. 
Repayments of principal are, as a rule, made in equal 
but, in some cases, in increasing annual amounts. 
Interest rates, amounting to 2.5 to 3 per cent, are 
calculated exclusively on the outstanding balance of 
the utilized credit. 

253. An important feature of the aid policy of the 
centrally-planned economies is the fact that the 
repayment of principal and of interest can be made in 
the form of traditional exports of the recipient 
country. In some cases the agreements provide for 
repayment by means of exports of goods produced 
by the enterprises established with the aid of the 
credits. This provision makes even more apparent 
the self-liquidating aspect of credits, which become 
repayable only when the project begins to produce. 
Agreements providing for repayment in terms of 
goods produced by the assisted project may have 
another advantage both for the donor and for the 
recipient country. In the case of the recipient country, 
this may enable it to achieve economies of scale, 
especially if, as may be expected, the exports to the 

46 Ceylon, Ministry of Finance, Foreign Economic Aid, A Review 
from 1950-1961 (Colombo), p. 33. 

creditor country will not cease after the repayment 
of the credit. Thus, for instance, the tire and tube 
plant built in Ceylon with Soviet aid has a capacity 
of 360,000 tires compared with domestic consumption 
of about 140,000. The possibility of repayment of 
loans, partly by exports of tires, made it worth while to 
build a plant with a capacity exceeding substantially 
the current domestic requirements. 

254. For the centrally-planned economies, con
siderations of comparative cost may, in certain cases, 
indicate that for certain commodities imports, first in 
repayment of credits and later on a commercial basis, 
may be more advantageous than an expansion of 
domestic production. Such a policy would imply a 
willingness to extend, to a certain degree, the division 
of labour which exists among the centrally-planned 
economies to some developing countries. 

255. Most of the credit agreements provide for 
the possibility of repayment in convertible currency by 
mutual agreement of the contracting parties at the 
time of repayment. As a rule, credit agreements con
cluded by the centrally-planned economies with the 
developing countries contain a gold clause guarantee
ing the creditor as well as the debtor country against 
losses due to changes in exchange rates. As already 
stated, the real value of credits extended by the cen
trally-planned economies is not affected by price 
changes of goods earmarked for delivery. It is not 
certain, however, whether and to what extent any 
steps were taken to prevent price fluctuations from 
affecting the real value of repayments made in kind 
or in the currency of the debtor countries. In some 
cases the agreements stipulated that the repayments 
in kind will be effected at fixed prices. The possibility 
of repayment in convertible currency enables the 
debtor country to reap the benefit of price increases 
of its traditional exports by using this provision in 
lieu of repayment in kind at prices prevailing when 
the credit agreement was concluded. 

CREDIT INSTITUTIONS AND PROCEDURES 

256. The framework of credit arrangements be
tween the centrally-planned and developing countries 
is largely determined by the fact that with minor ex
ceptions the agreements are made between central 
authorities. Negotiations are initiated through diplo
matic channels by either party, though in most cases, 
by the recipient country. Since the credits are ex
tended to the Government of the recipient country, 
they are, as a rule, utilized within the public sector. 
However, this has not precluded the use of the 
services of private subcontractors by the recipient 
Government. In consequence, the credits of the 
centrally-planned economies have contributed pri
marily to the growth of the public sector in the recipient 
countries, although indirectly they have also stimu
lated the growth of the private sector. 

257. The procedure of bilateral loan agreements is 
best illustrated by the example of the Soviet Union, 
which is by far the largest creditor country. Although 
the institutions and procedures in other countries may 
differ in some degree, the arrangements of the Soviet 
Union are fairly representative of the broad pattern of 
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activities related to foreign aid in the centrally-planned 
economies. As a rule, the preliminary discussions 
relating to aid are referred to the central authorities 
which call upon various government committees and 
agencies for the general evaluation of the economic 
implications of the credits. The findings of these 
agencies provide the general basis for government 
decisions with respect to granting loans, preceding 
the formal conclusion of the general agreement with 
the recipient country. The agreement specifies, as a 
rule, the amount of credits and enumerates the pro
jects which will be built with the aid of the donor 
country, as well as the conditions and schedules of 
repayments. As a rule, this general agreement pro
vides the basis for more detailed "protocols" signed 
by the representatives of the contracting parties which 
lay down in greater detail the sequence of construction 
and deliveries of goods, the cost of equipment and the 
preparation of projects and surveys, as well as wages 
and salaries of the technical personnel to be sent to the 
recipient country. 

258. In the Soviet Union, the responsibility for 
the supervision of the implementation of economic 
and technical assistance is entrusted to the State Com
mittee for External Economic Relations attached to 
the Council of Ministers. The Committee takes an 
active part in the preparatory consultations and in the 
preparation of surveys and evaluations, as well as 
in the organization of the production and delivery 
of goods and services to the recipient countries and 
in arrangements for the training of engineers, tech
nicians, and other qualified workers in the Soviet 
Union. The main tasks of this Committee have been 
defined as consisting in introducing measures aimed 
at extending economic co-operation of the Soviet 
Union with the other centrally-planned economies 
on the one hand, and with the developing countries 
on the other, and in securing the fulfilment of obliga
tions assumed by the Soviet Union with respect to 
economic co-operation with and bilateral economic 
assistance to other centrally-planned and developing 
countries in constructing complete industrial enter
prises and other projects. 

259. Unlike the credits for constructing complete 
projects, the implementation of which is under the 
supervision of the Committee for External Economic 
Relations, the loans to foreign countries for purchases 
of specific goods are implemented by Foreign Trade 
Agencies subordinated to the Ministry of Foreign 
Trade of the Soviet Union. These commercial credits 
offered to State, co-operative or private firms are 
usually guaranteed by the Government or the Central 
Bank in the recipient countries and cover 80 to 90 
per cent of the value of the purchases. They are 
repayable within a period of three to eight years and 
carry an interest rate of 2.5 to 4 per cent. 

260. The State Committee for External Economic 
Relations carries out its obligations through four 
specialized agencies responsible for aid activities in 
specific fields. Each specialized agency either deals 
directly with various enterprises, agencies or institu
tions in ordering goods and services required for a 
given project, or assigns this responsibility to a single 
large enterprise or institution. 

261. The organizational pattern of the administra
tion of foreign aid in the centrally-planned economies 
is largely determined by the State ownership and direct 
administration of producing enterprises by the state 
authorities. The preparation of surveys and blueprints 
and the production of materials, machinery and 
equipment necessary for the construction of a given 
project, as well as the provision of experts and the 
training of nationals of the recipient countries, require 
the co-operation of a large number of institutions 
and enterprises subordinated to various ministries, 
economic councils, and other bodies. All these 
enterprises work under State-approved production 
and supply plans, which cannot be altered without 
the necessary authorizations, and the allocation of 
various tasks to individual enterprises and institutions 
can best be achieved in the prevailing conditions 
by a centralized State agency subordinated directly to 
the State Committee for External Economic Relations. 
The decision with respect to the allocation of tasks 
among various enterprises and institutions rests with 
the Council of Ministers of the Soviet Union. 

262. The centralization of the activities related to 
foreign economic assistance within the donor countries 
is closely associated with a similar centralization in 
their dealings with the recipient countries. As a rule, 
the representatives of the recipient countries do not 
deal directly with any of the enterprises or institutions 
producing goods or providing services required for a 
project built with aid, although such contacts or 
consultations are not in principle precluded. The need 
for such direct relations is not, however, of great 
importance in the case of complete projects, because 
the Soviet agency dealing with individual plants within 
the country is usually in charge of all the technical 
aspects of project execution, and acts in close co
operation with the organizations of the recipient 
country responsible for all work which can be accom
plished by the use of domestic resources. 

263. As already indicated, the activities of the 
State Committee for External Economic Relations 
in the Soviet Union, or of similar bodies in other 
centrally-planned economies, are not confined to the 
implementation of the credit agreements. The repre
sentatives of the Committee participate in all stages 
of the preparation of the aid programme, including 
the negotiations with the credit-receiving countries 
and the preparation of surveys and evaluations. If the 
receiving country so desires, the donor country under
takes the evaluation of the over-all economic effec· 
tiveness of various projects, the availability of raw 
materials and the level of development of various sec
tors and industrial branches, as well as other factors, 
in order to determine the choice of the projects to be 
constructed. The evaluation of investment efficiency 
undertaken by the agencies of the donor country is not 
aimed at the achievement of maximum profitability 
of a given project. Since almost all projects built with 
the assistance of the centrally-planned economies are 
State undertakings, there is ample scope for the 
application of investment criteria similar in many 
respects to those in use in the centrally-planned 
economies. The choice of a project is determined by 
its contribution to the acceleration of the growth rate 
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of the economy. Frequently this is tantamount to the 
selection of projects facilitating the future rise in the 
rate of capital accumulation and the lessening of 
dependence on imports of machinery, equipment and 
other capital goods from abroad. Since this tendency 
appears to be very similar to the pattern of growth 
characteristic of the centrally-planned economies, it is 
important to note that, according to authoritative 
pronouncements, the experts or aid agencies of the 
centrally-planned economies are not guided in their 
evaluations by the pattern of growth of their own 
countries nor by any doctrine of stages of economic 
development, but by the most efficient use of resources 
in any given situation. Thus, in many instances, a first 
priority rating has been given to the expansion of 
light industry and mining, rather than to engineering 
and heavy industry. In most cases the economic 
evaluations and surveys have been conducted with 
the participation of experts from the credit receiving 
country. The granting of credit has not been made 
dependent upon the acceptance by the receiving 
country of the conclusions arrived at by the experts 
of the donor country. The final decision with respect 
to the choice of the project to be financed rests in all 
cases with the Government of the recipient country. 

264. The over-all surveys and evaluations are fol
lowed by more detailed technical studies, preparation 
of blueprints and work schedules by the agencies of 
the donor country both in the territory of the receiving 
country and at home. At this stage, as well as in the 
construction stage of the projects, the experts and 
technicians of the donor country work in close 
co-operation with those of the recipient country. The 
representatives of the donor countries are, as a rule, 
in charge of co-ordination of the work of their own 
experts and of specialists from the receiving country. 
They are responsible for the technical direction of 
construction, delivery of equipment, installation of 
machinery and equipment, and for putting this equip
ment into operation according to established sched
ules. The authorities of the recipient countries and 
their agencies are responsible for all work which can 
be accomplished by the use of domestic goods and 
services. In consequence, the participation of the 
experts from the donor country in a given project, 
and the share of foreign credits in the cost of the 
project vary considerably. In cases where the con
struction of a given project requires a considerable 
amount of local labour and materials, the share of 
foreign credits may be relatively small compared with 
projects which require large outlays on imported 
equipment. Thus, for instance, the share of credits 
in the total cost is relatively small in the case of 
construction of roads or dams, although even in such 
cases, the donor country usually provides the con
struction equipment which, after the completion of 
the work, remains in the credit-receiving country. 

265. The agencies and organizations of the 
recipient countries are, as a rule, responsible for the 
presentation of basic data for the preparation of a 
given project, for the hiring of labour, the purchase of 
local materials, and the direct organization of con
struction work. As already mentioned, these organ
izations, agencies, or individual experts take an active 

part in the preparation of the projects. While prob
lems relating to the most essential parts of the project 
are, as a rule, within the competence of the foreign 
experts, most of the ancillary work is prepared by the 
local experts, although generally in consultation with 
the experts from the donor country. 

RELATIONSHIP TO TECHNICAL ASSISTANCE 

266. One of the features of the aid policies is the 
achievement, whenever possible, of the widest par
ticipation of technical personnel of the developing 
countries in the technical preparation of projects. 
This practice enables the personnel of the recipient 
countries to get acquainted with the methods used by 
the experts of the donor countries, and to use the 
acquired experience for future work, thus lessening 
the dependence on foreign technical assistance. This 
aspect of technical assistance is even more important 
during the construction stage of the new projects. 

On-the-job training of engineers, construction work~ 
ers and other qualified labour has become a significant 
feature of technical assistance of the centrally-planned 
economies, facilitated, in many cases, by the presence 
of a large number of qualified construction workers 
and engineers from the donor countries. Thus, for in
stance, in the construction of the Bhilai steel plant 
in India, the process was accompanied by continuous 
on-the-job training of Indian engineers and qualified 
workers, so that the Indian specialists were able to 
take a very active part in all stages of construction 
of the second blast furnace, and to take over com
pletely the work on the third blast furnace. Similarly, 
the construction of the Aswan Dam in the United 
Arab Republic was associated with on-the-job training 
of a considerable number of workers. While the scale 
of these two operations was rather exceptional, similar 
methods on a smaller scale were applied in other 
countries receiving economic assistance from the 
centrally-planned economies. 

267. In addition to the on-the-job training, a con
siderable number of technicians from the developing 
countries were trained in the donor country in plants 
similar to those under construction, in order to enable 
them to acquire the skills necessary for the efficient 
operation of the new plants. Apart from on-the-job 
training, which has extended beyond the labour force 
required for the plant built with the credits, a con~ 
siderable number of specialists and technicians have 
also been trained with the assistance of the centrally
planned economies in various scientific institutions 
and technical schools both in the donor and the 
recipient countries. 

Chapter 2 

INTERNATIONAL COMPENSATORY 
FINANCING OF THE EFFECTS OF 

CHANGES IN THE TERMS OF TRADE 

268. The terms of trade of the developing coun~ 
tries as a group reflect the fact that the exports of 
these countries consist overwhelmingly of primary 
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commodities and their imports largely of manu
factured goods. There is a close relationship on the 
one hand between the average export unit value of 
developing countries and the price index of primary 
commodities entering world trade, and on the other 
hand between their average import unit value and 
the average unit value of manufactures entering world 
trade. 

269. The prices of primary commodities are far 
more volatile than those of manufactures so that the 
relationship between the two series tends to show 
sharp short-term fluctuations as well as considerable 
long-term changes. And given the generally high 
degree of dependence of individual developing coun
tries on a small number of primary commodities 
for the great bulk of export earnings, these variations 
tend to be even more pronounced for single countries 
than for the group as a whole. 

270. During the nineteen-fifties, not only were 
there short-term fluctuations of considerable ampli
tude in the price index of primary commodities enter
ing world trade and in the unit value of exports of 
the developing countries but there was also a sharp 
downward trend in both variables from the relatively 
high levels that had prevailed during the early post-war 
period of shortages and the period of abnormal 
demand occasioned by the outbreak of hostilities in 
Korea. Up to the middle of the decade, the unit value 
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of manufactures in world trade tended to follow these 
movements, though on a greatly reduced scale. 
In the second half of the decade, however, the prices 
of manufactures continued to inch upwards rather 
than follow those of primary products downwards. 
As a result the terms of trade of the developing 
countries underwent a rapid deterioration, amounting 
to almost 14 per cent in the eight years between 1954 
and 1962 (see chart 2-1). 

271. This deterioration in the terms of trade of the 
developing countries came at a time when the foreign 
exchange reserves they had accumulated during the 
wartime and early post-war period of shortages of 
imports had been largely run down and when many 
of them were embarking on new and more ambitious 
development programmes involving much heavier 
outlays for imported capital goods. The connexion 
between the balance-of-payments constraint on the 
rate of investment and the reduction in the real 
purchasing power of a unit of primary commodity 
exports was amply demonstrated to many developing 
countries during this period. Many of them saw the 
effectiveness of their overseas borrowing gravely 
impaired by a simultaneous worsening in their terms 
of trade. As a result, the feasibility of action specifically 
designed to offset the effects of changing prices on 
real external purchasing power has become a subject 
of increasing interest and concern in recent years. 
To throw some light on this question it is necessary 
first to look a little more closely at the significance of 
changes in the terms of trade. 

272. On a free market, export unit values should, 
in principle, perform the same types of function as 
any other market price. In particular, longer-term 
movements should provide signals for change: pro
ducers would be squeezed out of areas in which relative 
prices are trending downwards and attracted into 
areas in which they are rising. In principle, therefore, 
the composition of exports should constantly change 
in response to relative price movements: commodities 
experiencing a declining price would tend to become 
less important, commodities whose price is increasing, 
correspondingly more important. With similar "cor
rective" movements proceeding in the case of imports, 
the terms of trade should reveal a persistent trend only 
to the extent that underlying productivity and cost 
conditions experience a systematic change. 

273. The fact that the terms of trade of the develop
ing countries have registered significant changes con
tinuing over a number of years suggests the existence 
of special influences inhibiting the sort of equilibrating 
adjustments that might normally be expected in 
response to the changing price relationship. These 
special influences are to be found partly in the nature 
and composition of exports and partly in the under
lying structure of the under-developed economies in 
which the requisite adjustment would have to occur. 

274. The movement of the terms of trade of the 
developing countries is affected by the predominance 
of primary commodities among exports. Facing a 
relatively inelastic demand and increasing competition 
from domestic production-"synthetic" as well as 
natural-in the main consuming countries and subject 
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to a rate of growth in final consumption lower than 
that of most other components of the total product 
in the principal markets, primary commodities con
stitute a singularly difficult field in which an exporting 
country might make purposeful adjustments of an 
equilibrating nature. The composition of the exports 
of most developing countries is too concentrated on a 
few commodities to permit of "marginal" adjustment 
in any meaningful sense: an unremunerative export 
item can be dropped and replaced by one whose price 
has moved more favourably if it is one in a thousand, 
but when a given product provides more than half of 
a country's foreign exchange earnings it cannot be 
the object of adjustment of this nature. 

275. In any event-and irrespective of the nature 
and composition of exports-adjustments in response 
to price changes can be made only if the economy is 
flexible enough to accommodate them. It is worth while 
taking factors out of the production of a declining 
product only when those factors can be more usefully 
employed elsewhere. Resource transfer of this nature 
presents considerable difficulties in an under-developed 
country: often the complementary factors that would 
be necessary to reabsorb the displaced resource--cap
ital, skill, infra-structure and so on-are just not 
available. When the alternative to producing the 
declining export commodity is subsistence agriculture 
or less, the pressure to change has to reach extra
ordinary intensity before any response can be expected 
in the production and export structure. 

276. To say that adjustments raise special difficul
ties in the circumstances in which most developing 
countries now find themselves is not to say that such 
adjustments are not necessary or should not be set 
in motion. From a global point of view there is no 
merit in producing unwanted quantities of any 
commodity. The adjustments that are needed are 
essentially dependent on (and in some respects actually 
part of) the normal development process-the widen
ing of the economic base and the strengthening of 
supply of the factors that are particularly scarce in 
most under-developed countries. Hence, it is in the 
interest of the exporting country to try to respond to 
the longer-term changes in the terms of trade. And it 
is in the interest of the international community to 
assist as far as possible in that process. 

277. The problem is most acute when a developing 
country with a high degree of export concentration 
experiences a long-term deterioration in its terms of 
trade, for this very process of deterioration reduces 
the resources at its disposal for making the required 
changes in its export and production structure. Inter
national action in these circumstances might take the 
form of preventing, delaying or moderating the 
decline in the ratio of export prices to import prices 
by means of commodity agreements which would 
spread over all producers in an equitable manner 
the burden of bringing the supply of the principal 
products involved into line with consumption at 
reasonable prices.47 

278. As a complementary measure to a pro-

47 This type of international action is discussed in Chapter 2 
of "International commodity problems" in Vol. III of this series. 

gramme for sustaining, or at least smoothing out 
changes in, the prices of particular commodities, 
international action might consist of providing some 
form of compensation for such changes ex post facto. 
As implied above, a significant consideration under
lying this type of action would be that longer-run 
price changes of this nature should be used for what 
they are, namely, guides for investment and produc
tion decisions which, if allowed, would lead to an 
improvement in the distribution of resources and 
efforts on a global scale. In so far as to follow the 
guidance of price changes in this way involves changes 
in resource allocation in countries that are poorly 
equipped to make such changes, the efforts of the 
international community would be directed to facili
tating the indicated adjustments. Since a longer-run 
decline in the price level of a country's exports de
prives the very country in which adjustments have to 
be made of some of the means of financing those 
adjustments, the international response might be the 
creation of a fund from which compensatory financial 
assistance could be obtained to offset the effects of the 
price decline and to help in the process of resource 
transfer. 

279. The broad principle of compensating for 
changes in relative price levels may be interpreted in a 
variety of ways when translated into practice. The 
first part of this chapter is devoted to a brief and 
tentative examination of some of the possibilities. 
Even though the basic purpose to be achieved might 
remain constant, the precise nature, scope and method 
of operation of a compensatory system could be 
varied almost indefinitely. The chief characteristics 
of any scheme would be determined very largely by 
the way in which the compensatory fund was raised 
and the use to which compensatory payments were 
put. But within this framework there would be room 
for many different types of mechanism and action
depending upon how the relevant price changes were 
measured, whether the compensation was automatic 
or discretionary, complete or partial, by loan or by 
grant and, in general, on how the scheme was ad
ministered. 

280. The second part of the chapter is reserved for 
the consideration of some of the more detailed ques
tions which would have to be answered before a 
compensatory system could be put into operation. 
Though some of these questions are of a technical 
nature, the way in which they are handled would 
exert a considerable influence on the shape of a 
compensatory system. 

281. The cost of the scheme, that is, the extent to 
which it involved a net financial transfer from one 
group of countries to another-from those that had 
gained from price changes to those that had lost, 
from industrial countries to primary exporting 
countries or from developed countries to developing 
countries-would depend in part on the precise nature 
of the system that was set up and in part on actual 
movements in relative prices. In the present context
the exploration of some general principles-it would 
not be appropriate to enter into the question of 
magnitudes. The relevant price movements obviously 
lie hidden in the future, while the precise features of 
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any scheme would have to be negotiated from among 
a vast range of possible variants. 

282. The type of arrangement that would probably 
involve the largest net transfers would be one in which 
all reductions in export prices and all increases in 
import prices, relative to a fixed base, were fully 
offset by a compensatory payment that was not 
reimbursable. A deterioration of one per cent a year 
in the terms of trade of the developing countries 
(which was the approximate average rate experienced 
by these countries in the period 1950-1962) and a trade 
level rising from, say, $20 billion to $30 billion a year 
in the course of the decade (which was the approxi
mate increase in exports registered by the developing 
countries in that period) would entail a net transfer 
steadily increasing from about $200 million in the 
first year to about $3 billion in the tenth. 

283. If the terms of trade of the developing 
countries were to continue indefinitely to deteriorate 
in the manner just postulated, the cost of restoring the 
"parity" of a fixed base would grow ever larger. If 
this happened, it would mean that the compensatory 
system had failed completely in its principal purpose, 
namely-by placing additional resources at the dis
posal of the country whose export prices are in 
relative decline-to hasten the development and 
diversification process that would halt that de
cline. 

284. A compensatory scheme, however, need not 
be premised on some remote base year. The decline in 
the terms of trade of the primary exporting countries 
that occurred between 1954 and 1962 was at least 
in part the result of a serious imbalance between 
production capacity and current rates of absorption 
brought about by many essentially short-run factors, 
among which the earlier shortages, high prices and 
demand for inventories were the most potent. A 
decline of this duration in the real purchasing power 
of exports can be a serious source of embarrassment 
and possible disruption of investment plans in the 
developing countries. A compensatory system might 
serve a very useful purpose in reducing the waste of 
delay and deferment that might be forced on a devel
oping country by unexpected stringency in its foreign 
exchange resources caused in this way. Thus, instead 
of the compensatory payments being made automati
cally in relation to a fixed parity base, they might 
be based on the prices in terms of which the develop
ment plan was calculated. The cost of the scheme 
could thus be limited to the support of the external 
resources required for carrying out an appropriate 
development plan in the face of relative price move
ments less favourable than those postulated in the 
plan. 

285. Even a superficial examination of possible 
schemes suggests that there are enough operat~onal 
variables to make a compensatory system highly 
adaptable: it could be conceived of in dimensions 
extending from a modest ad hoc arrangement for 
underwriting the external resources of a particular 
development plan to a comprehensive scheme f<?r the 
automatic offsetting of gains and losses occasiOned 
by movements in the terms of trade of large numbers 
of participating countries. 

COMPENSATORY FINANCING: 
PROBLEMS AND POSSIBILITIES 

ALTERNATIVE TYPES OF COMPENSATORY FUNDS 

286. The possible deterioration in a country's 
terms of trade might be thought of as an insurable 
risk, and one type of compensatory system might be 
in the nature of an insurance scheme. The insurance 
fund from which indemnities were paid would then 
be built up from premium income. 

287. As indicated above, however, changes in the 
terms of trade are not distributed in a random fashion: 
they are far more frequent and much greater among 
the primary exporting countries than among the 
industrial countries. While export prices do not neces
sarily always move in the same direction among 
the primary exporting countries, it is clear from post
war trends that an insurance system-which would 
appeal chiefly to the primary exporting countries
would involve premiums too high to be of practical 
interest to most of the developing countries. As in 
the case of insurance against short-term fluctuations 
in export proceeds, therefore, a scheme of this nature 
would probably not be viable unless there were 
adequate participation by countries in which the 
chance of significant deterioration in the terms of 
trade were relatively small. Such countries-in effect 
the industrial countries with diversified export 
structures-would expect to contribute regular pre
miums but to submit claims only rarely. A scheme 
of this nature would thus have some of the essential 
attributes of a social insurance system.48 

288. In some ways simpler than a system of 
insurance would be a "terms of trade pool" into which 
countries paid any gains that might have accrued to 
them from a favourable movement in external prices, 
and from which countries that had sustained losses 
from external price movements would draw com
pensatory amounts. This arrangement would have the 
advantage of gearing obligations to contribute fairly 
closely to one important measure of capacity: c~n
tributions to the pool would be made only ~Y countnes 
experiencing a long-run terms of trade gam and they 
would be more or less in proportion to that gain.49 

289. Such a pool would probably need to be 
backed up by a reserve or capital fund-or at least 
a contingency commitment by participating coun
tries-to be drawn on if claims ever exceeded pay
ments. The alternative of distributing among coun
tries experiencing a notional loss only what happened 
to be collected from participating countries experi
encing a notional gain might result in. wide and 
arbitrary differences from year to year m the pro
portion of claims actually met. The year-to-year 
differences would depend partly on the extent to 
which the compensatory system was a "closed" one in 

u The analogous problem of providing_ in~emnity for sh~rt
term reductions in total export proceeds IS discussed m Umted 
Nations International Compensation for Fluctuations in Commodity 
Trade (Sales No.: 6l.II.D.3} and "Stabilization of export proceeds 
through a development insurance fund" (mimeographed document 
E/CN.I3/43). 

'"A scheme of this general nature was proposed by Mr. F. q. 
Olano in 1954. See United Nations, Commodity Trade and Economic 
Development (Sales No.: 54.II.B.l), appendix D. 
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country coverage, partly on the degree of uniformity in 
country measurements of price changes and partly 
on the leads and lags in trade itself. For the fifty-five 
countries included in the example worked out in a 
later section, the annual net balance of notional 
gains and losses registered between 1954 and 1959 
ranged from a surplus of about $1 billion to a deficit 
of about $0.8 billion. A claim for compensation sub
mitted in 1958 or 1959 could have been met in full; 
one submitted in 1957 could have been met to the 
extent of less than 70 per cent. 

290. A compensatory scheme might be a general 
one covering all the trade of the participating coun
tries or it could be based more narrowly on the trade 
among the participants only: the critical trade flow 
for purposes of coun!eracting . movements in th.e 
prices of the products mvolved IS that between pn
mary exporting countries on the one hand and 
industrial countries on the other. To link premiums 
or contributions to the compensation fund directly 
to this trade flow, however, would probably be un
wise: it might tend to discourage industrial coun
tries from expanding their imports from the primary 
exporting countries, thus aggravating the v:ry situa
tion the compensatory scheme was designed to 
alleviate. 

291. The scheme might be symmetrical, all coun
tries having the same obligation to pay in to the fund 
notional gains from changes in their terms of trade 
and enjoying the same right to compensation for 
losses. Alternatively, different formulae might be 
devised for limiting the drawing rights of high-income 
countries and the contributing obligations of low
income countries. In this way, the compensatory 
system might be based on various classe.s of members 
each with rights and obligations defined m accordance 
with criteria deemed appropriate in the light of the 
scheme's principal objective, namely, to protect vulner
able developing countries from the ill effects of price 
movements that lie largely outside their power to 
influence. The less symmetrical the scheme the greater 
would be the element of income redistribution it 
embodied. 

292. Another scheme would involve the creation 
of a "compensation fund" from general contributions 
of developed countries, based perhaps on national in
come-total and per capita-or some other criterion 
of taxable capacity. From such a fund, appropriate 
amounts would be paid out to developing countries 
that had suffered a deterioration in their terms of 
trade. Payments might be made to all developing 
countries suffering terms of trade losses or alterna
tively only to such countries whose external resources 
for approved development plans were put in jeopardy 
by the price changes. 

293. A fund involving compensatory grants of this 
nature is visualized in the Report of the Secretary
General of the United Nations Conference on Trade 
and Development. Its "fundamental aim" would be 
"to maintain the total purchasing power of the ex
ternal resources accruing to developing countries 
through their exports". 50 More specifically, "the 

•o United Nations, Towards a new trade policy for development, 
Vol. II of this series. 

amounts of compensation to be received by each 
exporting country would be deter~ined. after con
sideration of the effect that the detenoratwn has had 
on its investment resources and balance of payments, 
so that the country can receive whatever additional 
resources it needs to continue its economic develop
ment plan without disturbance." 51 

294. Whatever the precise method of building up a 
compensation fund, its adequacy would depend very 
largely on the degree of participation among countries 
that would expect to be net contributors, either be
cause they were not eligible for compensation in 
accordance with the fund's rules or because they 
were unlikely to experience a deterioration in their 
terms of trade large enough to qualify for com
pensation. The incentive for such countries. to par
ticipate in a compensatory system would he partly 
in their sense of solidarity with the more vulnerable 
countries whose economic growth depends in large 
measure on their ability to increase their export 
earnings, partly in their realization that a deterioration 
in the terms of trade of these countries (which are 
their trading partners) is to some extent matched 
by an improvement in their ov.:n terms of trade, an.d 
partly in the knowledge that m the long run theu 
own exports depend to a degree on the expansion 
in the import capacity of these countries. 

295. The willingness of countries to participate in 
a compensatory arrangement in which they were im
plicitly designated net contributors would also depend 
on the magnitude of the commitment and the credibil
ity of the scheme. The more open-ended the arrange
ment the less acceptable would it be likely to prove, 
and the fact that the future course of prices must 
remain not only unknown but unpredictable might 
be a serious obstacle to a general scheme, particularly 
one built on a set of formulae requiring more or less 
automatic contributions to a fund. A more limited 
scheme in which a ceiling could be placed on the 
obligations of participating countries would probably 
attract more support. 

296. Perhaps the most obvious method of con
taining any compensatory system would be to operate 
it from a fixed fund or within a maximum annual 
contribution or contingent liability distributed equit
ably among participants. Such a fund would not lend 
itself to automatic disbursement in accordance with 
the movements of variables over which the admin
istering authority could exercise no influence. But it 
could be used to finance a general scheme in which 
the amount paid out in compensation each year, 
though limited to a specific maximum, would be 
shared among eligibile claimants with proven terms 
of trade "losses" in accordance with certain pre
determined rules designed to direct the flow to areas 
of greatest need. As already noted, a fund built up 
from the contributions of higher-income countries 
with more diversified exports might also be limited 
by confining payments to countries with development 
plans that had been approved for international aid; 
such payments would be used to underwrite the 
purchasing power of the external resources necessary 

n Ibid., p. 61. 
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for acquiring the imports designated in the approved 
development plans. 

297. While the precise means of raising the revenue 
required to meet obligations to the compensation 
fund would always be decided by the participating 
country in question, the fund might indicate to its 
members commodities they should avoid taxing. For 
the fund itself would have some incentive to encourage 
-or at least to seek to minimize any influence tending 
to discourage-the consumption of any commodity 
whose world market price was experiencing a decline 
likely to show up in the terms of trade of member 
countries. 

298. It is clear that the scale on which the compen
satory principle might be applied may be varied very 
widely. In part the magnitude of a particular scheme 
would depend on the level of parity that was to be 
sustained; in part it would depend on the proportion 
of the "loss" that was to be offset and the degree 
of automaticity in administering the rules. It would 
also depend on the actual evolution of prices and 
on the degree of success of the scheme itself. For 
like other development aid-which a compensatory 
scheme would complement, not replace or substitute 
-the need for such an arrangement would diminish 
as the adjustments in economic structure it was 
intended to facilitate were actually brought about. 

MEASURING THE TERMS OF TRADE 

299. A compensatory system designed to offset 
the effect of changes in the commodity terms of trade 
of participating countries would appear to be fairly 
simple in principle, but its actual formulation would 
require generally acceptable solutions to be found 
to a number of practical difficulties. The most obvious 
of these practical requirements is a satisfactory 
method of determining the terms of trade con
tinuously over lengthy periods. When changes are 
measured, these should be timely, capable of being 
checked and sufficiently accurate and certain to be 
regarded as equitable by all participants. 

300. The operation of a compensatory system 
would thus depend in the first instance on the avail
ability of a means of measuring the changes in the level 
of export prices and in the level of import prices, for 
it is on changes in the relationship of these that 
claims and payments would be based. Both the data 
and the method used for calculating the terms of 
trade would have to be acceptable to the international 
authority administering the scheme. This need not 
involve the use of identical methods by all parties, but 
it would probably involve a much greater degree of 
standardization than is at present the case.52 This 
would be necessary not only to defend the compen
sation fund against false claims but also to secure the 
maximum degree of equity among recipients. 

301. In some circumstances it might be possible to 
use a simplified measure of relative price changes. 
On the export side, a satisfactory index might be 
obtained by considering only the major items, ac
counting for at least (say) 80 per cent of total exports. 

52 Existing measurements of the terms of trade are examined 
in a later section of this chapter. 

On the import side, it might even be possible to use 
a single standard index for all countries-perhaps the 
index of unit value of manufactures moving in world 
trade. A scheme based on such a price relationship 
would, in effect, seek to stabilize the purchasing power 
of each country's principal exports over a given basket 
of manufactured goods. 

DEFINING THE BASE 

302. One of the most awkward questions arising in 
connexion with any "parity" formula which seeks to 
sustain purchasing power is the absolute level at 
which parity is to be established. The difficulty in the 
present case lies partly in the fact that the price ratio 
concerned is subject not only to the long-term move
ments which are to be offset but also to significant 
short-term movements. The latter are caused chiefly 
by the instability of individual primary commodity 
prices on the world market and hence tend to differ 
from country to country in accordance with the 
particular composition of exports. It follows from 
this that no single year is ever likely to be regarded 
universally as "normal". The only years in which a 
large majority of primary exporting countries ex
perienced a similar movement in prices-1938 on the 
downside, for example, or 1951 on the upside-are 
likely to be disqualified as being quite abnormal and 
unacceptable as a base for fixing "parity". 

303. It is probable, therefore, that some sort of 
average over a period of years would have to be used 
as a base for measuring the change in the terms of 
trade. If the average covered a sufficient number of 
years-perhaps a trade cycle-it might be regarded 
as equitable among the potential beneficiaries and 
suitable by the potential contributors. 

304. There might be some advantage in moving 
the base rather than leaving it frozen in an increasingly 
remote period. The more remote the base period the 
less relevant is it likely to be to current market con
ditions. Moreover, as indicated above, if there were a 
persistent down trend in the purchasing power of a 
unit of exports, the transfers necessary to maintain 
parity would become progressively larger. 

305. Adequate flexibility might be provided by a 
base which moved forward one year each year and thus 
remained fixed in relation to the current year. The 
purchasing power of a unit of exports would thus be 
stabilized at its average level x years before. Alter
natively, it might be frozen at the base level for a 
given period-perhaps the duration of a single 
development plan-and then adjusted to a new base 
when a new development plan was adopted. 

306. If additional smoothing of year-to-year 
fluctuations were thought desirable, the "current" 
terms of trade might also be defined as an average 
-perhaps of the three years ending in the year the 
claim accrued-rather than a single year. 

307. The question of base also arises in connexion 
with the weights to be used in the calculation of the 
price indices. Again, it is probable that the purposes of 
the compensatory system would best be served by 
using averages over several years for weighting pur
poses rather than the more erratic annual figures. 
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And the pricing of the more recent basket of exports 
in the two periods would probably yield a more 
realistic measure of change than the pricing of a 
basket representative of exports in the base period. 

COMPENSATORY PAYMENTS: 
AUTOMATIC OR DISCRETIONARY 

308. In principle, a compensatory system could 
be a fully automatic one: the fund would receive 
contributions according to one formula and make 
payments according to another. Administration would 
consist largely in seeing that members' obligations had 
been duly fulfilled and that claims for compensation 
were legitimate. 

309. At the opposite extreme, the fund might 
work on a completely discretionary basis. While a 
formula might prescribe the limits of compensation, 
actual disbursements might be made only on proof of 
need. The fund might, for example, make good 
notional losses caused by price change if the claimant 
country showed that its development plan-premised 
on the availability of a certain amount of foreign 
exchange-was being threatened by an unexpected 
decline in export prices. 

310. In between would be arrangements for paying 
out compensation up to a prescribed maximum 
proportion of the notional price loss automatically, 
but any additional amounts within the computed 
total only at the discretion of the fund on proof of 
need. Some degree of flexibility might also be obtained 
by the use of both loan and grant forms of compen
sation. The fund might be given authority-in respect 
of part of the compensation, perhaps-to lend money 
rather than give a grant. In certain circumstances, it 
might be more realistic to meet claims with an outright 
indemnity than to saddle the claimant country with 
a burden that might reduce its ability to make the 
structural adjustments which price movements indi
cate to be necessary. The circumstances-level of 
income, stage of development, magnitude of past and 
prospective terms of trade "losses" and so on
would presumably have to be laid down in the form 
of guidelines for fund operation. 

311. In so far as loans were used for compen
satory transfers-and were in due course repaid-they 
would ease the burden of financing the fund. To meet 
the possibility that the terms of trade of the borrowing 
country might continue to worsen, a loan system 
could also be provided with some flexibility in respect 
of amortization: the fund might have discretionary 
powers to defer the servicing or repayment of the loan 
if the purpose of the scheme would be advanced by so 
doing. 

312. In so far as the fund was called upon to 
exercise its discretion in meeting part of the claim of a 
country that had suffered a long-term deterioration in 
its terms of trade, it might well be influenced by the 
nature and cause as well as the magnitude of the 
deterioration. The need for compensation may well 
be regarded as less desirable if the decline in price 
has been accompanied by-or even induced and par
tially offset by-a rise in the volume of exports, par
ticularly of the commodities whose prices had fallen. 

If the decline in price reflects the result of increasing 
productivity in the export sectors, the country may 
be using less in the way of domestic resources to 
produce the greater volume of the commodity in 
question: the implicit improvement in the "single 
factors terms of trade" might also be taken into 
account. It would be important, however, not to dis
courage a development which is essentially desirable. 
The fact that the claimant country was in a better 
position to meet the consequences of the deterioration 
in the terms of trade than it would have been if 
productivity had not risen might be taken for a signal 
not to reduce compensation ratios but to provide 
loans rather than grants. The most serious cases likely 
to confront the fund would be those in which the 
deterioration in the "commodity terms of trade" was 
due to a shrinking of demand on the world market 
which had left the export sector of the affected country 
with a major adjustment problem and much less 
chance of maintaining income by expanding volume. 
This situation might call for the most liberal reaction 
from the fund-grants at the maximum compensation 
ratios, to supplement the appropriate forms of 
technical assistance that might be furnished by other 
international agencies. 

313. As indicated above, one discretionary use of 
a compensation fund might involve arrangements 
in respect of specific development programmes. 
Commitments and disbursements under such arrange
ments are almost bound to contain a large discre
tionary element. A realistic investment plan of (say) 
five years' duration for which external resources 
had been lined up on the basis of foreign exchange 
availabilities, including export earnings estimated at 
some reasonable price level, might be guaranteed by 
the fund against unfavourable price movements that 
upset the original calculations of external balance 
and threatened to jeopardize the programme as a 
whole. It might be more economical from a global 
viewpoint to insure a specific programme against 
the risk of serious price changes than to allow major 
losses to occur through abandonment of some pro
jects and deferment of others because of the need to 
cut back foreign expenditure in the wake of an 
unforseen deterioration in price ratios. But, before 
underwriting the terms of trade incorporated in such 
a plan, the fund would have to assure itself that the 
plan was a reasonable one in respect of its external 
component and that the price assumptions on which 
it had been based were realistic. 

THE APPROPRIATE USE OF COMPENSATORY FUNDS: 
SOME INCENTIVES AND DETERRENTS 

314. Inasmuch as it is one of the merits of a com
pensatory system that it would leave market prices 
free to provide long-run guidance to resource alloca
tion, it may be undesirable to make good any and 
every loss occasioned by a decline in export prices. 
This would tend to breed indifference to the price 
signal and weaken the desire to improve the distribu
tion of factors in primary exporting countries. Hence, 
a compensatory scheme may have to be designed to 
offset only part of the effect of any deterioration in 
the terms of trade. 
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315. An "automatic" scheme would have to have 
its incentives and deterrents incorporated into the 
various formulae used for computing contributions 
or premiums on the one hand and changes in the 
terms of trade and compensation claims arising from 
them on the other. Insurance premiums might 
embody some form of risk loading or performance 
rating and, if the system was to be income redis
tributing, would involve coefficients based on taxable 
capacity and export dependence. The proportion of 
any terms of trade loss that would be offset by a 
compensatory payment might also vary with national 
income and export dependence, adjusted perhaps 
by a factor based on the nature of the price decline 
as revealed by trends in relevant trade volumes. 

316. It is doubtful whether a completely automatic 
system of settlement would be able to comprehend 
and make due allowance for the great complexity and 
diversity likely to be found among potential claimant 
countries. It might be considered desirable to adjust 
compensation rates not only in accordance with the 
cause and magnitude of the export price decline and 
the role of exports in the economy but also with due 
regard to the adjustment efforts that were being 
made or that might be made-a factor that is likely 
to vary from country to country. Even an "auto
matic" scheme, therefore, might find it desirable to 
limit the proportion of compensation paid on the 
basis of a predetermined formula, leaving part of 
the claim to be handled at the discretion of the 
fund. 

317. The discretionary portion of the compen
sation would be a powerful instrument in the hands of 
the fund to induce a claimant country to increase its 
efforts to modify the composition of its exports and 
its production structure. The dealings of the fund 
would be with the Government of the claimant 
country and not with the producers of the export 
commodities. While the use that the Government 
made of the compensation would be within its own 
jurisdiction, the system would not be intended as a 
means of providing price or income support for 
producers of particular commodities but rather as 
a means of ensuring that Governments did not have 
to cut back unduly their development programmes
including, possibly, the diversification of the export 
sector-because of a shortage of foreign exchange 
occasioned by unfavourable price movements over 
which they had no, or extremely little, control. 

318. One measure of the success of the scheme 
would be the extent to which the composition of 
exports reflected a moving away from commodities 
whose real world market price was undergoing a 
long-term reduction. Some pressure to make needed 
modifications in export structure might be applied 
through the calculation of the export price index itself: 
it might be constructed in a way that would ensure that 
the weight attaching to a commodity whose price was 
declining was reduced rather than increased. Unless 
exports of such a commodity had increased more in 
volume than they had declined in price, this might 
be achieved by a moving forward of the weighting 
system for the calculation of export unit value: 
this would tend to reduce the importance of a 

commodity whose price had declined and this would 
be reflected in a smaller notional loss and hence in a 
smaller compensatory payment. 

319. The formula adopted for the settlement of 
claims might also be designed to encourage the process 
of adaptation. As suggested above, this might take 
the form of a graduated scale of compensation ratios: 
the proportion of the notional loss offset by the 
fund might be higher in some circumstances than in 
others, depending on certain adjustment or develop
ment criteria. A combination of grants and loans 
might also be used as an incentive to the adoption of 
appropriate action by the countries receiving bene
fits. 

320. To some extent the very existence of a com
pensatory system could help to achieve the purpose 
for which it was principally intended. The very fact 
that a participating country was protected to some 
predetermined degree against any reduction of its 
external purchasing power through price changes 
would tend to give that country the greater degree 
of freedom in making the adjustments to its pattern 
of resource utilization that past and prospective 
developments in commodity markets indicate to be 
desirable. The compensatory receipts would provide 
the foreign exchange with which to acquire imports 
most conducive to the desired transformation of the 
structure of production. 

321. By thus underwriting the external component 
of the country's development programme, the system 
could also serve to encourage domestic capital forma
tion. In so far as it helped to stabilize external pur
chasing power and reduce the need to defend the 
balance of payments by means of import and exchange 
controls, it would have lessened both a significant 
source of inflationary action and a major deterrent 
to the inflow of foreign private capital. To this extent, 
a compensatory scheme would activate other forces 
calculated to help in the development process during 
the period when the unbalanced structure of exports 
tends to make resource reallocation and fixed cap
ital formation particularly vulnerable to external 
changes. 

322. What might be achieved by a compensatory 
system, however, is necessarily dependent on the 
magnitude and success not only of the appropriate 
steps taken in the developing countries but also of 
parallel measures in the international field. Among the 
latter, two seem to be of salient importance. The first 
comprises stabilization measures which might assist 
in sustaining world commodity prices through a wide 
sharing of the essential adjustment of production and 
consumption. A compensatory system could hardly 
be expected to cope with a persistent downward 
movement in the export prices of the developing 
countries. The second is the maintenance and ex
pansion of the normal flow of public and private 
capital to the developing countries. A meaningful 
compensatory scheme would not be a substitute for 
other aid programmes but rather a supplement 
designed to meet a special problem which has been 
particularly disruptive of development programmes 
during the recent past. 
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COMPENSATORY FINANCING: 
SOME TECHNICAL AND 

OPERATIONAL QUESTIONS 

323. One difficulty about compensatory finance is 
the virtually complete absence of experience in the field. 
The more general and "automatic" the desired 
system the more is this lacuna likely to be felt. Perhaps 
the most serious weakness lies in the very instruments 
that would have to be used for determining the 
notional losses the compensatory transfers would be 
intended to make good, namely, the means of 
measuring price changes in individual countries' im
ports and exports in a way that would be inter
nationally acceptable. 

324. A large number of other technical problems 
would have to be solved before a general compen· 
satory scheme could be put into operation. In the case 
of some of them-currency problems relating to 
contributions and payments, for example-the ex
perience of other international financial institutions 
might be drawn upon. Many of them would be 

peculiar to the type of scheme involved, but two seem 
to be of a sufficiently general nature to merit a brief 
discussion here. These concern the choice of a base 
from which to measure price changes and the method 
of assessing the notional monetary effect of such price 
changes. 

EXISTING INDICES OF EXPORT AND IMPORT PRICES 

325. Not all countries publish indices that purport 
to measure movements in the level of prices of the 
goods they export or import. And among the countries 
that do, there is considerable diversity in the method 
used. 

326. Where trade prices are measured, it is usually 
on the basis of unit values and the most common 
method is to value a fixed basket of goods at different 
periods. However, the weighting year whose trade 
structure is thus represented in the basket is by no 
means uniform or necessarily recent: in some countries 
the composition of trade that is being priced is still 
that of a pre-war year. In some cases a price index is 

TABLE 2-1 
Types of export price indices now published, selected countries4 

Argentina 
Australia 
Brazil . 

Country 

Canada 
Ceylon (A). 
Ceylon (B) • 
Finland (B) 
Guatemala. 
Honduras . 

Indonesia (A) 

Japan (A) •. 
Japan (B) .. 

Laspeyres• 

Malaya (Federation of) 
New Zealand . 
Nicaragua 
Panama . 
Peru (B) . 
Portugal . 
Sweden (A) 
Switzerland (A) . 
United Kingdom 

Weighting year 

1956 
1951 
1958 

1948 
1948 
1948/52 
1935 
1954 
1950 

1938 

1956 
1949/50 
1959 
1959 
1948/52 
1958 
1953 
1950 
1949 
1948/50 
1954 

Paasche0 

Argentina 
Australia (Q.L.1937) 
Belgium-Luxembourg 

(Q.L.1953) 
Canada 
Colombia 
Denmark (Q.L.1949) 
El Salvador (Q.L.1953) 
France 
Germany (Federal Republic 

of) (Q.L.1954) 
Ghana (Q.L.l954) 
Greece (Q.L.l954) 
India (Q.L.l953) 
Italy 
Norway (Q.L.1955) 
Philippines (A) 
South Africa 
Spain (B) (Q.L.l953) 

Finland (A) (L.1954) 
Ireland 
Netherlands 

Sweden (B) 
United States 

Other 

Indonesia (B)• 
Peru (AY 
Philippines (B)• 

Spain (C)" 
Venezuela' 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on International Monetary Fund, International 
Financial Statistics (Washington. D.C.). 

in parentheses. For instanre, (Q.L.l937) means that the quantity index has 1937 
as its weighting year. 

d The Fisher index is a geometric mean of fixed and current weight indices 
based on the formula 4 The list is intended to be illustrative rather than exhaustive. The countries 

are those for which indices are published regularly in the above source. The 
indices are identified in the table by the same symboi-{A), (B) and (C)-as in 
the source. 

• The Laspeyres index is a fixed weight index based on the formula 

I:PQ 0 

I:P .a. 
c The Paasche index is a current weight index based on the formula 

I:PQ 

EP 0 0 

Where the index bas been derived from a value index divided by a quantity 
mdex constructed on the Laspeyres formula, the base of the latter is indicated 

J( EPQ 0 ) (:EPQ) 
EP 0 0 0 X 1:.P0 0 

• Unweighted geometric average of fifteen export commodities. 
f Eighteen commodities weighted by preceding half year values. This index is 

thus essentially of the Paasche type. 
• Component of the wholesale price index (a Laspeyres index with 1955 as Its 

weighting year) covering export goods sold on the domestic market. 
h Component of the general wholesale price index (Laspeyres, with 1949 

weights). This is a peseta index which gives a much greater weight to oranges, 
olive oil and wine than would an index based on the dollar value of exports of 
these items. 

i Petroleum price index; crude, 35-35.9, API gravity, f.o.b. Puerto La Cruz. 
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derived by dividing an index of value by a volume index 
with fixed base-year weights. This is thus a current 
weight index measuring a combination of changes in 
price and changes in composition. 53 As in the case of 
the pricing of a fixed basket of goods, the base 
weighting year used for obtaining the volume index 
differs from country to country and in some may be 
quite remote. 

327. In a number of countries, import and export 
prices are measured not by unit values but by whole
sale prices-of imported goods and of export items, 
respectively-on the local market. A few countries use 
for their import price indices the export price indices 
of the country from which they obtain the bulk of 
their imports. 

328. Many countries publish more than one 
index. Of the thirty-eight countries listed in Tables 2-1 
and 2-2, for example, eighteen compute alternative 
import indices, ten compute alternative export indices 
and eight compute alternative import and export 

53 If P =price and Q =quantity, and o and n refer to the base 
r_ear and the current year, respectively, a relative of value :E PnQnl 
2,; P.Q., divided by a quantity index calculated on the fixed base 
(Laspeyres) weighting formula L PoQn/L PoQo yields a price index 
of the current base (Paasche) type, :E PnQn!:E PoQ,.. 

indices. Where two indices are available, they rarely 
indicate precisely the same price movements. 

329. Differences between alternative indices in 
the measurement of changes over time may often be 
quite sizable. Among seven countries with two 
export price indices, for example, differences in year
to-year changes between 1948 and 1962 exceeded 
4 per cent on almost 30 per cent of the occasions. 
And about 10 per cent of the movements were in the 
opposite direction (see Table 2-3). Differences between 
alternative import price indices were even more 
marked: they exceeded 4 per cent in one-third of the 
comparisons and on almost a fifth of the occasions 
the one index moved in the opposite direction to the 
other. These disparities in year-to-year movement 
were accentuated when the two sets of price indices 
were combined in a terms of trade index. 

330. Similar disparities show up in longer-term 
comparisons between such pairs of indices (see 
Table 2-4). 

331. The most common sources of difference 
between the various price indices are their coverage, 
the method of valuation and the way in which the 
many component items are aggregated into a single 

TABLE 2-2 
Types of import price indices now published, selected countries• 

Laspeyresb 

Country Weighting year Paaschec Flsherd Other 

Argentina 1956 Argentina Finland (A) Belgium-Luxembourg 
(B)• 

Australia 1951 Austria Ireland (A) Denmark (BY 
Brazil . 1948 Belgium-Luxembourg (A) Netherlands Guatemala (A)• 

(Q.L.1953) 
Canada 1948 Canada New Zealand (A) Hondurash 
Ceylon (A). 1948/52 Ceylon (B) Sweden (B) Ireland (B)' 
Finland (B) 1935 Colombia United States Indonesia (B)I 
France (B) . 1949 Denmark (A) New Zealand (B)l' 
Germany (Federal Republic of) El Salvador (Q.L.l953) Nicaragua~ 

(B) .... 1950 
Guatemala (B) 1950 France (A) (Q.L.l956) Panama1 

Indonesia 1938 Germany (Federal Republic Perum 
of) (A) (Q.L.l954) 

Japan (A) 1956 Ghana (Q.L.l954) Philippines (BY 
Japan (B) 1949/50 Greece (Q.L.l954) Portugal (B)" 
Malaya (Federation of) 1959 India (Q.L.l952/53) South Africa (B)• 
Portugal (A) . . 1950 Italy Spain (C)" 
Sweden (A) 1949 Norway (Q.L.l955) Switzerland (B)• 
Switzerland (A) . 1948/50 Philippines (A) Venezuela• 
United Kingdom 1954 South Africa (A) (Q.L.l957) 

Spain (B) (Q.L.l953) 

Source: See Table 2-1. 

For footnotes a to d. see Table 2-1. 

e Imported goods component of domestic wholesale price index. 

f Component of the wholesale price index of domestic and imported goods 
(Laspeyres. 1955 weights). 

f1 Unweighted arithmetic average of six imported foods and beverages. 
petroleum products and coal. 

h Derived from the United States wholesale price index by reweighting the 
major groups in accordance with Honduran imports from the United States in 
1950. 

i Component of the wholesale price index (Laspeyres. 1950 weights). 

i Unweighted average of forty-four commodities, based on importers• selling 
prices in the domestic market, i.e., inclusive of import tariffs and profits. 

k Component of the wholesale price index (Laspeyres. 1926-1930 weights). 
1 United States index of export prices (Fisher formula). 

171 Unweighted geometric average of thirty commodities. 

n Component of wholesale price index of domestic and imported goods 
(Laspeyres, 1948 weights). 

° Component of wholesale price index of home and imported goods (Laspeyres, 
1922-1924 weights). 

P Component of the general wholesale price index (Laspeyres. 1955 weights). 
As in the case of export commodities. this is a peseta index. 

fl Component of the wholesale price index of home and imported goods; 
covers only food and raw materials (Laspeyres, 1926/27 weights). 

r Component of the wholesale price index of home and imported goods, 
accounting for 50 per cent of its total weight CLaspeyres, 1956/57 weights). 
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TABLE 2-3 ~ 
Comparison of year-to-year change as measured by the alternative indices of export prices, Import prices and terms of trade of selected countries, 1949-1962 ~ z 

Number of years 0 
In which the Indices 

(j 

Index of change from preceding year In ratio of Index A to Index B In Range were more moved in 8 In than 4 opposite 
Item and country 1949 1950 1951 1951 1953 1954 1955 1956 1957 1958 1959 1960 1961 1961 ratios points apart direction z 

~ 
Export price indices• m 

"' Ceylon .•• 98 101 99 99 100 100 100 99 101 100 100 100 100 102 98-102 0 0 
.. 

Finland . -118 90 88 116 95 95 102 -103 99 102 94 101 102 88-118 7 2 
...... 

100 z 
Indonesia .. .. 95 104 110 104 86 104 .. .. 102 -87 .. . . 86-110 4 1 i Japan .• .. . . 96 109 100 102 -93 99 -108 105 96 100 98 99 93-108 2 2 
Peru ... . . 119 104 98 -114 106 103 109 108 -92 98 115 102 -95 92-119 8 3 !;; 
Philippines . .. 97 103 100 100 101 100 96 97 94 96 102 -88 83 83-103 3 1 

~ Sweden .. 96 107 105 91 98 100 102 101 100 98 97 100 100 100 91-107 3 0 
t:l 

Import price indices" m 

Belgium-Luxembourg 107 99 96 108 106 -96 98 101 -104 102 -97 98 -104 99 96-108 3 4 

I Ceylon ... --126 104 108 -92 -110 106 -95 89 -107 107 94 100 101 96 89-126 10 5 
France .. .. 84 94 116 97 -98 104 104 100 97 100 103 100 -104 84-116 3 1 
Guatemala. 97 101 90 100 -101 109 -87 99 104 98 -97 101 104 102 87-109 3 3 
Ireland .. .. . . . . .. 95 -102 101 96 100 98 100 101 101 98 95-102 1 1 
Japan ... .. . . 102 101 96 102 100 105 107 95 98 -102 -98 100 95-105 3 2 
Philippines . .. 83 90 110 101 98 -106 93 98 98 94 97 97 93 83-110 7 1 

~ Terms of trade indicesb 
Ceylon ... -78 99 -92 108 91 94 104 112 92 94 -107 100 99 -107 78-112 10 4 ::.!l 
Japan ... .. .. 94 108 104 100 -92 -94 101 110 98 98 100 99 92-110 5 2 ~ 
Philippines . . . . . .. -118 115 91 98 102 94 105 99 96 102 105 91 -90 91-118 8 2 z 

Q 
Source: Bureau of General Economic Research and Policies of the United Natiom Secretariat, based on identical; a negative ratio indicates they were in the opposite direction. For a definition of the (A) and (B) 

z 
0 

International Monetary Fund, International Financial Statistics, indices, see Tables 2-1 and 2·2, above. 

"" " For each country, each figure represents the year-to-year ratio in index (A) divided by the year-to-year b The year-to-year ratios represent the terms of trade index (A) {which is export price index (A) divided by ~ ratio in index (B) and expressed as a percentage; a ratio of 100 indicates that changes in the two indices were import price Index (A)J. divided by terms of trade index (B) [which Is export price index (B) divided by import 
price index (B)). m 

~ 
~ 
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TABLE 2-4 
Comparison oflong-term changes in alternative indices of export prices, import prices and terms of trade of selected countries, 1948 to 1962 

Average of Changeb /o 1960-1962 from 

1948-19506 195()..1952 1954-1956 1960-1962 1948-1950 1950·1952 1954-1956 
Coulltry and item• (1958 = 100) 

Export price indices 
Ceylon (A). 84 108 110 97 116 90 89 

(B) ... 82 107 110 97 118 91 88 
(A)/(B) 99 100 101 

Finland (A). 50 82 75 97 193 118 129 
(B) .. 48 83 78 102 213 122 130 
(A)/(B) 90 97 99 

Japan (A) 112 101 99 89 98 
(B) .. 122 110 105 86 95 
(A)/(B) 104 103 

Peru (A) . 47 65 86 132 208 205 153 
(B) .. 71 88 92 117 166 134 127 
(A)/(B) 120 153 121 

Philippines (A) 109 108 97 101 93 94 104 
(B) ... 98 97 86 121 124 125 140 
(A)/(B) -75 ~75 75 

Sweden (A). 73 105 99 98 134 93 99 
(B) ... 72 100 98 101 141 101 103 
(A)/(B) 95 -92 -96 

Import price indices 
Belgium-Luxembourg (A) 89 106 102 98 111 93 96 

(B) ... 100 118 108 101 101 85 94 
(A)/(B) 110 108 103 

Ceylon (A). 82 106 103 99 122 93 96 
(B) ... 103 119 110 107 104 90 98 
(A)/(B) 117 104 99 

France (A) • 65 89 85 112 173 125 132 
(B) ... 71 95 85 107 152 113 127 
(A)/(B) 114 110 104 

Guatemala (A) 98 97 97 102 104 105 106 
(B) .. 85 91 94 101 119 Ill 108 
(A)/(B) 87 95 98 

Japan (A) 123 107 95 77 88 
(B) .. 130 113 96 74 86 
(A)/(B) 104 103 

Philippines (A) 92 111 94 106 115 94 113 
(B) .... 79 157 87 123 156 79 141 
(A)/(B) 74 119 80 

Terms of trade indicesd 
Ceylon (A) . 102 102 106 98 96 96 92 

(B) .. 80 91 101 90 113 100 90 
(A)/(B) -85 -96 103 

Japan (A) 91 95 105 116 111 
(B) .. 94 98 109 117 112 
(A)/(B) 99 99 

Philippines (A) 118 109 109 96 81 88 92 
(B) .. 125 101 101 98 78 97 99 
(A)/(B) 104 90 93 

Source: Bureau of General Economic Research and Policies of the United ' 1949-1950 average, in the case of France, Peru and the Philippines. 
Nations Secretariat, based on International Monetary Fund, International d Terms of trade index (A) is export price index (A) divided by import price 
Financial Statistic.!. index (A), and terms of trade index (B) is export price index (B) divided by import 

• The (A) and (B) indices are defined in Tables 2-1 and 2-2. above. price index (B). 

b A negative sign indicates that the two indices moved in the opposite direction. 
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figure. If price movements were to be used as the basis 
of claims for compensation, their method of computa
tion would have to be far more uniform and systematic 
than is at present the case. The largest discrepancies 
tend to be those between prices recorded on the 
commodity markets and the unit values calculated 
from trade returns cleared through customs, but the 
choice of base year and the system of weighting can 
also make a significant difference.64 

332. The effect on the terms of trade of a down
ward trend in the price of a particular group of export 
commodities, for example, might differ appreciably 
as between a country using a fixed base weighted 
export unit value index and one using a current 
weight index. If the price decline was brought about 
by a reduction in demand, the importance of the 
items in trade is likely to have been lessened and a 
fixed base weighted index of export prices will tend to 
show a sharper decline than an index based on current 
weights. Correspondingly, if expanding supply or 
lower costs had occasioned the decline in price, trade 
may have increased and a current weighted index 
would then register a greater reduction than one based 

•• Some of the matters affecting the accuracy and comparability 
of international trade statistics are discussed in United Nations, 
Relative Prices of Exports and Imports of Under-developed Countries, 
(Sales No.: 49.1I.B.3), appendix A, "Statistical Problems in Meas
uring Terms of Trade", page 131. See also: Oskar Morgenstern, 
On the Accuracy of Economic Observation (Princeton, 1950); 
R. G. D. Allen and J. Edward Ely (ed.), International Trade Statistics 
(New York, 1953), part I, "Basic Characteristics of the Statistics", 
pages 9 to 154. 

on fixed weights of some earlier year in which the 
particular commodity group was relatively less im
portant than in the more recent year. 

333. That weighting differences can result in 
substantially different conclusions concerning the 
magnitude of the change to be measured (and to 
some extent to be made good if a compensatory 
scheme were in operation) may be illustrated by a set 
of data for the countries of Latin American. The use of 
current weights, instead of the weights of five years 
earlier, tended to raise the import unit value indices 
of all the countries concerned; it also exerted a 
noticeable, though less uniform influence on export 
unit value indices. As a result, the terms of trade 
showed a deterioration between 1950 and 1955 ranging 
up to 15 per cent greater when measured on the basis 
of 1955 weights than when measured on the basis of 
1950 weights (see Table 2-5). 

STANDARDIZED INDICES 

334. In view of the crucial importance of the 
actual measurement of price changes for the purpose 
of determining claims in any compensatory system, 
it is probable that for a comprehensive scheme a 
common basis of calculation might have to be worked 
out. At the very least, agreement would have to be 
reached on the method of valuation, on the system 
of weighting to be applied to component prices, 
and on the base period from which to measure 
change. 

TABLE 2-5 
Effects of a change in the year of weighting on the indices of export unit value, import unit value and terms of trade for Latin American 

countries 
(Indices for 1955; 1950 = 100) 

Country 

South America 
Argentina. 
Bolivia 
Brazil 
Chile. 
Colombia. 
Ecuador. 
Paraguay . 
Peru ... 
Uruguay . 
Venezuela. 

Central America 
Costa Rica . 
Cuba .... 
Dominican Republic 
El Salvador 
Guatemala 
Haiti ... 
Honduras . 
Mexico .. 
Nicaragua 
Panama 

1950 
weights 

99 
116 
103 
151 
119 
116 
146 
96 
85 

112 

127 
91 

100 
139 
130 
117 
136 
105 
134 
114 

Export unit value 

1955° Difference 
weights (percentage) 

96 
110 
106 
152 
118 
108 
145 
96 
93 

112 

125 
90 

100 
141 
127 
116 
125 
109 
139 
112 

-3 
-5 

3 

-1 
-7 
-1 

9 

-2 

1 
-2 
-1 
-8 
14 
4 

-2 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat. based on United Nations. Economic Bulletin for Latin 
America, vol. VII, No. 1. March 1963, table I, p. 105. 

1950 
weights 

112 
91 

102 
114 
102 
101 

103 
99 

109 

109 
102 
109 
109 
104 
111 
106 
112 
98 

105 

Import unit value 

1955° Difference 
weights (percentage) 

125 12 
96 5 

119 17 
127 11 
119 17 

112 9 
111 12 
116 6 

109 
106 4 
125 14 
110 I 
116 12 

115 8 
120 7 
105 7 
108 3 

1950 
weights 

88 
128 
101 
133 
117 
115 

93 
86 

103 

117 
89 
92 

128 
125 
105 
128 
94 

137 
109 

Terms of trade 

1955a Difference 
weights (percentage) 

77 -13 
115 -10 
89 -12 

120 -10 
99 -15 

86 -8 
84 -2 
97 -6 

115 -2 
85 -5 
80 -13 

128 
109 -13 

109 -15 
91 -3 

132 -4 
104 -5 

a This index was originally based on 1955 = 100; it has been transposed by 
simple division to a base of 1950 = I 00. 
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335. The problem might perhaps be simplified to 
some extent by the adoption for the primary ex
porting countries of a single import price index, 
namely, the unit value of manufactured goods moving 
in international trade. The export unit value index 
would have to be calculated for each country, but a 
simplified index might also be acceptable for this p_ur
pose: given the high degree of export concentratiOn 
in most primary exporting countries, the index might 
be based on the price movements of each country's 
six principal exports, provided they accounted for 
not less than (say) 80 per cent of total proceeds.55 

The commodities concerned would for the most 
part be clearly identifiable and capable of being priced 
on the market as well as in terms of the unit values 
derived from customs entries. This would be par
ticularly desirable in cases in which multiple exchange 
rates and export duties and controls were in operation. 

336. The use of a single import unit value index 
based on the price of manufactures entering trade 
would confer some advantage during a period of 
declining prices for primary products. For, by 
omitting the latter from the calculation, import prices 
would be made to appear somewhat higher for most 
countries than they actually were. As the use of the 
standardized form of indices would be confined to 
developing countries with a high degree of export 
concentration, however, such an advantage might per
haps be considered in keeping with the general 
objective of the scheme. 

337. Standardized or simplified forms of price 
index calculation would be less appropriate for the 
developed countries. Their trade being more diver
sified, movements in average prices tend to be much 
smaller than in the case of the developing countries. 
Such movements would presumably have to be 
calculated on an individual country basis though in a 
uniform manner acceptable to the fund. For a general 
compensatory scheme of the mutual insurance type, 
changes in the over-all price levels of imports and 
exports would be the required variable. For schemes 
of a narrower scope-concerned with the trade 
relationship between the industrial countries and the 
primary exporting countries, for exampl~-it mig~t 
be desirable to calculate the average umt values m 
respect of the relevant trade flows. 

338. While the price level of imports from the 
primary exporting countries might be the most 
suitable one to take into the calculation of the amount 
due to the compensation fund, it is probable that the 
value of that trade might not be the most suitable 
figure to which the price change should be applied. 
To reduce the risk that this trade might be cut back 
in order to hold down liabilities to the fund, it might be 
wiser to calculate obligations on the basis of total 
primary commodity imports, applying to this ~gure 
the change in price level of imports from the pnmary 
exporting countries. This would be done on an 
individual country basis, each country being account
able for its own notional gains and losses from price 

55 Even among the major, and generally more diversified, primary 
exporting countries, the three leading items account for over 70 per 
cent of total exports in more than half of the cases. See Table 2-9 
in chapter 2 of "International commodity problems" in Vol. III 
of this series. 

movements. Alternatively, in order to reduce the 
risk that such a system might encourage some 
countries to reduce their dependence on imports, the 
computed totals of individual country "gains" and 
"losses" might be pooled and then distributed among 
all the participating industrial countries in accordance 
with some equitable pre-arranged formula. 

339. In so far as the scheme was designed chiefly 
to offset divergent movements in the price of manu
factures on the one hand and the price of primary 
products on the other, the over-all liability of the 
industrial countries to the fund-occasioned by a fall 
in the relative price of primary products-might be 
simply computed by applying the ratio of th~ two 
relevant price indices-manufactures and pnmary 
commodities entering world trade-to the industrial 
countries' total imports of primary commodities. This 
combined liability could then be distributed among 
the industrial countries according to agreed criteria, 
such as national income. 

THE PROBLEM OF THE BASE YEAR 

340. The selection of an appropriate base is 
much more difficult in the case of compensating for 
long-run changes than in the case of offsetting short
term deviations from a trend. Since there is no ob
jective criterion of normality in the terms of trade, the 
initial decision about a base would presumably be a 
matter for negotiation. And given the short-term 
instability of primary commodity prices it is highly 
improbable that any single year would find universal 
support. If the scheme were to be a fixed-base one, it 
seems likely that only a base that represented an 
average of several years would avoid anomalies arising 
from short-term factors whose incidence was unequally 
spread. 

341. The diversity may be illustrated by showing 
the terms of trade of a number of primary exporting 
countries for a given year (1961) in relation to various 
base years in the preceding decade (see Table 2-6). 
Deterioration is seen to have been general, but by no 
means uniform or universal. Even in relation to the 
Korean peak years of 1950 and 1951 there were some 
countries (between a sixth and a fourth of the selected 
group-much the same proportion as in 1955 and 1956) 
which enjoyed more favourable price relationships in 
1961. If each country sought to have chosen as the 
parity base the particular year in which its own terms 
of trade had been an historical high, it would obviously 
be very difficult to reach agreement on a common 
base. 

342. A fixed base might present other difficulties. 
In a dynamic world, the freezing of any relationship 
between economic variables inevitably runs the risk 
of creating situations which become increasingly un
realistic. While a compensatory scheme would be 
intended to provide countries experiencing a worsen
ing of price relationships with financial support for 
their efforts to reverse the trend by means of em
ployment diversification and other forms of economic 
adjustment, the success of these efforts could never 
be universally ensured. Hence, the defence of a fixed 
parity might involve a drain on the fund that tended to 
become cumulatively larger, up to the point when 
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TABLE 2-6 
Tcnns of trade of selected primary exporting countries, 1961, with various years as base 

Base 

Country 1950 1951 1952 1953 1954 1955 1956 1957 1958 

Argentina 77 98 86 89 92 108 115 106 
Australia 54 55 72 65 71 80 81 79 102 
Brazil 76 76 88 85 63 80 86 89 91 
Ceylon 88 87 121 110 91 81 91 101 94 
Chile 118 108 99 90 100 89 78 102 114 
China (Taiwan) . 89 91 94 92 87 97 100 
Ghana. 87 80 86 82 55 62 81 86 61 
Guatemala . 69 66 65 65 54 59 54 61 77 
India 103 86 108 112 104 104 105 114 109 
Indonesia 68 65 87 90 87 75 82 80 93 
Iran . 129 134 151 133 122 120 94 88 88 
Malaya (Federation of) . 112 95 105 136 127 82 91 101 105 
New Zealand . 70 70 93 80 78 77 81 85 99 
Nicaragua 85 67 74 74 58 69 68 79 90 
Pakistan . 70 66 80 111 102 112 126 131 154 
Panama 73 81 84 77 65 68 72 80 82 
Philippines . 76 80 100 78 84 93 91 93 92 
South Africa 79 79 92 88 95 95 94 94 102 
Sudan . 87 83 86 104 83 91 84 93 98 
Venezuela 90 102 100 92 87 87 92 85 86 

Number of cases: 
Under 90. 13 15 10 10 12 12 11 10 5 
90-110 2 3 8 5 6 6 8 7 13 
Over 110. 3 1 2 5 2 2 1 3 2 

TOTAL 18 19 20 20 20 20 20 20 20 

Source: Bureau of General Economic Research and Policies of the United Nations Secretariat. based on United Nations Statistical Yearbook· International Monetary 
Fund. International Financial Statistics. • ' 

contributing countries concluded that too high a 
proportion of total capital movement was being 
distributed according to the terms of trade criterion. 

343. Maintenance of 1950 parity for the developing 
countries as a group, for example, would have in
volved a transfer approaching $3 billion a year by 
the end of the decade. This is not to suggest that 
the decline in export prices that occurred from the 
period of post-war scarcity at the onset of hostilities 
in Korea to the period of excess capacity in most pri
mary sectors at the beginning of the nineteen-sixties 
is likely to continue indefinitely at the same rate. It 
does mean, however, that the risk of cumulating 
transfers is inherent in any fixed-base arrangement 
that guarantees indefinitely the purchasing power of 
a unit of exports, irrespective of how that unit was 
composed. 

344. The most realistic base for any general com
pensatory system might well be an average of several 
years constantly moved forward. Thus, the parity 
would be a slowly moving one representing the average 
price relationship obtaining over a given number of 
years (three or five perhaps) whose midpoint would 
be a given number of years (say seven or eight) before 
the year for which the price deviation was to be 
measured. For a compensatory scheme designed on 
an ad hoc basis to offset external price changes 
occurring in the course of specific development plans, 
it might be logical to denominate parity as the relation
ship assumed in programming the financing of the 
plan in question. 

CALCULATION OF THE TERMS OF TRADE EFFECT 

345. Some of the matters discussed in this chapter 
may be clarified by means of a worked-out example of 
a set of data with which a compensatory fund of one 
particular type, had it existed, would have been con
fronted in the recent past. Inadequacy of statistics 
of terms of trade over a long enough period to be 
usable for purposes of illustrating the effect of long
run changes has made it necessary to limit the ex
ample to two countries, one exporting mainly primary 
commodities, the other exporting mainly manufac
tures. 

346. In order to smooth out major irregularities 
in the course of trade and prices, the calculations have 
been made on the basis of three-year moving averages, 
both of actual export proceeds and of import and 
export prices and the terms of trade. The base selected 
is not a fixed one, but one representing a three-year 
average centred eight years before the current year 
-and hence moved forward each year. Compensatory 
transfers would be made on the basis of the difference 
between actual exports and what the value of those 
exports would have been, had the price conditions 
of eight years earlier still been prevailing, using in 
~ach ca~e the three-year averages centred on the year 
m questiOn. 

347. The value of exports adjusted by the change 
in the terms of trade is shown in column 8 of Table 2-7. 
These figures indicate what the real value of exports 
(in terms of their command over imports) would 
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TABLE 2-7 
Measurement of notional losses and gains in export proceeds cansed by changes in the long-run terms of trade: a hypothetical example 

for country P and country I, 1948-1962 

Export Export Import 
proceeds price price Terms of 

Country (millions index index trade 
and year of dollaFJ) (1958 100) (1958 ~ 100) (1958 100) 

CountryP 
1948 . 102 110 93 
1949 • 99 115 86 
1950 • 105 81 130 
1951 . 121 97 125 
1952 . ItS 99 116 
1953 . 113 95 119 
1954 ll9 94 127 
1955 1720 lll 94 118 
1956 1 860 111 98 113 
1957 I 860 107 101 106 
1958 1800 100 100 100 
1959 1 810 95 99 96 
1960 . 1 870 95 101 94 
1961 . 1920 94 102 92 
1962 . 2 040 93 103 90 

Country I 
1948 . 110 112 98 
1949 . 105 96 110 
1950 . 86 94 91 
1951 • 102 113 90 
1952 . 106 107 99 
1953 . 99 103 96 
1954 96 110 87 
1955 3490 97 104 93 
1956 3 820 100 103 97 
1957 4180 102 106 96 
1958 4160 100 100 100 
1959 4510 97 97 100 
1960 5170 99 96 103 
1961 5 540 100 95 105 
1962 . 5 840 100 93 108 

Source: Bureau of General Economic Research and Policies of the United 
Nations Secretariat~ 

have been if the export and import prices of eight 
years earlier had still obtained, all other things re
maining the same. The difference between these 
hypothetical export proceeds and the amount actually 
realized represents a notional gain (if the terms of 
trade had improved) or loss (if the terms of trade had 
deteriorated). These notional gains and losses-set 
out in the final column of the table-represent the 
amounts that would have to be transferred, into 
the compensatory fund in the case of gains, from the 
fund to the country involved in the case of losses. 
It will be seen that the primary exporting country 
would have had to pay into the fund in 1957, when 
its terms of trade were more favourable than in the 
base period, but would have been entitled to com
pensation on an increasing scale thereafter as its 
terms of trade worsened in relation to those prevailing 
eight years before. The industrial country would have 
had the opposite experience. The two-country 
example leaves the fund with a deficit which would 
have to be met by either increasing revenue (from 

Three--year moving average Notional 
Hypothetical '"lossn or 

Actual Change in value of "gain .. caused 
export the long- exports by changes 

proceeds Terms of run terms (with stable In the 
(miff ions trade of trade4 terms of terms of 

of dollars) (1958 100) (t-7 = 100) trade) tradeb 

103 
ll4 
124 
120 
120 
121 
119 

1800 112 109 1 651 149 
1840 106 93 1978 -138 
1 823 100 81 2 251 -428 
I 847 97 81 2280 -433 
1867 94 78 2 394 -527 
1 943 92 76 2 557 -614 

100 
97 
93 
95 
94 
92 
99 

3 830 95 95 4032 -202 
4053 98 101 4013 40 
4283 99 106 4041 242 
4613 101 106 4 352 261 
5 073 103 110 4 612 461 
5 517 105 114 5 254 263 

a The base, (I· 7) ~ I 00, ls a three-year moving average centred eight years 
before the current year. 

b Negative sign Indicates a notional "loss". 

sources other than terms of trade "gains") or reducing 
the proportion of "losses" eligible for compensation. 
Similar arrangements might have to be made for a 
multi-country system, for this, too, might find 
notional gains and losses out of balance. 

348. A second example may be useful in illustrat
ing the consequences of selecting a fixed base and 
computing the notional gains and losses relative to 
the parity set by the terms of trade in this period. 
Table 2-8 is similar to one presented by the Technical 
working Group that was established by the Com
mission on International Commodity Trade (CICT) 
to report on "Compensatory Financing for Export 
Shortfalls". 56 The same base period has been chosen 
(namely, 1953) and two calculations have been made. 
One is based on an annual index of the terms of trade 
with 1953 = 100 which is used as a single year-by-year 
deflator of actual exports. The results are shown 
for each year, added algebraically and averaged over 

•• United Nations document E/CN.13/56 of 16January 1963. 
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the period 1954-1960. The second calculation is based prevailing in 1953 are Canada, France, Italy and 
on the Technical Working Group's version of the Switzerland, while among those registering a no-
notional gains and losses from changes in export tional gain are Ceylon, the Dominican Republic, the 
prices and import prices. These prices were also Federation of Malaya, Ghana, India, Indonesia, the 
expressed as indices relative to 1953, but they were Sudan, Syria and the United Arab Republic. An 
applied as deflators to exports and imports separately automatic and symmetrical scheme that incorporated 
and in the form of three-year moving averages. a fixed parity base would not necessarily serve the 
The Technical Working Group calculation was done purpose of assisting developing countries to reduce 
over the period 1949-1960; details are not shown; the their vulnerability to changes in the terms of trade. 
last column in Table 2-8 indicates the annual average Just as the choice of 1953 as base was particularly 
of the resultant algebraic sum of "gains" and "losses". unfavourable to certain exporters of rubber and cot-

349. Perhaps the most striking result of taking a ton, so any other single year is likely to give rise to 
single year as a parity base is the rather arbitrary way inequities even if the scheme were not a reciprocal 
in which countries tend to emerge as net contributors or symmetrical one. Clearly, if serious anomalies are 
to or net recipients from the compensation fund. to be avoided, it would be necessary to use an aver-
Among the countries registering a notional loss be- age over a period of years as the base for parity 
cause of the movement of prices relative to those calculations. 

TABLE 2-8 

The effect of changes in tenns of trade on notional export proceeds, 1954-1960 and 1949-1960 

(Export proceeds in millions of dollars; terms of trade index, 1953 = 100) 

Notional 
gain or loss (-), 

average 

Country Item• 1954 19.55 1956 19.57 1958 19.59 1960 1954-1960 1949-1960° 

Canada. . ..... X. 4585 4811 s 141 5 348 5 481 5 629 5 869 
T. 97 98 100 95 96 99 98 
Xn. 4727 4 909 5 141 5 629 5709 5 686 5 989 
D -142 -98 -281 -228 -57 -120 -132 -148 

United States . . . . ~ . .. X. 13144 14 836 17 055 17 747 17 437 17 476 18 718 
T 96 98 99 102 106 107 107 
Xn. 13 692 15 139 17 227 17 399 16 450 16 333 17 493 
D. -548 -303 -174 348 987 1143 1 225 383 237 

Austria . . . . . . . . .. X. 616 719 842 915 955 1002 1097 
T 102 109 109 108 113 116 115 
Xn. 604 660 772 847 845 864 954 
D. 12 59 70 68 no 138 143 86 57 

Belgium-Luxembourg . . . . X. 2445 2746 3 041 3 131 3176 3 372 3 665 
T 98 101 104 104 104 102 104 
Xn. 2495 2719 2024 3011 3 054 3 306 3 524 
D. -50 27 117 120 122 66 141 78 80 

Denmark ......... X. 972 1044 1114 1185 1280 1 387 1478 
T 102 102 102 96 102 109 105 
Xn. 953 1 024 1092 1234 1 255 1272 1 416 
D 19 20 22 -49 25 115 62 31 12 

Finland .......... X. 680 748 800 796 816 866 959 
T 110 118 111 106 113 113 121 
Xn. 618 634 721 751 722 766 793 
D 62 114 79 45 94 100 166 94 72 

France •......... X. 4292 4546 4856 4925 5 282 5 864 6565 
T 95 97 97 95 99 99 100 
Xn. 4 518 4687 5006 5 184 5 335 5 923 6 565 
D -226 -141 -150 -259 -53 -59 -127 -104 

Germany (Federal Republic of) X. 5 257 6 247 7 356 8 247 9063 10010 11 305 
T. 100 98 99 100 108 110 111 
Xn. 5 257 6 374 7 430 8 247 8 392 9100 10 185 
D. -127 -80 711 910 1120 362 148 

Greece .......... X. 156 175 198 214 219 213 210 
T 103 113 116 110 118 106 108 
Xn. 151 155 171 195 186 201 194 
D 5 20 27 19 33 12 16 19 16 

Iceland .....•.... X. 49 56 59 63 64 66 68 
T 104 107 103 100 106 108 107 
Xn. 47 52 57 63 60 61 64 
D. 2 4 2 4 5 4 3 
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TABLE 2-8 (continued) 

Notional 
gain or loss(-), 

average 

Country Itema 1954 1955 1956 1957 1958 1959 1960 1954-1960 1949-1960b 

Ireland . ..... X. 318 312 327 346 367 384 433 
T 97 97 91 88 93 99 96 
Xn. 328 322 359 393 395 388 451 
D. -10 -10 -32 -47 -28 -4 -18 -21 -16 

Italy ....... .... X. 1 667 1 880 2184 2425 2 681 3 046 3 583 
T 101 97 92 90 97 96 101 
Xn. 1650 1938 2 374 2694 2 764 3 173 3 548 
D. 17 -58 -190 -269 -83 -127 35 -96 -56 

Netherlands . . •••• 0 • X. 2419 2 656 2883 3 060 3 308 3 618 3 974 
T 100 101 100 98 100 103 101 
Xn. 2 419 2 630 2 883 3 112 3 308 3 513 3 935 
D. 26 -62 105 39 15 12 

Norway • 0 •• . . X. 587 682 756 786 792 812 873 
T 107 108 106 104 106 109 108 
Xn. 549 631 713 756 747 745 808 
D 38 51 43 30 45 67 65 48 39 

Portugal .. . ..... X. 253 280 291 292 290 302 314 
T 99 104 97 94 95 94 
Xn. 256 269 300 311 305 321 
D. -3 11 -9 -19 -15 -19 -9 -2 

Spain ... • 0 ••••• X. 464 451 455 468 488 571 645 
T 103 96 94 97 99 100 98 
Xn. 450 470 484 482 493 571 658 
D. 14 -19 -29 -14 -5 -13 -9 6 

Sweden .... ..... X. 1 596 1 751 1 936 2056 2143 2286 2 503 
T 99 101 99 96 101 100 101 
Xn. 1 612 1 734 1956 2142 2122 2 286 2478 
D. -16 17 -20 -86 21 25 -8 21j 

Switzerland . . . . . . . . X. 1244 1 325 1436 1 514 1 594 1 701 1 869 
T 100 99 95 95 99 100 
Xn. 1244 1 338 1 512 1 594 1 610 1 701 
D. -13 -76 -80 -16 -31 -23 

United Kingdom . . . . . . X. 7 839 8 425 9056 9 360 9 524 9777 10265 
T 100 99 101 104 111 111 112 
Xn. 7 839 8 510 8 966 9000 8 580 8 808 9165 
D. -85 90 360 944 969 1100 483 237 

Yugoslavia • 0 •••••• X . 228 273 325 386 438 495 537 
T 104 109 113 109 113 111 111 
Xn. 219 250 288 354 388 446 484 
D. 9 23 37 32 50 49 53 36 28 

Japan ... • •• 0 •• X. 1638 2 047 2457 2 746 3 064 3 463 3 916 
T 100 100 104 101 103 111 115 
Xn. 1 638 2047 2 363 2 719 2975 3 120 3 405 
D. 94 27 89 343 511 152 74 

Australia ......... X. 1 793 1 763 1 945 1 916 1 955 1 875 2096 
T 92 81 80 82 64 69 66 
Xn. 1 949 2177 2431 2 337 3 055 2 717 3176 
D. -156 -414 -486 -421 -1100 -842 -1080 -643 -344 

New Zealand • 0 0 • 0 • X . 689 728 758 750 765 789 820 
T 103 104 99 94 81 94 90 
Xn. 669 700 766 798 944 839 911 
D 20 28 -8 -48 -179 -50 -91 -47 -23 

Argentina .. • 0 •• X. 1 027 967 949 971 993 1027 1 017 
T 97 93 80 75 81 88 91 
Xn. 1059 1040 1186 1 295 1 226 1167 1118 
D. -32 -73 -237 -324 -233 -140 -101 -162 -130 

Bolivia . . . .... X 77 76 77 68 61 53 55 
T 100 98 102 89 82 88 89 
Xn. 77 78 75 76 74 60 62 
D. -2 2 -8 -13 -7 -7 -5 

Brazil • • • • • 0 0 • .. X. 1 508 1 489 1 432 1 372 1 306 1 265 1 318 
T 136 106 99 96 93 79 85 
Xn. 1109 1405 1 446 1429 1404 1 601 1 551 
D. 399 84 -14 -57 -98 -336 -233 -36 -5 

(Table continued on following page.) 
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TABLE 2-8 (continued) 

Notional 
gain or loss (-), 

ace rage 

Country Item• 1954 1955 1956 1957 1958 1959 1960 1954-1960 1949-1960° 

Chile .. • ••• * X. 426 471 490 461 445 456 496 
T 90 101 115 88 79 89 95 
Xn. 473 466 426 524 563 512 522 
D. -47 5 64 -63 -118 -56 -26 -34 -50 

Colombia ......... X. 611 612 563 524 482 467 457 
T 130 105 116 103 88 78 78 
Xn. 470 583 485 509 548 599 586 
D. 141 29 78 15 -66 -132 -129 -9 -28 

Costa Rica • ~ • • .. • • * X. 82 78 77 81 84 84 80 
T 115 106 112 102 86 79 71 
Xn. 71 74 69 79 98 106 113 
D. 11 4 8 2 -14 -22 -33 -6 -5 

Dominican Republic . . . X. 113 120 134 141 143 149 151 
T 120 101 94 115 115 88 87 
Xn. 94 119 143 123 124 169 174 
D. 19 1 -9 18 19 -20 -23 1 8 

Ecuador . . ~ . . . . . . X. 110 118 121 127 135 139 137 
T 108 88 86 79 76 77 
Xn. 102 134 141 161 178 181 
D. 8 -16 -20 -34 -43 -42 -25 -14 

El Salvador . . . . . . . . X. 100 108 119 122 122 115 116 
T 128 112 109 107 90 77 75 
Xn. 78 96 109 114 136 149 155 
D. 22 12 10 8 -14 -34 -39 -5 -5 

Guatemala ....... X. 104 112 115 115 110 112 115 
T 120 111 121 107 84 68 71 
Xn. 87 101 95 107 131 165 162 
D. 17 11 20 8 -21 -53 -47 -9 -8 

Honduras ........ X. 58 60 63 69 68 67 68 
T 108 108 107 99 90 81 79 
Xn. 54 56 59 70 76 83 86 
D. 4 4 4 -1 -8 -16 -18 -4 -3 

Nicaragua . . . ~ . . . . X. 58 62 65 62 64 62 61 
T 128 108 111 100 87 77 78 
Xn. 45 57 59 62 74 81 78 
D. 13 5 6 -10 -19 -17 -3 -5 

Panama ......... X. 31 33 34 33 34 33 32 
T 118 113 107 96 94 99 79 
Xn. 26 29 32 34 36 33 41 
D. 5 4 2 -1 -2 -9 -1 

Peru ........... X. 244 274 299 303 304 341 412 
T 104 103 98 106 93 86 
Xn. 235 266 305 286 327 397 
D. 9 8 -6 17 -23 -56 -7 10 

Uruguay . ~ . . . . . '" . X. 234 214 174 159 122 122 134 
T 104 93 82 85 69 67 80 
Xn. 225 230 212 187 177 182 168 
D. 9 -16 -38 -28 -55 -60 -34 -32 -4 

Venezuela .... ..... X. 1669 1 893 2118 2268 2 352 2 374 2405 
T 106 106 100 108 107 98 95 
Xn. 1 575 1786 2118 2100 2198 2422 2 532 
D. 94 107 168 154 -48 -127 50 -4 

Ethiopia ......... X. 69 66 70 69 70 68 74 
T 121 90 107 102 97 90 91 
Xn. 57 73 65 68 72 76 81 
D 12 -7 5 1 -2 -8 -7 -1 -5 

Ghana ............ X. 254 253 231 238 259 281 291 
T 148 132 101 95 135 121 103 
Xn. 172 192 229 251 192 232 283 
D. 82 61 2 -13 67 49 8 37 16 

South Africa. 0 •••••• X. 953 1064 1179 1 200 1 221 1 212 1292 
T 93 93 94 94 86 87 86 
Xn. 1025 1144 1 254 1277 1420 1 393 1 502 
D -72 -80 -75 -77 -199 -181 -210 -128 -64 

Sudan ........... X. 130 151 162 155 155 166 184 
T 126 114 124 112 106 103 111 
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TABLE 2-8 (continued) 

Notional 
gain or losa ( -), 

average 

Country ItemiJ. 1954 1955 1956 1957 1958 1959 1960 1954-1960 1949-1960. 

Sudan (continued) Xn. 103 132 131 138 146 161 166 
D 27 19 31 17 9 5 18 18 18 

Israel . X. 79 95 114 131 156 181 214 
T 102 111 111 111 116 108 102 
Xn. 77 86 103 118 134 168 210 
D 2 9 11 13 22 13 4 11 7 

Syria . X. 136 147 151 141 125 106 100 
T ll1 115 108 lOS 99 106 
Xn. 123 128 140 134 126 100 
D 13 15 9 7 -1 6 8 9 

UAR. X. 414 414 440 458 469 488 485 
T 118 112 121 126 117 107 
Xn. 351 370 364 363 401 456 
D 63 44 76 95 68 32 63 77 

Burma X. 239 243 235 224 216 215 223 
T 83 70 76 66 63 67 
Xn. 288 347 309 339 343 321 
D -49 -4 -74 -115 -127 -106 -79 -21 

Ceylon . X. 372 384 375 359 360 371 372 
T 121 135 121 109 117 124 124 
Xn. 307 284 310 329 308 299 300 
D 65 100 65 30 52 72 72 65 47 

China (Taiwan) X. 115 111 130 141 154 159 173 
T 97 99 99 105 94 91 85 
Xn. 119 112 131 134 164 175 204 
D -4 -1 -1 7 -10 -16 -31 -8 -6 

Malaya (Federation of) . X. 609 681 742 689 712 794 874 
T 107 166 150 135 130 160 163 
Xn. 569 410 495 510 548 496 536 
D 40 271 247 179 164 298 338 220 194 

India . X. 1 191 1253 1 318 1 300 1 301 1 287 1 345 
T 108 108 107 98 103 105 115 
Xn. 1 103 1160 1 232 1 327 1 263 1226 1170 
D 88 93 86 -27 38 61 175 73 84 

Indonesia . X. 884 898 932 869 865 854 852 
T 104 120 110 113 97 126 107 
Xn. 850 748 847 769 892 678 796 
D 34 150 85 100 -27 176 66 83 90 

Pakistan .. X. 400 367 366 333 327 339 371 
T 109 99 88 85 72 70 82 
Xn. 367 371 416 392 454 484 452 
D 33 -4 -50 -59 -127 -145 -81 -62 12 

Philippines X. 400 418 428 459 484 527 530 
T 93 84 86 84 85 90 88 
Xn. 430 498 498 546 569 586 602 
D -30 -80 -70 -87 -85 -59 -72 -69 -60 

Viet-Nam (Republic of) . X. 87 70 65 60 70 72 77 
T 95 106 104 100 93 101 94 
Xn. 92 66 63 60 75 71 82 
D -5 4 2 -5 1 -5 -1 2 

ToTAL, above countries 
Sum of "gains" 1408 1440 1 394 1 731 3 828 4735 2451 
Sum of "losses" 1 390 1 551 1 848 2529 3 008 2 714 2 513 
Net transfers. +18 -111 -454 -798 +820 +979 -62 246 

Source: Bureau of General Economic Research and Policies of the United dit!"erence between X and Xn, or the notional "gain" or "loss" (-) resalling 
Nations Secretariat, based on United Nations, Statistical Yearbook; International from changes in the terms of trade from the 1953 hase. 
Monetary Fund, International Financial Statistics. b The average of this column is calculated from United Nations, "Report of 

4 X represents a three-year moving average of actual export proceeds. T the Technical Working Group on Compensatory Financing for Export Short· 
represents the index of the country's terms of trade (export prices divided by falls" (document E/CN.I3/56), annex 3, Table 5, pp. 33 to 42. The terms of 
import prices). Xn represents the "notional" export proceeds if the 1953 terms trade in this table are three-year moving averages (1953 = 100). For some 
of trade had remained unchanged, derived by detlaliog X by T. D represents the countries the average is less than the twelve years indicated. 
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Reference is made to the related paper entitled "Economic 
growth and external debt: a statistical presentation" (see subsequent 
document), also prepared by the staff of the International Bank 
for Reconstruction and Development. 
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Chapter I 

INTRODUCTION 

1. TERMS OF REFERENCE 

1. This study was prepared in response to a 
request from the Development Assistance Committee 
(DAC) of the Organisation for Economic Co-operation 
and Development (OECD), Paris. The request was 
for " ... a paper. .. discussing the factors which 
determine a country's debt servicing capacity ... " 1 

The study was presented at the meeting of DAC held 
on 14 January 1964. 

2. The Secretary-General of the United Nations 
Conference on Trade and Development requested the 
assistance of the International Bank for Reconstruc
tion and Development (IBRD) on a number of topics 
for consideration at the Conference, including the 
"methods for relating the terms and conditions of aid 
to the long-term needs of developing countries." 2 

It was felt that this study, which is concerned with 
the problems of assessing the servicing problems of 
developing countries, and with the limits of external 
indebtedness which these countries could assume, 
will be germane to the deliberations of the Conference 
on the above topic. 

3. The question of limits to external indebtedness 
is relevant to the terms on which aid is provided to 
developing countries. The terms on which aid can 
appropriately be provided will depend on the circum
stances of individual developing countries. Three 
questions immediately arise. First, what circum
stances are relevant? Secondly, what kind of analytical 
assessment of these circumstances would be helpful 
to the decision makers when they judge what the 
appropriate terms of assistance should be? And 
thirdly, how grave should these circumstances, e.g., 
debt servicing difficulties, be and what should be 
their origin to justify a modification in the conven
tional terms of international capital flows? 

4. This study is concerned with the first and the 
second questions. It discusses the ways of recognizing 

1 Resolution on the terms and conditions of aid, DAC(63)10, 
4 April 1963. 

s Letter from the Secretary-General of the United Nations Con
ference on Trade and Development, dated 17 July 1963. 

the circumstances which may be considered relevant, 
and it also attempts to provide a conceptual frame
work within which particular data and forecasts may 
be conveniently analyzed. The study does not make 
any recommendations regarding appropriate terms 
of assistance. Although the study discusses the debt 
servicing difficulties and their possible causes and 
magnitude, it refrains from suggesting operational 
conclusions. The staff considered this aspect of the 
study outside its terms of reference. 

2. FACTUAL BACKGROUND 

5. Since the war, international capital flows have 
taken a variety of forms, ranging from grants and 
free provision of technical assistance at the "soft" end 
to short and medium-term loans at fairly high rates 
of interest at the "hard" end. The provision of capital 
on soft terms has a marked advantage for the 
borrowing countries as it does not give rise to debt 
servicing obligations. On the other hand, the capital
supplying countries find it much easier to make loans 
on conventional terms, since they can be financed by 
savings voluntarily provided from private sources, 
even though temporary budgetary expenditures may 
be incurred where lending is done through public 
lending agencies. A further characteristic of hard loans 
is that they impose a certain pressure on the borrower 
to use the proceeds efficiently in strengthening his 
economy, although it may be argued that the same end 
could be achieved in other ways as well, particularly 
in the case of a developing country which is likely to 
need a continuing net capital inflow for a fairly long 
time. 

6. An inevitable consequence of provision of 
capital on hard terms is that debt service obligations 
increase over time. It has been provisionally estimated 
that between 1956 and 1962 amortization and interest 
payments of developing countries in respect of public 
and publicly-guaranteed debt increased about two
and-a-half times.3 Given the substantial role of hard 

3 See International Development Association, The Need for an 
Increased "Soft Credit" Component in Development Aid. This paper 
was circulated to the DAC on 3 January 1963 as DAC/CA(63)4. 
More refined, detailed and comprehensive estimates of the recent 
growth of debt and of service liabilities are given in: Economic 
Growth and External Debt-A Statistical Presentation (see subse
quent document). 
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loans in total capital flows at present and in the im
mediate future, the process whereby this occurred is 
likely to continue, although not necessarily at the 
same rate. 

7. Increases of external indebtedness and of debt 
service liabilities even when large, do not necessarily 
imply difficulties for borrowers. Increases of service 
payments have to be measured against the strength
ening which has occurred in the borrower's economy. 

3. THEORETICAL BACKGROUND 

8. The basic problem in estimating debt servicing 
capacity is to give substance to the vague formulation 
expressed in paragraph 7 above. What is meant by 
"strengthening of the borrower's economy"? Is there 
any precise way in which this strengthening can be 
measured? What are the respective roles of quanti
tative analysis and judgement in the measurement? 
To the best of our knowledge, no one has yet suc
ceeded indeveloping a setofrules which willdetermine, 
in a generally acceptable manner, the permissible limit 
of indebtedness of individuals or of business firms 
even in the domestic economy. If such rules had been 
developed, bankruptcy would already have been 
banished, and the job of banking reduced to the 
operations of punch-card machines or of a computer. 
Even more controversial is the problem of what are 
the limits of governmental internal borrowing or of 
aggregate private credit. Many economists would say 
that the only thing which matters is the relationship 
of total debt service to total product and that the 
absolute size of either the debt or of the debt service 
is irrelevant. Most people would agree with this 
statement, but it must be admitted that its operational 
significance is limited. The question arises: what 
relationship is sound and when does it become ex
cessive and dangerous? Again, if there were a 
unanimously accepted answer to this question, much 
of the disagreement with respect to proper fiscal and 
monetary policies either in the poor or in the rich 
countries, would by now have been laid to rest. 

9. The problem of permissible limits to external 
borrowing is still more complicated. The Government 
of the borrowing country cannot print international 
money in order to pay its debts; the solution to which 
the debtor Governments have occasionally resorted 
in the past with respect to their internal debts cannot 
be of help in meeting international financial obliga
tions. If anything, domestic inflationary financing 
makes the fulfilment of external debt obligations more 
difficult, certainly over the short run and possibly over 
the long run. The borrowing country must lay its 
hands on international currency in order to pay its 
debts. 

10. The transfer problem is one of the most 
controversial issues of economic theory. In the 
1920s, much thought was given to the problem of 
whether the debtor country, in addition to the burden 
of accumulating domestic currency in order to meet 
external debt service, also faced an additional burden 
in transferring these domestic savings into foreign 
exchange. The great discussion regarding whether a 
country making the transfer inevitably experiences 
a deterioration in its terms of trade, has remained 

unresolved.4 Does or does not a country which makes 
the transfer have to sell abroad at lower prices than 
would otherwise prevail? 

11. The Great Depression of the 1930s has served 
to direct attention to another very significant aspect of 
the problem. If new capital inflow dries up suddenly 
and if the value of world trade collapses in a span of a 
few years, considerable and widespread debt servicing 
difficulties are likely to arise, and it matters little 
whether this is called a transfer or a savings problem. 

12. In the post-war period, on the one hand, there 
has been an absence of violent fluctuations in the 
imports and capital outflows of industrialized coun
tries. On the other, the general problems of economic 
growth of the developing countries have attracted 
considerable attention. As a result the discussion of 
international indebtedness has been directed into new 
areas. During the last ten years, probably the most 
debated single question has been the rate of capital 
accumulation needed for accelerated growth of the 
less-developed countries. The external capital require
ments of the developing countries and the related 
issues of adequacy of domestic resource mobilization 
and resource use have been the major issues of con
temporary economic theory and economic and 
political debate. 

13. Recent discussions of the capacity to service 
external debt-and of debt servicing difficulties which 
may be called the pathology of international capital 
flows-have been a natural extension of the discus
sions of capital requirements. Furthermore, the mere 
fact that debt service has increased as indicated in 
paragraph 6 above, has inevitably led to an increase 
in attention paid to debt servicing problems. It was 
only to be expected that as the process of meeting 
capital requirements evolved, the return flow would 
take place after a time lag, and that it would then 
necessarily raise a number of very difficult and ana
lytically most interesting questions. 

4. LIMITATIONS 

14. This study does not pretend to answer all 
questions. Furthermore, we may have even failed to 
raise some of the important questions. The funda
mental difficulty is that the theory of debt servicing 
capacity has not yet been formulated, despite the fact 
that some aspects of the problem have been fairly 
thoroughly explored. The theory of capacity to service 
external debt is unlikely to be developed until the basic 
issues in the theory of economic growth have been 
resolved. The capacity to service debt of a country, 

4 J. M. Keynes, "The German transfer problem; the reparations 
problem; views on the transfer problem" (Economic Journal, March 
1929, June 1929, September 1929); "The treatise on money," 1930. 
Bertil Ohlin, "The reparations problem" (index, Svenska Handels
banken, April 1928); "Transfer difficulties, real and imagined" 
(Economic Journal, June 1929); "Interregional and international 
trade," 1935. F. Terhalle, "Die Theorie des Transfers" ( Wirtschafts
dienst, May 1924). Walter Eucken, "Das Uebertragungsproblem" 
(Jahrbuch fiir Nationalokonomie und Statistik, 1925). Fritz Baade, 
"Das Reparationsproblem", Berlin 1929. Jacques Rueff, "Les 
idees de M. Keynes sur le probleme des transferts" (Revue 
d'economie politique, juillet-aout 1929); "A criticism" (Economic 
Journal, September 1929). Ragnar Nurske, "Internationale Kapital
bewegungen", Wien 1935. This is only a small sample of representative 
views in the controversy. 
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just like that of a business firm, is inexorably linked 
with its performance in output (sales), savings 
(ploughed-back earnings) and developmental returns 
to capital (rate of profit). But while believing, rightly 
or wrongly, that we know something about the factors 
that help explain financial success or failure of a firm, 
one is much less certain when asked to explain why 
certain nations show an amazing rate of growth while 
others lag behind. 

15. There is another serious limitation which is 
inherent in the subject itself. The appraisal of credit
worthiness of anybody-be it an individual, a business 
firm or a country-is a mixture of facts and judge
ments. Even if we had the theory of debt servicing 
capacity, and could satisfactorily explain the likely 
behaviour of major variables and their time-path, we 
would still be facing the uncertainties arising from 
current economic and financial policies which the 
decision makers in the borrowing countries may choose 
to adopt, be it at their own initiative or in response to 
all sorts of pressures. Any country can very quickly 
get into a balance-of-payments crisis: just a few wrong 
moves in fiscal, monetary or foreign exchange fields 
will suffice. If such a crisis is accompanied by an 
accumulation of unpaid commercial bills or by a 
unilateral postponement of service payments on long
term debt, the lender has little choice but to stop 
further lending. To make such a decision is not difficult. 
What is much more difficult is to judge whether the 
policies which the borrower pursues today are likely 
to produce a payments crisis tomorrow. The lender 
has to visualize not only whether payments troubles 
are likely to emerge and not only how serious they are 
likely to be, but also how the debtor will react and what 
priority he will attach to fulfilment of his obligations. 
Some of these questions may be answered by economic 
analysis; the question of priority can not. The past 
pattern of behaviour in crises might serve as an indi
cator for the future, but history does not always repeat 
itself. Lending is an art and not a science. And this 
art is perhaps today made more difficult than ever. A 
banker or a Government engaged in financing inter
national economic development has to take into 
account not only whether a balance-of-payments crisis 
is likely or not; he must also consider the underlying 
economic growth trend in the borrowing country. The 
problem is easy to resolve if Governments' financial 
difficulties coincide with stagnation of the economy or 
if financial prudence goes hand in hand with buoyant 
economic growth. But what if very high developmental 
returns to capital stand side-by-side with serious 
disturbances in Governments' financial accounts? 
Lending to· finance international economic develop
ment is a continuing problem of difficult choices. 

16. Therefore, this study does not cover the fol
lowing two points: 

(a) A continuing service on external indebtedness 
depends not only on debt servicing capacity, but also 
on willingness to do so. The two are not unrelated, 
but willingness is a broader concept resting on a combi
nation of subjective and objective factors; it depends 
not only on economic circumstance, but also on politi
cal pressures and strategy and even bargaini?lg tactics. 
Appraisals of willingness are a matter of Judgement 

which can be discussed but for which no conclusive 
proof can be demonstrated. 

(b) A country can have an impressive record of 
economic growth, and it may also have good long-run 
growth prospects because developmental returns to 
capital are high even though fiscal and monetary 
policies may not be considered conducive to balance
of-payments stability. Views will differ on how severely 

/these current financial policies should be judged, and 
what weight should be attached to them as opposed 
to the economic growth rate. This question of weights 
in decision-making is also a matter of judgement not 
subject to economic analysis. 

17. Results of this study are inevitably circum
scribed by the weakness of statistical series that have 
been used. Despite considerable advance which has 
been made in recent years, these weaknesses still 
exist. However, it is not believed that they impair 
the general findings of the study, although particular 
statistics may do considerable injustice to particular 
countries. 

18. Several choices were open in presenting the 
findings of the study. They could be presented in 
terms of the savings and transfer aspects of debt 
servicing capacity. In this case, the distinction be
tween short and long period analysis would be sub
ordinated to the chief theme, i.e., the savings and 
transfer problems. Alternatively, the main classifica
tion could be based on time periods, while savings and 
transfer aspects of servicing foreign capital would 
provide a sub-classification. Either approach has its 
advantages and drawbacks. We have chosen to adopt 
the framework of period analysis. Within this frame
work, we could start with short period analysis and 
then move to discuss long-run problems or vice versa. 
We have adopted the conventional practice of starting 
with short-run analysis, although in retrospect, the 
logical sequence appears to be from the long-run 
growth problem to the temporary deviations, which 
occasionally interrupt the trend. 

Chapter II 

CONCEPTUAL FRAMEWORK 

19. Debt servicing capacity of a developing 
country may conveniently be discussed in terms of 
benefits and cost of foreign capital in the process of 
economic growth. The role of foreign capital is to 
supplement national resources in raising the rate of 
capital formation. By making possible a higher rate 
of investment than would otherwise be feasible, 
foreign capital raises the rate of income growth. 

20. Against this benefit to the national economy, 
there is the cost of foreign capital in terms of payment 
of debt service. This payment implies that the 
borrower country has to forego a certain amount of 
purchasing power, which could otherwise be used for 
consumption or investment. Debt servicing capacity 
depends on the ease with which a country can reconcile 
competing claims on its resources; on the one hand 
there is the demand for a higher standard of living, on 
the other there is the obligation to foreign creditors. 
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A default implies the undermining of confidence, 
denial of foreign long-term loans in the future and at 
the extreme, isolation from the major world centres 
of finance and commerce. Debtor countries have to 
balance what may appear to be immediate advantages 
of higher consumption and/or investment against the 
adverse impact on future economic growth of being 
isolated from international finance. 

21. The problem of reconciling competing claims 
on resources has a different complexion, depending 
on the time horizon under consideration. At a point 
of time, or in the short period, debt servicing difficulties 
take the form of a liquidity crisis. Disequilibria in 
the balance of payments are the heart of the matter. 
Whether a debtor can make both ends meet depends 
on the relative strength of elements of rigidity (i.e., the 
contractually-fixed external obligations, minimum 
tolerable level of imports) and countervailing elements 
of flexibility (i.e., availability of compensatory finance 
and inessential imports). It also depends on the skill 
of the authorities of the debtor country in managing 
the balance of payments. 

22. Difficulties in transferring debt service pay
ments at a point of time may result from cyclical or 
accidental fluctuations in exports, capital inflow and 
imports, or from capital flight or a bunching of 
repayment obligations. Alternatively, the liquidity 
crisis may be a symptom of structural weaknesses 
of the economy. Frequently, but not in all cases, it 
is a combination of purely transitory disturbances 
and long-term factors. 

23. In real life, debt servicing difficulties almost 
always manifest themselves in liquidity crises in the 
balance of payments. However, a thorough appraisal 
of creditworthiness cannot be based on short-period 
analysis only. Debt servicing capacity cannot be 
divorced from the general problem of economic 
growth, particularly when the main focus of attention 
is a low-income country. Reconciliation of competing 
claims on resources is easier when total resources 
are growing than in a stationary economy.5 As long 
as the incidence of debt service falls on a part of the 
increment in per capita income, it is possible for 
consumption and nationally financed investment 
to rise pari passu with service payments. And if the 
rate of increase in real income and savings, remaining 
available after the claims of foreign capital have been 
met, is reasonably high, if growth occurs in a con
tinuous fashion, and if its benefits are widespread, it 
can plausibly be argued that debt service payments 
will also be made smoothly.6 In this case, the op
portunity cost of fulfilling external obligations is 
less obvious and presumably less burdensome than 
in a situation in which service payments impinge on 
existing living standards and employment levels. 

6 This was the basis of the growth-cum-indebtedness model 
developed in 1953 by Mr. Gerald M. Alter of the Bank staff. The 
study was published in 1961, under the title "The servicing of 
foreign capital inflow by under-developed countries," in Economic 
Development/or Latin America, Proceedings, International Economi~ 
Association, New York, 1961. 

• This was the model developed in the Bank in 1956 and implicit 
in a study that was published in 1958 (Dragoslav Avramovic, Debt 
Servicing Capacity and Post-war Growth in International Indebtedness, 
Johns Hopkins Press,1958). 

Therefore, it can be argued-and this is the funda
mental judgement on which this study rests-that 
continuing growth in per capita production and the 
underlying process of rapid accumulation of pro
ductive capital is the basic long-run condition of debt 
servicing capacity. 
· 24. The main task of long-run analysis is to define 
the conditions under which the economic growth 
process, which is partly financed by foreign capital 
borrowed on conventional fixed terms, can succeed; 
and which can thus provide a basis for continuing 
servicing of external debt, and, if necessary, for its 
ultimate retirement. Relationships between several 
crucial variables-return on capital, savings, invest
ment, growth of output, required foreign capital 
inflow and the associated cycles of debt and of debt 
service ratios-should be formulated and their time
paths followed. Values for the variables can then be 
chosen on the basis of available evidence and the 
implications of such choices explored. What are the 
conditions for a successful outcome of the growth
cum-debt process within the life of one generation? 

25. Since national economic growth occurs in the 
framework of the world economy and since we are 
concerned with debt service obligations to external 
creditors, the discussion cannot be limited to domestic 
variables only. For growth to materialize, it is not 
sufficient just to raise the rates of savings and in
vestment. The pattern of resource use must be such 
as to lead to a reasonably competitive production of 
international goods, i.e., products that can enter 
exports at remunerative prices or that can replace 
imports. 

26. This is the conceptual framework within which 
debt servicing capacity can be appraised. The main 
problem is to develop a method of analysis for 
assessing liquidity and elements relevant to long-term 
growth. This paper is an attempt in this direction. 

Chapter III 

THE LIQUIDITY ASPECT OF 
DEBT SERVICING CAPACITY 

1. VARIABLES 

27. The present chapter considers methods of 
judging the size and gravity of the payments problem 
which debtor countries may encounter if their external 
receipts suddenly fall, while they have to maintain 
their fixed, contractual service instalments.7 From the 
point of view of the present chapter, debt servicing 
difficulties are one element among others in the general 
picture of balance-of-payments vulnerability. The 
discussion thus moves closely parallel to a discussion 
of, e.g., the adequacy of reserves, but with special 
attention to debt service liabilities as a special element 
of rigidity in the situation. 

7 The actual experience in the cyclical downturn of 1957-1958 
was analysed in: Dragoslav Avramovic and Ravi Gulhati, Debt 
Servicing Problems of Low-Income Countries, 1956-1958, Johns 
Hopkins Press, 1960. 
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28. The factors which affect the balance of pay
ments and hence a country's capacity to service debt 
in the short and medium term can be classified 
as: 

1. Fluctuating variables: 
(a) Exports 
(b) Capital flows 
(c) Emergency and inflation-induced imports. 

2. Offsetting variables: 
(a) Reserves 
(b) Compensatory finance 
(c) Compressible imports. 

3. Rigid variables: 
(a) Minimum tolerable imports 
(b) Debt service: interest 
(c) Debt service: amortization. 

29. Economic policy of the borrowing country 
affects the behaviour of all these variables in a 
crucial manner. In particular the balance-of-payments 
situation may be seriously aggravated if domestic 
fiscal and monetary policies are not adequately 
managed. 

30. The process of economic growth is one of 
profound economic change. This change affects, 
among other things, the behaviour of the variables 
enumerated above. Some of them assume greater 
flexibility while others tend towards rigidity. These 
changes, in turn, influence the way an economy 
responds to a liquidity crisis. 

2. FLUCTUATING VARIABLES 
(DISTURBANCE VARIABLES) 

(a) Export declines 

31. A major element of balance-of-payments 
vulnerability of many developing countries arises 
from instability of export earnings. Short-term de
clines in export earnings have in the past originated 
largely in cyclical declines in international demand. 
In addition, there have been falls in export receipts 
caused by occasional natural failures in supply. 
Further, a number of developing countries have 
experienced reduced earnings over the medium term, 
originating in excess production of primary products 
in relation to demand. Finally, export declines may be 
caused by domestic policies which adversely affect 
the incentives to produce for exports or to sell on the 
international market. 

32. The first and obvious approach to the question 
of the possible future severity and length of periods 
of depressed export earnings is to look at the behav
iour of aggregate export earnings in the past. However, 
an overriding problem is the shortness of the period 
from which it seems relevant to draw conclusions for 
the future. History before 1939 is no longer very 
illuminating. The abnormalities of the war and 
immediate post-war years were immediately followed 
by the further untypical experience of the Korean 
commodity boom. Therefore, it is only fruitful to 
consider the behaviour of exports over the last decade 
or so, and in so short a period, few countries may have 
experienced as great a short-term fall of export 
earnings as may occur in the future. 

33. Another question arises of how to measure 
declines in export earnings, whether from the trend 
or from the preceding high point. Deviations from a 
downward trend show the fall from an average. How
ever, this conceals the full impact of the decline, 
counting from the peak to the trough. If a country 
experiences a persistent contraction of its exports over 
a number of years, it will be in a difficult situation, 
even though the percentage of the yearly decline may 
appear quite small. 

34. In countries where export receipts fluctuate 
over a relatively short period, if the Government of a 
country conducts an anti-cyclical policy and has 
perfect foresight, it may take advantage of a period of 
above trend exports to build up reserves, and pay 
off short-term debts, and would thus be prepared to 
face a period of below trend exports. In such cases 
it would be justifiable to think in terms of decline 
from the trend. However, this policy behaviour is not 
evident in most under-developed countries. Periods 
of above trend exports are also periods of high 
consumption and investment expenditure and there is 
little set aside for a period of below trend exports. 
In such cases and in case of countries experiencing 
fluctuations over the medium term, a measure of de
cline in export earnings based on maximum decline 
from a peak would portray the situation more 
accurately than would a measure based on decline 
from a trend. 

35. Table 1 shows relative amplitudes and duration 
of maximum decline in export earnings, measured 
from a peak. Table 2 shows relative amplitudes and 
durations of periods of low export earnings from a 
linear trend of exports. 

TABLE 1 

Recent short-term export declines, from peak to trough, and 
commodity concentration of exports 

Share of two 
principal 

Percentage Period of commodilies in 
Country decline decline total exports 

Uruguay. 54 1956-59 77 
Bolivia 38 1956-58 60 
Sudan . 35 1956-58 62 
Turkey. 28 1957-58 42 
Colombia 27 1956-61 86 
Pakistan . 25 1955-58 64 
Thailand. 22 1957-58 57 
Nicaragua 22 1955-58 58 
Ethiopia . 21 1957-58 64 
Dominican Rep. 19 1957-59 63 
Brazil . 18 1956-62 60 
El Salvador. 18 1957-59 74 
Costa Rica. 16 1958-59 76 
Honduras 14 1956-59 63 
Ecuador . 13 1960-61 77 
Argentina 11 1960-61 70 
Philippines . 11 1958-60 52 
China (Taiwan) . 4 1955-56 49 
Spain 2 1959-60 25 
Venezuela 2 1957-58 91 

Source: International Monetary Fund, International Financial Stalls/lei, 
various issues. 
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TABLE 2 
(A) Maximum percentage short-falls of merchandise export 
earnings from export trends (one to four years, cumulative) and 

(B) Commodity concentration of exports 

(A) Maximum percentage short-falls below trend 

One 2 years J years" 4 years• 
year cumulatice cumulative cumulative 

Uruguay. 34 23 21 19 
Sudan . 26 17 8 7 
Turkey. 23 8 7 5 
Bolivia 22 13 12 9 
Thailand. 18 14 9 4 
Pakistan . 16 14 10 8 
Spain 15 13 10 7 
Costa Rica. 15 5 2 2 
Dominican Republic 15 10 1 2 
Honduras 15b 6 4 2 
Nicaragua 15 12 9 7 
Ethiopia . 12 11 7 5 
Argentina 11 6 4 3 
Colombia 9 6 5 4 
Ecuador . 9 5 1 
China (Taiwan). 9 7 5 3 
Brazil . 8 6 5 3 
Venezuela 8b 4 1 1 
Philippines . 8 4 2 l 
El Salvador. 6 5 5 4 

(B) Share of two principal commodities in total exports 

Venezuela. 
Colombia. 
Uruguay . 
Ecuador . 
Costa Rica 
El Salvador 
Argentina. 
Ethiopia . 
Pakistan . 
Dominican Republic 

Percentage -

91 
86 
77 
77 
76 
74 
70 
64 
64 
63 

Honduras 
Sudan .. 
Bolivia .. 
Brazil .. 
Nicaragua. 
Thailand . 
Philippines 
China (Taiwan) 
Turkey . 
Spain .... 

Percentage 

63 
62 
60 
60 
58 
57 
52 
49 
42 
25 

Sources: Merchandise exports from IMF, International Financial Statistics, 
various issues. Trend computed from data from 1955 through 1962. Period 
covered: 1955-1962. 

NoTE: Maximum cumulative short-falls were computed for consecutive two, 
three or four years. Thus, actual exports may not have fallen below the trend 
line for all the years considered. 

• 1962 Included. 
b 1955 included. 

36. For an assessment of how far fluctuations in 
export earnings are related to the commodity con
centration of exports, the tables also show for each 
country the latter. It cannot be expected that the size 
of fluctuations of export earnings will everywhere be 
correlated with the degree of commodity concentra
tion. For instance, variations in export earnings of 
petroleum-based economies will be small as long as 
the world petroleum prices remain stable. It is 
necessary to consider not only how highly concen
trated a country's exports are, but on what com
modities, and how supply, demand and price of these 
particular commodities are apt to behave. But for the 
primary producing countries as a group, there is 
a tendency for export earnings to fluctuate, and to 
fluctuate violently. 

37. An example of medium-term export declines 
is provided by the post-war development in the export 
earnings of the countries depending on coffee, the 
second largest commodity, after petroleum, moving 
in international trade. The fortunes of the world 
coffee market decisively determine the flow of export 
income, and thus the capacity to import of some 
dozen countries in the tropical belt, including half 
of Latin America and a large part of Africa. The 
latest coffee cycle started early after the war, when 
supply was short and demand was recovering. The 
price of coffee rose sharply from the disastrously low 
level that had prevailed in the preceding two decades. 
Since there is a time lag between investment and 
output, supply lagged behind. The period of rising 
prices lasted until 1954, and then, as supplies caught 
up with and overtook demand, prices began to decline. 
For the last eight years, earnings from production 
and exports of coffee have been falling year in year out. 
In 1962, the value of world coffee exports amounted to 
$1700 million, compared to the post-war peak of 
$2500 million, in 1954. The tragic paradox of primary 
products economies is exemplified by the fact that the 
coffee countries produced and sold in 1962 a quantity 
which was SO per cent greater than in 1954; and yet, 
their exchange earnings in 1962 were one-third smaller 
than eight years earlier. The cumulative loss of real in
come and foreign exchange sustained by the producing 
countries during these eight years was enormous, 
whichever way you measure it. The persistent pressures 
on their balances of payments led to severe strains 
on internal finances and inevitably had an adverse 
impact on the rate of capital formation and economic 
growth. The complete breakdown of the balances of 
payments was prevented only by the decision of the 
leading producing countries to withhold some of the 
excess supplies from the market. Table 3 shows world 
exports of coffee, by value, from 1950 to 1962. The 
data for 1963 are not yet available; over the last twelve 
months, coffee prices have recovered somewhat. 
It is not yet clear whether the recovery will continue 
or the prices will level off. 

38. How far does the experience of the past 
provide a guidance to the future? The problem of 
medium-term supply-induced fluctuations still exists 
in all its intensity, and it is unlikely to be solved until 
a substantial advance is made in the diversification of 
th duction and export structure of countries 
h pendent on products experiencing medium-
term production cycles. Also, falls in exports caused by 
breakdowns of supply are likely to continue. Similarly, 
unless developing countries' policies differ from the 
past, there will continue to be cases of export declines 
resulting from measures having a restrictive effect on 
export sales. On the other hand, violent business 
fluctuations, so significant in the pre-war period, are 
not likely to recur.8 Consequently, the intensity and 
duration of demand-induced declines of export 
earnings will most likely be less than they used to be, 
This does not mean, however, that the problem has 
been solved. Considerable fluctuations still continue. 

8 At least, IBRD, (IDA) International Development Association, 
and IFC operations are based on the assumption that they will 
not recur. [IBRD, World Bank, International Finance Corporation 
(IFC) and IDA Policies and Operations, April 1962.] 
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TABLE 3 
Coffee: World export values 
(In millions of US dollars) 

Other Latin 
Brazil America Africa Others World 

1950 850 568 162 15 1 595 
1951 1039 666 240 28 1 981 
1952 1026 745 208 23 2002 
1953 1090 915 386 59 2450 
1954 948 1042 476 74 2 540 
1955 844 957 349 30 2180 
1956 1 030 923 393 64 2410 
1957 846 945 424 75 2 290 
1958 688 862 378 72 2000 
1959 774 766 374 41) 1 960 
1960 713 730 359 40 1 842 
1961 710 671 317 52 1 750" 
1962 . 643 743 (285) (50) 1 721" 

Sources: International Coffee Study Group, Pan American Coffee Bureau, 
IBRD Economic Department. 

a Preliminary. 

TABLE 3a 
Export indices, quantity and value, for coffee and major 

commodity groups 
(Base: 1950 = 100) 

Q =Quantity V =Value 

Coffee• 
Primary 

commoditiesa 
Manufactured 

goodsa 

(Q) (V) (Q) (V) (Q) (V) 

1950 100 100 100 100 100 100 
1951 109 124 104 126 120 144 
1952 110 126 102 108 119 144 
1953 119 154 108 109 127 147 
1954 99 159 112 119 132 149 
1955 115 137 121 122 146 168 
1956 131 151 131 134 161 193 
1957 123 144 138 142 171 210 
1958 125 125 135 131 169 206 
1959 144 123 144 135 183 221 
1960 147 115 155 146 207 255 
1961 149 110b 164 151 213 264 
1962 . 156 108b 225 284 

Sources: Various issues of the United Nations Monthly Bulletin of Statistics 
and of the Statistical Yearbook • 

. . = Not available. 

• Coffee figures cover the world; primary commodities' figures and manu
factured goods' figures exclude the Soviet bloc. 

b Preliminary. 

So far, only moderate advance has been made in 
stabilizing world commodity markets. 

39. In the context of the long-term relationship 
of various factors in the growth process, it is suggested 
in Chapter V that in a number of developing countries 
exports are likely to grow at a slower pace than income 
and investment. As a result, there is a tendency for 
imports to be concentrated increasingly on the most 
essential items. Also, demand for imports is very 
strong as a result of income growth targets. This is 
further intensified by excessively expansionist do
mestic monetary policies. Thus, although export 
fluctuations now may be less intense by themselves, 

they occur in a situation in which the balances of 
payments of the developing countries are already 
fairly strained. 

(b) Swings in capital flows 

40. Writing in 1927 of international capital flows, 
F. W. Taussig described the ebb and tide of capital 
flows in these words: 9 

"In fact, however, the loans from the creditor 
country, so far from being made at the same rate year 
by year, begin with modest amounts, then increase, 
and proceed crescendo. They are likely to be made in 
exceptionally larger amounts toward the culminating 
stage of a period of activity and speculative upswing, 
and during that stage become larger from month to 
month so long as the upswing continues. With the 
advent of a crisis, they are at once cut down sharply, 
even cease entirely. The interest payments on the old 
loans thereupon are no longer offset by any new loans; 
they become instantly a net charge to be met by the 
borrowing country. A sudden reversal takes place in 
the debtor country's international balance sheet; 
it feels the consequences abruptly, in an immediate 
need of increased remittances to the creditor country, 
in a strain on its banks, high rates of discount, falling 
prices. And this train of events may ensue not once 
only, but two or three times in succession. After the 
first crisis and the first overturn, the debtor country 
is likely to recover. Within a few years loans from the 
creditor country may be resumed, another period of 
activity and speculative investment set in, the old 
round repeated, until finally another crisis comes 
and another sudden overturn in the balance of inter
national payments. The final outcome, when this 
long period of irregular movements has run its course, 
is that the debtor country has more to remit on interest 
account than to receive on principal account, and that 
the remittance is effected by an excess of merchandise 
exports over imports. The history of the United States 
and of Argentina, both of which were typical borrow
ing countries at similar stages in their economic 
development, shows these successive waves of inter
national borrowings, repeated crises, deviations from 
the simplified process set forth in the preceding 
pages." 

41. History of international capital flows up to the 
Second World War suggests two important charac
teristics of such flows. First, a considerable pro
portion of capital inflow into developing countries 
was speculative in nature. Private investors in the 
major capital markets were not always aware of 
conditions in distant lands and invested in numerous 
ventures which did not have a sound basis. Secondly, 
these capital flows were extremely sensitive to the 
ups and downs of the business cycle. During a re
cession, the liquidity problem was further aggravated 
by cessation or even the reversal of capital flows. 

42. The flow of foreign capital into developing 
countries presents a different picture today. Private 
direct investment abroad is based on much more 
information than in the earlier periods, and investment 

9 F. W. Taussig, International Trade, New York, 1927 (reprinted 
1941). 
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decisions are much better prepared. National and 
international lending agencies are now large suppliers 
of foreign investible funds and these are lent mainly 
for productive purposes.10 While downward swings 
in capital inflow into individual developing countries 
have not been absent in the post-war period, by and 
large such capital inflows have tended to compensate 
for declines in export receipts or, at a minimum, they 
have maintained a fairly stable trend in the majority 
of countries. 

43. It is true by definition that a country would 
have no debt servicing problem if capital inflow were 
always sufficient to allow it to meet its debt servicing 
obligations while at the same time maintaining im· 
ports at a level which the country considers minimum 
acceptable. However, despite the stability in the 
aggregate flow of capital recorded thus far, for the 
great majority of countries it is not in present circum
stances possible to forecast for a longer period the 
prospective levels and fluctuations of capital imports 
and the range of terms on which they will be available. 

44. There are, however, some forms of capital 
inflow on which a developing country can rely with a 
fair degree of assurance, at any rate for the near 
future. For example, disbursements on project loans 
will continue so long as work on the project goes 
forward and any other conditions of the loan are 
complied with. Suppliers' credits are usually available 
unless the country is considered to be in very severe 
balance-of-payments difficulties; but the terms may 
become progressively disadvantageous as the liquidity 
crisis approaches. On the other hand, private direct 
investment will necessarily tend to fluctuate in re
sponse to changing conditions in both the capital 
importing and the capital exporting countries. But 
since a considerable fraction of foreign private capital 
in developing countries is now invested in manu
facturing for the domestic market, this will exercise 
a stabilizing influence. The domestic markets for 
manufactures in the developing countries tend to 
expand at a rapid and fairly steady pace whenever 
the over-all growth rate is satisfactory. Above all, 
investment loans from international agencies are not 
sensitive to short-run fluctuations in the balances of 
payments. Loans and grants provided by Governments 
in the capital exporting countries behave in an anti
cyclical fashion. But there are other causes of in
stability in government-to-government flows, largely 
political in nature. 

45. The preceding paragraphs have dealt with 
possible downswings in the inflow of foreign capital. 
Yet another source of disturbance, which can be of 
great importance in some countries in particu~r 
periods, is sudden outward movement of domesttc 
capital. This phenomenon is caused by a number of 
factors, primarily of political and monetary nature. 
Countries which have experienced bursts of inflation 
and successive devaluations would be particularly 
exposed to capital flight. Despite the fact that these 
perverse capital movements from the less-developed 
countries to the developed ones have been frequent, 
very little is known about their magnitude. But it is 

1o Excluded from consideration in this study are resource flows 
which are not directed to financing economic development. 

highly likely that this outward flow has been substan
tial and that the assets held abroad are very large. 
This potential source of finance of capital formation 
in the developing countries has not yet been tapped. 
Some way ought to be found to minimize further 
capital outflows and to attract these funds to finance 
national economic growth. 

(c) Emergency or inflation-induced import increases 
46. Periodic increases of imports may be de

stabilizing to the balance of payments. Such variations 
may be caused by a number of factors. 

47. Crop failures and bad harvests may lead to 
significant increase in the import of food and other 
agricultural commodities. While, in terms of the 
domestic consumption of these commodities, these 
increased imports may be marginal, and in the balance 
of payments they may lead to large swings. And such 
swings have been an important feature of the balance 
of payments of a number of developing countries 
during the post-war period. 

48. Public Law 480 of the United States Congress 
authorizes the sale of surplus agricultural commodities 
in exchange for local currencies of the importing 
country and, in certain cases, for outright grants. 
Supply of agricultural commodities under this law 
has, in effect, provided an insurance against balance
of-payments crises induced by bad harvests. It is an 
important form of compensatory financing and a 
partial substitute for reserves of foreign exchange and 
gold. Had the agricultural supplies in the United 
States not been available to many developing coun
tries on easy terms, the balances of payments of these 
countries would have been much more strained than 
was actually the case. Furthermore, their whole 
growth process would have been seriously under
mined. 

49. Another important source of temporary 
import increases may be domestic inflation, within 
the framework of pe exchange rates. This has 
been a familiar and irly widespread phenomenon 
in the developing countries during the last two 
decades. 

50. There is little indication that these causes of 
import increases will not recur in the future. Agri
cultural production has in many developing countries 
lagged behind domestic demand which has risen 
rapidly in response to growth in income and in certain 
cases as a result of subsidized food prices. Conse
quently, the frequency and magnitude of import 
increases may well become greater in the future unless 
measures are taken to increase domestic output by 
applying as modern and efficient methods of produc
tion as possible. Similarly, although there is an 
increasing awareness in the developing countries of 
the consequences of inflationary finance, it would be 
too optimistic to expect that inflationary pressures 
will not recur. It is becoming increasingly recognized, 
however, that fixed exchange rates in the face of 
continuing inflation are bound to give rise to excessive 
imports, and therefore flexible exchange rate practices 
may have to be applied. Even if some such mechanism 
is used, it is unlikely to work efficiently unless the rate 
of domestic monetary expansion is kept within limits. 
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TABLE 4 

Unconditional• and conditionalb liquidity as a percentage of imports 

Unconditional Unconditional 
Country liquidity Country liquidity 

Thailand 100 Ceylon 29 
Malaya 94• Tunisia 29 
Israel . 86 United Arab 
Burma 77 Republic 29 
Ethiopia 72 Korea 27 
Spain . 66 India 26 
Sudan 64 Peru 21 
China (Taiwan). 61 Colombia 20 
Nigeria 6()d Honduras 20 
Jordan 57 Costa Rica. 17 
Ghana 52 Chile 15 
Afghanistan 47• Philippines l3 
Pakistan 45 Argentina 12 
Mexico 39 Brazil . 11' 
El Salvador 38 Bolivia 8 
Morocco 37 Yugoslavia. 8 
Nicaragua. 37 Ivory Coast • 
Iran. 36 Senegal • 
Ecuador 34 Tanganyika • 
Turkey 30 Togo • 

• Monetary reserves and IMF gold tranche position as percentage of Import: 
i.e., gross official gold, convertible foreign exchange reserves and the country's 
gold tranche position with the IMF (generally as of June 1963) as a proportion 
of imports. c.i.f. for 1962. Reserves are gross in the sense that no allowance is 
made for short-term !labilities. Reserves of non-official entities are not taken into 
account. IMF gold tranche position is added to the country's reserves on the 
theory that drawings within the gold tranche are almost antomatic. It is not 
possible to segregate non-convertible reserves in many countries. 

b Unmllized IMF credit facilities as percelllage of Imports. In addition to 
limitations on the amounts which the IMF can permit to be drawn in any given 
year without waiver, there is an over-all limit of 200 per cent of quota on the 
amount of any member's currency which the Fund can hold without a waiver. 
In February 1963, the IMF decided to provide a drawing facility, normally up 
to 25 per cent of quota, to compensate temporary short-falls in total export 
receipts of primary producing countries. The Fund has slated its willingness to 
waive the limit on Fund holdings of 200 per cent of quota, where appropriate, 
to Implement this recent decillion. The new facility can he regarded as increasing 
pro tanto the total amount that can normally be drawn under suitable circum· 
stances. The calculation of "unutilized IMF credit facilities" has been made on 
the basis that holdings can rise to 225 per cent of quota. Existing currency holdings 

Also, unless flight of capital abroad is reduced 
(para. 45), this by itself would greatly disturb the 
foreign exchange markets. 

3. OFFSETTING VARIABLES 
(COMPENSATING VARIABLES) 

(a) External reserves 
51. During the post-war years, use of foreign 

exchange and gold reserves has been one of the ways 
of adjusting to a period of depressed export earnings 
or short-term increases in imports. A familiar rough 
indicator of their adequacy is the ratio of reserves to 
the value of a year's imports. Ideally these ratios 
should be net of short-term claims. In practice, such 
an attempt frequently runs into many statistical 
difficulties. 

52. Reserves comprise gross official gold holdings, 
convertible foreign exchange and the country's gold 
tranche position with the International Monetary 
Fund (IMF). So defined present reserves are shown, 
expressed as a percentage of current imports, in 
Table 4 under the title Unconditional Liquidity. 

53. Two fundamental changes in the level and 
complexion of reserves have taken place in the 
post-war period. First, with emphasis on economic 

Conditional Conditional 
Country liquidity Country liquidity 

Bolivia 27 Nigeria .. 11 
Afghanistan 26 Philippines . 11 
Pakistan. 25 Yugoslavia 11 
India 24 Chile 10 
Mexico 20 Thailand I {)II 
Ethiopia. 18 Colombia 8 
Brazil . 17 Jordan. 8 
Burma 17 Peru. 8 
Honduras 15 Sudan. 7 
Morocco 15 Israel 5 
Argentina 14 Malaya 5 
Ceylon 13 United Arab 
Iran l3 Republic. 3 
Costa Rica 12 China (Taiwan) . I 

Ecuador. 12 Ivory Coast I 

Nicaragua . 12 Korea. I 

Spain 12 Senegal J 

Turkey 12 Tanganyika J 

El Salvador 11 Togo . J 

Ghana 11 Tunisia I 

and the gold tranche position are subtracted from 225 per cent of quota. This is 
a partial measure of discretionary compensatory finance available under specltled 
conditions. These conditions become progressively rigorous for transactions in 
successively higher !ranches. It is a partial measure because it does not take 
account of borrowing from foreign commercial banks and bilateral public 
sources of compensatory finance, possible for some countries. 

• This computation refers to the former Federation of Malaya as distinct 
from the present Federation of Malaysia. We have assumed that 65 per cent 
of the monetary reserves of the Currency Board belong to the Federation of 
Malaya. 

• Gold and foreign exchange reserves at March 1961 and imports 1960. 
• Source: IBRD report. 
t Excloding gold pledged to foreign commercial banks. 
• Participant in currency arrangement involving pooled reserves. 
h Thailand is exempted from the general requirement that an initial par value 

be established before drawing on IMF. Drawings are permitted under conditions 
determined by lMF. The agreed accounting value is used in these transactions. 

i Quota originally established for all China, i.e .. including the mainland. 
I Subscription to IMF not yet complete. 

development and growing need for investible re
sources, the opportunity cost of maintaining foreign 
currency and gold reserves has risen. A number of 
countries have partly run down such reserves for 
financing economic development, while others have 
spent their reserves on excessive imports caused by 
inflationary pressures. Secondly, provision ofliquidity 
through the International Monetary Fund has to a 
certain extent reduced the need to maintain large 
reserves of gold and convertible foreign currency. 
The lack of flexibility introduced by the first develop
ment has been partly compensated by the second. 

54. Like other variables discussed here, a country's 
own reserves by themselves are not a complete 
indicator of a country's ability to weather a liquidity 
crisis. Specifically, in this context one has to consider 
the compensatory finance available from international 
agencies and private sources. This is discussed below. 

(b) Compensatory finance 
55. The operations of the International Monetary 

Fund have been of great importance in assisting 
developing countries to cope with their balance-of
payment disequilibria. Recently, the Fund introduced 
a new compensatory facility to offset fluctuations in 
export earnings. Table 4 (Conditional liquidity) 
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shows the scope of potential IMF operations, cal
culated on the basis that Fund holdings of country 
currencies cannot exceed 225 per cent of quota. Such 
drawings are conditional and require substantial 
justification, the conditions becoming increasingly 
stringent the greater the existing drawings in relation 
to quota. 

56. The most important source of compensatory 
finance in some cases since the war has been lending 
by public agencies in the developed countries, partic
ularly the United States. This balance-of-payments 
support has been provided both to offset short-run 
difficulties and to meet situations where depressed 
earnings have lasted longer (see paras. 31 and 37). 

57. Another form of compensatory financing is 
short-term borrowing in the private market. Such 
borrowing facilities were readily available up to 1929 
to many countries in balance-of-payments difficulties. 
Short-term capital movement between developed 
countries has, of late, reappeared as a device of 
adjusting to short-term fluctuations in the balance-of
payments. Among the developing countries, the case 
of a developing country is known which has on 
several occasions, during the post-war period, suc
ceeded in borrowing from the private market to 
weather temporary difficulties. 

58. Compensatory financing is an effective sub
stitute for the maintenance of large reserves of gold 
and foreign exchange. As a general rule, countries 
which enjoy close and harmonious relations with ~he 
major financial centres may be regarded as havmg 
a second line of reserves. Although the drawing 
facilities provided by the International Monetary 
Fund are a definite advance in the provision of 
greater liquidity, most developing countries do not at 
present have ready access to the private short-term 
capital market. 

59. The flow of short-term private capital from 
developed to developing countries has had two 
features. First, in many cases it has flowed from a 
developed country to a present or a former dependent 
territory, largely through the branches of the developed 
countries' financial institutions. These institutions 
have during the course of time built up an expertise 
in such transactions. Secondly, where such conditions 
did not prevail, lenders charged a high premium for 
risk. Such lending, in effect, added to the possible 
future threats to liquidity. And when compensatory 
finance, whether from this or from other sources, has 
been contracted on short term, while the export 
declines later proved to last a number of years (see 
para. 37), an overhang of debt .with short mat~r
ities was created. This overhang IS today the maJor 
threat to liquidity in a number of very important 
developing countries. 

(c) Compressible imports 

60. The compressible part of the import bill 
serves as an offsetting variable. It has not been possible 
in this study to classify uniformly the imports in order 
of their compressibility. Which imports can be re
duced? This depends largely on the pattern of pro
duction and demand in each country. Some countries 

may produce most of their manufactured consumer 
goods domestically but import food and raw materials. 
Others may be largely self-sufficient in food and some 
raw materials but import consumer goods. Can the 
imports of the latter be regarded as compressible and 
not those of the former? And how much hardship is a 
Government able and prepared to impose on the 
population? These questions have yet to be answered. 
The historical approach would require the study of 
any correlation that may have existed in the past 
between fluctuations in external receipts and in 
imports--either concurrently or with a time lag. 
Furthermore, an investigation will have to be made 
of the patterns of import reductions in times of 
difficulty and whether these patterns tend to change 
in the process of economic development. Judgement 
could then be made as to whether the import policy 
in the future would be similar or different. -

61. A rough indicator which may be used to 
indicate the degree of compressibility is the proportion 
of consumption goods, other than food, in total 
imports. The assumption-not yet confirmed-is that 
developing countries would rather cut down on this 
item, at least over the short term, than resort to a 
reduction of imports of food, raw materials, fuels and 
capital equipment. Table 5 summarizes this informa
tion for a sample of countries. 

62. It may be argued that the process of economic 
development tends to introduce an element of rigidity 
in the import structure of developing countries. 
Expansion of the industrial base requires expanded 
imports of fuels, raw materials and capital goods. 
Reduced imports of these goods may cause unemploy
ment and affect the momentum of growth. Reduced 
imports of staple foods is rendered extremely difficult; 
imported food, in most cases, serves to supplement 
local supplies to urban centres whose population has 
grown rapidly in the post-war period. Experience 
suggests that there are severe limitations to the 
possibilities of reducing food supplies to these centres. 

TABLE 5 
Imports of non-food consumer goods, 1961 

(Selected countries) 

Honduras. 
Thailand . 
Ethiopia 
Ecuador 
Costa Rica . 
Nicaragua 
El Salvador . 
Venezuela 
Dominican Republic . 
Sudan 

A.s 
percentage 

of total 
merchiJIUilse 

imports, 
1961 

35 
31 
29 
28 
27 
25 
25 
25 
25 
24 

Bolivia . 
Colombia. 
Uruguay 
Turkey. 
Argentina 
Philippines 
Pakistan 
Brazil 
Spain 

As 

Pe;J~:::fe 
merchandise 

Imports, 
1961 

21 
18 
16 
12 
12 
12 
9 
6 
6 

Source: Imports (c.i.f.) data: IMF. InterMtlonal Financial Statistics. Imports 
of non-food consumer goods: United NatltJIIS Yearbook of International Trade 
Statistics; country's own trade statistics. Organization for European Economic 
Co-operation (OEEC) Foreign Trade by Commodities (expom), Supplement 
January-December 1961; and FAO Yearbook of Forest Products Statistics, 1962. 
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4. RIGID VARIABLES 

(a) "Minimum tolerable" level of imports 

63. The preceding analysis has touched on various 
aspects of the inflexibility of the import structure. 
What degree of inflexibility will be present in particular 
cases will depend not only on the shape and pattern 
of development, but also on the degree of rigidity with 
which income growth targets are pursued. While these 
factors will necessarily vary from case to case, an 
insight into their effects would be obtained if a detailed 
analysis was made of the patterns of adjustment of 
particular countries to declines in the capacity to 
import (see para. 60). It is in deciding the com
position of minimum required imports that develop
ing countries encounter most serious problems of 
choice. 

(b) Debt service: interest 

64. Interest on foreign debt is the most rigid 
element of a country's balance of payments. Interest 
is contractually fixed and is a recurring charge on the 
economy regardless of the borrower's fortunes. 
Fixed-interest debt in most countries consists today 
largely of public and publicly-guaranteed debt. 
Consequently, any failure to pay this recurring charge 
adversely reflects on a Government's ability to save 
and to transfer savings, and thus inevitably under
mines its credit standing. 

65. The question arises whether service on public 
and publicly-guaranteed fixed-interest debt is the only 
rigid element in the flow of service payments. Equally 
rigid, from the viewpoint of the balance of payments, 
is the service on loan capital borrowed by private 
parties in the debtor country. On the other hand, 
it has been a fairly widely accepted assumption that 
returns on equity capital fluctuate with export earnings. 

66. If foreign capital is invested in export indus
tries, one would expect that profits and dividend 
remittances would fluctuate pari passu with, and in 
the same direction as, the country's export earnings. 
As a matter of fact, these fluctuations should be even 
more intense, since profits generally show wider 
amplitude of movement than gross sales. This hy
pothesis was tested on a sample of developing coun
tries. They indicate that in the majority of countries 
in the sample there was no such automatic tendency 
for profits and dividends to fluctuate with fluctuations 
of export earnings. This is an unexpected and yet 
logical result. A partial explanation seems to be a 
change in the pattern of foreign investment. The 
major concentration of foreign capital in the earlier 
periods of economic history was in production for 
exports (so-called "enclave" investments). Conse
quently, profits moved parallel with export earnings. 
Today, foreign direct investment in less-developed 
countries flows into two distinct directions. First, 
there are still countries where foreign private capital 
is invested in extractive industries, e.g., petroleum, 
aluminium, and other minerals. This flow continues to 
account for a major part of private direct investment 
in the less-developed. countries. In these cases, profits 
fluctuate as exports fluctuate. There is, however, 

a second set of countries which are establishing 
industries producing import substitutes or completely 
new goods that are sold on the domestic market. 
Foreign private investment has been playing a 
considerable role in this development, not only with 
respect to consumers goods, but also in the fields of 
capital goods and basic chemicals. Domestic demand 
for these products is increasing rapidly and without 
much fluctuation. 

67. The implication of this latter development is 
that a change in the economic structure, which will 
have favourable long-term effects, has been accom
panied by an increase in the short-run rigidities in the 
balance of payments of these countries. Their exports 
still consist of primary products which continue to 
fluctuate, while profits of foreign-owned companies, 
some of which are liable to be transferred to the parent 
organizations, originate in a rising and barely fluc
tuating market. 

68. In Chapter V it will be shown that the pro
portion of interest and dividend payments to export 
earnings will increase during the initial stages of 
economic development of many countries. The net 
effect of this would be increased significance of a 
relatively rigid factor in the balance of payments of 
developing countries. But at the same time, a struc
tural change in their economies is taking place, and 
increased rigidity in the balances of payments, which 
is temporary, is a reflection of the structural change. 

(c) Debt service: amortization 

69. There has been considerable dispute as to 
whether the amortization element in debt service 
should be counted as part of the debt service "burden" 
of a developing country. On the one hand, it is the 
exception rather than the rule that the less-developed 
countries are expected to reduce the absolute level of 
their debt in the near future, which would happen 
in the case of net repayment. The industrialized 
countries have shown a continuing interest in eco
nomic development of the less-developed countries. 
Furthermore, as growth accelerates, the profit rate in 
the developing economies should surpass that in the 
countries that are already industrialized, as organi
zation, management, infra-structure facilities and 
skills improve. This upward shift in the marginal 
efficiency of capital in the developing countries will 
inevitably lead to an expansion of private capital 
inflow into these countries. On the other hand, 
capital providing countries and institutions are under 
no obligation to extend new loans offsetting or more 
than offsetting payments due on the loans of the past. 
Similarly, private capital flows are liable to fluctuate. 
Thus, a less-developed country may from time to 
time find itself making net repayment of external 
debt, even though the general tendency is for the debt 
to rise. 

70. For purposes of assessment of balance-of
payments vulnerability to short-run crises, the ques
tion of whether existing debt will or will not be rolled 
over at all times should be considered as part of the 
general problem of predicting foreign capital inflow. 
The contractual obligation to pay amortization 
exists irrespective of what happens to other items in 
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the balance of payments. While, in general, new capital 
inflows may tend to outweigh amortization liabilities, 
the irony of the situation is that precisely when a 
country is facing liquidity difficulties, creditors, faced 
by upaid or delayed bills, may be compelled to refrain 
from rolling over old debts and extending new credits. 

71. The most severe liquidity crises are caused by 
the concentration of maturities in a short period. 
If the debtor country has to repay a large proportion 
of its debt within a few years; if no foreign exchange 
reserves have been accumulated to enable the retire
ment of the debt; and if the creditors are not willing 
to undertake the refinancing of the debt, liquidity 
difficulties will be acute. A vicious circle of a sort 
exists. Creditors may be reluctant to reschedule the 
debt over a longer period because of their past 
experience: rescheduling would not help much if the 
debtor were to pile up new short term debts as soon as 
the existing ones have been funded. On the other hand, 
the debtor country, if it is unable to space over time 
the maturities, is almost compelled to resort to more 
short-term borrowing, frequently at prohibitive inter
est rates. Its debt structure worsens further. Break
down is avoided if the debtor country drastically 
curtails its imports and thus releases resources for the 
liquidation of short-term debts; this helps restore its 
credit abroad, although in the meantime the process 
of economic growth is arrested. Alternatively, 
creditors may agree to postpone collections, and this 
provides a breathing spell. But if the postponement is 
only for a few years, a new liquidity crisis occurs in 
short order. This succession of crises inevitably 
affects the flow of long-term capital that is needed for 
development. And it may happen that developmental 
returns to new investment are high, but these invest
ment opportunities cannot be exploited because the 
debt servicing problem at present is acute. The 
debtor country may be an excellent credit risk over the 
long term, and at the same time an extremely poor 
risk today. 

72. The number of countries where unfavourable 
debt structure is the main reason for debt servicing 
difficulties is limited to half a dozen or so. On the other 
hand, this group includes several very important 
international debtors, some of which, judging by their 
post-war record of economic growth and structural 
change, may be in the forefront of development 
tomorrow. The solution of their "cash-squeeze" 
problem would help remove a major obstacle which 
stands in the way of a possible rapid accumulation 
of capital in these countries assisted by new capital 
inflow. But the solution is unlikely to prove lasting 
unless an advance is made in controlling the factors 
responsible for the financial crises that have been 
experienced. 

73. The causes of unfavourable debt structures are 
complex and interrelated. Four of them can easily 
be singled out: 

(a) In cases where export declines occurred, the 
affected countries usually resorted to borrowing 
abroad, mostly on short-term, to compensate for the 
fall in exchange receipts. If a quick recovery of ex
ports followed, these short-term loans could be 
repaid on time. But when the export decline was more 

persistent (e.g., in the case of coffee-producing coun
tries-see para. 37), quick liquidation was much 
more difficult. Creditors usually agreed to extend 
the repayment terms, but only for a few years. 
Consequently, a heavy overhang of such "compen
satory" indebtedness has remained in several cases. 

(b) Paradoxically, an overhang of short-term debt 
was incurred in some case in the periods of export 
booms. Too-optimistic expectations regarding the 
duration of high prices, coupled with imperfections 
of the monetary mechanism and of monetary policies, 
have occasionally led to excessive spending and thus 
to excessive imports. 

(c) Much of post-war financing of purchases of 
capital equipment, particularly industrial machinery, 
was, and still is, contracted at medium term. These 
medium-term credits have been extended generously 
by the industrialized countries, concerned with the 
promotion of their export trade in competition with 
each other. Since the capital-importing countries were 
unable to finance the purchases of equipment out of 
long-term money borrowed in the world capital 
markets, they resorted to contracting medium-term 
credits as an inferior but easily available alternative. 
These medium-term credits account for a large part of 
international indebtedness today, and they weigh 
particularly heavily in the debt structure of those 
developing countries which have undergone a struc
tural change since the war by expanding substantially 
their stock of fixed capital in the industrial sector. 

(d) A number of developing countries have at one 
time or another experienced inflation-induced in
creases in imports (see paras. 49 and 50), and some 
of them are still in the midst of most serious inflation
ary pressures. Unless these pressures are accompanied 
either by ruthless import controls or by flexible 
exchange rate practices, excess demand inevitably 
spills over into extra imports. If sufficient foreign 
exchange reserves are not available, imports are 
bought on credit, short and medium term. Further
more, if monetary expansion has been accompanied by 
acceleration of investment-quite frequent phenom
enon in the early stages of inflation-additional 
imports of capital goods join the stream of additional 
imports of consumer goods and raw materials. After 
the inflationary spurt is over, the country finds itself 
saddled with much short-term and medium-term debt. 
And, of course, all the four causes tend to reinforce 
each other in certain periods. But whatever the precise 
causative links and interactions, the problem of 
unfavourable debt structure is there with its consequent 
impact on a country's credit worthiness over the 
short term. 

74. Table 6, attached to this chapter, shows for a 
selected sample of countries the proportion of public 
and publicly-guaranteed debt 11 repayable over the 
next five years. Also shown are the proportion of 
external earnings absorbed by debt service (amorti
zation as well as interest) 12 in a recent year, the ratio 
of foreign exchange reserves to imports in a recent 

11 Original maturity of one year and over. 
12 On public and publicly-guaranteed debt with original maturity 

of one year and over. 
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TABLE 6 
Debt structure, public debt service ratios, exchange reserve ratios and export growth rates 

(I) (2) (3) (4) 
Scheduled amortization Foreign exchange reserves as percentage of 
over the next five years Public debt service as imports, 1962 Annual rate of growth 

as percentage of out- percentage of exports of In export volume. 
standing debt as of goods and services. 

Country 1962 1962 

Brazil .. (extremely high) 
Argentina . .. (very high) 
Philippines 58 
Israel . 51 
Spain .. 50 
Mexico . 49 
Turkey . 48 
China (Taiwan) 47 
El Salvador 45 
Chile. 44 
Nicaragua 44 
Ethiopia 42 
Costa Rica 41 
Burma 40 
Colombia. 40 
Peru 40 
Iran 38 
Thailand 36 
Ecuador. 35 
Korea 33 
Sudan 33 
Nigeria 30 
Bolivia 25 
India. 25 
Pakistan 23 
Ceylon 22 
Honduras. 17 
Malaya. 16 

Sources: Column 1: IBRD, Economic Staff Statistics Division; column 2: 
Table 7, Chapter IV of this study; column 3: Table 4, Chapter III of this study; 
column 4: Table 9, Chapter V of this study. 

year and the recent rate of export growth. The 
reasoning underlying the table is as follows. The 
higher the proportion of debt repayable over the next 
five years (column I) and the higher the absorption 
of current exchange earnings by debt service (column 
2), the more difficult is the liquidity problem. But if 
the exchange reserve ratio is high (column 3), some 
cash for meeting the maturities is available; and if 
exports grow rapidly (column 4), there is some 
elbow-room for handling the liquidity problem and 
also, the creditors may be more ready to roll-over the 
maturities when they know that the flow of foreign 
exchange is increasing rapidly. Although the table 
may help identify the most obvious "cash-squeeze" 
countries, no definitive conclusions with respect to 
individual countries' liquidity position should be 
drawn from the table. Not only are the statistics too 
rough and incomplete, but even the methodological 
framework for analysis of individual country cases 
ought to be different. An estimate of all prospective 
debt service liabilities for the next few years should 
be worked out, to include, in addition to public debt 
service, commercial arrears as well as other private 
obligations for which public authorities have approved 
a transfer guarantee. Against this, all prospective 
cash availabilities in foreign exchange should be 

20 
22 
3 

29 
2 

16 
17 
5 
3 

25 
5 
4 
9 

11 
7 
9 
3 
8 

9 
2 

9 
7 
1 
3 
1 

Unconditional Conditional recent years or 
liquidity liquidity 1950s 

11 17 4.2 
12 14 3.9 
13 11 3.1 
86 5 19.0 
66 12 9.1 
39 20 3.0 
30 12 1.6 
61 10.6 
38 11 9.9 
15 10 4.1 
37 12 1.5 
72 18 2.6 
17 12 7.9 
77 17 0.4 
20 8 3.1 
21 8 6.8 
36 13 

100 10 6.4 
34 12 6.1 
27 
64 7 5.2 
60 11 4.3 
8 27 

26 24 1.4 
45 25 0.4 
29 13 1.5 
20 15 3.0 
94 5 5.0 

NOTE: Countries are ranked according to how unfavourable their debt structure 
is (column 1). This is not necessarily a ranking which indicates the gravity of 
the liquidity problem. 

. . = Not available. 

estimated. Only such a comparison would indicate the 
severity of the "cash squeeze", since only then would 
it be possible to analyse what level of imports the 
country could finance after it has met its debt service. 
Would such imports be above or below the "minimum 
tolerable level"? The next step in the analysis could 
consist of estimating what additional imports would 
be required if the process of capital formation were to 
be resumed in accordance with the country's capacity 
to carry out good investment projects. At this point 
the liquidity and the growth analyses would merge 
into one whole. This two-step analysis is not illogical 
in view of the fact that we are dealing with a developing 
debtor country. 

5. INTERRELATIONSHIPS AMONG THE 
LIQUIDITY VARIABLES 

75. The preceding review shows the complexity 
of the liquidity problem. The number of variables 
is large and our knowledge of their likely behaviour 
is still inadeq,_uate. No single variable by itself is 
sufficient to permit a complete analysis. Conceptually, 
it is possible to combine relevant variables into a 
meaningful framework. A simple framework for 
handling the "cash-squeeze" cases is given in the 
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preceding para. 74. The present state of know
ledge does not permit satisfactory handling of all 
variables, particularly of the compressible part of 
imports, and their obverse, the minimum tolerable 
level of imports. The final choice of a country facing 
liquidity difficulties is between the minimum tolerable 
level of imports and debt servicing. In this, as in many 
other respects, there is an analogy between an in
dividual and a country. For the individual also, when 
his income falls, the choice is between paying his 
debts and meeting minimum subsistence expenses. 
The question for him, as for a country, is how far the 
belt can be tightened. 

Chapter IV 

DEBT SERVICE RATIO 

1. RATIONALE 

76. The preceding chapter has already made use 
of the debt service ratio (para 74 and Table 6), this 
familiar and most frequently used rule of thumb in 
appraising creditworthiness of borrowing countries. 
The ratio signifies the proportion of foreign exchange 
earnings on current account (i.e., exports of goods and 
services) absorbed by public debt service (i.e., both 
interest and amortization). The use of this concept 
has been criticized, even by those who have been using 
it, as an inadequate measure of debt servicing burden. 
And yet, the ratio has shown strange powers of sur
vival. The reasons are many, but three stand out. 
First, it is a seemingly simple and easily ,.understandable 
relation: debt service against exports:Secondly, it can 
be computed on a firm statistical basis-it does not 
require the use of national accounts wit~ all the 
guesses incorporated in their compilation. Thirdly, 
economic analysts who have been aware of the 
imperfections of the ratio have failed to suggest an 
alternative. In the absence of a comprehensive 
indicator of debt servicing capacity, whether from 
the short or long-run viewpoint, lending institutions 
have had to resort to the use of partial indicators. 

77. This chapter discusses some of the features 
of the debt service ratio, but the final judgement 
regarding its validity as a measure of debt servicing 
burden has to be postponed until the very end of this 
study. Only after the long-term aspect of debt servicing 
capacity has been explored in Chapter V will it be 
possible to come fully to grips with this elusive 
concept. Statistical material showing recent debt 
service ratios calculated according to various defini
tions of debt service are presented in Table 7 which is 
attached to this chapter. A fairly representative group 
of countries is included. 

78. The merits of the ratio as an indicator of 
short-run rigidity are substantial. An earlier study 
prepared in the Bank explains this aspect of the ratio 
as follows: 

"The magnitude of the ratio of debt service to 
foreign exchange earnings is ... relevant to appraising 
the burden of debt obligations in the context of 
cyclical or other short-term declines in external 

receipts . . . A higher ratio of fixed service commit
ments to external earnings implies a considerable 
short-run rigidity in the debtor country's balance of 
payments . . . the ratio . . . indicates the pressure to 
which debtor countries may be exposed in periods of 
downward movements of their foreign exchange 
earnings." 13 

79. These pressures may be extremely strong. 
During the Great Depression of the 1930s, the ratios 
of public debt service to exports reached extremely 
high levels: while export values collapsed, the fixed
term burden remained unchanged. In Chile, debt 
service obligations at the depth of the Depression 
were higher, in absolute terms, than the total value of 
exports (see Table 8 attached to this chapter). Liquidity 
difficulties proved insurmountable and several coun
tries defaulted. 

2. LIMITATIONS 

80. There is no doubt that debt service pressures 
exist also today, and they may well be exemplified 
by the size of the ratio. Only recently, the Finance 
Minister of a debtor country was quoted as saying 
that next year there was a serious debt servicing 
problem since debt service falling due amounted to 
43 per cent of expected export earnings. It is not 
difficult to spot liquidity problems, actual or potential, 
once such numbers are reached. But from both the 
analytical and the operational points of view, more 
interesting is the question whether a debt service ratio 
which is substantially lower than the one quoted 
above, may in some way point to the emergence of 
debt servicing difficulties at some future date; and if 
such "critical" level of the ratio exists, what is it? 

81. It is only natural to attempt to identify this 
critical level by referring to the past experience. But 
how relevant is past experience? As mentioned in 
Chapter III, fluctuations in receipts, either on current 
or on capital account are much less now than they 
used to be, while rigidities on the import side have 
increased. The net effect of these changes will vary 
greatly from country to country. Further, one may 
argue that the "opportunity cost" of default is greater 
now than in the earlier periods of financial history, 
since capital flows are now both larger and more 
stable, so that the "typical" debtor would think twice 
before he went into default. But here again, some 
countries get more foreign loans and some less, and 
therefore the "opportunity cost" will vary. Perhaps 
most important, policy responses to balance-of-pay
ments pressures inevitably differ from one period to 
another and from country to country. For these 
reasons, if for no other, attempts to identify the 
critical level of the ratio, at which breakdown of the 
balance of payments is likely to occur, have been 
largely unsuccessful. A recent essay on the capacity to 
service debt 14 concludes that: 

"History provides little guide for determining the 
maximum [debt service] ratio which countries can 
sustain without default or without interference with 

18 Dragoslav Avramovic, op. cit., pp. 101-103. 
a Raymond F. Mikesell, "The Capacity to Service Foreign 

Investment", in U.S. Private and Government Investment Abroad, 
University of Oregon, 1962, pp. 382-383. 



Debt senice ratios, 1961 and 1962, with varying degrees of coverage of debt senice transactions 

Ratio of service payments on all fixed interest debt Ratio of service payments, including profits and dividends, 
Ratio of public debt service to export of goods and servicesa to export of goods and servicesb on all foreign capital to export of goods and services< 

1961 1962 1961 

Israel . . • . . . 27 Israel . . . . •. 29 Brazil • • . . . . 31 
Chile ...... 23 Chile . " .... 25 Yugoslavia . .. 30 
Turkey . . . . . 20 Argentina .... 22 Mexico ...... 30 
Argentina ..•. 20 Brazil .•.... 20 Turkey . .... 28 
Brazil .•. ... 17 Turkey .. ...... 17 Argentina .... 18 
Colombia ...• 13 Mexico . . . .. .. 16 Colombia . . . . 14 
Mexico ..... 11 Yugoslavia . . . 14 Paraguay . .... 14 
Yugoslavia. . .. 9 Guatemala .... 12 Ecuador ..... 9 

Ecuador .. . . . 8 Colombia .... 11 Spain .•.... 9 
Iran •••..•. 8 India •...•. 9 Iran .. . .. . . . 7 
Paraguay . . . . 7 Iran . . . .. .. .. 9 Costa Rica . . . 6 
Peru .. '0' ..... 7 Costa Rica . . . 9 Nicaragua .... 5 
Philippines . . . 7 Sudan •..•.. 9 El Salvador . . . 3 

India ...... 6 Ecuador ..... 8 Uruguay . . . . 2 
Costa Rica .. . . 6 Pakistan ..•.. 7 Honduras .... 1 
Rhodesia and 

Nyasaland . . 5 Paraguay . .. . . 6 Israel • . . .•• .. 
Pakistan .. . . .. 5 Nicaragua .... 5 Chile . .. .. . . .. . . 

Rhodesia and 
Sudan ...... 5 Uruguay . . . . 5 Nyasaland ... .. 
Nicaragua ...• 5 China (Taiwan) 5 India . " .... .. 
Uruguay ..... 5 Venezuela .... 4 Pakistan ..... .. 
Honduras ..•. 4 Ethiopia ...•. 4 Peru ••.••.. .. 
Venezuela .... 4 Honduras .... 3 Guatemala .... .. 
Spain ...... 3 El Salvador . . . 3 Sudan ...... .. 
Guatemala . ~ •' 3 Philippines • . . • 3 Philippines . . . . . . 
China (Taiwan). . 3 Thailand . . . . 3 Venezuela .... . . 
Thailand " ..... 3 Spain ...•.. 2 China (Taiwan) . . 
Ethiopia .. . . . 3 Panama •.... 2 Panama ..... . . 
Burma . . . . . 3 Dominican Republic 2 Dominican Republic .. 
El Salvador . . . 2 Nigeria .. .. . . . 2 Thailand . . . . . 
Panama .•.•• 1 Rhodesia and 

Nyasaland ... .. Ethiopia •.... . . 
Ceylon .. . . " . 1 Peru .•..... .. Burma . . . .. . . . 
Malaya ... . . 1 Burma .. . . . . .. Ceylon . . . . . . . 
Nigeria .. . . . 1 Ceylon ....... . . Malaya ..... . . 
Dominican 

Republic . . . +0 Malaya . . . . . .. Nigeria . . . . . .. 
----······------

Sources: Il!RD, StatistiCII Division; JMF, Balance of Payments Yearbook. 

a Ratio of public debt service to exports of goods and sero/ces: Public debt includes external obligatloDII of 
all levels of government as well as private debt guaranteed by public agencies. Debt with an original maturity 
of less than one year is excluded. Commercial arrears are also excluded. The numerator includes interest and 
amortization 011 all such debt. The denominator is amual average exports of goods and services during 196o-
1962 or in some cases J96Q-1961. 

b Ratio of service payments on all fixed 1111erest debt to exports of goods and services: Conceptually, the Dumer
ator Includes debt service or public and private, including non-guaranteed private. borrowing from abroad. 
Interest payments on non-guaranteed debt are drawn from Item called "Investment income other" in JMF 

1962 1961 196:2 

Turkey • •• ., * 24 Iran ....... 38 Iran . ....... 38 
Yugoslavia . .. 19 Brazil ...... 36 Mexico . ..... 28 
Mexico . ~ . . . 19 Yugoslavia . .. 30 Turkey . .... 24 
Colombia . . "' . 14 Turkey . .... 28 Ecuador ..... 21 
Argentina .... 13 Ecuador ..... 23 Colombia • •• 10' 19 
Ecuador .... 9 Argentina .... 22 Yugoslavia ... 19 
Iran . . . . . . 6 Mexico ..... 22 India . ..... 19 
Nicaragua .... 3 Colombia .... 20 Argentina .... 16 

Rhodesia and 
Philippines . . . . 3 Nyasaland ... IS Pakistan •.... 9 
Brazil . . • . . . .. Paraguay .. ... 15 Nicaragua ... 5 
Israel . . . ..• .. India ...... 13 Philippines . . . . 5 
Bolivia. . . . . . .. Spain ...... 10 Brazil ...•.. . . 
Chile . . .. .. . . .. Costa Rica . .. 7 Israel . . . . . . . . 
Rhodesia and 

Nyasaland ... . . Honduras .... 6 Bolivia . ... . . 
Paraguay . . . . .. Nicaragua .... 6 Chile .. ...... . . 

Rhodesia and 
India . . .... .. El Salvador ... 5 Nyasaland ... . . 
Spain .•...• .. Pakistan ..... 4 Paraguay ~ . . . . . 
Pakistan ..•.. .. Uruguay . .... 3 Spain ...... . . 
Peru ..•...• . . Israel . . . ... .. Peru .•..... . . 
Guatemala .... . . Chile . . . .. ~ ~ . . Guatemala .•.. . . 
Costa Rica . . . .. Peru ....... . . Costa Rica . .. . . 
Sudan ...... .. Guatemala ..•. .. Sudan •..... . . 
Honduras .... .. Sudan ...... . . Honduras .... . . 
El Salvador . . . .. Philippines . . . . . . El Salvador . .. .. 
Venezuela ... .. Venezuela •... . . Venezuela ... . . 
Uruguay . .. " .. China (Taiwan) . . Uruguay . ... .. 
China (Taiwan) .. Panama •...• . . China (Taiwan) . . 
Panama ..•.. .. Dominican Republic . . Panama •.... . . 
Dominican Republic .. Thailand . ... . . Dominican Republic . . 
Thailand . . . . .. Ethiopia •.... . . Thailand . ... . . 
Ethiopia ..•.. .. Burma . . .. . . . . Ethiopia ..... . . 
Burma . ..... .. Ceylon . .... . . Burma . .... . . 
Ceylon . . . . . .. Malaya ..... . . Ceylon • ••• 9 . . 
Malaya . . . . . .. Nigeria . ..... . . Malaya . .. .. 
Nigeria . . . . . .. Nigeria .. ... " .. 

Balance of Payments Yearbook. In some cases, this item is recorded on a net basis. Amortization on non
guaranteed debt is calculated on the crude assumption that the ratio of amortization to interest Is the same as 
for public debt. It should be recognized that in many countries this ratio is distorted by the common practice 
of capitalizing interest charges in the case of suppliers credits. The denominator Is the same as in Note a. 

0 Ratio of service payments, Including profits and dividends, on all foreign capital to exports of goods and 
services: The numerator includes investment income payments on private direct investment as well as debt 
service, as defined In Note b. Figures may include profits which. are reinvested ratl1er than remitted abroad. 
In some cases" investment income payments are recorded on a net basis. No attempt is made to include 
repatriation of private capital. The denominator is the same as in Note •. 

• . = Not available. 
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TABLE 8 
Ratios of public debt service to exports in eight Latin American countries in the 1920s, 1930s and 1950s 

(In percentages) 

Year Argentlnaa Bolivia Brazil ChUea Colomb/aG Peru Uruguay 

A. Pre-war 
1926 10.0 7.3 13.2 5.5 2.7 2.6 7.6 
1927 7.9 6.1 14.4 8.7 4.4 3.2 9.2 
1928 8.9 8.5 14.6 9.5 8.1 6.0 8.5 
1929 10.4 7.8 16.5 9.2 11.9 7.4 9.5 
1930 18.2 13.5 23.5 18.00 14.0 9.5° 9.7 
193P 22.5 24.5 28.4 32.9 15.6 16.3 22.4 
1932b 27.6 50.0 41.0 102.6 21.8 21.4 36.3 
1933h 30.2 38.5 45.1 81.9 29.6 21.7 31.3 

B. Post-war 
1953 1.3 12.7 4.8 
1954 2.1 19.7 8.4 
1955 2.5 5.3 20.8 
1956 1.9 4.1 12.2 
1957 7.4 2.2 16.4 
1958 12.5 12.4 20.2 
1959 16.0 7.1 17.9 
1960 23.5 11.2 21.8 
1961 26.1 24.7 17.6 
1962 22.8 7.1 24.2 

Sources: Debt sertice in tbe 1920s and 1930s from Peterheinz Werbahn, 
"Kapltalexport und Schuldentransfer im Konjunkturverlauf." 1ena, 1937. 
Subsequent debt service from International Bank for Reconstruction and 
Development, Economic Staff, Statistics Division. Export data in the 1920s 
and 1930s from League of Nations, Review of World Trade. Subsequent export 
data from International Monetary Fund, Inter1111tlona/ Financial StaJistlcs, 
varjous issues. 

the transfer of earnings. Argentina maintained invest
ment service in the late 1890s with an investment 
payment-current receipts ratio of over 40 per cent; 
but the country defaulted on public debt obligations 
in 1933 with a ratio of 36 per cent,* and restricted 
transfers after 1947 with a ratio of only 10 per cent 
(in 1945). In J889, Argentina's ratio rose to 66 per 
cent, highest ratio in recorded history, but she was 
forced to renegotiate her debts in 1891. Australia 
managed to avoid defaults during the 1930s with an 
investment service-exchange income ratio ranging 
from 35 to 44 per cent during the 1930-1934 period; 
and Canada's ratio reached 37 per cent in 1932 
without defaults on government obligations or the 
introduction of exchange controls on current trans
actions ... The degree of tolerance varies considerably 
from country to country with the breaking point in 
most countries during the 1930s at 25 to 30 per cent. 
On the other hand, it was a sharp rise in the ratio 
resulting from the precipitous fall in export earnings 
that brought about the defaults." 15 

82. The basic reason for failure to identify the 
critical level of the ratio is the fact that the debt 
service ratio combines only two variables out of nine 
discussed in Chapter III. It is true that the variables 
that are related in the debt service ratio are crucial
debt service as a charge against the major flow of 

• Defaults were confined to obligations of provincial and munici
pal governments; the Argentine Government did not default on its 
obligations (Ed. note). 

15 Sources quoted are: David Finch, "Investment Service of 
Underdeveloped Countries", Staff Papers, International Monetary 
Fund, September 1951; and Dragoslav Avramovic, op. cit. 

7.0 4.7 4.3 3.1 
7.7 4.3 3.8 4.1 
8.7 7.4 6.5 6.4 

10.3 6.0 9.4 5.5 
11.7 12.1 8.4 8.5 
12.2 24.1 9.4 8.4 
12.1 25.1 8.8 11.7 
15.0 17.0 11.4 8.0 
28.5 16.0 7.6 6.1 
27.6 13.8 7.8 6.8 

a In the 1920s and 1930s, debt service of national mortgage banks is included. 
b Scheduled public debt service as a proportion of exports. Bolivia. Peru, 

Chile, Brazil and Uruguay defaulted during 1931; Colombia during 1932; 
Argentina and Cuba partially In 1933. 

• Probably underestimated, 

transferable resources. Nevertheless, the remammg 
seven variables are disregarded, and some of them 
may on particular occasions be of decisive significance. 
In other words, even if the analysis is restricted only 
to the liquidity aspect of debt servicing capacity, that 
is the short-run end of a more general problem, 
the debt service ratio is an incomplete measure of the 
debt servicing burden, however crucial may be the 
variables which are incorporated in it. 

83. In some cases, the application of the ratio 
as an indicator of rigidity may be inappropriate for 
special reasons, and other partial indicators may be 
more relevant. The two types of cases where this holds 
are listed below. 

84. There are countries in which the relationship 
of public debt service to public revenue portrays more 
accurately the liquidity problem. The extreme case is 
countries which do not have control over their own 
money supply-for example, countries covered by the 
East African Currency Board. It is characteristic of 
such cases, roughly speaking, that monetary arrange
ments ensure that balance-of-payments problems do 
not arise: the public authorities cannot print money 
or borrow from a central bank in order to cover 
deficits, and therefore cannot spend more than they 
receive from revenues and from genuine borrowing, 
internal or external. In such cases, the burden of 
servicing debt is in terms of curtailment of public 
expenditures, and only via that, of curtailment of 
imports. 

85. In other countries where trade is large in 
relation to total economic activity, and particularly 
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in countries which are also poor and small, institu
tional freedom to create money often does not give 
much additional flexibility, since such inflationary 
financing is likely to have immediate repercussions 
on the balance of payments. In such countries, 
present debt service liabilities and the prospective 
increase of service liabilities may not appear large 
in relation to their external earnings. But they may 
be large in relation to, e.g., the public revenues, and 
strains on the fiscal system may have immediate 
adverse repercussions on the balance of payments. 
In these countries, then, although debt servicing 
difficulties are in fact operative at the level of the 
balance of payments, nevertheless more sensitive 
indicators of impending difficulties may appear at the 
level of the public finances or of the internal savings
investment balance. Consequently, the analysis of 
the liquidity problem in such cases has to include both 
the pressure on the fiscal system and on the balance of 
payments. 

3. LONG-RUN RELEVANCE 

86. The debt service ratio is a versatile instrument. 
It is an incomplete and imperfect indicator of short
run rigidity; but as though to offset these handicaps, 
it has certain relevance for the "psychological" 
aspect of creditworthiness. Foreign exchange is one 
of the scarcest, if not the most scarce, inputs for the 
developing debtor countries both over the short-run 
and over a longer period. The debt service is a con
tinuing charge against this scarce resource. It is an 
indicator, if again an incomplete one, of the strength 
of the temptation to default. As an indicator of 
temptation, the debt service ratio does not explicitly 
take into account the disadvantages of default in 
terms of reduction ofborrowing facilities or deteriora
tion of the terms on which it would be possible for 
the country to borrow after default. Implicitly, 
however, both the borrowers and the lenders pre
sumably tend to compare the size of debt service 
liabilities with that of the likely capital inflow. In this 
sense the debt service ratio is a convenient yardstick 
of the "sacrifice:.' or "benefit foregone" of maintaining 
service. As long as debt service is low, it clearly does 
not "pay" to default; if it becomes very high, then it is 
natural to compare the gain from default with pro
spective capital inflow. But the question again arises: 
what is "low" and what is "high"? And whatever 
••tow" and "high" may be, are they the same for 
everybody and under all circumstances? 

87. The significance of the debt service ratio for 
long-run analysis of debt servicing capacity is virtually 
nil. It has already been shown, in Chapter Ill, that the 
size of the debt service, and thus of the debt service 
ratio, is heavily influenced by maturities. Where the 
debt service ratio is unduly high owing to bunched 
medium-term maturities, it does not indicate the 
extent of the charge on the balance of payments in the 
long run. 

88. The fundamental difficulty goes deeper. The 
debt service ratio is a cash flow concept rather than a 
profitability or productivity concept. Because it is a 
cash flow concept, it includes amortization as a charge. 
But debt, whether of a corporation or of a country, 

is normally rolled over; and whenever it is repaid, 
it cannot be expected that a very large part of the 
total debt be repaid out of a year's income. The same 
cash flow element is apparent in the choice of the other 
variable in the debt service ratio: exports. Exports are 
gross sales abroad; but they are only one segment of 
total sales of the country; and certainly they are not 
the economy's profits. The concept which charges 
amortization against yearly gross sales may or may 
not be a good indicator of the potential cash squeeze 
to which the economy may suddenly be exposed. 
But it is certainly not an indicator of the ability of the 1 

economy to sustain over the long run the debti 
servicing burden, which is interest.16 For such an 
indicator, or a combination of indicators, we have to 
look elsewhere. When investors lend long-term money 
to a corporation, they look at the fundamental factors 
bearing on its future profitability: its potential rate 
of growth, its net earnings and their behaviour over 
time, its ability to apply innovations and to adapt to 
technological change, how diversified its output is or 
may become. To be sure, the investors also look at 
the current cash position and they are not particularly 
happy if the corporation currently has troubles with 
its short-term debts. But once these troubles have been 
settled, one way or another, the investors are not much 
concerned with cash flows at some future date, and 
they do not compare amortization due in, say, ten 
years, with gross sales either now or then. What the 
long-term lenders are concerned with are the funda
mental factors which make for success or failure. 
Similarly, in the case of a developing country, the 
decisive factors are whether debt has been incurred 
for productive purposes and whether both the loan 
money and the country's own resources have been 
invested in a way which maximizes total output and 
savings and which,makes the economy more dynamic 
and resilient. The 'behaviour of the ratio of amortiza
tion and interest to exports has very little relevance, 
if any. In fact, the next chapter shows that the ratio 
will very likely increase for some time in the process 
of growth and that, from the long-run viewpoint, 
there is nothing necessarily alarming about it. 

Chapter V 

THE LONG-TERM ASPECT OF 
DEBT SERVICING CAPACITY 

l. LEVEL OF ANALYSIS 

89. The long-term aspect of debt servtcmg 
capacity should focus on the benefit and cost of foreign 

16 The debt service ratio sounds as though it has some resemblance 
to the rules of thumb used in corporate finance when appraising 
creditworthiness of business firms. The similarity is superficial. 
The nearest concept in corporate finance we could find is the ratio 
"times interest earned". This concept signifies the relationship 
between net earnings of a company (before interest) and interest 
on its long-term debt. This is a perfectly logical concept: a charge 
on profits is related to aggregate profits. (It is interesting to note that 
different values of "times interest earned" appear to be considered 
acceptable or "normal" for firms in different sectors of the economy: 
much less stringent seems to be the normal value for a public 
utility which has stable income, while a much higher ratio is required 
in a volatile industry like electronics or steel.) The proper application 
of the same concept for a national economy would be the relation· 
ship between its net savings (before debt service) and interest on 
external debt. 
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capital to a country in the growth process. Conceptu
ally, the cost-benefit analysis can be in terms of specific 
projects financed by foreign capital or in terms of 
macro-economic magnitudes, such as savings, in
vestment, income, exports, and imports. 

90. Ideally, benefits of foreign-financed projects 
should take account of direct and indirect effects, 
external and internal economies as well as the pro
portion of the income stream generated by the initial 
investment which is saved and reinvested. The cal
culation should be in terms of equilibrium prices 
which reflect the scarcity of various factors of pro
duction. Merely to define the nature of the calculation 
is to suggest that probably it is non-operational at the 
present time. The Bank's experiences in this field 
indicate the difficulties of dealing with indirect effects 
and external economies, not to speak of variables such 
as the extent of income plough-back. In any case, 
equilibrium factor prices (shadow prices) cannot be 
determined at the project level; they are a function of 
developments in the over-all economy. In addition to 
these difficulties of measuring benefits at the micro
economic level, there is the problem of how to inter
pret the cost of foreign capital. For a particular 
enterprise, as a rule the cash cost is measured by the 
amount and time sequence of debt service payments, 
i.e., interest as well as scheduled amortization in the 
case of foreign loans. However, from the standpoint 
of the whole economy, the net charge of foreign 
capital depends on the behaviour of future gross 
capital inflow. If maturing loans for particular projects 
are rolled over to finance other projects, amortiza
tion payments are not an immediate cost to the 
economy. 

2. MACRO-ECONOMIC BENEFITS 

91. For these as well as other reasons, it is con
venient to analyse long-term debt servicing capacity 
in terms of the behaviour of macro-economic mag
nitudes. In this context, the role of foreign capital is 
to supplement national resources in raising the rate of 
capital formation andjor certain kinds of expenditure 
(e.g., education) akin to investment. Given the level 
of per capita income and the pressure of population 
growth, there is a considerable gap between national 
savings and a desirable rate of investment in many 
developing countries. In some cases, the gap is widened 
by the phenomena of capital outflow from these 
countries. Not aU national savings are available to 
finance domestic investment. 

92. By making possible a higher rate of investment 
than would otherwise be feasible, foreign capital 
raises the rate of income growth. Whether the accelera
tion of income growth is proportionate to the increase 
in the rate of investment depends on the behaviour 
of the marginal capital-output ratioY Prima facie, 
there is little reason to assume that the marginal ratio 
is equal to, higher or lower than the average ratio.1s 
Experience suggests almost complete agnosticism on 

17 Marginal capital-output ratio is defined as the ratio of invest· 
ment to increase in output. It. indicates the yield of investment in 
terms of addition to real income. 

18 Average capital-output ratio is the ratio of total output to 
existing capital stock. 

this score. The magnitude of the marginal ratio is a 
function of natural resource endowment, efficiency 
in resource use, random changes in capacity utili
zation, durability of assets created by investment and 
technological change. 

93. The savings-investment mechanism is at the 
centre of the growth process and foreign capital can 
play a crucial role in this process, under certain 
conditions. Benefits of foreign capital depend on the 
quality of the recipient country's resource use and 
resource mobilization. Conceptually, the effectiveness 
of resource mobilization policies can be judged by 
studying the behaviour of the marginal savings rate, 
i.e., the proportion of the increment in income which 
is ploughed back as savings. The higher the marginal 
rate of savings, the greater the likelihood that the 
borrower can service foreign capital and simultane
ously reduce the savings-investment gap. Surely, the 
absolute value of the gap is not likely to decrease and 
even a relative reduction (foreign-financed investment 
as a per cent of total investment) may not materialize 
immediately. But if the growth process is successful, 
then there should be a relative narrowing of the gap 
within the lifetime of a generation. 

94. The effectiveness of resource-use policies can
not be judged by any single measure. The capital
output ratio is not an unambiguous indicator of 
efficiency (see para. 92 above). The appraisal of 
resource-use policies must rely on answers to a series 
of questions. Are the great majority of public ex
penditure decisions based on systematic evaluation of 
costs and benefits? How much waste is involved in 
the form of "prestige projects"? To what extent is 
tariff and price policy the result of pressure exerted by 
sectional lobbies? Does the institutional structure in 
agriculture thwart the incentive to experiment with 
new crops and new production techniques? To what 
extent is policy regarding industrialization and import 
substitution influenced by non-economic consider
ations? Is the government administration capable of 
taking speedy decisions or is the preparation and 
implementation of projects unjustifiably delayed? 
Qualitative assessments of this kind must be supple
mented by statistical indicators such as growth in 
total output and measurement of structural change. 

3. A DIGRESSION: THE ADJUSTMENT PROBLEM 

95. The savings-investment gap is equal to the 
foreign exchange gap, by definition. However, this is 
no more than an ex-post accounting equality. More 
interesting is the mechanism by which this equality 
is brought about. The capacity to transfer savings 
abroad may be undermined by a deterioration in 
terms of trade. The foreign exchange gap, allowing 
for the movement of export and import prices, may 
be much larger than the savings-investment gap at 
constant prices. What analytical significance should be 
attached to this divorce of saving and transfer aspects 
of debt servicing capacity depends on the period under 
consideration. In the short-term or cyclical context, 
such an adverse movement in world demand or supply 
conditions may underlie the liquidity crisis discussed 
in Chapter III above. However, the deterioration in 
terms of trade may have a more permanent quality, 
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if it is the result of structural or policy changes in the 
pattern of world consumption or production. For 
example, the major export commodity of a borrower 
may be the victim of Engel's Law; the demand for it 
!Day be declining, relatively or even absolutely, as 
mcome of consumers increases. A primary commodity 
may be displaced by technologically superior or 
cheaper synthetic substitutes. New and more efficient 
suppliers of the same primary commodity may enter 
the W?rld market and displace existing exporting 
countnes. 

96. Countries affected by such development in the 
world economy ought to be able to compensate for 
the!ll in the long run. Various avenues of compen
satiOn ~re possible. The threat of competition from 
synthetics may to some extent be met by productivity 
changes in primary production. The case of natural 
rubber, where it may be possible to secure substantial 
~ost reductions by replanting with improved materials, 
IS an example. Factors of production can be shifted, 
at least at the margin, from traditional export activities 
to new primary exports. 
. 97. Ho~ever, it is highly unlikely that the develop
mg countnes as a group can solve their long-run 
transfer problem only by cost reduction of existing 
primary exports or by developing new ones. Inter
national demand for many primary products increases 
at a slower rate th~n imports of materials and equip
!llent required to sustain a satisfactory growth in 
mcome. Consequently, import substitution, chiefly 
in the industrial field, is the typical pattern of adjust
ment. 

98. The problems of adjusting to structural 
changes in the world economy are not confined to 
le~s-~eveloped countries. The British economy is 
still m the process of responding to new textile pro
ducers. The United States is at present adjusting to the 
regained competitive strength of Europe. The coun
tries of the Common Market are beginning to feel 
the impact on the international market of the recent 
growth of Japan. The difference between the dilemma 
of primary producers and that of industrialized 
co~ntries is in respect of the required period of 
adJUStment. Factors are much more mobile institu
tions are much more adaptable and skills ;re much 
more widespread in advanced, diversified and in
dustrialized countries than they are in the under
developed world. Indeed, one can say that the relative 
absence of resilience and dynamism is one of the 
in;tportant characteristics of primary producing coun
tnes. 

99. Import substitution in the industrial field, 
however successful, is likely to be a time-consuming 
process. Industries have to be established and they 
have to go through their infancy. When they finally 
emerge on the world market in competition against 
existing producers, one may say that they have 
matured. And only then will the developing countries 
have fully solved their transfer-cum-growth problem. 

100. Developments in income, structural change 
and trade policies of industrialized countries exercise a 
pervasive influence on the ease or difficulty with which 
the long-run problem of the borrowing countries can 
be resolved. The more rapid is the total growth of the 

world economy and the more liberal are the trade 
policies of creditor countries, the easier it will be for 
borrowers to grow and to service foreign capital. 

4. MACRO-ECONOMIC COSTS AND 
THEIR TIME-SEQUENCE 

10 l. To recapitulate, benefits of foreign capital 
depend on: (a) the efficiency with which resources 
including foreign capital, are translated into income; 
(b) the extent to which the additional income stream 
is saved and used to finance domestic investment and/ 
or public development expenditure, and (c) the 
rapidity with which internal structural adjustments 
are made and then reflected in the composition of 
imports and exports. 

102. These benefits should be compared with the 
cost of foreign capital. This cost, in macro-economic 
terms, is _determi~ed by the conditions (interest rate, 
grace penod, penod of repayment) on which external 
capital is made available and the magnitude of gross 
capital inflow in the future. 

103. The behaviour of gross capital inflow varies 
in different stages of what may be called the debt 
cycle; and this cycle, in turn, is closely linked with ,the 
course of economic development. 

104. Major stages in the growth-cum-debt se
quence may be illustrated by the following highly 
simplified reasoning. In the first stage of the develop
ment process, it is normal for a country to borrow 
enough externally to finance not only the gap between 
investment and savings, and not only to meet amorti
zation charges but also to pay interest on external 
debt.I9 In this way it obtains a net addition to its 
domestically generated resources available for invest
ment. During this stage the burden of servicing 
foreign capital to the national economy is zero, or, 
more precisely, the burden is continuously postponed. 
But the consequence is that external indebtedness 
increases rapidly; since interest on debt incurred 
previously is paid out of new borrowing which also 
carries interest, the familiar law of compound interest 
operates in all its force. And the longer the first stage 
lasts, the stronger are the effects of the law of com
pound interest. 

105. The second stage of development begins 
when the volume of gross domestic savings equals 
the volume of gross domestic investment. The country 
no longer relies on external capital for financing 
investment but it is still borrowing abroad to make 
service payments on debt accumulated in the first 
stage. The country begins to service foreign capital 
by paying interest; and as the second stage proceeds, 
an increasing part of the interest cost is paid out of 
domestic savings. No net repayment takes place yet; 
but as borrowing at interest to pay interest becomes 
smaller and smaller, external indebtedness rises at a 
pace which is continuously diminishing. And at the 
very end of the second stage, external debt reaches 

19 This is one way of expressing the relationship between domesti
call~ gener!lted savings, current foreign capital inflow and debt 
service _on mflow that h!ld oc.curred in the past. Another way of 
expr7ssmg the same relationship would be to say that capital inflow 
contmues to finance a part of domestic investment while a part of 
domestic savings is used to service foreign capital. 



TABLE 9 
Some indicators of economic growth 

I 
Resource use indicators 

Export growth Output growth 
relative to relative to 

Growth in output Growth in export volume Import growth import growth 

Recent Recent Recent Recent 
Country Fifties years Fifties years Projected Fifties years Fifties years 

Afghanistan . . . .. .. .. •• w .. . . . . .. 
Argentina .... 1.5 0.8 1.3 3.9 .. 2.17 1.08 3.0 0.22 
Bolivia . . . . 0.2 . . I I b b b b . . . . 
Brazil . . 6.0 0.4 4.2 b b b b . . . . . . . . 
Burma ...... 6.1• 3.5z 3.2 0.4 .. b b b b 

Ceylon .... . . 3.2 3.4 1.9 1.5 2.9 0.41 0.39 0.70 0.90 
Chile 3.3 3.4 6.9 4.1 b 0.67 b 0.56. • + ~ • ~ • .. 
China (Taiwan) . . 7.5 7.5 9.4 10.6 7.0 .. . . . . .. 
Colombia . . . . 4.6 3.9 1.4 3.1 6.3 0.54 "' 1.77 "' 
Costa Rica .... 5.0 3.8 3.6 7.9 5.0 0.52 3.95 0.72 1.90 

Ecuador . • . . . 5.0 4.2 8.6 6.1 3.3 • b b b 

El Salvador . . . 5.0 3.2 .. 9.9 4.5 I 4.30 0.83 1.39 
Ethiopia .... 3.4 6.9 2.6 b 0.54 b . . .. . . 
Ghana ...... . . 5.0 3.2 7.6 . . 0.34 0.88 . . 0.58 
Greece ... . . . 6.2 5.0 10.2 4.7 .. 1.82 0.65 1.11 0.69 

Honduras ..... 4.7 5.1 0.5 3.0 b b b b .. 
India ..... 3.5 3.4 1.4 ' 5.6 0.40 .. 1.00 0.97 
Iran ....... .. 6.0 .. .. 4.2• b I b I b I b I 

Israel ..... 10.0 9.3 16.3 19.0 15.0< 4.29 2.68 2.63 1.31 
Ivory Coast . . .. 6.0 .. .. .. . . .. . . .. 
Jordan ...... .. 7.0 .. . . . . .. .. . . . . 
Korea ..... 4.4 3.6 .. .. .. .. .. .. .. 
Malaya . . . . . . . 4.5 3.5 5.0 3.3 0.83 0.77 .. 0.69 
Mexico .. . . 4.9 4.6 4.8 3.0 3.7 2.40 0.67 2.45 1.02 
Morocco .. ... 1.5 0.7 4.4 2.0 6.5• 3.38 m 1.15 .. 
Nicaragua . . .. 3.6 3.9 7.4 1.5 3.5 0.79 1.88 0.38 4.88 
Nigeria ... . . 3.9 2.1 3.7 4.3 8.8 0.31 0.60 0.33 0.29 
Pakistan ..... 1.6 .. 0.4 0 4.4 b b b b 

Peru ....... 4.0-5.0 6.7 6.8 3.5• b b b b .. 
Philippines . . . . 5.0-6.0 4.0-5.0 4.6 3.1 4.5 1.53 "' 1.83 "' 

Resource mobilisation indicators 

Rate of savings 
Rate of taxation 

Let;e/ Change Change 
recent during recent Early Recent 
years fifties years fifties years 

D• .. .. . . 6.0u 
A 0 + 10.7• 10.6• 
D - - .. . . 
B .. 0 9.5• 10.0" 
B - - 18.0• 19.5• 

c .. - 16.5 18.5 
c 0 + 11.2 14.0 
c + ++ 15.2 15.5 
A .. ++ 9.2 11.1 
c - 9.6 11.1 

B 0 0 12.9 15.2 
A 0 . . . . 
. . .. .. . . 7.0 
A .. ++ 9.9d 9.9 
c ++ + 12.7 1.36 

c - - 7.0 8.7 
B + . . 6.9 9.8 
c .. + 6.4J h 8,2h 
D + + 21.84 • 23.6• 
Aiv .. .. . . 16,1/Y 

D .. .. . . 2.1 
D . . 0 . . 12.2 
A . . 0 13.8" 15.4 
B + 0 9.8J. 10.2• 
c 0 10.6J 11.8 

.. . . . . . . 9.0 
D 0 . . 6.4d 6.0 
D . . 0 7.74 • 9.4" 
A 0 - 14.1• 15.1• 
c + 0 10.1 10.1 

Financial Indicators 

Rate of Debt 
Price Increase structure 

A 18 
c .. 
B 25 
c . . 
A 40 

A 22 
c 44 
B 47 
B 40 
A 41 

A 35 
A 45 
. . 42 
B 27 
A . . 
A 17 
A 25 
B 38 
B 51 
A . . 

• . . 
B 33 
A 16 
A 49 
A 5 

A 44 
A 30 
A 23 

I B 40 
A 58 
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Senegal . . . . 4.0 9.9• 10.2• b b . . 
Spain ... 4.5 r 5.5 9.1 8.0 0.96 0.85 
Sudan ... . . 4.5 4.5 5.2 4.5 0.90 0.73 
Tanganyika . . . 5.0 . . .. 3.5 . . b I 

Thailand . 5.0 6.2 4.4 6.4 4.4 0.5 0.9 

Togo . . •• 5.4• 12.4• .. 0.59 1.08 
Tunisia . . 3.0 4.4 7.3 .. 1.69 1.59 
Turkey .. 6.1 6.4 1.6 22.4 0.7• b b 

U.A.R. . . 5.0 0 4.6 8.5 Otl 0.44 
Yugoslavia 8.9 7.5 8.1 13.3 8.0-10.0• 0.88 1.12 

NOTES 

General: Where compound annual rates of growth and percentage levels have been calculated, the terminal 
points are an average of -generally-three-year periods selected to avoid undue bias. The period .. Fifties'* 
generally refers to 1950.1960, except for some countries where data for 1961 and 1962 were available and for 
trade data where the years 1948 and 1949 have in most cases been included. The period "Recent years" Is 
generally an average of the last four or five available years, except for taxation estimates which refer to two 
or three years only. Growth in output and rates of savings and taxation refer to the whole economy) including 
estimates of the subsistence and/or non-monetized sector. It may be argued that in some cases it would be 
better to excJude this sector. 

L Growth in output is indicated by compound percentage annual change in Gross Domestic Product at 
constant market prices. Wbere such data are not available, the most appropriate alternative concept has been 
used. Sources for data are IBRD Reports and the UN Yearbook of National Account Statistics. 

2. Growth in export volume data has been obtained from the IFS and from data made available by the 
IMF and which is to be published in the IFS; from the UN Yearbook of International Trade Statistics. Pro
jections are derived from IBRD reports and involve a fair amount of guesswork. 

3. Export growth relative to Import growth is the ratio of the rate of growth of volume of exports to the 
rate of growth of the volume of imports. 

4. Output growth relative to import growth is the ratio of the rate of growth of total output to the rate of 
growth of the volume of imports. 

5. Rate of savings, i.e., Gross domestic fixed capital formation and changes in stocks minus {or plus) the 
trade and services deficit {or surplus) calculated as a percentage of Gross Domestic Product-both in current 
prices. In some countries changes in stocks comprise not only normal inventory accumulation but also 
involuntary stocks of commodities Jn surplus, e.g. coffee stocks in Brazil. Another weakness of savings estimates 
arises from distortions caused by the existence in some cases of overvalued exchange rates or multiple exchange 
rate practices. See also note to .. Resource gapn. Table 10. 

Symbols: Level recent years Is indicated by A, i.e, 18 per cent or over; B,l.e., 15 per cent to 18 per 
cent; C. i.e .• 10 per cent to 15 per cent; and D. i.e., below 10 per cent. Direction of change of the savings 
rate is shown by + + i.e., a marked increase; + i.e .• a mild increase; 0 i.e.t no significant change; 
and - i.e., a decline. 

Sources used are the UN Yearbook of National Accounts Statistics; IBRD reports; and CSO publica
tions for India. 

6. Rate of taxation is measured by the ratio of tax revenues-or. where this is not availabJe, total revenues 
to GDP in current prices. Tax revenues are preferred because data is more readily available on a comparable 
basis. However. exclusion of net profits of agricultural marketing boards and/or margins derived from differ
ential exchange rates may understate the fiscal effort of some countries. Sources arc the UN Yearbook of 
National Accounts Statistics and IBRD reports. 

7. Rate of price increase during 1958·1962 is measured by the cost of living lodex. 
Symbols: The average annual rate of Increase in prices is Indicated by: A: up to 4 per cent, B: 

between 4 per cent and 10 per cent, C: greater than 10 per cent. 
The source used is the IFS and IBRD reports. 

b D 0 20.0• A . . . . .. .. 
0.79 . . A .. ++ 10.3 12.8 B 50 
. . 0.63 c .. 0 .. 9.5 A 33 
. . b I A . . 0 9.8• 9.0 A .. 

0.57 0.9 B + + 1o.s• 11.7 A 36 

. . . . D .. . . . . 10.01 • . . . . 

.. 0.65 c - . . .. 17.7 A 24 
b b c ++ + 9.7 10.6 B 48 
n 0.58 B + 14.2 13.7 A .. 

0.97 0.63 A ++ + .. 23.3" B 68 

8. Debt structure is measured by the percentage of external public debt outstanding at the latest date available 
whicb is scheduled for repayment during the succeeding five years. Sources are IBRD reports and the Statistics 
Division of the Economic Staff. 

a Adjusted to GDP basis. 

b Volume of imports not available. 

' Probably slightly increased. 

d Mid-fifties. 

e Total revenues. 

• Public savings as percentage of GOP planned to drop from 3.4 per cent in 1955-1962 to 2.0 per cent in 
1962-1968. However, revenue excluding that of marketing boards will rise from 9.6 per cent to 12.8 per cent 
between the same periods. 

h Excludes oil revenue; total revenue including oil royalty is 15.3 per cent of GNP at end of decade. 

i IBRD Mission expected that a lower rate of growth would be attained. 

i One year estimate only. 

k Ratio of public savings to GNP is planned to rise from 3.6 per cent in 1955/56-1960/61 to 4.3 per cent 
in 1962/68. 

t Volume of exports not available. 

m Imports declined. 

n Imports did not increase. 
0 Exports declined. 

• Tentative estimate. 

r Virtual stagnation 1958-1960 followed by strong upswing recently. 
8 No repayments are scheduled. 

I IBRD Mission sceptical about sustaining past rate. 

~ Assumed to be equal to projected increase in value. 

w The volume of exports is expected to increase. 

• Per capita output in recent years appears to be below the pre-war level. 

~ IBRD report. 

• Little or no growth. 

Not available. 
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Change In terms of trade 

Fifties 
Recent 

Country Early Mid years 

Afghanistan . . . .. .. .. 
Argentina .... 137 117 103 
Bolivia •••• 4 (133) (119) (112) 
Brazil . . . . . . 021) (130) (86) 
Burma . . . ~ . (100) (101) (93) 

Ceylon ..... 102 108 96 
Chile ...... .. .. .. 
Colombia .... 101 131 86 
Costa Rica .... 113 131 75 
Ecuador ..... 124 122 86 

El Salvador . . . .. 123 so 
Ethiopia .... 99 122 89 
Ghana ..... 14 105 57 
Greece . . ~ . . 93 92 95 
Honduras .... 107 119 88 I 

India ...... 116 105 115 
Iran ....... . . . . .. 
Israel . . . . .. 98 97 91 
Ivory Coast . . . .. . . . . 
Jordan . . . . . .. . . .. 
Korea ..... .. .. . . 
Malaya ..... .. 109k 97k 
Mexico ..... 101 96 76 
Morocco * ••• 87 94 96 
Nicaragua .... 113 136 85 

Nigeria ..... 91 111 99 
Pakistan .... (170) (108) (120) 
Peru - ..... .. 113 96 

l Philippines ... 109 106 92 
Senegal ••... . . .. .. 

TABLE 10 
Some data bearing on creditworthiness over the mediinn and long-run 

(In addition to indicators shown on Table 9) 

Growth In export oo/ue Growth In Import Niue 

Recent Recent 
Resource gap-A.,.rage 

Fifties years Projected Fifties years Recent years 

. . O.Qb 9.0 .. .. . . 
- 1.8 .. 0.0 0.6 8 
- - .. - - 54• 
0.8 - .. 2.3 1.6 4 

0.8 .. 5.1 0.5 20"' 

1.7 - 0.8 3.3 3.7 14 
4.6 0.3 6.8 5.6 6.4 * 
2.9 - 4.7 4.0 * 
4.6 1.6 3.5 8.4 3.3 22 
9.3 3.0 3.0 6.6 - * 
6.8 - 3.3 8.9 1.4 * 
8.6 1.4 .. 9.0 7.4 . . 
4.2 5.9 0.0 8.9 8.9 * 
7.0 1.5 .. 2.8 9.1 I 45 
2.3 2.7 .. 5.6 2.1 10 

0.5 0.4 3.7 2.8h 5.0 13 
3.0 12.6 4.2 9.9 14.2 23 

14.1 17.3 15.0 6.2 7.2 73 
7.7• . . 11.1 • . . .. 

11.6 - . . 9.8 10.0 242 

1.3 9.0 .. 5.2 63 
0.3 2.8 - 4.5 6.0 • 
4.6 - 4.0 7.5 1.1 8 
5.9 0.9 6.5 0.9 - • 

10.0 1.5 3.0 9.6 2.1 .. 
5.1 6.3 4.8 10.9 8.7 34 
- 0.3 2.0 3.1 9.5 36 
8.6 8.3 3.5 7.5 1.7 11 
5.1' 5.5• 3.6• 2.5 1.1 13 
9.8• .. . . I 6.3b .. so· 

Investment income 
payments as % of 
external earnings 

Populatiqn Recent 
grqwth rate Fifties years 

. . . . . . 
1.8 1.3 6.2 
2.4 .. 2.4 
2.4 8.4 12.2 
1.1 1.6 3.4 

2.8 4.5 3.6 
2.5 15.4 12.2 
2.8 6.5 6.6 
4.3 18.2 4.2 
3.1 13.3 15.0 

3.5 2.4 3.4 
(1.5) 1.3 7.0 
3.0 .. 5.0 
1.0 2.5 1.0 
2.6 26.5 7.4 

2.4 3.8 5.9 
2.5 63.5 47.2 
3.0 .. 14.6 
2.0 . . . . 
2.8 . . . . 
2.7 . . 0.2 
3.1 . . 10.7 
3.1 8.0 12.5 
2.7 .. 4.0 
3.5 12.6 2.8 

2.0 .. .. 
2.2 1.4 3.2 
2.9 6.1 12.9 
3.3 5.9 11.9 
2.3 . . . . 

Investment income 
payments as 

per cent qf GNP 

Recent years 

. . 
0.8 
0.4 
1.5 
0.4 
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1.0 
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Spain •.•••. 113 102 105 5.0 7.2 8.0 
Sudan . . . . ~ .. 113 104 5.4 3.2 4.5 
Taiwan ..... .. . . . . 6.0 9.9 6.0 
Tanganyika . . . . . 100 86 6.9 5.5 3.0 
Thailand ..... (96) (103) (101) 3.9 6.0 2.0 

Togo . . . . . . . . .. .. 4.7 1.8 .. 
Tunisia ..... .. . . . . 3.1 0.2 4.5 
Turkey ..... .. . . .. 3.4 1.5 2.3 
U.A.R ..... 151 99 100 3.5 6.5 
Yugoslavia .... .. . . . . 8.5 13.4 8.0-10.0< 

NOTES: 

General: The period "Fifties" generally refers to 195o-1960. except for some countries where data for 1961 
and 1962 were available and for export and import value data where in most eases the years 1948 and 1949 
were included. The period "Recent years" is an average of the last four or five available years. 

I. Changes In terms of trade are measured by annual indices with 1958 = I 00. Two year averages are used. 
Figures in parentheses are rough estimates. The average Asian sterling countries import price index is used 
for Burma. Average import price index for Latin America is used for Brazil and Bolivia. 

Source: IMF published and unpublished data, for Mexico data is drawn from National Bank of 
Foreign Trade, and for some Far East countries eatimates prepared by IBRD. 
2. Growth In export and Import values (merchandise only) ls in terms of a compound rate per year. Base 

and terminal periods are generally three year averages. Projected growth in export value is based on IBRD 
economic reports. 

Source: IMF: International Financial Statisl.lcs. For some Far East countries estimates prepared 
byiBRD. 
3. Resource Gap is measured by the current account deficit (excluding factor income and private dona· 

lions) as a percentage of gross investment. Averages for the last four or live years are shown. Countries having 
current account surpluses are marked +; this does not rule out occasional deficits. Net factor income payments 
abroad are excluded partly because the concept includes reinvested profits and parlly because the data tum 
on a legal definition of unationat•• and uroreignn. However~ there may be a good case for including them 
in calculating the resource gap, in some cases. Similarly, where private remittances and donations are regular 
items, there may be a case for taking them into consideration. 

Source: UN Yearbook of National Accounts Stallslics an<l/or IBRD reports; For India, Central 
Statistical Organlration. 
4. Growth in population is in terms of compound rates per annum. 

Source: mRD Reports. 

6.4 
7.7 
6.7 
1.6 
8.6 

9.6 
1.4 
3.4 
0.8• 
9.3 

3.8 11 0.8 .. 2.0 0.2 
5.8 1 2.8 3.7 2.0 0.5 

11.0 39 3.0 0.6 0.9 0.1 
- • 1.8 . . . . .. 

6.3 10 3.1 0.5 1.4 0.2 

6.6 SOd (2.0) .. . . .. 
0.1 50 2.1 .. 0.6 . . 
2.7 8 2.9 1.9 5.8 0.4 
6.61 8 2.7 6.4 .. 0.5 

11.4 7 1.3 2.0 1.8 0.2 

5. Investment Income payments as percentage of external earnings i.e. Current Account Receipts are 
averages for !95o-I952 and 1959-1960. Investment Income Psyments as percentage of GNP refer to payments 
in 1959-1960 and GNP in 1958-1960. GNP figures are adjusted for gross under or over valuation of national 
currencies. Investment Income Payments conform to the IMF balance of payments definition, i.e .• they include 
total Interest payments and dividends and profits, whether re-invested or not. 

Source: IMF, Balance of Payments Yearbook (various issues). 

• Average 1955 and 1958. 
b Source: IBRD report. 
• Crude estimate from IBRD report based on 1959 investment data and 1961 trade deficit. 
4 Crude estimate for 1958 based on data in IBRD report. 
'Tentative estimate. 
f Published ligures underestimate the actual import values, especially in recent years. Allowing for this, 

growth rate may be 2.0 per cent for Fifties and 9 per cent for Recent years. 
9 The growth rates for export values do not take account of identifiable unrecorded shipments and services. 

If these are allowed for, the respective rates would be 4.1 per cent for Fifties, 4.3 per cent for Recent years 
and 2.6 per cent for Projected. 

11. May be affected by heavy imports in 1949. Imports increased by 8 per cent p.a. between first and second 
plan periods. 

k Indices are based on the average of period 1952-1960. 
m Refers to late 1950s; Resource gap diminished in 1961 and 1962. 
- negative. 
. . ~ Not available. 
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the peak and ceases to grow; the apogee of the curve 
of the debt cycle has been attained. 

106. As the second stage ends, the third stage 
begins. Domestic savings are sufficient to finance 
all domestic investment, and in addition they are 
enough to pay for the entire interest cost of accumu
lated debt. During this stage, the country begins to 
generate a surplus of savings above domestic invest
ment and interest payments abroad. The country 
can start amortizing its debt, while maintaining a · 
satisfactory /momentum of economic development. 
The law of compound interest now works in reverse 
and outstanding external debt diminishes rapidly. 
The country now pays back all the cost that it has 
postponed in earlier periods. The debt cycle has been 
completed; foreign capital has helped the country 
to enter the continuously-rising upward curve of 
economic growth; and foreign capital has been repaid 
after earning interest throughout the period of its 
employment in the borrowing country. 

5. THE EXTREMES AND THE "TYPICAL" CASE 

107. There is nothing inevitable or automatic 
about this progression of debt from the first to the 
third stage, because there is nothing automatic about 
the process of economic growth. Many things can go 
wrong, and the country may never leave the first 
stage, i.e., the stage in which its debt continuously 
tends to increase. Where poverty or a continuing 
deterioration in the terms of trade make it difficult to 
achieve high marginal savings rate; or where capital
output ratio becomes prohibitively high because the 
efficiency in resource use is handicapped by the 
scarcity of skills and paucity of natural resources, 
there the growth-cum-debt sequence will not work, 
because there is no growth. If the social rate of return 
on investment is lower than the rate of interest on 
borrowed capital, and if the marginal savings rate is 
low, the borrower will experience viciously-rising 
indebtedness and, by definition, an unmanageable 
debt burden. 

108. Are there countries in which the rate of return 
is lower than the international conventional rate of 
interest of, say, 6 per cent?We do not know. However, 
the possibility cannot be excluded that such cases 
exist. Among countries which are today engaged in 
attempts to raise the standard of living of their 
peoples-and the number of countries is around one 
hundred-there are bound to be some where natural 
obstacles are so severe that the returns on capital 
are very low. If international transfer of resources is 
considered necessary in such cases, such flows must 
not be provided at conventional terms if virtually 
certain debt failures are to be avoided. 

109. At the opposite end are countries where 
conditions are extremely favourable: output grows 
fast, the plough-back is large and increasing, the rate 
of return on investment is high, the composition of 
output responds quickly to external demand condi
tions and to the country's growth requirements. In 
such a lucky country, the stage sequence of the debt 
cycle may not take place because the borrower is 
too successful. Foreign investors are eager to employ 
their funds in this country, whether the country wants 

it or not, because returns are large and secure. A 
country which has fully succeeded in the growth 
process may not reduce its indebtedness ·at all, i.e., 
it may never enter the third stage. Its situation is 
analogous to that of a successful corporation whose 
debt grows with its own growth. This is a well known 
and perfectly logical case of "Unto everyone that 
hath shall be given". 

IIO. Instead of reducing debt, such a country 
starts exporting capital, while at the same time 
continuing to borrow abroad. Economic history has a 
number of such examples. The most recent experience 
is that of Japan and Italy. Fifteen years ago, economic 
forecasts for these countries were not too exuberant, 
in view of the structural problems whose solution 
seemed to require a very long time. The forecasters 
certainly did not envisage the impressive record of 
growth and structural change which has been attained 
in less than half of the lifetime of a single generation. 
The marginal savings rate must have gone up more, 
and the capital-output ratio must have been less than 
we had anticipated; and these countries' breakthrough 
in the world market with an ever-increasing variety 
of products, competitively produced and sold, has 
surpassed all expectations. These countries have 
become an increasingly attractive field for foreign 
investment. There are perhaps today several develop
ing countries whose position is not dissimilar to that 
of Japan and Italy at the beginning of the 1950s. 

Ill. If such a phenomenon like a "typical" 
developing country existed at all, it would probably 
stand somewhere in between the two extremes outlined 
in paragraphs 107-110. The difficulty is that "some
where" still encompasses an uncomfortably wide span. 
Given our present state of knowledge, our insecurity 
prevents us from dividing the "somewhere" into more 
precisely defined sub-groups. To do this, we would 
have to identify the specific countries which would 
fit a shorter or a longer time path of the growth-cum
debt sequence. And while we have some suspicions 
that division may have in fact already occurred within 
the developing world we would still prefer to dodge 
this issue in the present study. 

112. Consequently, the exposition which follows 
is a great simplification of reality. We have con
structed a mathematical model to portray the possible 
behaviour of the key variables relevant for long-run 
growth, partly financed by foreign capital. Different 
variants of this model can be constructed at will to 
fit various situations by using different values for 
particular variables. Since we are manipulating only 
one variant, the choice of values is necessarily highly 
arbitrary and therefore the findings are subject to 
severe limitations. Nevertheless, we have felt that 
even a very simple numerical illustration of the 
growth-cum-debt sequence may throw light on some 
of the critical problems facing the borrowers and the 
lenders at the present juncture of economic history. 

113. The purpose of this piece of algebra is to 
show what conditions must be met for a developing 
country to be able to leave behind the period of grow
ing debt in the not too distant future. The benchmark 
of a quarter of a century has been chosen on the 
assumption that the developing and the developed 
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countries, in making their present decisions to borrow 
and lend, respectively, want to have some idea, 
however hazy, of whether they can see the light at the 
end of the tunnel within the lifetime of a generation. 
The other purpose of the model is to show what 
happens to the relationships of the variables in the 
process of economic growth. In particular, attention is 
focused on the relationship between net and gross 
capital inflow, on the ratios of debt service to total 
output and to domestic savings, and above all, it is 
focused on that king-pin of the conventional analysis 
of creditworthiness, the debt service ratio. 

6. THE MODEL AND ITS ASSUMPTIONS 

114. The hypothetical country, which we want to 
analyse, has these characteristics: 

(a) Income growth target. The desired rate of in
crease in gross domestic product (GDP) is 5 per cent 
per annum compound and remains constant over 
time. This is fairly representative of growth targets 
of the developing countries. Also, the Alliance for 
Progress has fixed a target of 2~ per cent annual 
increase in per capita income, which implies a total 
income increase of at least 5 per cent p.a. This is also 
the goal of the United Nations Development Decade, 
recommended by the General Assembly. A sample of 
33 countries shows that 14 of them actually attained 
a growth rate of 5 per cent or higher during the latter 
1950s. Another 16 countries experienced rates of 
growth between 2 per cent and 5 per cent p.a. Only 
three economies failed to realize even a 2 per cent p.a. 
increment (see Table 9 on pages 94 and 95). 

(b) Savings rates. Initial gross domestic savings 
rate is assumed at 10 per cent ofGDP. This assumption 
compares with the finding that 29 countries in the 
sample apparently have savings rates above 10 per 
cent, another 9 countries below I 0 per cent. The 
countries excluded from the sample because of 
inadequate statistics most likely have gross savings 
rates under I 0 per cent. 

Marginal savings rate is assumed at 20 per cent and 
remains constant. This target is below what many 
national programmes postulate but is probably higher 
than many countries have actually achieved. It is not 
entirely implausible, given national determination. 
In a recent study, Professor Rosenstein-Rodan has 
suggested that developing countries should be able 
to generate marginal savings rates double the average. 
The implication is that if we start from an initial 
savings rate of 10 per cent and if the marginal savings 
rate is 20 per cent, it will take about 15 years to achieve 
an average savings rate of 15 per cent. 

(c) Capital-output ratio. The ratio of 3: 1 is assumed, 
and it remains constant. This implies that a unit of 
gross capital input yields to the national economy 
33 per cent in terms of gross value added (wages, 
profits and depreciation). Although considerable 
analytical work has centered around this concept, 
statistical studies have not yet been able to determine 
its precise behaviour in different countries and at 
different stages of growth. Since the assumed target 
income growth rate is 5 per cent p.a. [see (a) above] and 
capital-output ratio 3: I, the required investment rate is 
15 per cent of GDP. Since the ini!ial savings rate is 

\ 

10 per cent, the gap to be financed by foreign capital 
inflow amounts to one-third of total investment. 
Many developing countries have investment rates 
centered around 15 per cent. 

(d) Export coefficient. Initial proportion of export 
earnings to total income is 10 per cent. The size of the 
export sector varies greatly among developing 
countries. In many cases exports are 20-30 per cent 
of GDP. We have deliberately chosen to illustrate 
the case of a more closed economy. The most populous 
among the developing countries have an export 
coefficient below 10 per cent. Examples are India, 
Pakistan, Brazil [see Table IO(a)]. 

(e) Export growth rate. Exports are assumed to 
grow at 4 per cent p.a. This is an extrapolation into 
the future of the growth trend experienced by the 
less-developed countries as a group in the last decade 
or so. Between I950 and 1962, the volume of total 
exports from the developing countries, including the 
petroleum-based economies, increased at an annual 
rate of 3.9 per cent, while the aggregate export value 
rose at 3.4 per cent p.a. There may be significant 
country deviations around this average. 

The choice of the export growth rate of 4 per cent 
does allow for the possibility that countries like Brazil, 
Mexico, Colombia, India, Pakistan and the Philippines 
moderately succeed in the near future in expanding 
their exports of manufactured goods, on the basis 
of structural changes which have already taken place 
or are currently under way. 

The model does not apply to countries based on 
exports of primary products for which world demand 
rises very rapidly, e.g., petroleum or aluminium. Nor 
does it apply to a group of developing countries 
-Israel, Yugoslavia, Taiwan-which have recently 
attained substantial growth in total exports based on 
exports of manufactures (over-all export growth rate 
more than 10 per cent p.a.). 

(f) Foreign capital. Initial debt is assumed to be 
zero. This is not a representation of reality. It is an 
analytical device which facilitates the presentation, 
at the expense of painting the picture nicer than it is. 
Further assumption is that gross borrowing takes 
place without interruption in amounts required to 
bridge the savings-investment gap and to cover debt 
service payments. 

(g) Debt service. Foreign capital is borrowed at an 
average interest rate of 6 per cent per annum and 
average maturity of fifteen years, terms fairly repre
sentative of conventional lending. 

7. FINDINGS 

115. On these stylized assumptions, the debt cycle 
spans 36 years. The phase in which indebtedness rises 
lasts about 25 years. This is followed by a decline 
over ten years. Debt returns to zero in the thirty-sixth 
year (Chart 1).20 

116. The 25-year period of rising indebtedness 
has two stages. (Chart II). During the first 15 years, 
capital inflow supplements domestic savings to 

ao The underlying computations are in the files of the Bank's 
economic staff. 
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Chart II 
Required level of capital inflow in relation to domestic savings and investment 
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Chart Ill 
Investment savings and capital inflow in the process of economic development 
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finance part of domestic investment and at the same 
time provides funds for servicing previously borrowed 
capital. Debt installments, as they fall due, are paid 
out of new debts that are contracted. But precisely, 
because this is done, the country obtains a net addition 
to resources, on top of repayment and on top of 
interest due. Chart III shows the relative contribution 
of foreign capital to investment. 

117. The second stage of rising indebtedness 
covers the rest of the 25-year period (see para. 116). 
Domestic savings, under the impact of high plough
backs out of rising output, equals and then overtakes 
domestic investment requirements. The gradually 
growing surplus is used to cover part of the debt 
service, and the balance is met out of new borrowings. 
This leads to further increases in indebtedness, al
though at a decelerating pace, until the debt ceases to 
grow in the twenty-fifth year. 

118. In the third stage, growing domestic savings 
are sufficient to finance domestic investment, to pay 
interest on debt outstanding and to enable net retire
ment of debt. The 36-year cycle is a bridge between 
poverty and self-sustained growth. 

8. QUALIFICATIONS 

119. The quick retirement of debt shown on the 
charts, is just one reflection of the rigidity of mathe
matical models. Only individuals and corporations 
afraid of the future retire their debts; no country 
liquidates its liabilities completely. Secondly, only a 

YEARS 

very few countries today start from zero debt; most 
of them are already in debt, and its size varies greatly 
from country to country. Thirdly, our statistics may 
be good enough to indicate whether the plough-back 
out of income generated by new investment is high or 
low, but they are still inadequate to enable us to specify 
values for this variable in different countries. Fourthly. 
we do not know enough about the developmental 
returns of capital, and therefore we are uncertain 
about what values to choose for the capital-output 
ratio. Fifthly, the relationships in the model imply a 
very slow growth of imports. There have been cases 
in economic history where fast growth in output has 
not been associated with rapid import increases, but 
these cases have been rare. Difficulties in containing 
the demand for imports would imply either a longer 
period of borrowing or more borrowing, or most 
likely, both. Finally, the assumption that the values of 
the variables remain constant throughout the 36-year 
period is artificial. If the country decides to raise its 
income growth target above 5 per cent p.a., the re
source gap will widen and the amount of needed 
borrowing will increase. The opposite would happen 
if the income plough-back rate (marginal savings 
rate) is raised above 2 per cent. Perhaps most impor
tant, when the growth process is truly successful, the 
rate of return on capital shifts upwards (the capital
output ratio falls). Once the increasing returns start 
to come in, all bets are off: the post-war experience of 
Japan and Italy is repeated (see para. 110). Foreigners 
will want to invest in the debtor country; the return 
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on foreign capital, instead of being taken out of the 
country, will be reinvested in productive assets and 
will contribute to further increases in domestic in
come. The law of compound interest, instead of 
strangling the debtor, now works in his favour in the 
form of the law of growth of productivity. The debt 
cycle does not run full course because the country 
has become an attractive field for investment. 

120. The range of variations is infinite. And yet, 
despite all the imperfections and uncertainties of 
predicting the future, the approach embodied in the 
growth model may be perhaps better than alternative 
approaches to the analysis of long-term debt servicing 
capacity. Partial indicators, such as shown in Tables 9 
and 10, give us a picture which is necessarily incom
plete. Only by relating the relevant variables in some 
functional pattern, is it possible to deduce, however 
roughly, the shape of things to come. We cannot 
determine the precise time periods of the debt cycle 
but we can form an impression of the direction in 
which a country can be expected to move. And by 
varying the values of the critical variables we can form 
an impression of alternative developments which are 
possible. 

121. Furthermore, there are certain general con
clusions to be derived from the preceding analysis, 
which may be applicable to a "typical" developing 
country. The nature of the debt cycle and its relation
ship to economic growth would be as depicted in the 
model, unless return on investment is below the cost 

of borrowing or domestic savings never exceed 
domestic investment. 

9. GROSS VERSUS NET BORROWING 

122. One significant aspect of the growth-cum-debt 
sequence is the relationship between gross and net 
capital inflow. While capital inflow is a net addition 
to domestic resources for the first 15 years, borrowing 
continues and debt increases for another 10, because 
domestic savings are still insufficient to pay both for 
the domestic investment requirements and for debt 
service abroad. Alternatively, one may say that 
borrowing continues simply to meet service payments 
on previously incurred debt. And this is largely the 
result of the capitalization of interest during the period 
when the borrower is unable to pay interest charges 
from its own resources. Had the capital been more 
productive, had the economy generated a higher rate 
of savings, and had the rate of interest been lower, 
this extra period of borrowing could be shortened. 
And conversely, a less-productive capital, a lower rate 
of savings, or a higher rate of interest, would sig
nificantly extend the period over which debt continues 
to increase simply to enable payment of interest. 
Stated slightly differently, the length of the period of 
gross borrowing, the size of the gross capital inflow 
that would be needed to yield any given net inflow of 
resources, and the level of outstanding indebtedness 
that would result, would all be very much in excess 
of the magnitudes shown in the charts, with respect 

Chart IV 
Ratios of debt service payments to gross domestic product, savings and exports 
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to those countries which need net additions to their 
domestic resources for a considerably longer period 
than 15 years. The potential gravity of the indebted
ness problem in such "long-haul" cases is exemplified 
by the mathematical certainty that debt incurred at 
6 per cent p.a. doubles every twelve years if interest is 
capitalized and no retirement takes place. It is not 
difficult to compute the size of indebtedness and of 
debt service nor to imagine the associated problems 
of liquidity, if net addition to resources were needed 
for 30 or 50 years, instead of for 15 years as assumed 
in our model and if loans were to be contracted at 
6 per cent p.a. interest. 

123. The "long-haul" countries can prima facie be 
identified as those with very low per capita income, 
large population and relatively poor natural resources. 
They are likely to be dependent on foreign funds for 
quite some time to come. Such cases exist. 

124. The reality does, however, provide some 
redeeming features. Not all foreign capital consists of 
hard loans. Part of the flow of resources is in the form 
of grants or loans repayable in local currency. Even 
loans repayable in foreign exchange do not in all 
cases bear conventional terms. A part of resource 
flow consists of equity foreign investment and part of 
its earnings is reinvested in the country in productive 
assets. The long-haul cases are no doubt there, and 
they are very important. But perhaps they are few. 

10. DEBT SERVICE RATIO REVISITED 

125. Now the spotlight can be turned on the debt 
service ratio (Chart IV). On the assumptions of the 
model, the debt service ratio, starting from zero, 
attains a peak value of more than 50 per cent in the 
middle years of the debt cycle, and declines there
after.~1 Whatever the rate of growth of exports, the 
ratio of debt service to exports would be always 
higher than the ratio of debt service to total product, 
since exports are only a fraction of domestic product. 
What particular peak the debt service ratio attains 
depends on the initial ratio of exports to product 
and the rate of growth of exports. 

126. So far as the initial ratio is concerned, the 
model assumes a relatively closed economy; ratio of 
exports to income at the beginning of the debt cycle 
is taken to be 10 per cent. If the assumption had been, 
for example, 20 per cent (see again data in Table lOa), 
the height of the top line in Chart IV (ratio of debt 
service payments to exports) would be reduced by 
half. However, it may so happen that in particular 
periods the most difficult long-run problems of inter
national financing are encountered in relatively closed 
economies. If their population is large and income 
fairly low, the need for external capital will be very 
large. If this need is financed predominantly on hard 

21 Such a pattern is not without historical precedent. Canada 
had a peak investment service ratio of 35 per cent in 1914 and 
Australia's ratio at the height of the boom of the 1920s was 24 per 
cent. These ratios exclude amortization, because data are not avail
able. They would be considerably higher, if amortization could be 
included. Both these countries successfully effected the transition 
to low debt service ratios as the economy grew and the production 
base expanded. In 1961/62, Canada's investment service ratio was 
only 9 per cent and Australia's 11 per cent. Sources: D. Finch. 
op. cit. pp. 77-79 and IMP Balance of Payments Yearbook, 1962. 

terms and if exports do not grow rapidly, the rising 
debt service may cause a threat to liquidity which 
will be critical, and the debt service ratio may be even 
much higher than 50 per cent. Furthermore, if savings 
grow only sluggishly, so that indebtedness continues 
to grow, we would be facing a situation in which an 
extremely tenuous financial position would last 
decades. This would be the situation in "long-haul" 
countries, whether closed economies or not, unless 

TABLE lOa 

Exports as a proportion of gross domestic product 

Population as 
Exports as a percentage Exports as a 

a percentage of the popula- percentage of 
of gross lion of all the exports of 
domestic developing all delle/ ... 

Country product countries oping countries 
{1) {2) {3) 

India. 5.7 30.8 4.5 
Pakistan 6.9 6.5 1.3 
Brazil 7.3 5.1 4.5 
Mexico . 14.2 2.5 2.7 
Nigeria . 13.7 2.4 1.6 
Philippines 10.5 2.0 1.8 
Thailand 16.1 1.9 1.5 
Turkey 7.9 1.9 1.1 
Korea 19.4 1.7 .1 
Burma 5.2 1.5 .8 
Argentina. 11.9 1.4 3.4 
Ethiopia 9.8 1.4 .3 
Colombia. 16.0 1.0 1.5 
Sudan 17.9 .8 .6 
Ceylon 30.0 .7 1.3 
China {Taiwan) 12.6 .7 .6 
Peru 24.3 .7 1.5 
Malaya. 50.2 .6 3.0 
Rhodesia and Nyasaland 42.8 .6 1.9 
Chile . 14.6 .5 1.7 
Venezuela. 32.5 .5 8.1 
Ghana 19.0 .4 1.0 
Ecuador 17.3 .3 .5 
Guatemala 19.0 .3 .4 
El Salvador 23.4 .2 .4 
Costa Rica 22.5 .1 .3 
Honduras. 20.6 .1 .2 
Israel 13.4 .1 .7 
Panama 27.0 .1 .1 
Paraguay 18.8 .1 .1 

NOTES 

1. Percentages in column (I) are exports of goods and services in 1960/61 
or 1959/60 as a proportion of gross domestic product at current market prices 
in the same period except in the following cases: 

India:. Exports of goods and services in 1959/60 as a percentage of net domestic 
product in 1959/60. 

Mexico: Exports of goods and services in 1960/61 as a percentage of gross 
national product in 1960/61. 

Nigeria: Exports of goods and services in 1957 as a percentage of gross 
domestic product in 1957. 

Ethiopia: Exports of goods and services in 1959 as a percentage of gross 
national product in that year. 

Peru: Figures relate to 1959 only. 

Figures for domestic and national production are based on data from United 
Nations Yearbook of National Accounts Statistics, 1962, and IBRD reports. 

Figures for exports are from the UN document and IMF Balance of Payments. 
2. Population figures are estimates for mid-1962 from United Nations Popu

lation and Vital Statistics Report, data available as of July 1, 1963 (Statistical 
Papers. Series A, Vol. XV, No. 3). 

3. Percentages in column (3) relate to merchandise exports in years 1960 
and 1961 and are based on data in IMF, International Financial Statistics. 

4. In certain cases dollar value of exports had to be converted into local 
currency. This has been done at the average exchange rate for the year shown 
in IMF, International Financial Statistics. 
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Chart V 
Movement of outstanding debt in relation to gross domestic product 
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the average rate of interest on total capital inflow is 
reduced substantially below 6 per cent, or interest is 
not charged at all for several decades, or, at the limit, 
financing takes place in the form of grants. 

127. The model depicts an economy where 
relative emphasis is on import substitution, rather 
than on rapid expansion of exports. This is a reason
able approximation of reality. Rapid expansion of 
exports can be based on increasing exports of primary 
products or of manufactured goods. The growth of 
world demand for primary products is only moderate. 
The range of manufactured goods which the less
developed countries can develop quickly and produce 
efficiently for exports is limited. They consist mostly 
of products of the light industries in which at least 
some of the developing countries have a natural 
comparative advantage. Apart from other problems 
the newly-emerging manufactures have had to resolve, 
they have also faced the trade obstacles in the in
dustrialized countries, some quite severe. 22 Problems 
of adjustment in the latter have thus far prevented 
any massive increase in exports of light manufactures 
from the less-developed areas. 

128. Many developing countries find the most 
promising prospect of expansion in the field of import 
substitution. It is not mere accident that the sectoral 
distribution of foreign loans to finance industrial 

11 For the range of products to whjch import restrictions (quotas 
and tariffs) apply, see United Nations, World Economic Survey, ~~ 
1962, Part I, pp. 66-70. 

YEARS 

production in the developing countries is overwhelm
ingly weighted in favor of production for the domestic 
market. It is somewhat ironical that at the project 
appraisal level the emphasis is on import savings, 
while in the aggregative analysis of debt servicing 
capacity, the emphasis shifts to exports. In countries 

. where best projects are found in sectors that will 
predominantly produce for the home market, exports 
are bound to develop slowly; and if foreign capital 
has helped with finance the debt service will rise in 
relation to exports. It is a mathematical certainty, 
that the debt service ratio will increase and, other 
things being equal, the rate of increase and the 
ultimate level will be determined by the size of the 
capital inflow. 

129. Sooner or later, however, the change in the 
economic structure will have its effect on the com
position and growth of exports. There are already 
se,veral post-war cases where domestic industrial 
expansion has been followed, after a relatively short 
time, by an equally rapid expansion of industrial 
exports. In other cases, the lag may be longer, and in 
some it may be quite long. But as the domestic 
industrial expansion proceeds and production be
comes more competitive and distribution systems 
more smooth, manufactured exports will also increase. 
As they expand and as the relative role of foreign 
capital in the domestic economy diminishes under the 
impact of the rise of domestic savings, the debt service 
ratio will assume a declining trend. This is also bound 
to happen if the growth process succeeds. 



ECONOMIC GROWTH AND EXTERNAL DEBT 103 

130. The debt service ratio lacks any theory that 
would support it as a meaningful indicator of the 
long-run aspect of debt servicing capacity. The only 
important factor from the long-run point of view, is 
the rate of growth of production (Chart V). In the 
process of maximizing benefits and minimizing costs, 
individual sectors may go forward or lag behind. 
Exports are one of the many sectors of the economy. 
And while over the long run they have to expand if 
the economy is to grow, there will be periods in which 
the law of comparative advantage dictates otherwise. 
It is only in the interest of the borrowers as well as of 
the lenders that output and savings be maximized, 
since they are the only real source from which debt 
service is paid. Additional foreign exchange earnings 
or foreign exchange savings are only an outward 
expression of the deeper process of growth and of 
capital accumulation which underlies growth. If the 
rate of return on capital, domestic and foreign, is 
high; if the flow of good investment projects is large 
and increasing; if the ploughback of profits is sub
stantial; and if the production structure adapts 
quickly to the requirements of growth, the long-run 
debt servicing capacity should increase. The rise and 
fall of the debt service ratio are peripheral phenomena 
to the process of growth and capital accumulation. 

131. Does this mean that the ratio is a useless 
concept under all circumstances? If this were so, it 
would not have survived this long. Despite all its 
imperfections, it does serve as a convenient yardstick 
for passing short-term creditworthiness judgements, 
that is to say, judgements of the risk that default may 
be provoked by liquidity crises. While the debt service 
ratio is an incomplete and imperfect indicator of 
present or potential liquidity problems and should 
never be used in isolation of all other variables 
relevant to the appraisal of these problems, it does 
draw attention to the cash flow squeeze to which an 
economy in the process of growth may be exposed. 

132. It lias been stated several times in this study 
that growth largely based on import savings rather 
than on export expansion, implies more rigidity in the 
balance of payments over the medium term. The 
composition of imports steadily shifts in the direction 
of inflexible inputs, as purchases of raw materials, 
fuels and in some cases, even essential foodstuffs 
increase. Exchange reserves are kept low because 
domestic opportunities for fixed investment outlays 
expand, and also, frequently because of policy errors. 
On top of these inflexibilities comes the debt service 
which, at the peak of the debt cycle in our model, 
runs up to as much as 50 per cent of export earnings. 
Even if import substitution process is perfectly success
ful in curtailing, relatively, the demand for foreign 
exchange; and even if the flow of export earnings 
remaining available after debt service is sufficient 
to meet the most essential imports needed for eco
nomic growth, the vulnerability of the balance of 
payments to disturbances remains formidable. The 
debt service ratio may not be an entirely satisfactory 
measure of vulnerability; but the problem is no less 
formidable for being imperfectly measured. 

133. By now our analysis has run the full circle. 
We have started with the examination of the short-run 

aspect of debt servicing capacity, and then moved 
on to a review of factors determining the long-run 
growth aspect. The reverse side of the latter, however, 
is increased vulnerability to liquidity difficulties, at 
least for some time, which brings us back to the 
analysis of short-run factors. 

134. If economic growth of the developing 
countries is to be financed predominantly on conven
tional terms, the creditors will have to adjust to high 
{and in some cases very high) debt service ratios, i.e., 
to considerable susceptibility of the balance of pay
ments of their debtors to liquidity difficulties. An 
alternative, which is already being resorted to on a 
large scale, is to provide sizable and steadily increasing 
assistance on "soft" terms. Another alternative is to 
put ceilings on the assistance that is made available 
to developing countries, be' it on "hard" or on "soft" 
terms, irrespective of whether the projects submitted 
for financing by the country concerned are profitable. 
Assuming that the "hard" solution is the prevailing 
one and that, in consequence, creditors are asked to 
tolerate a very precarious liquidity situation of many 
debtors, certain implications arise with respect to 
the policies of these debtors, and also, with respect to 
some other general matters. These issues are discussed 
in the conclusions of this study. 

Chapter VI 

CONCLUSIONS 

135. This study has attempted to provide an 
analytical framework for the discussion of problems 
of debt servicing capacity of the developing countries, 
which are the major international borrowers today. 
While the framework can be applied to any one case, 
we have concentrated on studying debt servicing 
problems of a hypothetical primary producing country 
which has a reasonably ambitious income growth 
target; which relies on foreign loans at conventional 
terms for financing a considerable portion of its 
investment programme; which has a relatively closed 
economy and cannot rapidly expand its exports of 
primary commodities or of "light" manufactures, due 
to world market conditions. 

136. Any borrowing on conventional terms results 
in a return flow of interest and amortization in fairly 
rapid succession. In the case of foreign borrowing, 
debt service payments are a charge on domestic real 
income and savings. These payments have to be 
transferred abroad either by expanding exports, by 
curtailing imports, or by further borrowing abroad. 
Capital inflows, and particularly exports of primary 
producing countries, are fluctuating. On the other 
hand, debt service on public and private loans is 
contractually fixed. 

137. Inflexible obligations are potentially danger
ous under any circumstances. This danger was present 
even in the classical system of foreign investment in 
earlier centuries of economic and financial history. 
The unmitigated violence of the international business 
cycle, at that time, frequently created havoc in inter
national investment. There were, however, two 
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redeeming features. Foreign private direct investment 
probably accounted then for a major share of total 
flow, and it was concentrated largely in activities 
producing primary products for exports; and as 
export sales fluctuated, so did profits in the export 
industries. The other redeeming feature was the 
complex interrelationship of interest rates, risk 
premiums and the anticipated behaviour of debtors in 
periods of crisis. It was expected that borrowing 
governments would default occasionally on their 
fixed~term loans, when a depression reduced exports 
and budgetary income or when budgetary policies 
were highly questionable. To offset this, debtors were 
charged an interest rate which included a risk premium 
high enough for the lenders to feel that chances of 
repayment were even or better than even. Probably 
the risk premium also included an insurance against 
wars and international inflations. Who was the winner 
in this game, played by creditors and debtors, we 
do not know. What is relevant for this study is the fact 
that a mechanism to cope with fluctuations did exist 
and in its own way it helped to accomplish the 
major function of international investment: transfer 
of resources from countries with plentiful supply of 
capital and correspondingly low rates of interest to 
countries needing capital and ready to pay higher 
rates of interest. 

138. The present situation is different from that 
described above. A major part of private direct 
investment still flows to export industries in less
developed countries, although the products that are 
developed are new: instead of tea, cocoa and rubber 
plantations, foreign capital now finances aluminium 
smelters, iron ore mines, and above all, oil fields. 
The return flow of profits from these "enclave" 
investments fluctuate pari passu with export sales. 
But another part of foreign direct investment in the 
developing countries now goes into industries that 
produce goods to replace imports, be it fertilizer or 
steel. The profit rate in these industries is high enough 
to offset the heavy risks accompanying foreign invest
ment and still yield a surplus above what can be earned 
in the major financial centres of the world. Sales of 
these goods on the domestic market are rising rapidly 
and steadily. Since fluctuations in sales are minor, 
profits also tend to show an uninterrupted upward 
trend. A large part of profits, is reinvested in productive 
assets and therefore serves to expand further the 
productive base of the economy. But the share of 
profits that is not reinvested becomes a charge which 
does not vary in response to export fluctuations. 

139. The above is one illustration of a much 
wider problem. Most developing countries now con
sider the acceleration of economic growth a major 
task facing the present generation. Growth targets are 
ambitious compared to resources that can be mobil
ized domestically for financing investment needed to 
achieve these targets. The responsibilities of govern
ments in promoting more investment and faster 
growth are probably greater today than they were, 
on the average, in earlier periods of economic history. 
Therefore, there is demand for massive capital inflow 
from abroad, and the major channels through which 
this inflow is transferred are governments in develop-

ing countries, which either borrow on their own 
account or guarantee loans made to private parties. 
To the extent that this capital inflow occurs on "hard" 
terms, a rigid block is built into their economic 
systems, consisting of contractually fixed debt service 
obligations. And as capital inflow proceeds, these 
contractually fixed obligations also increase. True, 
the debtors are in a much better position today than 
in earlier periods, because they are now charged less 
than 6 per cent for "hard" money and even less for 
some other forms of capital transfers. The lenders, 
or more accurately, their governments have assumed 
the risk of default. A new concept of international 
financial morality has developed. Debtors should not 
default, precisely because they are charged moderate 
rates of interest and sometimes no interest at all. 
Nevertheless, the debt service charges do increase over 
time, since capital flows are expanding. 

140. The percentage share of exports absorbed by 
debt service will rise under arly circumstances. How
ever, if world demand for primary products rises only 
moderately; if possibilities to expand exports of light 
manufactures are circumscribed by restrictions re
sulting from concern with domestic employment in 
the importing countries; and if it takes time to develop 
competitive exports of heavy industrial goods, it is 
virtually inevitable that the ratio of debt service to 
exports will increase quickly and will attain a high 
level. This rigidity of the balance of payments will be 
further aggravated by a likely shift in the composition 
of imports of the industrializing country, as purchases 
of raw materials, fuels, spare parts, and sometimes 
even basic foodstuffs, rise rapidly. In short, if the 
return of capital, borrowed and domestic, is maximized 
by concentrating on activities catering to the domestic 
market, economic growth and structural change of 
the economy will be accompanied by increased 
rigidity in external accounts. 

141. We do not know how long it takes a develop
ing country to overcome the worst phase of the 
strains on its balance of payments. In particular, 
we do not know at what speed an industry which has 
been built initially to supply the domestic needs, 
can be made sufficiently competitive to penetrate the 
international market. There are industrializing coun
tries which have accomplished the transition from 
domestic to export orientation swiftly, in about a 
decade or so. It is impossible to say how representative 
or accidental their experience is. Sooner or later, 
if economic growth is a success, the structural change 
of the economy will inevitably lead to a structural 
change in external accounts, with a consequent rapid 
rise in exports and the relaxation of rigidities. But 
in the meantime and for the foreseeable future, debt 
service as a proportion of exports will be very high 
and the sensitivity of the economy to declines in its 
capacity to import will be very great. Under these 
conditions, even minor fluctuations in exports and 
minor policy errors of the borrower may have major 
repercussions. 

142. The problems of rigidities and fluctuations 
and of financial danger that they imply, are only one 
aspect of the debt servicing capacity of the developing 
countries. From the long-run point of view, there are 
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three other factors, that are of fundamental impor
tance. First, the rate of return on projects must be 
higher than the international rate of interest. Other
wise, no basis exists for successful servicihg of foreign 
capital on conventional terms. Secondly, the savings 
out of newly-generated income must be sufficient to 
enable the economy to finance an increasing pro
portion of its own investment requirements out of 
domestic resources. At some point of time, aggregate 
domestic savings must exceed aggregate domestic 
investment by a margin that is sufficiently large to 
meet at least interest charges on the previously in
curred debt. If that point is never reached, funds 
would have to be continuously borrowed and in
debtedness would have to increase continuously just 
to meet interest; and as new borrowings would also 
carry interest, the debtor would be caught in the 
familiar trap of the compound interest law. Debt 
service would tend to reach the limit in which it is 
equal to national inc91he. Thirdly, the total flow of 
investment projects in the economy must be sufficient 
to yield an increase in aggregate national output at a 
rate in excess of population growth. Otherwise, it may 
be presumed that the popular pressures would inter
fere with debt servicing; and also, the flow of domestic 
savings is unlikely to expand sufficiently unless 
aggregate real income rises reasonably fast. 

143. The developed countries have three choices 
in financing the economic growth of the developing 
countries. First, they may decide that in some coun
tries day-to-day financial dangers are so serious 
(paragraph 140) and the long-term prospects for 
growth so uncertain (paragraph 142), that the only 
safe way out is to provide most of the needed funds 
on "soft" terms. This device is, of course, already 
being employed on a large scale (including the dis
position of surplus food-stuffs on concessionary 
terms), although there is some tendency for countries 
that have made extensive use of this device to harden 
up their terms, partly because other leading capital
exporting countries have continued to provide de
velopment assistance wholly or predominantly on a 
"hard" basis. If "soft" funds cannot be mobilized 
adequately, and if it is thought that it would be risky 
to expand "hard" lending, the second choice is to put 
arbitrary ceilings on the flow of funds that are made 
available to countries where the situation looks pre
carious. Depending on where the ceilings are fixed, 
the consequence may be that a number of profitable 
projects would not be undertaken because of the lack 
of finance, and the actual rate of economic growth 
in many developing countries may fall short of the 
technically and economically feasible rate. The third 
choice is to try to live with the dangers and with the 
risks and to finance growth predominantly at "hard" 
terms. 

144. In practice, of course, all three possibilities 
are present. The mixture has varied and will continue 
to vary, depending on the judgement of the circum
stances of particular countries and on the actual 
availability of "soft" funds. For analytical purposes, 
however, it might be useful to state, in somewhat more 
formal terms, the conditions which would have to be 
met for the mechanism of international lending at 

"hard" terms to work reasonably successfully. The 
assumption is that no arbitrary ceilings on lending are 
set and that all projects whose yield exceeds, with a 
reasonable margin, the international rate of interest 
(say, 6 per cent) are financed. 

145. The conditions are as follows: 

(a) Financial 

(i) The creditors agree to lend continuously despite 
high debt service ratios (very high in some countries) 
and despite the general rigidities in the balance of 
payments of their debtors. The length of the period 
of lending depends on how far particular debtors are 
from the point of "self-sustained" growth. Self
sustained growth is defined to mean a rate of income 
increase of, say, 5 per cent p.a., financed out of 
domestically generated funds and out of foreign 
capital which flows into the country because it wants 
to do so (investment is irresistibly attractive); 

(ii) The debtors manage their external accounts 
in a way which enables them to pay their bills as they 
fall due, no question asked; 

(iii) The fluctuations in export earnings of the 
debtors are further moderated, thus facilitating the 
fulfilment of conditions (i) and (ii); 

(iv) Some way is found to solve the "cash squeeze" 
problem of those countries which have to repay an 
extremely large proportion of their debt, over the 
next few years. For the solution to be lasting, a number 
of very difficult issues would have to be satisfactorily 
handled. 

(b) Growth 

(v) The return on capital is higher than the inter
national rate of interest; 

(vi) The plough-back of profits is high enough so 
that at some point, however distant, domestically 
generated savings exceed domestic investment re
quirements and thus leave a surplus which can be 
used to meet service payments; and 

(vii) The number of investment projects that are 
undertaken and that meet the condition (v) is suffi
cient to enable the total output to grow at a "satis
factory" rate. A reasonably high income growth 
rate will also help in meeting the condition (vi). 

146. The condition (i)-readiness of lenders to 
provide funds continuously and for a fairly long time 
despite liquidity dangers-has already been discussed. 
The only point which may be added is that as time 
goes on, gross capital exports would have to become 
very large if they are to yield a net addition· to re
sources of the borrowing country. Such net addition 
takes place only when gross borrowing is in excess 
of repayments and in excess of interest due on the 
debt already outstanding. And since new borrowing 
also carries interest, the outstanding debt compounds 
and this in turn increases the debt service that is due. 
The practical implication is that in many countries 
the mechanism of "hard" lending could not work 
properly unless at some point a substantial part of 
capital exports were put on a non-project basis. 

147. The condition (ii) is in the hands of the 
debtors. Difficulties in servicing debts have always 
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been experienced, and they will continue to be 
experienced, whether we deal with debts of individ
uals, corporations or governments, and whether debts 
are domestic or international. The problem which 
concerns us here is how such difficulties can be reduced 
to a minimum. The massive transfer of resources from 
the rich to the poor countries which will have to last 
decades and which is needed to enable the developing 
countries to create the basis for self-sustained growth, 
could not be undertaken on a "hard" loan basis 
unless the paramount condition of any loan is re
spected: loans have to be serviced, no matter what. 
Moreover, all other bills-for imports, services, 
etc.-must be paid on time as well. Only if this is done, 
can the bankers in good conscience mobilize capital 
from the savers in the rich countries and send it to 
distant lands. Only then can they look with leniency 
at the rigidities in the balance-of-payments structures 
of their debtors and at the risks that these rigidities 
entail. Unless confidence is created that bills do get 
paid on time, the lenders would have to charge a rate 
of interest which would incorporate a premium to 
cover the risks. Such an interest rate might be much 
higher than the majority of debtors would be able to 
afford. Even more likely, the required flow of capital 
would simply not take place. 

148. The task of managing the balance of pay
ments in a developing country is formidable. It is so 
because effective demand within the country is great 
--investment activity is high and accelerating. This 
does not mean that maintaining a desirable rate of 
economic growth necessarily conflicts with balance
of-payments equilibrium. Cases still exist where the 
propulsive force in economic growth is expansion of 
exports and where conservative fiscal and monetary 
policies are the best policies to pursue. Politically 
courageous policies can extract through taxation 
resources needed for development, and it is also 
possible to resist the temptation to finance fixed 
investment with short-term credit. Where these 
circumstances do not prevail-and this applies to a 
large number of the developing countries-it will be 
necessary to atfempt to insulate the balance of pay
ments from domestic inflationary pressures. In any 
case, the limits within which Governments of the 
developing countries, which are heavily indebted 
abroad, can act have become very narrow and the 
tolerances very fine. If creditors are asked to live with 
liquidity dangers, the debtors should be asked to 
exercise restraint and act courageously. 

149. Neither lenders not borrowers will be fully 
able to handle the liquidity problems unless export 
earnings of the developing countries attain some 
measure of stability [condition (iii)]. It is true that the 
international business cycle today is something quite 
different than it used to be. Violent downswings in 
prices and quantities, so typical of earlier international 
financial history, have been absent in the two decades 
since the end of the war, and there is no present 
indication that they will recur. Occasional downward 
fluctuations in export earnings of the less-developed 
countries, however, still occur. Much advance has 
been made in mitigating the impact of these fluctua
tions, both by the actions of the International 

Monetary Fund and by public lending agencies of 
the industrialized countries. But it is generally agreed 
that the problem is still with us and that much remains 
to be done. 

150. Even if conditions (i), (ii) and (iii) are met, 
the process of "hard" lending cannot be expected on 
a large scale in countries whose existing debt structure 
is extremely unfavourable, until some solution to their 
liquidity problem is found [condition (jv)]. In several 
countries which are large international debtors, pend
ing payments are extremely high. No solution of their 
present liquidity problem is likely to prove lasting, 
however, unless advance is made in coping with the 
root causes of the present difficulties. And it may be 
that developmental returns to capital in some of these 
"cash-squeeze" countries are high despite inadequate 
financial policies; but these investment opportunities 
cannot be exploited unless the liquidity crisis is 
resolved. 

151. From the long-run point of view, the develop
mental returns are decisive. If there are countries in 
which these returns, properly estimated to include 
both the direct and indirect benefits, are below the 
international rate of interest, it does not make sense 
to transfer capital to these countries on conventional 
terms [condition (v)]. We do not know whether such 
cases exist, but it is quite possible that among the 
hundred countries currently engaged in the develop
mental process there are some where natural obstacles 
and lack of skills are such as to keep the rate of return · 
below the rate of interest, at least for some time to 
come. If it is considered that these countries ought 
to be helped to develop, it would seem that lending to 
them on "soft" terms is the only solution. 

152. It is not sufficient, however, that the rate of 
return on individual projects be in excess of the 
international rate of interest to justify lending at 
"hard" terms. The plough-back out of increased 
income must be sufficiently high to make it possible 
for the country to reach a stage in which it can pay 
out of its own resources for all its investment that is 
needed to attain a satisfactory rate of growth (vi). 
This condition-the marginal savings rate sufficiently 
above the average savings rate--can be met only if 
fiscal and monetary policy is conducive to generation 
of public savings and if private entrepreneurs are 
optimistic enough to plough-back a large proportion 
of their profits into domestic activities rather than in 
investing abroad. The achievement of a sufficiently 
high savings rate is the sole responsibility of the 
borrowing country. Here creditors cannot provide 
much help. If they have a basis for judgement that 
domestic savings will not equal domestic investment 
requirements in the foreseeable future, however distant, 
lending on "hard" terms cannot do the job. Whether 
creditors, under these conditions, want to help the 
country by providing "soft" money is a decision which 
only they can make taking into account whatever 
objective obstacles stand in the way of progress of the 
borrowing country. 

153. There are countries where the present level 
of income is very low, population extremely large and 
natural resources limited in relation to population. 
In these cases, return on particular investments may 
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be high and the plough-back of profits generated by 
these investments may be large, and yet the aggregate 
rate of savings may remain low. If, despite being low, 
the aggregate rate of savings is increasing gradually, 
it is possible that ultimately domestic savings will 
exceed investment. The time span may, however, 
be extremely long and consequently, the gross capital 
inflow that will be needed, and the indebtedness which 
would result from financing the country predomin
antly on hard terms, may be extremely high. These 
are so-called "long-haul" countries. We hope that 
they are few, but they may be very important in rela
tion to the total population of the developing coun
tries. 

154. For growth in income and in savings to 
materialize, there should be a sizeable number of 
investment projects started yearly [condition (vii)]. 
In other words, the aggregate investment rate must be 
at a sufficiently high level. Unless this is accomplished, 
the whole process may never "get off the ground", 
because population 'growth may continually be 
catching up with income growth. It is primarily the 
responsibility of the debtor country to develop 
profitable projects, but the industrialized countries 
can provide help which may prove decisive. 

155. The successful growth-cum-debt process ul
timately depends on four variables: the size of the 
investment activity which a developing country 
succeeds in undertaking, the rate of return on invest
ment, the rate of plough-back of the increment in 
income generated by the new investment, and the 
international rate of interest charged on borrowed 
loan capital. It is a matter of policy which one of these 
variables will be chosen as a target of policy action. 
In some developing countries, it will suffice to raise 
the absorptive capacity and thus attain a higher rate 
of investment consisting of high yielding projects. 

In all of them, it is necessary to attain a high rate of 
plough-back, and thus raise the average rate of 
savings which is the ultimate determinant of self
sustained and independent national economic growth. 
And for some of them, the international rate of 
interest-that key variable in the process of growth
cum-debt-will have to give in if the international 
investment system is to function with tolerable 
smoothness. 

156. The policy questions which are posed by this 
study are serious. They are whether full interest will 
be charged everywhere, how the present liquidity 
crises in several countries can be successfully over
come so that the growth process can be resumed and, 
perhaps above all, how the absorptive capacity for 
high-yielding projects can be increased. It may be very 
difficult to find a solution to these issues, and, in any 
case, they probably require the concerted effort of 
both lenders and borrowers on a scale and in harmony, 
which would be without precedent. But the task, 
itself, is also without precedent. 

157. This study has not solved the debt servicing 
problems, nor has it succeeded in identifying one or 
a few statistical indicators which would conclusively 
show that the limits of indebtedness at conventional 
terms have been reached. Rather, it has arrived at a 
negative conclusion that such indicators probably do 
not exist. The study has developed, however, an 
analytical framework which may be of some help. 
By using the methodology suggested in the study it is 
possible, by attaching values to different factors, to 
arrive at a picture, however hazy, of how external 
indebtedness of particular countries might grow over 
time. The choice of values depends on existing 
quantitative knowledge and, above all, on judgements 
regarding the future. These judgements are necessarily 
subjective in character. 
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Chapter I 

INTRODUCTION 
1. The recent Bank staff study on economic 

growth and external indebtedness 2 views international 
capital flows and indebtedness as an aspect of the 
process of economic development. On the one hand, 
the interrelationship between growth, capital flows, 
productivity, savings, foreign trade, and debt service 
payments has been analysed with the help of a growth 
modeL On the other, a framework has been set up for 
the identification of countries where service payments 
in the near future may pose serious liquidity prob
lems. The relationship between the long-run growth 

• This paper was prepared by the staff of the International Bank 
for Reconstruction and Development in connexion with item 13 of 
the provisional agenda (document E/CONF.46/1) on the subject 
••Improvement of the invisible trade of developing countries" (item 
IV of the list of main topics). [See Interim Report of the Preparatory 
Committee (first session), in vol. VIII of this series]. 

Reference is made to the related paper entitled "Economic 
growth and external debt: an analytical framework" (see previous 
document) also prepared by the staff of the International Bank for 
Reconstruction and Development. 

1 The figures in this document are subject to revision. 
2 "Economic Growth and External Debt: An Analytical Frame

work", IBRD (see preceding document). 
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factors and the liquidity problems is a complex one; 
it has been elaborated at length in the above-mentioned 
staff study. 

2. This study is essentially a supplement to the 
earlier work. It contains statistical data on inter
national public indebtedness and on debt service 
payments. No attempt has been made to draw con
clusions regarding the debt servicing burden. This 
can be done only in the context of individual country 
studies, taking into account the significant variables 
mentioned in the above paragraph. 

3. Chapter II presents data on the level and growth 
of external public indebtedness during the last half 
a decade and Chapter III presents the public debt 
service payments during this period. 

Chapter II 

INDEBTEDNESS: LEVEL 
AND CHANGES 

4. International indebtedness, its level and its 
growth, reflects the cumulative resource gap, changes 
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in it over time and the terms on which external funds 
needed to fill the gap were made available. Foreign 
funds have flown into the developing countries since 
the war in a variety of forms: grants and quasi~ 
grants, private direct investment, other purely private 
flows, loans to Governments and loans to private 
parties guaranteed by Governments in the recipient 
countries. Only the latter two categories represent 
obligations of public authorities. These categories 
represent a large proportion of the total capital inflow 
and the major proportion of that inflow which has 
carried servicing obligations: Governments in the 
developing countries have been major international 
borrowers for their own account and major guar
antors of loans to private borrowers in the post-war 
years. 

1. DEFINITIONS 

5. The Bank collects data on such external public 
and publicly guaranteed debt of its member countries. 
These data cover debt, disbursed and undisbursed, 
with the original maturity of one year or more, 
payable to creditors residing outside the country in 
foreign exchange, goods or services, by: 

(a) the national Government, a political sub
division, an agency of either or an autonomous 
public body; 

(b) a private person or a private body, provided 
that the repayment of the debt or the provision 
of foreign exchange is guaranteed by an organ 
of Government or an autonomous public 
agency of the recipient country. 

6. Excluded from public debt as defined above 
are: 

(a) private debts that are not guaranteed; 
(b) other external obligations, for which the amount 

and the terms are not agreed (e.g. unsettled 
claims); 

(c) debts repayable in local currency; 
(d) obligations arising from transactions with the 

International Monetary Fund; and 
(e) debts with an original maturity of less than one 

year. 

7. As a result of the exclusions of items under 
(d) and (e) above, the Bank's public indebtedness 
data cannot be considered complete. Technically, 
country obligations to the International Monetary 
Fund are not debts. Yet, the repurchase obligations 
imply in effect external indebtedness. Also, obliga
tions with an original maturity of less than one year 
and arising in the ordinary course of trade, are 
normally considered deferred cash payments. How
ever, if these short-term transactions have not been 
liquidated on time, commercial arrears arise, and in 
economic terms, they are not different from medium
term external debt. 

8. The following section is confined to a review 
of indebtedness as defined in paragraph 5. In the 
subsequent section, an attempt will be made to expand 
the coverage and include the items (d) and (e) men
tioned in paragraph 6. 

Chart I 
Growth in external public indebtedness-37 Countries 
(Debt outstanding at end of year in thousand millions of U.S. dollar equivalents) 

East Asia (5 countries) 

Africa (7 countries) 

Southern Europe (l countries} 

South Asia and Middle East (4 countries) 

Latin America (18 countries) 

2. GROWTH IN INDEBTEDNESS 1955-1962, 
THIRTY-SEVEN COUNTRIES 

TOTAL 

9. The Bank data on the public and publicly 
guaranteed debt of the developing countries permits 
the construction of a continuous series for the years 
1955-1962 (end ofthe year) for thirty-seven countries, a 
accounting for 73 per cent of the population of all 
the developing countries." Chart I and Table 1 show 

3 Latin America: Argentina, Bolivia, Brazil, Chile, Colombia, 
Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, 
Honduras. Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay 
and Venezuela. South Asia and Middle East: India, Iran, Israel, 
Pakistan. East Asia: Burma, Ceylon, China (Taiwan), Malaya, 
Philippines and Thailand. Southern Europe: Spain, Turkey and 
Yugoslavia. Africa: Ethiopia, former Federation of Rhodesia and 
Nyasaland, Kenya, Nigeria, Tanganyika and Uganda. 

4 Excluding the centrally-planned economies. 
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TABLE 1 
Growth in public indebtedness, thirty-seven countries, end 1955 to end 1962 

(In millions of US dollars equivalent) 

19.55 19.56 19.57 

Latin America . . . . . . . 3 996.1 4 277.2 4 921.5 
South Asia and Middle East 989.6 1 398.5 1 756.1 
East Asia . . . 306.7 350.3 440.3 
Africa .. . . . 733.2 875.4 926.0 
Southern Europe . 1 004.5 1 079.4 1 081.7 

ToTAL 7 030.1 7 980.8 9 125.6 

the level and growth of debt in these countries, clas
sified into geographic regions. 

10. In this group of thirty-seven countries the 
outstanding debt increased two-and-a-half times in 
the seven years 1955-1962. This represented an average 
annual rate of increase of more than 15 per cent. 

TABLE 2 
Average annual rate of increase of public debt 1955-1962 

Region 

Latin America . 
South Asia and Middle East 
Southern Europe 
East Asia 
Africa ......... . 

TOTAL 

Percentage 

12 
26 
10 
15 
10 

15 

11. The aggregate numbers conceal a variety of 
rates at which debt increased in different countries. 
In some countries debt increased very slowly, e.g. 
Uruguay. India, Pakistan and Argentina are the 
examples of countries which increased their debt very 
rapidly in recent years. Table 3 shows the level and 

TABLE 3 
Selected debtors: Public debt outstanding 1955-1962, end of the 

year 
(In millions of US dollars) 

Average annual 
End 1955 End 1962 percentage lncrea<e 

India .. 310 2936 38 
Brazil . . 1 380 2 349 8 
Argentina (600)" 2067 19 
Mexico 479 1 360 16 
United Arab Republic . (150) 968 30 
Turkey. .. (600) 935 7 
Israel ... (360) 868 13 
Pakistan .• 147 829 28 
Yugoslavia. 332 778 13 
Chile .. 351 742 11 
Colombia 276 639 13 

NoTE: Both the level of debt and the rate of increase would be different in 
some countries if commercial arrears and other similar obligations had been 
included (see Table 6). 

4 Figures in parentheses are crude estimates. 

19.58 1959 1960 1961 1962 

5 710.6 5 816.3 6 573.4 7 614.7 8 913.0 
2 527.5 2 810.7 3 322.5 3 914.4 5 072.9 

571.8 643.1 655.2 729.0 850.1 
9%.7 1 079.4 1 224.8 1 347.0 1 437.4 

1 304.0 1 517.0 1 482.0 1 695.5 1 957.7 

11 110.6 11 866.5 13 257.9 15 300.6 18 231.1 

growth of debt in a sample of countries with large 
debts. 

12. With the rapid increase in indebtedness, the 
data for end-1962 are already out of date. More recent 
information is available for some major debtors: 

TABLE 4 
Selected debtors: Public debt outstanding 31 December 1962 and 

30 June 1963 
(In millions of US dollars) 

End 1962 30 J;mc 1961 

India 2 926 4 398• 
Colombia 639 715 
Yugoslavia . 778 872 
Chile 742 818 

• Forecast for I April 1964, by Indian Government based on loans authori2.ed 
and committed as of 31 December 1963. The 1964 data are not comparable to 
those shown for 1962 because of dill'erences in delinltion and treatment of loans. 
The 1964 data do not show sufficient detail to reconcile the differences. 

13. The recorded increase in indebtedness is a 
result of both real and statistical factors. The real 
factor at work has been the net actual inflow of re
sources provided on loan terms. 

14. In addition, there are reasons of a more 
statistical nature: 

(a) The comprehensiveness of the Bank data has 
improved through the years; 

(b) During the period under consideration, certain 
debtor Governments took over the debts 
previously contracted by private parties without 
the guarantee of their Government; 

(c) Debt contracted but not disbursed appears to 
have increased more rapidly than disburse
ments. Out of the total estimated indebtedness 
of the developing countries at the end of 1962 
approximately one-fifth was undisbursed. 

15. It is, therefore, reasonable to infer that our 
figures may somewhat over-estimate the growth of 
public indebtedness. However, there is no doubt that 
a substantial real increase did occur in the late 
1950s and the early 1960s. This has resulted from an 
increase in exchange requirements for an expanded 
capital formation and for other import increases in 
the developing countries, as well as from borrowings 
undertaken to supplement the sluggish or even 
declining exchange earnings in some countries during 
the last seven years. 
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TABLE 5 
Public and publicly guaranteed external debt, including undisbursed: seventy-four countries outstanding as of 31 December 

(In millions of U.S. dollars) 

1955 1956 1957 1958 1959 1960 1961 1962 

Latin America 8913.0 
Argentina. 600.0 686.5 1 072.8 1 375.1 1492.6 1 478.1 1 670.1 2 067.1 
Bolivia . 93.1 91.0 147.9 153.0 159.8 198.9 187.5 198.3 
Brazil. 1 379.5 1 542.6 1 471.1 1 778.4 1 556.1 1 823.9 2237.8 2 349.0 
British Guiana 25.0 .. 
Chile . 350.7 358.2 396.0 410.5 537.5 549.3 734.4 741.9 
Colombia . 276.2 280.8 448.6 458.9 395.1 376.8 466.1 638.8 
Costa Rica 36.0 41.3 38.2 39.9 40.3 56.1 78.8 79.1 
Dominican Republic 6.2 6.0 5.7 5.2 36.6 
Ecuador. 67.6 74.2 90.1 96.7 102.2 100.8 111.1 121.5 
El Salvador 28.4 27.3 26.5 25.5 31.5 33.3 51.4 51.3 
Guatemala 22.2 22.2 22.2 22.2 33.5 53.5 68.8 64.2 
Honduras. 4.7 4.8 8.2 13.8 15.8 23.6 30.1 39.8 
Mexico . 478.9 489.8 557.1 . 642.8 812.1 1 038.4 1075.0 1 359.9 
Nicaragua. 23.1 28.0 26.1 24.4 29.3 41.1 42.2 47.4 
Panama. 18.1 17.1 31.5 41.6 41.1 58.4 57.8 76.9 
Paraguay 22.1 17.7 15.5 19.7 23.9 22.3 30.7 28.7 
Peru 229.1 213.8 204.2 254.6 221.1 267.8 291.1 500.5 
Uruguay 126.6 146.0 138.6 131.2 138.1 131.8 130.0 150.2 
Venezuela. 239.8 235.9 226.9 216.1 180.3 313.6 346.6 361.8 

South Asia and Middle East 6666.8 
Aden Colony 10.0 25.0 
India. 309.8 532.6 705.5 1 326.7 1 497.7 1 717.6 2136.8 2 925.8 
Iran 172.4 259.1 364.5 404.3 460.1 532.1 499.6 449.9 
Iraq 6.3 156.5 
Israel . 360.0 440.0 515.0 589.3 599.5 646.5 765.8 868.0 
Jordan 30.0 70.0 
Lebanon 27.0 24.8 
Pakistan. 147.4 166.8 171.1 207.2 253.4 426.5 512.2 829.2 
Syria . 50.0 350.0 
United Arab Republic. 150.0 967.6 

East Asia 1011.0 
Burma 17.0 35.0 76.0 84.0 85.0 86.4 86.6 82.7 
Ceylon 43.9 42.4 39.2 80.2 100.9 91.1 110.3 117.3 
China (Taiwan) 37.1 89.2 
Indonesia • 415.0 
Korea. 78.4 
Malaya. 89.9 100.6 97.7 132.2 161.9 179.5 164.3 171.4 
Philippines. 82.6 86.3 79.8 102.8 135.0 148.0 166.6 222.3 
Thailand 73.3 87.0 149.4 174.2 161.9 150.2 201.2 249.7 
Viet-Nam. 46.1 

A/rica 3 514.7 
Basutoland 1.3 
Bechuanaland 3.0 5.0 
Cameroon. 20.0 43.0 
Central African Republic 1.0 2.4 
Congo (Brazzaville). 2.0 5.0 
Congo (Leopoldville) . 350.0 475.8 600.0 
Dahomey. 2.0 4.0 
East Africa (Kenya, Uganda, 

Tanganyika). 285.5 303.3 345.1 344.2 342.9 380.2 441.1 460.8 
Ethiopia. 32.6 32.2 51.2 51.2 52.2 75.0 77.0 65.8 
Federation of Rhodesia 

and Nyasaland . 366.0 491.7 482.1 526.5 543.3 551.5 538.5 571.4 
Gabon 8.0 51.0 
Gambia. 1.0 
Ghana 20.0 230.0 
Guinea . 20.0 115.3 
Ivory Coast • 30.0 55.4 
Liberia . 70.0 140.0 
Mali 25.0 
Mauritania 66.0 
Mauritius . 7.0 13.5 12.7 
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TABLE 5 (continued) 

1955 1956 1957 1958 1959 1960 1961 1962 

Africa (continued) 
Morocco 250.0 400.0 
Niger. 3.0 7.1 7.1 
Nigeria . 40.1 39.2 38.6 65.8 65.8 115.4 131.1 169.8 
Rwanda Burundi. 3.0 10.0 
Senegal . 20.0 45.8 
Sierra Leone . 20.0 50.0 
Somalia. 10.0 90.0 
Sudan. 9.0 9.0 9.0 9.0 75.2 102.7 159.3 169.6 
Swaziland. 6.0 12.0 
Togo .. 4.0 7.3 9.0 
Tunisia . 50.0 84.3 
Upper Volta. 20.0 37.0 

Southern Europe 2 372.2 
Cyprus 20.0 40.0 
Gibraltar 4.0 6.0 
Greece 50.0 200.0 
Malta. 2.0 3.0 
Portugal. 30.0 165.5 
Spain. 73.4 75.7 82.0 103.5 172.9 157,5 139.5 244.5 
Turkey 600.0 592.1 586.3 755.5 819.3 760.7 818.8 935.1 
Yugoslavia 331.5 411.6 413.4 445.0 524.8 563.8 737.2 778.1 

---
TOTAL 22477.7 

NoTE: Data for several countries, and particularly for the earlier yearn, are based on estimates • Not available. 

3. LEVEL OF PUBLIC INDEBTEDNESS, 
END OF 1962, 

SEVENTY-FOUR COUNTRIES 

16. Table 5 shows the outstanding public and 
publicly guaranteed debt of seventy-four developing 
countries at the end of 1962. It also shows debt out
standing at the end of each of the seven preceding 
years 1955-1961, wherever data are available. For 
many countries, the entries represent very crude 
estimates; this refers in particular to new member~ of 
the Bank in Africa. All data are provisional and subject 
to revision. 

17. Public indebtedness referred to thus far covers 
only debts as defined in paragraph 5. A number of 
major debtor countries have contracted external debt 

TABLE 6 

Estimated public indebtedness: seventy-four countries, December 
31,1962 

(In millions of U.S dollars) 

Bank 
definition Others" 

Latin America . 8913 26W 
South Asia and Middle East . 6 667 500 
East Asia . 1 011 1 700• 
Africa 3 515 100 
Southern Europe 2372 200 

ToTAL, 74 countries 22478 5 100 

0 Mostly sbort and medium-term. 
b The major proportion owed by Brazil and Argentina, 

• Consists mostly of a rough estimate for Indonesia. 

Total 

11 513 
7167 
2711 
3 615 
2572 

27 578 

which is not thus covered (see paragraphs 7 and 8). 
Such other debts include commercial arrears and other 
obligations of a similar nature and the drawings from 
the International Monetary Fund. For some of these, 
we have firm data, while for the major part rough 
estimates have been made on the basis of various 
outside sources. 

18. At the end of 1962, total indebtedness on 
public account was of the order of $28,000 million 
equivalent. As indicated in paragraph 10, the post
war average annual growth in debt has been around 
15 per cent; and the partial figures shown in Table 4 do 
not suggest that there has been any slackening in this 
rate. Consequently, it can be assumed that the present 
level of public and publicly guaranteed indebtedness 
of the developing countries exceeds $30,000 million. 

Chapter III 

DEBT SERVICE PAYMENTS: 
LEVEL AND CHANGES 

1. GROWTH IN PUBLIC DEBT SERVICE, 
1956-1963, THIRTY-SEVEN COUNTRIES 

19. Service payments on public and publicly 
guaranteed debt of the thirty-seven countries for which 
continuous data are available, 5 rose from $700 million 
in 1956 to $2,400 million in 1963, almost a four-fold 
increase in seven years. (Only debt service on long and 
medium term debt, as defined in paragraph 5 is 

• See para. 9. 
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Chart II 
Growth of service payments on external public debt-

37 Countries 
(Thousand millions of US dollar equivalents) 

1957 1953 1959 1960 1961 1962 

East Asia (5 countries) 

.. Africa (7 countries) 

Southern Europe (l countries) 

~ South Asia and Middle East (4 countries) 

~ Latin America (18 countries) 

included in these numbers). Since debt outstanding of 
the same countries increased at 15 per cent per annum 
in the same seven-year period, the implication is that 
the effective terms of loans deteriorated. 

20. Chart II and Table 7 show the level and growth 
of public debt service of these thirty-seven countries, 
classified into geographic regions. Table 8 contains 
the country data, and it also indicates the interest 
payments and the repayment of principal. 

2. THE PROBLEM OF DEBT STRUCTURE 

21. In 1963, as well as in 1956 amortization con
stituted approximately 75 per cent of the total service 
payments on public and publicly guaranteed debt. 
This large proportion of amortization is typical of 
the post-war structure of indebtedness and has been 
commented on extensively in the earlier Bank studies.6 

It arises from the fact that a large proportion of debt 
now consists of medium- and short-term maturities. 
Another factor is that international interest rates in 
the post-war period have been held to a level cor
responding to interest rates in the developing countries 
plus a moderate risk premium. Both phenomena stand 
in contrast to the traditional structure of international 
public debt. In the earlier periods, yearly amortiza
tion was fairly low because most of the debt was con
tracted on the long-term bond market. At the same time 
the effective interest rates were high because inter
national risks were privately borne and were judged 
high. 

22. Since at the end of 1962, the aggregate debt 
outstanding and disbursed ofthe thirty-seven countries 
amounted to about $15,000 million (see Table I and 
paragraph 14), and since they paid in 1963 about 
$600 million on account of interest and about 
$1,800 million on account of repayment of principal, 
it can be deduced that: 

(a) the effective average weighted rate of interest 
amounted to about 4 per cent; and 

(b) the average life of outstanding and disbursed 
loans would be slightly more than eight years. 

23. It is quite possible that the recorded repay
ments may have included some interest, particularly 

6 Dragoslav Avramovic, International Bank for Reconstruction 
and Development (IBRD), Debt Servicing Capacity and Post-war 
Growth in International Indebtedness, Johns Hopkins Press, 1958; 
Dragoslav Avramovic and Ravi Gulhati, IBRD, Debt Servicing 
Problems of Low-Income Countries 1956-1958, Johns Hopkins Press, 
1960. 

TABLE 7 
Growth in public debt service, thirty-seven countries, 1956 through 1963 

(In millions of US dollars equivalent) 

1956 1957 1958 1959 1960 1961 1962 1963 

Latin America ....... 455 575 779 848 1049 1084 1 280 1 355 
South Asia and Middle East 95 162 186 217 284 298 378 477 
East Asia 22 27 26 46 56 89 62 112 
Africa ..... 37 44 49 55 63 78 104 143 
Southern Europe 71 50 60 127 253 202 174 321 --

TOTAL 680 858 1100 1 293 1706 1 751 1998 2408 
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TABLE 8 

Amortization, interest and total public debt service, thirty-seven countries, 1956 through 1963 
(In millions of US dollars) 

I Interest payments, gross, on public and publicly-guaranteed debt as recorded by the Bank. 
A Amortization payments, gross on public and publicly-guaranteed debt as recorded by the Bank. 
T = Total service payments, gross (interest and amortization), on public and publicly-guaranteed debt as 

recorded by the Bank. 

19S6 19S1 1958 1959 1960 1961 1962 1963 

Latin America . I 91.6 111.4 135.3 160.3 188.9 226.7 288.1 315.0 
A 362.9 463.7 644.2 688.1 860.4 857.2 992.1 1 039.9 
T 454.5 575.1 779.5 848.4 1049.3 1 083.9 1 280.2 1 354.9 

Argentina. I 3.4 20.0 32.0 43.0 50.0 57.4 74.6 67.fY' 
A 14.4 52.7 92.7 118.0 203.9 194.5 203.2 182.2• 
T 17.8 72.7 124.7 161.0 253.9 251.9 277.8 249.2 

Bolivia I 1.2 1.3 1.9 1.1 0.5 0.7 3.6 
A 2.1 0.4 4.5 3.2 5.4 14.4 4.0 10.7 
T 3.3 1.7 6.4 4.3 5.9 14.4 4.7 14.3 

Brazil I 37.1 39.6 40.7 43.7 60.7 64.9 87.8 97.3 
A 143.5 188.8 210.3 186.1 215.7 181.5 205.8 236.9 
T 180.6 228.4 251.0 229.8 276.4 246.4 293.6 334.2 

Chile . I 9.9 9.7 9.5 11.3 13.7 19.8 22.5 21.1 
A 40.0 37.1 34.5 43.0 58.0 106.1 115.5 80.5 
T 49.9 46.8 44.0 54.3 71.7 125.9 138.0 101.6 

Colombia. I 8.7 8.7 14.4 17.6 13.6 13.4 18.0 23.3 
A 30.5 62.7 112.4 111.6 68.0 60.6 47.7 79.9 
T 39.2 71.4 126.8 129.2 81.6 74.0 65.7 103.2 

Costa Rica I 0.7 0.9 1.0 1.2 1.2 1.6 2.3 3.1 
A 2.2 3.0 3.8 3.4 4.2 4.6 7.4 8.6 
T 2.9 3.9 4.8 4.6 5.4 6.2 9.7 11.7 

Dominican Republic I 0.1 0.1 0.3 0.4 
A 0.8 0.2 0.2 0.6 1.6 3.0 
T 0.8 0.3 0.3 0.6 1.9 3.4 

Ecuador. I 2.2 2.0 2.0 2.9 2.3 2.7 3.8 4.3 
A 4.2 6.1 8.0 7.3 9.1 9.8 8.6 18.3 
T 6.4 8.1 10.0 10.2 11.4 12.5 12.4 22.6 

El Salvador I 1.1 0.7 1.0 1.0 1.0 1.0 1.5 1.8 
A 0.4 0.8 0.8 2.0 2.0 1.9 2.6 3.6 
T 1.5 1.5 1.8 liO 3.0 2.9 4.1 5.4 

Guatemala I 0.2 0.5 0.7 0.9 0.9 1.3 1.6 2.1 
A 1.2 1.4 2.7 13.8 9.7 
T 0.2 0.5 0.7 2.1 2.3 4.0 15.4 11.8 

Honduras. I 0.1 0.2 0.4 0.5 0.6 0.6 0.9 
A 0.3 0.8 1.2 1.4 2.3 1.7 1.6 
T 0.4 1.0 1.6 1.9 2.9 2.3 2.5 

Mexico . I 14.3 15.1 18.3 21.9 28.7 32.6 47.1 56.6 
A 79.6 68.0 97.2 128.1 162.3 141.3 218.4 239.7 
T 93.9 83.1 115.5 150.0 191.0 173.9 265.5 296.3 

Nicaragua I 0.5 0.5 0.6 0.8 0.8 1.1 1.4 1.5 
A 3.9 3.8 3.9 4.3 2.6 3.2 3.2 4.4 
T 4.4 4.3 4.5 5.1 3.4 4.3 4.6 5.9 

Panama I 0.5 0.5 0.6 1.2 1.3 1.4 1.8 2.6 
A 0.4 0.4 6.7 0.5 0.5 0.6 1.1 1.7 
T 0.9 0.9 7.3 1.7 1.8 2.0 2.9 4.3 

Paraguay . ' I 0.3 0.4 0.6 0.9 0.7 0.6 0.8 0.9 
A 5.1 1.2 1.2 2.2 2.0 2.5 2.0 2.6 
T 5.4 1.6 1.8 3.1 2.7 3.1 2.8 3.5 

Peru I 4.7 5.1 5.4 6.2 7.1 6.1 6.4 9.3 
A 25.0 22.7 21.8 22.1 49.1 32.6 36.7 49.0 
T 29.7 27.8 27.2 28.3 56.2 38.7 43.1 58.3 

Uruguay I 4.4 4.3 4.8 4.7 4.6 4.5 4.3 5.0 
A 7.1 6.6 6.8 6.7 5.8 6.1 6.1 7.4 
T 11.5 10.9 11.6 11.4 10.4 10.6 10.4 12.8 

Venezuela. I 2.4 2.0 1.6 1.4 1.2 17.7 12.6 14.2 
A 4.5 9.1 38.0 47.0 68.8 91.9 112.7 100.1 
T 6.9 11.1 39.6 48.4 70.0 109.6 125.3 114.3 

South Asia and Middle East I 24.3 28.3 38.6 53.5 74.9 89.3 123.5 145.2 
A 70.4 133.5 147.1 163.9 208.7 208.3 255.0 332.0 
T 94.7 161.8 185.7 217.4 283.6 297.6 378.5 477.2 
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TABLE 8 (continued) 

1956 1957 1958 1959 1960 1961 1962 1963 

India. I 8.0 10.6 15.7 27.3 43.6 52.9 80.7 99.0 
A 4.3 5.9 8.5 18.3 43.3 47.0 78.2 139.0 
T 12.3 16.5 24.2 45.6 86.9 99.9 158.9 238.0 

Iran I 0.8 2.2 5.7 8.7 9.7 13.8 15.8 15.2 
A 5.5 32.7 40.5 51.1 52.1 58.4 61.7 47.4 
T 6.3 34.9 46.2 59.8 61.8 72.2 77.5 62.6 

Israel . I 13.0 13.0 14.0 13.6 16.5 15.2 17.6 19.4 
A 42.0 60.0 70.0 81.6 93.2 85.1 90.9 99.1 
T 55.0 73.0 84.0 95.2 109.7 100.3 108.5 118.5 

Pakistan I 2.5 2.5 3.2 3.9 5.1 7.4 9.4 11.6 
A 18.6 34.8 28.1 12.9 20.1 17.8 24.2 46.5 
T 2l.l 37.4 31.3 16.8 25.2 25.2 33.6 58.1 

East Asia I 7.8 8.2 8.4 10.3 14.0 17.7 20.3 32.9 
A 14.0 18.8 17.2 35.6 42.1 70.9 41.4 79.7 
T 21.8 27.0 25.6 45.9 56.1 88.6 61.7 112.6 

Burma I 0.2 0.1 0.4 0.5 2.4 2.7 2.6 3.0 
A 0.1 0.1 1.0 2.0 6.5 11.5 8.1 6.9 
T 0.3 0.2 1.4 2.5 8.9 14.2 10.7 9.9 

Ceylon I 1.8 1.9 1.7 2.1 2.7 2.3 2.5 4.1 
A 0.8 0.8 0.8 1.3 9.1 1.8 2.2 4.4 
T 2.6 2.7 2.5 3.4 11.8 4.1 4.7 8.5 

Malaya. I 2.7 2.7 2.7 3.2 3.2 4.6 5.1 5.6 
A 2.1 2.2 3.2 2.4 2.5 3.7 4.5 5.1 
T 4.8 4.9 5.9 5.6 5.7 8.3 9.6 10.7 

Philippines I 1.7 1.7 1.4 1.7 2.2 4.1 4.7 13.8 
A 7.1 8.6 5.3 17.0 9.3 41.6 15.9 50.1 
T 8.8 10.3 6.7 18.7 11.5 45.7 20.6 63.9 

Thailand I 1.4 1.8 2.2 2.8 3.5 4.0 5.4 6.4 
A 3.9 7.1 6.9 12.9 14.7 12.3 10.7 13.2 
T 5.3 8.9 9.1 15.7 18.2 16.3 16.1 19.6 

Africa. I 27.4 31.9 36.2 39.8 43.5 50.1 63.3 76.9 
A 9.8 12.3 12.9 15.5 19.9 28.3 40.3 66.1 
T 37.2 44.2 49.1 55.3 63.4 78.4 103.6 143.0 

East Africa• . I 11.3 13.6 15.1 15.1 15.5 16.8 25.4 26.8 
A 3.3 3.5 5.0 5.0 6.0 6.9 7.0 9.4 
T 14.6 17.1 20.1 20.1 21.5 23.7 32.4 36.2 

Ethiopia I 0.3 0.4 0.6 0.8 1.0 1.1 1.4 2.2 
A 0.4 1.2 0.8 1.4 1.3 1.9 2.5 5.0 
T 0.7 1.6 1.4 2.2 2.3 3.0 3.9 7.2 

Federation of Rhodesia 
and Nyasaland I 13.6 15.7 18.2 21.0 23.0 24.9 27.0 27.8 

A 5.5 7.0 6.5 8.0 8.2 8.8 12.1 23.9 
T 19.1 22.7 24.7 29.0 31.2 33.7 39.1 51.7 

Nigeria . I 1.8 1.8 1.9 2.4 2.8 4.4 5.6 16.7 
A 0.5 0.5 0.5 0.5 0.8 2.2 3.5 13.5 
T 2.3 2.3 2.4 2.9 3.6 6.6 9.1 30.2 

Sudan I 0.4 0.4 0.4 0.5 1.2 2.9 3.9 3.4 
A 0.1 0.1 0.1 0.6 3.6 8.5 15.2 14.3 
T 0.5 0.5 0.5 1.1 4.8 11.4 19.1 17.7 

Southern Europe I 10.0 10.3 10.6 35.8 31.8 30.2 41.9 61.4 
A 61.5 39.6 49.2 90.9 221.2 171.9 132.4 259.3 
T 71.5 49.9 59.8 126.7 253.0 202.1 174.3 320.7 

Spain. I 1.8 2.2 2.9 3.8 3.5 3.5 6.1 8.0 
A 1.9 3.3 5.3 5.1 4.5 4!.9 13.6 22.3 
T 3.7 5.5 8.2 8.9 8.0 45.4 19.7 30.3 

Turkey I 3.9 3.9 3.7 21.1 18.3 21.3 16.2 27.9 
A 8.1 5.9 5.1 32.1 152.0 71.2 35.5 126.9 
T 12.0 9.8 8.8 53.2 170.3 92.5 51.7 154.8 

Yugoslavia I 4.3 4.2 4.0 10.9 10.0 5.4 19.6 25.5 
A 51.5 30.4 38.8 53.7 64.7 58.8 83.3 110.1 
T 55.8 34.6 42.8 64.6 74.7 64.2 102.9 135.6 

TOTAL I 161.1 190.1 229.1 299.7 353.4 414.0 537.1 631.4 
A 518.6 667.9 870.6 994.0 1 352.3 1 336.6 I 461.2 1 777.0 
T 679.7 858.0 l 099.7 l 293.7 1 705.4 1 750.6 1 998.3 2 408.4 

6 Estimated from previous year's figures. Sources: IBRD debt data; IMF Balance of Payments Yearbook. 

~ Kenya, Uganda, Tanganyika, East African Common Service Organization. 
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TABLE 9 
Debt structure indicators 

Latin America 
Brazil . 
Argentina 
Venezuela 
Mexico 
Guatemala . 
Costa Rica. 
Chile 
Colombia 
Peru 
El Salvador. 
Nicaragua 
Ecuador . 
Paraguay. 
Uruguay. 
Bolivia. 
Dominican Republic. 
Honduras 
Panama 

South Asia and Middle 
East 
Israel 
Iran. 
India 
Pakistan . 

East Asia 
Philippines . 
Burma 
Ceylon. 
China (Taiwan) . 
Thailand. 
Korea. 
Malaya 

Africa 
Ethiopia . 
Sudan. 

Percentage of debt (incl. Debt service payment in 
undisbursed) outstanding 1963 as percentage of 
end 1962 repayable in debt outstanding, net of 

1963-1967 undisbursed, end 1962 

n.a. (very high) 15.8 
n.a. (very high) n.a. 

68 48.7 
64 27.7 
61 37.5 
47 25.1 
44 18.0 
44 24.7 
41 13.9 
40 16.7 
38 21.3 
36 23.7 
31 18.8 
30 10.8 
26 8.1 
24 19.6 
21 13.1 
20 8.1 

57 16.3 
56 17.5 
24 9.8 
23 18.0 

56 29.4 
43 14.8 
43 18.5 
40 25.9 
38 11.0 
19 8.1 
18 8.3 

44 16.6 
28 20.5 

Fed. of Rhodesia and 
Nyasaland . 19 9.6 

East Africa 8 8.3 

Southern Europe 
Yugoslavia. 75 25.5 
Turkey. 59 17.5 
Spain 50 16.7 

in the case of suppliers' credits. However, this is not of 
sufficient significance in relation to the over-all un
favourable structure of present international indebted
ness-heavy concentration on short maturities. It is 
paradoxical that while lending today is overwhelm
ingly for developmental purposes in which returns 
flow over a long period, the maturities have contracted. 

24. The data available to the Bank enables the 
projection of the service payments due on the existing 
debt. The proportion of the outstanding debt re
payable over the next five years is used as a con
venient indication of the debt structure. Table 9 
presents this data for different countries. Another 
indicator of the structure of public debt, shown in 

Table 9 is the debt service payments as a percentage 
of the outstanding debt. It should be noted, however, 
that for some countries the position is worse than shown 
in the table: obligations due on account of com
mercial arrears, other similar debts and repayments 
obligations to the International Monetary Fund are 
not included. This is of particular importance for 
countries with large debts. 

3. THE LEVEL OF PUBLIC DEBT SERVICE, 
1963 AND IN THE IMMEDIATE FUTURE 

25. It will be recalled that the estimated public 
and publicly guaranteed indebtedness of seventy-four 
countries included in our larger sample, amounted to 
$22,500 million at the end of 1962 ("Bank definition"; 
see Table 6 and para. 17). Assuming the proportion 
of disbursed debt to total debt at 80 per cent (see 
paragraph 9), the total disbursed debt of these coun
tries at the end of 1962 was of the order of $18,000 
million equivalent. If we further assume that service 
payments in these seventy-four countries bore the 
same relationship to the debt outstanding and dis
bursed as in the thirty-seven countries of our smaller 
sample 7 then public debt service payments in 1963 
of the seventy-four countries would be of the following 
order 8 : 

Amortization 
Interest 

Total 

$2,200 million 
$ 700 million 

$2,900 million 

26. On a wider definition of external public debt, 
we have placed the debt of the seventy-four countries 
at the end of 1962 at about $28,000 million (see Table 
6). The additional indebtedness-commercial arrears, 
other similar debts, obligations to the International 
Monetary Fund-were essentially of a short-term 
nature. It is reasonable to assume that these amounts 
are due for retirement-or for renegotiations-within 
two to three years. Consequently, on a wider definition 
of public debt and servicing, debt service obligations 
of the seventy-four developing countries in this year 
and the next are no less than $4,000 million and could 
have well reached $5,000 million per annum. 

27. Extrapolations of the nature suggested in 
paragraphs 25 and 26 are always suspect. Nonetheless, 
it is quite possible that they are quite close to the truth. 
The fact is that in 1963, thirty-seven countries paid 
debt service of as much as $2,400 million it is also 
the fact that several major debtors face very large 
obligations on account of commercial arrears and 
similar items, perhaps as much as $1,000 million per 
year; and it is also the fact that service payments are 
starting on loans that were disbursed more recently. 
If we add to these items the service obligations of 
countries other than the thirty-seven in our sample, 
the figure of S4,000-5,000 million per annum does not 
look implausible. 

' On disbursed debt of $15,000 million, the thirty-seven countries 
paid service in 1963 of $2,400 million or about 16 per cent {see 
para. 22). 

s 16 per cent of $18,000 million equals $2,900 million, three
fourths, or $2,200 million, are assumed as amortization (see para. 
21). 
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TABLE 10 
Percentage of debt as of end 1962 repayable in 1963-1965 and 

in 1963-1967 

1963-1965 1963-1967 
Three years Five years 

Latin America 36 55 
South Asia and 

Middle East 19 32 
East Asia. 31 52 
Africa . 13 20 
Southern Europe 41 65 

28. The fundamental point to be repeated is that 
by far the largest proportion of total service payments 
consists of principal repayments-mostly short and 
medium term maturities; and the latter are the func
tion of a peculiar structure of debt, which is incon
sistent with the long-term character of the development 
process in the developing countries. As time goes on, 
interest payments will become increasingly important; 
and in some countries they have already assumed quite 
a large magnitude. In the majority of debtors today, 
however, it appears that the factor most responsible 
for heavy service flow are the early maturities. 

29. Table 10 shows the proportions of public debt 
outstanding at the end of 1962, which is repayable 
over the three-year period 1963-1965 and over the 
five-year period 1963-1967. Data refer to the thirty
seven countries in our sample and they do not include 
commercial arrears, obligations to the International 
Monetary Fund and other similar obligations. 

30. Had the additional debt, arising from com
mercial arrears, obligations to the International 
Monetary Fund and other similar transactions (see 
Table 6) been taken into account in calculating the 
above percentages, the figures would have been higher. 
This would have been especially so in the case of 
Latin America, where the volume of such additional 
short and medium term indebtedness is most signifi
cant. In Table 6 above we have assessed this additional 
indebtedness of the Latin American countries at 
approximately $2,500 million. This amount was 
almost in its entirety repayable during the period 1963-
1965. Thus, with the wider definition of public debt, 
approximately 50 per cent of the Latin American 
debt outstanding at the end of 1962 was repayable 
during these three years. On the same basis, approxi
mately 65 per cent of this region's debt outstanding 
at the end of 1962 was repayable during the period 
1963-1967. 



INTERNATIONAL SERVICES TRANSACTIONS OF UNDER-DEVELOPED 
COUNTRIES* 

NOTES TO TABLES I AND 2 

Figures for international receipts and payments for 
goods and services for under-developed countries in 
1961 are given in Table l. Details of services are given 
in Table 2. 

In Table 2, the credits for freight and insurance 
represent earnings of nationals on exports, on imports, 
and on goods transported between foreign countries. 
The debits cover freight and insurance payments to 
nationals on imports together with freight and in
surance payments on imports to foreign carriers; the 
inclusion of the freight and insurance earned by 
nationals on imports as both credits and debits is a 
statistical necessity which does not affect the cor
rectness of the balance on services but which inflates 
the gross figures. Freight and insurance payments to 
foreigners on exports are conventionally excluded 
from the balance of payments as a consequence of the 
uniform f.o.b. valuation of merchandise exports. It 
may be noted that the "payments" include the cost 
of transportation services received without charge 
under aid programmes, which have an offset in credit 
entries to Government transfer payments. Other 
transportation consists mainly of port expenditures 
and passenger fares. 

Travel is largely self-explanatory, except to note 
that passenger fares are included with other trans
portation whenever possible. This item is particularly 
difficult to estimate accurately, and both credits and 
debits may be substantially understated; this is espe
cially likely when the figures are based exclusively on 
exchange records. On the other hand, the Mexican 
figures for border travel, which make up the largest 
part of both the credits and debits reported by that 
country, are much higher than the figures on the same 
travel recorded by the United States; a satisfactory 

• This paper was prepared by the Staff of the International 
Monetary Fund in connexion with the sub-item on "Role of 
invisibles in the balance of payments of developing countries" 
(item IV.l of the list of main topics) [See Interim Report of the 
Preparatory Committee (first session), in Vol. VIII of this series]. 

It is a revised and expanded version of the paper on international 
transactions in services in the balance of payments of under
developed countries, which the Fund originally prepared for con
sideration by the second session of the Preparatory Committee 
of the United Nations Conference on Trade and Development. 
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explanation of this discrepancy has never been given. 
The investment income account is broken down into 

direct investment income and other investment in
come. Very few of the under-developed countries earn 
direct investment income from abroad, while many have 
substantial direct investment income payments. The 
debits include, whenever possible, undistributed profits, 
which in the complete balance-of-payments statement 
have an exact offset in the capital account as reinvested 
earnings. Separate data on undistributed profits are, 
for the most part, not reported by the under-developed 
countries. However, United States records show that, 
out of total United States earnings in under-developed 
countries of $2000 million in 1961, some 18 per cent 
was left in these countries. 

Other investment income transactions represent 
mainly, on the credit side, earnings on international 
reserves and on portfolio investment, and on the debit 
side interest payments connected with loan obligations 
and credit facilities, and dividend payments on port
folio investment. 

Conceptually, the debits for Government, n.i.e., 
include the value of technical assistance services 
provided without charge by international organiza
tions and Governments, and in practice a large part of 
such transactions is probably so recorded. However, 
the amounts-which should have an exact counterpart 
in credit entries under Government transfer pay
ments-are not separately available. 

The category of other services includes-in addition 
to non-merchandise insurance (premiums and claims 
on direct insurance other than merchandise insurance 
and on reinsurance), which is shown separately-such 
items as workers' earnings, management fees paid by 
direct investment companies to their head offices, 
film rentals, patent royalties, and communication 
services. It also includes all goods (including mer
chandise adjustments) and services that cannot be 
allocated to the proper accounts because of statistical 
difficulties. For the same reason, it may even include 
private transfer payments and capital movements in 
some cases. Such difficulties are most likely to arise 
when the balance of payments of a country is based 
on an exchange record, which commonly provides a 
basket category to cover relatively small individual 
transactions. 



TABLE 1 
Merchandise and services in the balance of payments of under-developed countries in 1961 

(In millions of US dollars) 

Merchandise, f.o.b. (tnclud- Merchandise. f.o.b. (includ-
ing non.~monetary gold) Services~ Goods and lng non-monetary gold) Servicesa Goods and 

servtceJ services 
Exptms Imports Credit Debit balance" Exp?rls ImpiJrts Credit Debit balance" 

Latin American Republics Asia (continued) 
Argentina. 964 1 314* 232 454 -572 Philippines 514 610 152 219 -163 
Bolivia 60 72 4 20 -28 Thailand .. 473 437* 63 96 3 
Brazil. . . 1405 1292 156 560 -291 Viet-Nam .. 72 246* 32 72 -214 
Chile •.. 443 554* 77 253 -287 
Colombia. 477 532 128 216 -143 TOTAL. 5 286 6675 1011 1 848 -2226 

Costa Rica 84 97 19 26 -20 
Dominican Republic 138 71 13 37 43 Middle East and North Africa 
Ecuador •. 133 103 9 64 -25 Irana • . . . . . 872 528* 65 446 -37 

El Salvador 119 98* 12 35 -2 Iraq 662 377* 54 382 -43 -
Guatemala 114 120 15 39 -30 Israel . 238 518 183 302 -399 ~ 
Haiti" .•. 32 37* 15 16 -6 Jordan 15 101* 26 28 -88 m 

Honduras. 74 65 6 14 1 Libya. 22 135* 46 -41 -26 ~ 
> 

Mexico •. 839 1 028* 757 645 -77 Morocco 363 420 ll5 108 -50 >-'! 

Nicaragua. 70 59 19 37 -7 Syria •. 109 174* 35 36 -66 0 
Panama. 116 174 87 54 -25 Tunisia. 115 190* 77 81 -79 z 

> 
Paraguay . 44 48 5 14 -13 United Arab Republic 473 616* 262 268 -149 t"' 

Peru .•. 511 401 76 179 7 
v.> 

TOTAL •...• 2 869 3 059 863 1 610 -937 m 
Uruguay 175 188* 48 49 -14 IXl 

Venezuela. 2 500 1 078 118 1082 458 Africa 
;:;; 
() 

Ethiopia 78 81 19 35 -19 m 
TOTAL. 8 298 7 331 1796 3 794 -1031 

en 
Ghana . 333 386 30 109 -132 >-'! 

Europe Nigeria. 479 546* 58 180 -189 ::d 

Greece • 235 532 231 129 Rhodesia and Nyasa1and 616 441 125 338 -38 > 
-195 z 

Spain .. 759 1048 559 223 47 Somalia .•• 25 31* 6 13 -13 v.> 
> 

Turkey . 366 450 130 169 -123 South Africa. 2106 1429* 232 622 287 () 

Sudan .•.. 176• 197* 29 72 -64 ::! 
0 

TOTAL. 1 360 2 030 920 521 -271 z 
TOTAL. 3 813 3 111 499 1 369 -168 v.> 

Asia 
Burma ... 223 186* 23 68 -8 Other 
Ceylon ... 359 339* 47 89 -22 Cyprus ••.... 48 91 66 40 -17 
China (Taiwan) 196 297* 38 68 -131 Netherlands Antilles 27 75* 87 30 9 

India .•• 1 388 1 874* 298 547 -735 Puerto Rico'. • • • 792 1 098 254 357 -409 

Indonesia. 766 1056 44 275 -521 Surinam ••.... 42 47* 11 31 -25 

Korea 41 282 107 64 -198 UK colonial territories 1403 1689* 7849 823• -325• 

Laos .. 1 20* 4 14 -29 TOTAL ••.. 2 312 3 000 1 202 1 281 -767 
Malaya. 854 682* 99 207 64 
Pakistan 399 646* 104 129 -272 GRAND TOTAL 23 938 25 206 6 291 10423 -5400 

Sources: IMF, Balance of Payments Yearbook, Volume 14. • Year beginning 1 October 1960. 
• C.i.f. figure adjusted by Fund staff for estimated freight and insurance. d Year beginning 21 March 1961. 
4 Details are shown in Table 2; freight and insurance earnings of nationals on imports are Included as both ' Exports mainly c.i.f. 

credit and debit. t Year beginning I July 1961. 
• No sign indicates credit; minus sign indicates debit. • Includes private transfers. 
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TABLE 2(a) 

Transportation and travel in the balance of payments of under-developed countries, 1961 
(In millions of US dollars) 

Transportation account 

Freight Insurance Other Travel 

Credit Debit Credit Debit Credit Debit Credit Debit 

Latin American Republics 
Argentina . 56.6 131.4* 14.6* 69.8 83.6 9.7 25.9 
Bolivia 9.5 0.9 0.1 1.6 0.6 1.1 
Brazil 54.0 136.0 9.0 34.0 23.0 23.0 42.0 
Chile . 21.1 57.8* 6.1* 6.5 19.3 35.7 61.4 
Colombia. 55.6 47.2 2.4 13.2 49.4 22.6 24.1 
Costa Rica 0.7 9.6 0.3 1.1 3.3 2.9 7.4 5.5 
Dominican Republic 1.6 4.2 0.1 1.4 2.7 2.9 2.5 4.2 
Ecuador. 13.3 0.5 2.0 3.9 4.4 
El Salvador 9,7*G 1.1 •a 1.2 2.2 4.8 9.7 
Guatemala 11.0 1.1 2.9 4.2 6.1 4.0 
Haiti• 3.7* 0.4* 0.9 1.0 8.3 0.9 
Honduras. 0.1 6.8 0.3 1.7 0.2 1.2 1.7 
Mexico. 102.5* 11.4* 0.3 6.4 708.2 322.9 
Nicaragua 8.1 10.0 0.6 1.5 8.2 2.2 6.8 
Panama 17.3 1.3 9.5 4.1 27.7 7.3 
Paraguay 0.6 5.8 0.7 0.5 0.9 1.2 1.5 
Peru 6.4 60.1 1.6 2.1 6.2 5.9 23.4 22.2 
Uruguay 0.6 18.7* 2.1* 1.4 0.6 35.0 10.2 
Venezuela. 1.5 129.1 11.7 18.8 19.9 3.6 62.8 

ToTAL 206.9 783.7 2.0 68.8 174.5 238.3 927.1 618.6 

Europe 
Greece 41.1* 46.9 4.6* 5.8 56.4 11.3 68.1 19.3 
Spain. 38.9 48.4 4.5 6.2 28.9 16.3 384.6 54.1 
Turkey 14.9 58.9 4.2 2.7 9.0 10.1 7.1 12.3 

ToTAL 94.9 154.2 13.3 14.7 94.3 37.7 459.8 85.7 

Asia 
Burma 2.3 21.9* 0.3 3.6* 2.1 6.0 0.6 2.8 
Ceylon 0.2 34.7* 0.8 4.0* 23.3 6.3 1.6 5.3 
China (Taiwan) 9.5 29.7* 0.3 3.3* 0.4 8.5 2.5 2.1 
India. 54.0 197.2* 6.9 20.8* 42.6 47.0 9.9 23.7 
Indonesia . 4.0 57.0 3.0 8.0 19.0 8.0 
Korea 6.5 29.4 0.1 0.3 1.2 5.9 1.4 2.4 
Laos . 1.9* 0.2"' 0.7 2.2 
Malaya. 33.4* 3.7"' 4.7 5.7 2.7 23.3 
Pakistan 31.9*• 3.6*• 16.7 19.2 1.7 7.9 
Philippines 63.5 108.0 2.0 4.9 4.3 21.3 
Thailand 8.1 47.5* 0.6 5.3* 3.8 1.8 7.7 12.2 
Viet-Nam. 24.6* 2.7* 6.3 4.5 9.9 

TOTAL 148.1 617.2 9.0 52.5 109.1 129.5 32.4 121.1 

Middle East and North Africa 
Irand . 63.1* 1.0 7.0"' 5.7 5.5 1.7 30.2 
Iraq 0.3 46.0* 0.3 5.1"' 22.8 2.3 9.1 29.3 
Israel . 46.6 48.7 3.0 3.9 41.8 53.7 30.1 16.4 
Jordan 0.3 12.9* 1.4* 1.1 12.2 6.8 
Libya. 16.4"' 1.8"' 3.1 3.1 5.2 11.2 
Morocco 2.6 26.8 2.2 8.3 7.1 24.8 20.9 
Syria .. 21.3* 2.4* 12.5 9.7 
Tunisia . 23.1"' 2.6* 6.3 8.9 3.8 10.3 
United Arab Republic 61.6* 6.9* 170.5 22.4 9.5 19.2 

TOTAL 49.8 319.9 4.3 33.3 258.5 104.1 108.9 154.0 

Africa 
Ethiopia 10.2 0.9 3.2 1.8 4.2 4.3 
Ghana 2.2 34.2 3.6 6.4 14.6 3.9 18.2 
Nigeria . 74.1* 8.2* 26.6 23.2 5.6• 24.9• 
Rhodesia and Nyasaland 6.7 42.6 2.8 8.1 23.2 8.1 51.8 
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TABLE 2(a) (continued) 

Transportation account 

Freight Insurance Other Travel 

Africa (continued) 
Somalia 
South Africa 
Sudan 

TOTAL 

Other 
Cyprus 
Netherlands AntiHes• . 
Puerto Ricot 
Surinam. 
UK colonial territories 

TOTAL 

• Fund staft' estimate. 

a Revised. 

GRAND TOTAL 

b Year beginning 1 October 1960. 

Credit Debit 

3.8* 
13.9* 99.5* 

27.4* 

22.8 291.8 

9.1 
9.2* 

OJ 79.5 
5.7* 

201.6* 

0.1 305.1 

522.6 2 471.9 

' Freight and insurance on government imports are excluded. 

Credit 

1.5* 
0.3 

1.8 

2.5 

1.3 

3.8 

34.2 

Debit 

0.4* 
11.1 * 
3J * 

30.1 

1.0 
1.0* 
3.6 
0.6* 

22.4* 

28.6 

228.0 

Credit 

OJ 
40.6 

1.7 

86.7 

36.4 
2.1 

196.0 

234.5 

957.6 

• Year beginning 21 March 1961. 

Debit 

1.5 
35.0 
1.4 

100.7 

7.3 

32.6 
1.l 

41.0 

651.3 

Credit Debit 

0.3 1.4 
32.2 54.6 
0.5 4.9 

54.8 160.1 

10.1 9.2 
0.7 3.6 

65.9 52.4 
1.5 1.7 

168.0 

246.2 66.9 

1 829.2 1 206.4 

e Net transactions of foreign-Qwned oil and phosphate mining companies 
are included with other services, credit. 

f Year beginning 1 July 1961. 

TABLE 2(b) 

Services other than transportation and travel in the balance of payments of underdeveloped countries, 1961 

(In millions of US dollars) 

Investment income Other services 

Direct investment Non-merchandise 
income Other Government, n.f.e. insurance Other 

Credit Debit Credit Debit Credit Debit Credit Debit Credit Debit 

Latin American 
Republics 
Argentina. 64.2 115.9 49.9 16.7 23.1 0.7 2.8 14.6 6.6 
Bolivia -0.8• 0.1 2.0 2.3 1.1 0.4 1.3 4.6 
Brazil 61.0 3.0 126.0 17.0 49.0 1.0 4.0 24.0 110.0 
Chile . 48.5 28.4 10.3 13.3 0.5 1.5 2.7 16.4 
Colombia . 36.0 0.4 14.8 4.0 9.4 9.6 12.1 22.2 20.5 
Costa Rica 1.1 0.2 1.8 1.9 0.5 0.6 0.9 4.8 2.8 
Dominican 

Republic 11.8 0.1 1.5 0.8 1.8 2.9 5.4 2.7 3.4 
Ecuador. 20.9 0.1 3.1 2.3 4.8 2.2 2.7 0.5 11.9 
El Salvador 2.8 0.3 1.6 1.7 2.9 1.1 2.5 3.1 2.8 
Guatemala 11.3 0.9 2.0 4.3 1.5 0.7 1.3 0.3 2.4 
Haitib 3.1 0.2 2.3 4.4 0.8 1.4 2.5 0.4 
Honduras. 1.1 0.7 0.6 1.3 1.1 0.2* 0.4* 0.9 1.3 
Mexico . 148.1 40.2 8.4 6.0 4.5 7.0 35.4 
Nicaragua 2.2 0.2 1.1 2.3 3.3 0.2 1.0 4.1 3.9 
Panama 12.6 2.5 1.5 5.9 4.1 2.0 41.7 4.2 
Paraguay 0.5 1.3 2.2 1.1 0.1 0.8 2.1 
Peru 40.9 0.4 16.3 14.1 4.7 7.4 8.7 16.0 18.0 
Uruguay 1.6 2.8 4.7 3.0 3.1 3.3 4.4 1.5 3.8 
Venezuela. 10.9 567.2 1.3 22.6 2.0 14.4 19.1 16.8 60.8 237.0 

TOTAL 75.1 1 085.8 13.0 319.6 102.8 149.6 54.8 75.4 239.9 452.1 

Europe 
Greece 1.0* 2.0* 5.7* 5.3* 27.1 12.4 2.8* 6.2* 24.4 19.6 
Spain. 2.7 11.2 2.3 12.9 56.5 26.8 0.3 2.0 39.8 44.9 
Turkey 0.1 1.1 0.2 36.5 63.1 15.6 6.9 17.2 24.1 15.5 

TOTAL 3.8 14.3 8.2 54.7 146.7 54.8 10.0 25.4 88.3 80.0 
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TABLI! 2(b) (continued) 

Investment income Other service. 

Direct Investment Non-merchandise 
Income Other Government. n.t.e. Insurance Other 

Credit Debit Credit Debit Credit Debit Credit Debit Credit Debit 

Asia 
Burma 3.0 5.1 4.9 6.9 21.6 0.1 6.0 3.7 
Ceylon 0.2 10.0 4.4 3.0 5.1 8.9 0.6 2.1 9.7 14.6 
China (Taiwan) 1.3 0.1 3.4 14.2 12.8 0.1 1.0 9.3 6.7 
India. -· 35.0* 27.7* 104.6* 68.7 26.7 8.8 12.2 79.8 79.8 
Indonesia . 78.0 6.0 15.0 6.0 22.0 1.0 20.0 72.0 
Korea -· -· 4.6* 0.2* 88.7 21.8 0.2 0.2 4.7 3.4 
Laos . 0.8 3.0 8.8 0.2 
Malaya. -· 105.0* 37.7* 5.6* 51.9 3.8 4.9 1.7 21.3 
Pakistan -· 2.5* 10.3* 13.4* 40.1 20.6• 1.2 5.1 33.6 24.3 
Philippines 35.7 4.9 2.3 31.5 4.7 3.3 7.8 44.8 32.0 
Thailand 0.1 9.1 8.8 3.9 21.4 5.0 0.6 1.1 12.0 9.8 
Viet-Nam . -· 12.0* 9.0* 0.5* 0.1 12.8 0.3 16.3 5.0 

TOTAL 1.6 290.3 119.4 156.8 338.2 169.5 14.8 35.8 237.9 272.8 

Middle East and 
North Africa 
Iran4 • 289.9 1.0 11.3 29.2 26.2 4.7* 2.8* 21.6 10.4 
Iraq 2.1 270.2 8.0 0.3 10.9 27.6 0.3 1.0 
Israel . 14.9 13.1 54.1 1.5 60.5 22.3 25.7 18.1 24.4 
Jordan 0.5* 0.6* 2.8* • 3.0 2.8 0.1 7.2 2.5 
Libya. -187.9" 32.5 19.8 4.7 94.4 
Morocco 7.9* 32.0* -· 5.2* 63.2 2.6 1.2 1.2 6.5 10.0 
Syria . . 8.7 1.4 o.8* 0.3* 13.0 1.1 
Tunisia . 0.1 4.3 1.7 41.0 17.3 0.5 0.6 14.9 16.2 
United Arab 

Republic -· 0.9* 16.7* 12.0* 92.2 2.3 2.9 62.9 49.1 

TOTAL 10.5 420.8 45.9 84.6 202.0 250.4 31.8 33.6 149.2 209.1 

Africa 
Ethiopia 7.5 1.2 1.1 7.6 4.3 0.9 2.9 3.5 
Ghana 25.2 10.1 0.3 3.1 3.4 2.2 4.5 2.0 4.5 
Nigeria . 18.21 16.81 9.5f 9.01 18.81 3.1t 
Rhodesia and 

Nyasaland 12.6 113.4 26.0 26.6 2.0 1.4 2.0 5.9 59.6 70.0 
Somalia. 0.3* • 3.8 4.5 1.8 1.4 
South Africa. 29.4 194.6 25.2 105.0 2.8 4.2 21.0 28.0 65.8 89.6 
Sudan 4.3 8.9 2.9 6.9 10.3 0.6 10.3 17.5 

TOTAL 42.0 363.5 88.2 145.4 35.2 46.9 25.2 39.9 142.4 189.6 

Other 
Cyprus -· 6.3• 2.0* 6.3* 49.0 0.6 2.2 0.6 
Netherlands 

Antillesq. -· 0.9* 3.1* 0.8* 4.0 1.5 78.7 6.8 
Puerto Ri~ 100.4 16.8 44.4 94.7 13.2 22.9 26.0 21.2 
Surinam. 14.0 0.2 0.2 2.8 0.9 4.2 6.9 
UK colonial 

territories . 8.4* 212.8* 15.6* 53.2* 140.0 11.2* 41.9* 184.8 291.1 

TOTAL 8.4 334.4 97.7 104.9 290.5 9.0 24.4 64.8 295.9 326.6 

GRAND TOTAL 141.4 2 509.1 372.4 866.0 1 115.4 680.2 161.0 274.9 1153.6 1 530.2 

• Fund staff estlmate. changing of total direct investmettt against the income for tbe period during 
4 Minus sign Indicates net losses offorelgn-owned direct investmettt companies. which tbe investments were made, 

~ Year beginning 1 October 1960. I Revised. 

• Includes freight and insurance on government tmports. • Net transactloDS or foreign-owned oil and phosphate mining companies 
4 Year beginning 21 March 1961. are included in other services, credit. 

• Foreign-owned oil companies only: minus sign indieates a net loss due to h Year beginning 1 July 1961. 
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FuND BALANCE-0F·PAYMBNTS COMPILATIONS • . • • • . . • . • . • • • • . • • • • • • • 1-22 

SUMMARY OF TERMS 
OF REFERENCE 

1. This study of the problems arising in relation 
to insurance as a factor in the balance-of-payments 
of developing countries was undertaken for the United 
Nations Conference on Trade and Development. 

2. The main aspects of the study are: 
(1) The nature and extent of the direct foreign 

exchange burden. 

(2) The possibility of determining indirect burdens 
on the economy as well as the balance-of-payments, 
arising from loss of earnings and investment funds. 

(3) The effectiveness of national control of in
surance or other measures taken to limit the foreign 
exchange cost of insurance. 

SCOPE OF THE INVESTIGATION 

3. Because of the limited nature and scope of 
statistical data and the limited time available, the 
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possibility of anything approaching an exhaustive 
study had to be eliminated. The most fruitful line of 
inquiry was considered to lie in approaching national 
financial authorities in specified developing countries 
to elicit information available to them; the six coun
tries selected were Colombia, India, Nigeria, Sudan, 
Tunisia and Turkey. Similarly, approaches to ap
propriate bodies in the main world insurance centres 
were to be made; London, New York, Paris and 
Zurich were designated. It was thought that, in the 
time available, only qualitative data would be obtain
able in these centres. 

INFORMATION TO BE SOUGHT 

4. It was suggested that information be sought 
under three main headings: 

A. Statistical data on foreign exchange costs 
of insurance 

5. Widest possible reference was to be made to 
national and international documentation and statis
tics, in order to discover such data as exist covering 
the gross and net foreign exchange costs of merchan
dise insurance, other (internal) insurance, and as
surance, in each of the selected countries, how these 
costs relate to total national insurance outlays, and 
to what extent reinsurance represents a major element. 

B. Information from national and private sources 
in developing countries 

6. In the selected countries, approaches were to 
be made to the financial authorities to gather any 
information already in their hands as to: 

(a) The over-all scale of insurance activity within 
the country; 

(b) The proportion of this business transacted by 
overseas companies: (i) directly, (ii) through agencies, 
(iii) under reinsurance arrangements, and the foreign 
exchange costs incurred in these operations; 

(c) The effectiveness and financial performance of 
locally-owned insurance institutions, including State 
institutions; 

(d) Employment of reserve funds within the 
country; 

(e) What forms of control or restriction are exer
cised over the operations of foreign, as compared with 
domestically-controlled, insurance activities, the ob
ject of these controls, and the extent to which they 
have contributed to a reduction in the foreign exchange 
costs of insurance. 

C. Indications of trading results from 
major centres of international 

insurance activity 

7. The object of the inquiries in major international 
insurance centres was to be to discover in relation to 
the selected developing countries, as far as possible 
in the time available: 

(a) The scale of insurance operations carried on in 
each country; 

(b) The form of operation most widely employed; 

(c) The extent of international transfers involved in 
maintaining these operations; 

(d) Policies adopted for the employment of reserve 
funds. 

8. The information gathered in the course of the 
investigations outlined above would then be sub
jected to careful analysis. 

9. The report was to summarize the findings of 
the investigation and the analysis of these findings, 
dealing as fully as possible with the following aspects 
of the problem: 

(l) The significance of foreign-controlled insurance 
activities in relation to total insurance operations. 

(2) The relative importance of different types of 
insurance (including assurance) in relation to this 
total. 

(3) The extent of foreign exchange transfers in 
relation to total foreign controlled insurance opera
tions. 

(4) The existing policies relating to reinsurance and 
their effect in relation to insurance operations con
trolled either locally or abroad. 

(5) Effects of present investment policies on the 
international movement of insurance revenues and 
the pattern of savings or investment. 

(6) Where available, the basis of variations in 
premium rates between countries, and indications as 
to the levels of profit achieved. 

THE SCOPE, LIMITATIONS AND 
STRUCTURE OF THE REPORT 

METHODS OF APPROACH 

10. As a subject for formal study the balance-of
payments implications of insurance appear to be 
almost virgin territory, apart from Professor S. J. 
Lengyel's valuable work, "International Insurance 
Transactions", published in 1953. In this work, 
Professor Lengyel had cause to comment: 

"It sounds strange, and yet it is true, that the 
insurance business, itself based on statistical 
experiences, in many countries lacks proper statis
tics about the state and development of its own 
affairs. Either no statistics are available at all or 
else they are very defective." 

Applied at least to the international aspects of in· 
surance, it is evident that this comment has lost little 
veracity during the past decade. 

11. Formal balance-of-payments compilations 
proved of virtually no help in the present study, and 
were more or less abandoned as an integral part of the 
research at an early stage. They are discussed further, 
however, in appendix VII to this report. Generally, 
it is apparent thay many of the narrowly based esti
mates could well be more misleading than helpful; 
and, of course, they do nothing to pinpoint or define 
the various individual flows that may arise from 
insurance transactions. 

12. In general, too, statistical data available in the 
major international insurance centres examined, which 
are also discussed further in appendix VII, failed to 
shed much light on the subject. Balance-of-payments 
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figures relating to insurance transactions tend to be 
founded on inadequately based estimates, to cover 
only a limited number of transactions, to be in
separable from figures relating to certain non~ 
insurance flows, to fail to distinguish the various 
flows making up the total, or, above all, to fail to 
make a comprehensive country breakdown. The data 
made available to us on the overseas operations of 
companies with headquarters in the international 
insurance centres were similarly disappointing. Virtu~ 
ally no such records are available in the United 
Kingdom; in Switzerland and for certain United 
States companies, no breakdown by country was 
obtainable; only in France were the necessary data 
available, but the compilation of the detailed statistics 
required from company records would be a very 
considerable operation, outside the scope of this 
study. In short, a statistically-based over-all picture of 
international insurance flows involving developing 
countries cannot satisfactorily be built up on the data 
apparently available in the major insurance "export
ing" countries. 

13. Relevant information of a qualitative character 
obtained in the major international centres is in~ 
corpora ted with data gathered in developing countries. 
It is evident, however, that research into this subject 
is most effectively concentrated in the developing 
countries themselves. Until the scope and detail of 
the data required and made available in some of the 
main insurance "exporting" countries about com
panies' overseas operations are improved, it will 
remain difficult to sketch in a wider perspective with 
any degree of accuracy. 

14. The study is therefore based principally on 
investigations into insurance transactions and their 
balance~of-payments effects in six selected developing 
countries: Colombia, India, Nigeria, Sudan, Tunisia 
and Turkey. Even here, very considerable limitations 
were encountered in the data available, and substantial 
difficulties were sometimes involved in extracting and 
synthesizing relevant statistics. Particular deficiencies 
are indicated in the country appendices; but it is worth 
recording at the outset certain general limitations 
encountered in the study, emphasizing, however, that 
the following comments do not necessarily apply to 
every country examined, and by no means equally 
to each. Nor can it be certain that the six countries 
covered are representative of all developing countries 
in the availability of relevant materials. 

15. In several developing countries it is clear that 
the data necessary for this type of study-and particu
larly the statistical data-are in only the very earliest 
stages of collection from the insurance sector. A 
serious consequence of this is the lack of a run-back 
of comparable figures, which is particularly important 
in insurance. Much of the statistical data that have 
been collected, especially in the least developed in
surance markets, are so far rudimentary and in
complete. In some cases, little or no compilation ap
pears to have been carried out at an official level. In 
much of the data we have obtained, internal in
consistencies abound, and an examination of primary 
source records in some cases raises considerable 
doubts about the accuracy of their compilation. 

16. Some, though by no means all, of the diffi
culties outlined above could perhaps have been 
softened in their effects on the scope and depth of 
this report by the availability of more time. The sheer 
mechanics of abstracting and synthesizing statistical 
data, which are seldom in much demand and which, 
therefore, sometimes had to be culled from uncollated 
company records, have absorbed a great deal of time 
in certain cases. A field of investigation such as this, 
to which formal study has scarcely penetrated, is 
deserving of both wider and deeper treatment than 
it has been possible to give it here; on the other hand, 
the lack of adequate raw material for study in many 
countries is less easy to remedy. 

17. We do not consider that the scale and quality 
of much of the statistical evidence available are 
sufficient to justify our reaching many firm conclusions, 
or recording many exact figures purporting to 
represent international flows arising from insurance 
transactions. It would be wrong to give an air of 
formality by a too-liberal use of figures which are 
often suspect. 

18. The necessity of caution is reinforced by one 
of the outstanding lessons of this study: that general
izations about insurance practices are extremely 
hazardous. There are immense variations amongst 
those of companies, let alone countries. Opinion 
both inside and outside the insurance sector frequently 
diverges on particular aspects of insurance; this both 
reflects the lack of firm data and also makes this 
deficiency the more serious. In assessing the factual 
basis of this study, it is worth referring to Professor 
Lengyel's view of the statistics he found available for 
his study: "Statements based on them are neces
sarily tentative, and subject to reconsideration after 
a longer period of observation and to the availability 
of more complete information." This applies em
phatically throughout this study, and especially to 
the synthesized report, presented here, since its 
authority must also be affected by the limited geo
graphical coverage on which it rests. 

THE STRUCTURE OF THE REPORT 

19. Appendices I-VII to this report present the 
statistical data, with appropriate qualifications and 
explanations, relating to the six developing countries 
examined in some detail, and the very limited relevant 
statistical data available in certain international in
surance centres and from international sources. The 
country appendices also survey the insurance scene 
as a whole in each of the six developing countries, with 
special emphasis on those aspects which potentially 
give rise to international transactions and lend per
spective to the role of foreign insurers, so as to 
provide an over-all view of various related problems 
as they arise in contrasting circumstances. The 
presentation of the country appendices follows, as 
far as the available data in each case allow, the main 
subject headings of the synthesized report. 

20. The synthesis itself, which follows below, 
endeavours to distil, from experience in the countries 
closely examined, and from opinion based on wider 
experience, the salient aspects of the question of 
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insurance costs in the balance of payments of develop
ing countries. It attempts to put them into some degree 
of perspective, and to point out various trends. It 
also indicates the points at which available data 
are particularly inadequate and where further study 
might well be profitably concentrated. 

21. The first section of the synthesized report 
outlines briefly the main theoretical concepts in
volved in the study, pointing out how insurance 
operations may give rise to international transactions 
and to the conceptual problems involved in measuring 
them. 

22. The main part of the report begins with an 
outline of the general and legislative environment 
in which insurance operations, especially those of 
foreign companies, are taking place, and of the 
organization of foreign insurance business in develop
ing countries. The report then attempts to assess the 
scale and classes of insurance business in developing 
countries, and the quantitative part played by foreign 
insurers. The particular forms of international flow 
to which non-life insurance transactions within 
developing countries may give rise in practice are then 
defined and contrasted. Particular attention is devoted 
to the significance of reinsurance in international 
transactions, and to the factors affecting the nature and 
size of underwriting surpluses. 

23. Operations in the life insurance class, and their 
potential effects on the international transactions of 
developing countries, are treated in a separate section. 
The employment of the reserve funds arising from 
insurance also receives separate attention, not because 
it pinpoints another international flow of funds, but 
because it illuminates a crucial aspect of insurance 
operations in developing countries and lends further 
perspective to the over-all picture. 

24. Some of the less tangible aspects of the 
relative role of foreign insurers in developing countries 
are then discussed; and a note is added on the special 
problem of assessing insurance costs on merchandise 
entering international trade. Such conclusions and 
inferences as can reasonably be based on the limited 
data available are drawn together in a final section. 

SOME GENERAL CONCEPTS 

THE SOURCES OF INTERNATIONAL 
INSURANCE TRANSACTIONS 

25. After Professor Lengyel's study (see above) 
the main insurance operations potentially giving rise 
to international transactions are the following: 

(a) Those of the licensed agencies and branches 
of insurance companies domiciled or incorporated 
abroad; 

(b) Those of indigenous companies that are sub
sidiaries of foreign companies; 

(c) Those involving international reinsurance; 
(d) Those involving transactions direct between 

residents of one country and an insurer in another; 
(e) Those involving the insurance of merchandise 

entering international trade on c.i.f. conditions of 
sale. 

26. In certain-and rather rare-cases, the in
vestment of funds abroad by domestic insurance 
companies of developing countries might add another 
source of international transactions on account of 
insurance. In addition, insurance brokerage services, 
and claims arising in a country other than that in 
which the insurance policy was written, may give rise 
to further international transactions. 

PROBLEMS OF MEASURING INSURANCE 
COSTS IN THE BALANCE OF PAYMENTS 

27. The distinction in considering international 
transactions between net indebtedness and actual 
remittances is especially relevant and important in 
insurance, owing to the great complexity of insurance 
operations and their inherently peculiar nature. 

28. To assess net indebtedness on account of 
insurance, it is necessary to measure not only the 
sums that in fact pass across foreign exchanges, but 
also as Professor Lengyel points out, the often con
siderable sums payable and receivable internationally. 
A crucial point in examining insurance in the balance
of-payments is that the location of certain funds at a 
given time is not necessarily consistent with their 
current position in the balance of international in
debtedness. In some cases, an insurer may hold reserve 
funds required by prudent insurance practice at his 
head office against risks underwritten abroad, which 
represent liabilities towards the overseas country 
involved. Conversely, he may hold funds abroad over 
and. above the amount necessary to cover adequately 
risks accepted there, thus increasing the international 
liabilities of the overseas country, yet involving no 
physical remittance. 

29. It should theoretically be possible to come 
fairly near to gauging a net international indebtedness 
position arising from the operations offoreign agencies 
branches and subsidiaries, whose surpluses in a 
normal accounting sense should be equal to net 
international indebtedness. 

30. As Professor Lengyel again pointed out, 
however, there is a further serious snare here. For 
the true earnings of foreign subsidiaries, branches 
and agencies-as indeed of all insurance operations
are constantly obscured by the very nature of in
surance operating accounts, in which, at a given 
time, assets frequently tend to be under-valued and, 
more importantly, liabilities over-valued. The im
mediate capitalization of large parts of earnings in 
technical reserves held against unexpired risks (un
earned premium liabilities) and outstanding (unpaid) 
claims, or in various forms of additional reserves, 
affects profits. What shows in underwriting accounts 
or revenue accounts as "profit or loss" is frequently 
a highly misleading guide to true earnings. Judged 
by the normal methods of assessing the earnings of an 
economic enterprise, insurance presents a paradox 
in that even where the excess of income over "current" 
outgo remains constant, an increase in the volume of 
business may mean a reduction in the net profit stated 
because of a more than proportionate expansion of 
reserve funds. 
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31. Thus, even where all the relevant data are 
available-and in most cases they certainly are not
it would not be possible to calculate a true net in
debtedness position with any degree of confidence or 
accuracy for foreign subsidiaries, branches and 
agencies. 

32. On the face of it, where exchange control 
operates it would seem possible to calculate a balance 
of physical remittances, inward and outward, on 
account of insurance without too much difficulty. In 
practice, however, this seems rarely to be done on a 
comprehensive basis-hence the dearth of adequate 
calculations in official balance-of-payments returns 
(see above and appendix VII). Insurance receipts are 
not always recorded as assiduously and accurately as 
payments abroad-for obvious reasons in an exchange 
control context. It would in any case be difficult from 
exchange control records alone to isolate the various 
threads that are woven into an often highly complex 
picture. 

33. In fact, the scantiness and inconsistency of 
most of the data available render any one thoroughly 
consistent approach virtually impossible. Where feas
ible, this study, and particularly the country ap
pendices, attempts to define the funds that potentially 
enter into a balance of international indebtedness 
on insurance account; and, again where possible, to 
isolate those which should theoretically be available 
for transfer. The effects on actual remittances of 
statutory regulations and exchange controls have also 
to be taken into account. 

INTERNATIONAL INDEBTEDNESS 
ARISING FROM INSURANCE 

TRANSACTIONS IN DEVELOPING 
COUNTRIES 

INTRODUCTION 

34. Certain forms of insurance play a vital role in 
the process of economic growth. Risk-taking remains 
an essential element in the development matrix; and 
the facilities through which risks, or parts of them, 
can be reduced to known costs and also disseminated 
over a wide area are those that the insurance business 
provides. In addition, long-term forms of insurance 
-those that fall into the life insurance class-may 
provide a means of tapping a developing economy's 
savings potential. The availability and utilization of 
insurance facilities to cover both short-term risks and 
long-term assurance may thus potentially be of 
considerable importance to an economy in the early 
stages of "take-off". 

35. On the other hand, however, the incidence of 
many risks rises with the degree of economic sophis
tication and with the standard of life enjoyed. To 
attempt to correlate the economic importance of 
insurance with the stage of development is perhaps 
a baseless and unrewarding exercise. 

36. However essential the role of insurance is 
judged to be in the process of economic development, 
there are natural conceptual impediments to assessing 
its role in quite the same way as that of more tangible 
growth factors. Above all, it is not directly productive. 

Yet its essentially financial nature gives it a direct 
bearing on the deployment of scarce monetary re
sources. 

37. Thus, if foreign influence in insurance bulks 
large and is associated with an apparent drain of the 
very investment funds required to finance develop
ment, the insurance business may easily become a 
target for criticism and restriction. Yet, given that 
sound insurance facilities are an essential accessory to 
development, there are at least two fundamental 
reasons why the value of an international element in 
insurance can by no means be lightly played down. 
The first is that a basic tenet of sound insurance 
practice is to spread risks widely; this may mean a 
geographical as well as a purely financial spread. 
Secondly, and closely associated with the concept of 
spreading risks widely, is the fact that very few 
economies in the early stages of growth can afford to 
tie up enough capital in insurance to ensure adequate 
internal cover of risks, particularly as these frequently 
include large individual risks such as weather hazards 
and ships and aircraft. 

38. In addition, the presence in a developing 
country of insurers of the same nationality may in 
some cases give assurance to foreign investors in more 
directly productive enterprises. 

39. Attitudes in many developing countries to
wards the operations of foreign insurers now often 
appear to be diatomic; a (sometimes rather grudging) 
recognition of the essential international aspects of 
insurance vies with a natural desire to minimize 
consequent outflows of funds and to develop viable 
national insurance facilities. Circumstances dictate the 
relative strength of these disparate pulls in each 
country, however, and the attitudes adopted in each 
show considerable contrasts. 

40. There is unfortunately no accurate means of 
assessing quantitatively the importance of the de
veloping countries as markets for the major insurance 
"exporting" countries (see above, appendix VII). To 
countries like the United Kingdom and Switzerland, 
and to a much lesser extent Italy, France and the 
United States, overseas insurance business is of 
considerable importance. About two-thirds of the 
non-life business of British insurers derives from 
abroad, while Swiss insurers receive some 14 per cent 
of total life premiums and 55 per cent of non-life 
premiums from outside Switzerland, and higher pro
portions if reinsurance is added in. The larger part of 
such overseas business, however, is without doubt 
transacted with industrialized countries. 

41. None the less, insurers operating on an 
international scale clearly have a significant interest 
in maintaining operations in many countries in the 
relatively early stages of the development process. 
Certain developing countries or groups of countries 
may be of considerable significance for particular 
companies. And there is always future potential to 
consider. 

THE LEGISLATIVE AND STATUTORY FRAMEWORK 

42. Generalizing broadly, foreign insurers are 
operating in an increasingly regulated environment 
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in developing countries. Several basic reasons for 
this can be discerned. Among them are the following: 

(a) The need to rationalize a chaotically frag· 
mented market (and to stamp out malpractices some
times associated with this situation), and to make 
supervision of the market easier; 

(b) As national economic consciousness has grown, 
to encourage and develop an indigenous insurance 
industry and the skills associated with it; 

(c) To ensure that more of the funds generated by 
the insurance process are retained in the country, 
and to control their employment; 

(d) To save foreign exchange as heavy net deficits 
have been incurred on over·all external accounts. 

43. Legislation and regulations introduced for 
these various reasons have usually tended in practice 
to militate against the foreign insurer. Even where 
rationalization of the market is the primary goal, 
measures may often particularly affect the foreign 
sector, since the market in developing countries before 
significant control is introduced is often made up of 
small agencies acting for foreign insurers, one agency 
sometimes representing several separate companies, 
for each of whom a very small amount of business 
is written. Indeed it is somewhat ironic that the 
principal purpose of one of the more effective pieces 
of statutory discrimination against foreign in· 
surers was to rationalize the market (see Tunisia, 
appendix V). 

44. Overt statutory discrimination against the 
foreign insurer as such does not appear to be wide· 
spread; certain other forms of official action, however, 
amount virtually to the same thing. Exchange controls, 
for instance, are not peculiar to insurance, yet they 
may clearly affect physical outflows of funds arising 
from foreign insurance operations. Again, nationali· 
zation of the whole or a part of the insurance sector 
is not strictly discriminatory against the foreign in
surer (see India, Life Insurance, appendix II); but it 
may well have this tone in fact. 

45. Apart from outright nationalization, the 
growth of Government·controlled companies, and the 
placing of all or large parts of the government's 
insurance business with them, effectively reduce the 
sphere of foreign insurance operations (see Colombia, 
India, Tunisia and Turkey, appendices I, II, V and 
VI). A variation on this theme is the formation of 
"pools" of domestic insurers to underwrite certain 
government risks like ships and aircraft. 

46. Foreign insurers generally still operate, how· 
ever, on the same conditions as domestic companies. 
The various initial guarantees, deposits and legal 
reserves required to be constituted as a pre-condition 
of operating an insurance business, in many develop· 
ing countries are exemplified in the country appendices. 
There is quite a plethora in some countries, but they 
seldom amount to an onerous burden to companies 
writing anything like a significant volume of business. 
In as much as the activities of foreign insurers in 
individual developing countries often represent only a 
very small part of their world-wide business, and may 
be very small even in absolute terms, such financial 
requirements can, however, add up to something of a 

disincentive. The imposition of fresh financial require
ments has often in the past led to a reduction in the 
number of foreign insurance operations, especially 
those carried on through small agencies. 

47. Statutory requirements affecting the current 
operations of insurance companies are dealt with more 
fully in later sections. These too are being imposed in 
more and more developing countries. Again, they 
rarely discriminate directly against foreign insurers; 
yet as foreign insurers are by definition operating 
in an essentially international environment, increasing 
control over their activities in any one country, and 
particularly over the free movement of funds, may 
often apparently act as something of a brake on their 
activities. 

48. The degree of foreign dominance in the insur
ance markets of developing countries is generally 
related in inverse ratio to the degree of regulation 
exercised over insurance. But it does so only in the 
broadest terms, and there is no case for a straight 
correlation. The contribution of the foreign insurer 
must ultimately depend on the relative ability of the 
domestic insurance industry to meet national de
mands. Increased restriction affecting the foreign 
insurer, and the development of a domestic industry, 
are not naturally cause and effect. It is quite apparent 
that many conditions, other than the institution of 
restrictions and controls, need to be fulfilled before a 
satisfactory domestic insurance sector can evolve. 
[It is interesting to compare the stages of development 
in both insurance legislation and the evolution of a 
domestic industry in Sudan, Nigeria and Tunisia 
(Appendices IV, III and V). In Tunisia, which has 
gone much the furthest along both roads, it is un· 
fortunately still rather early for a judgement of 
results.] 

49. The limited positive role of statutory regulation 
is emphasized in India, where a relatively strong 
domestic insurance industry, with substantial overseas 
ramifications of its own, developed without resort to 
excessive statutory regulation. The essential factor in 
those developing countries where a relatively strong 
domestic insurance industry has evolved appears to be 
the comparatively long period of general commercial 
growth-not always commensurate with basic eco
nomic development-that they have enjoyed. In 
commercially less-developed countries some degree of 
effective regulation and supervision is almost certainly 
necessary if an indigenous insurance industry is to 
get off the ground and meet its obligations. But 
regulations and restrictions can be expected to provide 
only a framework within which the development of a 
sound local industry might take place, unless indeed 
they are framed in such a way as also to run the risk 
of distorting the free market in insurance and reducing 
its efficiency. 

THE ORGANIZATION OF FOREIGN INSURANCE 
OPERATIONS IN DEVELOPING COUNTRIES 

50. As observed in the section on the concepts 
involved in the study (see above), direct insurance 
business (as against reinsurance) may be contracted 
with foreign insurers operating through agencies, 
branches or subsidiaries within the country, or with 
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insurance offices located abroad. Virtually no statis
tical information is available on the volume of business 
transacted in this last category-sometimes known as 
"home foreign" business in British insurance-which 
clearly entails a most direct drain of funds from the 
insurance "buying" country. It is almost certain, 
however, that it is playing a declining relative part in 
the insurance transactions of most developing coun
tries. In many, legislation-often backed by exchange 
controls-prevents any but a very few special types of 
risk from being directly covered outside the country, 
while punitive taxes are relied upon in, for example, 
Colombia. (The various controls and disincentives 
employed are examined in country appendices.) 

51. The number of exceptions allowed to these 
rules tends very broadly to vary inversely with the 
scale and capabilities of the local insurance market. 
The chief exceptions appear to involve large or special 
risks, such as aircraft and ships; the insurance needs 
of the local operations of large international industrial 
concerns where the local insurance market is rudi
mentary; and sometimes marine cargo insurances, 
which are believed in many cases to be placed through 
local brokers on international marine markets, but 
about which few firm data are available. 

52. A great many factors may influence the form 
of organization through which a foreign insurer 
chooses to operate in a developing country. In most 
of the relatively rudimentary markets, agents repre
senting one or more foreign insurance companies, 
and receiving commission from the foreign principal on 
the business written, usually make up a large part of 
the foreign sector. They often carry on non-insurance 
business, too. They are usually required, however, 
to have full power of attorney relating to their in
surance activities, and their operation in most develop
ing countries is now subject to their fulfilling certain 
minimum standards. 

53. The setting-up of branch operations may often 
represent the next stage in a foreign company's 
establishment within a country. They clearly entail 
more direct investment than agencies; otherwise, the 
difference largely revolves around the remuneration 
of company staff as against the payment of commission 
to an agent. 

54. The incorporation of subsidiary companies in 
developing countries marks a third and more signifi
cant stage in the establishment of foreign controlled 
insurance operations (but see India, appendix II). 
These may be wholly owned by the foreign principal, 
but more commonly entail a minority domestic 
holding. Factors that tend to encourage the formation 
oflocal subsidiary companies include the prospect of a 
rising volume of business, the possibility of legislation 
discriminating against operations not incorporated 
domestically, the more favourable image presented 
to potential customers, and the possibility of facilita
ting operations in neighboring countries through the 
subsidiary. On the other hand, subsidiaries do involve 
foreign insurers in greater capital outlays which may 
discourage them from adopting this form of organi
zation in countries where the risk of nationalization or 
stringent restrictions on the repatriation of profits and 
dividends appears great. 

55. Apart from the different scale of direct 
investment usually involved, whether foreign insur
ance operations are carried out through agencies, 
branches or wholly-owned subsidiaries need not 
necessarily be very significant in balance-of-payments 
terms. General remittance policy, dictated by the 
foreign principal in each case, is likely to be much the 
same, though there may be some tendency for a 
subsidiary to invest more of its reserve funds locally, 
over and above any statutorily required minimum. 

56. But subsidiaries controlled but not wholly 
owned by foreign interests pose a real problem to an 
analysis of balance-of-payments effects. The participa
tion of local capital obviously affects the distribution 
of profits and dividends, and it might also influence 
policy relating to the investment of reserve funds where 
regulations allow a measure of freedom in this respect. 
Where possible and relevant, the operations of all 
foreign subsidiaries have been isolated in the analysis. 
Unfortunately, this has not been fully possible in the 
cases of Colombia and Nigeria (appendices I and III). 
Analysis is blurred in places as a result. 

57. The incidence of the various forms of foreign 
organization and of domestic companies is detailed 
in country appendices. Generally, in the least devel
oped insurance markets, agencies of foreign companies 
still dominate. Where the structure of the insurance 
market is more sophisticated, many small-scale opera
tions, domestic as well as foreign, often remain; but a 
few large domestic companies and foreign branches 
and subsidiaries tend to be outstanding. The relative 
position of foreign branches and subsidiaries in a 
developing market may be enhanced by the recent 
trend towards company amalgamations in some inter
national insurance centres, and by the practice in 
others of forming groups to pursue overseas opera
tions. 

58. In the insurance markets of many developing 
countries the number of companies seems unduly 
large in relation to the volume of business written. 
There would appear to be a good case for further 
study of the relationship between the number and 
scale of operations and the cost, efficiency and range 
of insurance services offered, especially in small, 
poorly developed markets. 

THE SCALE OF INSURANCE BUSINESS 
WRITIEN IN DEVELOPING COUNTRIES 

59. It is vitally important to keep in perspective 
the scale of insurance transactions in most developing 
countries. Their volume is generally small, if not in 
total terms then at least on a per caput basis, as shown 
in Tables 1 and 2. The figures in these tables, partic
ularly those for Nigeria, Sudan and Tunisia, can 
confidently be taken as little more than indicators 
of scale; they should not be read as accurate measures. 
None the less, they suffice to lend perspective to 
discussion of the balance-of-payments effects of 
insurance. 

60. It is evident that the size of the insurance 
market and the importance of insurance to the 
individual cannot be correlated simply with the degree 
of general economic development. The dominance of 
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TABLE 1 

Estimates of gross direct premiwn income• on business written 
within the country, 1961 

(In thousands of US dollars) 

Life IIISurance Non-life lnsura11ce 
Group0 Group Total 

Colombia• 14 450d 30 7594 40 143• 
India 227 001' 92 214 319 215 
Nigeria 1 295• 11 2()(}11 12 495 
Sudan . 379' 3 3281 3 707 
Tunisia 1264 8 159 9423 
Turkey. 3 042 19 557 22 599 

Sources: See country apPendices. 
• Excludes reinsurance transactions. 
b Includes annuity and endowment business, and other forms of long-term 

busloess. 
• 1960 figures, converted Into US dollars at the average 1960 free market rate. 
d Approximations, including reinsurance premiums accepted from domestic 

sources, but making no allowance ror reinsurance premiums eeded domestieally. 
• The total excludes reinsurance premiums accepted, and so Is comparable 

with totals for other countries in this respect. 
f All accounted for by the Life Insurance Corporation. 
9 It Is assumed that all life business was covered by the survey from which 

the figure is derived. 
h Estimate, based on the assumption that the survey (see Nigeria, apPendix llD 

covered 90 per cent of total non-life business. The figure is also net of reinsurance 
accepted and eeded locally. 

i The figure Is for seven out of nine companies believed to be actively writing 
life busmess In 1961. 

f The figure is not comprehensive, butls believed to cover the bulk of non-life 
business. Unlike the figures of other countries, It includes certain sums (totalling 
$688,000) passing through local brokers to cover premiums paid by residents 
on International insurance markets. 

l: It is thought that the figure may not Include premiums received on endow
ment pollcies. 

certain religious beliefs and a community's basic way 
of life can have a significant effect, especially on busi
ness in the life insurance group. Thus, Turkey, for 
instance, is simply not as insurance-minded as Colom
bia. The volume of premium income in Nigeria and 
Sudan is obviously very small by any reckoning, how
ever, and reflects broadly the low level of economic 
development in relation to population. 

61. Table 2 also suggests that extremes of popula
tion size themselves exert a considerable effect on the 
apparent importance of insurance. In any developing 
country there is an irreducible minimum of risks which 

TABLE 2 
Gross direct premiwns per caput on business written direct 

within the country, 1961• 
(In US dollars) 

life insurance Non-life insurance 
group group Total 

Colombia 1.04 2.22 2.89 
India 0.52 0.21 0.73 
Nigeria 0.04 0.31 0.35 
Sudan. 0.04 0.30 0.34 
Tunisia 0.32 2.00 2.32 
Turkey. 0.10 0.69 0.79 

NOTE: Population figures Implied are derived !rom a 1961 cetlllus In In<lla. 
omcial estimates In Sudan and Turkey, an omclal approximation in Nigeria, 
and EIU estimates based on average rates of Increase In Colombia and Tunisia. 

o See foo!Dotes to Table 1. 

must be insured, and which, after a certain point, 
is not raised in proportion to total population. Thus, 
Tunisia is possibly less insurance-minded than Turkey 
(though more risks are compulsorily insured in 
Tunisia, which clearly affects the issue); its small 
population of around four million, however, has the 
effect of inflating its apparent per caput use of insur
ance. By contrast, India, with its relatively sophis
ticated insurance market, developed during a long 
merchanting and commercial history, is dragged down 
the league of per caput non-life insurance usage by its 
huge peasant population with no means of buying 
such insurance and little need for it; its life insurance 
figure suggests that basic attitudes towards insurance 
are not apathetic. 

62. It should be remembered that some developing 
countries themselves operate, or are beginning to 
build up, overseas insurance businesses of their own. 
These are seldom of much significance as yet in the 
balance-of-payments sense, though the trend may in 
some cases soften attitudes towards foreign insurers 
operating locally. In this synthesized report, such 
insurance "exporting" by developing countries is not 
specifically discussed, but see appendix II, India, 
where overseas activities by Indian insurers are of 
considerable importance. 

THE SCALE OF NON-LIFE INSURANCE AND THE 
IMPORTANCE OF FOREIGN OPERATIONS 

63. At this point, it is necessary for analytical 
purposes to distinguish between the life and non-life 
groups of insurance. Their effects on international 
indebtedness are essentially different, and the dis
tinction is of great importance if the impact of insur
ance on the balance-of-payments is to be kept in 
proper perspective. In brief, life insurance transactions 
must involve at least compensating flows in the 
balance-of-payments over the long term. At any given 
time, however, they may represent a significant 
factor in international indebtedness which should 
theoretically appear on capital account. (See the sec
tion on life insurance below.) Non-life insurance 
transactions potentially exert a more clearly defined 
effect on current account payments. (Insurance costs 
in the value of merchandise entering international 
trade on c.i.f. contracts of sale can be substantial; 
these are a special feature which is not treated in the 
present discussion, but is noted in a final section of the 
report. Marine cargo insurance transacted locally is, 
however, included in statistics relating to non-life 
insurance, and in the general discussion.) 

64. Further perspective is lent to the potential 
balance-of-payments effects of non-life insurance 
business by distinguishing the respective scales of 
domestic and foreign operations. Table 3 makes this 
distinction for certain countries. As a point of com
parison, current payments on invisible items are also 
shown. Succeeding sections of the report show, how
ever, that there is no question of total gross premiums 
as such, or even those received by foreign insurers, 
entering the balance-of-payments without varying 
degrees of modification and compensating inflows. 

65. In Colombia, the allocation of 1960 non-life 
premium income, including reinsurance accepted 



132 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

TABLE 3 
Gross direct non-life premium income of domestic and foreign insurance operations in certain countries, 196la 

Domestically controlled companies 
Foreign controlled companies . . . 

of which: Foreign controlled 
subsidiaries . . . . . . . . . 

Total gross direct non-life premiums . 
Total payments for invisibles 

a See !he appropriate footnotes to Table I. 

India 

Thousands of 
US dollars 

66900 
25 314 

_b 

92 214 
622 000 

locally, between domestic and foreign insurers was 
81.2 per cent ($25 million according to our figures) 
and 18.8 per cent ( $5.8 million) respectively. But the 
domestic group here includes at least six companies 
(three of some importance) that are effectively foreign 
controlled. 

66. By contrast with Colombia, the relative 
importance of foreign insurers is even greater in 
Nigeria and Sudan than in Tunisia. In Nigeria, the 
agencies and branches of foreign companies are 
thought to account for some 80-85 per cent of total 
non-life premium income net of local reinsurance 
($9.5 million on the basis of our 1961 estimate); and 
foreign-controlled subsidiaries probably account for 
another 10 per cent. The recent development of two 
locally-controlled companies in the Sudan still left 
foreign insurers with over 95 per cent of total non-life 
premiums in 1961. 

67. Crude as some of them inevitably are, these 
figures unmistakably show an inverse relationship 
between the dominance of foreign insurers and the 
degree of general commercial-though not necessarily 
economic--development. In particular, the more 
sophisticated the insurance market, the less dominant 
are foreign insurers. This is really only another way of 
saying that local capital and suitable manpower must 
be available for the formation of an indigenous 
insurance sector before reliance on foreign direct 
insurance facilities can significantly be reduced. 
Despite the simplicity of this statement, it nevertheless 
lies at the core of many of the contrasts and at the 
root of many of the questions that emerge in examin
ing the potential balance-of-payments effects of 
insurance in developing countries. 

TRENDS IN THE SCALE OF NON-LIFE INSURANCE 
AND THE ROLE OF FOREIGN INSURERS 

68. The evidence on which to base clear conclu
sions on trends in total non-life business and the part 
played by foreign insurers is not very firm. It is 
relatively rare in developing countries to find com
parable relevant statistics extending back over a 
sufficient number of years. 

69. Broadly, non-life business tends to reflect the 
pace of economic growth, though clearly such factors 
as the introduction of compulsory insurance of, for 
example, third-party motor-vehicle risks or accidents 

Turkey Tunisia 

Per· Thousands of Per· Thousands of Per-
centage US dollars centage US dollars cent age 

72.5 15 316 78.3 1 943 23.8 
27.5 4241 21.7 6216 76.2 

- b 2 542 13.0 1 126 13.8 
100.0 19 557 100.0 8 159 100.0 

171 000 82000 

b Tbere is only one foreign subsidiary operating in India, and this is included 
in domestic companies (see India, appendix II). 

at work, can affect the issue. (Cf. India, appendix II; 
Tunisia, appendix V; and Turkey, appendix VI). In 
certain phases of development, however-when the 
pace of industrialization is raised, for example-the 
expansion of insurance often appears to outstrip that 
of over-all economic growth, though changing pre
mium rates can be an uncertain distorting factor. At 
anyrate, it seems almost certain that the volume of non
life insurance business in money terms in developing 
countries will at least keep pace with economic 
growth and probably expand faster in many cases. 

70. Within generally expanding totals, however, 
the share of foreign insurers in the non-life business of 
developing countries is usually tending to decline 
(see India, appendix II, and for less clear cases, 
Colombia, appendix I, and Turkey, appendix VI). The 
effect of the emergence of strong local companies on 
the share of foreign insurers in small insurance mar
kets can be marked (see Tunisia, appendix V, for the 
apparent effects of the State-controlled insurance 
company there). A frequent exception to the general 
rule of declining foreign shares, is, however, the 
foreign subsidiary. Their tendency to maintain and 
often increase their share of non-life business is of 
particular importance to a country like Nigeria where 
domestic capital supplies may be too scarce to support 
the development of a purely domestic insurance 
industry of any significance. In such cases, the gradual 
mobilization of local capital into the insurance sector 
through participation in foreign controlled subsidiaries 
may be of some significance. Clearly, the process might 
have important effects on the balance of international 
insurance indebtedness (see also above). 

71. A special reason for the declining share of 
foreign insurers in the insurance business of developing 
countries, apart from the emergence of domestic 
companies as such has been the relative emphasis of 
the former on the more traditional classes of non-life 
risk. The agencies and branches of foreign insurers 
were often established in developing countries to 
service the local insurance requirements of expatriate 
merchants and investors. The main risks insured by 
these groups tended to fall in the fire and marine 
classes which thus became the main classes of business 
written by the branches and agencies. Many of these 
have widened the range of their underwriting to meet 
not only the increasingly diverse needs of their tradi
tional customers but also the growing insurance 
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requirements of the indigenous population. But others 
have been content to confine their activities largely to 
the traditional lines and customers (see Turkey, 
appendix VI). 

72. Thus, foreign agencies and branches often tend 
to maintain a relatively large share of fire and marine 
business (see India, appendix II, and Tunisia, appen
dix V). But it is precisely these classes of business that 
have expanded least rapidly in most developing 
countries in recent years. Almost invariably, it is the 
accident class that constitutes the fastest-growing 
sector of the market (see India, Nigeria, Tunisia,and 
Turkey, appendices II, III, V and VI). The reason is 
the rapid spread of motor vehicles and in some cases 
the associated introduction of compulsory third party 
insurance. Growth in this sector has brought sections 
of the local population into the insurance market for 
the first time. Partly because not all foreign agencies 
have actively sought motor-vehicle insurance business 
(which is often unprofitable, not least in developing 
countries-see below), and partly because of a ten
dency in some cases for individuals to gravitate natur
ally towards national companies, a relatively large 
share of this fast-expanding business is going to 
domestic insurers where they operate on any signif
icant scale. 

NON-LIFE INSURANCE BUSINESS AND 
ITS BALANCE-OF-PAYMENTS EFFECTS 

73. Non-life insurance business written within a 
country may give rise to three main distinguishable 
forms of international indebtedness: 

(a) The after-tax underwriting surplus, after pro
vision has been made for reserves constituted locally, 
plus any additional surplus deriving from local invest
ments, accruing to foreign principles or shareholders; 

(b) Reinsurance premiums ceded abroad, by either 
domestic or foreign companies, net of reinsurance 
premiums received from abroad, and the commissions 
and claims associated with these cessions and accept
ances; 

(c) A composite net debit item that may arise 
through domestic or foreign operations, made up of 
gross premiums received, less claims, commissions and 
expenses paid locally, and embracing the two items 
above as well as any reserve funds seeking investment 
abroad. 

74. There is a fundamental and crucial distinction 
to be made between the first two forms and the last. 
Much misunderstanding and misleading generalization 
about the balance-of-payments effects of insurance in 
developing countries stems from a failure to keep this 
distinction firmly and constantly in mind. The last 
form commonly constitutes a major element in an 
insurance development pattern that emerges through
out the analysis. (Parts of it have already appeared 
earlier in this report.) 

1. Composite net indebtedness 
75. The situation in which the bulk of premiums 

received, net of reinsurance ceded and accepted locally, 
less commissions paid and expenses incurred locally 
and the provision of local working balances, are 
transmitted abroad is becoming more rare. Even 

where this situation still obtains it is apparent that the 
crude concept of a premium drain is scarcely adequate. 
The current local deductions from premium income 
before a remittable sum emerges can be significant. 
Moreover, a corresponding inflow of funds to meet 
current claims that cannot be paid out of the balances 
held locally must obviously be maintained. 

76. None the less, it is in this way that the greatest 
international flows of funds in relation to the scale of 
insurance operations in a developing country tend to 
be generated. The incidence of such flows is clearly 
and inseparably bound up with the lack of a significant 
local insurance sector, the absence of a substantial 
statutory framework for insurance, and with shortages 
of adequate local forms of investment for an insurance 
portfolio. As should emerge from this report, these 
deficiences, too, are bound up one with another, and 
their rectification tends often to be almost simul
taneous. 

77. Conceptually, the various elements in what 
has here been termed composite indebtedness are of 
some significance. (Overseas reinsurance and the 
underwriting profits remitted by foreign insurers are 
discussed below.) In particular, those parts of the 
funds transmitted abroad, which constitute reserves 
against unexpired risks and outstanding claims arising 
from business written locally, represent in theory an 
overseas liability towards the country concerned. 

78. In practice, however, they none the less 
represent a physical loss of potential investment funds. 
It is precisely the fact that insurance reserve funds are 
not required to be, and seldom are, held locally that 
marks off countries that incur this "composite indebt
edness" from those in which the forms of international 
indebtedness on account of insurance are more closely 
circumscribed. It should be noted that, in these circum
stances, even domestic companies may often invest a 
large part of their reserve funds abroad. 

79. Almost by definition, it is often in just these 
countries incurring "composite indebtedness" that the 
least accurate assessment of the outflow of funds on 
account of insurance, and the various elements within 
it, can be made. In the absence of detailed operating 
accounts covering each separate insurance operation 
it is extremely difficult to define the various transac
tions involved, let alone to assess their relative mag
nitude (see Nigeria and Sudan, appendices III and 
IV). 

80. On the basis of our estimates for Nigeria and 
Sudan, however, the potential annual physical out
flow of funds, net of incoming normal claims pay
ments, on account of non-life insurance can scarcely 
be more than one-quarter to one-third and one-third 
to two-fifths respectively of gross premiums received. 
The incidence of claims payments has a considerable 
effect on net physical outflows. In any one period, the 
outflow of funds may be very much greater than the 
proportions of premiums suggested above. The net 
figure depends on the volume of claims payable that 
cannot be met from local working balances and thus 
involve inward remittances from head office. Varia
tions in this can be substantial in developing coun
tries, especially where storm damage claims arise; 
insurance payments on hurricane damage in British 
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Honduras in 1961, for instance, gave the territory a 
net credit on insurance that will take a great number of 
years to balance against future payments. 

81. However defined and qualified, the ratio of the 
average potential outflow of funds to gross direct 
premium income in countries incurring "composite 
indebtedness" is usually substantial in comparison 
with that in developing countries with a more sophis
ticated insurance organization. (The actual absolute 
outflows may be fairly small simply because the 
countries concerned have very limited insurance 
markets.) The more sophisticated countries are able to 
limit the outflow of funds on account of insurance 
operations to the other two main forms: net overseas 
reinsurance transactions and the locally defined 
surplus earnings of foreign insurers. This is most 
commonly achieved through two essential mechan
isms: requirements that certain reserves must be held 
within the country and insistence upon a system (which 
often ties up with exchange control) of income and 
loss accounting covering all operations within the 
country by both domestic and foreign insurers. 

82. Attention must now be turned to the concepts 
of reinsurance and underwriting profit and the 
potential balance-of-payments flows to which they can 
give rise. 

2. Overseas reinsurance transactions 

83. Reinsurance is essentially an extension of the 
principle of spreading risks as widely as possible, and 
reducing them to known costs. By retaining only a 
part of risks directly underwritten, and ceding the 
remainder to other direct insurers acting in the capac
ity of reinsurers or to professional reinsurers, the 
insurers themselves are widening the spread of risks 
and reducing part of the risk element to a cost. As its 
nature would suggest, reinsurance is a major inter
national aspect of insurance and one that involves very 
large sums; the United Kingdom, Switzerland, 
Germany, Italy, and to some extent France and the 
United States and others, have developed as leading 
clearing houses for world-wide reinsurance trans
actions. 

84. To developing countries with small insurance 
markets, limited amounts of capital to devote to 
insurance, and therefore low risk retention capacities, 
international reinsurance facilities form an essential 
link in the process of establishing a domestic insurance 
industry. Domestic companies may be responsible for 
a net outflow of funds on account of reinsurance 
proportionally as big as, or larger than, that generated 
by foreign-controlled operations. It is indicative of the 
estimated importance of international reinsurance that 
exchange controls in developing countries seldom 
clamp down on reinsurance settlements. 

85. Reinsurance involves an immense number of 
cross-currents that can never be disengaged sufficiently 
to reveal each separate flow. The internal reinsurance 
market of developing countries is usually limited, 
but even in the most rudimentary markets facultative 
reinsurance transactions (those that are negotiated on 
the basis of individual risks) among and between both 
foreign and domestic operating units are common, 
and in the more sophisticated even internal reinsurance 
treaties are not unknown. The development of national 
reinsurance organizations to which compulsory ces
sions must be made (see below) also complicates the 
picture. The cession and retrocession of premiums 
among domestic and foreign companies on the local 
market both raise the danger of double-counting 
local reinsurance and in many cases make virtually im
possible the apportionment of overseas reinsurance 
transactions to domestic and foreign companies. 

86. Some indication of the scale of all funds 
involved is available for certain countries and is given 
in Table 4. There are cases, however, in which certain 
aspects of overseas reinsurance transactions are 
suspected of being recorded somewhat arbitrarily, 
particularly by foreign agencies to whom reinsurance 
operations represent mere book-keeping entries un
matched by physical movements of funds under their 
control. The figures must therefore be treated with 
some reserve. 

87. A substantial net premium drain is apparent 
in all three countries, although in India this is reduced 
by nearly haif by net reinsurance premium receipts of 
Indian insurers operating outside India (see appendix 

TABLE 4 
Reinsurance cessions and acceptances on locally-insured risks to and from abroad, 1960 

Colombia; 
Life ami non-life business 

Turkey 
Non-life business • • • • 
Life and non-life business 

India 
Non-life business 

Sources: See country appendices. 
. . = Not available. 

Reinsurance premiums RetMurance premiums 
ceded abroa4 received from abroa4 

Perce/flage gross 
Thousands of direct premium Tlwusands of 
US dollars Income US dollars 

14197 

10054 
10291 

35.4 

62.2 
55.2 

5 294 

985 
999 

Net outflow of 
reinsurance premlunu 

Percentage gross 
Thousands of direct premium 
US dollars fncome 

8 903 

9069 
9292 

22.2 

56.1 
49.9 

30.8 

" Lire lt!saranoe premiums of about $2 million were also ~ abroad Ill 
1960. 
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II). In so far as any estimates can be made of the 
contributions of domestic and foreign direct insurance 
operations to the net reinsurance premium drain, 
they suggest (very tentatively) that domestic companies 
account for at least as large a gross outflow in pro
portion to their direct premium income as the foreign 
agencies and branches. Against this, domestic com
panies and foreign-controlled subsidiaries tend to 
account for the bulk of reinsurance premiums received, 
mainly in reciprocation for overseas cessions, from 
abroad. 

88. The reasons for these apparent differences 
between domestic and foreign operations are fairly 
obvious. Domestic companies in a small market 
frequently make only small retentions, and overseas 
reinsurance is necessary to achieve an adequate spread 
of risks. Single foreign units, however, often form only 
a small part of the global activities of large companies 
which can retain larger risks, a factor whose impor
tance is increasing with the tendency of international 
companies to merge or to group their overseas 
operations. On the other hand, the agencies and 
branches of foreign companies may still cede a large 
part of their premium income through the global 
reinsurance treaties of their head offices. In such 
cases, it is not believed to be common-though 
practice appears to vary considerably between coun
tries and companies-for head officies to write back to 
the accounts of particular overseas offices a propor
tionate part of the reinsurance premiums they may 
receive on reciprocal treaties. The large overseas 
reinsurance cessions of many domestic companies are, 
however, to some extent offset by reciprocal receipts, 
although all but the largest companies in developing 
countries may find it difficult to command reciprocity 
of good quality. 

89. The balance-of-payments effects of reinsurance 
do not end with the net premium drain. Resulting 
claims payments and receipts clearly form offsetting 
flows. Commissions are also paid by reinsurers to 
ceding companies to cover the latter's management 
and general expenses. Where an over-all overseas 
reinsurance balance can be discerned (see Colombia 
and Turkey, appendixes I and VI), the apparent 
overseas balance on account of reinsurance represents 
something over one-fifth of apparent gross reinsurance 
premium cessions overseas, depending largely on the 
volume and quality of reciprocity received. These 
estimates need to be treated with great caution, how
ever, in view of the nature of some of the accounting 
data on which they may be based in certain cases (see 
also below). Neither do amounts of these orders of 
magnitude necessarily represent a physical movement 
of funds across the exchanges. Reinsurance trans
actions involve many book-keeping entries, but settle
ment of accounts between an insurer and reinsurer 
takes place only periodically-often quarterly. The 
balance of these accounts which is to be remitted is in 
many cases further reduced by the practice of con
stituting reserves held against reinsurance treaty 
cessions, which act as a guarantee for the ceding 
company. Such reserves are an asset of the reinsurer, 
and so, in terms of an over-all indebtedness concept, 
form a debit on the payments account of the ceding 

country; physically, however, the funds stay in the 
ceding country. The physical net outflow of funds on 
account of reinsurance may thus be as low as 5 per 
cent of gross premium cessions abroad. 

90. Even if the net reinsurance outflow can easily 
be overstated, it nevertheless often remains the largest 
single source of foreign exchange loss arising from 
internal insurance operations in developing countries, 
particularly where a substantial domestic industry is 
operating in a small market. Moreover, even if the 
loss represents a normal cost for a necessary service, 
it is not surprising that ways are sought of reducing it. 

91. First, higher commissions on reinsurance 
ceded abroad could be demanded. This, however, 
scarcely seems very practicable. There is little firm evi
dence either way to suggest how relatively generously 
domestic companies in developing countries are 
treated in this respect. 

92. Secondly, an increase in reinsurance accept
ances from abroad could reduce the net reinsurance 
outflow. Developing countries, with a limited market 
often shared out among small compariies, tend to be 
at a disadvantage here. They often have not the range, 
quality or volume of business to encourage the over
seas reinsurer to reciprocate except in a small way or 
with business of a low quality. It is noticeable that the 
ratio of claims paid to reinsurance accepted by de
veloping countries has tended in recent years at least 
to be higher than that of claims received from overseas 
reinsurers to premiums ceded to them. 

93. This also warns of the possible dangers of 
pinning too much faith on attracting indiscriminately 
a greater volume of reciprocity. Even the larger do
mestic companies in certain developing countries (see 
India, appendix II) have been disenchanted in recent 
years by the high claims experienced on potentially 
good-class fire business received from Europe and 
North America under reinsurance treaties. This may 
prove a passing phase; but at present only a few 
exceptional companies are now managing to restore 
the balance somewhat by arranging reciprocal 
treaties on a profit-to-profit, rather than a quantum 
of premium, basis. 

94. Thirdly, the cession of reinsurance abroad 
might itself be curtailed. Such a process could be 
helped by the increasing merging and grouping of the 
overseas operations of foreign companies and by the 
formation of pools of domestic insurers to underwrite 
certain risks (see above). Governments may also on 
occasion arrange for their insurances to be spread over 
several companies operating locally, domestic and 
foreign, in order not to exceed individual company 
retention capacities. The scope for such moves, and for 
economizing in overseas reinsurance as a result, is how
ever, strictly limited by the relatively small and simple 
nature of the insurance market in most developing 
countries. The growing size and complexity of risks is 
another factor; even in India, ships and aircraft insured 
through domestic company pools are still very heavily 
reinsured abroad. If all risks were retained locally in 
developing countries, premium rates (on any sound 
basis of coverage) would have to be very high. 

95. Some developing countries have instituted 
compulsory reinsurance cessions to local reinsurance 
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organizations, which usually, though not invariably, 
involve official participation or control (see India, 
appendix II; Tunisia, appendix V; and Turkey, 
appendix VI). The efficacy of compulsory internal 
reinsurance cessions in stemming the outflow of re
insurance premiums is, however, a highly contentious 
issue. There is clearly a danger that a national reinsur
ance body operating in a small market will defeat the 
essential task of reinsurance: to spread risks widely. 
In fact, the retention capacity of an organization to 
which reinsurance must be ceded is itself limited to the 
extent that the restricted size of the national insurance 
market reduces the strength and variety of the pre
mium base it can build up. At any rate, all such 
organizations retrocede abroad part of the com
pulsory cessions received from all direct insurers 
operating locally. This proportion is not far short of 
50 per cent of the domestic reinsurance premiums 
received in some cases (see Turkey, appendix VI); 
it could be even higher in others. Retentions by such 
organizations suggest that some direct saving on over
seas reinsurance may be achieved; but even this must 
be qualified to the extent that certain risks compul
sorily ceded by large companies might not have been 
reinsured at all. 

96. The organizations receiving compulsory ces
sions may achieve a less direct saving of foreign 
exchange if they obtain better reciprocity on their retro
cessions abroad than individual operations would have 
done. On the surface, the ability of the compulsory 
reinsurance bodies to offer a large amount and a wide 
range of business to reinsurers abroad should give 
them advantages over individual companies. It is 
certain that they fare better than small domestic 
companies, and make additional savings to the extent 
that many foreign agencies receive no reciprocal 
cessions at all. Their performance vis-a-vis that of any 
large domestic companies and foreign subsidiaries 
may be less clear cut. What evidence there is seems to 
suggest, however, that they probably have an edge 
over these two groups as a whole. 

97. Four other factors should be noted. The 
compulsory reinsurers should have better bargaining 
power for reciprocity where the proportions of direct 
insurance premiums that must be ceded to them are 
graduated to give them a greater share of the more 
profitable lines of business. But at the same time this 
must reduce the bargaining strength of the ceding 
companies, and so may not necessarily lead to an 
over-all saving of foreign exchange. Where the com
pulsory reinsurers offer proportional retrocessions to 
the ceding companies, this could conceivably affect 
their bargaining strength with reinsurers abroad on 
reciprocity, since the ceding companies tend to accept 
the retrocessions on more profitable lines of business 
only. Thirdly, the bargaining strength on reciprocity 
of reinsurance organizations to which compulsory 
cessions are made is often slow to grow; the foreign 
exchange savings effected in their early years, partic
ularly in a small under-developed insurance market 
may be limited. Finally, lower commissions are paid 
on compulsory cessions in certain cases than could be 
obtained on free-market cessions. It is hard to see what 
can be gained by this in a balance-of-payments 

context; artificially low compulsory reinsurance com
missions appear to be virtually a form of taxation on 
all companies affected. 

3. The surplus earnings of foreign insurers 

98. Apart from reinsurance, the other main over
seas flow to which non-life insurance operations may 
give rise in those developing countries that exercise 
any significant degree of regulation over insurance 
consists of surpluses earned by foreign agencies, 
branches and subsidiaries. 

99. It has proved possible to obtain reasonably 
comprehensive data on foreign insurance operations 
only in certain cases and for a limited number of 
years (see the country appendices). The limited period 
circumscribes the conclusions that can be drawn al
most as effectively as a total absence of data, since 
insurance experience can vary significantly from year 
to year or over periods of years, especially in markets 
in rapid mechanical and statutory evolution, or in 
those subject to occasional large catastrophe claims. 

I 00. Even where certain data are available, it is 
vital to stress that in most cases they cannot be relied 
upon with any substantial degree of confidence to 
present a clear picture of true surplus earnings. As 
already noted, the concept of profit in insurance is 
extremely slippery. Suspicions are difficult to suppress 
that some of the income and loss accounts that have 
been examined do as much to obscure still further the 
true underwriting profit achieved as to clarify the 
issue. Provisions for reserves over and above those 
required legally or even by the canons of prudent 
insurance practice are one source of obscurity. The 
possibility-no more-also arises that excessive 
accounting provision for overseas reinsurance trans
actions might be made in some cases. 

101. Certainly, the evidence available to us (and 
summarized in the country appendices) does not 
justify our expressing a definitive view of the true 
earnings and profitability of insurance operations in 
developing countries. A great deal more concentrated 
study and, in most cases, further detailed data are 
required before such justification will be found. Much 
misunderstanding has occurred in the past, and will 
probably recur in the future, by reading too much into 
inadequate data. 

102. More detailed discussion of particular cases 
appears in the country appendices. Here, some of the 
main factors affecting the earnings of foreign-owned 
insurance operations in developing countries are 
pointed out and discussed. 

103. Though it does not make accurate quanti
fication significantly easier, the purpose of assessing 
the balance-of-payments effects of non-life under
writing is probably best served by thinking more in 
terms of the surplus theoretically available for transfer 
by foreign-controlled operations than in terms of pure 
underwriting profit. The latter, as already observed, 
cannot be pinned down definitively. It rests in prac
tice on company policy in providing for reserves 
not only for current unexpired risks and outstanding 
claims, but for any additional reserves it may wish 
to keep--to provide for exceptional contingency or 
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as a safeguard against a slump in the money val~e of 
investments, for example. A surplus theorettcally 
available for remittance by foreign insurers arises, 
however, when local reserve requirements (and, of 
course, reinsurance balances owing, and all local 
claims commissions, expenses, taxes, etc.) have been 
met. I~ terms of the net indebtedness concept, it is 
relevant to consider what happens to such surpluses: 
whether some are retained locally and in what forms, 
and whether any part of those remitted to head offices 
are held as additional reserves that could be regarded 
in theory as assets of the country of origin. The vital 
question in terms of the physical movement of funds 
is obviously, however, whether all such s~rpluses are 
in fact remitted. It must be stressed agam that the 
data available to use form an insufficient basis for a 
definitive treatment of either question. 

104. The critical factor that marks off countries 
incurring "composite indebtedness" on account of 
non-life insurance from those that can, however 
crudely, distinguish elements within pote~tial fl?ws of 
funds arising from insurance transactiOns IS the 
application of requirements that certain minimum 
reserves must be held locally against business written 
within the country. There are considerable variations 
among the developing countries in the form in which 
any such requirements are applied, and in their 
stringency (see the country appendtces). The pro
portion of premium income that must be held locally 
as a reserve against unexpired risks in the current year 
seldom appears to be greater than a sound insurance 
company would keep against its total ris~s •. and may 
sometimes be below. (The 40 per cent mtmmum ob
served by British companies may be taken as a 
working mean.) The provisions to be made for locally
held reserves against local outstanding claims also 
vary in stringency and in some cases appear open to a 
certain amount of individual negotiation with the 
authorities. There is little evidence that, judged by 
sound underwriting principles, local reserve require
ments in developing countries are set too high; 
judged on local investment opportunities, however, 
there may be room for dispute in some cases (see 
below). 

105. An important corollary to the requirement 
that certain minimum reserves must be held locally 
may be the supervision this entails; operating ac
counts, showing that appropriate local reserves. ~re 
constituted, must clearly be required by the authonttes. 
Again there are variations in form and st!inge~cy. 
In particular, from a balance-of-payments .v:ewpomt, 
it may be important how closely the supervlSlon of the 
accounts of foreign controlled operations is tied up 
with exchange control over t~e remittance.of surplus~s 
(compare Colombia, appendix I, and Indra, appendix 
II and see also Turkey, appendix VI). It is only in this 
w~y that any adequate check on reinsurance trans
actions, recorded underwriting surpluses, and the 
remittances to which they give rise can be maintained. 

106. In the absence of comprehensive, reliable 
statistical evidence, it is extremely difficult to gauge 
the extent of the profitability or surpluses of foreign
controlled insurance operations in developing coun
tries. Most general statements could almost certainly 

be fairly contested by a single company, or by refe~
ence to experience in a particular country. For this 
reason the remarks that immediately follow inevitably 
have a certain air of superficiality. 

107. The insurance market in most developing 
countries is basically quite keenly competitive. It has 
sometimes been undesirably competitive; steps have 
often been taken to cut out such practices as hidden 
rebating and discounting, which, while they might 
reduce costs to the insured in the short run, have 
sometimes had highly detrimental effects on the finan
cial soundness of the insurance market. Measures to 
curb the payment of excessive commissions on n~w 
business procured and the number of small compames 
in operation (see Tunisia, appendix V) have ha? the 
same end in view. In some, or all, classes of busmess, 
certain countries regulate or control premiums (see 
Colombia, appendix I; Tunisia, appendix V, and 
Turkey, appendix VI); minimum tariffs are also 
operated by most companies in certain classes of 
business in many countries. These measures have 
seldom erased competition completely, however; in 
most countries it would seem keen enough to prevent 
companies from demanding excessive premiums on 
risks that can reasonably be insured locally. 

108. There are nevertheless complaints in some 
developing countries that certain premiums a_re set !el~
tively and unduly high. It has not been possible wtthm 
the scope of this study to collect sufficient evidence to 
put such contentions to the test. This could well form 
the basis of further detailed study, though it must be 
recognized that valid international comparison of 
premium rates would be extremely hazardous, 
particularly where insurance markets-and the ve~y 
nature of insurance risks-are undergoing rapid 
change. 

109. It is widely accepted among international 
insurers that certain classes of business-fire is 
pre-eminent-in developing countries are traditionally 
of above-average profitability. There is reason to 
believe that they, along with domestic insurers, manage 
to generate comfortable surpluses in most years on 
such business, though in India, for example, fire tariff 
rates have recently been reduced. Insurers, however, 
often regard their business on a "swings and round
abouts" principle. In recent years, for example, 
whether under statutory control or not, premium 
rates on motor-vehicle insurance in many developing 
countries have failed to keep pace with the increasing 
number of vehicles on the roads, with the rapidly 
rising incidence of accidents, and, in some cases, with 
the increasing severity of magisterial awards in accident 
cases. Underwriting experience on this class has been 
almost universally bad in developing countries, and 
considerable losses have been incurred in some. 
As this is now very often the leading class of business 
in terms of premium income, the effect on over-all 
profitability has sometimes been severe. Marine cargo 
business written in developing countries can also be 
both variable and a poor profit earner, often because of 
a high incidence of pilferage and poor handling 
facilities at trans-shipment points. Workmen's ac
cident insurance, at fixed rates and compulsory in 
some developing countries, may form a large class of 
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business, generating little more than nominal surpluses 
for the insurer. 

110. The statistical data on which comparisons 
of the underwriting performances of domestic and 
foreign insurers may be based are also inadequate. 
Apart from the general deficiencies already outlined, 
the sometimes rapid growth of a domestic insurance 
sector tends to distort relationships between claims 
and expenses and premiums (see Tunisia, appendix V). 
The somewhat shaky evidence that can be mustered 
is inconclusive. In India, for example, there is a definite 
tendency for foreign insurers to underwrite risks on a 
more selective basis than their domestic competitors, 
both as between classes of business and within certain 
classes. The ratio of claims to premiums thus tends 
to be lower for non-Indian insurers than for Indian. 
Yet in Turkey, foreign agencies, which here as well 
tend to write a higher proportion of the relatively 
profitable fire business than domestic companies, 
appear to have higher claims ratios. The ratio of the 
total of commissions paid, management expenses and 
taxes to premiums usually appears to be somewhat 
higher for foreign concerns, perhaps owing partly 
to higher labour costs associated with expatriate staff 
in branch operations and sometimes to the rather 
higher tax burden faced by foreign operations. 
Whether the scales of commission paid to foreign 
agents also boost the figure is uncertain. 

11 I. At least in markets requiring local reserves 
to be maintained, there is little evidence that under
writing surpluses earned by foreign companies in 
recent years have been large. Where foreign agencies 
are in relative decline in small markets, the total 
volume of their underwriting profits often appears 
small and erratic, and losses in certain classes of 
business may be not infrequent. But until statistical 
records give a more meaningful picture of true 
profitability, judgements are necessarily all too 
tentative in this sphere. 

112. The very fact that foreign operations remain 
significant even in developing countries where re
strictions are tight might imply that their profitability 
must be higher than it sometimes appears to be. It has 
already been stressed that it is hard to be objective 
about this on available statistical evidence. Insurance 
companies are, of course, in business to make profits. 
There are motives, however, for their continuing to 
operate in developing countries even with no signifi
cant remitted surpluses. The maintenance of a world
wide service can add to good will. There is also a 
feeling that, once out of a country it might be im
possible to re-enter. Moreover, it may be that a squeeze 
on profits is a common accompaniment of the trans
ition from an unregulated, rudimentary insurance 
market; once a new pattern solidifies, there is clearly 
the prospect in many developing countries of an 
expanding market capable of sustaining both domestic 
and foreign insurers. Insurance companies tend to 
take long views. 

113. Re-emphasizing the severe limitations of the 
statistical data, it may still be worth noting as a general 
indication of relative scale that the apparent under
writing surplus (after tax)-not necessarily equivalent 
to the sum of company profits-of foreign insurers in 

India has averaged around $1.5 million annually in 
recent years, or to between 5 and 9 per cent of their 
gross premium income. In Turkey, foreign agencies 
appear to have managed an after-tax surplus ranging 
from rather more than $150,000 in 1960 to only 
$28,000 in 1962, or from 8.5 per cent to 1.3 per cent 
respectively of their gross premium income. But these 
figures are net of losses by some agencies. Recorded 
surpluses of the rest, which are the better guide to 
potential physical remittances, totalled $287,000 in 
1960 and $165,000 in 1962; foreign subsidiaries were 
probably more profitable (but see Turkey, appendix 
VI). 

114. In view of the nature of the data on which they 
are based, such rough guides may well be under 
rather than over-estimated. In addition, there may 
also be an income from investments, which is unlikely 
to make much impact on the surplus available for 
remittance from developing countries (though see 
Colombia, appendix 1). The point nevertheless still 
emerges that at least in supervised markets with local 
reserve requirements and a significant domestic 
insurance sector, the volume of remittable surpluses 
of foreign insurers is unlikely to be very great. 

liS. Exchange controls may place a final obstacle 
in the path of remittance. Their effect may be to 
place the declared underwriting surplus in the same 
deferred indebtedness category as the capitalized 
"profits" of a foreign insurance operation-in this 
case, involuntarily. 

116. Exchange control may occasionally single out 
flows arising from foreign insurance operations within 
the country for special treatment. But this is probably 
rare. Restrictions on the transmission of insurance 
surpluses are usually one part of general control, the 
need for which arises from a shortage of foreign 
exchange. There are, in fact, good reasons for not 
imposing stringent controls on insurance flows as 
such. One is the essentially international character 
of insurance, embodied pre-eminently for developing 
countries in reinsurance. The other is where the 
domestic industry has overseas business of its own, or 
overseas ambitions. It is noteworthy that India, with 
a critical foreign exchange position, but also with 
substantial overseas insurance interests, exercises 
relatively liberal exchange control on insurance. 

117. There are cases, however, where exchange 
control may seriously curtail physical remittances 
arising from insurance. Even reinsurance settlements 
may very occasionally be affected (see Tunisia, 
appendix V), but this can scarcely continue long with
out serious repercussions. Delay, or blockage, of 
remittances of proper surpluses is a less rare feature 
(see Tunisia, appendix V, and Turkey, appendix VI). 
There are also certain countries (probably very few) 
where any temporary shortfall in reserves required 
to be held locally at the end of a statutory accounting 
period must be made up by a foreign insurer through 
an inward remittance. 

118. While some form of exchange control may 
be an important link in the supervision of the opera
tions of foreign insurers and the flows of funds to 
which they must give rise, restrictions on the proper 
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international movement of insurance funds, if over
done, can clearly be detrimental to the efficiency with 
which some of the essentially international functions 
of large-scale insurance operations can be discharged. 

LIFE BUSINESS AND ITS BALANCE
OF-PAYMENTS EFFECTS 

II9. Life insurance transactions are sometimes 
disregarded completely in a balance-of-payments 
context. There is some logic in this since, by their very 
nature and unlike non-life transactions, they are at 
least self-balancing in the long term; the insured 
ultimately receives back sums equivalent to his 
premium payments, plus any interest or bonuses
though real values may differ from money values owing 
to intervening inflation. (An exception in a balance-of
payments context is the local insurance of expatriate 
lives, on whlch claims are paid overseas; but overseas 
losses on such claims payments may clearly be 
preferable to having expatriate lives insured outside the 
country.) 

120. But life insurance business can clearly 
involve a substantial drain if the funds generated 
by it are invested out of the country. Because of the 
basic self-balancing mechanism of life insurance, such 
outflows represent only a physical flow and not a 
change in the basic balance of indebtedness between 
the country of origin and the country in which in
vestment takes place. None the less, the periods over 
which the balancing action operates can clearly be 
long, particularly since the endowment or capital 
redemption branch of life business appears to have 
made only small inroads in many developing countries. 
The loss of the physical use of life insurance funds 
(or mathematical reserve, since it is calculated on 
actuarial principles) can be of potentially great 
importance to countries in the basic stages of eco
nomic development when investment capital is scarce. 

121. In this context, the distinction between those 
countries requiring that the whole of the life fund 
against business written nationally must be retained 
within the country-generally the same countries 
that have local reserve requirements for non-life 
business-and those that impose no requirements is 
critical. From the former group, the only drains on 
account of life insurance may be net reinsurance 
cessions, which are usually of relatively small im
portance and themselves balance out over the long 
term, and possibly (though not necessarily) part of the 
income received by foreign insurers from local in
vestment of life funds. From the latter group, the 
"temporary" physical loss of funds is potentially 
substantial. 

122. Again, however, it is important not to see 
the picture out of perspective. The scale of life 
insurance business in many developing countries is 
small (see Table 1). This stems fundamentally from 
the lack of personal savings, though chronic infla
tionary pressures may also put a brake on the ex
pansion of life business, and certain religious beliefs, 
too, may act as a drag. The greater part of the life 
business written in some developing countries so 
far has been associated with expatriates (see Nigeria, 
appendix III, and Tunisia, appendix V). 

123. But if there is a lack of demand, there may 
also be serious impediments of supply. The volume and 
quality of investment forms suitable for a life in
surance fund are frequently lacking in countries in 
the early stages of development. The practical choice 
here may be between life funds seeking investment out 
of the country and the total absence of soundly-based 
local life insurance offices. 

124. As indigenous demand for life insurance 
reaches significant proportions, it might seem both 
attractive and reasonable to require that the resultant 
life funds be retained and invested nationally, since 
they represent an effective means of mobilizing and 
channelling small personal savings (see India, ap
pendix II, where life insurance was nationalized with 
the mobilization and use of personal savings as a 
principal objective). But the timing of measures to 
seal life funds within a country needs very careful 
consideration; the emergence of a sufficient range 
of local investment opportunities needs to be geared 
to the expansion of locally retained funds. While a 
minimum requirement may be government-guaran
teed securities providing a range of maturity dates, 
inflationary pressures in many developing countries 
emphasize the desirability also of sound local equity 
outlets, and perhaps suitable investment opportunities 
in real estate. (Government bonds with redemption 
prices linked to cost-of-living indices may be a partial 
alternative, but only provided that there is a genuine 
market for them and that they do not defeat their own 
end.) If domestic investment opportunities are 
seriously deficient, the terms of life policies offered 
could be affected. Valid comparison of the life in
surance terms offered in developing countries is 
extremely difficult, the absence of reliable local 
mortality tables being a considerable handicap in 
many cases; further detailed study in this connexion 
might, however, produce interesting results. It is 
clear, however, that the apparent success of the Indian 
Life Insurance Corporation (see India, appendix II) 
could scarcely be repeated in many countries in the 
early stages of development, with or without national
ization. The establishment of government-run or 
controlled insurance operations, especially in the life 
field, raises a number of basic questions which are not 
embraced by the present study; such operations can 
obviously avoid the need to submit to the canons 
of commercial insurance practice that this study has 
assumed, with regard either to underwriting or 
investment policy. 

125. It is noticeable that where life funds are 
required to be held locally, and where the insurance 
market is gaining sophistication, the square of foreign 
agencies and branches (though not, apparently, of 
foreign-controlled subsidiaries) in life business is 
usually less than in the non-life sector (see India, 
appendix II, for pre-nationalization picture; Turkey, 
appendix VI, and Colombia, appendix I for an 
exception). Many foreign agencies do not write life 
business at all; and of those that do, some may confine 
their activities to servicing the requirements of ex
patriates. Moreover, once regulations requiring the 
local retention of life funds have been introduced, the 
administration of a proper local investment policy 
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may be beyond small agencies. And once indigenous 
demand for life insurance has grown, the appeal of a 
local company may be relatively strong. In addition, 
the fear of nationalization or of stringent controls 
has tended to encourage foreign companies to cease 
life insurance operations in some countries. 

126. The operation of foreign branches and sub
sidiaries in life insurance may well make a useful 
contribution, within the usually limited scale of such 
business, to the mobilization of savings in developing 
countries with local fund retention requirements 
without causing a significant drain of foreign exchange. 
Apparent surplus income from local investments in 
such cases seems to be of very small significance 
(though difficulties with operating aceounts again 
set up problems of definition), and it is not readily 
apparent whether even these are remitted (see Colom
bia, appendix 1). 

USES FOR RESERVE FUNDS, AND 
THEIR SIGNIFICANCE 

127. The crucial distinction in a balance-of-pay
ments context between countries that require certain 
minimum reserves to be held locally and those that 
do not has been reiterated throughout this report. 
A developing country's transition from one group to 
the other, if the risk of reducing the quality (and 
perhaps raising the cost) of its internal insurance 
facilities is to be avoided, must hinge in part on the 
volume and range of local investment opportunities, 
and their applicability to the needs of insurance 
portfolios. 

128. That insurance companies have invested 
relatively little in countries like the Sudan has been 
due not merely to the absence of any requirement for 
them to do so, but, more positively, to the lack of 
suitable investment forms. Particularly where branches 
or subsidiaries are established, foreign companies 
may be eager to invest part of their funds locally 
(partly perhaps to create a favourable impression), 
even where no requirements for retention are laid 
down. Insurance companies, however, have a duty 
to act in the interests of their policy-holders as well 
as their shareholders. They cannot reasonably be 
expected to provide large quantities of risk capital 
for fundamental economic development, especially 
from non-life reserves. In the absence of a range of 
securities and, also very important, of a market which 
facilitates their purchase and sale, the opportunities 
for sound local investment of insurance funds are 
limited. 

129. It is probably significant that the evolution 
in recent years of a market in Nigeria for government 
securities and industrial stocks and shares appears 
to have resulted in a spontaneous, though by no means 
yet substantial, increase in the local investment of 
insurance companies. These financial developments 
are probably also an important factor affecting the 
Government's intention to introduce legislation re
quiring minimum reserves to be held in Nigeria (see 
Nigeria, appendix III, and contrast with Sudan, 
appendix IV). 

130. For countries where reserve retention re
quirements are in force, it is common practice to lay 

down also conditions as to the deployment of the 
reserve funds (but see India, appendix II). These 
conditions are discussed in the country appendices. 
They range from direct prescriptions that certain 
proportions of reserves (and sometimes paid-up 
capital) must be held in certain forms-usually public 
sector securities and perhaps certain mortgages (see 
Colombia, appendix I and Tunisia, appendix V)-to 
lists of permissible investments, with maximum 
proportions laid down for certain forms. 

131. Where these conditions are rigid, yet the 
investment market small and of limited range, 
insurers may have a genuine grievance that an es
sential element of flexibility, especially for non-life 
funds, is lost. Large compulsory holdings of a limited 
range of government securities in some countries can 
result in the failure of the value of reserves to appre
ciate even in line with the amounts due on long out
standing claims, let alone with the general processes 
of inflation. Poor yields are also a cause for frequent 
complaint. 

132. No evidence has been found in the course of 
this study that deficiencies in the range and yield of 
investment forms available to funds held and deployed 
under statutory rules result in higher charges to the 
insured. This does not necessarily imply, however, 
that the complaints noted in the preceding paragraph 
can be entirely discounted; the effects of such factors 
on charges to the insured are bound to be difficult 
to isolate and may emerge only in the long term. It is 
certainly a question that appears to merit further 
investigation, for the answer clearly has important 
implications for official policy decisions on the 
supervision of insurance in countries in the earlier 
stages of development 

133. In general, the impact of the local use of the 
reserve funds of foreign insurers on the investment 
pattern of developing countries has probably not been 
great. First, this may be because in few countries in 
the earlier stages of development have foreign insurers 
a substantial life fund. (This, of course, represents one 
segment of the vicious circle to which we have already 
alluded; see above.) There are exceptions; in the 
Philippines, for instance, a United States life company 
that has managed to develop a substantial fund plays 
an active role in providing loan finance, and also 
in the real estate market, where it has helped, inter 
alia, to finance housing projects. (See also Colombia, 
appendix I, where one dominant United States com
pany has specialized by filling a gap until more 
recently left by domestic companies-that of loans, 
particularly on mortgages, tied to its own life in
surance policies.) The ability of foreign insurers to 
build up life funds in developing countries with any 
degree of confidence must, however, depend not only 
on local life insurance demand and investment 
potentialities, but also on official attitudes towards 
foreign private enterprise in this sector. 

134. The second factor limiting the investment 
impact of foreign insurers' reserve funds in developing 
countries stems from the financial disciplines of 
insurance, particularly in the non-life branch. The 
need for long-term finance for basic development and 
the investment requirements of a non-life reserve 
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fund are hard to match up. The consequences of 
attempts to force a compromise between them could 
be far from happy. But the development o_f a more 
varied financial market within a generally Improved 
investment environment could help in many cases 
by providing more suitable outlets for insurance funds, 
and so releasing funds more suited to long-term 
development finance. 

135. Even in developing countries with a relatively 
wide choice of investment forms and comparatively 
flexible regulations governing the deployment of funds, 
there may not be many exceptions to a general rule 
that foreign insurers invest little mor~ ~oc_ally than 
they must. (Foreign-controlled subs1d1anes may, 
however, be a significant exception here.) Fear of 
inflation or devaluation, indifferent returns and a lack 
of flexibility compared with more fully ?eveloped 
financial centres are pertinent reasons. An _Important 
exception in some cases may, howeyer, be mvestme~t 
in local enterprises, whose general msu~ance nee~s. It 
is then hoped to meet (see India, appendix II). EqUities 
may also be taken up locally as a hedge ~ga~nst 
inflation in certain countries, and, to a very hmtted 
extent in the case of non-life funds, real estate may 
be financed for similar reasons. 

136. Generally, however, there is little investment 
of non-life funds in real estate beyond office property 
that is often used in whole or in part by the insurer; 
though there are cases i~ which hot~:sin& schem~s 
have received some financmg from foreign msurers m 
connexion for instance, with writing workers' 
accident i~surance business (see Tunisia, appendix V). 
Much ofthe balance of the limited local non-life funds 
held by foreign insurers in most de_veloping co~ntries is 
usually held in State, local authonty and _PUbhc enter
prise bonds, and in cash and bank deposits. From the 
limited evidence available, however, a tendency that 
might well be expected for foreign ag~ncies an~ 
branches to hold a relatively large proportiOn of theu 
assets in liquid forms does not emerge at all clearly. 
Where comparison is possible, foreign insurers appear 
to hold about as high a proportion of their (locally 
held) assets in p~blic securities of v~rious kinds as 
domestic compames. In a small financial market, and 
under stringent insurance fund investment require
ments (as, for example, in Tunisia), foreign insurers 
probably play a significant role in absorbing Govern
ment bonds. But, for reasons outlined above, there 
is little doubt that they do so somewhat reluctantly. 

THE RELATIVE EFFICIENCY OF 
FOREIGN INSURANCE SERVICES IN 

DEVELOPING COUNTRIES 

137. The gains and losses associated w~th foreign 
insurance operations in developing countnes have a 
qualitative aspect. The questio_n. of whet~er .or not 
foreign insurers make a postttve contnbut10n to 
development by providing an effi~ie~cy and _scope of 
service superior to those of domestic msurers IS clearly 
a relevant one. 

138. It would be invidious to draw very firm c~n
clusions from the opinions sounded. In. the coun~nes 
least developed in an insurance sense, fair companson 

is clearly out of the question until a domestic industry 
has evolved much further. Here the foreign insurer 
clearly has an indispensable rot~. It is fair_ to point ~ut 
the obvious truth that embryomc domestic compames 
cannot quickly attach to themselves the value of 
many years of practical experience, nor the techni.eal 
expertise, that many (though _not all) of the fore~gn 
insurers can bring to bear, particularly when operatmg 
through a branch or subsidiary. In t~e formati_ve 
years, there is little doubt that domestic compa~Ies 
have often gained much through mutual co-operatiOn 
with local representatives of leading international 
companies. Many and perhaps ~ost of t~e leadi?g 
figures in emerging local industnes (and m offic_ml 
supervisory capacities) in the least developed m
surance countries have received training in a foreign 
organization; again, branches .and s~bsidiaries appear 
to be particularly valuable I~ _this respect. Dir~ct 
assistance to emerging domestic msurance compames 
is also received in several cases from international 
reinsurance organizations, which, of course, may have 
a vested interest in their efficient underwriting. It 
should also be noted, as a corollary, that efforts to 
"nationalize" a little-developed insurance industry 
in terms of personnel have in some cases had to be 
abandoned or slowed down owing to shortages of 
trained indigenous staff. 

139. In better-developed markets, evidence as to 
the relative service provided by domestic and ~oreign 
insurers varies from country to country. The existence 
of controls on premium rates in countries like Colom
bia and Turkey increases the importance of service 
to the insured as a competitive factor. In neither of 
these two countries is there much evidence that 
foreign operations can offer much in the way <_>f 
service that is not provided equally well by domestic 
concerns. Indeed, to the extent that foreign agencies 
may often be run as one department of a merchanting 
or commercial house, and may have grown up to serve 
rather special needs, they may be at a disadvantage 
against large domestic companies i!l the r~nge and 
quality of services offered, and even m certam aspects 
of underwriting skill. 

140. None the less, some of the larger foreign 
agencies and many of the branches and subsidi~ries 
of foreign companies have managed to retam a 
relatively high reputation for service. In some cases 
they are apparently more attentive and sensitive to 
the customer's precise requirements, less entangled 
in red tape, and inclined to act more qui_ckly and wit? 
less prevarication in the settlement of claims. Generali
zation on this highly subjective question is, however, 
obviously hazardous; opinion in Colombia and India, 
for example, is in almost direct con~ict on many of 
the points raised here (see appendices I and II). 
Much of the argument may well boil down to the 
effects of differences in the scale of individual 
operations. 

THE INSURANCE COST IN MERCHANDISE TRADE 

141. Marine insurance written in the developing 
countries-on both hulls and cargo-has been con
sidered as an integral part of non-life insurance 
business in the discussion above. 
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142. But there is clearly a special additional way 
in which the insurance of merchandise entering 
international trade affects the balance of payments. 
The crucial point is that goods insured (and with 
carriage and freight paid) by an exporter are valued 
and billed to an importer on a c.i.f. basis; the im
porter bears the cost of insurance, which thus becomes 
a separate debit item-assuming imports are actually 
recorded f.o.b.-in the importing country's balance of 
payments. (An importer arranging his own insurance, 
who does so abroad, also produces a debit in the bal
ance of payments, but clearly not in the same way; 
such transactions are not essentially part of c.i.f. 
costs, but one form of business carried out direct 
between residents and insurers located overseas.) 
Conversely, the exporting country, in addition to 
f.o.b. export values, records as receipts sums equiva
lent to insurance costs incurred within the country 
on export shipments and charged to buyers. What 
happens to the premiums paid by exporters in cases 
where they insure with foreign companies operating 
locally is irrelevant in this particular context. In
surance arranged by exporters with insurers located 
overseas, either direct or through a local broker, is 
a self-balancing item in a balance-of-payments sense 
to the extent that the costs are recouped from buyers. 
(Such overseas placings can be relatively substantial, 
especially by exporters in countries least developed 
in an insurance sense.) In all these cases, corresponding 
claims flows must, of course, be taken into account. 

143. Within the framework of this study of the 
over-all effects of insurance costs in the balance of 
payments, it has not proved feasible to isolate the 
insurance element peculiarly associated with c.i.f. 
sales and purchases. Credits, debits and net balances 
associated with this element in 1961, as recorded by 
the International Monetary Fund, and the simplified 
formula on which these estimates are based, are 
discussed in appendix VII. They suggest that quite 
significant sums are involved, though for all the 
developing countries covered the debit balance in 
1961 was only three quarters of one per cent of the 
f.o.b. cost of imports: $193.8 million against $25,206 
million. 

144. Further investigation is obviously needed, 
however, to obtain a more sophisticated assessment 
of both the scale of, and the complex of factors 
affecting, insurance costs in the balance of payments 
arising from international merchandise trade. To 
calculate the volume of imports and exports received 
and shipped on c.i.f. contracts, and to isolate the 
insurance element from over-all c.i.f. costs would be a 
task posing immense problems. In practice, the 
insurance sector could provide only limited help, 
since a vital factor in the insurance element in the 
c.i.f. trade of any one country is the cost to importers 
of insurance arranged in other countries. Even if all 
the relevant data were available in the insurance 
sector-and they are not-their collation from all 
the trading partners of any one country would clearly 
be a very large operation. Studies would have to be 
concentrated as much on the practices, processes and 
documents of international trade as on any one 
country's insurance sector; it is apparent that in most 

countries very substantial problems of data availability 
would dim the prospect of an accurate over-all 
view. 

145. Of all branches of insurance that of marine 
cargoes is perhaps the least susceptible of generaliza
tion. Each individual contract of sale covering an 
international merchandise transaction may embody 
a separate insurance arrangement as agreed by the 
buyer and seller. 

146. In free market conditions, however, most 
developing countries tend to buy the greater part of 
their imports on c.i.f. terms and ship a majority of 
exports f.o.b. or c. and f., thus insuring a net deficit 
on insurance of merchandise in external trade. The 
least developed countries in terms of trade and in
surance tend to insure locally only a small proportion 
of either imports or exports; even on exports shipped 
on a c.i.f. basis, the insurance may often be placed on 
an international marine insurance market either direct 
or through local brokers. The reasons for all these 
common features are fairly obvious, though there are 
many shades of emphasis. Developing countries are 
relatively seldom in a good position to dictate the 
terms of a trade transaction. Exporters must often 
operate in a buyers' market, in which customers may 
very well reserve the right to handle the insurance 
required on transactions, buying on f.o.b. or on c. 
and f. conditions. The high incidence of bulk cargo 
exports from developing countries may also reduce the 
tendency to insure locally, particularly when these 
are associated with the global operations of large 
companies which may often have centralized insurance 
arrangements or carry many of their own marine risks. 

147. The prevalence of the c.i.f. contract governing 
the imports of developing countries can be related 
generally to low levels of commercial development in 
comparison with industrialized trading partners. 
Special arrangements made in supplying countries for 
financing the imports of developing nations may often 
contain provisions for insurance facilities to be 
organized at source; similarly, insurance arrange· 
ments may be bound up with the flag of vessels carrying 
the goods in question, over which developing countries 
may again have little control. 

148. Above all, perhaps, the placing of insurance 
covering both the exports and imports of developing 
countries may often be a function of the relative 
scope and abilities of national insurance markets. 
There are many special features of the marine cargo 
insurance market-the need of facilities for the 
prompt settling of claims internationally, specialized 
loss adjusting machinery, etc.-in which the insurance 
industry in most developing countries cannot compete 
on equal terms with highly commercialized countries, 
and particularly with specialist maritime markets like 
London. Premiums on goods passing through ports 
in many developing countries, where handling facilities 
are poor and the incidence of pilferage great, naturally 
tend to be relatively high; all the same, there are un
doubtedly cases in which major marine insurance 
markets offer lower rates than can be obtained in the 
developing countries themselves. 

149. Nevertheless, a substantial volume of marine 
cargo business is written locally in many developing 
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countries. Trade with each other is clearly one sector 
in which many of the relative factors outlined above 
lose much of their validity, though some shipments 
may be insured in third ~arkets. Grow.ers' associati<;ms 
(see Colombia, appendix I) and national marketmg 
boards may arrange insurance of their exports 1oca~ly 
sometimes through their own insurance compames 
or departments. The agencies and branches of foreign 
companies operating in d.eveloping co':ntries may. also 
retain a good deal of the msurance busmess associated 
with shipments made by the merchanting houses of 
similar national parentage whose local needs they 
often grew up to service (see above). 

150. Statutory regulations exercise a significant 
influence in many developing countries. Import 
licensing and foreign exchange allocation may form 
an indirect means of encouraging imports to be 
purchased f.o.b. or c. and f. ~nd i_nsured l.ocally. 
Foreign exchange allocated agamst Import hcences 
will clearly go further in terms of the purchase of 
goods if insurance costs are not included in the 
invoiced price. A minor factor in certain cases may 
be the relative ease of obtaining a fresh licence to 
import replacements of goods damaged or lost. if 
the original insurance was placed locally (see Indta, 
appendix II). 

151. The local insurance of public sector imports 
can achieve apparent savings of foreign exchange 
on merchandise insurance costs, though these may be 
smaller than they appear on the surface. In India, 
for example, such a course is now being followed over 
the greater part of public sector imports; ev~n foreign
aided imports in this categ<?ry are mostly msured o!l 
the Indian market or the msurance arrangement IS 
shared with suppliers (see India, appendix II). 

152. Some developing countries (see Colombia, 
appendix I) have gone to the extreme of granting 
foreign exchange only for imports made on. an 
f.o.b. basis. Clearly, such measures have attractions 
in terms of saving foreign exchange, but there may 
also be considerable pitfalls. As noted above, premium 
rates may be higher in small, non-specialized marine 
insurance markets, and the differential could become 
wider if local insurers are insulated from external 
competition. Foreign exchange savings must thus ~e 
set against any increase in the effective domestic 
cost of the import. Moreover, the foreign exchange 
saving may itself be reduced if there is a tendency 
for exporters to take out .more '.'sellers'. interest" 
policies as a result, concealing thetr cost m quoted 
prices. Further detailed study into the repercussions 
of such rulings on export prices would clearly be 
desirable. Finally, the local market may be incap~ble 
of retaining high proportions of the (sometimes 
specialized) marine risks it may be required to under
write because of such foreign exchange regulations. 
Some of the initial foreign exchange savings may thus 
be lost in overseas reinsurance. 

CONCLUSIONS 

153. Insurance costs involve a net external debit 
in normal years to practically all developing countries, 
whether measured in terms of net indebtedness or 
of physical flows of funds. 

154. It is strange that few serious attempts appear 
to have been made to measure the volume of such 
debits, or even to collect, collate and interpret the 
data that would make accurate measurement possible. 

155. It must be emphasized that this perforce 
all-too-brief study of a subject virtually untouched 
by detailed research is inevitably based on evidence 
that in some cases is seriously deficient not only in 
quantity but also in quality. For this reason, almost 
all the conclusions and inferences drawn are essentially 
tentative; they must not be interpreted any more 
widely than the limited data on which they are based 
reasonably permit. 

156. A particularly disturbing aspect of the avail
ability and quality of the relevant data is that much 
of the official policy towards insurance in some 
developing countries is apparently fo'!lnded on .a 
factual basis little firmer than that for this study. It IS 
fairly clear that many of the least developed countries 
must be groping in the dark when any effort is made to 
come to grips with the implications of insurance 
operations for the balance of payments. The relevant 
problems are hard enough to define, let alone solve, 
in such a factual vacuum. 

157. Moreover, until insurance operating accounts 
are placed on a more rational, comprehensive and 
uniform basis, it is difficult to see how an accurate 
assessment of the effects of insurance on true inter
national indebtedness can be made even in more
developed countries. As importa~t as 11:ny <_>f the 
positive features to emerge from this study IS evtdence 
of the need to build up a much stronger factual frame
work against which deeper research and discussion can 
be set and to air more widely whatever facts are 
know~. Misunderstanding and the possibility of mis
guided policy decisions loom ominously in the present 
void. 

158. Certain broad inferences may be advanced 
none the less. The concepts of net indebtedness and 
the physical flow of funds must be clearly distinguished 
in dealing with insurance in a balance-of-payments 
context. It is easy to exaggerate the effects of insurance 
on both these balance-of-payments concepts. But 
physical flows relative to the size of funds nati<;mally 
involved in insurance tend to be greatest where msur
ance is least significant. Very broadly, relative physical 
outflow tends to vary inversely with the degree of 
development of an efficient domestic insurance in
dustry with the size, variety and efficient domestic 
insura~ce industry, with the size, variety and efficiency 
of the local capital market, and with the effectiveness 
with which insurance operations are regulated. These 
three variables are essentially bound up one with 
another; they form a broad composite in~ic~tor of the 
stage of national development reached tn msurance, 
and provide a central spine linking the main aspects of 
this study. Where, for example, the degree of regu
lation outruns the other two variables, it may appar
ently succeed in blocking, or even reducing, the 
outflow. But, while we have insufficient evidence on 
which to base a firm judgement, the long-term efficacy 
of introducing such regulation without simultane?us 
progress within the other variables: and the po~s.I~le 
effects on the cost and efficiency of msurance fac1hties 
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locally available, must be questioned, in the context 
of free market insurance operations. 

159. The successful introduction of regulations 
requiring the local retention of reserves and the super
vision of operational accounts does, however, appear 
to mark for the insurance markets of developing 
countries an important stage in the evolution of a 
separate identity, and to have an important part in 
the process of reducing the net outflow of funds on 
account of insurance to smaller, or at least more 
closely definable, proportions. Particularly important 
for developing countries may be the dam that such 
measures, carefully and reasonably formulated, can 
erect against the drain, for overseas employment, 
of life funds which may potentially play a very useful 
role in mobilizing personal savings for local in
vestment. 

160. Even in such regulated markets, considerable 
obscurity shrouds the true profits of foreign insurers. 
Their margins in recent years may well have been 
relatively narrow; in some small, tightly regulated 
national markets, where aggressive efforts are being 
made to develop an indigenous industry, foreign 
operations appear to be passing through a lean time. 
On the other hand, the dividing line between outflows 
on account of the surpluses of foreign operations and 
the much more substantial debit balances arising from 
overseas reinsurance transactions is hard to draw 
with any accuracy from the statistical data available. 
The apparent importance of external reinsurance to 
domestic companies (as well as foreign operators) in 
most developing countries at the same time serves 
to draw attention to certain essentially international 
aspects of insurance. It may be of some importance 
for small national insurance industries, in the early 
and middle stages of development in particular, not 
to underrate the advantages of harnessing the inter
national facilities available to meet their particular 
requirements, or to over-estimate the apparent at
tractions of cutting current foreign exchange outflows 
by means of stringent restriction of foreign insurance 
activities. At least, enough doubts are evident to 
warrant much more scrutiny before hasty judgements 
and policies are formed. 

APPENDIX I: COLOMBIA* 

INTRODUCTION 

1. Insurance is well established in Colombia, even 
though the bulk of the population has neither the means 
to insure nor the possessions that would merit insurance. 

2. This is a case, however, in which the very limited 
time available for this study has had particularly serious 
repercussions. Consolidated returns of the insurance in
dustry's operations in 1961 and 1962 are only just becoming 
available, and it has not been possible to incorporate 
these into this study, except at one or two isolated points. 
In addition, much time was expended in obtaining a 
consolidation of data for 1960 from official sources; and 
complete operating data for 1959 have been unobtainable. 

• All value figures in this appendix are expressed in Colombian 
pesos, unless otherwise indicated. 

3. Considerable difficulties were also encountered in 
analysing the data obtained. Definitions of, for example, 
premium income and claim payments differ from context 
to context and it is often hard to obtain internal consist
ency in many series. There are still apparent discrepancies 
in certain series that remain unexplained; deeper research 
over a longer period is clearly necessary to resolve the 
outstanding problems. A further more specific difficulty 
is that certain figures are derived from returns which were 
synthesized from lists referring to companies active at 
the time the returns were consolidated. Thus, particularly 
for 1956, but to a lesser degree also for later years, some 
of the figures presented in this report do not embrace all 
the business written in these years, because some companies 
ceased operations between the year covered and the time 
the consolidated returns were prepared. Wherever possible, 
such discrepancies are pointed out. Their effect on what 
analysis is possible is not serious, but they do affect 
estimates of trends. 

4. It is felt that a much longer and deeper study of 
the insurance industry in Colombia would be rewarding, 
since at least some of the problems that have proved 
wellnigh insuperable in the present study could probably 
be solved with more detailed investigation. This is par
ticularly so now that data for 1961 and 1962 are becoming 
available. 

5. Rather than cloud the issue by elaborate qualifica
tion of the data that are available to us, and in order to 
steer away from the danger of reading more into the data 
than their nature appears to deem wise, this appendix 
is presented in more abbreviated form than the others 
dealing with countries studied. 

THE STRUCTURE AND ORGANIZATION 

OF THE INSURANCE MARKET 

6. A major difficulty affecting a study of the balance
of-payments implications of insurance in Colombia is 
raised by the classification of company operations into 
domestic and foreign-controlled companies. It has not 
been possible to distinguish from the companies classified 
as "national" those that are in fact foreign-controlled 
operations or those that at least involve foreign interests. 
The following companies are known to involve substantial 
foreign interests: La Nacional de Seguros, Seguros Pacifico, 
Aseguradora Mercantil, Granadina de Seguros, Seguros 
Fenix de Colombia, and Andina y La Continental. La 
Nacional is thought to be approximately 55 per cent 
owned by French (mainly) and Swiss capita1. The degree 
of control of the others is not known; neither is it certain 
that the list of companies with significant foreign capital 
backing is exhaustive. There is the possibility that foreign 
interests may be involved at one remove in companies 
apparently completely domestic; at least one domestically 
incorporated company that was believed to be foreign
controlled has been amalgamated with a thoroughly 
domestic concern and the degree of foreign control (if any) 
is now obscured. 

7. Throughout this study, the terms "domestic" or 
"Colombian companies" refer to those officially classified 
as "national" companies, and thus include at least one 
company that is foreign-controlled and others that have 
substantial amounts of foreign capital involved. Inability 
to distinguish the foreign-controlled companies in this 
group clearly limits the extent to which the foreign element 
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in the insurance market can be isolated with any accuracy 
and the validity of over-all comparisons between domestic 
and foreign-controlled operations. The figures, of course, 
must understate the importance of "foreign" companies 
throughout; at least three of the companies having sub
stantial foreign interests but included in the Colombian 
group are of some importance in terms of scale of 
operation. 

8. These limitations of the definitions of the two 
groups must be borne in mind throughout this study. 

9. In 1960, there were 71 legally authorized insurance 
companies, but only 68 of them were actually operating. 
In 1961, 73 companies appear to have been active, of 
which 23 were foreign companies within the terms of the 
official classification. Separate companies must be estab
lished to write life business, which accounted for some 
40 per cent of total direct premium income in 1960. There 
were 21 such companies included in the total of 73 in 
1961, two of which (out of the total of 23) were foreign. 
Thus, there were 51 non-life insurance operations in 1961, 
of which 21 were foreign. In 1960, foreign operations 
accounted for just over 18 per cent of total direct premium 
income on both life and non-life business together. 

10. Foreign companies tend to operate in Colombia 
rather more as branches and less as agencies in comparison 
with the situation in most developing countries, since the 
capital and legal requirements are such as to favour a 
more direct operation over an agency. 

11. The direct placing of insurance against Colombian 
risks with companies overseas is discouraged by means 
of a tax on such transactions (where the risk could be 
adequately covered on the local market) of 50 per cent 
of the premium that would have been paid in Colombia 
had the risk been insured locally. This disincentive is 
largely quite effective, except on life insurance; it can be 
assumed that few non-life risks are placed directly outside 
Colombia. It is privately suggested, however, that some 
forms of insurance are being offered in dollars by some 
foreign companies by means of putting clients in direct 
touch with parent companies; but there is no indication 
of the ways and means being used to circumvent the 
tax in these cases, if indeed it is being circumvented. The 
authorities are apparently trying to intervene in this situ
ation through the Central Bank in order to stem this (real 
or potential) flow of foreign exchange, but no concrete 
proposal seems to have emerged as yet. 

THE LEGISLATIVE AND STATUTORY FRAMEWORK 

12. The insurance industry is extensively regulated, 
but not very intensively controlled. Official control is in 
the hands of the Superintendencia Bancaria and specific 
insurance legislation has been in force since 1927. 

13. There is generally no discrimination against foreign 
insurance operations, which involve the same rights and 
obligations as of Colombian insurers. In order to establish 
operations in Colombia, both domestic and foreign 
insurers must submit basic company information for the 
approval of the Superintendencia, renew their certificates 
of approval annually, and submit balance sheets, accounts 
and financial statements when required. Foreign insurers 
must prove their operations in Colombia are properly 
organized and legally competent and represented; they 
must have an auditor resident in Colombia for their 

Colombian operations; and they must demonstrate their 
solvency in their country of origin. 

14. Both domestic and foreign insurers must deposit 
initial guarantees, which are withdrawable only if their 
operations in Colombia have ceased and all outstanding 
claims have been paid. They form in effect a last line of 
defence against inability to meet claims. These are as 
follows for the various classes of business. 

Life classes . . . . . . . . . . . . . . . 
Fire and transport (including marine cargo), when 

the premium income is over Ps $10,000 and 
below Ps $50,000 • . . . . 

. . . when above Ps $50,000 
Accident. .. 
Other classes . . . . . . . 

Ps $ 

100000 

50000 
100000 
25000 
25 000 

All national companies are also required to have a 
minimum paid-up capital, according to the various classes 
of insurance business practised, as follows: 

Life classes . . . . . . . . . . . 
Transport (including marine cargo) . 
Fire ........... . 
Motor vehicle and aviation risks 
Personal accident and illness . 
Other classes . . . . . . . . 

Ps S 

150 000 
200 000 
200 000 
100 000 
100000 
50000 

15. In addition, they must establish and maintain legal 
reserves (over and above technical reserves, etc.; see below) 
of not less than 20 per cent of paid-up capital; from annual 
profits, 10 per cent must be added to reserves until the 
required sum is made up. Unless the minimum capital, 
legal reserve, and technical reserve requirements have been 
met, no dividends may be paid; and companies are subject 
to compulsory liquidation when legal reserves fall short 
of requirements and a shortfall occurs of at least 65 per 
cent of paid-up capital. 

16. Foreign companies must have invested in the 
country sums equivalent to the minimum paid-up capital 
and legal reserves required of national companies. 

17. These deposit and capital requirements were fixed 
some years ago and are now virtually meaningless in 
terms of the security they afford owing to the effects of 
inflation on the value of the currency. In new legislation 
proposed but not yet passed, it is intended to bring these 
basic requirements closer into line with current money 
values. A minimum capital of Ps $1 million is proposed, 
with an additional Ps $100,000 for each of various classes 
of business written; and legal reserves will be raised to 
a minimum of 50 per cent of paid-up capital. Initial 
guarantee deposits will, however, probably be changed 
but little. No discrimination against foreign insurers is 
proposed. 

18. It is only recently that the Government, whose 
insurance requirements are thought to be relatively sub
stantial, has begun to place its business in a directly 
discriminatory way. Until mid-1962, the Government had 
no overt set policy relating to the placing of its insurance 
business. Since then, however, it has apparently begun to 
insure more or less exclusively with La Previsora, S.A., 
which is 98 per cent officially owned, and which reinsures 
abroad part of the risks it accepts. Clearly, this is not 
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discrimination against foreign companies, though it seems 
to exclude them, along with most of the domestic com
panies, from a significant sector of business. 

THE OVER-ALL SCALE OF INSURANCE, THE SCALE 

OF NON-LIFE INSURANCE, AND THE ROLE 

OF FOREIGN INSURERS 

19. As noted above, assessments of the scale, or at 
least of trends in scale, are complicated by the fact that 
certain data are available to us in detailed form only in a 
slightly incomplete form, since information for certain 
companies in some years appears to be excluded. Such 
data, however, have had to be used in most instances in 
order to attain maximum possible internal consistency. 
Generally, 1956 is excluded from all but the broadest 
considerations, since the data available suffer particularly 
from incompleteness (see below). 

20. Another serious complication, but one which could 
not satisfactorily be overcome in this study, concerns the 
official system of recording premium income, claims, etc. 
The detailed figures available are gross of subsequent 
cancellations and, more important, of reinsurance pre~ 
miums accepted from local sources. It will be seen that 
this boosts up the apparent scale of operations considerably 
above the real level of premiums received on business 
written direct. 

21. The total premium income of domestic and foreign 
insurers on both life and non-life business written direct 
in Colombia and excluding cancellations was as follows 
(Ps $ million). 

1957 

162.6 

1958 

197.8 

1959 

236.2 

1960 

277.8 

22. Total premium income, gross of subsequent can
cellations and including reinsurance premiums accepted 
from local sources (but not net of reinsurance ceded 
locally), according to the figures available to us in detail, 
is shown below. 

23. It is known from official compiled figures, however, 
that premium income in the life classes in 1956 was, in fact, 
Ps $50,081,000 and in the non-life classes Ps $116,743,000 
to give a total of Ps $166,824,000. The figures shown in 
Table 1 for the years 1957, 1958 and 1959 differ only 
very slightly from the complete figures, but in 1960 
the complete returns show a premium income of Ps 
$314,973,315. 

24. On this basis, total premiums nearly doubled in 
four years. But much of this very rapid rise is a function 
of inflation; between 1957 and 1960 current price national 
income rose by 50 per cent, while premiums increased by 

TABLE 1 
Premium income, including cancellations and local reinsurance 

acceptances 
(In thousands of Colombian pesos) 

1956 1957 1958 1959 1960 

Life classes. . . 45 270 58 493 68 091 81 575 98 406 
Non-life classes . 110 738 127 175 156 261 182 492 212 860 

TOTAL 156 008 185 668 224 352 268 067 311 266 

TABLE 2 
Distribution of non-life premium income between domestic and 

foreign insurersa 

Domestic insurers Foreign lnsurerJ Total 

Thousands of % of Thousands of % or Thousands of 
Col. pes().l total Col. pesos Iota Col. pesos 

1956b . 93 353 80.0 
1957 . 101 281 79.7 
1958 . 124296 79.6 
1959 • 146 068 80.1 
1960• . 172 787 81.2 

a As defined in the text above. 
b Official figures. 

23 390 
25 894 
31 965 
36465 
40073 

• Slightly Incomplete ligures (see above). 

20.0 116 743 
20.3 127 175 
20,4 156 261 
19.9 182 533 
18.8 212 860 

%of 
total 

100.0 
100.0 
100.0 
100.0 
100.0 

70 per cent. Life and non-life business have been expanding 
at roughly the same pace in terms of premium income. 
Later figures on a different basis suggest a further rise 
of over 40 per cent in premium income, including rein
surance, etc., between 1960 and 1962. 

25. Non-life business in terms of premium income, 
including subsequent cancellations and local reinsurance 
premiums received, was distributed between domestic and 
foreign insurers as shown above. 

26. The share of foreign insurers has been remarkably 
constant in recent years, although later figures on a dif
ferent basis suggest that the relative loss of foreign com
panies in 1960 was not recouped, and may have gone a 
little farther in 1961 and 1962. 

27. The breakdown of these non-life premiums by 
classes of business is shown in Table 3. 

28. Rather strangely for a developing country, motor
vehicle insurance was, if anything, the slowest growing 
sector of business. The fact that third party insurance is 
not compulsory partly accounts for this, and the fixing 
of premiums for each class of insurance business by the 
Superintendencia Bancaria until March 1962 (since when 
it has been able to fix only maximum premiums and 
approve those actually charged) may also have had an 
effect. 

29. Foreign insurers tended to take a relatively large 
part in fire business, though their share was declining; 
it had been 31 per cent in 1957, but was less than 26 per 
cent in 1960. Their share in the transport and marine 
cargo sector was also declining, and, at 19.2 per cent in 
1960, it was scarcely above their share of 18.8 per cent 
in all non-life business. Again rather peculiarly, their 
share in the motor-vehicle insurance market was rising
from 10.3 per cent in 1957 to 13.3 per cent in 1960. Foreign 
insurers also had a rising share in workers' accident 
insurance; it had reached 18 per cent of this market in 
1960. In all other significant classes, except insurance 
against theft, foreign insurers had shares below their share 
in all non-life business. 

NoN-LIFE INSURANCE AND ITS BALANCE-OF-PAYMENTS 

EFFECTS 

30. Technical reserves must be maintained by both 
domestic and foreign companies against business written 
in Colombia. For fire, transport, accident and illness 
business a minimum reserve of 40 per cent of premiums 
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TABLE 3 
Distribution of non-life premium income• among classes of 

business 

Total 

Domestic Foreign Percentage 
companies. companies. of all 

Thousands of Thousands of Thousands of non-life 
Col. pesos Col. pesos 

Fire 
1957 31 487 14124 
1958 43 141 18 256 
1959 52 543 20413 
196()& 57 351 19 771 

Transport, 
including 
marine cargo 

1957 25 477 7 246 
1958 32 781 8 537 
1959 35 576 8 107 
196()& 41 503 9 882 

Motor vehicle 
1957 21 776 2 524 
1958 21 317 2 651 
1959 24475 4091 
19600 30263 4 645 

Personal and 
workers' accident 

1957 5 418 637 
1958 6 780 796 
1959 8 370 1 503 
19600 12 264 2 138 

All other classes 
1957 17 123 1 373 
1958 20 278 1 726 
1959 25 105 2 351 
19600 31 408 3 637 

a As defined in the text above for Table 2. 

b Slightly incomplete figures (see above). 

Col. pesos business 

45 611 35.9 
61 397 39.3 
72956 40.0 
77122 36.2 

32 723 25.7 
41 318 26.4 
43 683 23.9 
51 385 24.1 

24 300 19.1 
23 968 15.3 
28 566 15.6 
34908 16.4 

6055 4.8 
7 576 4.9 
9 873 5.4 

14402 6.8 

18 496 14.5 
22004 14.1 
27 456 15.1 
35 045 16.5 

(less local reinsurance) must be maintained against unex
pired risks. The amount of all other reserves-mathe
matical reserves held against life business, unexpired risk 
reserves on classes of business not already mentioned, and 
reserves to cover outstanding claims-is the subject of 
agreement with the Superintendencia Bancaria. The Super
intendencia Bancaria clearly has an important interpreta
tive role in this respect. At any rate, in practice, foreign 
insurers must keep such reserves (and the equivalent of 
the minimum capital requirements, etc.) in Colombia, 
invested in the manner and proportions indicated by the 
law; and they must do so in the name of the operation in 
Colombia, and not in the name of the parent company. 

31. Before 1960, companies could, however, invest up 
to 15 per cent of total Colombian funds, or up to 25 per 
cent of reserves (whichever was the larger amount), in 
interest-bearing bonds of foreign Governments. The decree 
of 1960 that now governs the investments of insurance 
operations withdrew this permissible form of investment 
and gave companies a period of five years to divest 
themselves of such investments. Companies may still invest 
up to 25 per cent of paid-up capital and reserves in foreign 
branches or agencies or in the capital of other overseas 

insurance companies, subject to the Superintendencia's 
approval. They may also continue to maintain bank 
accounts abroad in foreign currency to meet foreign 
reinsurance claims; but only so long as these, together 
with cash and bank deposits held in Colombia, do not 
exceed 10 per cent of paid-up capital and reserves. In
cluding life companies, investments in all these foreign 
forms totalled Ps $18,682,600 at the end of 1960; of this, 
Ps $7,098,700 was held in foreign Government bonds by 
foreign companies operating in Colombia and another 
Ps $11,273,600 was held by all companies operating in 
Colombia in foreign deposits. In addition, insurance 
companies operating in Colombia also held against liabili
ties in Colombia some Ps $23,977,000 in bonds of 
Colombian external debt. 

32. Companies are free, however, to enter into overseas 
reinsurance transactions, and foreign companies, once they 
have satisfied the minimum deposit and reserve require
ments, are also free to remit any surpluses they earn. 
These elements in the potential foreign exchange cost of 
insurance are outlined separately below. 

1. Overseas reinsurance transactions 

33. Reinsurance is of considerable importance to the 
Colombian insurance industry. A statutory retention limit 
is in fact placed on all insurance operations in Colombia. 
Yet it is felt in some quarters that companies are reinsuring 
more than they really need to. 

34. It is necessary throughout most of this section to 
treat the reinsurance of both life and non-life business 
together. In 1960, however, the reinsurance of life business 
accounted for less than 7 per cent of total cessions 
domestically and abroad. 

35. It is difficult to build up a very clear picture of the 
relationship between domestic and overseas reinsurance 
operations, owing to the somewhat peculiar system of 
recording local reinsurance premium acceptances sepa
rately, without netting them for local cessions. It appears 
from comparing overseas reinsurance transactions with 
what appears in the revenue accounts (see below) that 
of total cessions-on life and non-life business-in 1960, 
some 80 per cent went abroad. The figure for total cessions 
-of Ps $121.5 million, against a premium income on 
business written direct of Ps $277.8 million-also seems 
certain to contain a considerable amount of double
counting. This factor also precludes an accurate apportion
ment of local and overseas reinsurance between domestic 
and foreign insurers. For what it is worth, a straight 
comparison of cessions (local and overseas) with premiums 
received on direct business and reinsurance accepted from 
both local and overseas sources shows that foreign com
panies have tended in recent years to cede 60 per cent or 
more of total premiums, against 45 per cent or less in 
the case of domestic companies. 

36. Statistics relating to total overseas reinsurance 
transactions-of both domestic and foreign companies 
on life and non-life business-are, however, collected. 
These, for the years 1957-1962, are shown in Table 4. 

37. The picture presented is quite clear. More than 
twice as much reinsurance is ceded abroad as is received 
in reinsurance placings from overseas. In 1960, 35.4 per 
cent of total premiums on business written direct in 
Colombia were ceded abroad; this was a little lower than 
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TABLE 4 

Overseas reinsurance transactions on all classes of business 
(In thousands of Colombian pesos) 

Payments 
Premiums ceded . . . . . . . 
Claims paid on risks accepted . 
Commissions paid . . . . . . 

Receipts 
Premiums accepted .... ' 

Claims received on risks ceded 
Commissions received •• 0 • 

Net Payments 

1957 

53 245 
12 734 
7 396 

23 460 
19 431 
17178 

13 306 

in 1958 and 1959, but still above the 32.7 per cent of 1957. 
The trend in this important proportion cannot be followed 
further from the data available to us. Acceptances of 
reinsurance from abroad amounted to only 13.2 per cent 
of total direct premiums in 1960, rather less than in the 
previous three years. It is also apparent that a considerably 
higher ratio of claims to premiums is suffered on the 
reinsurance business accepted from overseas than on that 
ceded abroad. There is little difference, however, between 
the rate of commission paid on business accepted and that 
on overseas cessions; the apparently large jump in com
missions paid in 1962 looks anomalous and cannot be 
rationally explained by data available to us; it may have 
been due to timing, since the 1961 figure looks unduly 
small. The apparent net overseas deficit on reinsurance 
has been between 25 per cent and 30 per cent of premiums 
ceded abroad in most recent years, but was only 15 per 
cent in 1961, perhaps because of the timing of certain 
payments (see above). 

38. While there are no restrictions on the amount of 
reinsurance that may be transacted overseas, the Super
intendencia Bancaria has made certain recommendations 
with a view to reducing the net overseas debit on account 
of reinsurance. These have been fairly standard, and it 
is doubtful how much they could achieve unless other 
circumstances changed. For instance, an increase in the 
amount of premiums obtained in reciprocity could have 
only limited success unless claims ratios on acceptance 
and cessions come closer into line; perhaps readjustment 
of premium rates in both Colombia and overseas might 
be the only answer here, and this would obviously have 
many other implications. It is also hard to see how higher 
commissions on the reinsurance ceded abroad could be 
demanded. 

39. While there is no direct statistical support, it seems 
probable that foreign insurers account for a rather higher 
net overseas debit on reinsurance in proportion to the 
volume of business they write direct in Colombia. In 
particular, they probably, as in similar situations in other 
developing countries, account for a smaller proportion 
of reciprocal reinsurance receipts from abroad, as the 
bulk of their overseas reinsurance is arranged by and 
through head offices. 

40. Finally, it should be remembered that reserves held 
on account of the overseas reinsurer but retained in Colom
bia, at least by some domestic companies, probably 

1958 

72945 
17 042 
9133 

29 831 
25 378 
22 621 

21 290 

1959 

89040 
19490 
11245 

35 573 
30098 
28 507 

25 597 

1960 

98 252 
22 329 
11 199 

36 634 
37 314 
32 159 

25 673 

1961 

110217 
22 909 
9091 

44 938 
43 985 
37 308 

15 986 

1962 

138 877 
31 871 
16 965 

53 172 
50 675 
40465 

43 401 

reduces the net physical outflow of funds associated with 
reinsurance transactions abroad considerably below the 
net debits shown in Table 4. 

2. The surplus earnings of foreign insurers 

41. Although revenue accounts are available for the 
years 1957, 1958, and 1960-1962 (though not for 1959), 
their interpretation is bedevilled by certain rather incon
gruous features and by certain definitions which it has 
not been possible to clarify satisfactorily in the course 
of the study. The term "premiums" in these accounts, 
for example, is understood to embrace all direct premium 
income and all reinsurance premiums accepted, whether 
from local or overseas sources, together with premiums 
earned but not yet paid. The addition of premiums 
received on direct business, including those subsequently 
cancelled, reinsurance premiums accepted locally, and 
reinsurance premiums received from abroad, however, 
comes to considerably more than the premium totals shown 
in the revenue accounts. It is not certain whether the pre
mium figures in the revenue accounts include cancellations, 
but it is doubtful whether these would be large enough 
to account for this discrepancy. 

42. There is a particular difficulty in the years 1960-
1962, when no figure was ascertainable for "other reserves" 
at the beginning of the years; if this is a real omission, it 
must reduce the apparent surpluses for those years. But 
it is thought that the figure under this head for the end of 
the year refers to appropriations for other reserves, rather 
than to the total reserves themselves, in which case the 
surpluses can be regarded as being as recorded. 

43. Moreover, there are certain conceptual difficulties. 
First, the accounts include income from investments, so 
that they do not present pure underwriting surpluses or 
losses. Secondly, assuming that premiums do in fact 
embrace premiums not actually paid during the particular 
year, the apparent surpluses or losses are not physical 
quantities. 

44. Table 5 presents the revenue accounts for non-life 
business. The reserve figures-covering reserves for out
standing claims, unexpired risks, and other reserves-have 
been merged and are presented as a movement over the 
year in the debit section. (This does not obviate the 
difficulty concerning "other" reserves in the years 1960-
1962.) 
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TABLE 5 
Non-life revenue accounts 

(In millions of Colombian pesos) 

Domestic companies 

1957 1958 1960 1961 

Credits 
Total premiums« . 
Commission received on 

reinsurance . . . . 

113.8 

15.5 

16.0 
19.8 

141.4 201.5 251.4 

20.7 30.9 36.8 
Claims received from 

reinsurers . . . . . 21.0 30.8 39.3 
Income from investment. 
Other income . . . , , 

20.2 23.8 31.2 
5.4 6.1 42.5 52.0 

Total credits 170.5 209.4 329.5 410.7 

Debits 
Claims paid . . . . . . 
Total reinsurance ceded . 
Commissions paid 
General expenses 

48.0 
48.3 
20.1 
20.7 

56.3 78.7 108.2 
63.9 90.2 105.8 
25.4 36.9 49.7 
24.7 38.2 45.0 

Taxes . . . . . 4.6 9.1 5.9 
Other expenses 
Movement in all reserves 

4.3 
22.1 

-5.4 
1.2 35.5 42.7 

+17.5 + 16.4• +24.1° 

Total debits 158.1 193.6 305.0 381.4 

Apparent surplus . . . . • 12.4 15.8 24.5 29.3 

• See text above for definition. 

45. From the figures in Table 5, the domestic com
panies appear to have been more profitable since 1957 
than the foreign companies. The surpluses of the former, 
as recorded in the table, have been between 10 and 12 
per cent of total premiums earned, while those of the 
foreign companies were about 12 per cent in 1957, 10 per 
cent in 1958, and only 3-5 per cent in the years 1960-1962. 

46. But these surpluses include income from invest
ment. If this is excluded, as it must be in order to assess 
the underwriting performance, domestic companies would 
appear to have made underwriting losses in each of the 
years covered except for 1960 when a marginal surplus 
was achieved. Foreign companies on this basis had profits 
of well below 3 per cent of premiums earned in 1957 
and 1958, and greater relative losses in the three years 
1960-1962 than the domestic companies. 

47. Even if allowance is made for the possibility, 
referred to in footnote b to Table 5, of an over-statement 
of additions to reserves in the years 1960-1962, the pure 
underwriting results shown in the table hardly square with 
general comment that Colombia is a reasonably good 
insurance market in a Latin American context, and by 
the wider standards of most countries in equivalent stages 
of economic and commercial development. Taking the 
surpluses, including investment income, shown in Table 5 
at their face value, it is evident that foreign insurers have 
little to remit in the way of net surpluses. It is thought 
by many that the main clue to what foreign insurers 
ultimately earn from their Colombian operations lies in 
overseas reinsurance transactions. Like many domestic 
companies, at least some of the foreign companies are 
thought to reinsure more abroad than they need; funds 
are thus obtained for use in global reinsurance treaties by 

Foreign companies 

1962 1957 1958 1960 1961 1962 

309.8 24.3 29.5 36.4 42.0 44.7 

42.4 4.6 5.9 7.3 8.2 8.6 

46.7 5.6 6.5 7.5 8.8 10.3 
50.3 2.7 2.1 2.6 2.6 4.1 
4.3 0.8 4.0 8.7 10.2 0.4 

453.5 38.0 48.0 62.5 71.8 68.1 

126.9 8.4 9.3 ll.8 14.1 17.1 
139.2 14.5 19.2 23.3 27.8 29.2 
58.5 5.9 7.5 9.6 10.2 10.5 
59.9 2.8 3.3 4.0 5.1 5.8 
4.2 0.8 0.7 1.3 1.5 0.7 
3.7 6.5 1.2 8.1 8.1 0.4 

+24.0• -3.9 +3.9 +3.3b +3.2• +2.4° 

416.4 35.0 45.1 61.4 70.0 66.1 

37.1 3.0 2.9 1.1 1.8 2.0 

b See text above for a reservation about these figures, which also possibly 
afl'ects apparent surpluses for these years. 

head offices even though business in Colombia does not 
show a significant return. Not enough is known about the 
detailed internal accounting and remittance processes, 
however, to be very definitive on these aspects. What can 
be said is that, from the figures available, overseas rein
surance appears to be the main source of external debits 
arising from insurance, and both domestic and foreign 
operations within Colombia give rise to these. 

48. The operations of those "national" companies with 
substantial foreign capital backing should not be forgotten 
in considering the overseas distribution of surpluses. No 
data are available, however, on either the extent or the 
practices of their overseas remittance. 

49. Despite their rather poorer earnings record, at 
least on the basis of the accounts shown in Table 5, 
foreign companies tend to have a better claims experience 
than domestic concerns, though the differential is by no 
means consistent. Table 6 shows the ratio of claims paid 
to premiums defined as in Table 2, i.e., premium income 
on business written direct in Colombia, gross of subsequent 
cancellations, plus local reinsurance premiums received 
for both domestic and foreign operations. The second 
section of the table shows the ratio of total payments to 
the insured to premiums similarly defined. (Payments over 
and above "normal" claims are a feature of insurance 
in Colombia.) 

50. Data in the accounts shown in Table 5 suggest 
that the foreign insurers maintained some advantage in 
claims in 1961, but had roughly the same over-all experi
ence as domestic insurers in 1962. 

51. The generally rather better claims experience of 
foreign insurers is not attributable so much as in many 
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TABLE 6 
Ratios of claims and total payments to tbe insured to premiums" 

(In percentages) 

Claims paid Payments to Insured 

Domestic Foreign Domesllc Foreign 
companies companies companies companies 

195@ 36.4 36.0 47.7 43.9 
1957 37.4 39.3 49.9 42.6 
1958 35.1 29.1 45.0 36.6 
1959 34.7 31.0 44.9 38.7 
196Qb 34.8 26.7 45.0 38.5 

" As defined in the teXt above. 
~ Based on slightly incomplete data. 

developing countries to the fact that their portfolios con
tain a higher proportion of relatively profitable fire busi
ness. This has something to do with it, though the domestic 
companies generally seem to enjoy the same sort of 

obstacles to the spread of life business. The scale and trend 
of life insurance was noted earlier in the appendix. On 
the basis of direct premium income, gross of subsequent 
cancellations and acceptances of local reinsurance, if any, 
foreign companies have accounted for around 20 per cent 
of total life business in recent years. 

54. Even more than the non-life categories, life insur
ance is dominated by a few large firms. The three largest 
Colombian life insurance companies in 1960 accounted 
for about two-thirds of life premiums. Only two foreign 
companies, both American, now write life insurance in 
Colombia; one of these--Pan American Life Insurance 
Co.-accounted for some 20 per cent of total life premiums 
in 1960, the other for less than one per cent. Only one of 
the "national" companies with a substantial foreign 
capital backing has an important share of the life insurance 
market; this is La Nacional de Seguros (see above), which 
accounted for some 3 per cent of life premiums in 1960, 
and which had been expanding its life business quite 
rapidly in immediately previous years. 

TABLE 7 
Life insurance: Salient operating data 

(In millions of Colombian pesos) 

Domestic companies 

1957 1958 1960 

Total premiums4
• . 52.4 63.3 88.7 

Claims paid . 22.7 25.4 3M 
Income from investment 16.3 17.1 21.1 
Apparent profit . 8.4 7.6 10.2 

• See teXt and footnote 4 to TableS for dell.nition. 

experience as their foreign rivals in the fire class. The 
foreign insurers' better performance appears, however, to 
owe more to their relative experience in the motor-vehicle 
class. Not only does this relatively unprofitable class 
account for a lower proportion of their portfolio than is 
the case with domestic insurers, but also their claims 
experience on the risks they accept in this class is con
sistently superior to that of the domestic companies. 
Greater selectivity on motor-vehicle risks by the foreign 
insurers presumably accounts for a good deal of their 
better experience in the class. 

52. The foreign companies also appear to have a lower 
ratio of expenses and taxes to total premiums earned than 
the domestic companies, though the differential seems to 
be narrowing. They have a higher ratio of commissions 
paid, however, and generally no advantage on the mis
cellaneous items in the accounts, whose composition is 
uncertain. Above all, they cede more reinsurance and (even 
if the domestic companies are not finding it very profitable) 
accept less. 

LIFE BUSINESS AND ITS BALANCE-oF-PAYMENTS EFFECTS 

53. Despite the low level of income of the bulk of the 
population and the inflation of recent years, life insurance 
tends to be more important in Colombia than in many 
countries at a similar stage of development. There are no 
major social and religious, as opposed to economic, 

1961 

101.5 
37.8 
22.9 
12.1 

Foreign companies 

1962 1957 1958 1960 1961 1962 

124.6 11.5 12.3 20.7 23.8 26.3 
47.3 4.0 4.2 6.1 8.7 9.0 
35.9 3.2 3.4 4.5 5.4 10.2 
13.1 0.8 1.7 1.7 2.7 5.7 

55. Salient operating data relating to life insurance 
companies are shown in Table 7. The same definitions 
apply to premiums, and the same reservations to the 
implied reserve figures, as in the case of the revenue 
accounts for non-life business shown in Table 5. 

56. Life companies' reserves recorded in the operating 
accounts have moved as shown in Table 8. 

End of year 

1956 
1957 
1958 
196Q4. 
1961". 
19624

• 

TABLE 8 
Reserves of life insurance companies 

(In millions of Colombian pesos) 

Domestic Foreign 
companies companies 

108 257 42378 
119 866 46 252 
136 472 49 863 
177 587 65 782 
197 823 76105 
218 822 87950 

Total 

150 635 
166118 
186 335 
243 369 
273 928 
306 772 

4 The figures for these years probably understate the reserves held against 
life business, since It Is thought that the figures under "other" reserves (I.e., 
apart from mathematical reserves and reserves for outstanding claims) refer 
only to appropriations for these reserves. According to the statistics on invest· 
ment (see below), reserves be!d by domestic life companies at the end of 1960 
amounted to Col. Ps $190.5 mlllion and those of foreign companies to Col. Ps 
$67.4 million to give a total of Col. Ps $257.9 mUlion. It is probable that the 
figures for 1961 and 1962 should be raised by equivalent amounts. Total 
reserves held by life companies at tbe end of 1962 might thus have been between 
Col. Ps $320 million and Col. Ps $330 million. 
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57. According to the figures in Table 8, the reserves 
held by the foreign life companies are proportionally 
larger than those of the domestic companies. In both 
1956 and 1962, foreign companies accounted for about 
28 per cent of reserves held against life business. The 
employment of these reserve funds is discussed in the 
following section. 

58. Since the decree of 1960 withdrew foreign Govern
ment bonds from the list of permissible investments, the 
life fund that must be maintained against life business 
written in Colombia must, apart from certain bank 
accounts permitted to be held in foreign currency, be 
invested within Colombia. 

59. There is thus virtually no loss of potential invest
ment funds on account of life business. (But see the figures 
for deposits abroad, and for foreign Government securities 
held just after the 1960 decree had been promulgated, in 
the following section.) Overseas reinsurance was covered 
in the reinsurance section; this is, in fact, an almost 
insignificant item for the foreign life companies. This leaves 
a question mark against the apparent "profits", accruing 
from investment income, of the foreign life companies. 
It is unlikely that these are repatriated in full; but it is not 
known what proportion, if any, moves out of the country. 
Clearly, any such movements are likely to be small. 

THE EMPLOYMENT OF RESERVE FUNDS 

60. A multitude of detailed regulations governs the 
disposition of just about all the capital (or its equivalent 
in Colombia in the case of foreign companies) and reserves 
of insurance operations; yet they give wide scope and are 
not generally reckoned to be unduly severe. The decree of 
1960 relating to the employment of insurance companies' 
capital and reserves did, however, tighten up somewhat. 
It has already been noted that this took the important 
step of removing foreign Government bonds from the list 
of permissible investments, though it gave a five-year 
breathing space in which such existing holdings were to 
be run down, and still permits certain investments in 
overseas operations, and certain deposits in foreign 
accounts. 

61. The other major feature of the 1960 decree was 
that it both widened and intensified the degree of com
pulsion in investing capital and reserves. Prior to this 
decree, 25 per cent of the total investments that insurance 
companies could make had to be in securities in the 
proportion of 3 per cent in National Consolidated Bonds, 
12 per cent in interest-bearing bonds and securities of the 
Republic of Colombia, or guaranteed by it, 8 per cent in 
mortgages or guaranteed industrial bonds issued by mort
gage banks, and 2 per cent in bonds of the Banco Educativo 
Colombiano. The decree of 1960 stated that 35 per cent 
of the paid-up capital and general reserves and 54 per 
cent of the technical reserves of all non-life companies, and 
25 per cent of the paid-up capital and general reserves 
and 61 per cent of the technical reserves (less the value of 
loans guaranteed by life insurance policies) of all life 
insurance companies, must be invested in the following 
way: 

40 per cent in public (Colombian) interest-bearing 
loan issues, national or local, or in similar loan issues 
guaranteed by the Government; 

25 per cent in mortgages issued by mortgage banks; 

20 per cent in industrial guaranteed bonds (debentures) 
issued by mortgage banks, the National Institute of 
Industrial Development, Financial Corporations or 
other banks, or in bonds of the Caja de Credito Agrario; 

15 per cent in mortgage loans for low-cost housing 
and mortgages issued by mortgage banks. 

62. The decree of 1960 also redefined the investments 
that are admissible for insurance companies. These are 
summarized below: 

(a) Up to 10 per cent of paid-up capital in organizational 
costs to begin operations. 

(b) Up to 15 per cent of paid-up capital in furniture 
and equipment. 

(c) Up to 25 per cent of paid-up capital and reserves 
in investments in foreign branches and agencies, or in 
the capital of similar companies abroad, subject to the 
approval of the Superintendencia Bancaria. The Super
intendencia may authorize such investments above this 
limit if it is likely to be in the national interest, but not 
to the extent that reserves in Colombia are not adequate 
to cover risks accepted in Colombia. 

(d) For life companies, loans guaranteed with their own 
life insurance policies issued in Colombia, up to the 
amount of their surrender value. 

(e) Interest-bearing bonds issued or guaranteed by the 
national Government. 

{f) Interest-bearing bonds of the provinces, administra
tive divisions and commisariats, or of public bodies, both 
national and regional. 

(g) Shares and bonds of Colombian public limited com
panies, other than insurance and financing companies, 
provided that investments in one company do not exceed 
10 per cent of the paid-up capital, "patrimonial reserves" 
and technical reserves of the investing company. 

(h) Shares of insurance and capitalizing companies, pro
vided investment in this form does not impinge on the 
legal requirements of the investing company regarding 
minimum capital. 

(i) Mortgage bonds issued by banks operating in 
Colombia. 

(j) Agricultural and industrial bonds issued by those 
organizations authorized to do so. 

(k) Real estate in Colombia, provided it is adequately 
insured against fire. 

(I) Mortgage loans on real estate in Colombia, provided 
that the loans do not exceed 50 per cent of the valuation 
of the real estate (or 70 per cent in the case of housing), 
and that no single loan exceeds 10 per cent of the capital, 
"patrimonial" reserves and technical reserves of the 
investing company. 

(m) Loans guaranteed by shares or Government bonds, 
provided that the loans do not exceed 30 per cent of the 
value of the shares or bonds put up as guarantees. 

(n) Cash and bank accounts; and overseas bank ac
counts in foreign currency to cover the payment of external 
reinsurance balances. The total of these must not exceed 
10 per cent of paid-up capital and reserves. 

(o) Other forms proper to insurance companies, and 
having the prior approval of the Superintendencia 
Bancaria. 
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TABLE 9 

Assets, reserves, and distribution of investments of life insurance companies at 31 December 1960 

(In thousands of Colombian pesos) 

Domestic companies Foreign companies All companies 

Percentage of total Percentage of total Percentage of total 

Total assets 256 898.5 

Total reserves 190 492.1 
of which: Technical reserves 169 984.8 

Investments 
Public bonds, etc., national and local 44 823.9 
Bonds of Colombian external debt 3 504.0 
Foreign Government bonds . 
Stocks and shares at book value . 69 375.6 
Mortgage paper (Central Mortgage Bank) . 13 268.5 
Loans (incl. loans on mortgages) . 54 531.0 
Deposits abroad . 241.7 
Cash and bank deposits in Colombia . 3 675.3 
Real estate. 45 809.9 

Total investments shown 235 229.9 

63. The actual distribution at the end of 1960 of the 
investments of insurers operating in Colombia, in con
nexion with insurance business written in Colombia, is 
shown in Tables 9 and 10. It should be borne in mind 
that this reflected the situation before the 1960 decree 
became fully effective; in particular, the holdings of foreign 
Government bonds will now presumably be disappearing, 
and the proportions held in forms covered by the com
pulsory part of the decree will have increased. There is 
also cause for treating the figures in the tables with some 
reserve, since the total value of investments shown does 
not correspond with total assets. While this could be partly 
due to the exclusion from the investment list of working 

investments shown investments shown investments shown 

73 698.4 330 596.9 

67 425.0 257 917.1 
63 945.0 233 929.8 

19.1 10 542.0 14.2 55 365.9 17.9 
1.5 3 504.0 1.1 

3 668.0 5.0 3 668.0 1.2 
29.5 356.5 0.5 69 732.1 22.5 

5.6 8 708.4 11.7 21 976.9 7.1 
23.2 46 841.0 63.2 101 372.0 32.8 
0.1 16.2 neg. 257.9 0.1 
1.6 2 427.8 3.3 6 103.1 2.0 

19.4 1 533.8 2.1 47 343.7 15.3 

100.0 74 093.7 100.0 309 323.6 100.0 

balances and equipment, debts outstanding, any credit 
balances on reinsurance, etc., the discrepancies appear 
very large in some cases, particularly for foreign non-life 
companies. 

64. The tables show that the value of assets at the 
disposal of life companies and non-life companies was 
very nearly the same at the end of 1960; but reserves held 
against life business were considerably greater. The re
serves (and more particularly the sums invested in the 
forms shown) of foreign companies are relatively insignifi
cant, suggesting that they retain and invest in Colombia 
little, if any, more than is required of them. The two 
foreign life companies (in practice, overwhelmingly Pan 

TABLE 10 

Assets, reserves and distribution of investments of non-life insurance companies at 31 December 1960 

(In thousands of Colombian pesos) 

Domestic companies Foreign companies All companies 

Percentage of total Percentage of total Percentage of total 
Investments shown investments shown investments shown 

Total assets 272 315.8 59 402.2 331 718.0 

Total reserves 132 614.4 16 020.7 148 635.0 
of which: Technical reserves 92 376.0 12 009.1 104 385.1 

Investments 
Public bonds, etc., national and local 49 941.6 18.6 7 533.8 19.0 57 475.4 18.7 
Bonds of Colombian external debt 9 546.8 3.6 10 926.2 27.6 20 473.0 6.6 
Foreign Government bonds . 320.5 0.1 3 430.7 8.7 3 751.2 1.2 
Stocks and shares at book value . 68 170.1 25.4 4 596.7 11.6 72 766.8 23.6 
Mortgage paper (Central Mortgage Bank) . 18 266.9 6.8 3 225.1 8.2 21 492.0 7.0 
Loans (incl. loans on mortgages) . 18 582.1 6.9 1 838.8 4.6 20 420.9 6.6 
Deposits abroad . 8 833.9 3.3 2 181.8 5.5 11 015.7 3.6 
Cash and bank deposits in Colombia . 19 324.1 7.2 5 844.6 14.8 25 168.7 8.2 
Real estate. 75 636.3 28.1 75 636.3 24.5 

Total investment shown 268 622.3 100.0 39 577.7 100.0 308 200.0 100.0 
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American) are, however, exceptions. In relation to the 
proportion of the life business they write, their reserves 
are quite large, and clearly of some significance. 

65. The distribution of investments illustrated in the 
tables picks out certain striking differences between the 
domestic and foreign companies in this respect. Not sur
prisingly, the foreign companies are responsible for a 
relatively high proportion ofthe foreign Government bonds 
and bonds of Colombian external debt held by insurance 
companies, though not for an unduly large part of deposits 
abroad. It may be assumed that these holdings of foreign 
bonds are now being run down in accordance with the 
1960 decree. 

66. A striking feature of the investment pattern fol
lowed by the great majority of foreign insurers is their 
apparent reluctance to commit much of their funds to 
local securities, of either the fixed interest or equity variety, 
beyond what they statutorily must. This apparent tendency 
also seems to be reflected in their rather higher proportion 
of liquid assets-and it may reflect, too, in the large pro
portion of their total non-life assets not invested in any 
of the fonns shown. The foreign companies are, however, 
not far out of line in proportionate terms in their holdings 
of Government bonds, etc., probably owing in part to 
the statutory requirements; as noted, these requirements 
were stiffened in this respect in 1960, and the new regula
tions could scarcely have been reflected in the figures 
shown in the tables. 

67. One important reason for the foreign companies' 
seeming reluctance to build up a wide and varied invest
ment portfolio in the country is likely to be wariness of 
the inflation from which Colombia has suffered, if to a 
lesser degree than several other Latin American countries. 
Few local share values have fully kept pace with the effects 
of inflation, although the domestic companies have quite 
a substantial holding of equities, especially in banks and 
insurance and financial companies. Real estate has gener
ally kept up best with inflation; but this is where the 
difference between the domestic and foreign companies 
is especially great. Real estate is not, of course, a form in 
which very great proportions of non-life funds can reason
ably be held; in fact, the large real estate holdings of 
domestic non-life companies is made up by a few com
panies only. That the foreign non-life companies held none 
at all at the end of 1960, however, once more suggests a 
general preference for higher liquidity. The point is not 
that liquid balances are preferable to any of the available 
investment forms in an inflationary situation-this would 
clearly be nonsense-but rather that there is an incentive 
to move funds out of the country whenever possible in 
anticipation of further erosion of the peso's exchange 
value. 

68. An exception to these general practices of the 
foreign companies is to be found, as noted above, in 
the life insurance sector. Here, Pan American makes the 
outstanding contribution of foreign insurance companies 
in the investment field. The success of this company in 
Colombia has owed something to its entry at an early 
date into the market for loans, tied to its life policies, 
especially on mortgages. It has only been in the most 
recent years that domestic companies have awakened to 
the possibilities of this market as an investment outlet. 
Pan American's pre-eminence in this field shows up clearly 
in the figures for 1960. Now, loans are thought to be 

forming an increasing part of insurance companies' invest
ments. In some ways, this might be getting a little out of 
hand. In order to obtain large general insurance contracts 
from industrial or commercial companies, insurers are 
sometimes having to vie with each other in offering loans. 
Where requests for loans beyond the means of the insurers 
have been requested, they have sometimes attempted to 
make their influence felt in those banks in which they 
hold shares. The insurance companies themselves do not 
relish this sort of situation, and it would not be very 
surprising if some sort of official regulation of certain types 
of loans made by insurance companies was introduced. 

69. Of late, some of the bigger domestic insurance 
companies have invested in certain agricultural develop
ment plans, which have been given a tax holiday by the 
Government. 

70. On the not altogether satisfactory basis of the 
end-1960 investment totals and the income from investment 
shown in Tables 5 and 7, the over-all returns from invest
ments looked quite high in 1960. Domestic companies 
life and non-life, had over-all returns of 9 per cent, and 
the foreign companies averaged 6 per cent, with the life 
group a little above this. 

THE RELATIVE EFFICIENCY OF FOREIGN INSURANCE 

SERVICES 

71. The domestic insurance sector, as defined in this 
study, appears relatively strong in the context of a devel
oping country. The outstanding single foreign operation 
is Pan American in the life sector. 

72. In the non-life sector, domestic companies, in
cluding those with foreign participation, are not generally 
considered to be less efficient than the foreign operations
in some quarters they are regarded as superior in this 
respect. It is also thought in some quarters, though this 
might not be a representative view, that domestic com
panies are both more elastic and more prompt in making 
claims payments. They are also considered to offer a wider 
and more varied range of services. 

73. A feature of the Colombian insurance market that 
tends to make objective comparison in this field difficult is 
the payment to the insured of sums over and above normal 
claims. Competition in offering such "fringe benefits" may 
have been intensified by the quite rigid control exercised 
by the Superintendencia Bancaria until March 1962 over 
premium rates (see above). Judging from the difference 
between recorded claims payments and total payments 
to the insured, the domestic companies have generally 
tended to make a higher proportion of payments over 
and above claim payments. 

THE INSURANCE COST IN MERCHANDISE TRADE 

74. Colombia is one of the countries practising ex
change control that aims at ensuring that all imports are 
insured in the country. The exchange control authorities 
do not allocate foreign exchange for the c.i.f. value of 
imports; transport and insurance must be paid in Colom
bian pesos and insurance must be placed with locally 
authorized companies. This ruling can be violated, since 
there is a free market in foreign exchange as well as the 
official one. When, as now, the free market exchange 
rate of the peso is at a large discount on the official rate, 
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however, there is no incentive for traders to try to circum
vent the ruling in this way. In these circumstances, which 
have usually prevailed in recent years, it is probable that 
most imports are in fact insured in Colombia. 

75. This must reduce the direct foreign exchange cost 
of importing on account of insurance. But it is not known 
to what extent such savings may be offset by, for example, 
an increased incidence of sellers' interest policies taken 
out by wary exporters, the cost of which might be passed 
on to the importer. Neither is enough known of compara
tive marine cargo rates charged by Colombian insurance 
companies (with a quasi-monopoly in this field) and on 
the wider, more specialized, international markets. It is 
said, however, that the companies operating locally are 
efficient in handling this type of business; and it is also 
said that it is cheaper to insure locally, but this must in 
large part merely reflect the penalty inflicted by the peso's 
free market rate discount. It must also be remembered 
that a large proportion of the premiums received by 
companies operating locally on the insurance of imports 
are transferred abroad through reinsurance transactions. 

76. No firm statistical information is available on the 
insurance of exports. It is understood, however, that 
Colombian exports are made largely on an f.o.b. basis, 
insurance being arranged by importers abroad. An im
portant exception to this, however, is the coffee exported 
by the National Federation of Coffee Growers. This 
amounts to about 30 per cent of total coffee exports which, 
in turn, account for some 72-75 per cent of total exports. 
The Federation generally exports on a c.i.f. basis, using 
the Colombian merchant marine and its own insurance 
company, Agricola de Seguros. Total premiums received 
by this company in 1960 in the whole transport and 
navigation class of insurance amounted to Ps $899,000, or 
1. 7 per cent of total premiums in that class. 

APPENDIX II: INDIA 

THE ORGANIZATION AND STRUCfURE OF THE MARKET* 

1. Reflecting strong trading and commercial traditions, 
the Indian insurance market is highly developed and 
sophisticated in relation to the economy as a whole, though 
its size is circumscribed by limited demand for insurance. 
At the end of 1962, 148 insurance companies were regis
tered to operate, compared with 155 a year earlier. There 
had been 312 registered companies in August 1956, but 
in the following month life assets were effectively national
ized, which meant that 110 companies writing life business 
only, and 71 provident fund societies, were taken over. 
The state-owned Life Insurance Corporation (LIC) has 
since been the sole writer of life business. Including the 
LIC, 78 of the companies registered at the end of 1962 
were Indian and 70 non-Indian; at the end of 1957, there 
had been 189 companies, of which 91 were Indian and 98 
non-Indian. Rationalization has thus been taking place, 
especially in the non-Indian sector. 

2. The relatively steep decline in the number of non
Indian operating units has been accompanied by a fall 
in the non-Indian share of business. Of gross non-life 
premiums written in India in 1961, Indian companies 

"' All official figures for 1961, and figures derived from them, 
are estimated, or based on returns that are not quite complete. 

accounted for 72.5 per cent and non-Indian for 27.5 per 
cent, against 63.2 per cent and 36.8 per cent respectively 
in 1956, and 53.4 per cent and 46.6 per cent respectively 
in 1951. In addition, the premium income of the LIC in 
India in 1961 was nearly Rs. 1,081 million (S227 million), 
including income on annuities and capital redemption 
business, against gross non-life premiums on business 
written in India of only Rs. 439 million. In terms of total 
insurance business, then, the non-Indian share is not large, 
and it is declining. 

3. The structure of Indian insurance has one aspect 
that is particularly unusual in a country still in the rela
tively early stages of economic development. This is the 
scale of overseas business transacted by Indian insurers. 
In 1961, the gross non-life premium income received by 
Indian insurers abroad was Rs. 96.8 million, nearly one
third of the amount they wrote in India. They also had a 
net surplus on reinsurance received and ceded, which 
brought their net premium income to Rs. 159.7 million, 
over two-thirds of the net premiums written in India by 
Indian companies. 

4. With only one exception, non-Indian insurers do 
not operate companies incorporated in India. (The inclu
sion ofthis one exception-the Oive Insurance Company
in the Indian companies does not seriously affect the 
analysis.) The Government has raised no objection to the 
foreign ownership of the Clive Insurance Company, and 
permits new foreign branch and agency operations, which 
are the dominant forms of foreign organization in India, 
to be established. But new foreign investment in Indian 
financial and trading sectors is not actively encouraged; 
and foreign investors, for their part, do not appear par
ticularly anxious now to step up their stake in these 
sectors very substantially. 

INSURANCE LEGISLATION AND CONTROL, AND ITS 

EFFECfS ON THE FOREIGN INSURER 

5. Legislation regulating insurance dates back to 1938, 
when the Insurance Act was introduced primarily to 
supervise emergent Indian insurers and to stamp out the 
excesses and irregularities of a small minority of non
Indian insurers, which arose largely from the use of 
insurance funds to finance losses in other sectors of an 
insurance agency's business. Since independence, the major 
developments in insurance legislation have been dictated 
by the urgency of the drive for national development
hence the nationalization of life assets; and the need to 
conserve foreign exchange-hence the establishment of one 
jointly controlled private, and one Government-controlled, 
reinsurance company (see below). Basic insurance regula
tion is, however, comparatively liberal. This probably 
stems from the very strong influence in the Indian market's 
formative years of British insurance, with its laissez-faire 
traditions based on the observance of a solvency margin 
and the principle of "good faith". It is virtually non
discriminatory against foreign operations as such, a feature 
which has probably been reinforced by the overseas spread 
of Indian insurers themselves. 

6. Both Indian and non-Indian companies alike may 
underwrite fire, marine and miscellaneous non-life business 
under the supervision of a Government Controller of 
Insurance. Both must pay a registration fee of Rs. 500, 
the certificate of registration to be renewed each year at 
a fee related to the volume of premiums written during 
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the year, and both must submit various documents to the 
Controller in support of an application to operate. Both 
must also place statutory deposits with the Reserve Bank 
of India; these are of Rs. 150,000 to engage in one class of 
business only out of fire, marine or miscellaneous, Rs. 
250,000 for any two classes, and Rs. 350,000 for all three. 
These deposits, which must be held in cash or securities 
valued at market price, may not be utilized except for 
payment of a claim, but may be included in the assets 
of an insurer. Both Indian and non-Indian insurers must 
also submit annually to the Controller of Insurance pre
scribed accounts and a statement of assets, and every 
three years an actuary's report on the financial condition 
of the operation, with full details of liabilities. 

7. The only special requirements that non-Indian in
surers must fulfil in these areas are for a statement, verified 
by an affidavit, setting out the requirements not applicable 
in their country of origin but imposed on them by the law 
of India, and for statements of the assets, liabilities, total 
income and expenditure of their parent company. 

8. Legislation bearing on actual insurance operations 
is similarly very largely non-discriminatory against non
Indian insurers. Agents' co,mmissions are limited to max
ima of 15 per cent of the premium payable on fire and 
miscellaneous policies, and of 10 per cent on marine 
policies, for both Indian and non-Indian companies. 
Expenses of management, including commission payments, 
are also limited as follows: 

Total gros~· premiums 
wrilten direct in 

India 

(a) Fire and miscellaneous business 
First Rs. 1 000 000. 
Next Rs. 500 000. 
Next Rs. 500 000. 
Next Rs. 750 000. 
Next Rs. 750 000. 
Next Rs. 1 000 000. 
The remainder 

(b) Marine business 
First Rs. 500 000. 
Next Rs. 500 000. 
Next Rs. 500 000. 
Next Rs. 750 000. 
The remainder . . 

Maximum management 
expen.res as percentage 

of gross direct premiums 

35.0 
32.5 
30.0 
27.5 
25.0 
22.0 
20.0 

25.0 
22.5 
20.0 
17.5 
15.0 

9. Although these requirements have probably reduced 
the prevalence of rebating and should ensure that only 
reasonably efficient concerns, run on sound financial lines, 
may operate--for abuse can result in cancellation of an 
insurer's registration-the Controller normally issues only 
a warning to offenders. 

10. The Code of Conduct drawn up by the Executive 
Committee of the General Insurance Council of the 
Insurance Association of India-a body of which all 
Indian insurers are members and all non-Indian insurers 
operating in India associate members-attaches to itself 
no strictly legal sanction. None the less it is generally 
observed. This, too, makes no discrimination between 
Indian and non-Indian insurers. Thus, the requirements 
it lays down for minimum unexpired risk reserves are the 

same for both groups. Similarly, every insurer, regardless 
of nationality, must maintain an excess of assets over 
liabilities-a minimum security margin-of at least Rs. 
500,000 (Rs. 165,000 for small insurers) or 10 per cent 
of net premium income, whichever is higher. The rules 
governing the valuation of assets and liabilities (which 
must include, inter alia, provisions for outstanding claims 
in full and for taxation) are also the same for both Indian 
and non-Indian insurers. 

THE ROLE OF GOVERNMENT AS INSURER AND INSURED, 

AND ITS IMPLICATIONS FOR FOREIGN INSURERS 

11. Partial discrimination is, however, exercised in 
practice against non-Indian insurers through the Govern
ment's role as a buyer and seller of insurance. First and 
foremost, of course, foreign insurers, along with private 
Indian concerns, are excluded from writing life business, 
which, as noted above, is well over twice as large in gross 
premium income terms as non-life. In non-life business, 
indirect discrimination is effected through the exclusion 
of non-Indian insurers from the Indian Insurance Com
panies' Association Pool, through which Government 
insurance business (including increasingly Government 
imports) is distributed to members. The evolution of this 
pool dates back to 1938, when Indian insurers prevailed 
upon the Provincial Government of Bombay, the ministry 
of which was formed by the Congress Party, now the 
ruling Indian party, to patronise Indian insurers. In any 
case, Indian Government business is now channelled even 
more effectively into the Indian insurers' sector, since 
about three-quarters of such Government business in the 
Pool is given to the Oriental Fire and General Insurance 
Co., which is a subsidiary of the State-owned Life Insur
ance Corporation. In addition, LIC is also able to channel 
business to Oriental through its large equity interest in 
an increasing number of companies, whose placing of 
insurance it can thereby influence. Non-Indian insurers 
have been particularly opposed to these developments on 
certain occasions when they affect the insurance of projects 
and goods financed partly by foreign aid. 

12. Another way in which non-Indian insurers are 
prevented from operating freely and fully in the market 
is through the operation of private pools formed exclusively 
of Indian insurers to write particular classes of business. 
One of these pools operates in the aviation sector; that 
Air India International and Indian Airlines insure the 
major part of their fleets with this pool can be attributed 
also to the fact that Government business is placed through 
the Indian Insurance Companies' Association Pool in any 
case, but there is a suggestion that pressures are being 
brought to bear on flying clubs to place their insurance 
with the aviation pool, and it appears that only one non
Indian company is still writing any aviation business 
direct. 

13. Two Indian pools have been formed to handle 
marine hull business, partly to reduce competition in a 
small and at present profitable sector, and partly to increase 
bargaining power with foreign reinsurers. These pools 
have no monopoly position or official standing. None the 
less, very little marine hull business is now believed to be 
done by non-Indian insurers; the pools are helped also 
by national sentiment, as the shipping companies whose 
vessels are involved are wholly Indian-owned, and by the 
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fact that the owners are also frequently connected directly 
or indirectly with Indian insurance interests. 

14. A still more tenuous form of favouritism towards 
Indian insurers depends upon the degree to which industry 
passes into Indian hands. To the extent that Indian 
industrial interests expand proportionately, so, too, might 
Indian insurers gain a larger share of the business. There 
is at least one instance in which a large Indian industrial 
group has gained a substantial interest in a smaller concern, 
whose insurance, formerly almost the exclusive preserve 
of a non-Indian company, has subsequently been shared 
with an Indian insurance company part-owned by the 
major Indian industrial group. But it is scarcely proper to 
describe such transference of business as the result of 
discrimination against foreign insurers. 

15. Some of the gain by Indian insurers at the expense 
of their non-Indian counterparts might be ascribed to the 
Government's general foreign exchange savings drive. But 
it is impossible to gauge the practical effects of such pleas 
in the national interest, which seldom in any case refer 
specifically to insurance. 

16. Thus, while there are pressures and forces on both 
official and private levels that act in favour of Indian over 
non-Indian insurers, there are virtually no important 
forms of direct discrimination against foreign companies, 
except for their exclusion (in common with private Indian 
insurers) from life business and from practically all 
Government business. 

BUSINESS TRANSACTED DIRECT BET\VEEN INDIAN 

RESIDENTS AND INSURERS LOCATED ABROAD 

17. The transaction of insurance business by Indian 
residents direct with insurance companies abroad (i.e., 
by-passing even the branches and agencies of foreign 
companies operating in India) is frowned upon by the 
Reserve Bank of India, which exercises exchange control 
authority. There is, however, no blanket prohibition, and 
some such arrangements are still made. Generally, remit
tances on such direct transactions are permitted when the 
Reserve Bank considers that cover for a particular risk 
cannot reasonably be obtained in India, or when there are 
special grounds which warrant exceptional treatment. 
(For example, Air India International's Boeings have been 
insured directly in the United States.) 

18. No life insurance policy may be issued in a foreign 
currency by the LIC either to an Indian or to a foreign 
national domiciled in India; but life policies issued before 
1947 may be maintained. The Reserve Bank does not 
permit the conversion of rupee policies into foreign 
currency policies without permission, although a policy
holder leaving India permanently can transfer the actuarial 
reserves held against the policy. Claims against foreign 
currency life policies underwritten before 1947 must be 
met from the special accounts that non-Indian insurers 
have been permitted to keep for this purpose. 

19. Non-rupee non-life policies may be issued on 
marine cargo shipments (provided they cover goods moving 
to or from India), financed by persons or firms in India, 
and on assets outside India owned by Indian residents. 
These may be taken out with resident companies or with 
companies outside India. There is no particular difficulty 
over claims settlements. 

20. The nature and volume of foreign currency policies 
in general, and those effected direct with companies outside 

TABLE 1 
Gross premiums on non-life business written direct in India 

(Amounts in thousands of rupees) 

Indian insurers Non~Indian insurers Total 

Gross % Gross % Gross % 
premiums share premiums share premiums share 

1951 134 925 53.4 103 855 46.6 238 780 100.0 
1956 164 922 63.2 95 825 36.8 260 747 100.0 
1957 179 670 64.5 98 717 35.5 278 387 100.0 
1958 200 518 67.5 96 656 32.5 297 174 100.0 
1959 230134 69.1 102 971 30.9 333 105 100.0 
1960 272 333 71.2 110405 28.8 382 738 100.0 
1961 318 576 72.5 120 541 27.5 439 117 100.0 

Source: Indian Insurance Year Books. 

India in particular, is not known. It is fairly safe to assume, 
however, that direct overseas business constitutes only a 
small loss of foreign exchange under the watchful eye of 
the Reserve Bank. 

THE SCALE OF NON-LIFE INSURANCE AND THE 

IMPORTANCE OF FOREIGN OPERATIONS 

21. Gross non-life premiums on business written direct 
in India by both Indian and non-Indian companies rose 
in volume between 1956 and 1961 by 68 per cent; those 
received by Indian companies expanded by 93 per cent 
and those by non-Indian companies by 26 per cent. 
Between 1951 and 1956, the total growth was only just 
over 9 per cent, Indian insurers gaining by 22 per cent and 
non-Indian losing a little ground even in absolute terms. 
These figures compare with an over-all growth in net 
domestic product at factor cost of 13.4 per cent between 
1951/52 and 1956/57, and of 29.4 per cent between 1956/57 
and 1961/62. 

22. The trend in gross premium income is shown in 
Table I. 

23. Despite the rapid growth of insurance both rela
tively and absolutely in recent years, the scale of non-life 
premium income remains small if viewed in perspective. 
(Life insurance business must be viewed separately in a 
balance-of-payments context-see the main report-and 
this is especially important in India in view of the nationali
zation of life business and its comparatively large scale 
for a developing country.) Table 2 shows gross direct 

TABLE 2 
Gross premiums on non-life business written direct in India and 

invisibles in tbe balance of payments 

Total direct 
Overseas invisible Premiums of Non- premium income 

I ransactionsa Indian insurers in India 

Net In thousands %of In thousands % of 
Payments balanceb of Rs. invisible of Rs. Invisible 
(In millions of Rs.) payments payments 

1956. . 1 114 +690 95 825 8.6 260 747 23.4 
1960. 1 771 +52 110405 6.2 382 738 21.6 
1961. . 2010 -348 120 541 6.0 439 117 21.8 

Sources: Reserve Bank of India Bulletins; Indian Insurance Year Books. 

• Figures for 1956/57; 1960/61; 1961/62-Aprii-March. 

b Including net errors and omissions; excluding official and private net 
donations. 
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TABLE 3 
Gross premiums on classes of non-life business written direct in India 

(Amounts in thousands of rupees) 

1951 1956 1961 

Fire 
Indian insurers 69 760 
Non-Indian insurers 50463 

TOTAL . 120 223 

Marine 
Indian insurers 25 865 
Non-Indian insurers 33 579 

TOTAL 59444 

Miscellaneous 
Indian insurers 39 300 
Non-Indian insurers 19 813 

TOTAL 59 113 

Total business 
Indian insurers 134 925 
Non-Indian insurers 103 855 

TOTAL 238 780 

Source: Indian ln.surance Year Books. 

non-life premium income of insurers within India alongside 
the total current payments on invisibles, not because there 
is any direct connexion between the two, but merely to 
place the insurance figures against a balance-of-payments 
point of reference. 

24. In 1961, gross premiums received by non-Indian 
companies amounted to just over 1.0 per cent of total 
current account payments. 

25. Non-life insurance is classified statistically in India 
into three classes of business: fire, marine (hull and cargo), 
and miscellaneous, which includes all accident and other 
damage categories and thus covers the important motor
car sector. The distribution of these classes of business 
between Indian and non-Indian insurers is shown in 
Table 3. 

26. The table speaks for itself. In comparing the value 
of business written in each class, however, it must be 
remembered that changes in premium rates as well as 
changes in the real volume of business are reflected in the 
figures. Fire premium rates, for instance, have tended to 
decline in recent years, while premium rates on new and 
increasing risks in the miscellaneous group have mostly 
tended to rise, especially on motor-vehicle insurance. 
Nevertheless, the rapid growth in the volume of business 
in the miscellaneous sector is still the most striking feature. 

27. Another outstanding feature is that the least rela
tive loss made by non-Indian insurers over the decade to 
1961 was in fire business, traditionally the most profitable 
line of operation in India, while their premiums have 
slipped both absolutely and proportionately in marine 
{largely cargo) business, on which returns have of late 
been erratic and generally poor. Of the gross premium 
income in India of non-Indian insurers in 1961, 47 per 

%of %of %of 
total total total 

58.0 73 754 61.1 107 248 65.6 
42.0 46 898 38.9 56 297 34.4 

100.0 120 652 100.0 163 545 100.0 

43.5 39 409 59.7 64 760 68.8 
56.5 26 636 40.3 29 340 31.2 

100.0 66045 100.0 94100 100.0 

66.5 51 759 69.9 146 568 80.8 
33.5 22 291 30.1 34 904 19.2 

100.0 74050 100.0 181 472 100.0 

53.4 164 922 63.2 318 576 72.5 
46.6 95 825 36.8 120 541 27.5 

100.0 260 747 100.0 439 117 100.0 

cent came from fire business, 24 per cent from marine and 
29 per cent from miscellaneous. In 1956, the same relative 
proportions were 49 per cent, 28 per cent and 23 per cent. 
Very generally, therefore, it would appear that the non
Indian insurers' relative loss of business to Indian insurers 
has been concentrated in the less profitable sectors. Had 
fire premium rates, on which most main companies adhere 
to a tariff basis, maintained their earlier level instead of 
declining, this feature would emerge more strongly; though 
at the same time it should be noted that falling fire premium 
rates have also reduced the relative profitability of fire 
business. 

28. Aside from the tendency for non-Indian insurers 
to lag rather behind the fast-expanding miscellaneous 
sector, but to hold more of their own in the traditionally 
good profit-earning fire sector, there are few distortions 
in the trend of the distribution of classes of business 
between Indian and non-Indian insurers worthy of par
ticular attention. A tentative implication might be that 
the dominance of Indian insurers in what seems to be the 
outstanding growth sector will further reduce the relative 
importance of non-Indian insurers in the total volume of 
business, but that the greater selectivity, among and within 
the broad classes of business, of non-Indian insurers
which is a real feature of the market-means that their 
profit margins (see below) will not shrink as fast, provided 
that premium rates for fire business are not depressed 
substantially further. 

INDIAN INSURERS' BUSINESS OVERSEAS 

29. As noted earlier in this appendix, Indian insurers 
have developed a considerable business outside India. 
Table 4 shows the volume, classes and trend of this 
business. 
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TABLE 4 
Gross premiums on non-life business written direct by Indian 

insurers outside India 
(In thousands of rupees) 

Fire Marine Miscellaneous Total 

1953. 19 655 12 356 13 140 45 151 
1956. 22 593 20276 21 341 64210 
1957. 20 896 20042 23 880 64 818 
1958. 21 887 17 359 27 170 66 416 
1959. 19 879 17 386 33 122 70 387 
1960. 23 506 19 737 43 263 86 506 
1961 . 25 376 21 396 50059 96 831 

Source: Indian Jn:;urance Year Books. 

30. Gross premiums on business written direct by 
Indian insurers overseas have risen by 50.8 per cent since 
1956, not much more than half as fast as on their Indian 
business. In 1961, gross direct premiums overseas were 
just less than one-third as large as those received by 
Indian insurers in India. The main areas of operation 
abroad are the Far East and Africa, and business is often 
associated with expatriate Indian communities and business 
activities. 

31. It emerges below that one of the main facets of the 
business of Indian insurers abroad is a large net surplus of 
reinsurance accepted over reinsurance ceded. Despite this, 
however, the Indian Government is not encouraging the 
overseas operations of Indian insurers-rather the reverse. 
At least part of the reason is that its probably low profita
bility constitutes a drain, real or potential, on foreign 
exchange rather than a source of gain. There is some 
dispute about this amongst Indian insurers; some have 
happier experience abroad than others; some are appar
ently inclined to agree with the official assessment, es
pecially as controls and restrictions on the free movement 
of funds proliferate. 

32. This overseas business considerably complicates 
the assessment of the over-all balance-of-payments effects 
of insurance in India, since all the operational records 
of Indian insurers are not maintained in a way that 
distinguishes internal and overseas operations. 

NON-LIFE INSURANCE BUSINESS AND ITS BALANCE

OF-PAYMENTS EFFECTS 

33. Certain reserves must be retained locally in India 
(see below), and the effects of reinsurance premium ces
sions and receipts are distinguished in over-all net terms. 
There is therefore no question of the "composite indebted
ness" concept (see the main report) applying in India; 
certain overseas reinsurance flows and the apparent sur
pluses of foreign insurers can be distinguished, at least 
broadly or partially. While there are certain obscurities 
in relation to the technical procedures connected with the 
compilation of company operating accounts, which it has 
not been possible to penetrate completely satisfactorily 
in this study, it is thought that the officially collated 
records provide a reasonably sound basis for analysis. 

1. Overseas reinsurance transactions 

34. Official returns distinguish between gross premiums 
on business written direct, i.e., premium income from the 

insured, and premiums net of reinsurance premiums both 
ceded and received locally and abroad. (In this appendix, 
the terms "net premiums" or "net premium income" refer 
to gross direct premiums minus all reinsurance premiums 
ceded, plus those accepted.) On the basis of the difference 
between gross and net premiums, a net overseas balance 
on reinsurance premiums can be distinguished. But, for 
reasons that emerge below, it is not possible from the 
returns to isolate the various elements in this balance, 
or to apportion them amongst insurers, with any accuracy. 
Nor is it possible to draw up a full external reinsurance 
balance sheet; the isolation of relevant commission pay
ments and receipts, and of the various flows generated 
by Indian companies' reinsurance operations inside and 
outside the country, poses particular problems. 

35. Table 5 shows net non-life premiums, i.e., gross 
premiums minus reinsurances ceded to reinsurers (or direct 
insurers acting as reinsurers) in India and abroad, plus 
reinsurance premiums accepted, as a percentage of gross 
direct premiums. 

36. Table 6 shows the actual gross and net premium 
incomes in India, i.e., excluding the premiums received 
by Indian companies outside India, of Indian and non
Indian companies. 

37. The ratio of the net premium income to gross 
premiums on business written direct in India by all 
companies is estimated at 73.1 in 1961, against 61.5 in 
1956 and 58.9 in 1951. 

38. The tables suggest a net outflow from India in 
1961 on reinsurance premiums only of some Rs. 118.3 
million. But there is a further element in the net reinsurance 
premium outflow-one which reduces its apparent volume. 
Indian insurers operating abroad accept more reinsurance 
than they cede, partly, it is thought (though this has not 
been proved), because they accept on behalf of head 
offices in India reciprocal cessions against cessions made 
by the head offices. Indian insurers abroad had an esti
mated ratio of net premium income to gross direct pre
miums of 164.9 in 1961 ; this was scarcely higher than in 
1956, though it had been still greater in intervening years. 
Their net premium income abroad was Rs. 159.7 million 
in 1961, compared with gross direct premiums of Rs. 96.8 
million. To the extent that their excess of net over gross 
premiums-or of reinsurance premium acceptances over 
cessions-finds its way to India, the net outflow from 

TABLE 5 

Ratios of net premium income to gross premiums on business 
written direct 

1956. 
1957. 
1958. 
1959. 
1960. 
1961. 

(In percentages) 

Indian insurers 

Direct business 
written in 

India" 

54.9 
61.0 
64.7 
65.3 
68.2 
74.2 

Direct business 
written outside 

India 

164.0 
178.8 
180.9 
189.3 
166.9 
164.9 

Source: Indian Insurance Year Books. 

Non-Indian iiUurers 
direct business 

written in 
India" 

72.8 
72.8 
74.5 
72.3 
72.4 
70.0 

a This does not Imply that all the reinsurance was arranged within India. 
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TABLE 6 
Comparison of gross and net premiwn income in India 

(Amounts in thousands of rupees) 

Gross premiums on business 
written direct in India 

Net premium income 
In India 

Indian companies Non-Indian companies Indian companies Non-Indian companies 
%share %share %share %share 

1951 . 
1956 . 
1957 . 
1958 . 
1959 . 
1960. 
1961 . 

Source: Indtan Insurance Year Books. 

134 925 
164 922 
179 670 
200 518 
230134 
272 333 
318 576 

53.4 103 855 
63.2 95 825 
64.5 98 717 
67.5 96 656 
69.1 102 971 
71.2 110405 
72.5 120 541 

India on account of reinsurance is reduced. Most of it 
probably does. But there may be regulations operating 
in the countries concerned to prevent free remittance. 
Insufficient is known about the origins of the overseas 
reinsurance business of Indian insurers, and the actual 
flows of funds involved, to make a definitive statement 
on this. 

39. While over-all net retentions of premiums in India 
increased considerably in the past decade, Indian com
panies were apparently responsible for all the rise; by 
1961, they had achieved a higher ratio of net to gross 
premiums than non-Indian insurers. It would be naive, 
however, to draw the apparently obvious conclusion that 
Indian insurers are actively doing more to cut down the 
net premium drain out of India on account of reinsurance. 
The reason why a straight comparison of these figures 
not only oversimplifies but may also mislead lies in the 
nature and structure of the reinsurance market in India. 

40. An immediately outstanding feature is the existence 
of two Indian reinsurance companies, to which fixed 
proportions of all gross premiums on business written 
direct in India must compulsorily be ceded by Indian 
and non-Indian insurers alike. The Government is under
stood to have begun thinking in terms of building up the 
reinsurance facilities available in India as early as 1952. 
In 1956, the Executive Committee of the statutory General 
Insurance Council set up a Drain and Gain sub-committee 
to examine the problem of foreign exchange outflow on 
account of insurance. It was from this body that the 
proposal came to set up a reinsurance company in the 
private sector; the suggestion was approved by the Govern
ment, and the India Reinsurance Corporation was estab
lished as a co-operative enterprise by the insurance industry 
as a whole. Insurers somewhat reluctantly agreed to cede 
10 per cent of gross non-life premiums to the "India Re", 
which began operations in 1957, in order to provide it 
with a viable premium base. In addition, the State-owned 
Indian Guarantee and General Insurance Co. Ltd. began 
in 1960 to handle the bulk of the reinsurance of Govern
ment controlled companies and of the reinsurance require
ments of the Indian Insurance Companies' Association 
Pool (see above). 

41. The decisive step in the moves towards compulsory 
reinsurance cessions came in May 1961, when the Govern
ment directed that a given percentage of the sum assured 
on each policy be reinsured with "India Re" and Indian 

46.6 77 480 51.9 71 570 48.1 
36.8 90608 56.5 69 762 43.5 
35.5 109 623 60.4 71 839 39.6 
32.5 129 751 64.3 71 984 35.7 
30.9 150 172 66.8 74472 33.2 
28.8 185 849 70.2 79 019 29.8 
27.5 236 408 73.7 84 385 26.3 

Guarantee. The percentages in force are: 

Class of Insurance business Percentage 

Fire. 20 
Marine hull. . . . . . . . . 10 
Marine cargo . . . . . . . . 20 
Miscellaneous, other than credit and 

solvency insurance. 10 
Credit and solvency . . . . . . . . 5 

42. The compulsory cessions are split equally between 
"India Re" and Indian Guarantee. 

43. In 1961, the joint net premium income of these two 
companies (i.e., net of retrocessions given off, including 
those going overseas, and of all reciprocal reinsurances 
received) was Rs. 44.2 million. This figure is included in 
the total net premium income of all Indian companies, 
and represents nearly one-fifth of it. If these two rein
surance companies are excluded from the calculation, the 
ratio of the Indian companies' net premium income to 
gross premiums on business written direct in India in 
1961 becomes 60.3 rather than 74.2. 

44. Another reason for caution in assessing from the 
figures presented the relative contributions of Indian and 
non-Indian insurers to the drain on account of reinsurance 
premiums is the unknown effect of changes in the internal 
pattern of reinsurance transactions between Indian and 
non-Indian insurers. For instance, Indian insurers might 
cede to non-Indian more business than the non-Indian 
insurers can, or wish to, retain in India; the latter might 
thus retrocede overseas that part which is surplus to 
retention capacities. At the same time, the Indian insurers 
might accept a certain amount of reinsurance from the 
non-Indian, but might retrocede no part of this overseas. 
An increase in the incidence of such transactions would 
cause non-Indian companies' ratios of net to gross pre
miums to fall relative to those of the Indian companies, 
although the actual premium drain would emanate from 
business written direct by Indian insurers. 

45. The relative outflow of reinsurance premiums 
through non-Indian companies, notwithstanding the fac
tors outlined above which somewhat artificially exaggerate 
it, is now declining with the amalgamation of some Indian 
concerns into larger operating units in India. These have 
a greater retention capacity. There is already some evidence 
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that the non-Indian insurers' ratio of net to gross premiums 
in India is now rising. 

46. It is in any case of rather less importance to 
apportion responsibility for the premium drain on account 
of reinsurance between Indian and non-Indian insurers 
than to assess factors and trends in the over-all position. 
It has already been noted that the apparent premium 
drain has declined in recent years relative to gross direct 
premiums. It is clearly of some importance to assess how 
much the compulsory cessions to "India Re" and Indian 
Guarantee are now contributing towards this decline in 
the premium outflow. 

47. Unfortunately, a clear answer cannot be given to 
this exceedingly complex question. Quite apart from the 
technical problems involved, the new regulations regarding 
the compulsory reinsurance cessions have not been in 
force long enough to produce any obvious statistical result. 
There is a prima facie case to be made out in support of 
the contention that the compulsory cessions are helping 
to stem the drain. The two Indian reinsurance companies 
naturally retrocede some (possibly a declining proportion) 
of their premium receipts overseas-how much is not 
known. None the less, the fact that their joint net premium 
income reached Rs. 44.2 million in 1961 (including business 
ceded voluntarily as well as under obligation) suggests 
that they are succeeding in keeping a considerable amount 
of premium income in India over and above the additional 
reinsurance cessions that might have been accepted locally 
and retained by direct insurers had the compulsory eessions 
not been in force. 

48. A crucial point, however, is whether the two re
insurance companies can command reciprocal cessions on 
the retrocessions they place overseas equal or better than 
those that direct insurers could have obtained had they been 
at liberty to reinsure with whom they pleased. Again, 
there can be no definitive answer. In general, it seems 
certain that they can obtain better reciprocity than the 
small Indian companies, whose retention capacity is very 
limited, and which at best obtain only partial reciprocity 
on reinsurances placed abroad. But the position is more 
arguable in the case of the large Indian companies, the 
leading ten of which accounted for over half of the net 
premium income of all Indian companies in 1961. 

49. A factor that should certainly be disappearing now, 
but that might have been effective over the past three 
years at any rate, is that Indian Guarantee has had to 
build up its bargaining position for reciprocity. Another 
factor which may affect the issue--evidence is short, 
however-is that the two Indian reinsurance companies 
must offer to retrocede back to insurers business equal 
to 50 per cent of the aggregate premiums compulsorily 
ceded by the insurer in each of the fire and marine cargo 
classes of business. The insurers need not take up these 
standing offers (which entail a 2.5 per cent commission 
retention by the reinsurers); and it frequently occurs that 
they are in fact taken up in the profitable fire class, but 
rejected in the case of marine cargo business, on which 
returns are much less consistent. It seems feasible that the 
reinsurers' consequently higher net retentions in unprofit
able classes could affect their bargaining power in obtaining 
reciprocity. On balance, however, there seems no reason 
to assume that the Indian reinsurers are losing out signifi
cantly on reciprocity, measured against what private 

insurers as a whole could otherwise obtain on the business 
compulsorily ceded. 

50. Another way in which the two Indian reinsurers 
could indirectly cut down the drain of foreign exchange 
in the case of non-Indian insurers would be by giving 
less commission on the cessions than could be obtained 
in the free reinsurance market, and so eroding ultimate 
underwriting profitability. There appears to be little dif
ference, however, between the practices of the two Indian 
reinsurers in respect of commissions and those operating 
in the free market. The Indian reinsurers must give 
commissions ranging from 42.5 per cent on fire reinsurance 
premiums to 17.5 per cent on marine hull business; they 
are mostly 30 or 35 per cent on other classes, though 
15 per cent on aviation hull reinsurances and 20 per cent 
on other aviation business. 

51. A tentative conclusion, based on only limited 
evidence, might be that, while the compulsory cessions to 
the two Indian reinsurers are found irksome by some 
insurers (particularly the larger ones), they are not seriously 
reducing net profitability, but are effecting limited-and 
probably increasing-reductions in the net reinsurance 
premium outflow. 

52. Quite apart from the compulsory cessions, Indian 
reinsurance is a complex system, varying with the class 
of business and with the size and form of insurance 
organization. In so far as broad patterns are distinguish
able, reinsurance transacted in India between Indian and 
non-Indian insurers is largely on a facultative basis. This 
is usually a two-way traffic, involving some reciprocity, 
although some non-Indian companies (e.g., certain US 
operations) are believed to accept facultative reinsurance 
from Indian insurers only on the understanding that they 
will offer no cessions in return. Generally, this local 
market in facultative reinsurance is looked upon as useful 
by the non-Indian insurers, since head offices do not 
usually want the task of placing such reinsurance on behalf 
of branches. In addition, some non-Indian insurers ex
pressed the view that commissions on such Indian facul
tative reinsurance business are higher in India than in, 
say, London. The smaller Indian insurers clearly find the 
local market for facultative reinsurance valuable. There 
is again no statistical guide as to the scale and pattern of 
this business; it is also impossible to gauge how it affects 
the premium drain out of India, since there is no way 
of assessing relative net receipts on facultative reinsurance 
of Indian and non-Indian insurers, or the extent to which 
such receipts are retroceded abroad (see above). A few 
local reinsurance treaty arrangements are in operation 
between Indian and non-Indian insurers but they are not 
believed to be relatively important. 

53. In general, the treaty reinsurance of non-Indian 
companies is handled by head offices, and seldom involves 
writing back part of any reciprocal reinsurance premiums 
received to the branch itself, though it is, of course, possible 
that head offices have treaties involving Indian companies, 
so that some of the reinsurance business ceded out of 
India thereby finds its way back. It is via head offices that 
the greater part of the difference between the gross and 
net premiums of non-Indian companies arises. Less rein
surance is now being placed abroad in this way; there has 
been some amalgamation among non-Indian companies 
of late, the resulting groups having higher retentive 
capacities in India. 
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54. Apart from cessions to "India Re" and Indian 
Guarantee, and despite the increasing dominance of larger 
units in this sector, too, the great bulk of the reinsurance 
treaties of Indian companies are made abroad, principally 
with the United Kingdom. The smaller insurers, whose 
retention capacity is also very small, receive little reci
procity worth having, and must therefore contribute 
proportionately heavily to the net premium drain. The 
bigger companies, however, have been able to command 
good reciprocity, particularly for their fire business, and 
have of late managed to place some reinsurance abroad 
on a potential profit-to-profit basis rather than on the 
basis of exchanging the same quantum of premium. For 
marine hull and aviation business (both done largely 
through pools of Indian insurers), there is no reciprocity; 
and much the larger part of this business is reinsured 
overseas, thus contributing proportionately heavily to the 
reinsurance premium drain. 

55. The question of the reciprocity received by Indian 
insurers on the reinsurance they place overseas is currently 
vexed by disappointments over the returns such reciprocal 
business is yielding. Whereas Indian fire business is still 
profitable, despite the lowering of premium rates, that 
in the United Kingdom and North America has been 
passing through a uniquely long phase of unprofitability. 
This has aggravated the net outflow of funds on account 
of reinsurance. While the larger Indian companies are 
tending to ride out what they hope will prove a passing 
phase (British fire tariffs are to be raised from the beginning 
of 1964), some smaller companies are believed to be 
cancelling their foreign treaties for the time being. 

56. Unfortunately, the compilation of an external 
balance sheet on account of reinsurance is bedevilled by 
lack of data. In particular, the picture is complicated at 
crucial points by the unknown contributions to certain 
statistical totals of the external business of Indian insurers; 
gross claims payable by Indian insurers outside India are 
not accurately known, and no way can be found from the 
data available of apportioning the difference between gross 
and net commissions paid by Indian insurers between 
business written direct in India and that written outside. 
Some approximations to an external balance sheet are 
however, made below. The figures are derived from pub
lished data, but are not themselves published in the con
text in which they appear here. The following analysis is 
in the nature of an exercise whose results should not be 
taken as definitive. While appropriate qualifications and 
reservations are made at specific points throughout the 
exercise, it should be noted at the outset that it rests on 
the assumption that the difference between total (i.e., 
Indian insurers and non-Indian together) gross and net 
figures is attributable only to the effects of overseas 
reinsurance transactions. 

57. Including the reinsurance premiums received by 
Indian insurers abroad as Indian credits in a balance-of
payments context, whether or not they are all repatriated 
physically to India (see above), the apparent net premium 
drain on account of reinsurance is made up as shown in 
Table 7. 

58. From the total apparent net premium drain should 
be deducted the difference between gross and net com
missions paid, which should approximate in sum to net 
receipts of commissions on account of net reinsurance 
cessions. 

These were as follows (thousands of rupees): 

Gross commissions paid minus net commissions paid: 

TOTAL (Net of which 
external Non-Indian 
credit) insurers0 

1957. +11 336 +7136 
1958. +13 839 +7109 
1959. +16 416 +8 321 
1960. +18 564 +9164 
1961 . +17 192 +10 898 

a The figures are of little significance in themselves because of the cross
transactions on reinsurance within India between Indian and non-Indian com
panies. The Indian insurers• net contribution is relatively low because net 
receipts in India are partly offset by net outpayments of commission on reinsur
ance accepted by their overseas operations; these cannot be separated. 

59. The difference between gross and net claims should 
also be deducted from the apparent net reinsurance pre
mium drain. Some elements in this were as follows 
(in thousands of rupees): 

Gross claims 
minus net 
claims: 

Non-Indian 

1957 1958 1959 1960 1961 

insurers• . + 7 261 +9 058 +8 735 + 12 050 + 11 339 
Indian 
insurers in 
India• .. +22 366 +32 992 +29 223 +38 573 +26 630 

TOTAL (net 
external 
credit) on 
business 
in India . +29 627 +42 050 +37 958 +50 623 +37 969 

a The same reservations as for reinsurance premiums (see above) and com
missions apply to the breakdown between Indian and non·Indian insurers. 
There is also some doubt about whether the net figures include claims payable 
as well as paid. as the gross figures do. 

60. The tables above show gaps on the difference 
between gross and net commissions paid by Indian insurers 
arising from business written in India only, and also on 
the difference between gross and net claims arising from 
business written outside India by Indian insurers (see 
above). Approximations on these two counts may, how
ever, indicate the region within which the total overseas 
balance on account of reinsurance transactions falls. 

61. Imputing a relationship between gross/net com
missions and gross/net premiums for non-Indian insurers, 
and applying the average relating factor over the five 
years covered to the difference in each year between the 
net and gross premiums of Indian insurers in India, the 
difference between the gross and net commissions of Indian 
insurers in India (net external credit) is as follows (in 
thousands of rupees): 

Imputed difference 
between gross and 
net commissions 
paid by Indian 
insurers arising from 
business written 

1957 1958 1959 1960 1961 

direct in India . . . 20 313 20 522 23 189 25 080 23 829 
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TABLI! 7 
Apparent net premium drain on account of reinsurance 

(In thousands of rupees) 

1957 

Net premiums minus gross 
premiums: 
Non-Indian insurers. -26 878 
Indian insurers in India -70047 

Total (net cessions), arising 
from business in India . -96925 

Indian insurers outside India 
(net receipts) . +51 061 

TOTAL apparent net pre-
mium drain (net cessions 
minus net receipts) -45 860 

Sourcet: Indian lruurance Year Books, and EIU calcalations. 

62. Thus, subtracting the difference between gross and 
net claims and the (partly imputed) difference between 
gross and net commissions arising from business written 
in India only from total net reinsurance premium cessions 
arising from such business, the results are (in thousands 
of rupees): 

Rough estimate 
of overseas 
balance on ac
count of re
insurance trans
actions arising 
from business 
written direct 

1957 1958 1959 1960 1961 

in India. . . -39 849 -25 884 -38 993 -33 003 -45 628 

63. Net claims paid on the business of Indian insurers 
outside India probably exceeded gross claiins (which can 
be estimated only very roughly) by rather more than 
Rs. 25 million annually in most years in the late 1950s 
and rather over Rs. 30 million in both 1960 and 1961. 
On this assumption, the total overseas reinsurance account, 
including the reinsurance transactions of Indian insurers 
operating outside India, would show a net deficit varying 
widely with claims experience, but falling within a mean 
range of Rs. 15-20 million a year in the late 1950s and 
within a Rs. 20-30 million range in 1960/61. 

64. These figures cannot be regarded, in view of the 
various qualifications and uncertainties surrounding them, 
as any more than broad indications of scale. They would 
represent something like 5 per cent of total gross premiums 
arising from all non-life business in India and the business 
of Indian insurers outside India. The estimates of the net 
overseas deficit on account of reinsurance transactions 
arising only from business in India represent some 1 0 
per cent of gross premium income in India. It must also 
be remembered that these net deficit estimates do not 
necessarily relate to physical movements of funds, since 
reserves against reinsurance ceded overseas are often 
retained within the country (as assets of the reinsurer, 
however), at any rate by Indian insurers. 

1958 1959 1960 1961 

-24798 -28499 -31 386 -36156 
-70767 -79 962 -86484 -82168 

-95 565 -108461 -117 870 -118 324 

+53 740 +62828 +57 861 +62877 

-41 825 -45 633 -60009 -55 447 

2. The surplus earnings of foreign insurers 

65. As reinsurance has already been isolated as far as 
possible as an element in the overseas transactions to 
which non-life insurance may give rise, the surplus earnings 
of foreign insurers are quantified and discussed in general 
in net (of reinsurance) terms. Certain comparisons of the 
operations of Indian and non-Indian insurers, and certain 
relationships between elements of income and outgoings, 
are, however, made in gross terms in this section, for both 
conceptual and data-availability reasons. 

66. The (net) underwriting account of non-Indian 
insurers in recent years is shown in Table 8. 

67. The surplus before tax is not equal to underwriting 
profit as this is understood by each company. Under
writing profit may be less than the surplus to the extent 
that companies provide for reserves over and above those 
required to be retained in India. The underwriting surplus 
concept is, however, an appropriate one to use in a 
balance-of-payments context, since it represents one ele
ment in the funds which non-Indian insurers have available 
for potential remittance. 

68. The Code of Conduct of the Executive Committee 
of the General Insurance Council lays down that each 
company, Indian and non-Indian alike, should maintain 
minimum unexpired risk reserves against business written 
in each major class and a reserve to cover outstanding 
claiins. As noted, the Code is not legally binding; but all 
insurers, being members or associate members of the 
Council, abide by it. In any case, the crucial factor bearing 
on the reserves of non-Indian insurers is that exchange 
controls require that at the end of each year a statement 
of accounts is filed, showing income and outgo and 
indicating a net surplus for the remission of which per
mission must be obtained. (Reinsurance accounts and 
consequent net remittances, if any, are settled with the 
exchange control quarterly.) The statement of accounts 
must show that a minimum reserve fund of 40 per cent 
of net premiuins on fire and miscellaneous business and 
of 50 per cent on marine business is being maintained, 
as well as reserves to cover outstanding claims. (The Code 
of Conduct in fact lays down percentages of 40 per cent 
for fire, miscellaneous business and marine cargo business, 
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TABLE 8 

Accounts relating to non-life underwriting in India by non-Indian insurers 
(In thousands of rupees) 

Premiums net of reinsurance 5 ••••• 

Claims less reinsurance paid and outstanding 
Commission paid ... 
Expenses of management . 
Miscellaneous outgo . 
Addition to reservesa . . . 

Surplus before tax 

Sources: Indian Insurance Year Books and EIU calculations. 
a Addition to reserves is estimated by taking 40 per eent of the increase over 

and of 100 per cent for marine hull business, for unexpired 
risks, and "minimum departmental reserves"-to cover 
unexpired risks and provision for any other reserves-of 
50 per cent for fire and miscellaneous and 100 per cent 
for all marine business. But the figures given in the text 
are accepted by the Controller of Insurance.) This effec
tively means that such minimum reserves (over and above 
statutory deposits; see above) are retained in India. 

69. Other than through reinsurance non-Indian in
surers can thus account for an outflow of foreign exchange 
only through the remittance of net surpluses; there is no 
drain of net premiums as such. This is an excellent example 
of regulation through the medium of exchange control 
rather than through formal legal directives on insurance 
operations as such. Generally, once these very reasonable 
reserve requirements (and, thereafter, the tax liabilities) 
have been met, the net surpluses of non-Indian insurers 
are remittable. There are few complaints on this score 
in practice, and few also of undue delays in obtaining 
permission to remit. 

70. The apparent underwriting surpluses shown in 
Table 8 are before tax deductions. The tax liabilities of 
foreign insurers are somewhat complex. Broadly, however, 
they tend to be rather higher than those of Indian insurers 
and vary between one-third and two-fifths of the surpluses 
shown. Before-tax surpluses of Rs. 9.1 million toRs. 13.3 
million thus come into the range Rs. 6-9 million after tax 
deductions. In addition, non-Indian insurers must derive 
a small income from interest, dividends, rents, etc., from 
invested funds in India. The amount of this is not known; 
but, by analogy with Indian companies, receipts from this 
source could be around Rs. 1.5 million annually. It is not 
known, however, whether or not the interest, dividends, 
etc., shown for Indian companies, on which this analogy 
is based, are net of tax; if not, the non-Indian insurers' 
net income from this source must be considerably less 
than suggested. The over-all annual surplus of non-Indian 
insurers apparently available for remittance thus probably 
fell into the range Rs. 6.5-10.5 million in recent years. 

71. It has already been noted that India is not typical 
of developing countries in an insurance sense in that its 
domestic insurance companies operate on a substantial 
scale overseas. The outward remittance of surpluses by 
non-Indian insurers is thus potentially counterbalanced in 
part by inward remittances of surpluses earned by Indian 
insurers overseas. Unfortunately, there is no way of 
assessing accurately the net surpluses earned in this way. 

1957 1958 1959 196() 1961 

71 839 71 978 74472 79 019 84385 
23 566 25 265 24632 28 273 30582 
7 302 5 026 4624 4 803 4441 

27 725 28 295 30 573 32 381 33 226 
3 395 2 749 1966 1 780 706 

767 -172 442 2061 2140 

9 084 10 815 12 235 9721 13 291 

the previous year in net premium income for lire and miscellaneous business, 
and 50 per eent of the similar Increase for marine business. 

It does, however, appear probable, in view of the ratio 
of net to gross premiums of Indian insurers abroad (see 
above), that much the major impact of these overseas 
operations on the Indian balance of payments comes 
through reinsurance, whose effects it was attempted to 
gauge in the preceding section. An estimate for 1960 
suggested that gross direct business written outside India 
by Indian insurers made a loss of over Rs. 1 million. 
Certainly, the fact that the Government is not encouraging 
overseas operations by Indian insurers-rather the reverse 
-implies that they may be benefiting the balance of pay
ments little if at all. It should also be noted that Indian 
companies are operating in some countries, such as Burma 
and Indonesia, where few remittances are allowed, so that 
the physical inflow of any surpluses would be impaired 
on this account. (The nationalization of all insurance 
operations in Ceylon will now hit the overseas activities 
of Indian insurers hard, though the present study has not 
attempted to discover whether or not these have been 
profitable.) 

72. The underwriting surpluses earned by non-Indian 
insurers can be put into some sort of perspective by com
paring the performances oflndian and non-Indian insurers 
in certain respects and attempting to explain any out
standing differences. The relative claims and expenses 
experience of Indian and non-Indian insurers on gross 
fire business written in India is shown in Table 9. 

73. The better claims experience of non-Indian insurers 
is even more marked (although the ratios are higher) in 
marine and miscellaneous business. It reflects largely their 
greater selectivity in accepting risks and the generally 

TABLE 9 

Claims and expenses ratios on gross fire business in India 
(In percentages of gross direct premiums) 

Claims Expenses. including taxes 

Indian Non-Indian Indian Non·lndltu~ 
Insurers insurers insurers insurers 

1956 25.7 22.1 27.9 33.5 
1957 20.5 17.0 30.4 35.4 
1958 35.4 23.5 33.0 34.4 
1959 26.4 21.9 32.7 34.9 
1960 26.9 25.9 31.7 33.6 
1961 35.3 21.5 28.8 30.3 

Source: Indian Insurance Year Books. 
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superior quality of their underwriting technique. There 
is no doubt that many non-Indian insurers have managed 
to hold on to several of their traditional accounts that 
tend to yield good profits, though these are now being 
"nibbled" at in various ways by Indian insurers. 

74. By contrast, many Indian insurers tend to accept 
a higher proportion of unprofitable business-in the 
marine cargo sector, for instance-in order to obtain from 
the same clients any more profitable fire business they may 
have to place. The relative non-selectivity of Indian in
surers as a group is also partly attributable to the fact 
that ten leading companies account for over half the 
business of the Indian group. Some of the remaining 63 
Indian companies in 1961 were operating on a very small 
scale. The consequently keen competition tends to produce 
considerable undercutting of non-tariff premium rates and 
hidden rebating and discounts on tariff business. The 
quality of underwriting by Indian insurers, led by the 
larger companies, is, however, believed to be generally 
improving, and their relative claims experience may thus 
begin to improve also. 

75. The higher expense ratios of the non-Indian in
surers go a short way to cancelling their advantages in 
claims experience. These can be ascribed partly to generally 
higher labour costs, especially when special housing ar
rangements, etc., for expatriate staff are taken into account; 
and to the higher taxes generally faced by foreign branches 
in India. Variations in general management expenses are 
in any case confined somewhat by the statutory limitations 
imposed on the expenses of all companies-Indian and 
non-Indian (see above). 

76. In all, the remittable surplus of non-Indian com
panies cannot be viewed as unduly high in comparison 
with the operational results of Indian insurers. Although 
they do tend to be more selective, this in many ways 
reflects the sort of good underwriting practice that places 
insurance on a firm footing. The trend is probably for the 
disparity between the two groups in this respect to narrow. 

77. Fire is the most profitable class of business, with 
non-Indian insurers' underwriting surpluses, calculated as 
in Table 8 to take account of only required reserves, of 
between 20 and 30 per cent of net premiums. In absolute 
terms, the surplus of non-Indian insurers on fire business 
has tended in recent years to be twice as large as that on 
the other classes of business together. It is suggested that 
Indian tariff rates, where these apply, as on fire business, 
tend to be rather high by international standards; reduc
tions in recent years in Indian tariff rates must, however, 
be narrowing any such differentials. In relation to net 
premiums, the marine business of non-Indian insurers 
has in recent years been rather more profitable than their 
miscellaneous business. This is probably due in part to 
unprofitable motor business. But it also provides an 
example of the peculiar nature of insurance accounting, 
since the reduction of reserves in some years in the marine 
sector as business flagged, and the expansion of reserves 
in the growing miscellaneous class, have respectively raised 
and lowered apparent underwriting surpluses. 

LIFE BUSINESS AND ITS BALANCE-OF-PAYMENTS EFFECTS 

78. The special nature of the balance-of-payments 
effects of life assurance business were discussed in the 
main report. The rationalization of all life insurance 

TABLE 10 
Life business: Sums insured and new business effected, 1953-1961 

(In millions of rupees) 

Sum insured and bonuses New business effected 

Indian companies" Indian companle.s0 

Outside Non-Indian Outside Non-Indian 
In India India companies In India India companies 

1953 8 370 770 1 330 1 393 147 170 
1954 9 540 860 1 370 2214 177 162 
1955 9 890 920 1 390 2 231 203 174 
1956 1 877b 126 
1957' 13 750 990 2 777 54 
1958 15 840 980 3 391 56 
1959 18 550 1 030 4197 95 
1960 21 760 1090 4 878 97 
1961 26 230 1140 5 988 100 

Sources: Indian Insurance Year Book. 1956, and Life Insurance Corporation 
of India's annual reports. 

" Figures for Indian insurers include insurance business of provident fund 
socleties and, from 1957, business under the Janata (People's) Policy Scheme 
which provided insurance for small amounts between Rs. 250 and Rs. 1,000. ~· 

~ May include a small amount of business effected by non-Indian companies 
before the take-over by LIC. 

' From 1957 onwards. the figures apply to the LIC only. 
Not available. 

business in India in 1956 clearly limits the potential effects 
here even more closely. 

79. For five years before nationalization, the life busi
ness of non-Indian insurers had run down and, at the 
take-over, there were only three non-Indian insurers 
writing solely life business, and fifteen who combined 
it with non-life operations. The volume of business written 
by these non-Indian companies, in terms of sums insured 
and bonuses, dropped to only 14 per cent of the total in 
India, as shown in Table 10. In the three years preceding 
nationalization, the new business of non-Indian insurers 
represented only 13 per cent, 12 per cent and 7 per cent 
respectively of the total. On the other hand, the life business 
of Indian insurers outside India caught up with and ex
ceeded the Indian business of non-Indian insurers. 

80. Table 11 shows the trend in the Life Insurance 
Fund between 1954 and 1961. 

TABLE 11 
The life insurance fund• 
(In millions of rupees) 

Indian insurers 
Non-Indian Total 

In India Outside India insurers 

1954 . - 2 851 499 
1955 . 3 009 521 
1956b . 3405 289 
1957 3 780 324 
1958 4126 352 
1959 4 575 378 
1960 5 196 407 
1961 5 883 433 

Sources: Indian Insurance Year Books and LIC's annual reports. 
a At end of year. 
h From 1956 onwards. the figures apply to LIC only. 

3 350 
3 530 
3 694 
4104 
4478 
4953 
5 603 
6 316 
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TABLE 12 
Premiums written by the Life Insurance Corporation 

(In millions of rupees) 

Gross premiums written direct in India . 

Net premium income earned in India .. 
of which: First year premium ... 

Net premium income earned outside India 
of which: First year premiums. 

ToTAL net premium income . 

Source: LIC's annual reports. 

81. Table 12 shows the gross and net premium income 
of the LIC since its inception. 

82. In addition, in 1961 LIC had an income from 
annuities of Rs. 1.5 million and premiums of Rs. 71,000 
on capital redemption business. 

83. The LIC was not formed so much to conserve 
foreign exchange as, in the words of the then President 
of India, to "encourage the habit of thrift among the 
people and help them to provide against the rainy day; 
it will, on the other hand, enhance the resources at the 
disposal of the Government for the economic development 
of the country." 

84. Although the market for life insurance in India is 
limited by the low level of personal incomes and the lack 
of awareness of much of the population of the potentiali
ties of life assurance, the LIC appears to have a fair 
measure of success in working towards these ends (see 
Table 12). Besides the over-all figures, the fact that the 
proportion of policies in force in rural areas rose from 
37 per cent to 46 per cent between 1957 and 1961 is an 
indication of the progress made in spreading the life 
insurance coverage. 

85. The life fund on account of business written in 
India has grown from Rs. 3,405 million to Rs. 5,883 
million between the end of 1956 and the end of 1961; 
when the LIC took over, total investments were valued 
at Rs. 3,487 million, and these had risen to Rs. 5,814 
million by the end of 1961. The LIC is now the most 
powerful single investor in India; it probably controls 
over 10 per cent of total domestic investible funds. At the 
end of 1961 its holdings of central Government securities 
were equivalent to about 5 per cent of the public debt. 
Its financing has also been of great value to electricity 
boards, housing schemes and co-operatives, to all of which 
it lends at low rates of interest of around 4! per cent. 
In addition to providing public and development finance, 
the LIC is also the largest single operator on the stock 
exchange. In this role, it has proved of particularly great 
value by providing from time to time a floor beneath 
sagging prices. At the same time, however, it has raised 
fears that it might use its resources to secure control over 
key private industrial organizations through open market 
dealings. 

86. The operations of the LIC impinge on the balance 
of payments in three main ways: through reinsurance, 
through overseas activities, and through investment of 

1957" 1958 1959 1960 1961 

814.2 691.8 801.5 928.4 1 079.4 

812.1 682.7 794.0 919.0 1 070.1 
130.6 133.8 172.4 196.5 226.2 
69.1 48.1 50.6 49.0 52.9 
6.6 2.8 4.4 4.2 4.5 

881.2 730.8 844.6 968.0 1123.0 

• The figures for 1957 are for 16 months from 1 September 1956. when the 
LIC came into operation. 

its assets overseas. (The nature of such balance-of-pay
ments effects should, however, be constantly borne in 
mind; see the main report.) 

1. Reinsurance 

87. The LIC has entered into reinsurance treaties with 
two foreign insurers: the Swiss Reinsurance Company and 
the Munich Reinsurance Company. The purpose is to 
obtain reinsurance cover on risks exceeding Rs. 500,000 
on a single male healthy life; the first report of the LIC 
specifically mentioned that it size and resources enables 
it to bear risks up to this amount. The sums apparently 
involved have been as follows (in millions of rupees): 

1957 1958 1959 1960 1961 

Reinsurance premiums ceded 
overseas-difference between 
gross and net premiums on 
business written in India 2.1 9.3 7.5 9.4 9.3 

2. LIC business transacted abroad 

88. As is apparent from Tables 10 and 12, the new 
overseas business of the LIC forms only a very small part 
of its total operations. Overseas activities have led to net 
premium earnings and additions to life funds shown in 
Table 13. 

89. Broadly, the situation appears to be that LIC is 
transacting no new business in countries like Ceylon, 
Pakistan and Burma, which do not allow the repatriation 
of life funds accruing on business written locally. In these 
cases, it is merely servicing existing business, paying claims 
as they arise. In view of the small volume of first year 
net premiums earned (see Table 12), it appears that not a 

TABLE 13 
LIC business outside India 

(In millions of rupees) 

1957 1958 1959 1960 1961 

Net premiums earned 69 48 50 49 53 
Addition to life fund on account 

of overseas business . 35 28 26 29 26 

Source: Derived from LIC9
S annual reports. 
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TABLE 14 
Approximate distribution of the investments of the life assets of 

Indian and non-Indian companies before nationalization 
(In percentages) 

Indian insurers Non·lndian insurers 

Securities of Central Government 
Securities of State Governments 

Foreign securities, sht~res, 
property mortgages • . 

Municipal, Port trust and Im
provement Trust securities . . 

Debentures and shares of Indian 
companies ........ . 

Mortgages on property in India 
Loans on policies 
Land and houses 
Other ..... 

40.0 
9.0 

1.5 

6.4 

15.9 
4.5 
8.5 
5.1 
9.1 

Source: Derived from Indian Insurance Year Books. 

50.9 
2.5 

14.6 

4.0 

13.7 
1.3 
9.9 
1.4 
1.7 

very large part of the increases in the LIC's life fund 
arising from business written outside India can have been 
repatriated to India; the physical inflow of funds on this 
account is thus likely to be small. 

3. Investment of LIC assets abroad 

90. When the LIC began its operations, the total of 
the invested life assets oflndian insurers and of non-Indian 
insurers' assets arising from life business written in India 
was split between the two groups in the proportion 85.9 
per cent Indian and 14.1 per cent non-Indian. The way 
in which the assets of each group was invested is shown 
in Table 14. 

91. The outstanding feature is the relatively high pro
portion of the non-Indian companies' assets in foreign 
securities, shares and mortgages. There is little difference 
in the two groups' support of the Government sector if 
investments in Union and State Governments are added. 

92. The take-over by the LIC did not make a tremen
dous impact on this pattern of investment. It has, however, 
brought down the proportion held in foreign forms from 
an over-all-Indian and non-Indian companies-3.3 per 
cent prior to nationalization to around 2.6 per cent in 
the period 1959-61, as the relative importance of life 
insurance business overseas has diminished. Table 15 shows 
the evolving pattern. 

93. Foreign investments have, however, increased in 
absolute volume from Rs. 96 million in 1957 to Rs. 169 
million at the end of 1961, but this is at least partly due to 
appreciation. They consist largely of foreign Government 
securities, but the 1961 total included Rs. 22.7 million 
invested in companies incorporated outside India which 
have their principal factories in India, and also Rs. 0.5 
million in Indian investments deposited in foreign territories 
as security for policy holders in those territories. Total 
deposits in foreign territories as security for policies issued 
there, which are made up largely of the securities of the 
countries in question and which are included in the total 
of foreign investments, amounted to Rs. 37.7 million at 
the end of 1961. 

94. Of total foreign investments at the end of 1961, 
33 per cent was in Ceylon, 32 per cent in Burma, 11 per 
cent in Pakistan, and 12 per cent in Malaya and Singapore. 
Within the small amount invested in foreign debentures 
and shares-Rs. 4.9 million at the end of 1961-United 
Kingdom companies have lost ground since 1957, Ceylon 
taking first place in 1961 followed by South Africa and 
Pakistan. There has thus been a switch to investment in 
industry in less-developed countries. 

95. Returns from the LIC's foreign securities are not 
known, but net interest, dividends and rents accruing in 
1961 on all funds arising from foreign business were 
Rs. 15.2 million. Assuming a 3.5 per cent net return on 
total foreign investments held by LIC, the income would 
have been Rs. 5.9 million on the basis of 1961 investment; 
but it is unlikely that all this could have been repatriated. 

96. From the three sections above, it is apparent that 
physical flows of funds into and out of India on account 
of life insurance business must be very small. It is likely 
that the difference between net reinsurance premium ces
sions abroad and that part of the increase in life funds 
on account of business outside India that is repatriated 
to India is not very great; the increase in foreign invest
ments, and the returns on them, arise from the increase in 
foreign liabilities, and are of little consequence in net 
balance-of-payments terms, quite apart from their relatively 
small volume. 

97. There is a small drain of funds from a rather 
different source. This arises where transfers of actuarial 
reserves are made against the rupee policies of emigrants, 
and where claims are settled on foreign currency life 
policies issued before 1947 out of the specially retained 
accounts that non-Indian insurers were permitted to retain 
for this purpose. Whether premium payments by non
Indians residing in India on life policies previously taken 
out abroad would figure as insurance payments is uncer
tain; they could be merely a part of the general remittance 
of salaries, etc., permitted under the exchange control 
regulations. 

TABLE 15 

Distribution of the investment of the assets of the LIC 
(In percentages) 

1958 1960 1961 

Total investments (Rs. million) 4 209 5 269 5 814 
of which: Percentages 

Securities of Central Government 40.0 36.7 34.0 
Securities of State Governments 11.1 15.2 16.8 

Foreign securities, shares, property 
mortgages 2.5 2.6 2.6 

Municipal, Port Trust, and Improvement 
Trust and other approved securities 6.8 6.8 

Debentures and shares of Indian 
Companies. 14.8 14.4 14.4 

Mortgages on property in India . 3.0 1.5 1.2 
Loans on policies 8.4 7.0 6.9 
Land and houses 4.6 4.1 3.9 
Other 15.6 11.7 13.4 

Source: LIC's annual reports. 
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THE EMPLOYMENT OF RESERVE FUNDS 

98. Since, because of nationalization, life business 
forms such a watertight division of the insurance sector 
in India, the size and employment of life funds have 
already been discussed in the preceding section. 

99. Compared with the total investment of Rs. 5,814 
million of the LI C at the end of 1961, the total assets-not 
only investments held against reserve liabilities, but also 
all other assets-of non-life insurers amounted toRs. 851 
million. Of these, Indian insurers held Rs. 726.9 million 
and non-Indian (in India) Rs. 124.1 million; the Indian 
insurers' assets include those held against their overseas 
liabilities. Total assets rose by 55 per cent between the 
end of 1956 and the end of 1961, those of non-Indian 
insurers by scarcely 6 per cent, but those of Indian insurers 
by 69 per cent. But these trends are distorted by appreci
ation of assets held. 

100. Of the assets held by Indian insurers, some Rs. 300 
million were held at the end of 1961 against insurance 
and general reserves, and another Rs. 110 million against 
estimated liabilities in respect of outstanding claims. The 
unexpired risk reserves of non-Indian insurers in 1961 
must have totalled some Rs. 34 million on the assumption 
that they were constituted of 40 per cent of net premiums 
on fire and miscellaneous business and 50 per cent of net 
premiums on marine business; the volume of other reserves 
held in India by non-Indian insurers is not known. 

101. The pattern of investment of total assets is shown 
in Table 16. 

102. Both the volume and the proportion to total 
assets of foreign Government securities held by Indian 
insurers have declined since the mid-fifties, and this takes 
account of changes in current values. There is no question 
of any physical outflow from India of funds held by Indian 
insurers. 

103. The scale of non-Indian investment is not signifi
cant in over-all economic terms. The fact that, unlike many 

TABLE 16 
Distribution of assets of non-life insurers at 31 December 1961 

(Amounts in thousands of rupees) 

Indian tmurers Non·Indlan Insurers 

%of %of 
total total 

Central Government 
securities 55 600 7.6 20 892 16.8 

State Government securities 19 600 2.7 293 0.2 
Foruign Government 

securities 19 300 2.7 
Debentures and shares of 

Indian companies 229 900 31.6 24949 20.1 
Land and house property . 14600 2.0 3 519 2.8 
Deposits, cash and stamps . 163 100 22.4 46092 37.2 
Agents' balances, outstand-

ing premiums, amounts 
due from other insurers, 
accrued and outstanding 
interest . 163 400 22.5 10 995 8.8 

Other 61400 8.5 17 352 14.1 

TOTAL 726 900 100.0 124 092 100.0 

Source: Indian Insurance Year Books. 

developing countries, India has a range of investment forms 
suitable to the building up of a non-life insurance portfolio, 
and a financial market that allows flexibility to be main
tained, does, however, apparently enable non-Indian in· 
surers to retain in India funds over and above the reserves 
required of them and necessary working balances. The 
absence of requirements as to the forms in which reserves 
must be held also contributes to the degree of investment 
flexibility. The extent to which non-Indian insurers do 
retain in India more funds than they need to is, however, 
uncertain; it is not believed to be large. While some non
Indian companies participate voluntarily in, for instance, 
the Development Finance Corporation, voluntary invest
ment in India is believed often to be tied up with the 
purchase of equities in companies whose insurance business 
it is hoped to retain or secure. This tendency is not, how
ever, confined to non-Indian in~urers; there is in fact also 
considerable bitterness on the part of both Indian and 
non-Indian private insurers about the use of the LIC's 
fund to buy equity interests and underwrite new share 
issues of enterprises whose insurance business, it is hoped, 
will then go to the LIC's general insurance subsidiary. 

104. Despite the fact that equities are also sometimes 
favoured by non-Indian insurers as a hedge against inflation 
the proportion of their total assets in India held in the 
debentures and shares of Indian companies has in fact 
declined from 23.4 per cent in 1956 to 20.1 per cent at 
the end of 1961. During the same period, the proportion 
of the total assets of Indian companies held in these forms 
rose from 20.4 per cent to 31.6 per cent. While non-Indian 
insurers maintain a larger proportion of their assets in 
Government securities than their Indian counterparts, this 
proportion, too, has been declining. Non-Indian insurers 
in fact, have increasingly been keeping their assets in 
deposits, cash and stamps; the proportion in these liquid 
forms rose from 19.4 per cent at the end of 1956 to 37.2 per 
cent by the end of 1961. The contrast with Indian insurers 
in this respect is, however, offset by the much higher 
proportion of assets constituted by Indian insurers in the 
form of agents' balances and other outstanding amounts. 

THE RELATIVE EFFICIENCY OF NON-INDIAN INSURANCE 
SERVICES, AND THEIR ROLE IN THE INSURANCE MARKET 

105. The non-Indian insurer scarcely plays an indis
pensable role in direct underwriting in India. Non-Indian 
insurers tend to pursue the cream of the business and 
often still succeed in obtaining it. They also still have 
something of a specialist function in servicing the insurance 
needs of expatriate merchants and investors; their opera
tion in this sphere, perhaps, has a slight positive aspect 
however, tied up with the assurance their active presence 
might provide to foreign investors in more directly pro
ductive enterprises. The continued presence of flourishing 
non-Indian insurance operations, and their generally very 
reasonable treatment by the Government, may also help 
to cement good overseas insurance relations, especially 
in reinsurance whose importance to India is obvious and 
well-recognized. It should also be remembered that non
Indian (especially British) insurance operations, both 
directly and indirectly, have undoubtedly played a vital 
part in the evolution of an indigenous insurance industry 
and in the training of Indian personnel. 

106. The relative scope and efficiency of the services 
offered by Indian and non-Indian insurers are partly 
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functions of scale. While much of the business of Indian 
insurers is concentrated in a few large companies, and 
especially in the New India company and the Government
controlled Oriental Fire and General Company, the non
Indian sector, too, has been rationalized in recent years 
by amalgamations, or by groupings of overseas operations. 
Thus, for example, the Commercial Union and Royal 
groups, consisting of several separate operations in making 
up of the 70 non-Indian insurers at the end of 1962, 
accounted for over 20 per cent of non-Indian net premium 
income in 1961. 

107. Generally, the efficiency of Indian insurers as a 
group seems to be held down somewhat by the many 
small companies that operate. At any rate, taking an 
over-all view, the non-Indian insurers appear to enjoy a 
better reputation for efficiency and service than the Indian, 
though there are exceptions on both sides. The non-Indians 
often provide a quicker service--in the settling of claims, 
for example--and may often be more attentive and flexible 
in meeting a customer's exact insurance requirements. It 
is thought that one factor in this situation might be the 
tendency for some Indian insurers to dispense patronage 
through the appointment of unqualified staff; the preva
lence of branch operations by foreign companies tends to 
ensure a high level of technical efficiency and service. But 
it is hard to separate these comparisons from the tendency 
for non-Indian insurers to be generally more selective in 
the quality of business they write. 

THE INSURANCE COST IN MERCHANDISE TRADE 

108. There is no statistical indication of the proportion 
of imports and exports that enter or leave India on a 
c.i.f. or f.o.b. basis. The exchange control authority has 
not isolated the insurance element in merchandise trade 
on a comprehensive basis. 

109. There are no specific restrictions on the placing 
of insurance in this field; the general commercial factors 
affecting it, discussed in the synthesized report, are allowed 
fairly free play. The one important exception to this is, how
ever, on Government imports. There is no firm statutory 
basis, but the Government decided towards the end of 1962 
that all insurance on Government account should be placed 
with the IICA Pool, and this has come generally to include 
the insurance of goods imported by the Government. Some 
exceptions are made, especially on aided imports; shipments 
to India from the United States under P.L. 480, for instance, 
are insured on a half-and-half basis in India and the United 
States. On the other hand, most of the imports under the 
Colombo Plan-from Australia and Canada, for example 
-are insured in India. Imports into the public sector, then, 
generally enter f.o.b. or c. and f., the insurance being 
arranged in India. 

llO. In the private sector, however, India is generally 
in no position to dictate through the contract of sale 
where marine cargo insurance should be placed. Most 
private imports are, in fact, insured abroad, and enter 
on c.i.f. terms. On the supply side of such insurance 
transactions, a further factor favouring c.i.f. imports into 
India is believed to be the lower premium rates obtainable 
in international marine insurance markets. There are, 
however, two factors that might encourage the purchase 
of imports on an f.o.b. basis, and the placing of insurance 
on them in India. First, importers must obtain a foreign 
exchange allocation under the import licensing scheme 

to finance their purchases. Such allocations are granted 
on a c.i.f. value; thus, if the insurance of the goods is 
arranged in India there is a saving of foreign exchange 
to be made, which may be used to buy more actual 
merchandise. Secondly, the permission of the Reserve 
Bank of India is required in order to make fresh imports 
of damaged goods. Such permission is apparently the more 
easily and quickly obtained if insurance has been arranged 
in India. Nevertheless, c.i.f. imports remain the general 
rule. 

111. Assuming an insurance cost to the importer of 
1 per cent of c.i.f. import values, and that all imports 
entered c.i.f., the insurance element in 1960/61 imports 
would have been Rs. 108.8 million. Had the present 
Government practice of insuring public imports in India 
then been fully (rather than only partially) in force, about 
Rs. 50 million would have been potentially saved, since 
public sector imports totalled Rs. 4,965 million, or 45.7 per 
cent of total imports-a proportion approximating to 
the average of recent years. 

112. These figures, however, can clearly be only rough 
guideposts; not all private imports are on a c.i.f. basis, 
and the 1 per cent insurance element is purely arbitrary. 
(A relatively high loss and damage rate does, however, 
tend to raise premiums on shipments to India.) In any 
case, the real cost to the country of the insurance element 
in c.i.f. imports is reduced by the virtual certainty that 
some overseas reinsurance would be necessary on the 
insurance of imports placed in India, and by the claims 
element, which is generally well over 50 per cent of pre
miums on all marine business written within India. 

113. Indian exports to many other developing countries 
tend to be made on a c.i.f. basis, although restrictions 
favouring the placing of insurance in the importing 
country affect the issue in countries like Egypt and Indo
nesia. Those to the Far East (although competitive local 
premiums make Japan at least a partial exception), East 
Africa and the Sudan, are mostly shipped c.i.f. 

114. On a global basis, however, Indian exports are 
largely f.o.b.; shipments to the United States the United 
Kingdom and Europe are believed to be predominantly 
insured out of India. Here again, though, there are several 
exceptions, and it is hard to discern a rigid pattern. The 
traditional merchanting links of many non-Indian (and 
especially United Kingdom) insurance operations in India 
are a factor here; it is estimated, for example, that 25 per 
cent of Indian exports of tea are insured locally. Jute 
exports are shipped f.o.b., c. and f. or c.i.f., depending 
on their destination. 

THE OVER-ALL BALANCE-OF-PAYMENTS EFFECfS 

OF INSURANCE 

115. Despite the considerable volume of statistical data 
available, it is not possible, for reasons that are apparent 
from preceding sections, to make precise estimates of the 
extent of India's net international indebtedness on account 
of insurance. For example, it has been indicated that the 
net cost of overseas reinsurance transactions cannot be 
accurately gauged. 

116. Some indication of the over-all net payments 
effects of non-life insurance is, however, given by the 
formula presented in Table 17. These results are expressed 
basically in terms of funds theoretically transferable to 
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TABLE 17 
Estimated external balance on account of non-life insurance, 1957-1961 

(In thousands of rupees) 

Apparent underwriting Apparent underwriting Adjustment Balance 
surplus of all In- surplus of Indian In- Approximate tax on account (net debit) 
surers on gross surers on net business liability of non- of head office [(1) minus (2) and 

business in India in and out of India Indian insurer.sa expensesb (3), plus (4)] 
(1) (2) 

1957 . 52448 6774 
1958 . 44017 7 214 
1959 . 51 251 9 664 
1960 . 48 618 13 654 
1961 . 78 010 11 831 

NoTE: See the text below for the important reservations involved in inter
preting these figures. 

a At an average of 35 per cent of apparent net underwriting profit. 

or from India; they do not represent physical flows nor 
pure net indebtedness. 

117. Table 17 follows a compilation of the Ministry 
of Finance, but uses figures in columns 1, 2 and 3 based 
on our calculations from data from the Indian Insurance 
Year Books. It must be treated with a great deal of reserve, 
and should certainly not be taken as indicating more than 
a broad range of scale within which India's net debit (not 
net physical flows) on this account probably falls. 

118. The apparent underwriting surplus on gross busi
ness in India is very probably overstated; one assumption 
on which it is based is that provisions for reserves are 
made from gross premiums at the same rate as that ac
cepted on net premiums for unexpired risk only. This 
would probably tend to underestimate the deductions that 
should in fact be made for actual grossed-up additions 
to reserves, and so to overestimate gross surpluses and 
thus net debits. There is no provision in the table for 
interest and dividends earned by non-Indian insurers in 
India (or by Indian insurers abroad). The balance figures 
are more likely to be overestimates of India's net debits 
on non-life insurance than underestimates; in addition, 
the 1961 figure, which is in any case based on estimated 
data, is almost certainly too high and should probably 
be treated as exceptional. 

119. For what it is worth, however, the balance figure 
does take broadly into account the effects of all overseas 
reinsurance transactions arising from business written 
direct in India by both Indian and non-Indian insurers, 
and those of Indian insurers operating abroad; and also 
the apparent underwriting surpluses of non-Indian insurers 
in India, which are theoretically at least available for 

TABLE 18 
Apparent underwriting surplus of non-Indian insurers, allowing 

for approximate tax deductions 
(In thousands of rupees) 

1957 1958 1959 1960 1961 

Apparent underwriting 
surplus. . .. 9 084 10 815 12 235 9 721 13 291 

Approximate tax 
deduction ... 3 180 3 785 4 282 3 402 4652 

Net surplus 5 904 7030 7 953 6 319 8 639 

(3) (4) (5) 

3 180 1 700 44194 
3 785 1 500 34 518 
4 282 1 600 38 905 
3 402 1 200 32 762 
4 652 1 200 62 735 

b At S per cent of gross direct premiwns; the figure refers to such expense 
of non· Indian insurers in India, less those of Indian insurers overseas. 

remittance. These underwriting surpluses, after the approxi
mate tax deductions as shown in Table 17, are shown in 
Table 18. 

120. It might be reasonable to estimate India's net 
debits on non-life insurance at an annual rate of rather 
more than Rs. 30 million in the years covered. Such an 
estimate would be broadly consistent with the results of 
the attempt to calculate a net overseas reinsurance balance. 
It must again be emphasized that these figures do not 
represent physical flows of funds. 

121. The overseas aspects of life insurance business 
appear to be of declining relative importance under the 
LIC. It is uncertain in which direction the balance lies 
on either net physical flows of funds or on short-term 
net indebtedness arising from life insurance. In either 
direction, and on either count, the net sums involved are, 
however, almost certainly small. 

122. The insurance costs involved in international 
merchandise trade must obviously constitute a net debit 
item for India of some considerable size, but the evidence 
available to us is insufficient to support an estimate. 

APPENDIX III: NIGERIA 

INTRODUCTION 

1. As far as can be ascertained there had been little 
or no effort to quantify insurance activities in Nigeria 
in any comprehensive way before official (Federal) ques
tionnaires were sent out seeking statistical information 
about the industry in respect of the years 1960 and 1961. 
Table 1 shows the coverage of, and response to, this survey. 

2. Although the response appears to fall short of a 
satisfactory level, the most informed estimates available 
suggest that it may be assumed that the responding com
panies account for about 90 per cent of the business 
written in Nigeria, and perhaps even more. This is the 
assumption made throughout this report, although the 
figures derived from the official survey are not grossed 
up unless this is specifically stated. 

3. It seems possible that the official inquiry may unac
countably have omitted from its coverage some companies 
actually in existence, for it is possible to count 61 companies 
at present apparently operating. But some of this dis
crepancy is probably accounted for by the appearance 
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TABLE 1 
Coverage of, and response to, official questionnaires 

All companies contacted • 

Completed returns. . . . 
Did not complete returns . . 
Have not yet started business . . . 
Have ceased operation in Nigeria . 
No data available . . . . . . . . . 
Proved not to be insurance companies 

but merely insurance brokers or 
agents .........•.•. 

Number in: 

1960 1961 

59 

32 
20 
2 
2 
1 

2 

58 

34 
10 
5 
8 

of new companies since 1961; some may also, in fact, 
have gone out of active existence. 

4. Apart from the survey's deficiencies of coverage, 
the statistical data it produced are neither detailed enough 
nor sufficiently comprehensive and consistent to form a 
clear picture either of the inner or the external workings 
of the insurance sector. In addition, the scope for drawing 
fum conclusions is also greatly curtailed by the fact that 
the survey covers only two years. Another difficulty in 
using the results of the survey, especially in a balance-of
payments context, stems from the rather· unsatisfactory 
classification of operations by ownership; this is discussed 
more fully below. 

5. Many of the deficiencies of the actual data that 
emerged from the survey derive from the so far minimal 
local regulation of the industry. Scarcely any local oper
ating records have been required and such accounts have 
thus usually been kept on an internal company basis at 
head offices outside Nigeria. It is quite impossible to trace 
many of the individual international credit and debit 
flows involved in business written in Nigeria. The data 
so far available do not much more than indicate broadly 
the scale of insurance operations; they throw out only 
rather faint clues as to the scale, origin and purpose of 
international movements of funds arising from these opera
tions. Much more operational data must be required and 
collected at a local level before any real advance can be 
made in analysing insurance operations and their external 
implications. 

6. This report is based statistically on the results of the 
survey, supplemented by the very small amount of relevant 
quantitative information that could be found elsewhere 
in connexion with certain aspects. 

THE ORGANIZATION AND STRUCTURE OF THE MARKET 

7. The very low level of commercial development 
outside the major export product sectors is broadly re
flected in the small size (especially in relation to population) 
and character of the insurance market. The typical organi
zation has been the agency of foreign companies, often 
operating very largely in the expatriate trading sector. 
This form of organization remains a strong feature. Never
theless, the scope of the market has undoubtedly widened, 
and some of the foreign insurers, led by the Royal Exchange 
Assurance as early as the 1920s, have established first 
branches and then Nigerian subsidiary operations. The 

very liberal regulation of the market-the legacy of the 
huge predominance of British insurers, which is still very 
strongly in evidence-probably encouraged the first stages 
of this increasingly direct and physical stake in Nigeria. 
The inevitability of the closer supervision of the market 
and so of the operations of foreign insurers, especially 
after independence, has probably been a major factor 
encouraging the establishment of subsidiary operations, 
often with some degree of participation by Nigerian 
capital. 

8. Most of the companies now operate over a range 
of business-motor, fire, accident, employers' liability, 
the insurance of crops in transit, and, in the case of the 
larger companies at least, marine cargo insurance. Eight 
of the companies covered by the survey in 1961 (seven in 
1960) engaged in life business. 

9. One of the biggest outstanding problems in exam
ining the implications of Nigerian insurance operations 
for the balance of payments is the classification of com
panies by ownership. This needs to be unravelled much 
more fully than has been possible within the confines of 
this study. The whole question is complicated by the 
classification adopted in the official survey and by the 
emergence of new companies since the survey-which may 
or may not have commenced actual operations. There 
was no practicable alternative in this study to adhering 
to what emerged from the official survey, but it will be 
clear that the uncertainties of the classification blur the 
analysis and inhibit the drawing of comparisons and 
conclusions. 

10. The companies responding to the official survey 
{which, to repeat, almost certainly accounted for at least 
90 per cent of the business written in Nigeria in the years 
covered) were classified as follows: out of 32 companies 
in 1960, 26 were foreign and 6 were joint domestic and 
foreign; while out of 34 companies responding in 1961, 
27 were foreign, 6 joint domestic and foreign, and 1 
wholly domestic. This wholly domestic company, formed 
in 1961, is a serni·government enterprise operated by the 
Eastern Nigeria Development Corporation. Because it is 
the only company in the survey in its ownership group, 
its returns are included in the jointly-owned domestic and 
foreign group. 

11. This non-distinction of the domestic company is, 
however, less damaging to the clarity of the analysis than 
the uncertainties surrounding the two main groups of 
companies. First, it is not absolutely certain whether any 
of the foreign-controlled subsidiaries are in fact wholly 
owned, or, if they are, whether they are included in the 
"foreign" group. As the classification is definitely based 
on the Nigerian shareholding, it would certainly seem, 
however, that any such subsidiaries would be included 
in the foreign group. This uncertainty ties in with the 
second and most serious of the doubts about the classifica· 
tion. Its big weakness from the viewpoint of a study of 
the balance-of-payments effects of insurance is that the 
joint domestic and foreign group embraces both foreign
controlled subsidiaries and companies controlled by local 
capital but with foreign participation. As the group in
cludes a company, or companies, with a Nigerian interest 
believed to be less than 1 per cent, its distinction from the 
"foreign" group in the context of this study is obviously 
dubious and, unless interpreted throughout with consider
able caution and reserve, potentially misleading. For 



INSURANCE COSTS IN THE BALANCE OF PAYMENTS 171 

companies with a high degree of foreign control operating 
in very lightly regulated markets like Nigeria may have 
much more in common with foreign agencies and branches 
in their external operations than with domestically-con
trolled companies. (In such a market, however, even the 
domestically-controlled companies may have more in 
common with the foreign operations in an external transac
tions context than is the case where local reserve require
ments, etc., apply; in this sense the blurred classification 
is not as serious as it might be.) 

12. In fact, of the six companies responding to the 
survey in the joint foreign and domestic group, two have 
more than 60 per cent of their capital owned by Nigerians, 
while the range of share holding by Nigerians in the other 
four ranges from 0.75 per cent to 23 per cent. While it is 
not certain that these six companies made up the total 
of such "joint" companies operating in Nigeria in 1961, 
the fact that all non-respondents to the survey are thought 
to account for only 10 per cent of total business at the 
most suggests that omissions are not serious. It seems 
likely that one or two operations in this group were then 
just beginning to establish themselves and are not included; 
certainly it seems that of the 61 companies at present 
apparently operating, 13 are not in the "foreign" group. 
As already noted, these figures themselves probably include 
operations that have not yet begun actual underwriting 
activities. 

13. But it is clear that domestic capital, participating 
as a majority or minority interest, is playing an increasing 
role in the insurance sector. The establishment of local 
companies, with or without significant local capital partici
pation, is a relatively recent development. The first seems 
to have been the Mrican Insurance Company, incorporated 
in 1950 and founded by a prominent politician. It has a 
nominal share capital of £100,000, of which half has been 
taken up. It had lost some £38,000 up to March 1961, 
but continues to operate, probably now under the control 
of a British company or companies. In 1955, the New 
Africa Insurance Company was incorporated, apparently 
under the same auspices, although the founder is no longer 
a director; this company, too, is believed to be controlled 
by a British company. The Lion of Mrica Insurance Co. 
Ltd. was the second local company to be established in 
1952. It is probably the largest of the local companies in 
respect of the amount of business it writes, though paid-up 
capital in 1960 was only £90,000, against the £100,000 
of the New Africa; again it is believed that non-Nigerian 
interests predominate. Regional Government interests in 
the insurance sector are now growing, sometimes with the 
backing of international reinsurers; but the effects of such 
developments on the market structure cannot yet be 
accurately estimated. 

14. While the operations oflarge, reputable companies 
in Nigeria enable most normal insurance needs to be met 
on the local market, there are as yet no restrictions on the 
placing of business by Nigerians direct with companies 
overseas. This is a common practice in marine business of 
both the hull and cargo varieties. Premiums in these 
sectors may be channelled through brokers operating 
locally or placed direct on international markets. The 
small merchant fleet of the National Shipping Line, it 
may be assumed, is insured on the London marine hull 
market. (Some of the Ports Authority's small and specialist 
vessels, however, very probably find insurance cover 

through the local market.) Apart from marine business, 
the main sources of transactions which by-pass local 
insurance offices are the Nigerian operations of world-wide 
organizations and, in the case of life insurance, expatriates 
living (normally temporarily) in Nigeria. Certain specific 
extraordinary risks that cannot adequately be handled 
through the local offices may also be placed direct with 
insurers overseas. The volume of such overseas insurance 
transactions, however, is not known and cannot reasonably 
be estimated. 

15. There are moves afoot to restrict this freedom 
to place insurance business overseas. According to the 
budget speech of April 1963, the Government intends to 
bring in a bill to make it compulsory to effect all non-life 
insurance business in Nigeria-although still with the 
sensible, but considerable, proviso that the local market 
can supply the cover required. No direct compulsion to 
place expatriated life business within Nigeria is envisaged, 
but it is hoped that the same result will be achieved 
indirectly through a proposed clause in the intended legisla
tion to make premiums paid on life insurance policies 
denominated in currencies other than Nigerian deductible 
in full for income tax purposes only if the life fund against 
such policies is invested in Nigeria; otherwise, only one
third will be deductible (see below). Nigerian citizens with 
existing life policies on overseas registers are being en
couraged to transfer them to Nigerian registers. 

THE LEGISLATIVE AND STATUTORY FRAMEWORK 

16. Until quite recently insurance companies more or 
less escaped the attention of the Government. Prior to 
1961, there was virtually no significant regulation of 
insurance as such. The principle of self-discipline and good 
faith that lie behind the very light official control to which 
British insurers at home are subjected appear to have been 
relied upon to ensure that the British-dominated Nigerian 
market functioned smoothly in the interests of the insured 
as well as of the insurers. 

17. The main legislative "control" at present in force 
embodies the old British insurance principle of the over-all 
solvency margin. The Insurance Companies Act, 1961, 
lays down that companies operating in Nigeria must 
maintain a margin of solvency of at least £50,000 or 
one-tenth of annual premium income, whichever is the 
greater; for companies operating only in Nigeria, however, 
the solvency margin need be only £25,000 or one-tenth 
of premium income. This clearly, however, requires no 
physical retention of funds in Nigeria. The Act also 
required certain financial returns to be made in respect 
of business transacted in Nigeria, but this provision does 
not appear to operate as yet in practice. 

18. It will emerge later in this report that no effective 
regulations are in force regarding the retention of local 
reserve funds or the general movement of surpluses and 
reserves. Such regulations are to be introduced before 
very long (see below). Up to now, however, there has been 
virtually no restriction over the operations of foreign (or 
domestic) insurers working within the prescribed margins 
of solvency. 

19. The question of discrimination against foreign 
insurers has thus been irrelevant so far. As far as can be 
made out, the proposed regulations envisage no discrimina
tion against foreign insurers as such either. The relative 
importance of foreign insurers as a group may, however, 
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be more directly eroded by trends in official participation 
in the insurance market. As already noted, the Eastern 
Nigeria Development Corporation operates a quasi
Governmental insurance enterprise in the non-life field. 
The other two regional Governments have interests in 
insurance companies-one of them almost certainly a 
controlling interest in a company-and the Federal Govern
ment has announced its intention of setting up a National 
Insurance Company, whose main purpose at first would 
be to insure exports in transit. This would be associated 
with the change in the arrangements under which export 
crops are marketed (involving the closure of the London 
organization for selling Marketing Board produce), and 
would presumably affect the placing of marine cargo 
business direct on the international market rather more 
than the business of foreign insurers operating in Nigeria. 
There is a natural tendency now for Government agencies 
to place their insurance business where possible with the 
more indigenous companies, especially those in which they 
now have an interest. 

20. In general, there is no doubt that indigenous com
panies will be looked on with as much favour as possible 
by the official sector. There is a tendency to place an 
especial value on undertakings which form a local board 
with Nigerian directors among its members, and on those 
that give an opportunity to Nigerian investors to partici
pate in their equity through a local issue. A great deal 
of emphasis is also now being placed on the Nigerianization 
of staff. Clearly, however, such trends, other than the 
actual placing of official business to locally controlled 
companies, in no way militate against the foreign sub
sidiary operations, most or all of which are Nigerianizing 
at both director and staff levels. The increase in the number 
of such subsidiary operations in recent years indicates that 
the foreign companies are quite willing to go along with 
the evolving, but currently very reasonable, official 
approach. 

21. There is nothing in the official attitude, in fact, 
to suggest that foreign enterprises or foreign participation 
as such are considered objectionable. Foreign capital and 
the expertise it can bring with it in various fields of econ
omic activity are welcome, particularly where the trends 
towards Nigerianization noted above are recognised; and 
guarantees about foreign capital investment have been 
given. 

THE SCALE OF INSURANCE OPERATIONS 

22. The lack of a statistical series extending back over 
several years makes it impossible to be precise about the 
rate of growth of insurance business written in Nigeria. 
It is quite obvious, however, that it is growing fairly 
strongly. What evidence is available supports this view, 
which is held by most of the companies. Table 2 shows 
premium income in the life and non-life groups for 1960 
and 1961, and total income, i.e., premium income, plus 
interest, dividends, etc., and other receipts in Nigeria, 
for the years 1959-1961; the figures are for only those 
companies covered by the survey, accounting for all the 
life business, but about 90 per cent of the non-life business. 

23. If it is assumed that the survey does in fact cover 
90 per cent of non-life business written in 1960 and 1961, 
and if the non-life premium figures in Table 2 are thus 
grossed up to 100 per cent values, non-life premium income 
becomes £3,546,000 in 1960 and £4,045,000 in 1961 

TABLE 2 
Premium and total income of insurers in Nigeria 

(In thousands of pounds) 

1959 1960 1961 

Premium income 3 498.2 4 103.3 
of which: 

Life business . 211.0 307.1 426.6 
Non-life business" . 3 191.1 3 640.7 

Total income, 2 795.7 3 572.8 4 196.5 
of which: 

Life business 211.6 311.4 467.4 
Non-life business 2 584.1 3 261.4 3 729.1 

a Including premiums on local reinsurance accepted. less premiums on local 
reinsurance ceded. 

and total premium income £3,853,000 and £4,507,000 
respectively. 

24. On the basis of total income, of which well over 
95 per cent is premium income, business expanded by 
50 per cent between 1959 and 1961. The growth in life 
business was some 120 per cent, possibly the result of a 
switch to locally registered policies from those written 
directly overseas as well as normal growth from a very 
low level, though this is pure surmise. Non-life income 
rose between 1959 and 1961 by 44 per cent. The changes 
in the coverage of the survey during these years must 
have affected these percentage increases; but they probably 
indicate the approximate trend. Such a trend has probably 
continued since 1961. 

25. The total, grossed-up premium figure of £4.5 
million in 1961 may be put in a broad balance-of-payments 
context by setting it beside a total current payments figure 
in the same year of £267 million and total payments on 
invisibles only of £72 million; external deficits were £72 
million on total current account and £48 million on 
invisible transactions. 

THE SCALE OF NON-LIFE INSURANCE AND THE 

IMPORTANCE OF FOREIGN OPERATIONS 

26. The official survey, with its limited coverage, 
showed the distribution of non-life premium income, net 
of local reinsurance acceptances and cessions, by classes 
of business, and between wholly foreign concerns and 
domestic and joint concerns. This is presented in Table 3. 

27. Because of the incomplete coverage of the survey, 
it is not possible to estimate with any great accuracy 
the relative shares of the purely foreign concerns and the 
joint and domestic enterprises. In view of the composition 
of the latter group, such figures do not have a great deal 
of importance in any case. For what they are worth, the 
proportions in 1960 were 83 per cent of the non-life pre
mium total to the foreign group and 17 per cent to the 
joint and domestic group; in 1961 the proportions were 
84 per cent and 16 per cent respectively. It is obvious, 
however, that the wholly foreign companies and the 
foreign-controlled companies must have accounted for well 
over 90 per cent of total business. Since 1961, it is probable 
that foreign-controlled domestically incorporated com
panies have raised their share. Moreover, the emergence 
of new domestically-controlled companies is now probably 
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TABLE 3 

Distribution of non-life premium income• covered by survey, by class of business and ownership of operation 
(In thousands of pounds) 

1960 1961 

Foreign Joint and Foreign Joint and 
companies domestic companies All companies companies domestic companies All companies 

%of %of 
Class of business total total 

Fire. 354.3 85.0 439.3 13.8 420.0 92.6 512.6 14.1 
Marine cargo and transport 104.1 21.6 125.7 3.9 196.9 20.4 217.3 6.0 
Motor vehicle 1 885.6 325.9 2 211.5 69.3 2 145.7 367.8 2 513.5 69.0 
Employers' liability . 100.4 37.3 137.7 4.3 119.0 10.6 129.6 3.6 
Other. 202.9 74.1 277.0 8.7 193.1 74.6 267.7 7.3 

ToTAL non-life premium income 2 647.3 543.9 3191.2 100.0 3 074.7 566.0 3 640.7 100.0 

• Net of local reinsurance acceptances and cessions. The figures represent about 90 per cent of total non-life business written. 

reducing the extent of the foreign dominance-but only 
slightly and gradually so far. 

28. It is similarly hazardous, and of dubious relevance 
anyway, to try to read too much into the distribution of 
the classes of business between the two groups of com
panies. All the figures in Table 3 suggest in this respect 
is that the purely foreign operations are especially strong 
in a relative sense in marine cargo and transport and 
employers' liability insurance, while the joint and domestic 
group appears to have made the most relative progress 
in the miscellaneous categories--perhaps because these 
include personal risks-and individual Nigerians insuring 
against them are attracted to companies with a compara
tively strong Nigerian image. It is difficult to explain the 
very large increase in marine cargo premiums received in 
1961, especially by the wholly foreign companies. This 
was accounted for by a dramatic rise in premiums paid 
locally on the insurance of imports, which was probably 
associated with a basic change in the method of trading 
in a group of imports. Some incorrect classification, which 
at the same time depressed 1961 figures in the transporta
tion and "other" categories could have been partly 
responsible. 

29. Motor vehicle insurance business has, not sur
prisingly, developed faster than any other class, and is 
now easily the most important class of business written 
locally. When Royal Exchange Assurance opened its Lagos 
branch in the early 1920s there were about 300 motor
vehicles in the town; in 1946 there were 2,467 new registra
tions in the whole of Nigeria, but 26,838 in 1961. Road 
transport is overwhelmingly the most important means 
of land communication. Third party cover is obligatory. 

NON-LIFE INSURANCE BUSINESS AND ITS 

BALANCE-OF-PAYMENTS EFFECTS 

30. As yet, there are no effective requirements that 
reserve funds should be held locally. The Insurance Com
panies Act, 1961, does require all insurance companies 
to invest in Nigeria 3 per cent of the profits derived from 
their Nigerian business. "Profits" in this context, however, 
appear not to have been defined, and the provision does 
not yet appear to be administered in practice. Companies 
in any case may be expected to be investing or at least 
retaining in Nigeria amounts equivalent to 3 per cent of 
pure underwriting profits, if this is what is meant, as a 
matter of course. 

31. This provision will be repealed when the new legis
lation is enacted. This proposes to require all insurance 
companies operating in Nigeria to keep within the country 
a minimum of 40 per cent of their gross premium income 
for the previous year. (There is apparently no specific 
proposal regarding the local retention of a reserve covering 
outstanding claims in full, but perhaps this will be required 
in practice; the administration of the new law must entail 
closer scrutiny of local accounts, etc.) 

32. Thus, up to now there has been no effective obliga
tion to retain funds in Nigeria, little close supervision of 
operating accounts, and virtually no real restriction on 
the overseas remittance of funds arising from insurance. 
Thus, the wholly foreign operations have potentially 
available for remittance premiums (net of local reinsur
ance), less current claim commitments, local expenses, 
taxes and commissions, and whatever cash balances and 
funds for local investment (see below) they wish to retain. 
The incidence of claim payments may have a special effect 
on sums actually remitted. Outward remittances may be 
larger or smaller in any one period than claims paid during 
that period might imply; inward transfers (from head 
offices abroad) may be made from time to time, especially 
to finance any heavy claims payments that cannot be met 
from local balances. 

33. Resultant sums becoming available for remittance 
thus consist of several elements that should be conceptually 
distinguished: they comprise sums for reinsurance cessions 
made through head offices; sums destined for reserves 
against Nigerian business, which in strict accounting terms 
remain assets of Nigeria (though they are lost for invest
ment use); and sums which represent true profits. The 
total sums are thus the physical reflection of what has 
been called in the main report "composite indebtedness". 
There is no hope of distinguishing from the data available 
the conceptually individual elements involved. 

34. In this context, the operations of a wholly owned 
foreign subsidiary may be virtually indistinguishable from 
those of foreign agencies and branches. Foreign-controlled, 
but not wholly-owned, companies may also pursue broadly 
similar remittance policies in terms of the physical outflow 
of funds, except, of course, for that part of any profits 
which is distributed to local shareholders. (The book
keeping aspect will be different, however.) Both these 
groups, and particularly the latter, probably, however, 
retain rather more of their reserve funds in Nigeria than 
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TABLE 4 
Income and outgoings on non-life business 

(In thousands of pounds) 

Wholly foreign 
companies 

Joint and 
domestic 
companies 

All 
companies 

Premiums• .. 
Interest, etc. 
Other receipts . 

Total income 

Claims• ....... . 
Management expensesb . 
Income tax 
Rent ...... . 

Income 

Outgoings 

1960 

2 647.3 
34.9 
0.3 

2 682.5 

1 298.9 
861.6 
22.1 
32.4 

Total outgoings 2 215.0 

Income less outgoings• . . . . . . . 467.5 

a Premiums include local reinsurance premiums accepted, but are net of 
reinsurance ceded locally; claims include claims paid on local reinsurance 
accepted. and are net of those received on local reinsurance cessions. 

the agencies and branches of foreign companies. Even 
domestically-controlled companies can, and apparently do, 
invest abroad, though almost certainly a good deal less 
in comparative terms. While profits distributed overseas 
by these companies must obviously be either nil or rela
tively small, their overseas reinsurance operations may be 
proportionately great (see below). Wholly-domestic com
panies probably place virtually all their reserve funds 
in Nigerian investments. 

35. All that usefully emerges from the available data 
is a broad approximation to the total funds apparently 
and potentially available for remittance. Table 4 shows 
non-life premiums and other income in 1960 and 1961 
for companies responding to the survey, and claims paid, 
management expenses, income tax and rent payments. 

36. There is some doubt surrounding the treatment of 
commissions. It is probable that commissions received on 
reinsurance ceded are included under "other receipts". 
This would be consistent with the great difference in "other 
receipts" between the wholly-foreign concerns, the bulk 
of whose reinsurance is handled by head offices or parent 
companies, and the joint and domestic concerns, which 
handle their own reinsurance accounts both locally and 
abroad. The treatment of commissions paid in the returns 
presented in Table 4 is, however, obscure. There is the 
possibility that they have been omitted altogether, since 
the forms used in the survey did not specify commission 
payments and made no provision for "other payments". 
But they are presumably a quite substantial item, and it is 
assumed that they are embraced by management expenses; 
if they are not, and if they are in fact excluded, the margin 
between total income and total outgoings would, of course, 
be significantly reduced. 

37. Once again, inadequacies of coverage and classifi
cation make direct comparison between the performances 
of wholly foreign companies and the rest hazardous and 
of only very limited value. It can be seen from Table 4, 
however, that the joint and domestic companies were 

1961 1960 1961 1960 1961 

3 074.7 543.9 566.0 3191.2 3 640.7 
42.2 7.4 16.8 42.3 59.0 
0.3 27.6 29.1 27.9 29.4 

3 117.2 578.9 611.9 3 261.4 3 729.1 

1 627.4 226.3 248.0 1 525.2 1 875.4 
649.3 197.9 131.2 1 059.5 780.5 

8.0 22.1 8.0 
103.6 22.8 54.3 55.2 157.9 

2 388.3 447.0 433.5 2 662.0 2 821.8 

728.9 131.9 178.4 599.4 907.3 

b Management expenses are somewhat oventated since they include expenses 
also on life business for one company in 1960 and two in 1961 (see also Table 6). 

• The figure for all companies In 1959 was £528,000. 

enjoying a rather better claims experience than wholly 
foreign concerns; in 1960, their claims to premiums ratio 
was 42 per cent against the 49 per cent of the wholly-foreign 
group, and in 1961, 44 per cent against 53 per cent. It is 
difficult to explain these differences; it may be that the 
locally incorporated companies, just getting into their 
stride, had not yet accumulated much of a backlog of 
claims in relation to their rising premium income. (Their 
apparent relative reluctance to pay out possibly exacer
bated this factor.) 

38. The ratio of claims to premiums for all reporting 
companies is shown in Table 5. As might be expected, 
motor-vehicle insurance, the largest single class of business, 
has the worst record from the companies' point of view, 
and fire the best. This accords with the views of most 
companies on the relative underwriting profitability of the 
various classes; motor business, in which both the number 
and value of claims are tending to rise, is considered to be 
giving a very indifferent return at present. 

39. It has already been pointed out that it is not pos
sible to apportion whatever part of surplus funds is 
transferred out of Nigeria between the various elements 
it comprises-reserve funds, profits, reinsurance, etc. Very 
little is indeed known of the reinsurance flows arising 

TABLE 5 
Ratios of claims to premium income 

(In percentages) 

Fire .......... . 
Marine cargo and transport 
Motor-vehicle. . . 
Employers' liability 
Other ..... . 

All non-life business . 

1960 

27.7 
57.3 
52.0 
68.8 
31.8 

47.8 

1961 

33.1 
46.2 
57.6 
48.2 
35.4 

51.5 
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from insurance business written in Nigeria. Although 
they do a certain amount of facultative reinsurance locally 
amongst themselves and with joint companies, wholly 
foreign operations rely on head offices to organize treaty 
reinsurance. How and where this is organized, and the 
extent to which business originating in Nigeria is, in fact, 
reinsured by these means, depends on the over-all policies 
of the companies concerned. While some of the larger 
companies might reinsure only a relatively small percentage 
of the business emanating from Nigeria, it is none the less 
certain that a significant proportion of the funds remitted 
to head offices from Nigeria are destined to cover rein
surance cessions. Some companies may write back part 
of any reciprocal reinsurance they accept on head office 
treaties to their operation in Nigeria, according to the 
proportion of their cession made up of Nigerian business; 
but this depends on internal company arrangements about 
which nothing is known at present. 

40. Virtually no more is known about the reinsurance 
operations of domestic and joint domestic and foreign 
companies. Tables 7 and 8 rightly suggest that net reinsur
ance liabilities tend to be scattered through the balance 
sheets or at any rate incorporated with other items. It is 
practically certain, however, that the locally incorporated 
companies, which tend so far to be small and to have 
commensurate retention capacities, reinsure the greater 
part of their business with foreign companies. Some of 
this must flow through the local operations of foreign 
insurers acting in their capacity as reinsurers; at least one 
of the predominantly domestically owned concerns has 
close operating links with a European reinsurer to whom 
it presumably cedes most of its business in these early 
stages of its operations. Nothing is known of the terms 
the locally incorporated companies receive on their over
seas reinsurance operations in terms of commissions, 
option on the retention of reserves, etc., though it is almost 
certain that reciprocity will be negligible in view of their 
small retention capacities. Generally, the big companies 
and the professional reinsurers are probably ready enough 
to compete for such reinsurance business as to terms, for 
they might well look on the market as potentially large; 
in addition, it is likely that they view the inevitable increase 
of supervision and control over the direct insurance 
market as a good reason for cultivating the satisfaction 
of the local companies' present and future reinsurance 
requirements. 

41. Remittances can be made freely. The Exchange 
Control Act, 1962, is very comprehensive but is on the 
statute book in reserve: its provisions can be brought into 
operation by order of the Minister, but for the most part 
they have not yet been enforced. Some forms of control 
are gone through more or less for the sake of having the 
machinery there should it be required. Certainly, all 
transfers, of whatever type, to the Scheduled Territories 
are made quite freely and probably without any undue 
delays-and it is with these territories (with the United 
Kingdom predominant) that the major part of insurance 
transactions take place. 

42. Thus, factors in the decision to remit include the 
need for reinsurance beyond what can prudently be 
arranged locally, relative rates of return on investment 
in Nigeria and abroad, the safety and spread of investments 
(together with the existence of an immediate market if 
required), the climate of Nigerian opinion about retaining 

funds locally and investing abroad, the availability at 
given times of suitable stock in Nigeria, the institutional 
set-up between a Nigerian operation and its head office 
or parent company abroad, and the exchange costs of 
transfers. 

LIFE BUSINESS AND ITS BALANCE•OF·PAYMENTS EFFECTS 

43. The survey covered all the companies writing life 
business; there were seven in 1960 and eight in 1961. The 
volume of life business written in Nigeria is very small, 
but growing rapidly. Life insurance is not as yet an 
important feature of the country's pattern of life; the very 
notion is foreign to the general thinking of all but the 
more highly educated Nigerians. Policies, when taken out 
by the indigenous population, are often left to lapse, and 
death can occur on occasion with no claim being made. 
There are no proper life tables for Nigeria, in the absence 
of a country-wide system of compulsory registration of 
vital events. Some figures are collected for Lagos, but it is 
believed that there is a good deal of failure to report. The 
companies tend to use British tables, which may not really 
be applicable, or a roughly loaded version of them; one 
company uses Indian tables in the absence of anything 
better. 

44. A good deal of the business, especially for large 
sums assured, comes from Levantine traders. Some also 
comes from (mainly British) expatriates, but many of these 
insure direct with companies in the United Kingdom; 
the proposed legislation to give a tax incentive to life 
business, the funds from which are invested in Nigeria 
(see below), should reduce this practice of insuring over
seas. The interest of an emerging "middle class" of 
Nigerians is also growing, in the endowment, as well as the 
full life, sphere. 

45. Table 6 shows premium and other income on life 
group business and the claims and expenses to be set 
against it. 

TABLE 6 
Income and outgoings of life insurance businesS" 

(In thousands of pounds) 

19S9 1960 

Income 
Premiums. 211.0 307.1 
Interest, dividends and rents 0.5 2.4 
Other receipts . 1.9 

Total income 211.6° 311.4 

Outgoings 
Claims paid . 15.5 
Cash bonuses 0.2 
Commission paid. 34.7 
Expenses of managementc . 23.3 
Rent payments 0.5 
Other payments 2.5 

Total outgoings 49.4 76.7 

• Including annuity and endowment business. 

1961 

462.6 
4.8 

467.4 

43.2 
0.7 

50.0 
47.3 

3.2 
2.7 

147.1 

~ Tile total does not correspond with its constituents owing to rounding. 
' Management expenses are rather undeilitated because of inability to apportion 

them between life and non-life business for one company in 1960 and for two 
in 1961. They are include<:! in total In non-life business in these cases; see Table 4. 

.. =Not available. 



176 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

46. No breakdown by type of company is available for 
these figures. However, in 1960 one of the seven companies 
writing life business was a jointly-owned domestic and 
foreign company, while there were two companies in this 
group out of the eight operating in 1961. It is also true that 
neither of these two companies is under Nigerian control. 
Thus, all the life business written in the years covered can 
be taken as being under foreign control. 

47. The accounts presented in Table 6 show that 
claims paid in respect of life policies were only 5 per cent 
of premiums in 1960 and 9 per cent in 1961. These low 
claims ratios merely reflect the early stage of growth of 
life business. Income less outgoings on account of life 
business written in Nigeria increased from £162,000 in 
1959 to £235,000 in 1960 and to £320,000 in 1961. 

48. The significance of these figures in a balance-of
payments context depends upon the fact that, as in non-life 
business, there is no regulation presently operating to 
require the funds held against life business written in 
Nigeria to remain in the country. Thus, while life business 
written locally cannot, by its very nature, result in a 
permanent net external debit, except through the emigra
tion of policy-holders-indeed, the payment of bonuses, 
etc., to the insured might result in a long-term gain-the 
investment of life funds outside the country clearly 
results in a physical transfer and, more important, in the 
loss of these funds for productive local use. The upper 
limit of the annual scale of such losses is broadly indicated 
by the figures of income less outgoings shown above. 

49. Losses must, in fact, fall short of this range, as 
some funds are retained locally. One statutory encourage
ment to such retentions is already in force; the Income Tax 
Management Act of 1961 allows for contributions to a 
pension scheme to be deducted in calculating a taxpayer's 
taxable income only if the scheme's fund is at least one
third or one-half (roughly according to when the fund was 
set up) held in Government securities. Insurance companies 
are affected in so far as they hold and manage such funds, 
which are not thought as yet to amount to any significant 
sum. 

50. No figures could be obtained from most of the 
companies of the size of the life funds held against business 
written in Nigeria, or of the amounts maintained physically 
in Nigeria-an indication that their financial policies in 
respect of such funds are determined and largely imple
mented overseas, their Nigerian business not being run 
as a separate entity. It is unlikely that even the total 
Nigerian life fund, wherever held, can be at all substantial; 
but it might still be of some significance in terms of the 
country's pressing need for funds at its relatively early 
stage of economic development. The expansion in Nigerian 
life insurance business that is obviously under way is all 
the time increasing this significance. In the Federal budget 
speech of 1963, life insurance was seen as "a most prom
ising vehicle for stimulating personal saving and channel
ling the proceeds to productive use." It was here that a 
proposal, which still awaits implementation along with the 
proposed ruling on non-life reserve funds (see above), 
was made to ensure that all life policies in future taken 
out in Nigeria on Nigerian lives are denominated in 
Nigerian currency and that the insurers must invest in 
Nigeria the whole of the accumulated life funds in respect 
of such policies. 

51. Once this decision is implemented, the drain of 

funds arising from life insurance for investment overseas 
will obviously cease. A crucial corollary, however, is the 
question of how effectively the funds that are generated 
through life business can be deployed locally. The problems 
of the local employment of insurance funds as a whole, 
and their significance in recent trends in company practice 
in Nigeria and in the recent statutory proposals referring 
to insurance, are followed up in the next section. 

THE EMPLOYMENT OF RESERVES 

52. As may be inferred from preceding sections, it is 
not possible to quantify the reserves held against insurance 
written in Nigeria, since an unknown, though almost 
certainly high, proportion of the funds of companies 
wholly foreign-controlled is invested abroad through head 
offices or parent companies. No data are available about 
the overseas investment by foreign companies of funds 
arising from Nigerian business. 

53. It is thought that those joint domestic and foreign 
companies in which the foreign element is predominant 
also invest the bulk of their funds outside Nigeria; even 
those in which domestic capital plays the major role prob
ably have investments of some significance overseas. An 
aggregation of the balance sheets of five domestically 
incorporated companies is presented in Table 7. These 
companies include the largest and second largest of the 
locally incorporated companies; it will be deduced that 
some of them are very small-or were in 1960. 

54. In fact, the volume of funds theoretically available 
for investment by these five (non-life) companies in 1960 
was £241,600 (£106,200 as reserve funds held against 
unexpired risks, etc., shown in the table as "insurance 
funds", plus outstanding claims of £135,400). There were 
no additional reserves. Investments represented 71 per cent 
of the funds apparently available. Of the investments, over 
half were in British Government and local authority 
securities, and most of the remainder almost certainly 
in fact in Nigerian Government securities; local equities 
played an insignificant role in their investment portfolios. 

55. Two of these five companies are almost certainly 
wholly owned subsidiaries of foreign companies. An aggre
gation of the balance sheet of the other three companies 
is shown in Table 8. These three companies had a paid-up 
share capital of £240,000 against £406,000 reported as at 
31 December 1960 by the six joint foreign and domestic 
companies that responded to the survey. The ratio of 
domestic to foreign capital in these companies is not known 
with any degree of certainty. 

56. The same general pattern emerges as with the 
addition of the two more strongly foreign companies, 
except that the three had a smaller proportion of theoreti
cally available funds invested, and, perhaps significantly, a 
rather lower proportion of investment in British securities. 

57. A rough idea of the probable scale and distribution 
of insurance funds held in Nigeria in 1960 and 1961 can 
be gained from the official survey. The response of com
panies on this aspect of their activities was less compre
hensive than on their underwriting operations. In 1960, 
19 foreign companies and 6 joint domestic and foreign 
companies responded on investment; in 1961, the same 
number of joint companies, but two fewer foreign com
panies, responded; and the one wholly domestic company 
also responded in 1961. The varying coverage accounts 
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TABLE 7 
Aggregate balance sheet of five companies as at 31 December 1960" 

(In pounds) 

Share capital 
Authorized 
Issued. . . 

Liabilities 

Insurance funds. 

Liabilities and provisions 
Claims admitted or intimated but not paid 
Due to reinsurance companies . 
Other" .............. . 

4 In one case at 31 October 1960. 
b Includes some amounts due for reinsurance ceded. 

750000 

135 400 
26200 

193 000 

320 800 

106 200 

354 600 

781 600 

for discrepancies between figures for the end of 1960 and 
the beginning of 1961. 

58. It is not, however, possible to say what proportion 
of the total investments, etc., of insurance companies 
within Nigeria is accounted for by those concerns re
sponding with this information; but it may be assumed 
that the largest foreign companies did respond. Tables 9 
and 10 present the results of this part of the survey. The 
figures cover assets held on account of both life and non-life 
business. 

f'· 

Assets 

Fixed assets at cost less depreciation. 58 200 
Investments at or below cost 

British Govt. and Local Authority Securities 94000 
Federal Govt. of Nigeria Securities . 20000 
West African Govt. Securities (may all be 

Nigerian) . . . . . 51700 
Nigerian Tobacco Co. 1000 
Investment Co. of Nigeria. 1400 
Unstated . 2500 

170 600 
Loans. 3 000 
Amount due for holding company . 300 
Goodwill (one company only) 15000 
Current assets• . 399 000 
Preliminary expenses less amount written off . 1 900 
Profit and loss account-losses . 133 600 

781 600 

' Of these, cash and bank deposits for four companies amounted to £163,000; 
these items are not shown separately in the fifth company's balance sheet. 

59. Table 11 compares the distribution of these three 
forms of assets as between the wholly foreign companies 
and the domestic and joint companies. 

60. The higher proportion of cash maintained by the 
joint domestic and foreign companies is presumably associ
ated with their relatively small size and, more important, 
with their high rate of outstanding claims. The agencies 
and branches, on the other hand, can draw on centralized 
head office cash reserves. The other striking feature of the 
comparison is the much higher proportion of mortgages 

TABLE 8 
Aggregate balance sheet of three companies as at 31 December 19611" 

(In pounds) 

Share capital 
Authorized 
Issued. . . 

Liabilities 

Insurance funds. 

Liabilities and provisions 

600000 

Claims admitted or intimated but not paid 134 500 
Other". . . . . . . . . . . . . . . 192 250 

4 In one case at 31 October 1960. 
• Includes some amounts due for reinsurance ceded. 

240000 

102 170 

326 750 

668 920 

Assets 

Fixed assets at cost less depreciation. 54400 
Investments at or below cost 

British Govt. and Local Authority Securities 69000 
Federal Govt. of Nigeria Securities . 15000 
West African Govt. Securities (may all be 

Nigerian) . 51 700 
Nigerian Tobacco Co. 1000 
Investment Co. of Nigeria. 1400 

138 100 

Loans. 3 000 

Current assets' . 341 930 

Preliminary expenses less amount written off . 1 270 

Profit and loss account-losses . 130 220 

668 920 

• Of these, eash and bank deposits for two companies amounted to £125,000; 
these itemo are not shown separately in the third company's balance sheet. 
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TABLE 9 
Investments, loans, cash, etc., within Nigeria of certain insurance companies, 1960 

(In pounds) 

Domestic and Foreign All respondllllf 
joint componles componles companies 

1.1.60 31.12.60 1.1.60 31J2.60 1.1.60 31J2.60 

Mortgages and loans • . • . . . 3000 3 000 306180 329424 309180 332424 
Investments . . . • • . . . • . 101 376 111 181 268 318 292 339 369 694 403 520 
Cash in hand and bank balances . 111 313 120962 199 033 306967 310346 427 929 

TOTAL 215 689 235 143 773 531 928 730 989 220 1 163 873 

TABLE 10 
Investments, loans, cash, etc., within Nigeria of certain insurance companies, 1961 

(In pounds) 

Domestic and Foreign All responding 
}ollll componles companies companies 

1.1.61 

Mortgages and loans • • . • . . 3 000 
Investments. ........ s .... 109 972 
Cash in hand and bank balances. 128 891 

TOTAL 241 863 

and loans to total investments and cash of the wholly 
foreign companies; the £3,000 returned as loans and 
mortgages for the joint domestic and foreign companies 
can be identified as one single loan. 

61. Since 1960/61 there has undoubtedly been a signifi· 
cant increase in the volume of insurance funds retained 
and invested in Nigeria. Part of the reason, it may be 
assumed, is connected with the rise of companies incorpor
ated in Nigeria, and especially of those with local participa
tion-although, of course, there is no statutory obligation 
on them to invest locally as yet, any more than there is 
for wholly-foreign concerns. In 1962, however, there was 
some official pressure on Nigerian bodies holding funds 
overseas to repatriate them. This applied to all kinds of 
public bodies, pension funds and business organizations
not just to insurance companies-as far as their operations 
would allow. In some cases at least, good inducements 
were offered; it is possible that insurance companies were 
able to repatriate funds through the Central Bank without 
transfer charge. The improvement in Nigerian security 

31.12.6i 1.1.61 31.12.61 1.1.61 31.12.61 

3000 353756 359 131 356 756 362 131 
166 349 262 517 424 284 372489 590 633 
301 842 376 750 429 680 505 641 731 622 

471 291 993 023 1 213 095 1 234 886 1 684 386 

prices since the pressure started will have facilitated the 
process. But even the incomplete figures in Tables 9 and 
10 suggest that a substantial rise was already in progress 
in the assets held in Nigeria by wholly foreign companies 
in 1960 and 1961. 

62. The fact that these increases are under way without 
the exercise of official compulsion to hold certain funds 
within Nigeria, and the fact that such compulsion is to be 
introduced in the near future, suggest that Nigeria is in 
an interesting transition phase in the process of mobilizing 
the funds arising from insurance for local use. The essential 
factor in this process is probably to be found in the 
simultaneous evolution of a local capital market and of 
new local investment forms. 

63. Apart from the official pressure from 1962 on local 
companies to repatriate funds held overseas (see above), 
a good deal of persuasion has been exercised from time 
to time for insurance companies to invest more of their 
funds in Nigeria. Until recently it has not been easy for 
them to do this, owing to the lack of suitable local avenues 

TABLE 11 
Relative importance of investments, loans, cash, etc., within Nigeria as between groups of companies 

(In percentages) 

Domestic and }ollft 
companies Foreign companiu 

1.1.60 1.1.61 31.12.61 1.1.60 1.1.61 31.12.61 

Mortgages and loans . 1.4 1.2 0.6 39.6 35.6 29.6 
Investments . 47.0 45.5 35.3 34.7 26.4 35.0 
Cash in hand and bank balances . 51.6 53.3 64.1 25.7 38.0 35.4 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 
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of investment. Their view is, of course, that they have a 
prior duty to safeguard the assets of policyholders and 
shareholders; and that insurance funds do not appropri
ately provide front-line money or risk capital for basic 
economic or industrial development. 

64. Part of their difficulty has been that until fairly 
recently there has been no market for scrip in Nigeria; 
only since the establishment of the Lagos Stock Exchange 
in 1961 has a supply of Nigerian industrial stocks really 
come into being. It is significant that insurance companies 
since then have become spontaneously more ready to 
invest in these stocks. The investments of foreign companies 
shown in Tables 9 and 10 can be taken to be almost 
entirely Government securities, but later figures would 
probably show a rising proportion of equities; domestic 
and joint foreign companies have also taken up local 
equities. There is now a growing range of locally quoted 
shares-some of the Nigerian subsidiaries of international 
companies in such lines as tobacco and aluminium; and 
some local companies have also issued loan stocks. Some, 
though not all, of these issues appear to be appreciating, 
and yields are mostly satisfactory. 

65. There has since the war been some sort of supply 
of Government securities locally, but again it is only 
relatively recently that they have developed much attrac
tion for the insurance companies. Some companies have 
for a considerable time been in the habit of holding stock 
from Nigerian Government loans floated on the London 
market. The total amount of such loans outstanding just 
before and just after the Second World War was £24.8 
million, but information about how much was held by 
insurance companies is not available. The Government 
first floated an internal public loan in 1946---a total issue 
of £300,000 at 3.25 per cent with a maturity of 10-15 years. 
The loan was heavily oversubscribed; figures for applica
tions by insurance companies are not available, but some 
might well have been made. Certainly the companies have 
been allotted stock in the Development Loans of recent 
years. For instance, in 1961 they took up £70,000 of the 
£10 million Second Development Loan, which has maturi
ties in 1967, 1977 and 1985. All Nigerian Government 
securities are maintained at par, with yields of 5-6 per cent 
according to maturity dates, which range from 1964 to 
1987. There is some lack, according to certain insurance 
companies, of securities at the shorter end of the market. 

66. There is, however, a market in Treasury bills, 
although this has developed only recently as a significant 
feature of the monetary system. In 1961, they were offered 
at a rate of between £2 million and £8 million a month, 
the amount outstanding rising from £8 million in January 
of that year to £17 million in December. The budget 
speech of 1962, however, expressed disappointment with 
the extent of the Treasury bill holding of the insurance 
companies, which was said to be about £85,000. 

67. It cannot be said that insurance funds have so far 
played a very large part in local investment. The foreign 
companies are potentially still the more important in this 
respect, merely because of their much larger size, though 
the locally incorporated companies are clearly building 
up funds rapidly as total insurance business, and perhaps 
their share of it, builds up. (The foreign-controlled com
panies have had all the important, though still very small, 
life funds so far.) It has been noted that the wholly-foreign 
firms tend to invest the bulk of their available funds 

abroad, and that the joint foreign and domestic locally
incorporated companies have been in the habit of placing 
at least half of their potential investment funds overseas. 
This has been attributable to an insufficient range of 
suitable avenues of investment in Nigeria and the lack of 
an assured market for investment stocks-not merely to 
the lack of legislation requiring local retention of funds. 

68. It is obvious that when the proposed new legislation 
on this matter comes into force there will be a shift in the 
pattern of investment of insurance funds towards Nigerian 
securities. There is, in fact, to be a list of approved invest
ments in connection with these proposed statutory require
ments. It has been proposed that at least 25 per cent of the 
investments must be in Federal Government securities, but 
not more than 10 per cent in property or real estate except 
by way of a mortgage interest. 

69. But it has also been observed above that such a 
shift has probably already begun in a small way as the 
range of suitable investment forms and the market for 
them have started to expand more rapidly. (There may be 
an element of anticipation of the new regulation in this, 
but the improving market in local securities does appear 
to have exerted a significant positive influence.) The timing 
of the legislation requiring the local retention of certain 
funds appears to have been the subject of some care; the 
new regulation will clearly achieve the best results with the 
least disruption of "the orderly growth of the insurance 
industry" (the words of the 1963 budget speech) if it 
merely pushes forward a process already under way. 
Proposals made in 1962 with the aim of requiring more 
local investment of insurance funds were dropped, and 
the present proposals have been framed with reference to 
discussions in the intervening year with representatives 
of the insurance industry, which must have ranged over 
the availability of suitable local investment forms. The 
final test of whether the new regulations in their final form 
will be appropriately consistent with what the local invest
ment market can offer in range and quality, and so whether 
the efficient functioning of the insurance industry is 
jeopardized, has still, however, to be faced. 

THE RELATIVE EFFICIENCY OF FOREIGN 

INSURANCE OPERATIONS 

70. The wholly or predominantly Nigerian-controlled 
insurance companies are as yet young and relatively 
small concerns. Some, at least where official interest is 
present, are evolving with the assistance of professional 
international reinsurers. This is a great help in the early 
stages of operation, since indigenous underwriting skill 
is at a premium. Many of the foreign insurers operating 
in Nigeria are training Nigerians in insurance practice, 
especially where subsidiaries have been set up. 

71. In this rapidly evolving situation, it would be 
invidious to attempt to make any firm comparisons of 
efficiency. The new local companies are by no means 
incompetent, but they do tend to be short of experience. 
(It is in the development of underwriting techniques that 
the help of the professional reinsurers is often most useful.) 
There appears to be a tendency at the moment for some 
of the predominantly domestic companies to be rather 
slow at admitting a claim and at paying out, in comparison 
with most of the established foreign-controlled companies; 
but this is thought to be neither very widespread nor 
particularly serious. 
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72. There is probably not very much between the 
groups of companies in premiums charged. As noted, 
tariffs are laid down for motor vehicle and workmen's 
compensation business; though, in other classes, rates and 
conditions are by no means uniform in what is a quite 
highly competitive market, the domestic companies seem 
generally able to compete. Over-all, comprehensive motor 
vehicle cover rates are said to be high and have attracted 
criticism, although compulsory third-party policies are 
fairly cheap. A committee of the legislature, however, 
found no evidence about two years ago that comprehensive 
motor-vehicle rates were unjustifiably high; their report 
contained little that can be taken as particularly adverse 
criticism of insurers. 

73. It is clear that foreign insurers, perhaps particularly 
through local subsidiary operations, will long have a strong 
role in the insurance market. This seems to be at least 
implicitly recognised in the careful approach to the im
minent new legislation to regulate and supervise the 
industry more closely. 

THE INSURANCE COST IN MERCHANDISE TRADE 

74. It is known that most marine cargo insurance on 
both the imports and exports of Nigeria is placed abroad. 
An attempt was made with the assistance of a marine 
insurance broker to arrive at a rule of thumb to apply to 
trade values and so derive an estimate of marine insurance 
costs; but it had to be given up inconclusively, too many 
unknown factors being involved. Clearly, however, the 
cost in terms of foreign exchange of present practices must 
be considerable, although claims in this sphere may 
average over 50 per cent of premium costs. 

75. Tables 12 and 13 respectively show premiums and 
claims on marine cargo business placed within Nigeria, 
and total trade figures. The insurance figures are for 
companies responding to the official survey only. 

76. It is quite obvious from a comparison of these two 
tables that the insurance on imports and exports placed 
within Nigeria can represent only a fraction of the total 
insurance cost in merchandise trade. The abrupt rise in 

TABLE 12 
Premiums and claims arising from marine cargo business placed 

within Nigeria 
(In thousands of pounds) 

On Imports On exportsa 
Into Nigeria from Nigeria Total 

1960 1961 1960 1961 1960 1961 

Premiums 
Domestic and "joint" 

companies .. 2.0 2.7 11.6 9.5 13.6 12.2 
Foreign companies 11.3 100.6 17.8 28.1 29.1 128.7 

TOTAL 13.3 103.3 29.4 37.6 42.7 140.9 

Claims 
Domestic and "joint" 

companies .. 1.3 1.0 5.3 1.3 6.6 2.3 
Foreign companies 12.3 55.2 10.7 13.0 23.0 68.2 

TOTAL 13.6 56.2 16.0 14.3 29.6 70.5 

a Including re-exports. 

Imports, c.i.f. 
Exports, f.o.b.• 

TABLE 13 
Merchandise imports and exports 

(In millions of pounds) 

1957 

152.5 
124.2 

1958 

166.3 
132.8 

1959 1960 

178.4 215.3 
160.6 161.0 

a Including re-exports. 

1961 

222.0 
170.1 

marine insurance premiums paid in Nigeria on imports in 
1961 had nothing to do with changes in total trade or with 
the composition of imports; it must have been associated 
with a change in the basis of trading in some item or 
items. The proposal to set up a National Insurance Com
pany is designed to secure a better balance-of-payments 
advantage from the insurance of exports. 

THE FOREIGN EXCHANGE COSTS OF INSURANCE, 

AND REMITTANCES 

77. Apart from the insurance cost in imports and 
insurance arranged directly outside the country by resi
dents or firms in Nigeria, the estimates of income less local 
outgoings for non-life and life business suggest a maximum 
possible net foreign exchange loss arising from insurance 
of £834,100 in 1960 and of £1,227,600 in 1961. Adjusting 
these figures on the assumption that they incorporate only 
90 per cent of total non-life business, the grossed-up 
maxima become £900,700 in 1960 and £1,328,400 in 1961. 

78. Two things must immediately be said to qualify 
these figures. First, they do not, of course, allude in any 
way to an expression of net overseas indebtedness, since 
large parts of the totals (particularly the £234,700 in 1960 
and the £320,300 in 1961 which are the "surpluses" arising 
from life business) are in reality reserves held against 
unexpired risks and outstanding claims in Nigeria and 
thus conceptually remain Nigerian assets. Secondly, the 
investment data show that not all the available surpluses, 
even of the foreign controlled companies, are remitted. 

79. The survey asked companies for data on actual 
remittances to and from Nigeria. The results, for life and 
non-life business combined, are shown in Table 14. 

80. The figures in this table must be viewed against 
the survey figures in Tables 4 and 6, not against the grossed
up figures mentioned above. Clearly, allowing for some 
local retention and investment of surplus funds, compari
son of Tables 4 and 6 with Table 14 shows reasonable 
consistency. The relationship between remittance figures 
and some of the other data is, however, by no means a 
simple one; for example, investments outside Nigeria by 
three "joint" companies are known to have doubled during 
1960 from some £110,000, yet the "joint" and domestic 
companies responding to the survey actually recorded a 
net inflow in that year. (The sharp drop in remittances in 
both directions by the joint and domestic group in 1961 
is largely attributable to a fall in movements of funds 
involving Ghana by one of the joint companies that has a 
branch there, following restrictions imposed by the Gharia 
Exchange Control Act, 1961.) It is also difficult to reconcile 
the internal investment figures shown in Tables 9 and 10 
with Tables 4 and 6 to any degree of satisfaction; it must 
be remembered, however, that Tables 9 and 10 are based 
on less complete data than the others. 
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TABLE 14 
Physical remittances of insurance companies operating in Nigeria 

(In thousands ofpounds) 

Foreign 
companies 

Joint and domestic 
companies 

Total responding 
companies 

1960 1961 1960 1961 1960 1961 

From Nigeria . . . 
To Nigeria .... 

629.5 
140.0 

Net remittances• (outward-minus) -489.5 

a In 1959, the net outward remittance by all reporting companies was £470,800. 

81. It is also difficult to know how much faith to place 
in the remittance figures yielded by the survey. 

82. None the less, Table 14, in conjunction with the 
other tables mentioned above, appears to give some indica
tion of the scale of funds involved in physical remittances 
on account of insurance, in relation to funds potentially 
available for transfer. The limited coverage and the various 
deficiencies and doubts surrounding the basic data must 
always, however, be borne in mind. 

APPENDIX IV: SUDAN 

INTRODUCTION 

1. The insurance market in Sudan is in its infancy; 
this is reflected in its scale, structure, regulation and opera
tion. It is only since 1960 that serious legislative steps have 
been taken to regulate and supervise the industry; even 
now, several of the more significant statutes, which were 
framed in terms of permissive powers of control, remain 
unactivated, and there is still only the lightest of regulation. 

2. There has so far been only the most basic attempt 
at collecting operational statistics from insurers in Sudan. 
It has been possible to obtain satisfactory figures only in 
relation to 1961, and even these are neither detailed nor 
even quite comprehensive. There appears to have been 
no attempt as yet to collate, analyse and enlarge upon 
what data have been obtained in order to build up a 
detailed picture of insurance operations within the country. 
To do this would, in fact, require far more data than has 
been available to us. The quantitative data to hand raise 
almost as many questions as they answer, and it is sus
pected that, more than in most other cases, they are of 
dubious accuracy. Certainly, they are not capable of 
supporting close analysis, while their very limited coverage 
in terms of both time and content greatly reduces their 
value as a basis for objective general conclusions. 

3. It is within these considerable limitations that this 
appendix must be considered. Certain topies that receive 
separate treatment in other country appendices are dealt 
with jointly in this case; the format thus has fewer features 
in common with the other appendices than these have 
with each other. 

THE ORGANIZATION AND SfRUCTURE OF THE 

INSURANCE MARKET, AND THE LEGISLATIVE 

AND STATUTORY FRAMEWORK 

4. No matter how it is viewed, the volume of insurance 
business in the Sudan is small; not only is the country 
economically in the early stages of development, but also 

926.8 
152.3 

-774.5 

149.6 
151.0 

1.4 

70.6 
30.9 

-39.7 

779.1 997.5 
291.0 183.2 

-488.1 -814.3 

the relatively few owners of insurable property, including 
the Government, have been rather tardy in developing an 
"insurance consciousness". 

5. This has meant that very few foreign firms have 
thought it worthwhile to operate in the Sudan on more 
than an agency basis. But in any case this was one of the 
few spheres in which some element of official regulation 
operated before the Insurers (Control) Act, 1960, was 
introduced. Because it was felt that the establishment by 
foreign companies of Sudanese branches or subsidiaries 
might preclude or postpone the formation of wholly 
domestic companies when the time became ripe for their 
appearance, only one foreign firm has managed to gain 
approval of a branch, instead of the usual agency, on the 
basis of its previous record of training nationals to staff 
its operations in other countries. The activities of the 
foreign agencies were up to 1960, however, subject to 
virtually no rules or regulations. They were not required 
to submit returns nor pay taxes, nor even obtain a licence 
to operate in the country. In fact, their treatment was, if 
anything, more liberal than that of local insurers, who had 
to satisfy certain conditions laid down by the Council 
of Ministers before they could form a company. Only one 
Sudanese company started operations before 1960. 

6. In this ultra-liberal pre-1960 environment, there was 
scope for the unscrupulous; self-styled agents and repre
sentatives and fictitious or insolvent companies were able 
on occasion to sell policies and collect premiums, on which 
just claims were not met. Thus, the first objective of the 
first legislation specifically bearing on the insurance field
the Insurers (Control) Act, 1960-was to protect members 
of the public against malpractices. A second was to 
simplify the procedure for forming domestic insurance 
companies, and so to facilitate the "Sudanization" of the 
industry. Before the legislation reached final form, the 
investment of reserve funds became another important 
consideration; but the permissive provisions in this sphere 
are discussed later (see para. 21). 

7. The 1960 Act does not discriminate against foreign 
operations in any material way. In fact, it takes pains to 
a void doing so. Three foreign companies already operating 
in Sudan were unable to comply with that part of the 
Act which demands an undertaking by the Government 
of a foreign insurers' home country to permit the transfer 
to the Sudan by the insurer of sufficient funds to meet 
such claims as cannot be met from his resources in the 
Sudan. The Act was thus amended to give the Sudanese 
authorities power to accept alternative assurances. Foreign 
insurers must now, however, be corporate bodies incorpor
ated under the law of any country outside the Sudan, 
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and have a paid-up capital of an amount equivalent to 
£S50,000 (the same for Sudanese insurers), or such lesser 
sum as the Minister may direct; they must also have a 
principal representative in the Sudan with power of attor
ney. Both foreign and domestic insurers must also obtain 
licences to carry on the various classes of business. They 
both must keep separate records of general and long-term 
(life group) business, and prepare each financial year 
revenue accounts, profit-and-loss accounts and balance 
sheets in forms prescribed by the Ministry; these must 
be independently audited. Judging by the returns available 
to us, these provisions have not been by any means fully 
complied with as yet. Both domestic and foreign insurers 
must also prepare annual certificates of solvency, which 
means, for general business, that assets must exceed 
liabilities by £S50,000 (or such lesser amount as may have 
been prescribed for paid-up capital-see above) or by 
one-tenth of net premium income in the last financial 
year, whichever is the greater; and, for long-term business, 
that liabilities must not exceed the amount of the Long
Term Insurance Fund and all other liabilities in respect 
of long-term business as shown in the insurer's last balance 
sheet. 

8. The still very predominant foreign (especially British) 
concerns thus continue to enjoy statutory equality with 
Sudanese companies, and a very slight degree of regulation. 
(The 1960 Act does, however, give the authorities scope 
for tightening and extending regulation, especially on the 
crucial issue of reserve requirements-see below.) Sudanese 
insurers may, however, be favoured with, say, government 
insurance contracts; but, so far, this is merely a device 
to encourage the formation of local insurance companies 
rather than an act of discrimination in the more usual 
sense, since domestic insurers are still so small. It was by 
such official gestures that four or five local companies 
now in the process of formation were apparently helped 
to consider the very idea of setting up. These embryonic 
companies are being sponsored by both Sudanese nationals 
and by non-resident interests such as foreign insurance 
companies at present operating on an agency basis. It 
seems likely that those promoted by Sudanese nationals 
will need the co-operation of foreign concerns, at least 
on the basis of a minority shareholding. 

9. At present, there appear to be some 68 companies 
in existence in the Sudan. Of these, 65 are foreign agencies 
and one is a foreign branch; only two are Sudanese, one 
of which writes motor business only. Neither of these two 
Sudanese companies has any non-resident shareholding. 
Thirteen of these companies specialize in, or include 
in their portfolios, life business; but only nine of them 
appear actually to be operating in this field. Within the 
non-life sector, 49 companies cover marine business, 50 
fire, 37 motor vehicle, 40 personal accident (including 
workers' compensation), and 41 burglary and miscel
laneous business. 

10. In 1961, which is the only year for which any 
worthwhile operational data exist, there were some 66 
companies, but how active they all were is not very clear. 
The same two companies made up the sole Sudanese 
national representation; and at this time only the Sudanese 
Motor Insurance Co. was fully active, the other-the 
General Insurance Company (Sudan)-starting operations 
only at the end of 1961. In this year also, there were 
supposed to be some 13 (foreign) companies writing life 

business, but one had not really begun on this part of 
its portfolio; of the other 12, three were specialists in life 
insurance and the rest wrote life business as part of mixed 
portfolios. But it is uncertain whether they were all active 
in this sphere; it is probable that only, say, nine were in 
fact operating. 

11. Many of the operations are extremely small, as will 
be apparent from a comparison of the number of concerns 
in existence in 1961 and the volume of business written 
(see below). 

12. The prevalence of business transacted direct be
tween residents and enterprises in the Sudan and insurers 
overseas, and the statutory situation in respect of such 
transactions, are by no means clear. There are no indica
tions of the total scale of this type of business, though 
certain flows can be identified (see below). Such control 
as there is in this respect is administered through orders 
and instructions to the exchange control authorities. They 
are not to approve transfers of foreign exchange to cover 
the placing of "Sudan insurance business" with an insurer 
not registered in the Sudan. A test case arose, however, 
where a large firm bought insurance at a relatively low 
premium rate from an insurer not registered in the Sudan 
under the Insurers (Control) Act, 1960. It thus became 
evident that, for the exchange control authorities, the 
Insurers (Control) Act called for no change in the existing 
practice of approving applications for insurance abroad 
of risks in the Sudan, where it could be shown that 
considerable savings (i.e., through lower premiums than 
would have had to be paid in the Sudan) would result from 
the transaction. In this case, this necessary condition was 
fulfilled to the satisfaction of the exchange control 
authorities. 

13. This brought to light a loophole in this respect in 
the Act, the real intention of which the insurance control
ling authorities believed to be to forbid the insurance of 
risks in the Sudan with insurers not registered in the Sudan. 
The loophole apparently arose from the rather loose 
definition in the Act of "Sudan insurance business" and 
the rather unfortunate wording of the definition of "foreign 
insurer". It was suggested that these definitions be re
phrased in amendments to the Act, which have yet to 
come. Meanwhile, the exchange control authorities were 
asked to refuse applications for insurance with companies 
unlicensed under the 1960 Act of risks situated in the 
Sudan irrespective of whether such transactions would 
result in savings of foreign exchange or not. In addition, 
the Ministry of Finance and Economics circularized all 
government and semi-government units directing them to 
place insurance only with insurers licensed to operate in 
the Sudan under the 1960 Act. 

14. Yet much Sudan insurance business in fact con
tinues to go to unlicensed insurers. Contracts for construc
tion work or the supply of materials for schemes under 
the ten-year Development Plan, for instance, are often 
awarded to foreign firms which are then not obliged to 
place the insurance entailed with local insurance opera
tions. Indeed it is probably rare for such large insurance 
contracts to be placed on the local market. Part of the 
reason why this should be so is probably that the local 
market is simply not sufficiently large and well equipped 
to deal with sizable, complex or specialized risks. Thus, 
in addition to the cases already mentioned, marine insur
ance arranged by Sudanese importers or exporters 



INSURANCE COSTS IN THE BALANCE OF PAYMENTS 183 

(see also below) also appears to be placed largely outside 
the Sudan. Although it is probably feasible, there appears 
to be very little life insurance transacted directly with 
insurers outside the Sudan. 

THE SCALE OF INSURANCE BUSINESS AND THE 

IMPORTANCE OF FOREIGN OPERATIONS 

15. Only in 1961 have returns from the insurance 
companies operating in the Sudan been complete enough 
to give an anything like satisfactory indication of the 
scale of business written within the country. Even in this 
year the returns were not comprehensive. They covered 
56 of the 63 companies in existence at the end of 1961 
which wrote non-life business, at least one other-the 
General Insurance Company (Sudan)--had only just 
started operations, and so submitted no returns for the 
year. Only seven of the 13 companies apparently registered 
to write life business submitted returns; of these, five 
wrote life business as part of mixed portfolios and two 
were specialized life insurers. Again, the General Insurance 
Company (Sudan) was included in the 13, but has not 
started on its life business. There is no reliable way of 
estimating what proportion of business in either sector 
is covered by the returns. In view of the very small scale 
of many of the insurance concerns, the fact that not all 
those registered appear to have been active, and the 
tendency in most cases for the larger operations to send 
in required returns more consistently than the very small 
ones, it is assumed that the 1961 returns do cover the 
bulk of the business written in the Sudan. The returns 
show total gross premiums in 1961 of £S919, 400 on non-life 
business and of £S132,000 on life business. 

16. Returns covering business in 1962 are available 
for 32 companies, but these are clearly inadequate for 
purposes of general comparison with data for 1961. For 
the record, gross non-life premiums of these companies 
in 1962 amounted to £8348,000. These returns for 1962 
are, however, useful for their inclusion of the first year's 
operations of the General Insurance Company (Sudan), 
whose gross premium income in that year was almost 
£840,000. The gross premium income of the Sudanese 
Motor Insurance Co. Ltd., was some £S37,000 but ap
parently only £S29,000 in 1962. If it is assumed that total 
gross non-life premium income rose in 1962 to £S950,000, 
then the two Sudanese companies accounted for about 
7 per cent of non-life business. 

17. It is also possible to identify certain Sudan insur
ance business placed in the international market. Premiums 
on this non-life business amounted to £S239,500 in 1961; 
but it is unfortunately impossible to put this figure into 
any sort of perspective. 

18. For years prior to 1961, certain figures were col
lected by the Controller of Insurance. But as they related 
to the period before the Insurers (Control) Act came into 
force, some companies were not registered or known, 
and many returns were incomplete or thought to be 
inaccurate. The number of companies covered is unspeci
fied. Little reliance can thus be placed on the figures, and 
little use can be made of them. For what it is worth, 
however, Table 1 shows premiums less commissions as 
estimated by the returns for 1958-1960, and the equivalent 
figure from the almost certainly more complete 1961 
returns. 

TABLE 1 
Gross premiums less commissions paid on cerWn" business 

written in the Sudan 
(In thousands of pounds) 

1958 1959 1960 19151 

Life and other "long-term" 
business ... 

Non-life business 

Total ..... 

165 
405 

570 

• See the text above for the coverage of the table. 
•. = Not avaUable. 

156 
458 

614 

198 
471 

669 

834 

19. Part of the very large jump in non-life premiums 
less commissions paid in 1961 might well be attributable 
to some misclassification as between the two main groups 
of business in the earlier years, for the life premium 
figure for 1961 (see above), even without deducting com
missions, which are not known for 1961, was considerably 
less than for 1958-1960. The main part of the apparent 
disparity must, however, be attributed to differences in 
coverage. 

20. On the basis of the 1961 returns, gross non-life 
premium income was distributed among the classes of 
business as follows: fire: 55 per cent; motor-vehicle: 25 per 
cent; marine, transport and aviation: 13 per cent; burglary 
and miscellaneous: 5 per cent; and personal accident 
(including workers' compensation): 2 per cent. 

INSURANCE BUSINESS WRITTEN IN THE SUDAN, 

AND ITS BALANCE-OF-PAYMENTS EFFECTS 

21. Reserves are not required to be retained in the 
Sudan by either domestic or foreign companies. The 
Insurers (Control) Act, 1960, does not require foreign 
insurers who, prior to the Act's coming into force, had 
already established funds against total business written 
in the Sudan or elsewhere to set up separate funds in 
respect of Sudan business only. (This applies equally to 
life and non-life business.) But the Act does embody a 
provision that empowers the Minister to require the 
retention of funds in the Sudan. The relevant clause reads: 
"Every insurer carrying on general insurance business shall 
hold invested in the Sudan such proportion of his General 
Insurance Fund as may from time to time be prescribed 
by the Minister, or, in the case of a foreign insurer not 
holding a separate fund in respect of Sudan general 
insurance business, such proportion of that part of his 
General Insurance Fund which is properly attributable 
to his general insurance business in the Sudan, as may 
from time to time be prescribed by the Minister." A 
similar provision in respect of life business is also embodied 
in the Act. 

22. The background to this part of the Act is of some 
interest, since it illustrates the frequent cleavage in coun
tries in the early stages of economic and commercial 
growth between their desire to integrate the insurance 
industry more closely into the national financial and 
economic system through the required retention within 
the country of more of the funds accruing to all insurers 
operating locally, and the difficulties involved in imple
menting this with the minimum disruption of the free 
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market in insurance. Between 1954 (soon after the country 
had attained self-government) and 1960, when the Act 
was finally introduced, legislative attitudes towards insur
ance underwent some change. The initial preoccupations 
with protection of the public and the facilitation of forming 
domestic companies were in this period supplemented by 
a feeling that steps should be taken to preserve some of 
the funds to which insurance gives rise for use within 
the country. 

23. The principle of complete freedom for the invest
ment of funds arising out of business written locally, 
which had been adumbrated in the early stages of the 
formulation of the legislation, and which had been strongly 
advocated by the (mainly British) foreign insurers opera
ting in the Sudan when they were invited to comment 
on the form of the proposed legislation, was rejected in 
the Act. Foreign insurers had argued that if the object of 
the legislation was to protect the public against the weaker 
and less scrupulous companies, then that object could 
be achieved without resort to the principle of deposits 
or the local retention of technical reserves. The real 
security, they urged, was the central funds of the com
panies; any immobilization of funds would reduce the 
central fund on which companies depend to meet major 
claims, such as may arise from time to time in the Sudan 
on such items as cotton stocks. (This, of course, is a more 
or less straight advocacy of the basic insurance principle 
of wide risk spreading; in the very small market of the 
Sudan, the case for its practical application would seem 
to lose some of its force.) The foreign insurers also claimed 
that there was no adequate market in securities, which 
would be a big obstacle against the local retention of life 
funds especially. 

24. It is highly probable that this last consideration 
was decisive in the authorities' decision to postpone in 
the final form of the legislation the actual imposition of 
local retention requirements. Another, less important, 
reason may have been the lack of adequate statistical data 
on the operations of insurers in the Sudan, on which a 
rational decision on the funds to be retained within the 
country could be based. It may not, however, be long 
before the Minister exercises the powers conferred on him 
by the Act to impose requirements on local retentions. 
The intention to use insurance funds locally where possible 
was suggested in a directive to a Ten-Year Plan committee 
charged with the task of surveying possible financial 
resources for the plan. It was instructed to consider 
available insurance funds and to assess possibilities and 
devise ways and means of spreading insurance conscious
ness with a view to mobilizing the resultant funds for 
both public and private investment. 

25. But there is no doubt that, at present, the great 
lack of local investment opportunities suitable for insur
ance funds, as well as the (partly consequential) absence 
of any regulation to the contrary, means that the greater 
part of insurance premiums, less sums required to pay 
local claims, commissions, management expenses and 
taxes, tends to leave the country. Resultant flows, like 
those at present from Nigeria, consist of several conceptu
ally different elements: reinsurance premiums on business 
that will be ceded out through head offices on their 
standing treaty arrangements, provisions for reserves 
(which conceptually remain assets of the Sudan, although 
the physical funds are lost to its use), and true underwriting 

TABLE 2 
Premiums, claims and commissions on non-life business written in 

the Sudan by certain companies in 19614 

(In thousands of pounds) 

Claims Premiums, 

Class of 
less claims 

Gross Percentage of Olld 
business premiums premiums Commls.;ions commissions 

Fire 507.7 4.5 0.9 26.8 476.4 
Motor-vehicles 231.4 142.2 61.5 40.8 48.4 
Marine, transport, 

aviation 119.0 59.6 50.1 3.1 56.3 
Burglazy and 

miscellaneous 47.5 12.5 26.3 11.5 23.5 
Personal accident 

(incl. workers' 
compensation) . 13.8 4.8 34.8 3.3 5.7 

TOTAL 919.4 223.6 24.3 85.6 610.3b 

0 See lel<t above for companies covered. 
b The discrepancy between this figure and the figures for premiums. claims 

and commissions is due to rounding. 

surpluses accruing to the company's profit account. Actual 
outward flows in a given period depend on many factors 
involving company policy. The size and incidence of claims 
payments is one big influence, though the ultimate net 
position in the premium-claims relationship and its effects 
on the movement of funds are reflected in the actual 
claims payments figures. Inward remittances are probably 
involved as a matter of course, as part of company policy 
towards the switching of funds on an international basis 
as and when required. 

26. Neither the components nor even the size of the 
outflows of funds arising from insurance can be defined 
with any degree of accuracy from the data available. 
Table 2 shows for each class of non-life business the 
relationship in 1961 between gross premium income and 
claims and commissions paid; the figures relate to the 
56 non-life companies that submitted returns in 1961. 

27. How much reliance can be placed on even these 
limited figures is uncertain. Although it is generally ac
cepted that, as in most similar countries, fire business in 
the Sudan is the most profitable class (and motor-vehicle 
insurance the least profitable), the claims figure for fire 
in 1961 looks very suspiciously low. On the other hand, 
one or two sizable claims for fire damage in so small a 
market can make a big impression; for the 32 companies 
for which returns are available for 1962, the ratio of claims 
to premiums on fire business was 36.1 per cent, so 1961 
could have been merely a very exceptional year. The com
missions paid also show some apparent anomalies that 
are difficult to explain. 

28. The Sudanese Motor Insurance Company ac
counted for £S37,000 of the gross premiums on motor
vehicle business in 1961, and for £S5000 of the claims; 
but it showed nothing against commissions paid. 

29. No data on management expenses, taxes, etc., are 
available. Only very limited data, which cannot be taken 
as representative, were available to us on the working 
balances maintained in the Sudan by the foreign agenci.es. 
What evidence there is on working balances-for seven 
agencies in 1962-suggests a very wide disparity among 
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company policies in this respect. This factor of individual 
company policy, and particular circumstances at any given 
time, are the keys to working balances, which are generally 
meant to cover current expenses and "normal" claims. 
There is no sound basis for estimating an over-all figure 
for working balances maintained; for what it is worth, 
the working balances maintained whenever the estimate 
was made in 1962-presumably at year-end-by the seven 
foreign non-life agencies referred to above amounted to 
nearly 50 per cent of premium income in 1962, but the 
ratios varied from 7.5 per cent of gross premiums to as 
much as 220 per cent. Rationalization is thus quite clearly 
out of the question. 

30. Data on local reinsurance is also lacking. It is 
thought that little is transacted. The majority of risks 
accepted by agencies in the Sudan are small enough to 
fall within the retention capacities that head offices, of 
the more important companies at least, lay down for their 
Sudanese agencies; but there is a certain amount of 
facultative reinsurance of larger risks with other operating 
units in the Sudan. Otherwise, all the reinsurance of 
Sudanese risks is undertaken through head office treaty 
arrangements, the reinsurance premiums relating to busi
ness written direct in the Sudan being in practice an 
integral part of the total remittances made to head office. 
The Sudanese agencies are not concerned with this treaty 
reinsurance of the business they have written, nor with any 
reciprocity it might involve. As might be expected, the 
Sudanese General Insurance Company Ltd.-the only 
non-specialized local company in operation as yet-rein
sures abroad heavily; its cessions, mainly it is believed to 
British and Swiss companies, may well account for as 
much as 90 per cent of gross premiums. (A little more is 
known of the reinsurance of life business. The seven 
companies for which data are available ceded £Sl3,343 
in reinsurance in 1961 out of their gross premium income 
of £S132,000, and received £S2551 in claims paid by 
reinsurers. All this reinsurance was transacted abroad.) 

31. It is clear that the considerable deficiencies in the 
available data preclude a satisfactory assessment of the 
size and nature of the funds available for remittance and 
of the net physical flows involved. The data collected 
from an unknown number of insurance companies for 
1958-1960, however, included figures for "balances trans
ferred outside Sudan". These are shown in Table 3, com
pared with "gross premiums less commissions paid". 

32. Quite apart from the limited, and unknown, cover
age of the figures in Table 3, it is difficult in the absence 
of detailed definitions of the basis of the returns to assess 

TABLE 3 

Gross premiums less commissions, and balances transferred 
outside the Sudan, of certain companies, 1958-60 

(In thousands of pounds) 

Gross premium less Balances transferred 
commissions outside the Sudan 

1958 1959 1960 1958 1959 1960 

Life and other "long-
term" business 165 156 198 105 199 345 

Non-life business 405 458 471 244 270 284 

TOTAL 570 614 668 349 469 629 

how much reliance can safely be placed on them. The 
relationship between premiums less commissions and 
balances transferred in respect of life business looks odd, 
and no ready explanation of it is available. Above all, 
no equivalent figures are available on inward remittances. 
The relationship between non-life premiums less com
missions and balances transferred is, however, a fairly 
constant one for these years, fluctuating very narrowly 
around 60 per cent of premiums less commissions trans
ferred out of the Sudan. 

33. If this percentage is applied to the much fuller 
non-life premiums less commissions figures for 1961, the 
balances transferred would have been some £S500,000, 
or 54 per cent of gross premiums before deducting com
missions. In 1961 itself inward remittances may have been 
relatively small since claims, especially in the fire class, 
appear to have been particularly low. Certainly, the limited 
data for 1962, which appears to exclude the bulk of fire 
business-probably a few relatively large contracts-sug
gests a higher ratio of claims to premiums. Net remittances 
on account of non-life business, expressed as a ratio to 
gross premiums must generally be less than the ratio of 
outward remittances only to gross premiums suggested 
by the 1961 returns. There is also the local companies 
to consider in assessing the proportion of premiums con
stituted by net outflows of funds, although the high rate 
of overseas reinsurance of one of them (see above) and 
the fact that they, too, are as yet free to invest reserve 
funds outside the Sudan mean that they have made little 
impression on the over-all pattern. 

34. While conceptually different, since life business 
must more than balance out over time (especially where 
policies entail the payment to the insured of profits or 
bonuses), the basis of the physical flows of funds arising 
from life business is similar to that for non-life. Again, 
it is scarcely possible from the data available to assess the 
likely volume of net physical remittances on account of 
life business. It has already been noted that it is hard to 
explain the odd relationship between life premiums less 
commissions and balances transferred outside the Sudan 
shown in Table 3. Inward remittances on account of claims 
are presumably a feature of the transaction of life business 
in the Sudan, but they cannot be very large. In 1961, 
gross claims amounted to almost £S26,000 against the 
£S132,000 gross premium income. (See above for the 
overseas reinsurance of life business.) No figures for com
missions, expenses, etc., are available. It is clear, however, 
that the very small scale of life business written in the 
Sudan greatly limits the significance of the loss of the use 
of funds resulting from it. Equally clearly, though, expan
sion oflife insurance under the present regulations affecting 
the remittance and investment of funds is potentially the 
source of more serious "losses" of savings. Life insurance 
is in fact creating more interest now as the salaried classes 
slowly expand. 

35. Beyond the (uninvested) working balances referred 
to above very few of the funds accruing to insurance 
operations in the Sudan on account of either life or non-life 
business appear to remain in the country. The reason lies 
not only in the absence of statutory requirements in this 
respect, but also in the total lack of a capital market. 
Moves are afoot to rectify this deficiency at least in so 
far as government securities are concerned, though no 
investment outlets of this sort are immediately in prospect. 
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This must clearly be the major obstacle in the path of 
imposing local retention and investment requirements. 

36. The only investments definitely identified as of 
funds deriving from insurance business written locally 
(if those of normal agency office premises and equipment 
are excluded) are those of the Sudanese life funds of 
three companies. These are estimated together at about 
£S400,000. Two of the companies are understood to be 
investing in buildings, one to the value of about £S150,000, 
the other to the value of some £S200,000. The third ap
parently puts its (smaller) accumulations into bank deposits 
earning 2 to 3 per cent per annum. 

37. There are no special exchange controls inhibiting 
the remittance of the sums that become available for 
transfer abroad in the ways outlined above. Once they 
have paid taxes to which they are liable, and provided 
they submit supporting accounts, insurers are free to remit 
any balances they have. In fact, the foreign agencies tend 
to remit balances whenever there is an accumulation of 
funds that justifies the trouble of auditing accounts and 
obtaining (apparently liberally given) exchange control 
approval to make a transfer. Thus, some agencies tend 
to make remittances as often as every month, others every 
three months, and yet others every six months. Again 
this depends largely on the size and nature of an agency's 
operations and internal company practice rather than on 
any regulations. 

THE RELATIVE EFFICIENCY AND ROLE 

OF FOREIGN INSURERS 

38. At present there is clearly no basis for fair or 
meaningful comparison of the foreign agencies and the 
only two domestic companies currently operating. The 
Sudan is still almost completely reliant on foreign concerns 
for its insurance services. It is clear that it will remain 
heavily reliant for some considerable time, at least through 
overseas reinsurance even if local companies develop 
sufficiently to take a significant share of the market in 
direct insurance. And even a stronger domestic sector 
in the industry might have only a limited effect on the 
balance of payments unless a local capital market with 
investment outlets suitable for insurance fund portfolios 
evolves. 

39. The local company writing varied business is ap
parently more or less on a par with most of the established 
foreign companies, though it is not possible to make 
specific or refined judgements as yet. It is also hard to 
judge the performance of the local motor insurance com
pany, though it scarcely seems to be flourishing if the 
trend of its premium income in 1961 and 1962 is any 
guide. It has already been noted that further local com
panies are evolving in conjunction with foreign capital 
(and, almost as important, expertise); this will probably 
be the pattern of the emergence of a stronger domestic 
element in the insurance market, and of the "Sudanization" 
of the industry in terms of staffing. 

40. For want of more specific data, it is also very 
difficult to assess the quality of the services offered by the 
foreign insurers currently operating in the Sudan. The 
market certainly gives the impression of being over
crowded. A particular facet to emerge in recent years is 
the separate agency representation of insurance companies 
that now belong to one larger group, though such situa
tions will presumably be rationalized in due course. There 

are also many very small agency businesses, and there 
have been comments on bad underwriting practices based 
on insufficient technical knowledge and undue rate cutting. 
Despite this reference to rate cutting, however, there have 
also been complaints of high premium rates on the local 
market. While this point, as in many developing countries, 
is an important one, insufficient evidence has come to 
light in this study on which to base conclusions either way. 

THE INSURANCE COST IN MERCHANDISE TRADE 

41. The limited size and scope of the local insurance 
market is one major reason why the vast bulk of Sudanese 
imports is purchased on c.i.f. conditions, though a few 
firms apparently buy c. and f. It is thought that a high 
proportion of exports, too, even if insured by the exporter, 
are insured outside the Sudan on specialist marine insur
ance markets. It is of course worth pointing out that in a 
market in which overseas remittances by insurers are com
paratively so large, the local insurance of imports would 
not constitute such a substantial saving of foreign exchange 
in any case. 

42. No estimates are available of the exact proportions 
of imports and exports purchased and sold under the 
various types of contract. Attempts to estimate the actual 
insurance costs involved can find no reliable basis. The 
Sudan customs authorities apparently use a rule of thumb 
that assesses the insurance cost at 1 per cent of the c. and f. 
value when the latter is of a consignment of £S2000 or 
less, and at t per cent when the c. and f. value is greater 
than this. But this hardly seems likely to conform very 
closely to reality; in practice, there is apparently a very 
wide range of insurance rates on imports. Assuming that 
all imports are insured outside the Sudan, and that the 
average insurance cost was 1 per cent of the c.i.f. value 
of imports, the cost of insurance in total imports in 1961 
would have been £S777,000, minus any corresponding 
claims payments. 

43. It is not possible to say from the evidence available 
just what the real foreign exchange cost of insurance on 
merchandise trade is. It is apparent, however, that it must 
be quite significant in relation to the foreign exchange 
implications of the insurance business written in the Sudan. 

THE FOREIGN EXCHANGE COST OF INSURANCE 

44. The Bank of Sudan compiles balance-of-payments 
figures relating to non-merchandise insurance. These are 
apparently derived from exchange control data, and would 
thus seem to relate to physical flows of funds. The amounts 
recorded under this heading, however, were only £S300,000 
for payments in 1961 and £Sl00,000 for receipts; equiva
lent figures in 1962 were £S500,000 and £S100,000 respec
tively. At least the payments figures look considerable 
underestimates according to the statistical evidence pre
sented in preceding sections, if they are in fact meant to 
represent physical outflows and make no allowance for 
those parts of the funds that form reserves held overseas. 
(They may, for instance, exclude outflows destined for life 
funds held overseas against Sudanese policies, which would 
account for part of their apparent shortfall.) 

45. There is some doubt whether they exclude the 
premiums paid by individuals and organizations direct 
to insurance companies overseas, which, even from the 
very limited statistical data available (see above) seem 
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bound to be quite substantial. If the net insurance cost 
on merchandise trade is also taken into account, the net 
physical outflow of funds may be somewhere in the region 
of £S1 million. This compares with total invisible payments 
as recorded in the balance of payments for 1961 of some 
£S25 million and with a deficit on invisibles of £S7 million; 
payments on total current account were £S94 million and 
the current account deficit nearly £Sl5 million. On this 
reckoning, the apparent physical flows on account of 
insurance appear to be quite significant. It must, however, 
be remembered that a substantial part of these outflows 
goes into reserve funds; the outflows on account of life 
business should not in fact be included in these calculations 
at all on conceptual grounds, important as they are, or 
may become, from the viewpoint of domestic savings and 
investment flows. Thus, the net overseas indebtedness of 
the Sudan on account of insurance is considerably lower 
than apparent physical flows based on the statistical data 
presented above would suggest. 

APPENDIX V: TUNISIA* 

INTRODUCTION 

1. A shortage of comprehensive, comparable and reli
able data seriously hampers an assessment of the balance
of-payments effects of insurance in Tunisia. In particular, 
there appears to be a complete statistical gap between 
1957 and 1959; no useful data at all for these three years 
were made available to us. The basis for the statistical 
data for years prior to 1957 and for 1960 and 1961 is 
somewhat obscure. The figures were supplied through 
official channels, but were unpublished at least at the time 
of this study. They do not form a consistent, comparable 
sequence and their presentation and internal consistency 
give rise to grave doubts about their accuracy and their 
coverage. It is felt that they should be treated with very 
great caution as exact measures; but there seems to be 
no alternative to making some use of what data are 
available, however inadequate they appear. Points at which 
particular doubts and reservations appear are noted in the 
text, but general caution must be exercised in respect 
of practically all the figures quoted, except for those 
derived straight from the balance sheets of Tunisian-based 
companies. 

THE ORGANIZATION AND STRUCTURE 

OF THE INSURANCE MARKET 

2. Although the French law of July 1930, applying to 
insurance operations, was applied in Tunisia by a decree 
of 16 May 1931, it was not until 15 August 1946 that a 
Tunisian law instituting any significant control over insur
ance operations was introduced. Even then, the atmosphere 
of the insurance market was essentially one of laissez-faire, 
although in relation to its stage of development there was 
more official supervision and control than in many other 
countries-most of the British colonial territories at a 
similar stage of development, for example. 

3. The outstanding features of the market's structure 
in the early post-war period were the very heavy reliance 
on foreign, predominantly French, insurers, and the great 

• All figures in this appendix are expressed in Tunisian dinars; 
this unit was introduced only in November 1958. 

multiplicity of companies represented there in relation to 
the small amount of insurance business written. In 1946, 
there were about 150 separate foreign companies operating 
in the territory, many of them represented by the same 
agents; approximately two-thirds of these companies 
were French. There were then only two domestically 
based companies in operation, one of which (Lloyd 
tunisien, formed in 1954; see below) was almost certainly 
foreign-controlled, the other being an agricultural mutual 
society: Caisse tunisienne d'assurances mutuelles agricoles 
(CTAMA). 

4. By 1956, it is believed that the number of foreign 
companies with some sort of operation in Tunisia had 
risen to somewhere in the region of 200, though it should 
be noted that this counts separately the individual opera
ting units constituted by French companies to write each 
of the major classes of business-not only life and non-life, 
but also within the latter category fire, accident and marine 
business. During the ten years to 1956, the non-French 
element probably grew faster than the French. In addition, 
another domestically incorporated company-AstrOO-had 
been established in 1948, again, it is thought (see below) 
with foreign-controlling interest. At any rate, by 1956 the 
market was something of a jungle, with far too many 
separate companies chasing too little business. Failures 
were rife and fraud not, apparently, so very rare. 

5. Since Tunisia became independent in 1956, both 
active and passive factors have led to increasing rationali
zation of the market. There has been increasing official 
control with this objective as one of prime importance. 
The process was facilitated by net European emigration 
in the years since independence, and a rather stagnant 
economy in the early part of this period. The shrinkage 
of the European sector had a more than proportionate 
impact on the level of insurance business, since the indi
genous population, partly because of the predominance 
of the Moslem faith, are far from insurance-minded. Much 
of the demand for insurance had come from expatriates, 
or from expatriate commercial interests. The consequent 
relative stagnation, or slowing down, of insurance business 
in the late 1950s was a basic commercial force acting in 
the same direction as official efforts to rationalize the 
market. From 1959, conscious official efforts not only to 
rationalize, but also to control much more closely the 
workings of the insurance market, were in fact stepped up. 

6. The result of these commercial trends and official 
measures was that towards the end of 1962 (despite an 
apparent pick-up of business in the 1960s) the number of 
foreign companies represented by agents-some still repre
senting more than one company or group of companies
had declined to 52. Of these, 14 or 15 wrote life business. 
If the separate units formed to write different classes of 
business but under the same over-all control are counted 
as one company rather than several, the total number of 
foreign companies represented was 36. 

7. By the end of 1962, there were also four domestically 
domiciled companies in operation. Two of these: Lloyd 
tunisien and Astree (see above) are classed throughout 
this study as foreign-controlled subsidiaries; it is not, 
however, fully certain that this classification is correct. 
Lloyd tunisien was formed with a Swiss-Tunisian majority; 
it is almost certain that a Swiss element predominates, 
and that in any case control of the company is not in 
Tunisian hands. It does not write life business, and has 
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agencies in Morocco, Algeria and Belgium. Astree was 
formed with a nominal Tunisian majority holding; a 
second call for capital was not, however, answered by 
Tunisians and Tunisian shareholdings probably represent 
only 25 to 30 per cent of the total. It is controlled by a 
French company, but has Italian, Swiss and Spanish 
holdings. It, too, writes no life business. 

8. Of the domestically controlled companies, one is 
the agricultural mutual, Cf AMA. The only real indigenous 
commercial company is the Societe tunisienne d'assurances 
et de reassurances (STAR), which was formed in 1959 
with 51 per cent State capital, 20 per cent from the Societe 
tunisienne de banque, and 29 per cent from foreign insur
ance companies. This company does write life business 
and it has made a very big impact on the market generally 
(see below). Along with STAR was formed also the Caisse 
centrale de reassurances legales as a reinsurance organiza
tion to which the other commercial companies must now 
make compulsory cessions (see below). 

9. Since the end of 1962, there have been two other 
developments in the domestic sector. A very small mutual 
society-Mutuelle des enseignants-was set up at the 
beginning of 1963; and the trade union-Union generale 
des travailleurs tunisiens-has just formed "El Ittihad", a 
co-operative venture that will attempt to interest the "little 
man" in insurance, but which has transacted no business 
so far. 

10. About 80 per cent of all the insurance business 
transacted in Tunisia is in the hands of the domestic 
companies, the two foreign-controlled subsidiaries, and 
26 of the 52 foreign companies operating through agencies 
(13 of the 36 foreign "groups"). The rest of the operating 
units are thus extremely small-scale affairs. 

11. Except in the marine field and in special circum
stances, no insurance may be placed direct by Tunisian 
residents with companies overseas. The non-marine excep
tions are made where the local market cannot provide 
reasonable cover. Thus, the local insurance needs of large 
industrial and commercial undertakings, such as Air-Tunis 
and certain oil and mineral concerns, tend to be placed 
abroad. The volume of such transactions is not known. 

12. Another source of direct overseas insurance trans
actions is the transfer of benefits on the substantial number 
of life and endowment policies taken out in Tunisia by 
French expatriates who have returned to France. (There 
has been a considerable movement in this direction in 
recent years, following independence and certain events 
in the succeeding period.) Such transfers were suspended 
for a time, but are now once more permitted, constituting 
an inevitable net drain of funds. (There have also been 
exchange control difficulties over the payment of claims 
incurred abroad by Tunisian residents on motor vehicle 
policies taken out in Tunisia; where these have been 
written by the Tunisian agency of a French company, 
for example, such claims are often met through the com
pany's head office.) Payments by immigrant workers on 
existing life policies taken out abroad can be made from 
the usual salary remittances permitted. 

THE STATUTORY AND LEGISLATIVE FRAMEWORK 

13. Until more recent years there were few significant 
differences between the legal and statutory conditions in 

which domestic and foreign concerns operated. In practice, 
of course, until the formation of STAR in 1959, any 
discrimination in favour of domestically domiciled com
panies would have applied only to CTAMA and the two 
foreign-controlled subsidiaries. Even now, most require
ments apply equally to domestic (including the subsidiaries 
throughout) and foreign concerns, although some tend 
to bear heavily on foreign operations to the extent that 
some of these are on a very small scale; the question of 
exchange controls is a separate matter. 

14. Both domestic and foreign companies must have 
the approval of the Minister of Finance before they can 
start operations. They must prove and guarantee their 
financial capability, etc., to the Ministry's satisfaction. 

15. On the surface, certain conditions for establishing 
and practising insurance operations look more stringent 
for domestic than for foreign companies. Domestic con
cerns are required to create a "legal" reserve over and 
above technical reserves. For life business, this must be 
constituted by setting aside 0.5 per cent of gross premium 
or subscription income up to the point where it equals 
20 per cent of share capital and, together with paid-up 
share capital, at least 5 per cent of mathematical reserves. 
For non-life business, it must be made up from 1 per cent 
of premiums until it reaches 20 per cent of share capital 
and, together with paid-up share capital, at least 33 per 
cent of average annual claims for the past five financial 
years. 

16. In fact, however, foreign companies must meet 
different, but equilibrating requirements. They must, in
stead of maintaining legal reserves, make an equivalent 
addition, over and above the sums normally required, to 
mathematical reserves held on account of life assurance; 
they must also make an addition to the technical reserves 
normally required to be held against non-life business of 
10 per cent of average gross annual premiums for the last 
five financial years. The balance of "legal" financial require
ments is thus approximately maintained between domestic 
and foreign concerns. All companies-domestic and foreign 
-must also maintain a small, officially determined, "fluc
tuation" reserve against variations in the value of securities 
and property held against working reserves. (The regula
tions regarding the constitution of technical reserves are 
the same for all companies, and are discussed below.) 

17. Since 1959 there has been a substantial increase in 
the number and stringency of financial and operating 
requirements with which companies must comply. (One 
of the most significant of the new requirements affects 
the "Tunisianization" of the forms in which reserves and 
the various other financial guarantees are permitted to be 
held; this is noted below. Special deposits have been 
required since 1961 of companies practising workers' 
accident insurance business and motor-vehicle insurance. 
The amounts demanded are, respectively, 25 per cent of 
the average capital maintained for income-earning pur
poses on account of workers' accident business over the 
previous three years, and 10 per cent of premiums paid 
or due on motor insurance in the previous year within 
lower and upper limits of D5000 and D30,000. These are 
again the same for domestic and foreign concerns. 

18. Another of the 1961 rulings, however, discrimi
nated overtly against the foreign company. The only pre
vious imposition made on foreign companies as such 
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operated on a quid pro quo basis. This was based, as is so 
much Tunisian insurance legislation, on French practice; 
it required the deposits of initial guarantees by companies 
wishing to operate in Tunisia, if the country in which 
they were domiciled required such guarantees of foreign 
companies operating there. Thus, Swiss companies opera
ting in Tunisia had to deposit in their first year of opera
tion the equivalent of 100,000 Swiss francs for each class 
of business-sickness, accident, civil liability, fire, credit, 
and marine-they wished to practise, and 20,000 Swiss 
francs for other non-life classes. 

19. This requirement was abrogated in 1961 when the 
new Arrete affecting all foreign companies was introduced. 
This requires foreign companies to place deposits with the 
Ministry of Finance of DIO,OOO in order to practise each 
of the following classes of business: life, credit and civil 
liability, workers' accident, motor-vehicle, and fire and 
explosion. For each other class of business, a deposit of 
D5000 is required of foreign companies. The maximum 
deposit required of any one company, irrespective of the 
classes of business written, is, however, D40,000. 

20. While this measure unequivocally discriminates 
against the foreign concern, its primary objective was not 
so much to drive out the foreign company as such, but to 
rationalize a market in which there were too many com
panies in relation to the volume of business available 
(see above), and which was extremely difficult to supervise 
effectively. It did, nevertheless, form part of a trend in 
which tighter control of (largely foreign controlled) insur
ance operations and the establishment of a government
sponsored domestic insurance company on a significant 
scale went hand in hand. Certainly, the introduction of the 
deposits system for foreign companies, on top of the 
several other financial requirements in force, appears to 
be achieving its aim of rationalizing the market (see the 
preceding section). Many of the smallest foreign agencies 
had total annual premiums in the region of only D2000-
3000; clearly, such a volume of business was far too small 
to justify payment of the new deposits. 

21. Government participation in the insurance market, 
as both buyer and seller, is also a factor increasingly 
working against the foreign company. As already noted, 
STAR is a State-controlled company. It is taking an 
increasing share of the market (see below), helped by the 
fact that the number of foreign companies operating has 
been contracting just as its own potential has been ex
panding. On the demand side, State departments and 
enterprises are not obliged to insure with STAR, but they 
are "invited" to do so. Most are apparently taking this 
up, although private companies-including some of the 
foreign agencies-still retain the accounts of some munici
palities, State farms, and State-controlled co-operatives. 

22. Now that STAR is well established, it could be 
that the rash of regulation and restriction affecting the 
traditional dominance of foreign operations will tend to 
subside. The Government does not appear to be eager to 
push out foreign companies as such (at least by definitive 
legislation); they remain free to start operations provided 
that they meet the various financial guarantees and deposits 
now required. One reason suggested for this is the Govern
ment's ambitions that domestic companies, as well as the 
foreign-controlled subsidiaries, should develop overseas 
operations of their own which will before long be greater 
than those of the foreign companies remaining in Tunisia. 

TABLE 1 
Apparent trend in gross premium income from business written 

direct in Tunisia 
(In thousands of dinars) 

Life business Non-life business Total 

1952 433 2144 2 577 
1953 514 2 334 2 848 
1954 556 2 521 3077 
1955 571 2 511 3 082 
1956 647 2 744 3 391 
1960 435 2 859 3 294 
1961 530 3 427 3 957 

To constrain foreign activities in Tunisia too vigorously 
could clearly jeopardize the fulfilment of such ambitions. 

23. This is not, however, to rule out some further 
contraction in the relative size of the foreign sector of the 
market. The total volume of business remains small enough 
to be handled quite effectively by fewer units. 

THE SCALE OF INSURANCE BUSINESS 

24. As already noted in this appendix, the statistical 
information available to us was seriously deficient in 
coverage and, in some degree, in accuracy. In particular, 
there is a statistical blackout between 1957 and 1959. It 
is emphasized that the figures presented in this and 
following sections should probably be treated as fairly 
broad indications of scale rather than as exact quantities; 
and it is also necessary to state firmly that inferences 
based on the statistics are made with considerable reserve. 

25. Table 1 shows the apparent scale and trend of 
total gross premium income for years in which data were 
available to us. These figures are derived from the official 
returns made available; apart from any other inconsist
encies they may contain, the total figures in the period 
1952-1956 may be over-estimated for reasons discussed 
below; and it is thought that the life figures, and hence 
the totals, for 1960 and 1961 may exclude capital redemp
tion or endowment business. 

26. Even allowing for the possible over- and under
estimates referred to above, it is apparent, if the figures 
in the table are otherwise reliable, that the small volume 
of business written in Tunisia also grew relatively slowly 
in the decade to 1961. It suffered particularly from the 
emigration of French expatriates after independence; this 
is reflected in the apparent drop in life business, which 
would still show up less markedly if, as suspected, the 
figures for 1960 and 1961 do not include receipts on endow
ment business. The general stagnation of the economy 
in the years immediately after independence also restrained 
expansion in the insurance sector generally. The introduc
tion of compulsory insurance of motor-vehicles in 1961 
is among the factors now making, however, for a much 
more rapid expansion, which is, as observed above, being 
shared amongst fewer operating units. 

THE SCALE OF NON-LIFE INSURANCE AND 

THE IMPORTANCE OF FOREIGN OPERATIONS 

27. Table 2 shows the direct non-life premium income 
of the various groups of companies. The total figures 
and those for the foreign agencies were derived from the 
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TABLE 2 

Apparent non-life premium income of domestic and foreign operations 

(In thousands of dinars) 

1953 

Domestic companies . . . . . 340 
of which: STAR •.... 

Foreign-controlled subsidiaries 121 
(as percentage of total) . (5.2) 

Foreign agencies ~ ~ • * • 1 873 
(as percentage of total) . (80.2) 

TOTAL 2 334 

statistics obtained from official sources. Those for the 
foreign subsidiaries were, however, taken from the annual 
reports ofthese two companies; in the official compilations 
they are included under the domestic company heading. 
The isolation of figures for these two companies leaves 
figures for the domestic companies for the years 1953-1956 
that look highly suspect and also cast doubts on whether 
the figures shown for all companies for these years (see 
also Table 1) are correct. This is further discussed below. 

28. In a balance-of-payments context these figures can 
be set beside total current account payments in 1961 of 
D118.4 million, and total payments for invisibles only of 
D34.4 million. 

29. From these figures it appears that total non-life 
business expanded by 17.6 per cent between 1953 and 
1956, and by 24.9 per cent between 1956 and 1961, despite 
the relative stagnation in the late 1950s. The major points 
that emerge are the dominance of the foreign agencies 
in the earlier years, and then the abrupt relative contraction 
in their importance in the face of stagnating or declining 
business, particularly among the expatriates whose insur
ance needs they naturally tend to meet, increasingly 
stringent financial requirements and restrictions that par
ticularly affected small-scale operations, and the develop
ment of the State-sponsored STAR. 

30. As noted above, however, the apparent decline 
of the premium income of domestic companies other than 
STAR-in other words, that of CTAMA-between the 
earlier years and 1960 gives rise to suspicions that the 
recorded figures for these years are not consistent. It is 
hard to find an explanation that appears altogether ade
quate. But it looks as though, for the years 1953-1956, the 
business that the foreign controlled subsidiaries contracted 
outside Tunisia might have been included in the compiled 
premium figure for the "domestic" companies (which, as 
noted, embraces the subsidiaries). The premium income 
of CT AMA, which is the crucial factor, was probably 
never more than D200,000 a year in this period; it did 
not prove possible to check tllis in the course of the 
study. If this assumption is correct, the total gross premium 
income in the years 1953-1956 must have been some 
D120,000-170,000 less than that shown in Tables 1 and 2; 
and the premium income of domestic companies must 
have been lower by a similar amount. 

31. On this basis, total non-life premium income ex
panded by about 33 per cent between 1956 and 1961, rather 
than by 25 per cent (see above). The share of foreign 
agencies in total business in 1956 would thus have been 

1954 1955 1956 1960 19rU 

378 316 370 504 816 
293 506 

143 147 167 307 473 
(5.7) (5.9) (6.1) (10.7) (13.8) 

2000 2048 2207 2048 2138 
(79.3) (81.6) (80.4) (71.6) (62.4) 

2521 2 511 2 744 2 859 3 427 

nearly 86 per cent, and the drop in this share by 1961 
all the steeper. 

32. Figures in the annual reports of CTAMA, STAR 
and the two foreign-controlled subsidiaries also do not 
tie up exactly with the compiled data for 1960 and 1961. 
The comparison is, however, very close; it is certain that 
the overseas business of the subsidiaries was not included 
in these years. 

33. Table 2 at least shows the main features of the 
scale and structure of the non-life insurance market: the 
small and, until recently, slowly expanding volume of 
business; and the once pronounced, but now steeply 
declining, dominance of the foreign agencies. This relative 
decline of the foreign agencies has probably continued as 
more of the smaller ones ceased Tunisian operations. It is 
possible that at the present time STAR alone is taking 
some 30 per cent of the market, and that the foreign 
agencies have been reduced to rather less than a 50 per 
cent share. (In some semi-official quarters, it is reckoned 
that the foreign agencies are now taking only around 30 
per cent of total business, but this is probably overstating 
their decline quite considerably.) 

34. In a non-insurance minded community, it is signifi
cant that the most important classes of non-life business 
are those in which there is an element of compulsion. 
Workers' accident insurance has been obligatory since 
1957; even so, it was overtaken as the major class in 
1957/58 by motor-vehicle insurance which was then made 
compulsory from the beginning of 1961. Motor-vehicle 
insurance is in fact easily the fastest-growing class, but 
this is not reflected accurately in premium income figures, 
since premium rates in this class are controlled and the 
maxima, set in 1956, are felt to be much too low in the 
light of the increasing incidence and volume of claims. 

35. Table 3 shows the relative importance of the main 
classes of non-life business in the total written by foreign 
agencies and by all companies in 1956 and 1961. 

36. It is significant that the foreign agencies appear to 
have lost most ground relative to other companies (and 
especially STAR) in the fast expanding motor-vehicle class. 
The fact that they have also lost out relatively on personal 
accident business reinforces the view that they are tending 
to take a smaller share of increases in business resulting 
from the introduction into the insurance market of more 
Tunisian nationals, who are evidently gravitating more to 
the companies with a relatively clear national image. 
Conversely, the foreign agencies were retaining their share 
comparatively successfully in the more traditional sectors 
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TABLE 3 
Main classes of non-life business 

(In percentages of non-life premiums) 

Foreign agencies All companies 

1956 1961 1956 1961 

Motor-vehicle. 31.1 33.4 29.6 35.6 
Workers' accident . 35.7 31.0 33.5 27.7 
Fire. 12.5 10.1 14.1 9.6 
Personal accident 5.7 5.1 4.7 6.7 
Marine 7.2 6.7 6.2 6.1 
Other classes 7.8 13.7 11.9 14.3 

TOTAL 100.0 100.0 100.0 100.0 

of the market such as fire business, though their steeper 
decline than for all companies in marine insurance was 
something of an exception in this respect. They were also 
managing to retain their workers' accident insurance 
business, and actually appeared to be making relative 
gains in public liability cover and certain small miscel
laneous categories. 

NoN-LIFE INSURANCE BUSINESS AND 

ITS BALANCE-OF-PAYMENTS EFFECTS 

37. Up to 1959 it is evident that there were wide 
channels through which funds involved in non-life insur
ance in Tunisia could flow overseas. At that time Tunisia's 
position in this context appeared to fall mid-way between 
a "composite debit" situation (see the main report) and 
the more sophisticated situation in which the external 
net debits are to some extent supervised and definable. 
Technical reserves were required to be held against business 
written in Tunisia: a minimum of 36 per cent of gross 
premiums was (and still is) required as an unexpired risk 
reserve, and reserves for outstanding claims had to be 
maintained. But up to half these reserves could be invested 
in non-Tunisian (French) forms (see below); and there 
were also many remaining features of the accounting 
procedures of insurers in Tunisia that stemmed from pre
independence days when financial and foreign exchange 
questions were inextricably linked with French practice. 
Thus, the deposits, guarantees and reserves of French and 
other foreign insurers against business written in Tunisia 
were permitted to be held physically at the "Caisse de 
depots et consignations" or the Bank of France in Paris; 
more important, full revenue accounting of the Tunisian 
business of foreign companies was seldom carried out in 
Tunisia itself and there was no strict exchange control 
over the constitution of outflows arising out of insurance. 

38. Changes came in 1959. The introduction of close 
exchange control was associated with insistence upon full 
local accounting and the complete "Tunisianization" of 
the forms permitted as assets against reserves, which must 
now also be maintained physically in Tunisia. Now, the 
potential external effects of insurance business transacted 
in Tunisia are channelled through supervision of ac
counting, etc., and exchange control into the theoretically 
definable elements of overseas reinsurance transactions and 
the underwriting surpluses of foreign companies after local 
guarantee and reserve requirements have been met. 

39. Unfortunately, it is quite impossible from the data 
available to build up a clear comprehensive picture of 
either overseas reinsurance or underwriting surpluses. 

l. Overseas reinsurance transactions 

40. Little can be said definitively about reinsurance; in 
the absence of firm statistical data, not even a coherent des
criptive picture can be sketched in with much confidence. 

41. There is an a priori case for assuming that reinsur
ance overseas is practised to a considerable degree by the 
foreign agencies via their head office treaty arrangements. 
What extremely scanty evidence there is, however, is not 
conclusive on this point. The synthesized Tunisian under
writing accounts of certain French companies for 1960 
and 1961, see below, show reinsurance premium cessions 
of 10 per cent of gross premiums in 1960 and of 18 per 
cent in 1961 (when the compulsory local cession of 10 per 
cent (see below) had come into force). These figures should 
apparently include the cessions made on account of 
Tunisian business through head office treaty arrangements; 
but if they do, total non-compulsory cessions of 10 per 
cent and 8 per cent of gross premiums seem rather small. 
Deducting a small amount for the local facultative rein
surance that takes place in Tunisia, overseas cessions would 
represent significantly less than 10 per cent of gross pre
miums. On the other hand, such proportions would be 
consistent with an expressed view that the risks under
written in Tunisia tend to be small enough for large 
companies to absorb without recourse to reinsurance, 
other than that arranged on a local facultative basis for 
certain risks. The French companies from whose accounts 
the proportions mentioned above were derived mostly 
operate on a considerable global scale; so perhaps for the 
larger companies overseas reinsurance of business written 
in Tunisia approximates to such a scale. For smaller 
companies, the proportionate scale of overseas reinsurance 
is probably greater. Although there is presumably no 
reciprocity written back to the agencies on the reinsurance 
they cede abroad through head offices, it is apparent that 
commission and claims received, arising from the cessions, 
significantly cut down the resultant net external debit (see 
Table 5). 

42. The reinsurance activities of the two foreign-con
trolled subsidiaries can be charted rather more accurately. 
Being relatively small companies with commensurately 
limited retention capacities, and closely connected through 
ownership with European companies, it is not surprising 
that reinsurance forms a high ratio to gross premium 
income. Apart from the 10 per cent compulsory cession 
required since 1961, something in the region of a further 
65 to 75 per cent of theii premium income appears to be 
reinsured. Much the greater part of this is ceded abroad: 
to Europe. Assuming a 70 per cent overseas cession in 
1961, an apparent premium debit of D330,000 must have 
occurred on this account. On the basis of total reinsurance 
ceded, i.e., including that ceded·locally on both voluntary 
and compulsory bases, commissions and claims received 
against reinsurance cessions amounted in 1961 to about 
80 per cent of premiums ceded. Applying this proportion 
to the assumed overseas reinsurance cessions only, com
missions and claims received in 1961 would have brought 
in a total of D264,000, leaving a net overseas debit of 
D66,000. In addition, the two companies accept some 
reinsurance, but it is not known how much of this was 
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reciprocity for cessions made on Tunisian business as 
against the business they write outside Tunisia, or how 
much represents local acceptances from other insurers 
in Tunisia. In any case, their total of reinsurance accept
ances in 1961 was only D39,000 and the claims and 
commissions paid out amounted to D32,000. 

43. STAR reinsured in 1961 at a rate of some 25 per 
cent of gross premiums, largely in London, Paris, Rome 
and Zurich. Assuming that the whole of its reinsurance 
went abroad, its premium drain in 1961 was Dl51,000. As 
it was only just establishing its overseas connexions and in
creasing the volume of its cessions it received only D42,400 
in claims and commissions from its reinsurers; the apparent 
net overseas debit was thus 0108,600. As STAR is ex
panding the volume of its business, cessions are still likely 
to be outstripping claims by a wide margin. 

44. A fairly new and crucial factor in the Tunisian 
reinsurance set-up was the imposition from 1 January 1961 
of a compulsory cession of 10 per cent of gross premiums 
(including those on life business) to the Caisse centrale 
des reassurances legales, which was set up for this purpose 
and is managed by STAR. Along with CTAMA, STAR 
itself is exempt from making the compulsory cession. 

45. There is insufficient evidence to support any useful 
conclusion on the Caisse's effect on the potential overseas 
reinsurance debit. It may be that the foreign companies 
operating through agencies see the compulsory cessions 
as merely an additional burden to be met, and continue 
with their arrangements for overseas reinsurance. A factor 
that might add to the feeling of the compulsory cessions' 
being in the nature of a fiscal imposition is the rate of 
commission paid on them. This appears to fall well below 
the usual commercial average; it is 20 per cent on motor
vehicle insurance, 15 per cent on workers' accident, and 
rises to a top figure in the non-life category of 22 per cent 
on fire business. The ceding companies do, however, 
receive a share in any profits on the Caisse's reinsurance 
business. 

46. However, the Caisse itself appears to retrocede 
to Europe only about 10 to 12 per cent of the premiums it 
receives; this, in fact, seems a rather small proportion, 
but it is the estimate put forward. On the crude calculation 
that 10 per cent of all gross direct premiums (including 
those on life business) were ceded to the Caisse in 1961, 
and that 12 per cent of these were retroceded abroad, 
the overseas premium debit of the Caisse would be D38,000 
in 1961. (It is not certain whether any cessions over and 
above those that are compulsory were, or are, made to 
the Caisse; on the whole, and in view of the indifferent 
commission rates, it is unlikely that there was anything 
significant in this respect.) Assuming that the Caisse 
receives in resultant claims and commission about 80 per 
cent of its assumed reinsurance premium cessions abroad, 
its net overseas reinsurance debit in 1961 would have 
been in the region of D8000. It is doubtful whether the 
Caisse receives any very significant reciprocity from abroad 
since its connexions will still be building up gradually. 

47. The total of the rough estimates made for the 
Caisse, STAR, and the two foreign subsidiaries suggests 
a net overseas reinsurance debit in the region of D180,000 
in 1961 from a reinsurance premium outflow of some 
D619,000. The net debit probably resulted in a physical 
transfer of funds smaller than D180,000 to the extent that 
reserves against net cessions are retained by ceding 

companies. In view of the very limited evidence available no 
estimate can reasonably be made of the net overseas debit 
produced by the reinsurance transactions on account of 
the foreign agencies' business; hypotheses for calculation 
in this context could produce results that would be more 
misleading than revealing. 

48. A special word needs to be said about exchange 
control as it affects reinsurance. In theory, insurers are 
allowed to remit properly calculated reinsurance debit 
balances overseas on a quarterly basis. Several French 
companies operating in Tunisia assert, however, that no 
such remittances have actually been made since the tighter 
exchange controls introduced in 1959 took effect. The 
reinsurance transactions on account of their agencies would 
thus have formed merely a book-keeping operation; no 
funds would actually have been transferred from Tunisia
the transaction would have been financed by head offices 
on behalf of the agencies, which would be debited wic11 the 
balances involved. It appears, however, that non-French 
companies may have fared better in this respect. Certainly, 
the subsidiaries, STAR and the Caisse have been permitted 
to remit overseas reinsurance debit balances. It is also 
thought that the restriction of the free flow of reinsurance 
balances may now be about to ease. In the past three 
years or so, however, the physical net outflow of funds 
on account of reinsurance transactions might not have 
been much greater than suggested in the preceding 
paragraph. 

2. The surplus earnings of foreign insurers 

49. As noted above, the underwriting surplus of foreign 
insurers theoretically available for remittance depends 
upon the maintenance in Tunisia of certain minimum 
reserves. As also noted, it is impossible from the data 
available to assess the volume of this surplus (or deficit). 
The consensus and the information that is available 
strongly suggest, however, that Tunisia has been a far 
from profitable market for the foreign agencies in recent 
years, and underwriting losses have apparently been by no 
means uncommon. 

50. Table 4 is based on compiled data on which no 
great reliance is placed. No very valuable inferences about 
profitability can be drawn from it. 

TABLB 4 
Apparent results of the non-life underwriting of foreign agencies 

(In thousands of dinars) 

Credits 
Gross premium income 

Debits 
Claims paid 
Commissions paid 
General expenses . 
Movement in total reserves . 

Apparent gross underwriting surplus 

(Apparent surplus, excluding move-

1960 1961 

2048 

1188 
381 
189 

2138 

1 420 
443 
227 

-382 

+430 

ment in reserves) . . . . . . . . ( + 290) (+48) 

.. = Not available. 
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TABLE 5 TABLE 6 
Non-life underwriting results of certain French companies in 

Tunisia 
(In thousands of dinars) 

Credits 
Premium income, including reinsurance 

premiums 
Commission on reinsurance ceded . 
Reinsurers' contribution to claims paid. . 
Reserves held to the charge of reinsurers at 

the end of the year 
Technical reserves at the end of the 

previous year . 

Total receipts, including others 

Debits 
Claims paid 
Commissions, including commissions on 

reinsurance accepted 
Premiums ceded to reinsurers . 
General expenses and taxes 
Technical reserves at the end of the year 
Reserves held to the charge of reinsurers at 

the end of the previous year 

1960 

925.9 
25.4 
37.9 

97.8 

1961 

832.7 
31.7 
49.6 

131.6 

1 618.2 1 763.8 

3 006.7 3 183.6 

576.4 

176.9 
97.7 
68.7 

1 885.1 

96.6 

676.2 

161.5 
152.4 
73.3 

1 631.6 

98.1 

Total debits, including others . . . 3 120.3 3 098.2 

BALANCE -113.6 +85.4 

51. The volume of the apparent underwriting surplus 
was presumably smaller on a net of reinsurance basis. 
The fact that reserves declined in 1961 while premium 
income rose could be explained by the inclusion of reserves 
other than against unexpired risks in the total reserves 
figure. Also, the number of foreign agencies was declining, 
the reserves of those that ceased operations during 1961 
would presumably disappear from the accounts completely. 

52. A rather more refined account is shown in Table 5 
in respect of the Tunisian business of certain French 
companies, which accounted for about 60 per cent of the 
total gross non-life premium income of all foreign agencies 
in Tunisia. The companies included in 1961, however, 
differ a little from those covered in 1960; the figures for 
the two years are therefore not comparable. The figures 
were derived from the Tunisian underwriting accounts of 
the companies. They tend to confirm the general impression 
of erratic underwriting results, giving small surpluses or 
even small losses on average over recent years. 

53. Table 6 shows such operating data as are available 
for the years 1954-1956 for all companies operating in 
Tunisia. (Only CT AMA featured as a purely domestic 
company in these years.) Once again, however, the accuracy 
of the figures, quite apart from the doubt about the reinsur
ance figure, is suspect-perhaps more so than for 1960 
and 1961. The table serves, however, to indicate broad 
relationships between the underwriting components in the 
earlier years. 

54. Whether or not the reinsurance figure in Table 6 
is net of receipts from reinsurance ceded, it is apparent 
that underwriting surpluses were far from large even in 
this period, if the figures can be relied upon at all. 

55. Of the two foreign subsidiaries, one had apparent 
underwriting deficits (after allowing for reinsurance trans-

Apparent results of the non-life underwriting of all companies, 
1954-56• 

(In thousands of dinars) 

1954 1955 1956 

Credits 
Gross premium income 2 521 2 511 2 744 

Debits 
Claims paid 1 181 1 256 1 465 
Commissions paid 404 387 416 
General expenses 223 247 250 
Movement in total reserves . +365 +417 +478 
Reinsuranceb . 275 308 335 

Apparent balance on underwriting +73 -104 -200 

a These figures probably include the non-Tunisian business of the two foreign 
controlled subsidiaries. 

b It is not known whether the reinsurance figure is net of reinsurance claims 
and commissions received. If it is~ then the apparent underwriting balance is as 
shown (if it could be assumed that all the figures are true); if it refers only to 
reinsurance premium cessions, then small surpluses would more consistently 
appear. 

actions) on business in Tunisia of some Dl150 in 1960 
and D6,000 in 1961. The other had a negligible surplus 
in 1960 and a deficit of over D9,200 in 1961. Neither of 
them has apparently ever achieved a significant under
writing surplus, and in most years there have been slight 
deficits. Even with the addition of income from interest, 
dividends and rents, there have been no significant profits. 

56. It is thought that STAR is achieving a fair rate 
of profit on its underwriting, though the effects of the 
rapid build-up of its business from scratch make it difficult 
to interpret its results in an objective, comparative way. 

57. The ratios of claims paid to premium income show 
some interesting contrasts among the groups of companies 
and the classes of business. These are presented, from the 
data available, which may not give a wholly accurate 
picture, in Table 7. 

TABLE 7 
Ratios of claims paid to gross premium income 

(In percentages of gross premium income) 

Domestic companies Foreign con-
Foreign and foreign con- trolled sub-

ClaH of business agencies trolled subsidiaries sidiaries only 

Workers' accident 
1960 63.1 37.4 54.7 
1961 76.7 35.6 62.6 

Motor vehicle 
1960 65.4 21.6 40.4 
1961 76.5 33.4 76.9 

Fire 
1960 30.3 8.6 21.2 
1961 42.1 3.8 7.9 

Marine 
1960 75.0 36.8 101.6 
1961 63.7 27.7 59.2 

Total non-life classes 
1960 58.0 24.5 44.8 
1961 66.4 29.1 48.2 
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TABLE 8 
Ratios of claims paid to gross premium income 

(In percentages of gross premium income) 

1953: all companies 
1954: all companies 
1955: all companies 
1956: all companies 

of which: 
Foreign agencies . 
Domestic companies 

and foreign con-
trolled sub-
sidiaries 

.. = Not available. 

a 1952 figure. 

Workers' 
accident 

56.6 
59.8 
65.9 

64.4 

74.7 

Motor 
vehicle Fire Marine 

51.5 11.3• 
53.3 11.0 54.6 
58.9 12.1 60.0 
58.3 14.3 65.2 

58.9 11.8 62.0 

55.5 20.6 111.0 

Total 
non-life 
classes 

46.9 
50.0 
53.4 

54.4 

49.0 

58. Such comparable data as are available for earlier 
years are shown in Table 8. 

59. In Table 7, the figures for domestic companies are 
distorted by STAR's substantial impact as a new company, 
its rapidly rising premium income being unmatched in 
those years by the lagging rise in claims payable. By 
contrast the claims ratios of the foreign agencies as a 
group are exaggerated by the fact that some were then 
going out of business in Tunisia and hence accepting no 
more premiums. A comparison of the claims experience 
of foreign agencies and the foreign-controlled subsidiaries 
clearly illustrates the poor performance of the agencies 
as a group, while a similar comparison in 1956 suggests 
that some at least of the agencies' unhappy experience in 
1960 and 1961 was attributable to their declining number. 

60. In the non-life insurance market as a whole it is 
significant that the highest claims ratios are experienced 
in the two main classes of business: workers' accident 
and motor-vehicle insurance. It is significant also that 
these are two classes in which premiums are statutorily 
limited, and in which insurance is compulsory. All this 
provides a poor basis for the over-all profitability of non
life business. 

61. In fact, quite considerable underwriting losses are 
believed to have been made in recent years on motor
vehicle insurance. The insurers' ability to make a profit 
or break even in this sector is hampered not only by the 
statutory maximum premiums, which are now widely 
considered to be well out of line with the risks involved, 
but also, according to some insurers, by magisterial and 
judicial awards in accident cases that seem excessively 
severe on the motorist. It is interesting to note that some 
insurers apparently still manage to quote lower premium 
rates than the prescribed maxima by means of highly 
selective underwriting; this practice causes annoyance to 
other insurers, since the existence of the lower premiums 
charged by some companies tends to be officially cited as a 
reason against a rise in the fixed maxima. Even the scope 
for such selective underwriting is in any case limited; the 
market for motor-vehicle insurance is evolving so rapidly 
that it is very difficult to keep pace with all relevant develop
ments, and so to maintain the quality of underwriting. 

62. It is apparent also that marine business is prone 
to produce a high rate of claims, while such sectors as 

hail damage are also liable to heavy claims from time to 
time. Fire business clearly tends to be the most profitable 
class, as is usual in countries like Tunisia. This is one of 
the classes in which tariffs, based on the French pattern, 
operate. Even where tariffs are operative, however, there 
has been a good deal of hidden discounting and rebating, 
though this may well be dying out with the passing of 
many of the smallest concerns. 

63. Allowing for the distortions produced by the clo
sure of many foreign agencies and the rapid expansion of 
STAR's premium income, a comparison of Table 7 and 
Table 8 suggests that the ratio of claims to premiums is 
rising, especially where premiums are controlled. 

64. Comparisons of the ratios of commissions and 
expenses to premiums are also distorted by the impact of 
STAR and the closures of foreign agencies. In 1960 and 
1961, however, the foreign agencies and the foreign con
trolled subsidiaries both had ratios of around 30 per cent. 
Those of foreign agencies had increased, not surprisingly, 
from nearer to 25 per cent in the years 1954-1956; their 
comparative performance in this respect certainly looks 
quite sound. 

65. Some foreign agencies continue to achieve over-all 
surpluses despite the restrictions and purely commercial 
problems outlined. It is evident, however, that of late 
the amount theoretically available for remittance in any 
one year must be small. Moreover, there have also been 
in recent years considerable obstacles in the path of actual 
remittance. Since the present phase of exchange control 
began in November 1959, remittances of genuine insurance 
surpluses have remained theoretically permissible. Several 
French companies operating through agencies, however, 
claim that no such remittances have been made since 1959. 
It is uncertain just how universal this experience has been, 
but exceptions appeared very hard to find. At least one 
non-French operation, however, asserts that it can remit 
its surpluses-usually after a delay of some nine months 
after the end of the accounting year. If there is discrimina
tion against French operations in this respect, it may 
well be due to the particularly unfavourable payments 
position vis-a-vis France. The curtailment of remittances 
in this way is not, however, seen as more than a (rather 
prolonged) temporary phase. It should also be noted that 
a particularly aggravating aspect of the present exchange 
control practice is that any deficiencies in required reserves, 
etc., at the end of an accounting year must be made good 
by an inward remittance of funds from the agency's head 
office. 

66. Subsidiary operations are permitted to remit divi
dends to their overseas shareholders. So far, however, 
neither of the two foreign-controlled subsidiaries have 
made any significant distributions to shareholders, although 
the position may change before long. 

67. The small amounts shown or implied by the rough 
guides to remittable surpluses in this section suggest that, 
even if actual transfers were freer, there would have been 
little net movement of funds on this account of late, taking 
one year with another. The actual flow in the most recent 
years, arising from remittable surpluses, must have been 
negligible on average. 

LIFE BUSINESS AND ITS BALANCE-OF-PAYMENTS EFFECTS 

68. As already noted, life business written in Tunisia 
appears to have declined since 1956 (and more especially 
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since 1958), as French expatriates, particularly those con
nected with the army, pulled out of the country. The 
indigenous market is extremely thin, and its development 
is likely to be a slow process not only because of the low 
incomes of the great majority but also because of the 
effects of Moslem beliefs. However, demand for life insur
ance will grow; one source of expansion recently has 
proved to be the Government's housing loans, for which 
applicants find it advantageous to hold a life policy. 

69. The trend of premium income on life business was 
shown in Table 2. It was also noted in connexion with 
that table that the figures for 1%0 and 1961 might exclude 
capital redemption or endowment business, which is specifi
cally included in the figures for the earlier years. Any 
endowment business was probably very small in the later 
years, however, as it must be associated almost exclusively 
with expatriates; even if such business is not included in 
the 1960 and 1961 figures, it is very probably still true 
that life business slumped between 1956 and 1960. 

70. The life fund, which consists of mathematical 
reserves calculated on approved actuarial principles, has 
been subjected to the same regulations regarding its loca
tion and the permissible forms in which it may be held as 
those already referred to in respect of non-life funds (see 
also the following section). There is now no question, 
therefore, of any temporary losses of investment funds 
through the transfer out of Tunisia of any part of the 
reserves held against life business written in Tunisia. 

71. The statistical data available indicate that mathe
matical reserves against life business written in Tunisia 
rose from just over D1.5 million in 1954 to D2.0 million 
in 1956; they were apparently down to rather less than D1.9 
million in 1960 and had regained a level of D2.0 million 
in 1961. 

72. All the life business written prior to 1960 was in 
the hands of the foreign agencies. Neither of the two 
foreign controlled subsidiaries write life business as yet. 
In 1960, however, STAR entered the life field. Its share 
of life premiums received was 10 per cent in 1960 and 15 
per cent in 1961; its reserves held against this business, 
however, amounted to only 1 per cent of the total in 1960 
and to 2.5 per cent in 1961, since it was then obviously 
beginning to build up life funds from scratch. 

73. There is some loss of funds (to be offset over time 
by payments as policies mature) through the overseas 
reinsurance of life business, though the scale is not known. 
The records of certain leading French companies, ac
counting for the greater part of the life business written 
in Tunisia, show premiums ceded in reinsurance at a rate 
of just over 10 per cent of direct premiums received in 
1961, against a rate of nearly 13 per cent in 1%0. This, 
however, is hard to square with the introduction of the 
compulsory 10 per cent cession to the Caisse (see above) 
in 1961. Presumably the exchange control difficulties over 
physical remittances apply to some degree in this sector 
too. 

74. The main drain on account of life insurance is the 
inevitable one associated with the policies of those expatri
ates leaving Tunisia. Transfers of the balances of life funds 
against such policies are now being made again after 
something of a hiatus in 1961/62, owing to exchange 
control. Companies sometimes, however, hope that clients 
will agree to take payment locally to avoid the trouble of 
arranging for the sums to be transferred. 

TABLE 9 
Technical and mathematical reserves 

(In thousands of dinars) 

19.54 19SS 19.56 1960 1961 

Life business: mathemati-
cal reserves. . . . . . 1 516 1 730 1 994 1 879 2 024 

Non-life business: techni-
cal reserves . . . . . . 2 820 3 237 3 600 4 666 4 983 

TOTAL mathematical 
and technical 
reserves . . . . . 4 336 4 967 5 594 6 545 7 007 

THE EMPLOYMENT OF RESERVES 

75. Statistical data available in respect of reserves are 
again of uncertain calibre. Table 9, however, gives a basic 
indication of the size of technical and mathematical 
reserves held against all business written in Tunisia. 

76. In 1961, STAR and CTAMA together accounted 
for some 10.5 per cent of the non-life technical reserves, 
and the two foreign-controlled subsidiaries for a further 
15.4 per cent. 

77. It is difficult to match up exactly the reserve figures 
from the company records of the domestic and foreign
controlled subsidiary concerns with the compiled figures 
available. Discrepancies could be caused by the inclusion 
in the compiled figures of additional "mathematical" 
reserves that are held in a special income-earning account 
against workers' accident business, and are not included 
in non-life technical reserves shown in company records. 
It is also not certain which, if any, of the various statutory 
guarantees, associated with reserves are included in the 
compiled reserves figures; it is unlikely, however, that these 
are included. Assuming that deposits and guarantees are 
not included in the figures in Table 9, the total of funds 
(excluding paid-up capital, etc.) arising from insurance 
activities and available for some kind of employment was 
perhaps nearer DS million than D7 million in 1961. STAR's 
build-up of business must now be the main force expanding 
them further. Even so, the volume is not very large, and 
the relatively small life fund is a factor limiting the im
portance of insurance funds as a whole. 

78. All deposits, guarantees and reserves are subject 
to statutes regulating the forms in which they may be held. 
Prior to 1959, Tunisian Government securities, or those 
having its guarantee, and securities of the Credit foncier 
de France issued in Tunisia could be held without limit. 
All deposits and guarantees could be maintained only in 
these forms or in cash. Up to 50 per cent of technical 
(and mathematical) reserves could be held in urban 
buildings in Tunisia, provided they are not mortgaged 
to more than 20 per cent of their value; in other real 
estate in Tunisia, France, Algeria and French overseas 
territories and protectorates; in first mortgages on urban 
property in Tunisia (under certain conditions); in housing 
loan societies; in French Government securities and other 
French and French overseas official securities; and in 
approved stocks and shares registered on the Paris Bourse. 

79. An Arrete of August 1959, however, erased the 
non-Tunisian element in these permissible forms for 
reserves. Moreover, it reduced the proportion of reserves 
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that may be held in forms other than official Tunisian 
securities. Now, securities of the Tunisian Government 
(or those guaranteed by it), and bonds issued by Tunisian 
communes, the Societe tunisienne de banque, and the 
Banque nationale agricole, may be held without limit. Up 
to 30 per cent only of technical (and mathematical) reserves 
may now be held in the following range of forms: urban 
buildings in Tunisia, provided they are not mortgaged 
to more than 20 per cent of their value; first mortgages 
on urban property in Tunisia, provided that all mortgages 
on the property do not exceed 40 per cent of its value; 
building societies approved by the Finance Minister; 
shares quoted in Tunisia and other shares authorized by 
the Finance Minister. 

80. In practice, then, all reserves must now be held 
and invested in Tunisia. Previously, more than the pre
scribed limit of 50 per cent was in fact in some cases held 
in forms other than government and other approved official 
securities. The companies were given a breathing space in 
1959 to comply with the new regulations, a decision prob
ably motivated in part by the valuable role of insurance 
funds in financing buildings. All the same, investment 
portfolios are being "Tunisianized". In their reserves 
against business written in Tunisia, the foreign-controlled 
subsidiaries now have no non-Tunisian securities. Their 
main holdings, and also those of STAR, are in develop
ment bonds and subscriptions to official loans raised for 
the communes and for building. The technical reserves, 
together with the special "mathematical" reserves held in 
respect of workers' accident insurance business, of the 
two subsidiaries and STAR totalled some 01,234,000 at 
the end of 1961, of which more than half was in Tunisian 
securities and shares, the rest being in buildings, mortgages, 
and presumably, cash. 

81. No breakdown of the investment of reserves was 
available for the insurance sector as a whole. Despite their 
small size, insurance funds-still mostly, though decreas
ingly, held by foreign concerns-appear to be of some 
importance in financing official and public utility loans 
of various sorts. They are also of some significance in the 
property market. A departure away from the usual office 
block properties in this sector has been the formation of 
consortia by some French companies to finance workers' 
dwelling schemes, in connexion, it is believed, with their 
handling of workers' accident insurance. 

82. Insurers' complaints about the strict investment 
requirements in force centre on the poor combination of 
income and appreciation offered by the permissible forms. 
The limited range of short-term forms available means a 
lack of flexibility, which is the more serious over-all since 
non-life reserves are considerably greater th<'ln those in the 
life sector. A particular problem arising from the limited 
range of instruments available for investment, and their 
generally low rate of appreciation, is bound up with the 
tendency for the period of claim settlements to be long 
drawn out, not least through delays in litigation. Where 
such delays occur, the final award may well be up-valued 
with the passage of time more than the reserves covering 
the potential payment have appreciated. Returns from 
investment are generally very mediocre, since so large a 
proportion of reserves must go into fixed-interest forms. 
There are only a few local shares that can reasonably be 
invested in by insurance companies; property thus becomes 
the main medium through which insurance companies 

can potentially combine income with appreciation, but 
the scope is limited. 

THE RELATIVE EFFICIENCY OF FOREIGN 

INSURANCE SERVICES 

83. It would be invidious-and at this stage in any case 
impossible-to judge the efficiency of the one domestically
controlled commercial insurance company in relation to 
that of the foreign concerns. The question of the relative 
performance and efficiency of STAR when it has settled 
into an established pattern of operation following its 
initial phase of very rapid expansion will, however, be 
both interesting and important, especially as it is a govern
ment-dominated concern. STAR is, however, obviously 
making ground fast. Even admitting its built-in advantages, 
the rapid growth of its business in several classes suggests 
its operational adequacy. Reports that it is making a 
comfortable profit cannot satisfactorily be tested objec
tively at a time when its scale of business is in the process 
of rapid expansion; but, if correct, they suggest that STAR 
is also operating essentially as a commercial undertaking. 

84. The market none the less continues to rely largely 
on the foreign agencies and the foreign-controlled subsidia
ries. Even if efforts to expand the domestic sector of the 
industry are pushed farther and faster, their success will 
hinge partly on one of the intangible contributions made 
by the foreign insurance companies. For there is a con
siderable shortage of trained indigenous insurance staff. 
In 1962, it was officially laid down that only Tunisians 
could become insurance agents; but this decision could 
not be applied strictly in view of the lack of suitably 
qualified personnel. "Agreed" agents of other nationalities 
still operate. Practically all the larger foreign companies 
operating in Tunisia have Tunisians training at head 
offices. Most of the leading STAR and government 
insurance officials are French-trained. 

85. Clearly, in the phase since 1959 the role of the 
foreign agencies has been undergoing a significant change. 
Just how significant that role will be when a more settled 
position once more emerges clearly may well depend on 
the policy the Government now pursues both in relation to 
the foreign operations themselves and to the establishment 
of an indigenous insurance industry. 

THE INSURANCE COST IN MERCHANDISE TRADE 

86. No firm estimates of the insurance element in c.i.f. 
imports or of the extent to which exports are insured 
locally can reasonably be made. It is thought that the 
bulk of exports are sold on an f.o.b. basis and that some 
70 per cent or more imports are purchased on a c.i.f. 
basis. This would clearly give Tunisia a substantial deficit 
on marine cargo insurance costs. Even when it falls to the 
Tunisian buyer or seller to arrange insurance of the goods 
involved, he may do so outside the country. That the local 
market for marine cargo insurance is very limited is 
evidenced by the fact that total premiums on marine and 
other transport insurance combined amounted to only 
D209,000 (of which the foreign agencies accounted for 
nearly 70 per cent) in 1961, against c.i.f. imports of 
D90.5 million and f.o.b. exports of D48.3 million. 

87. Assuming that 70 per cent of imports do in fact 
enter on c.i.f. conditions, and that 1 per cent of c.i.f. value 
is attributable to insurance, the insurance premium cost 
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in imports in 1961 would have been D634,000. Further 
insurance of imports might have been carried out by 
Tunisians on the international market. 

88. There is believed to be the prospect of regulations 
requiring importers to buy on f.o.b. terms and insure 
locally-the system adopted in several countries in a (not 
always very effective) effort to conserve foreign exchange 
on this account. 

CoNCLUSIONS 

89. Up to 1959, not only could reinsurance premiums 
and any surplus earnings be quite freely remitted, but also 
up to 50 per cent of technical (and mathematical) reserves 
could be held in non-Tunisian investment forms. The 
evidence available is nowhere near capable of supporting 
estimates of what the consequent net overseas debit on 
insurance must have been in these years. Clearly, however, 
the fact that virtually all the business was transacted in 
this period by the foreign agencies and the two foreign 
controlled subsidiaries, and the fact that the overseas 
reins~rance consisted of a one-way, or virtually one-way 
premmm flow, must have meant a debit of some size in 
relation to premium income, even if underwriting surpluses 
were not particularly large. 

90. After 1959, the situation changed. Several appar
ently almost unrelated events began to form a pattern 
that changed the face and inner workings of the insurance 
market. The "Tunisianization" of reserve holdings, the 
exchange control regulations, the insistence on local ac
counting and closer official supervision, and the establish
ment of STAR were followed in 1961 by the demand for 
special deposits to practise workers' accident and motor
vehicle insurance-the two leading classes of business, the 
institution of a discriminatory deposit system applying to 
concerns with head offices outside Tunisia, and the require
ment that 10 per cent of all business must be reinsured 
with the Caisse. Helped by the stagnation of insurance 
business in the late 1950s, especially that associated with 
expatriates, the restrictions on certain premium rates, and 
such aggravations as large court awards, especially in car 
cases, these measures appear to have cut down drastically 
the number of foreign operations, and to have reduced 
their over-all relative importance. In addition, it is evident 
that underwriting profitability has diminished still further 
in recent years, while exchange controls have (at least 
temporarily) greatly curtailed physical remittances. 

91. Of late, apart from those resulting from reinsurance 
transactions, the net overseas debits arising from insurance 
written in Tunisia must have been quite small, and the 
consequent net physical remittances of funds even smaller. 
At what cost, if any, in terms of the price, range and 
quality of insurance services available, these changes since 
1959 have been wrought it is not yet possible to say. More 
time must elapse, and more comprehensive data must be 
made available, before such judgements, which would be 
of considerable interest, can reasonably be made. 

APPENDIX VI: TURKEY* 

INTRODUCTION 

1. Published statistical data of a collated and compre
hensive nature are lacking. The Insurance Control Office 

• Value figures in this appendix are expressed in Turkish liras 
unless otherwise indicated. ' 

has only recently been established as such under the control 
of the Ministry of Commerce, which has the main responsi
bility for supervising the insurance sector. The Control 
Office has not yet built up a collection of statistics that 
could be of value in the present study. 

2. The Insurance Department at the Ministry of Com
merce has detailed operating accounts of insurance com
panies in Turkey for the years 1960, 1961 and 1962, but 
no attempt has apparently yet been made at collation and 
analysis. It is from these accounts that the main statistical 
basis of this study is drawn. No comparable records for 
earlier years were made available to us, but figures for 
certain major items were obtained elsewhere for 1958 and 
1959. It must be stressed that there is no guarantee that 
figures prior to 1960 are comparable in coverage with 
those from 1960 onwards; but they appear reasonably 
consistent. Neither can it be guaranteed that each com
pany's operating accounts, as available at the Ministry 
of Commerce, present a wholly accurate picture. It is 
uncertain to what extent they are officially perused and 
checked; certain items on some of them are difficult to 
reconcile internally, but it has not been possible within 
the scope of this study to delve into these oddities. It 
appears that no major attempt has been made at an 
official level to examine the balance-of-payments effects 
of insurance as a whole. 

3. While the restricted quality of the crude data must 
limit the authority of any inferences made from them 
the collations made in this study do give an indication of 
the scale of operations and of salient trends. The figures 
presented should not, however, be taken as definitive. 

THE ORGANIZATION AND STRUCTURE OF THE 

INSURANCE MARKET 

4. Like India, Turkey has a long commercial history 
by the standards of developing countries. The structure 
of the insurance market, with domestic companies very 
much predominant, has a look of maturity. But, as ob
served in the main report (Table 2), the community as a 
whole is very far from insurance-minded, particularly in 
the life group; the influence of Islam may well go some way 
towards explaining this apparent disinterest in at least 
some forms of insurance. 

5. The insurance market in September 1963 was made 
up of 14 Turkish companies, of which two were State
controlled and one a mutual co-operative organization· 
3 foreign-controlled subsidiary operations, in two of which 
Italian interests predominate, the third being controlled 
by French interests; and 17 foreign companies operating 
through a total of 13 agents. Of these 17 agencies gf 
foreign companies, 4 each are of British and French 
companies, 3 each of West German and Swiss, 2 of Italian, 
and one of a Spanish company. In addition, there is one 
private specialist reinsurance company operated by Turkish 
interests only, and Milli Reasurans, operating under 
government licence, to which compulsory reinsurance ces
sions are made by all insurers on their Turkish business 
(see below). 

6. Table I shows the number of (direct insurance) 
companies operating in 1962, and the scope and relative 
importance of their non-life business. 

7. Life insurance was written by 13 of the 14 Turkish 
insurers, by all three foreign-controlled subsidiary opera
tions, but by only three of the foreign agencies, one of 
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TABLE 1 

The structure of the non-life insurance market, 1962 

Type of 
operation° 

Turkish companies 
Foreign subsidiaries 
Foreign agencies 

a Direct insurers only. 

TOTAL 

Number of 
companies 

14 
3 

17 

34 

which is in the process of winding up these operations. 
In 1962 the Turkish companies wrote 80 per cent of total 
life ousiness and the foreign subsidiaries 15 per cent. 

8. Perhaps the outstanding feature of the structure of 
the non-life insurance market is the generally small and 
specialized (on traditional fire and marine classes) nature 
of the foreign agencies' business. This reflects their historic 
association with merchanting houses, of which insurance 
agencies often form a specialized department, and with 
the local insurance needs of expatriates and their com
mercial interests in Turkey. There are no branches of 
foreign companies. (The overseas operations of Turkish 
companies are not significant, although two of them are 
in the process of establishing agencies in West Germany
where there is an increasing number of Turkish workers. 
These overseas operations are currently believed to have 
very little balance-of-payments effect in relation to insur
ance operations in Turkey, and are not taken into account 
in this study.) 

9. Apart from marine cargo insurance the amount of 
foreign exchange involved in insurance transactions carried 
on direct with insurers outside Turkey is believed to be 
minimal. The Law for the Control of Insurance Companies 
(1959) states that any individual or legal entity established 
in Turkey shall conclude his or its insurance business with 
insurers in Turkey. According to the Law, residents of 
Turkey are, however, entitled to take out life assurance 
abroad under terms to be laid down by the Ministry of 
Commerce. In practice, though, no such terms have been 
published, and there is thus only a very small amount of 
life business carried on direct with insurers abroad, repre
senting the servicing of long-standing business. A small 
amount of business is transacted with insurers overseas 
against premiums remitted through the Central Bank of 
Turkey in foreign exchange to provide accident cover 
(including cover for private vehicles) for residents travelling 
abroad. In addition to legislative controls on placing 
insurance business direct with insurers abroad, there is 
also a further practical obstacle in as much as Turkish 
residents may not maintain reserves of foreign exchange 
either within the country or abroad. It may be assumed 
that little of any "black market" traffic in foreign exchange 
is attributable to overseas insurance transactions. 

THE LEGISLATIVE AND STATUTORY FRAMEWORK 

10. There is no statutory discrimination against foreign 
insurers as such, apart from the incidental effects of 
exchange controls (see below) which are not confined to 
insurance. 

Number operating in each class Percentage 
of non-life business of gross 

Fire Marine Accident Other" 
non-life 

premiums 

14 13 14 2 79.5 
3 3 3 11.5 

14 13 5 9.0 

31 29 22 2 100.0 

b Special hail damage and livestock death classes. 

11. The insurance market is supervised, but the con
ditions and requirements that must be fulfilled to carry 
on insurance business are not particularly onerous, espe
cially to companies writing a responsible volume of busi
ness. Supervision has been in force since 1927, but the 
1959 law is the most recent formal expression in this 
sphere. 

12. Insurance companies incorporated in Turkey (and 
this, of course, includes foreign-controlled subsidiaries) 
must be joint stock companies with a minimum of five 
shareholders and minimum capital of L T1 million, or 
mutual provident associations with a minimum member
ship of 100. Foreign companies (other than through 
subsidiaries) are eligible to operate in Turkey if their 
articles of association in their country of origin match 
up to the minimum standards for Turkish companies noted 
above. They are not obliged to put up separate capital 
in Turkey equivalent to the L T1 million minimum for 
Turkish companies. They must, however, prove their lawful 
operation for at least the past ten years in their country 
of origin, and submit a balance sheet covering the past 
three years. Their representative in Turkey must have full 
power of attorney. The law reserves the right to the 
authorities to refuse or withdraw a licence to a foreign 
insurer whose country of origin, on Turkish companies 
seeking to operate there, demands more stringent con
ditions than apply to foreign insurers in Turkey; or the 
authorities may impose on such foreign insurers in Turkey 
similarly stringent conditions. 

13. Each insurance company operating in Turkey, 
whether domestic or foreign, is required to constitute in 
Turkey initial guarantees. These consist of a fixed and a 
variable element. The fixed guarantee is of LT75,000 for 
each of the life and fire classes of business carried on, of 
LT50,000 for the marine class and of LTlOO,OOO for 
operating in the accident class. For each risk class not 
covered in the above categories, an additional L T25,000 
must be put up. However, a company operating in a 
single class only must furnish a minimum fixed guarantee 
of LT150,000, in two classes only of LT200,000, and in 
three classes only of L T250,000. 

14. The variable guarantee must be constituted in each 
non-life class by not less than 5 per cent of gross premium 
income from that class during the preceding financial year, 
after deduction of the premiums on cancelled or terminated 
policies. The variable guarantee must, however, amount 
to not less than 50 per cent of the fixed guarantee separately 
furnished for that class as above. For life insurance, the 
variable guarantee is the net amount of mathematical 
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reserves as calculated at the end of the financial year on 
net premiums on business written in Turkey, less loans 
on policies and premiums collected in advance of their due 
date, plus outstanding claims and credited bonuses. 

15. These initial guarantees may be held in Turkey in 
the same form as the required technical reserves, of which 
the variable guarantee element forms part (see below). 

16. To the extent that insurance companies incorpor
ated in Turkey, like all Turkish companies limited by 
shares, must also establish a legal reserve equal to 5 per 
cent of annual net profits up to a maximum of 20 per cent 
of share capital, the agencies of foreign insurance com
panies have a marginal advantage over domestic concerns 
and foreign subsidiaries. 

17. All insurance companies must submit annually to 
the Ministries of Commerce and Finance copies of their 
balance sheets, profit and loss accounts and, where appli
cable, audited mathematical reserves accounts. Foreign 
companies must also submit the balance sheet and profit 
and loss account of the parent company to the Ministry 
of Commerce. 

18. The main form of discrimination against foreign 
insurers in Turkey is represented by the placing of govern
ment insurance business with companies in which there is 
a government holding; for the most part, of course, this 
practice also discriminates against domestic companies 
with no official participation. State enterprises have a 
controlling interest in two insurance companies and mino
rity holdings in five others (as well as in Milli Reasurans); 
the sum total of the State enterprise investments in insur
ance companies is equal to some 18 per cent of the total 
share capital of all the Turkish controlled companies. 

19. In general, the State tends to insure with companies 
in which it has a holding. This is certainly true of the State 
railways, the State-controlled sugar factories and several 
other State enterprises. There are two important exceptions, 
which, however, still exclude the participation of foreign 
agencies. 

20. The Maritime Bank (Denizeilik Bankasi) is a State
owned concern which possesses over 50 per cent of the total 
tonnage on the Turkish shipping register, including more 
than 80 per cent (by number) of all vessels of more than 
300 gross tons. In fact, the substantial majority of hull 
insurance is of State-owned vessels. The insurance of these 
vessels is arranged on a co-insurance basis, whereby most, 
if not all, of the Turkish-controlled and foreign subsidiary 
companies sign the policy, which is written by Ankara 
Sigorta, and receive a percentage of the premium. This 
percentage varies from year to year and is the subject of 

great competition between the individual companies. The 
ceding of the compulsory 25 per cent to Milli Reasurans 
still takes place automatically. 

21. Secondly, the great majority of aviation business 
is of State-controlled Turkish airlines (Turk Hava Yollair
THY) fleet. Insurance of aircraft is treated as accident 
insurance and is carried out through a pool operated by 
Genel Sigorta. Here again most, if not all, of the Turkish
owned and foreign subsidiary companies participate, al
though the claims experience of recent years has made 
this business less popular than that of the Maritime Bank. 
The procedure is slightly different in that, while all the 
participating companies sign the policy, the premium is 
held by Genel, and the other companies are debited or 
credited with a deficit or balance of premiums due to 
them against claims paid and commission due to Genel on 
their behalf. All reinsurance of this business is carried out 
by Genel on behalf of the other participating companies. 

THE SCALE OF INSURANCE OPERATIONS 

22. Table 2 shows the scale in terms of gross premium 
income (excluding taxes, etc. paid by the insured) of life 
and non-life insurance business combined. It must be 
emphasized again that the completeness of the figures, or 
the comparability of those for 1958 and 1959 with those 
for 1960-1962, are not guaranteed. 

23. Even allowing for a certain lack of comparability, 
it can fairly be assumed that insurance is expanding quite 
rapidly from low levels. Gross premium income in 1961, 
as shown in Table 2, was 54 per cent greater than in 1958, 
compared with a rise in net national product at factor 
cost of some 37 per cent between the same years. 

24. Again allowing for distortions owing to the non
comparability of data, it is also clear that there was a 
significant break in the expansionary trend in 1960, fol
lowing a particularly large increase in 1959. It is hard to 
pin this sequence on to any one outstanding factor. The 
size of the rise in 1959 was, however, probably attributable 
to an increase in fire premium rates associated with infla
tion of property values, the introduction late in 1958 of 
compulsory third-party insurance of all motor vehicles 
in provinces (accounting for about half of the total vehicle 
registrations) not previously liable for this, and exception
ally high marine insurance activity (see below). In 1960, the 
relapse was probably largely attributable to political revolu
tion. As tension mounted an increasing amount of money 
is believed to have gone into private hoards, perhaps 
partly at the expense of insurance policies. Immediately 

TABLE 2 

1958 . 
1959 0 

1960 0 

1961 0 

1962 . 

Gross premium income on business written direct in Turkey 
(Amounts in millions of Turkish /iras) 

Turkish companies Foreign subsidiaries Foreign agencies 

Percentage Percentage Percentage 
of total of total of total 

103.6 77.9 16.4 12.3 13.0 9.8 
143.5 76.4 23.1 12.3 21.3 11.3 
126.3 75.4 23.7 14.1 17.6 10.5 
159.5 78.4 26.4 13.0 17.6 8.6 
187.7 79.7 27.9 11.8 20.1 8.5 

Total 

133.0 
187.9 
167.6 
203.5 
225.7 
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TABLE 3 
Gross premium income on non-life business written direct in Turkey 

Turkish companies Foreign subsidiaries Foreign agencies 

Percentage 
LTmn of total LTmn 

1953 . 28.1 76.1 4.3 
1958 . 86.2 77.1 13.6 
1959 . 120.7 75.3 19.2 
1960 . 108.7 74.7 20.1 
1961 . 137.8 78.3 22.9 
1962 . 167.5 79.5 24.1 

after the revolution, the new Government called for declara
tions of wealth as a check on taxation returns. This led 
to conversions of liquid assets into cash; insurance policies 
may have been especially subject to such conversion, since 
they form a useful indicator of individuals' fixed assets. 

THE SCALE OF NON-LIFE INSURANCE BUSINESS AND 

THE IMPORTANCE OF FOREIGN OPERATIONS 

25. Table 3 shows the trend (though distortions because 
of non-comparability of data must be allowed for) of the 
scale of non-life insurance business and the part played 
in the market by foreign insurers. 

26. As a balance-of-payments reference point, total 
non-life premiums in 1961 amounted to 3.1 per cent of 
total current account payments and to 11.4 per cent of 
invisible payments while those of foreign subsidiaries and 
agencies represented 0.7 per cent and 10.4 per cent respec
tively of total current account payments and invisible 
payments. 

27. The declining share in non-life business of the 
foreign insurers, particularly of the agencies, is undoubtedly 
bound up with trends in the classes of non-life business in 
a way that forms a familiar pattern in several developing 
countries. Table 4 shows relative trends in the main classes 
of business. The figures are calculated from the compulsory 
cession receipts of Milli Reasurans, expanded in accord
ance with the appropriate proportionate rates of cession 
(see below). 

28. The disproportionate share of the marine class in 
the minor insurance boom in 1959 (see above) appears to 
have been brought about by the delivery of new vessels 
for the Maritime Bank and the upsurge in foreign trade 
at the beginning of the economic stabilization programme. 
This apart, it is evident (though allowing for some non
comparability of figures) that Turkish companies are now 

TABLE 4 
The distribution of non-life gross premiums among classes of 

business 
(In percentages) 

1953 1958 1959 1960 1961" 1962° 

Fire. 55.7 46.5 40.6 46.2 41.8 42.6 
Marine 31.0 28.3 35.7 27.5 26.9 23.0 
Accident. 13.3 25.2 23.7 26.3 31.3 34.4 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 

• Excluding one Turkish company. 

Percentage Percentage 
of total LTmn of total Total 

11.6 4.5 12.3 36.9 
12.1 12.0 10.8 111.8 
12.0 20.4 12.7 160.3 
13.8 16.6 11.5 145.4 
13.0 15.3 8.7 176.0 
11.5 19.0 9.0 210.6 

tending to gain at the expense particularly of the foreign 
agencies. The main reason is almost certainly the much 
faster rise of accident business, especially covering motor 
vehicles, in relation to fire and marine business. It has 
already been noted in Table 1 that few of the foreign 
agencies write accident business at all, concentrating largely 
on traditional fire and marine cargo cover for the com
mercial (and often expatriate) sector. In 1962, the share 
of the foreign agencies in total accident insurance premiums 
was only 4.3 per cent. As the demand for insurance spreads, 
largely through the medium of the motor-vehicle, among 
individual nationals, so it appears that the domestic com
panies are gaining more than proportionately, just as 
might be expected on a priori grounds. 

29. The rise in accident insurance has been the most 
striking feature of the insurance market in recent years, 
even allowing for upward premium rate adjustments. The 
growth of the motor vehicle park from 61,000 in 1953 
to an estimated 150,000 in 1962 and the fact that third 
party insurance is now universally compulsory have been 
major factors behind the rise. Yet the increase may well 
have been most marked recently in comprehensive motor 
vehicle insurance, since the high accident rate is bringing 
home the value of such cover. 

NON-LIFE INSURANCE BUSINESS AND ITS 

BALANCE-OF-PAYMENTS EFFECTS 

30. Certain technical reserves must be held in Turkey 
against business written in Turkey. This requirement, 
together with the statutory submission to government 
bodies of operating accounts and the activities of the 
exchange control authorities, ensures that there is no 
question of a "composite net indebtedness" situation (see 
the main report), arising on account of non-life insurance 
in Turkey. The main potential flows are in respect of 
overseas reinsurance transactions, the remittable surpluses 
of foreign agencies, and any remittable surpluses achieved 
or overseas dividend payments made by foreign-controlled 
subsidiaries. 

1. Overseas reinsurance transactions 

31. Reinsurance transactions are the main element in 
the effects of insurance operations in Turkey on the balance 
of payments. A good deal of reliance is placed on overseas 
reinsurance facilities; they play a vital role in expanding 
the capability and capacity of the Turkish market in 
accepting risks. 

32. Quite apart from the compulsory cessions to Milli 
Reasurans (see below), a good deal of reinsurance is 
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TABLE 5 
Reinsurance cessions of non-life premiums 

(In percentages of gross direct non-life premium income) 

Cessions within Turkey0 Cessions abroad 

1960 1961 1962 1960 1961 1962 

Turkish companies . 38 37 46 50 53 49 
Foreign subsidiaries 32 38 42 50 49 49 
Foreign agencies . 39 35 34 40 36 40 
Reinsurance 

companiesb 4 4 4 49 50 51 

TOTAL 37 37 44 62 66 62 

a Compulsory cessions to Milli Reasurans are at 25 per cent of gross direct 
premium income. 

b Percentages of reinsurance premiums received from domestic sources. Milli 
Reasurans accounts for all the domestic retrocessions of reinsurance companies. 
while its retrocession overseas amounted to 43 per cent of its reinsurance premium 
income from domestic sources in 1960, 45 per cent in 1961, and 46 per cent in 
1962. 

transacted locally. These may well lead to some double 
counting in the statistics; they must also blur the real 
contribution by each group of companies to the net debits 
arising on account of overseas reinsurance. None the less, 
it is probably worth maintaining the distinction by owner
ship of company in analysing the main reinsurance flows, 
provided that the above reservations are borne in mind. 
The reservations about the general accuracy of the date 
from which the figures are derived (see above) also need 
re-emphasizing at this point. 

33. Table 5 shows the relationship between reinsurance 
premiums ceded locally and abroad and gross premium 
income on business written direct in Turkey. The total 
of local and overseas cessions as a proportion of gross 
premiums must obviously, however, be overstated because 
of the retrocession overseas of reinsurance premiums 
received from within Turkey; including the reinsurance 
companies, cessions made locally and overseas amount 
to more than 100 per cent of gross direct non-life premium 
income. 

34. Table 6 shows the net non-life premium drain on 
account of reinsurance overseas. Again, it must be remem
bered that the figures for each group of companies may 
include retrocessions abroad of premiums taken locally 
in reinsurance from another group. The total ceded abroad 
does not, however, include any double-counting; and the 
figures for each group at least indicate relative importance 
in this context. 

35. The outstanding features to emerge from Tables 5 
and 6 are the large volume of premiums ceded abroad, 
and the very low degree of reinsurance accepted from 
overseas. Net premium cessions abroad thus amounted 
to between 56 and 61 per cent of gross premium income 
from business written direct in Turkey. While head offices 
write back to their foreign agencies in Turkey none of the 
reciprocal reinsurance acceptances they make on account 
of the cessions originating with the agencies, Table 5 
suggests, tentatively, that the agencies cede abroad a rather 
lower proportion of their gross direct premiums than other 
groups. The apparently very small degree of reciprocity 
received by Turkish companies against the reinsurance 
they cede abroad scarcely makes up for their higher 
proportional cessions. The foreign-controlled subsidiaries 

TABLE 6 
Non-life reinsurance premiums ceded and received from abroad 

(In millions of Turkish liras) 

(Minus (-) = external debit) 

Turkish companies 
Premiums ceded . 
Premiums received 
Net cessions . . . 

Foreign-controlled subsidiaries 
Premiums ceded . 
Premiums received 
Net cessions 

Foreign agencies 
Premiums ceded . 
Premiums received 
Net cessions 

Reinsurance companies• 
Premiums ceded . 
Premiums received 
Net cessions 

All insurance operations 
Premiums ceded. 
Premiums received 
Net cessions 

1960 

-53.8 
4.2 

-49.6 

-8.0 
1.8 

-6.2 

-6.6 

-6.6 

-22.0 
2.8 

-19.2 

-90.4 
8.8 

-81.6 

1961 

-73.3 
3.7 

-69.6 

-11.1 
1.2 

-9.9 

-5.5 

-5.5 

-25.4 
2.9 

-22.5 

-115.3 
7.8 

-107.5 

1962 

-81.4 
4.8 

-76.6 

-11.9 
0.8 

-11.1 

-7.5 

-7.5 

-29.3 
3.0 

-26.3 

-130.1 
8.6 

-121.5 

a Milli Reasurans accounts for all the premiums received and for around 
three-quarters of the premiums ceded; it has lower net cessions in relation to 
premiums ceded, therefore, than the private reinsurance company. 

and more particularly Milli Reasurans command better 
reciprocity from abroad. But the great importance of over
seas reinsurance and the substantial net debit it entails on 
premium cessions stand out clearly throughout Table 6. 

36. The over-all balance on overseas non-life reinsur
ance transactions is shown in Table 7. This takes account 
of commissions and claims received on cessions made 
abroad and commissions and claims paid on reinsurance 
accepted from overseas. No plausible explanation has been 
found for the sums which, according to the data available, 
were paid out as commission by foreign agencies on 
reinsurance accepted from abroad; it has already been 
observed in Table 6 that these agencies received no reinsur
ance premiums from abroad. Clearly, there is an incon
sistency here; however, the amounts involved are small. 

37. The over-all net deficit on overseas reinsurance 
transactions clearly depends on claims experience. Except 
in 1962, overseas reinsurers appear to have incurred low 
claims commitments on business from Turkish companies 
(half reflected in that from Turkish reinsurers, who retro
cede abroad a fairly representative part of all business 
written direct in Turkey). The claims recouped from over
seas reinsurers by foreign controlled subsidiaries and by 
foreign agencies (except in 1962, in contrast with the 
experience of Turkish companies) generally form a higher 
ratio to premiums ceded overseas. The ratio of claims 
paid to premiums taken in reinsurance from abroad was 
generally substantially higher than that on the business 
ceded abroad in the years 1960-1962, although Turkish 
insurers get something of a relief in this respect also in 
1962. A drive to obtain greater reciprocity on business 
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TABLE 7 
Overseas balance on non-life reinsurance transactions 

(In millions of Turkish !iras) 
(Minus (-) external debit) 

1960 1961 1962 

Turkish companies 
Payments -57.6 -76.4 -84.8 

of which: Premiums ceded -53.8 -73.3 -81.4 
Receipts . 39.1 53.2 73.9 

of which: Claims paid by 
overseas reinsurers 15.5 24.8 43.1 

Balance -18.5 -23.2 -10.9 
(percent. of premiums ceded) (34.4) (31.7) (13.4) 

Foreign-controlled subsidiaries 
Payments -9.8 -12.3 -12.7 

of which: Premiums ceded -8.0 11.1 -11.9 
Receipts . 10.2 10.4 10.2 

of which: Claims paid by 
overseas reinsurers 5.3 5.4 5.2 

Balance 0.4 -1.9 -2.5 
(percent. of premiums ceded) ( .. ) (17.1) (21.0) 

Foreign agencies 
Payments -6.7 -5.5 -7.5 

of which: Premiums ceded -6.6 -5.5 -7.5 
Receipts . 6.8 4.4 5.1 

of which: Claims paid by 
overseas reinsurers 4.5 2.5 2.4 

Balance 0.1 -1.1 -2.4 
(percent. of premiums ceded) ( .. ) (20.0) (32.0) 

Reinsurance companies 
Payments -24.9 -28.4 -32.6 

of which: Premiums ceded -22.0 -25.4 -29.3 
Receipts . 18.6 22.6 27.5 

of which: Claims paid by 
overseas reinsurers 7.6 10.0 13.2 

Balance• . -6.3 -5.8 -5.1 
(percent. of premiums ceded) (28.6) (22.8) (17.4) 

All insurance operations 
Payments -99.0 122.6 -137.6 

of which: Premiums ceded -90.4 -115.3 -130.1 
Receipts . 74.7 90.6 116.7 

of which: Claims paid by 
overseas reinsurers 32.9 42.7 63.9 

Balance -24.3 -32.0 -20.9 
(percent. of premiums ceded) (26.9) (27.8) (16.1) 

• Milli Reasurans alone accounted for net external debits of LT 4.8 million 
in 1960, LT 4.7 million in 1961 and LT 2.9 million in 1962. 

ceded in reinsurance overseas would thus have to pay 
heed to the quality of the reinsurance business accepted 
from abroad. At any rate, the small volume of reinsurance 
premiums received from overseas in relation to cessions, 
coupled with the disparity in claims experience between 
business ceded and accepted, appear to have made Turkey's 
reliance on overseas reinsurance facilities a potentially 
quite expensive business in terms of foreign exchange in 
recent years at least. And it has been at least as expensive 
in this way (and apparently more in 1960 and 1961) for 
domestic companies as for the foreign-controlled subsidi
aries and foreign agencies. Experience on commissions 
on reinsurance ceded, which have generally amounted to 

comfortably over one-third of premiums ceded, appears 
to have been satisfactory and fairly uniform on average 
among the groups of companies. 

38. It must also be noted that there was an over-all net 
debit on overseas reinsurance transactions on account of 
life business averaging some LTI million, or rather more, 
in the three years 1960-1962. In the long term, however, 
these must balance out. 

39. It is also worth repeating here a point made in the 
main report that the net overseas reinsurance debits do 
not correspond with physical movements of funds over 
the exchanges, mainly because reserves against reinsurance 
premium cessions, which are assets of the reinsurer, are 
retained physically by the ceding insurer. Actual remit
tances arising from overseas reinsurance transactions are 
normally effected on the basis of a quarterly balance. 
Because of the evident importance of external reinsurance 
to the Turkish insurance market, remittances are generally 
made with a minimum of trouble and delay in the exchange 
control procedure. The main condition is that the re
insurance account furnished by the remitting company in 
Turkey must tally with that of the organization to which 
the remittance is being made. 

40. It is difficult to assess the effect that the compulsory 
reinsurance cessions to Milli Reasurans exert on the volume 
and pattern of overseas reinsurance transactions. Milli 
Reasurans was established in 1929 by the I~ Bank (Turkey's 
largest commercial bank, with almost two-fifths of its share 
capital State-owned), though it is not wholly owned by it. 
The I~? Bank had been licensed to form a reinsurance 
organization, to which all insurers were to be required to 
cede a fixed percentage of their premium income from 
business written direct in Turkey. For the first 25 years 
of its operations, Milli Reasurans received, through these 
compulsory cessions, 50 per cent of the premium income 
from all classes of business. Its second concession, applying 
in the five years 1955-1959, lowered the compulsory cession 
to 30 per cent and withdrew compulsory cessions on life 
business altogether. The third and current concession, 
which began in 1960 and expires at the end of 1969, further 
reduced the rate of the compulsory cessions of non-life 
business to 25 per cent of premium income. 

41. The motives for its establishment appear to have 
been mixed. It was almost certainly, for instance, meant 
to provide a sort of built-in control system in the insurance 
market. The weight given to its potential as a means of 
saving foreign exchange at the time of its inception is 
rather uncertain. The fact that the relative size of com
pulsory cessions has twice been reduced in recent years 
suggests that its usefulness in this sphere is judged to be 
limited. 

42. The lack of a run-back of comparable operational 
data makes a balanced assessment of Milli's efficiency 
in reducing the net external reinsurance debit difficult. In 
view of the heavy reliance of direct insurers in Turkey on 
overseas reinsurance, it may be reasonable to suppose 
that a very great deal of the cessions compulsorily made 
to the Milli would otherwise be ceded overseas. On the 
other hand, the Milli retains in Turkey not much more 
than half its premium income, even at the current reduced 
rate of compulsory cessions, and it incurs an over-all net 
debit on overseas reinsurance transactions. Still, on balance 
it seems likely that it does add to net retentions in Turkey. 
It appears to have an edge over the direct insurers, 
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particularly the Turkish companies and, of course, the 
foreign agencies, in obtaining reinsurance reciprocally from 
abroad; the claims experience on the reinsurance accepted 
from overseas has again, however, been none too happy 
in recent years. 

43. The commissions that Milli Reasurans pays on 
the compulsory cessions to it are 35 per cent on fire 
business, 30 per cent on marine, and 25 per cent on accident 
classes. These are rather low by normal commercial stand
ards and appear to be considerably less than those received 
on business it retrocedes abroad. Whether this in itself 
results in a net saving of foreign exchange is, however, 
doubtful, since companies ceding abroad what in fact 
goes to the Milli would presumably receive from overseas 
higher rates of commission. Otherwise, while most insurers 
consider the compulsory cessions as something that simply 
has to be tolerated, there are few complaints about the 
actual trading practices of Milli Reasurans. 

44. Whether there is to be an active campaign in the 
near future to increase local retentions and to obtain more 
reciprocal cessions from abroad is doubtful. It is believed 
that Milli Reasurans is thinking in terms of taking in more 
cessions from abroad; the often high claims ratio on such 
business in recent years is, however, bound to act as a 
brake on any such plans. There has also been some dis
cussion among several local companies with a view to 
increasing local retention capacity by means of forming 
a reinsurance "pool"; this would presumably also be 
capable of attracting more and better reciprocity from 
overseas. At the moment, however, there is certainly no 
great interest in boosting reciprocity from abroad, and 
no immediate prospect of reducing significantly the need 
of overseas reinsurance facilities. Reinsurance thus seems 
likely to remain the major source by far of international 
indebtedness on account of insurance. 

2. The surplus earnings of foreign insurers 

45. All insurers, domestic and foreign alike, must main
tain in Turkey certain technical reserves against non-life 
business written in Turkey. These must consist of a mini
mum of 25 per cent of gross premium income for the 
previous year in the case of marine and accident business, 
and of33.3 per cent in the case of fire business, plus a reserve 
to cover outstanding claims. Accounts showing that these 
minimum reserve requirements are being met must be 
furnished in support of applications to remit surpluses (see 
below). The variable element in initial guarantees (see 
above) counts towards the technical reserve required. Once 
these reserve requirements have been fulfilled, the remain
ing surplus of foreign operations on insurance business 
(net of all reinsurance transactions, the foreign exchange 
aspects of which were dealt with above), after all local 
expenses and taxes have been met, represents a sum 
theoretically available for transfer abroad. (Again, whether 
it represents an underwriting profit to the company con
cerned depends on its reserve policy, etc.; it appears 
unlikely, however, that the foreign agencies voluntarily 
retain in Turkey more than they are obliged to, and the 
apparent surplus after meeting Turkish reserve commit
ments is relevant in a balance-of-payments context.) 

46. It is possible for the years 1960-1962 to build up a 
detailed operating account of the various groups of com
panies from the records lodged at the Ministry of Com
merce. In the time available to us, however, it was not 

TABLE 8 
Certain items in the non-life underwriting experience of Turkish 

companies 
(In millions of Turkish liras) 

1960 1961 1962 

Receipts 
Gross premium income" 108.7 137.8 167.5 
Other receipts from the insured 
(taxes, duties, etc.). 29.9 37.0 38.1 

Payments 
Gross claims paid" 33.9 53.8 81.5 
Commissions paid on direct 

business . 23.3 26.2 33.0 
Expenses and taxes 23.7 28.4 33.1 

Underwriting results• 
Surpluses' 26.2 34.3 38.8 
Deficits' . 4.9 3.4 3.1 

Apparent balance' +21.3 +30.9 +35.7 
(Net surpluses as percentage of 

gross premium income) (19.6) (22.4) (21.3) 

a From and to the insured, i.e., excluding all reinsurance transactions. 
b After allowing for provision for reserves. all reinsurance transactions. and 

other receipts and payments. 

c Some companies record surpluses, others deficits; the apparent balance is 
merely the addition of the two. 

possible to extract and collate the full details. In any case, 
for the sake of clarity, and because several items have 
only tangential relevance in the present context, only 
selected items from the statistical data extracted are pre
sented below. There is a further, more serious, factor that 
argues against a fully detailed formalization of operating 
data: parts of the returns of some companies give rise to 
considerable doubts about the accuracy with which they 
are compiled-there are some odd features which we are 
unable to explain. In the absence of any alternative 
sources, and particularly in the absence of official compila
tions, there appears to be no alternative but to use the 
data extracted from the records to assess the major items 
in the operating accounts. The rider is that not a great 
deal of reliance should be placed on them, and that 
inferences from them should be made with considerable 
reserve. 

47. Thus, Tables 8, 9, 10 and 11 show certain operating 
data, excluding reinsurance transactions and movements in 
reserves, and recorded underwriting surpluses or deficits, for 
Turkish companies, foreign-controlled subsidiaries, foreign 
agencies, and the three groups together, respectively. 

48. These accounts, and particularly the expenses and 
taxes figures and the underwriting results, simply do not 
look very credible. The underwriting results are certainly 
inconsistent with the widespread concern of insurers in 
Turkey about making ends meet at all; and they are also 
at variance with apparent underwriting experience in most 
other countries, either in Europe or in the developing 
group. 

49. In particular, considerable losses are thought to 
have been made on motor-accident business in recent years 
(partly because of the control exercised over premium 
rates); yet, although accident business as a whole shows 
up as easily the least profitable of the three major 
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TABLE 9 
Certain it~ms in the non-life nnderwriting experience of foreign

controlled subsidiaries 
(In mil/ions of Turkish liras) 

1960 1961 1962 

Receipts 
Gross premium income4 20.1 22.9 24.1 
Other receipts from the insured 

(taxes, duties, etc.). 4.8 5.8 6.0 

Payments 
Gross claims paid• 10.1 10.0 11.4 
Commissions paid on direct 

business 5.5 5.6 6.5 
Expenses and taxes 3.6 4.0 4.0 

Underwriting resultsb 
Surplusesc 3.7 5.2 4.7 
Deficits' . O.Q2 

Apparent balance' +3.7 +5.2 +4.7 
(Net surpluses as percentage of 

gross premium income) (18.4) (22.7) (19.5) 

4 • b, c-see footnotes to Table 8. 

classes, it appears from our data to have produced under
writing surpluses of well over 10 per cent of gross premium 
income between 1960 and 1962. There is reason for 
suspicion that the expenses and taxes figures are not as 
comprehensive as they appear on the accounts from which 
the data in the tables were extracted. Changes in reserve 
fund policy-within the statutory requirements affecting 
reserves--could have some bearing on the results. 

50. Neither are certain contrasts at all easily explained. 
It is odd that foreign agencies, with their traditional con
nexions with good fire and marine business-unmistakably 
the two highest profit-earning groups-should have such 

TABLE 10 
Certain items in the non-life underwriting experience of foreign 

agencies 
(In millions of Turkish /iras) 

1960 1961 1962 

Receipts 
Gross premium income• 16.6 15.3 19.0 
Other receipts from the insured 

(taxes, duties, etc.). 5.4 4.7 5.5 

Payments 
Gross claims paid" 8.3 7.5 8.9 
Commissions paid on direct 

business 5.8 5.2 6.2 
Expenses and taxes 5.6 4.8 6.0 

Underwriting resu/tsb 
Surpluses• 2.6 2.5 1.5 
Deficits' . 1.2 1.4 1.2 

Apparent balance• +1.4 +1.1 +0.3 
(Net surpluses as percentage of 

gross premium income) (8.4) (7.2) (1.6) 

«, b, e_see footnotes to Table 8. 

TABLE 11 
Certain items in the non-life underwriting experience of all direct 

insurers 
(In millions of Turkish /iras) 

1960 1961 1962 

Receipts 
Gross premium income• 145.4 176.0 210.6 
Other receipts from the insured 

(taxes, duties, etc.). 40.1 47.5 49.6 

Payments 
Gross claims paid• 52.3 71.3 101.8 
Commissions paid on direct 

business 34.6 37.0 45.7 
Expenses and taxes 32.9 37.2 43.1 

Underwriting results• 
Surpluses• 32.5 42.0 45.0 
Deficits' . 6.1 4.8 4.3 
Apparent balance' +26.4 +37.2 +40.7 
(Net surpluses as percentage of 

gross premium income) (18.2) (21.1) (19.3) 

a, •· '-see footnotes to Table 8. 

markedly poorer results in these categories than Turkish 
companies of foreign-controlled subsidiaries that their 
over-all surpluses are pulled down well below those in the 
other two groups. This is all the more odd since there is 
little room for wide differences in two at least of the 
possible variables. 

51. First, premium rates are drawn up by the Turkish 
Union of Insurance and Reinsurance Companies and 
approved by the Ministry of Commerce. The rates applied 
by the individual companies, including foreign companies, 
must comply with the standards laid down by the Union, 
whilst premium rates for special risks are arbitrated by a 
separate Premiums Committee, which sits at Milli 
Reasurans. Control of these premium rates is now officially 
in the hands of the Insurance Control Office, but in practice 
Milli Reasurans maintains all the control that is required, 
in its own interest. Thus, competition between companies 
in this important respect is limited; abuse of the regulations 
may be possible, but to no great extent. Secondly, com
missions paid to brokers and agents are also controlled. 

52. In connexion with the foreign agencies in particular, 
the question perhaps arises here of how clear the borderline 
between reinsurance remittances overseas and the transfer 
of surpluses really is. 

53. A more clear-cut, if more limited, comparison 
of the operations of the three groups of companies can be 
made by isolating their respective claims experiences. 
This is done in Table 12; the possible lack of comparability 
of data for 1958 and 1959 with those for the later years 
should, however, be borne in mind. 

54. Even allowing for their relatively rapid expansion 
of premium income, it is fairly clear that the Turkish 
companies tend to enjoy better experience on claims than 
the other two groups. The difference between the Turkish 
companies and others, and more especially that between 
the foreign-controlled subsidiaries and the foreign agencies, 
is, however, inconsistent with the apparent differences in 
Tables 8-11 between rates of over-all underwriting 
profitability. 
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TABLE 12 
Ratios of gross claims paid to gross premium income 

(In percentages) 

1958 1959" 196(} 1961 1962 

Turkish rompanies 43.2 30.0 31.2 39.0 48.6 
Foreign-controlled 

subsidiaries 62.4 31.7 50.4 43.9 47.4 
Foreign agencies 68.4 31.4 49.8 48.7 46.9 
All direct insurers . 48.2 30.4 36.0 40.5 48.3 

• The particularly low ratios in 1959 were due in part to the increase of 40 per 
cent in basic premiums on commercial fire risks and of 100 per cent in those 
on domestic risks in that year. 

55. It is nevertheless probably true that the Turkish 
companies and the foreign-controlled subsidiaries are 
achieving rather better results than the foreign agencies, 
despite the larger proportion of unprofitable motor accident 
business they write. As a group, the foreign agencies appear 
to be contracting into a somewhat static corner of the 
market. 

56. Despite all the apparent shortcomings of the figures, 
and the many doubts about their validity, the sum of total 
net international debits on account of reinsurance and the 
apparent net underwriting surpluses earned by the foreign 
agencies may give a fair indication of international debits 
from non-life insurance written direct in Turkey. Such 
debits amounted to LT25.7 million in 1960, LT33.1 
million in 1961, and LT21.2 million in 1962. Actual sums 
theoretically available for transfer abroad are, however, 
rather greater, since the net surpluses of foreign agencies 
mask losses by some of them. Adding the gross surplus 
to net international reinsurance debits, instead of net 
surpluses, the figures become LT26.9 million, LT34.5 
million, and LT22.4 million for 1960, 1961 and 1962 
respectively. In addition, an indeterminate proportion of 
the profits of the three foreign-controlled subsidiaries 
is theoretically available for transfer-say, L Tl-2 million. 
And there may be a very small additional amount similarly 
available from investment income. The great relative im
portance of overseas reinsurance (see Table 7) in these 
figures should be noted. 

57. Sums actually remitted, however, fall short of the 
figures above. It has already been noted that physical 
remittances overseas on account of reinsurance are reduced 
by the practice in some cases of holding back a reserve 
against cessions (see above). In addition, the somewhat 
complex system of exchange control clearly restricts the 
physical overseas remittance of surpluses. About six or 
eight (though the number affected is not absolutely certain) 
of the foreign agencies and two out of the three foreign
controlled subsidiaries are at present unable to export any 
surpluses they may have for remittance. (This does not, 
however, apply to reinsurance.) Instead, such surpluses 
go into "blocked" accounts, which, in principle, are held 
awaiting legislation that will permit their transfer. The 
main determinant of which companies are or are not 
affected in this way stems from a principle of exchange 
control that is not confined to insurance operations. For 
insurance concerns, however, it appears to boil down to 
whether they can prove that the initial guarantees (and/or 
foreign capital element) for their operations in Turkey 
were furnished by the foreign principals in foreign currency. 

Funds held in "blocked" accounts do not earn any interest. 
They may usually be used, however, for investment in real 
estate and certain other forms; the extent of the use of 
blocked insurance surpluses is not known. 

58. Even where the remittance of surpluses overseas 
is allowed, the procedure is complicated. It is not com
pletely clear whether the mechanics of remittance are in 
fact the same for each foreign insurance operation. One 
system used, though how widely is uncertain, involves the 
presentation to the Central Bank of accounts showing an 
exportable surplus for a period ending six months before 
the date of the application to remit. (In some cases, the 
actual amount is put up in cash six or three months before 
the date of clearance.) From the amount for which ap
plication to remit has been made are deducted the claim 
payments made during the period between the end of the 
relevant account and the remittance application. The 
balance is available for remittance provided that the 
account statement of the remitting organization tallies 
with that of the parent company. The deduction of inter
vening claims payments means that surpluses for actual 
remittance are built up somewhat erratically. Further 
uncertainty over timing also occurs periodically because of 
long delays in obtaining the actual go-ahead from the ex
change control authorities for the physical remittance. 
Of late, delays have been shorter and less frequent. It is 
clear, however, that the physical remittances of the sur
pluses of foreign-controlled operations are both small 
and irregular. 

LIFE BUSINESS AND ITS 
BALANCE-OF-PAYMENTS EFFECTS 

59. The life insurance market is very limited; the 
community, perhaps partly because of religious beliefs, is 
antipathetic, and the per caput incidence of life insurance 
is low (see the main report, Table 2). Table 13 shows the life 
insurance premium income of the various groups of 
companies. 

60. The total premium income in 1962 of the 13 out 
of 14 Turkish companies and 3 out of 17 foreign agencies 
that write life business, and of the three foreign-controlled 
subsidiaries, amounted to 10.6 per cent of total premium 
income (see Table 2). The volume of business written by the 
foreign agencies is very small, and is probably very 
largely on account of expatriate lives. 

61. Mathematical reserves are calculated actuarially, 
the formula being approved by the Ministry when it passes 
the premium tariffs applying to life insurance; a claims 
reserve must also be held. These reserves must be con
stituted in "acceptable" investments (see below), and they 
are "blocked" in the sense that they must be deposited with 
a bank designated by the Ministry of Commerce. 

62. As it happens, of all the foreign operations writing 
life business only one of the foreign-controlled subsidiaries 
is eligible on exchange control grounds to remit profits. 
It is almost certain that there is virtually no "leak" of 
funds overseas on account of life insurance written in 
Turkey, except for the reinsurance cessions (which are 
repaid over time because of the nature of life insurance 
business), mentioned above. Even with no exchange 
control, it appears most unlikely that there would be 
more than a marginally significant repatriation of profits 
arising from the investment of life funds by foreign
controlled operations. The volume of life funds held 
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TABLE 13 
Gross premium income on life insurance 
(Amounts in millions of Turkish liras) 

1958 1959 

Percentage Percentage 
of total of total 

Turkish companies . 17.4 82.3 22.9 
Foreign-controlled subsidiaries . 2.8 13.3 3.8 
Foreign agencies . 0.9 4.4 0.9 

TOTAL 21.1 100.0 27.6 

could not be established separately from other assets in 
the time available to us. The total is included with other 
insurers' assets in the following section. 

63. It is most unlikely that net flows either way on 
account of outstanding life business, transacted prior to the 
present regulations by Turkish residents direct with insurers 
overseas, amount to a significant volume. 

THE EMPLOYMENT OF RESERVE FUNDS 

64. There are no requirements regulating the invest
ment of non-life technical reserves as such, but there is a 
list of "acceptable" investments covering life funds, and 
fixed and proportionate guarantees as a whole, including 
minimum non-life technical reserves. The list is wide 
ranging, but it does restrict holdings of the more volatile 
elements of a mixed investment portfolio-stocks and 
shares, real estate and mortgages-and has a bias towards 
public investment forms. It is, of course, confined to 
Turkish forms for both domestic and foreign companies. 

65. There is no limit on the amount of funds covered by 
the approved list that may be held in cash deposits of 
Turkish currency, the Turkish government's internal or 
external loan stock, bonds of the Turkish "Amortization 
and Credit Fund", and shares and bonds quoted on the 
stock exchange of institutions whose capital is held wholly 
or in part by the State or municipalities. Quoted shares and 
bonds of Turkish companies with no public participation 
may also be held with no fixed limit, provided such holdings 
are approved by the Ministry of Commerce, which may also 
fix a maximum amount. In addition, up to 50 per cent of the 
total of fixed and proportionate guarantees (including 
non-life technical reserves), and of the reserves held 
against life insurance business, may be held in real property 
in Turkey and mortgage loans up to half the value of the 
property's estimated selling price. 

TABLE 14 
Total assets and reserve fund liabilities at December 31, 1962 

(In millions of Turkish liras) 

Turkish companies . . . . . 
Foreign-controlled subsidiaries 
Foreign agencies . . . . . . 

TOTAL (including reinsurers) 

Total assets 

354.6 
47.6 
34.9 

531.5 

Financial 
guarantees and 

resen1e funds 

141.1 
19.3 
15.2 

245.7 

82.7 
13.9 
3.4 

100.0 

1960 1961 1962 

Percentage Percentage Percentage 
of total of total of total 

17.6 79.3 21.6 79.0 20.2 80.5 
3.6 16.4 3.5 12.7 3.7 14.8 
1.0 4.3 2.3 8.3 1.2 4.7 

22.2 100.0 27.4 100.0 25.1 100.0 

66. Few of the balance sheets of insurers include a 
breakdown of assets sufficiently detailed to draw any 
refined conclusions. Within the time available to us, 
however, it was not possible to go beyond these broad 
outlines in this context. Table 14 shows the total assets 
held by the various groups of insurers at the end of 1962 
and total reserve fund liabilities, including financial 
guarantees and legal reserves, technical reserves held 
against non-life business, mathematical reserves ac
cumulated in respect of life business, and all other reserves. 
Table 15 shows the main investment forms used bv the 
various groups of insurers in relation to their total assets 
in Turkey. 

67. Investment in securities, loans and fixed assets by 
insurers is not a very impressive total; excluding reinsurers, 
the combined investment in these forms at the end of 1962 
was only some LT139 million, of which the foreign agencies 
accounted for scarcely L Tl 0 million and the foreign
controlled subsidiaries for less than L T20 million. 

68. It is evident that the foreign agencies are loath to 
commit themselves to much investment of a longer-term 
character; the fact that they do very little life business is, 
of course, a major factor. Rates of interest of up to 4 per 
cent per annum can be earned on bank deposits, and of 
between 4.5 and 7 per cent on State loans, but the inflation 
risk is high; moreover, the market in government securities 
is not very flexible and they are sometimes rather difficult 
to dispose of. It is unlikely that the agencies have a signifi
cant amount invested in the stocks and shares of either 
State or private enterprises. The securities of State-con
trolled enterprises are not in fact a popular investment form 

TABLE 15 
Distribution of assets at December 31, 1962 

(In percentages of total assets) 

Foreign-
Turkish controlled Foreign 

companies subJidiaries agencies 

Cash or bank deposits 11.0 4.6 11.5 
Stocks, shares and bonds 18.0 16.8 21.5 
Loans, including those made 

against life policies and on 
mortgages 6.9 4.8 2.6 

Fixed assets . 6.1 18.7 4.3 
Other forms, including debts 

outstanding . 58.0 55.1 60.1 

TOTAL 100.0 100.0 100.0 
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with insurers in general, although those of concerns in 
which the State has a minority holding are held to a greater 
extent for their potential appreciation. 

69. Real estate and private sector stocks and shares 
are the principal hedges against inflation. It is apparent 
that the foreign subsidiaries are particularly active in 
the real estate market, and probably hold very close to the 
limit of 50 per cent of fixed and proportionate guarantees 
in property and loans. Generally, however, the mortgage 
loan is not a very widely used form of holding assets, 
partly because of rather stringent regulations governing 
such loans. 

70. In sum, the investment contribution of foreign 
insurers is not substantial. In particular, the foreign 
agencies keep only a negligible amount of funds in Turkey 
over and above what is required of them or blocked by 
exchange control, and the amount put to use outside 
government securities and, sometimes, their own office 
premises appears to be very small indeed. The foreign 
subsidiaries, as might be expected, retain more funds in 
Turkey-indeed two out of three must retain all their 
surpluses because of exchange control--and are particularly 
active in real estate. 

THE CONTRIBUTION AND RELATIVE 

EFFICIENCY OF FOREIGN INSURANCE OPERATIONS 

71. In very broad terms, the foreign agencies and 
foreign-controlled subsidiaries appear to have little to 
offer that is not equally well supplied by the Turkish 
companies. If the foreign agencies have a special role, 
it is limited, being largely bound up with the needs of 
expatriates and with overseas merchanting operations. 
Outside these spheres, the Turkish companies and, to a 
lesser extent, the foreign-controlled subsidiaries are 
obviously firmly entrenched. 

72. The management of Turkish insurance companies 
tends to be more forward-looking than that of some of the 
other sectors of Turkish commerce. Many of the Turkish 
insurers at management level have received training 
abroad; many still go abroad from time to time on "re
fresher" programmes, and many younger executives also 
spend periods overseas to study or broaden their experience. 

73. Since premiums are tightly controlled (yet said to be 
relatively high by European standards at least), the essence 
of competition in Turkish insurance lies in service to the 
insured. Admittedly, it is apparent that the prohibition 
of rebating is probably flouted through the intermediate 
operations of agents and brokers; in some cases, too, 
additional risks may be tagged on to what may ostensibly 
be, for example, a fire policy as a means of attracting 
business. But customers must be wooed to a large degree 
by service. The indigenous companies have many and 
widespread agencies or sub-offices, and the emphasis 
is on settling claims through them as rapidly as possible 
in a community that does, however, tend to encounter 
administrative delays. Long delays may occur from time 
to time in settling complex claims, especially since loss
adjusting services, etc., are not very highly developed; but 
competitive forces, channelled into the service side of the 
business, are strong enough to encourage the avoidance of 
long delays wherever possible. 

74. Except for the insurance services that they provide 
for the various minority groups in Istanbul, mostly tied 

up with trade and commerce, the foreign agencies thus 
appear to have no special role in Turkish insurance. There 
is no firm evidence to suggest that the services provided 
by the domestic insurers are seriously inadequate, given 
the limited size and scope of the market as a whole. 

THE INSURANCE COST IN MERCHANDISE TRADE 

75. A firm basis for estimating the proportions of 
imports and exports bought or sold on c.i.f. or f.o.b. 
terms is lacking. Imports are likely to be insured locally 
if they are also carried in Turkish vessels (government 
buying is a factor here); and all imports made against 
AID dollar funds are insured on the Turkish market. 
Altogether, perhaps 30-35 per cent of imports are insured 
with companies operating in Turkey against premiums paid 
in local currency. 

76. The insurance of exports presents an even more 
obscure picture. It appears probable that the majority 
of exports are shipped f.o.b., or at least that the insurance 
of them is placed outside Turkey by the shipper, for marine 
cargo insurance may be placed overseas. 

77. Although the IMF figures (see appendix VII) 
suggest from a very limited coverage that Turkey had a 
net surplus on account of the insurance of merchandise 
in international trade, it is difficult to see how this could 
arise. It is much more likely that a deficit was incurred, 
though there is not enough evidence on which to base 
even a guess about its size. The Turkish marine insurance 
market is relatively limited; even if it transacted a larger 
volume of business than it appears to do, this would 
almost certainly need to be heavily reinsured abroad. 

CONCLUSIONS: THE FOREIGN EXCHANGE 

COSTS OF INSURANCE 

78. Apart from the insurance cost in international 
merchandise trade, the significant potential losses of 
foreign exchange on account of insurance arise from 
reinsurance, from the surplus earnings of foreign agencies, 
and from that part of the profits of foreign-controlled 
subsidiaries accruing to overseas principals and share
holders. Easily the most important of any single source 
of potential loss is overseas reinsurance, whose immense 
importance to the local insurance market's ability to meet 
the demands made on it stands out clearly, not least in 
the large scale of overseas reinsurance transactions carried 
out by Turkish direct insurers and even by Milli Reasurans. 

79. Although there is reason to doubt the accuracy of 
the figures, which have had to be derived and collated 
from source and which appear to contain several un
explained anomalies, the overseas net debit on reinsurance 
transactions seems to have been between LT20 million 
and LT32 million annually in the years 1960-1962; a 
further net debit of L Tl million or more arising from the 
overseas reinsurance of life business is self-balancing over 
the long term. Adding in the surpluses probably available 
in theory for remittance abroad, figures within the range 
LT24 million to LT37 million (excluding the life rein
surance element) are obtained for the years 1960-1962. 
Actual sums remitted after allowance for reserves physically 
retained against reinsurance ceded, and for the effects 
of exchange controls, must, however, be much smaller. 
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They may have been no greater than LTlO million an
nually in the years 1960-1962, and may well have been a 
good deal less in the latter year. 

APPENDIX VII: STATISTICAL DATA IN 
INTERNATIONAL INSURANCE CENTRES 
AND IN IMF BALANCE-OF-PAYMENTS 

COMPILATIONS 

A NOTE ON STATISTICAL DATA IN 

INTERNATIONAL INSURANCE CENTRES 

1. Adequate estimates of balance-of-payments in
surance transactions relevant to this study were obtain
able in none of the leading international insurance 
countries-France, Switzerland, the United Kingdom and 
the United States-covered in the investigations. 

2. The French balance-of-payments accounts do, 
however, include an "insurance" heading. Yet this 
comprises only a premiums-claims balance on all insurance 
and reinsurance operations, except for the insurance on 
imports and exports which is included in, and inseparable 
from, the merchandise trade figures. This premiums-claims 
account shows an annual deficit varying between 
$5 million* and $17 million in the years 1957-1961, with 
receipts ranging from $28 million to $40 million. A break
down by certain countries is also available. For the 
developing countries among these, some rather erratic 
results are shown; in each case the sums involved are 
small or negligible. In several cases, an approximate 
balance is apparent, while in one or two instances
Lebanon and Chile, for example-France was in deficit 
in most recent years. Of the developing countries examined 
in detail in this study, only Turkey is shown separately; the 
premiums-claims account in this case produced annual 
surpluses for France of between $20,000 and $60,000 
between l959and 1961, but of $70,000in 1958 and of some 
$260,000 in 1957. International flows of capital, and of 
income earned on capital, on account of insurance 
operations are included under general headings, and are 
not isolated. 

3. Switzerland produces a "balance of income" 
figure for insurance, which appears to take into account 
all insurance and reinsurance transactions abroad by 
Swiss companies. The total figures, which are measures 
of indebtedness rather than of actual money flows, and 
which are supplied to the Swiss National Bank by the 
Bureau federal des assurances, show overseas credits to 
Switzerland rising from $26 million in 1957 to $47 million 
in 1962 and Swiss debits overseas increasing from 
$6 million in 1957 to $11 million in 1962. But no country 
breakdown is made available and there is no direct 
indication of how the over-all figures are made up in terms 
of individual items of credit and debit. There can be little 
doubt, however, that the bulk of overseas business is with 
industrialized countries, and that reinsurance plays a 
large part in total overseas business; of the premium in
come of the five specialist reinsurers, some 90 per cent is 
estimated to originate abroad. 

4. The United Kingdom balance-of-payments esti
mate of insurance transactions is combined with estimates 
for many other transactions and cannot appropriately or 

• All mention of dollars in this appendix)efers to US dollars. 

accurately be isolated under more specific heads in pub
lished accounts. In a way, this amalgamation reflects the 
caution with which the insurance calculation is made. It is 
based on data known to be neither comprehensive nor 
sufficiently detailed. Exchange control forms the basis of 
the estimates made, and credits tend to be estimated only 
roughly; net payments/receipts only are estimated on 
transactions with the non-sterling area, for instance. 
There is no reliable basis for making over-all estimates of 
Britain's net overseas earnings from insurance. A figure of 
some $110-120 million used to be accepted as within the 
right range; this may now be nearer to $160-170 million, 
although underwriting experience in North America, where 
British insurers transact about two-fifths of their overseas 
business, has been poor in recent years. But the lack of 
definition makes such quantification almost meaningless. 
There is no firm clue as to country breakdown apart from 
that relating to North America. A new, and quite 
sophisticated, system of recording the balance-of-payments 
effects of British insurance operations is proposed, based 
on information supplied by the insurance companies 
themselves. Even then, however, it is understood that no 
country breakdown will be made available, and it is 
doubtful whether insurance will in fact be isolated from 
other items in published balance-of-payments accounts. 

5. In the United States balance-of-payments, insurance 
transacted direct between residents in the United States 
and companies overseas (and vice versa) is included under 
private miscellaneous services, and probably enters also 
into the errors and omissions residual. Inflows of funds 
from overseas operations (which are not relatively large 
in the case of the United States) are recorded under income 
from private investment overseas. The investment itself 
in such overseas operations is recorded under net direct 
investments overseas. Similarly, investment in overseas 
securities by United States insurance companies is treated 
as a net increase in United States assets, and recorded 
under "transactions in outstanding, or new issues of, 
foreign securities"; income from this investment is also 
included in an equivalent broad category which does not 
distinguish an insurance element. No distinction of the 
contribution of insurance to these various flows is 
apparently available at the present time. 

6. A United States overseas reinsurance balance is 
available, but its value in the present study is reduced by 
the fact that it does not distinguish developing countries 
separately and by the fact that the United States does not 
take in much reinsurance from abroad by the standards 
of the leading European countries in this field. In 1961, 
for instance, the United States had a net debit on overseas 
reinsurance of nearly $60 million; United States insurers 
paid some $285 million in reinsurance premiums overseas 
(net of commissions received) and recovered $213 million 
in claims arising; United States companies accepted 
$62 million in reinsurance premiums (net of commissions) 
ceded from abroad, and paid out on these $49 million 
in claims. On reinsurance transactions with the Latin 
American Republics, the United States had over-all net 
credits of between $1 million and $2 million in the years 
1958-1960 and of some $3 million in 1961; with countries 
other than Western Europe, with which the great bulk 
of reinsurance business is transacted, Canada and the 
Latin American republics, the United States had net 
credits on reinsurance of $900,000 in 1958 and $500,000 
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in 1959, a net deficit of $3.6 million in 1960, and a net 
credit of $3.5 million in 1961. The large net credits on 
reinsurance with both these groups of countries in 1961 
owed much to heavy claims payments in the United States 
that year, which overseas reinsurers had to help to meet. 

7. Apart from balance-of-payments accounts, the 
records of companies domiciled in international insurance 
centres and operating overseas are a potential source of 
statistical data relevant to this study. It was possible to 
examine certain French company accounts relating to 
underwriting operations in various overseas countries in the 
years 1960 and 1961. (Similar data for earlier years were 
not available to us.) Except for Tunisia (see appendix V) it 
was not, however, possible to extract from these anything 
comprehensive enough to be directly of use in this study in 
the time available to us. Even assuming that similar data 
could be made available for all French companies and for 
several consecutive years, their value in a study such as this 
would be limited; full analysis would be an immense task 
which would not be facilitated by the variations encoun
tered from company to company in presentation and con
tent. In any case, the practical value of such an analysis 
by country would be reduced in the context of the present 
study to the extent that French insurers account for only 
one part of the insurance markets of particular developing 
countries. 

8. This last point is given added force by the apparent 
dearth of similar data in other leading international 
insurance centres. In Switzerland, the Bureau federal des 
assurances apparently collects relevant operational data 
from Swiss companies operating abroad. Certain basic 
figures-for premiums and claims, for example-are 
available on an over-all overseas basis. But the absence of 
any country breakdown is crucial in the context of the 
present study. No country breakdown, official or unofficial, 
could be obtained. 

9. United Kingdom company records of business with 
overseas territories are generally not available for reference 
purposes. No synthesized records of overseas operations 
are available except for those relating to certain items in 
respect of the United States business of British companies. 
Some very basic data, which apparently give only a bare 
outline of scale, are also collected on the operations of 
British companies in certain colonial (or now ex-colonial) 
territories. We were not able to obtain authorization to 
examine these data, however, within the time available 
to us. The data now being collected in connexion with the 
proposed new treatment of insurance in the balance-of
payments accounts (see above) should go some way 
towards rectifying these deficiencies, if they could be made 
available on an individual basis, though it is doubtful 
whether all relevant operating items will be separately 
distinguishable. 

10. It was not possible to obtain overseas operational 
data on a country basis from the main non-life United 
States companies. In one case this is apparently available, 
but could not be obtained in time to be of use in the 
present study. 

A NOTE ON INSURANCE FIGURES IN 

INTERNATIONAL BALANCE-oF-PAYMENTS 

COMPILATIONS 

11. As noted in paragraph II of the main report, no 
real use could be made in the present study of the (very 

few) figures that appear in formal balance-of-payments 
compilations under the separate head of "insurance", 
and this source was abandoned as an integral part of the 
research. There is little point in dwelling on the sort of 
figures that are presented; usually they are incomplete 
to the point of being misleading, and it frequently proves 
difficult and highly frustrating to attempt to assess just 
what they do or do not embrace. The fact is that, as they are 
compiled at present, it is doubtful whether figures for any 
country show anything like a true picture of the total of 
balance-of-payments transactions arising from insurance 
operations; and they certainly give little or no clue in the 
majority of cases as to the nature of the various separate 
flows involved. 

12. The clearest and most comprehensive compilation 
of insurance transactions in the balance of payments of 
developing countries is probably that presented in a paper 
prepared by the Research and Statistics Department of 
the Balance of Payments Division of the International 
Monetary Fund for the year 1961. (The paper was prepared 
for consideration by the second session of the Preparatory 
Committee ofthe United Nations Conference on Trade and 
Development.) 

13. Yet this paper also illustrates the great limitations 
of current formal balance-of-payments compilations in 
providing a full picture of the balance-of-payments effects 
of insurance. Table 1 below presents the regional data 
contained in the IMF paper for non-merchandise in
surance, together with data for the countries covered 
in detail in the present study; figures for all services are 
given for purposes of comparison. 

14. Assuming that the figures in the table were compiled 
on the basis outlined in the IMF Balance-of-payments 
Manual, it is evident that they cannot represent all the 
transactions on account of insurance that the detailed 
country analyses have attempted to pinpoint and quantify. 
The non-merchandise insurance heading embraces in 
essence a premiums-claims balance on account of both 
direct insurance and reinsurance transactions between 
residents and non-residents (individuals and organizations). 
No figures other than the relevant premiums and claims 
figures are apparently required to be recorded. Moreover, 
the definition of resident organisations employed, while 
conceptually justifiable in terms of drawing up a complete 
balance-of-payments account on a logical and consistent 
basis, cannot be sustained if the objective is to gain a 
comprehensive picture of the balance-of-payments effects 
of insurance transactions. For the branches and sub
sidiaries of foreign companies operating in a compiling 
country are treated as resident organizations; only local 
agencies of foreign companies are treated (as extensions 
of their foreign principals) as non-resident. 

15. To the extent that the conceptual framework is 
adhered to in practice, this treatment must lead to con
siderable underestimation of the balance-of-payments 
effects of direct insurance (as opposed to reinsurance) 
transactions in those countries where foreign branches 
and subsidiaries are a common form of organization, e.g., 
India and Colombia. On the other hand, the inclusion in 
the accounts of only premium and claims payments between 
residents and non-residents must lead to some over
estimation of the balance-of-payments effects of foreign 
agency operations, especially in those countries where 
agencies, like other insurance organizations, are subject 
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TABLE 1 
Non-merchandise insurance in the balance of payments of developing countries, 1961« 

(In millions of US dollars) 

All se rvicesb Non-merchandise Insurance 

Credit 

Latin American Republics 1 796 
of which: Colombia 128 

Europe 920 
of which: Turkey 130 

Asia. lOll 
of which: India 298 

Middle East and North Africa. 863 
of which: Tunisia 77 

Africa 499 
of which: Nigeria 58 

Sudan 29 
Others< 1202 

TOTAL of developing countries for 
which IMF data is available 6 291 

• There are certain minor qualifying footnotes relating to the figures for some 
countries not shown separately. 

to local reserve fund requirements, and of the net effects 
of overseas reinsurance transactions (which should, of 
course, be recorded for agencies and every other form of 
insurance organization alike). Specifically, this system 
clearly cannot give any useful indication of the surpluses 
accruing to all foreign-controlled insurance operations. 

16. Life insurance transactions are given special treat~ 
ment, with changes in the life funds of a non-resident 
insurer (as defined) against the business he writes on 
resident lives appearing in the private long-tenn capital 
account, and accrued interest on such life funds appearing 
in the investment income account. The difference between 
life premiums received plus accrued interest and claims 
paid plus any increases in life funds is supposed to be 
recorded in the non-merchandise insurance account along 
with the non-life returns. The sum of the three items thus 
recorded in the balance of payments should equal the 
straight premiums-claims balance on such business. 

17. Even given these rather limiting definitions and 
practices, it is very doubtful whether many developing 
countries' records fully comply with the IMF framework. 
It is doubtful, for instance, whether many countries 
accurately record all insurance premium payments (and 
claims receipts) made on transactions direct between 
residents and insurance companies operating abroad. 
Certainly, the figures recorded under the non-merchandise 
insurance heading for the countries covered in detail in 
this study give little cause for confidence. 

18. Those for Colombia represent, in fact, a reinsurance 
balance only, and this approximates very closely to the 
overseas reinsurance balance presented in our study of 
Colombia, which includes commission payments as well 
as premiums and claims. The figures for India look far 
too small in gross terms even to cover overseas reinsurance 
transactions, and even allowing for the dominance of the 
branch as the fonn of organization by foreign insurers. 
The balance also looks considerably smaller than that 

Debit Balance Credit Debit Balance 

3 794 1 998 54.8 75.4 -20.6 
216 -88 9.6 12.1 -2.5 
521 399 10.0 25.4 -15.4 
169 -39 6.9 17.2 -10.3 

1 848 -837 14.8 35.8 -21.0 
547 -249 8.8 12.2 -3.4 

1 610 -747 31.8 33.6 -1.8 
81 -4 0.5 0.6 -0.1 

l 369 -870 25.2 39.9 -14.7 
180 122 
72 -43 0.6 -0.6 

1 281 -79 24.4 64.8 -40.4 

10423 -4132 161.0 274.9 -113.9 

b Freight and Insurance earnings or nationals on Imports are Included as both 
credit and debit. 

c Mainly United Kingdom colonial territories and Puerto Rico. 

suggested in our study, though the branch question could 
help to account for this. The recording of nil credits and 
debits for Nigeria is obviously odd; presumably, they 
should read as not-available signs, for little progress has 
yet apparently been made there towards the recording of 
insurance in the balance of payments. The lack of a credit 
figure for the Sudan is inexplicable, even on the basis of 
the IMF definitions, and the debit figure is much too small 
to be comprehensive. The gross volume of the credits and 
debits shown for Tunisia also look too small to be con~ 
sistent with the IMF definitions. The Turkish figures could 
fall into the right range on the IMF definition, but they 
do not square with the estimates made in our study of an 
over-all balance, looking considerably too large in this 
case. 

19. The IMF figures relating to transportation insur
ance in 1961 are shown in Table 2, along with trade figures, 
for the same countries and groups of developing countries 
as in Table 1. 

20. It is not known how much reliance can be placed 
on these figures. In view of the number of estimates that 
have had to be made, the number of cases in which no data 
are available, and the impossibility encountered in our 
study of finding a sound basis for the calculation of the 
insurance cost in merchandise trade, it appears that 
they must be treated with great caution. 

21. According to the IMP's simplified formula, 
insurance on merchandise trade recorded on an f.o.b. 
basis may be covered as a balance-of-payments item as 
follows: 

Credit: all premiums received by domestic insurance 
companies from residents and foreigners on account 
of international trade. 

Debit: all claims paid by domestic insurance companies 
to residents and foreigners on account of international 
trade; 
all premiums paid on imports to domestic and foreign 
insurance companies. 
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TABLE 2 
Transportation insurance in the balance of payments of developing countries, 1961• 

(In millions of US dollars) 

Merchandise trade, f.o.b. 
(Including non-monetary gold) Transportation lnsuranceb 

Latin American Republics 
of which: Colombia 

Europe ..... . 
of which: Turkey 

Asia ....... . 
of which: India . 

Middle East and North Africa. 
of which: Tunisia 

Africa ...... . 
of which: Nigeria 

Sudan . 
Others• 

ToTAL of developing countries for 
which IMP data are available 

Exports 

8 298 
477 

1 360 
366 

5 286 
I 388 

2 869 
115 

3 813 
479 
176d 

2 312 

23 938 

• There are certain (mostly minor) qualifying footnotes relating to tile figures 
for some countries not shown separately. 

b Insurance earnings of nationals on imports are included as both credit and 
debit. 

(There is an element of double-counting in this formula, 
the premiums received by domestic insurance companies 
on account of the insurance of imports being included 
on both sides of the account as a "statistical necessity". 
While this boosts gross credits and debits, it does not affect 
the balance. No credits are recorded for claims payments 
received on imports arriving in a damaged state, etc.; 
instead, merchandise imports are accordingly recorded at 
reduced values.) 

22. It would be surprising if any developing country 

Imports 

7 331 
532 

2030 
450 

6 675 
1 874 

3 059 
190 

3 Ill 
546 
197 

3 000 

25 206 

Credit 

2.0 

13.3 
4.2 

9.0 
6.9 

4.3 

1.8 

0.3 

3.8 

34.2 

Debit Balance 

68.8 -66.8 
2.4 -2.4 

14.7 -1.4 
2.7 1.5 

52.5 -43.5 
20.8' -13.9 

33.3 -29.0 
2.6' -2.6 

30.1 -28.3 
8.2' 
3.1' -2.8 

28.6 -24.8 

228.0 -193.8 

c Fund staff estimates; there are many more estimates for countries not shown 
separately. 

d Mainly recorded c.i.f. 

e Mainly United Kingdom colonial territories and Puerto Rico . 
. . = Not available. 

could at present adhere strictly to this formula. Particularly 
in view of the strong foreign exchange control incentive 
to insure imports locally, for instance, it is impossible to 
see how a nil credit could be recorded for Colombia, if 
the formula were being applied. It is also difficult to imagine 
that Turkey had a net credit balance on merchandise 
insurance account. As noted in the main report, a great 
improvement in recording the insurance element in mer
chandise trade transactions is needed before it will become 
feasible to make an accurate assessment. 
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TERMS OF REFERENCE 

The terms of reference for this report are as follows: 

PART I 

I. Brief survey of basic principles, policies and 
practices related to rate determination, methods of 
operation, forms of service, etc., in ocean shipping. 

2. Analysis of the impact and incidence of mari
time freight rates, their level, structure and fluctuations 
on the foreign trade-imports and exports-of 
developing countries. 

PART II 

3. The development of the merchant marines of 
developing countries, and the impact and incidence 
thereof on the balance of payments of the countries 
concerned. 

4. Analysis and evaluation of possible measures 
towards the reduction of costs in the operation of 
ocean shipping services and correspondingly of ocean 
freight rates. 

5. Problems related to the real or alleged mono
polistic and unfair practices of the conference system 
and their implications with regard to the economic 
development and the foreign trade of developing 
countries. 

6. Tramp shipping and the developing countries. 

PART III 

7. Summary and general conclusions and recom
mendations of the study. 

INTRODUCTION 

The information contained in this report was 
assembled and analysed by The Economist Intelligence 
Unit (EIU). It was submitted in a preliminary form to 
Mr. Jules DeKock, of the Economic Commission for 
Latin America, whose amendments and additions 
have been included; the conclusions at the end of 
Part III were also largely prepared by him. 

The final report is prepared in three parts and three 
appendices. The three parts contain in all six sections 
in line with the terms of reference, and a seventh 
giving a summary of the preceding analysis and the 
main conclusions reached. The most important of the 
appendices, contains more detailed country informa
tion on the impact of maritime freight rates on the 
foreign trade of developing countries. 

Because of the limited time available, it was not 
possible to make as full and detailed a study under 
each of the section headings as would be required for 
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firm conclusions to be reached. In particular, sections 
2 and 3 of the terms of reference, dealing respectively 
with the effects of freight rates on the trade of develop
ing countries and the development of national 
merchant marines, had to be treated in a selective 
fashion. 

Seven countries were selected for investigation in 
respect of the impact and incidence of maritime freight 
rates on their foreign trade. The selection was made 
with reference to commodities important in the trade 
of developing countries; the countries investigated 
were known to depend to a significant extent on ex
ports of one or more of these commodities. Informa
tion was obtained in each of the countries investigated 
by the EIU's offices and research correspondents, 
and sent to its London headquarters for analysis and 
incorporation into the final report. 

Similarly, four countries known to have established 
national merchant marines were selected for detailed 
examination. Again, the EIU's research correspon
dents in the countries concerned were responsible for 
the preparation of the basic data on which the report 
is based. 

As far as was possible, an attempt was also made to 
integrate these two sections. Thus, information was 
requested on the development of national merchant 
marines in the seven countries studied under Section 2, 
and, to a lesser extent, on the trading patterns of the 
countries studied under Section 3. 

The remainder of the information was obtained as a 
result of documentary research carried out in the 
United Kingdom and the United States (and to a 
small extent in France), interviews with Government 
departments and shipping interests and specialist 
advice from a shipping consultant. 

The pattern of research, which was mainly dictated 
by the amount of time available, has meant that it 
was not possible to obtain the views of developing 
countries with regard to the information obtained 
from maritime sources in the United Kingdom and 
the United States, or vice versa. An attempt to over
come this has been made in the summary and con
clusions, but in reading the report the sources of the 
information should be borne in mind since, in part at 
least, it is likely to reflect their own attitudes and 
prejudices and not to be a completely unbiased and 
factual assessment of the situation. 

PART I 

SECTION 1. THE BASIC PRINCIPLES, POLICIES AND 
PRACTICES RELATING TO RATE DETERMINATION, 
METHODS OF OPERATION, FORMS OF SERVICES, ETC., 
IN OCEAN SHIPPING 

(1) TRAMP SIDPPING; VOYAGE AND 
TIME CHARTERS 

1. Unlike the cargo-liner, the tramp does not 
work to a fixed sailing schedule. It is free (subject to 
political restriction imposed by Governments) to go 

to any suitable port and to ply on any route, including 
of course all those voyages served by regular lines. 
Again, unlike the liner, the tramp does not charge 
fixed freight rates in respect of a specific class of goods, 
or in regard to the voyage to be undertaken. The 
tramp makes the best bargain it can at freights which 
fluctuate depending on supply and demand and on the 
"tone" or "sentiment" of the market in freights. 
Finally, the tramp, unlike the liner, is in general hired 
by a single party (as distinct from the large number of 
individual shippers who share in the cargo-space of 
a liner) and loads a "full cargo" of one com
modity. 

The mechanics of voyage chartering 

2. Although the Baltic Exchange in London no 
longer holds a quasi-monopoly of the world's tramp 
chartering, its method are those which are practised 
throughout the world in the new freighting centres 
which have become established, especially after the 
Second World War. Of these, the most important are 
in New York and Hong Kong, in which traffic of an 
international nature is handled. Freight markets deal
ing principally with domestic import/export traffic 
have also become established in France, West Ger
many and other European countries. In the USSR, 
the other European communist countries and China, 
all chartering for the entire economy is in the hands of 
State freighting organizations. As and when they 
require the services of foreign ships, they make use of 
the "capitalist" freight markets. 

3. Instantaneous means of communication, not
ably the radio, telephone and teleprinter, link the 
world's freighting centres. Charterers and shipowners 
in New York have a precise and minute-by-minute 
knowledge of what is happening on the London 
market. Intelligence from both these markets and all 
the lesser ones is equally available at all times in every 
business centre throughout the world where people 
have an interest in ships and shipping. In effect, the 
global freight market may be said to be a single and 
indivisible one with its main centre in London. A 
description of the workings of the London market 
will serve to explain the whole world freighting 
network. 

4. The Baltic Exchange resembles the commodity 
markets and like them it provides opportunities for 
"hedging" and a certain amount of speculation. 
However, the commodity markets' trading is usually 
in a single commodity, tin, pepper, wheat and so on. 
Traders in these markets are specialists who not 
only concern themselves with the supply of and de
mand for their particular commodity but also take 
into account general economic trends affecting its 
usage, the actions of Governments, political emer
gencies and events of a natural order such as floods, 
famines and crop failures. 

5. The scope of the freight market is far broader, 
and because economic and political events anywhere 
in the world are liable to affect the movement of each 
and every class of goods transported by sea, the 
freight market could not fulfil its prime function-that 
of "marrying" the needs of those who wish to ship 



OCEAN SHIPPING AND FREIGHT RATES 215 

cargoes with those of shipowners who seek employ
ment for their fleets-unless the operators in the 
market were very well informed. 

6. The Baltic Exchange in its two daily trading 
sessions provides the opportunity for personal con
frontation between the shipowners (or their repre
sentatives) and the cargo interests. British shipowners 
generally deal in person on the "Baltic" or directly 
employ their own skilled chartering clerks. Foreign 
owners appoint shipbrokers, described as "owners' 
brokers" to act on their behalf and under their 
authority on the London market. On the cargo side, 
the organization is similar, except that some of the 
international grain houses have their own trading 
organizations in London which deal directly on the 
"Baltic". The others use brokers, known as "chartering 
agents", who work for a single client on a semi
permanent basis or for several clients in particular 
transactions. 

7. At the start of each day operators will be aware 
of the state of the market at the close of the previous 
working day and of business transacted outside office 
hours. They will have a general idea of the over-all 
demand for each class of cargo, each major route and 
the sizes and types of ships in demand in each case. 
Brokers will also have detailed briefs of their clients' 
needs. A broker acting for the cargo interests will be 
informed as to the tonnage to be shipped, nature of 
cargo, desired loading date and the port or ports of 
loading and discharging. On the basis of the last 
similar business transacted and his own interpretation 
of the market trend, the chartering agent will form an 
idea of the rate of freight which his client is likely to 
have to pay. This will be influenced by any special 
''chartering conditions" stipulated by the potential 
charterer,e.g., whether costs ofloading and discharging 
are to be met by the shipowner or paid by the cargo 
interests, together with daily guaranteed minimum 
loading and unloading rates. If the charterer is willing 
to guarantee to load or unload a 1 0,000-tonner in a 
single day, he will obviously pay less freight than if 
he demands the right to keep the ship for ten days at 
each "end" of the voyage. 

8. His opposite number, the owner's broker, has 
the task of finding the most suitable employment 
for the ship which his clients have entrusted to him, 
taking into account the size and type of the vessel, 
when and where she will be open and the preferences 
of his owner as to the nature of cargo and its destina
tion. 

9. In brief, the chartering agent seeks to find for his 
client the cheapest suitable and seaworthy ship which 
will cover his needs. The owners' broker seeks the 
highest possible freight for the cargo which best suits 
his client's ship. These principles are of course equally 
valid when the two protagonists are principals, i.e., 
charterers and shipowners dealing directly on their 
own account instead of through the intermediary of 
brokers. The day-to-day movements of tramp freights 
result from the interplay of offer and counter-offer 
between the shipowners and the cargo interests. 

10. In practice, neither side has to scour the world 
market to satisfy its needs. Experience teaches ship-

owners to whom they should apply to secure the kind 
of cargo they need on a particular route. It also enables 
cargo interests to confine their activities to those 
shipowners or brokers whom they know to have ships 
of the type and tonnage they need. Thereafter, it is a 
matter of bargaining. If the owner of a particular ship 
finds that she is wanted by several charterers, because 
of her size, type and geographical position, he will put 
up his sights and demand a freight rate well above that 
last paid. By the same token, if the potential charterer 
finds several suitable ships willing to accept his cargo 
he will endeavour to play one off against the other with 
a view to depressing the freight at which a contract 
(charter party) is eventually concluded. 

11. This is the classic pattern of the open freight 
market, following broadly the law of supply and 
demand, but to some degree influenced by the ex
pertise of the parties involved. In recent years, this 
concept of a free open market favouring first one side, 
then the other, has been somewhat dented by the 
emergence of power concentrations on the cargo side 
unparalleled by any comparable agglomerations 
among shipowners, who continue to operate as 
individuals. 

12. In contrast to liner operations, contractual 
tramping and direct ownership of ships by industry, 
the open freight market, apart from the distortions 
caused by the diverging fiscal policies of the maritime 
nations, including flags of convenience, remains an 
example of laissez-faire. Although the open freight 
market is becoming increasingly marginal and 
speculative, it remains nevertheless a most essential 
service to world trade. In times of urgency caused by 
war or natural disaster, tramps are relied upon to 
carry emergency supplies to the afflicted areas. 

13. The charterer pays a fixed freight rate, usually 
per ton of cargo loaded (or sometimes on the delivered 
weight). Or he may pay a "lump sum" for the use of 
an entire ship's cargo capacity. Having shipped the 
tonnage of cargo which he has committed himself 
to do and having paid the freight thereon, the char
terer is entirely free of obligation. So is the shipowner 
once he has delivered the cargo in good condition 
at the agreed destination. It is a matter of custom or 
of negotiation as to who pays the cargo-handling 
charges, such items being reflected in the rate of 
freight. Under voyage chartering, the charterer is not 
called upon to pay any of the expenses incurred in the 
operation of the ship, nor port charges levied upon the 
vessel for the use of port services, nor for the cost of 
fuel. He simply pays for the carriage of his goods from 
one place to another in the same way as one would 
pay the driver of a taxi-cab for one's personal trans
port between two points in a city. 

14. There is, in essence, no difference whatsoever 
in the open market chartering practices between dry 
cargo and liquid cargoes, save that for tankers the 
documentation is simpler and stereotyped, whilst 
that for dry cargo varies greatly between one com
modity and another and between operators even in 
identical classes of goods. All open market operations 
are based on finding the right ship to match each 
cargo, subsequent bargaining between the parties and 
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finally the establishment of a (binding) freight con
tract, which becomes effective from the instant the 
parties agree, even orally. 

15. The single-voyage charter party is capable of 
extension in two ways within the context of the open 
market. These are: chartering for consecutive voyages 
and the booking of freight contracts covering a specific 
tonnage to be lifted over a period usually not exceeding 
one year. 

16. In the case of chartering for consecutive 
voyages, the initial negotiations take the same form 
as for single voyages, but the parties agree that the 
named ship shall after completion of her first voyage 
return to the loading port to load a further one or 
more cargoes. With short-term freight contracts, the 
shipowner agrees that over a stipulated period he will 
lift a fixed tonnage of cargo, of a stated variety, at 
fixed intervals and by ships of an agreed size. The 
freights to be paid under contracts for consecutive 
voyages, or for fixed tonnages over a period, are 
negotiated just as are those for single voyages. 

17. Generally, it is only in times when freights are 
rising or if there are fears of an incipient shortage of 
ships of a certain type and size that charterers display 
any interest in obtaining freight cover over a period of 
months by such chartering methods. Naturally, under 
such conditions the freight rates agreed for forward 
positions are likely to be at a considerable premium 
above those current for single voyages for early loading 
dates. For the shipowner such arrangements assure 
him of a definite profit level and are a protection 
against any unpredictable slump in voyage freights 
during their term. Single voyage charters, consecutives 
and fixed quantity contracts are negotiated in the 
same fashion for oil as for dry cargo. 

The mechanics of time charters 

18. Time charter is also a function of the open 
market and a very important source of employment 
for the trampship owner. In ordinary commercial 
time charters, the shipowner continues to manage the 
vessel at his own expense. He also continues to pay 
for wages, stores, provisions and insurance of the ship 
and other operational overheads. The method of 
negotiating a time charter (for oil or dry cargo) on the 
open market is the same as that practised for single 
voyage or consecutive voyage charterings, etc. But 
there the resemblance ends. 

19. Under a time charter, the hirer (charterer) pays 
all voyage and charter party expenses. These are: 
port charges levied on the ship, the cost of bunkers, 
commissions to sub-agents and all expenses in con
nexion with the loading, stowing and unloading of the 
cargo. The hirer is not committed to load any fixed 
tonnage of cargo. If he wishes, he can sail the ship 
empty (at his own expense of course). He is not 
committed to sail on any specific route, but may send 
the vessels anywhere in the world, subject to certain 
restrictions as to prohibited ports or places. Such 
restrictions are agreed upon by the parties prior to 
the establishment of a contract and are detailed in the 
charter party. At the present time, for example, some 

shipowners hiring their vessels to the USSR stipulate 
that they must not call at Cuban ports. Others who 
are willing to go to Cuba are rewarded by a higher 
payment than those who refuse. 

20. Under a time charter, there are no stipulations 
as to how rapidly cargo is to be loaded or discharged. 
The hirer may keep the vessel in port as long as he 
likes, but again at his own expense. 

2l. The essence of time charter is that the hirer 
does not pay freight in relation to the tonnage of 
goods carried or the voyage. He pays a rate of hire, 
per ton of carrying capacity (including the weight of 
stores and bunkers, etc.-per ton of total deadweight 
capacity in fact) per month in effective service. He does 
not pay hire whilst the ship is immobilized for repairs. 
During the period of the time charter, the hirer may 
load any kind of goods he desires (save those of a 
dangerous or objectionable nature which are expressly 
excluded by his charter party). Apart from paying the 
hire money per ton/month (portions of a month being 
reckoned pro rata), the hirer has only two obligations: 
not to retain the ship beyond the term originally 
agreed-2 months, 6 months, or 1 year, for example
and to redeliver the ship in good order to her owners 
at a place specified in the charter party and agreed at 
the outset. 

22. Time charter gives great flexibility to operators 
who deal in a variety of commodities. It enables them 
virtually to operate their own private "liner service". 
The monthly hire rate, being fixed for the term of the 
charter, can also be a "hedge" against rises in voyage 
freights. 

23. A regular call for ships on short-term time 
charter comes from the cargo-liner companies. It 
would be uneconomic for them to enlarge their own 
fleets with ships for which they would have employ
ment only during periods of peak seasonal demand for 
space. This shortfall, or when conference ships through 
accident miss scheduled sailing dates, can be made 
good by the short-term hiring of good class tramp 
ships. 

The determination of open market freight rates 

24. Although the basic pattern has been masked 
by a world surplus of tramps over the period from 
1958 to mid-1963, open market freights since the war 
have followed the classic sequence from freight booms 
sparked off by unpredicted events leading to over
ordering of tonnage during the phase of prosperity, 
followed by a slump and mass laying-up of idle 
shipping. There are signs (September 1963) that 
another upswing is developing, accompanied by a 
reduction of the effective laid-up fleet to negligible 
proportions. 

25. Freight booms invariably commence when the 
market is confronted by a very large, and unexpected, 
demand for shipping space: e.g., the Korean War, 
the 1954 to 1956 European fuel crisis and, most 
recently, the sudden disclosure of the failure of the 
Soviet 1963 grain harvest. Such events usually produce 
a marked but not very violent upswing in voyage 
freights. If they continue for a period of months, 
however, other factors largely of a psychological 
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Open-market tramp freights (in US dollars per cargo ton) for US coal exports 

(Voyage: Hampton Roads to Rotterdam) 

1950 June ... 
December . 

1951 March 
1952 March . 

July .. 
1953 Average . 
1954 Jan. to Sept .. 

October ... 
December .. 

1955 Year average 
1956 Jan/July . . 

September. 
November. 
December . 

1957 January .. 
March .. 
June ... 
September. 

1958 January • 
1959 June •• 

1960 January . 
1961/1962 Average 
Early 1963 

1963 September . 

3.50 
10.26 
13.79 
9.10 
3.50 
4.20 
4.41 
5.74 
7.07 
9.80 
9.94 

10.50 
14.77 
14.00 
13.86 
9.80 
6.58 
3.78 
3.22 
2.87 

4.20 

:} 2.80-3.36 

3.82 

character begin to exert a strong influence. Whilst the 
original pressure probably involves only a single 
commodity and one sea route, if this continues, a wave 
of nervousness begins to affect dealers in other classes 
of goods and in other sectors of world trade. Im
porters begin to show concern about stocks, not only 
in the immediate future, but for loading positions 
many months forward. Fearing that they may not 
be able to secure ships when they want them they rush 
in to charter, sometimes booking more space than 
they need. Thenceforward there is a rapid rise in 
freights. Once that stage has been reached, all oper
ators who did not panic at the start and would have 
preferred to await the turn of events have no option 
but to take precautions to secure their own freight 
cover. Contracts and time charters are made at high 
rates for periods running into one year or even two, 
three or four years. There is a rush to order new 
vessels and shipbuilding prices shoot up. Much of the 
ordering at such times tends to be speculative and 
imitative. The boom is often punctured at this stage 
as when in 1957 Europe found that, contrary to expert 
forecasts, American coal was not longer essential 
to its survival. The collapse of the United States' coal 
export trade to Britain and northwest Europe, 
coupled with the general deflation following the 
termination of the Suez affair, brought about a fresh 
and severe decline in tramp freights. Charterers 
defaulted on, or sought to evade, long-term freight 
contracts for US coals. Shipowners began to send 
vessels to the laying-up buoys and at that point the 
vast flood of new ships ordered at the height of the Suez 
crisis began to leave the shipyards and seek, often 
vainly, employment. By the autumn of 1963, most of 
the surplus shipping found employment, often at 

(Prior to start of Korean War.) 
Korean War period. 
Korean War period. 
(Start of Korean truce talks.) 
Peace established. 
Post-Korean deflationary period. 

(First intimation of European coal shortage.) 
Heavy chartering for US coals dominated markets. 
Continued heavy US coal demand. 
Continued heavy US coal demand. 
Col. Nasser took over Suez Canal. 
Armed intervention of UK and France in Egypt. 
Hostilities terminated. 

Post-Suez deflationary period commences. 

Laid up tonnage total mounts. 
Flood of newly built tonnage tankers invade the 

dry-cargo grain traffic. 
Big demand for grain-carriers to Europe. 

General slump continues. 

Soviet grain import demand developing. 

unremunerative rates. There are signs that another 
freight boom may develop, if the coming winter is 
cold, Russian demand contines and there is no fall-off 
in grain shipments to Europe or in Japanese imports. 
Shipowners may not have learned the lessons of Suez. 
Last winter's severe cold and very high oil freights for 
a short period sparked off another wave of speculative 
tanker ordering, which the oil experts fear may well 
produce another grave crisis of over-supply during 
1964 to 1965. 

26. It is not necessary to give detailed month-by
month figures to illustrate open market freight 
fluctuations since 1950. All commodities and all 
routes were similarly affected. The figures shown 
above relate to the coal export trade of the United 
States for the voyage from Hampton Roads to 
Rotterdam for tramp full cargoes. Over most of the 
period 1950-1957, this traffic was quantitatively the 
most important tramp business. 

The range of tramp employment 

27. Thirteen clearly defined commodities make up 
the bulk of all open-market tramp charterings. In 
addition there is general cargo (as will be defined in 
respect of liner employments) and a host of miscel
laneous cargoes none of which is of sufficient volume 
to warrant a separate heading. These include occa
sional full cargoes of rubber, fishmeal, cotton, dates 
and other fruits, potatoes, vehicles, live animals, etc. 

28. In addition to the identifiable cargoes, a 
volume of traffic is carried by tramps hired on short 
term charter for periods up to 12 months. Overleaf 
is a summary of open-market charterings in 1962. 
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Volume of open-market Percentage of 

Commodity 

Grain and seeds 
Ores ..... 
Coals and coke . 
Sugar ..... 
Metals and scrap 
Timber and wood products . 
Fertilizers . 
Phosphates . 
Pyrites 
Sulphur 
Copra 
Cement 
Esparto 
General cargo sundries 

TOTAL 

chartering total open market 
(In long tons) charterings 

37 679 000 
6 681 000 
9 378 000 
4 713 000 
3 571 000 
2 973 000 
1 957 000 
2 098 000 

695 000 
1117 000 

793 000 
1 015 000 

251 000 
1 716 000 

74 537 000 

50.41 
8.96 

12.58 
6.33 
4.79 
3.98 
2.63 
2.81 
0.93 
1.50 
1.07 
1.37 
0.34 
2.30 

100.00 

Time charter engagements of tramps in 1962: 8 504 497 tons 
total deadweight. 

29. In comparison with 1961, over-all charterings 
were up by 2 million tons, and 

(a) Sugar traffic fell by 1 million tons (as Cuban 
exports were lifted by communist flag tonnage); 

(b) Scrap and metals were down by 2.75 million 
tons (owing to reduced Japanese imports following the 
end of 1961 payments crisis), and 

(c) Grains traffic increased by 5.2 million tons as a 
result of heavy shipments to make good European 
crop deficiencies and of United States "Aid" cargoes 
to Asia. 

(2) LINER AND REGULAR SERVICES; 
THE SHIPPING CONFERENCES; "OUTSIDERS" 

IN REGULAR SERVICES 

Liner services 

30. During the late nineteenth century, regular 
lines serving specific sea-routes and maintaining 
scheduled sailing dates were evolved and later per
fected. Liner services (unlike open market tramping) 
spring directly from trading operations, especially 
those between imperial powers and their colonies. 
Merchants who established themselves in the newly
won territories and the "chartered" companies re
quired to import a great variety of materials, but rarely 
any large tonnage of a particular class of cargo. The 
exports which they sent back to the homeland were 
also of a varied character and in individual parcels 
of insufficient volume to fill an entire ship. As a general 
rule, they tended to own ships rather than hire 
them, and for each voyage they composed cargoes 
of mixed goods, commonly known in these times as 
"general cargo", both for the outward and homeward 
voyages. 

31. Later, with the growth of colonial trading and 
the incursion of new traders, the shipping side of the 
merchant's business began to develop independently. 
They commenced to carry lots of merchandise "part 
cargoes" for outside parties in return for a freight 
payment. It was a small step from this stage to the 

advertising of scheduled sailings at fixed intervals 
and the publication of fixed "tariff" rates of freight 
for each class of merchandise. Finally, and not sur
prisingly, competing "lines" on a given route banded 
together to keep out "outsiders" and to preserve the 
effectiveness of their tariff rates. This remains the basis 
of the "Conference" liner system, which, unlike other 
branches of shipping, remains today as it was at the 
end of the last century. 

32. Liner operational methods remain largely as 
they were prior to the Second World War. In liner 
operation, unlike the tramp market, there is little 
place for speculation or opportunism. The liner owner 
has to service a specific route and must, during the 
lifetime of each ship, accumulate sufficient funds out of 
profits to purchase her successor. Although there is 
some over-lapping, the nature of liner cargoes is 
different from the traffic carried by the tramps, as 
are the methods of procuring cargoes and establishing 
rates of freight. Whereas the tramp owner is only 
bound to carry a cargo from one place to another after 
he has engaged himself by charter party to do so, the 
liner is legally defined as a "common carrier" in all 
countries. This means that having advertised a sailing 
from A to B, the liner has a legal obligation to accept 
all cargo offering on that route, provided he has suit
able space in his ship, save for certain dangerous or 
obnoxious goods which he has specially excluded in 
his advertisements. In essence, the tramp owner can 
pick and choose what cargo he carries and the liner 
operator cannot. 

33. A vital feature in the operation of a regular 
line is that sailings should be on advertised dates and 
at fixed intervals. Without such guaranteed regularity, 
merchants and dealers could not keep faith with 
customers who insist on pre-determined dates for 
loading or arrival of goods (as the majority do). 
Adequate advance notice of the dates for reception 
of cargo are also essential to manufacturers and 
shippers in order to be able to synchronize their 
production with the despatch of goods. In order to 
retain the goodwill of their customers vis-a-vis other 
competing lines (often within the same Conference), 
the liner company must at times despatch vessels with 
a considerable part of their cargo-space unfilled. On 
other occasions, the liner company must supplement 
sailings by the hiring of tramp tonnage at rates of hire 
which sometimes result in a loss on such additional 
voyages. 

34. While tramp owners employ brokers to secure 
cargoes for their vessels, and pay nothing for this 
unless a cargo is secured, liner operators have to set up 
full-time agencies or offices in the ports, at home and 
abroad, to and from which they trade. These offices 
must deal with the great volume of documentation 
entailed in the loading and discharging of several 
thousand separate items of cargo comprising a typical 
liner load. They also have the duty of going out into 
the field to procure outward cargoes from their ports. 
This entails the employment of permanent staffs of 
"freight canvassers" calling daily on all the likely 
local merchants and shippers with a view to securing 
their traffic for their own line. Documentation for a 
homogeneous tramp full cargo is very simple and 
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tramp owners have no need of permanent agencies 
abroad. When a tramp visits a foreign port, the agent 
who attends to her affairs for the few days that she 
is in port receives an ad hoc fee of perhaps $US280 
to $US420 and there the matter ends. 

35. As a general rule cargo liners are built to 
higher technical specifications than tramps. They are 
also usually faster, entailing a much increased charge 
for fuel and machinery of higher horsepower. These 
items are reflected in much higher daily operational 
costs than those of the tramps and far greater annual 
charges for amortization and interest. Liners, being 
"continuous ventures", have also to set aside funds out 
of profits to meet creeping inflation, which has brought 
current shipbuilding costs to some six to eight times 
those prevailing in 1938. 

36. The need for regular liner services is indis
putable. Only cargo liners can accommodate the 
thousand-and-one items which make up a general 
cargo. The longer the voyage, the greater is the need 
for liners. It is feasible to ship parcels of 500 to 2000 
tons from, say, London to Lisbon or even Alexandria 
as full cargoes in small tramp vessels. On longer 
distances, it is not only economically unattractive, but 
also technically impossible to ship such limited quan
tities in tramps. The argument is even stronger in 
the case of the broad range of manufactures and luxury 
goods where individual consignments, sent over 
distances of 10,000 miles and more, very frequently 
weigh no more than one ton and very often less. At 
the other end of the scale from bags of nails and cases 
of watches are the "heavy lifts", such items as loco
motives and pieces of oil refinery plant weighing 100 
tons or more. The ordinary tramp vessel does not have 
tackle capable of lifting on board and off these very 
heavy weights. Ship cranes, capable of tackling them, 
are very costly as regards initial outlay, capital charges 
and maintenance. Such apparatus (apart from a very 
few heavy-lift specialist ships) is only found in liner 
vessels. Other cargo frequently moving in quantities 
far too small to fill a trampship includes dairy products, 
chilled and frozen meat and other comestibles. These 
demand special cargo compartments equipped with 
suitable ventilating and refrigerating machinery. 

The Conference system 

37. There is no bargaining between liner shipowner 
and cargo interests to establish a mutually acceptable 
freight rate as in tramp chartering. Liner freights are 
unilaterally imposed by the shipowners for all those 
classes of goods for which there is a conference 
tariff. In determining tariffs, the Conferences are 
guided by their specialist committees which are in close 
contact with the cargo interests and generally know 
what a particular traffic can stand. As a rule, Con
ference tariffs are valid for at least six months. Liner 
freight is generally payable on shipment of goods 
(prepaid freight), whereas with tramps payment is 
normally due only on delivery, and freight rates by 
liner almost invariably include costs of loading and 
discharging, whereas in tramp chartering it is a 
matter of custom or negotiation as to who pays these 
expenses. 

38. The conference system is obviously capable of 
abuses. The problems arising from the operation of 
Conferences and the various safeguards against 
misuse of the system are considered in detail in Part II, 
section 5. One point, however, requires special 
emphasis at this stage. In most Conferences, there is 
real competition between member-lines to secure 
traffic-one of the reasons why each line employs 
its own freight canvassers. Often, one line will secure 
a temporary advantage by introducing faster ships 
or cargo-space for types of goods not previously 
carried on the route. To maintain their place, the other 
lines must rapidly follow suit. In most Conferences, 
there are no traffic-sharing arrangements or agreements 
to keep freight rates high. In general, each line is 
allotted a number of "sailings" from each port each 
month, or on a yearly basis. Thereafter, it is up to 
each line to fill its ships. 

39. It is sometimes suggested that the service 
provided by Conference lines may be of unduly high 
quality. This may happen when shippers in some 
countries or some trades require very much faster, 
more up-to-date ships than shippers in other countries 
or trades. Competition from outside and between 
members of the Conference is also likely to force 
quality up. 

40. If the regular liners working to fixed schedules 
are to preserve their profitability, they must have 
protection against "outsiders". These are speculative 
shipowners who will advertise the sailing of a good
class tramp ship on a specific route and offer to 
accept cargo at below the Conference tariffs. In 
practice, they are likely to skim off only the "cream" 
of the traffic, and leave the less-interesting items to 
the established lines. Also, they offer no continuity 
either as to regularity of sailings or of rates of freight. 

41. The "restrictive practices" which Conferences 
operate to prevent such inroads vary. Some Con
ferences offer differential rates-the higher one to 
casual customers and the lower to shippers willing to 
sign a contract giving the Conference exclusively 
their business for a fixed period, usually six months 
to one year. Others, in return for fidelity, offer shippers 
a rebate (usually of 10 per cent) on their total freight 
outgoings over three or six months. 

(3) NEW DEVELOPMENTS IN OCEAN
SHIPPING SERVICES 

42. It was not until the inauguration of the Baltic 
Exchange in 1900 that there was an effective inter
national freight market. Up to the start of the Second 
World War, this open tramp market effectively catered 
for the sea-transport needs of world trade in the dry
cargo sector, save for that part which was handled 
by the regular conference lines and a very small 
fraction carried in ships belonging to the cargo 
interests. 

43. In the immediate post-war period of re
habilitation, there was no great change in trading 
patterns and little progress in the field of ship design. 
Although in 1950 shipments of oil were twice those of 
the immediate pre-war period, at 225 million tons, 
United Nations figures for 1950 put total dry-cargo 
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movements (liners and tramps combined) at 300 
million tons-75 million tons less than in 1937. 

44. In the decade from 1951 to 1961 dry-cargo 
movements doubled. There was a great increase in 
average ship sizes and in their efficiency, and much 
new thinking on sea-transport problems, leading to 
new forms of freighting, to changes in the pattern of 
fleet ownership and to a serious decline in the relative 
importance of the open tramp market, where open
market freights fluctuated more violently than at any 
time on record since the start of the First World War. 

45. Unlike the cargo liners, the "free" tramps' 
share of global trade has suffered a severe decline in 
post-war years. This is due to the creation of vast 
"captive" fleets belonging to cargo interests and to 
the evolution of a new concept in the carriage of 
bulk cargoes, known as "contractual tramping". 
Because these freighting methods are not a novelty 
in oil transport, they can most easily be explained by 
studying the evolution and present condition of 
petroleum movements by sea. 

Oil transport 

46. Petroleum could not challenge the supremacy 
of coal and had no prospects of becoming an eco
nomically viable source of power until effective means 
were devised to transport it in large quantities by sea 
at a low cost. Prior to 1880, limited quantities of 
petroleum were shipped in barrels or in tins within 
cases. The emerging oil industry, unlike dry-cargo 
shippers at that period, had no tramp-cum-liner 
network to cater for its sea-transport needs and very 
few independent shipowners were willing to invest 
money in tankers. Left to their own resources, the 
oilmen built their own fleets of tankers, thus laying the 
pattern for the great flotillas which they own today. 
Only with sufficient tankers to carry their output could 
the rival oil producers battle for overseas markets. 

47. In later years, the idea proven, "independent" 
tanker owners appeared, and the oil companies were 
willing and anxious to secure their services not just 
to carry single loads, but for periods running into a 
number of years. They, indeed, hired the ships for 
their exclusive use under period contracts known as 
time charters. This had two advantages. At a time 
when oil was plentiful and easily marketable, but 
tankers were insufficient, the use of such ships was 
denied to their rivals for the term of the time charters. 
The oil producers also avoided having to finance the 
extension of their existing fleets from their own 
resources or by borrowing. The system of hiring 
vessels from independent owners on a long-term basis, 
traditional in oil transport, is the equivalent of what 
in the dry-cargo sector has become known in the late 
1950s as "contractual tramping". 

48. As the pattern of oil transport, developed 
certain seasonal fluctuations, once petroleum had 
become established as a major source of energy, the 
oil companies decided not to cater for such movements 
either by their own fleets or by the vessels they held 
under long-term hirings. They relied, and still rely, 
on the services of free uncommitted tankers. These are 
the "tramps" of the oil business, whose owners prefer 
the speculative ups-and-downs of the open freight 

market, to the limited but certain return to be had 
from long-term hirings. They are fixed voyage-by
voyage in the manner as described in the section 
dealing with voyage charters. 

49. With global shipments now running in excess 
of 600 million tons, the major oil companies have 
adopted a policy which results in about 88 to 89 per 
cent of the total annual quantities being shared 
roughly equally between their directly-owned fleets 
and the "private" ships which they have on long-term 
hire. The remaining 11 to 12 per cent is covered by 
charterings on the open market for single cargoes or 
short series of consecutive cargoes, each the subject 
of individual bargaining as to freight rates. 

50. As at August 1963, world tanker fleets have a 
total cargo capacity of approximately 70 million tons. 
The oil producers own 39.81 per cent of global 
tanker fleets, and 55.63 per cent is in the hands of 
independent owners, the latter including the open
market "tramps" and those hired under long-term 
charterings. The remaining 4.56 per cent is mainly 
owned by Governments in the form of war-fleet 
"oilers". On average, each of the non-governmental 
tankers carries some 8.5 full cargoes in each year. 

51. Being still a relatively new industry and un
encumbered at the start by an exjsting shipping 
machinery, oil has always, and still does, pay great 
attention to freighting methods with the object of 
ensuring the certainty of having a sufficiency of tanker 
space at all times, but at no greater cost either in 
capital outlay or by way of freight payments to in
dependent owners than is strictly necessary. The 
rather recent application of such thinking by dry
cargo interests is responsible for the striking changes 
which have led to the relative decline of the open 
(non-liquid) tramp market. 

Ore transport 

52. The inability of the tramp market to provide 
stable freights or to guarantee ships of the right type 
and tonnage at the places and times required was as 
evident prior to 1939 as it is today, but shippers in 
the pre-war years had no alternative open to them. 
Trade patterns and the volume of cargo controlled 
by single parties did not permit the kind of rationaliza
tion of dry-cargo freighting that had already taken 
place in the petroleum trades, where the open market 
was already relegated to a minor role prior to 1939. 
However, in the early 1950s new factors began to 
emerge. In addition to a great upsurge in the volume 
of dry cargo to be transported by sea, in many in
dustries power became concentrated in relatively few 
hands. Organizations purchasing raw materials for an 
entire industry were set up and extended their activities 
into undertaking the business of arranging for the 
goods to be shipped and delivered. 

53. A case in point is the British organization 
"Biscore". Before 1939, each steelworks bought its 
own iron and manganese ore. There were perhaps a 
score of merchants selling to them and each steel
works and each merchant chartered ships on the open 
market. The creation of "Biscore" eliminated com
petition within the United Kingdom steel industry 
for iron ore shipping space. Similarly, on the Continent 
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there were a large number of amalgamations between 
smaller enterprises in steel and heavy chemicals, and 
the communist countries one by one set up their 
central freighting bureaux which control the entire 
shipping programme for their imports and exports. 
In this way, so far as steelmaking ores are concerned, 
a situation developed similar to that which had always 
existed in the petroleum industries where the bulk 
of the world's chartering is concentrated in the hands 
of a few major oil companies. 

54: The reason for choosing the ore traffic to 
illustrate this trend is that steelmaking ores are, next 
to oil, the most important commodities (quanti
tatively) moved by sea, and their annual growth rate 
exceeds that of any other cargo, excepting oil. The 
ore traffic also was the first dry cargo traffic to break 
away from the open tramp market. 

55. Cartelization and central buying made it 
possible for steelmakers to recast their shipping 
policies, and circumstances forced them to do so. 
Within the United States, Britain and Europe, 
domestic ore supplies and those from foreign places 
relatively near at hand became totally inadequate to 
supply the ever-growing needs of the blast furnaces. 
Not only had great quantities of foreign ore to be 
imported, but most of it had to be brought in from 
places infinitely more distant than the pre-war 
sources. 

56. In the case of the United Kingdom and north
west Europe, the major pre-war sources of imported 
ores were Spain, Sweden and North Africa. From those 
countries, an average of 4.5 ship-units of 10,000 tons 
each could lift 1 million tons in a year. Average round
voyages did not exceed 2000-3000 miles. In the post
war situation, voyages up to 15,000 miles are by no 
means uncommon. Because of the imbalance of bulk
cargo traffics, most of the ore ships proceed in ballast 
back to the loading places after the discharge of each 
cargo. In effect, to import I million tons in a year from 
some of the present major supply areas, the following 
number of ships is required (units of 10,000 tons): 
West Africa, 12 vessels; Brazil, 15; India, 20. 

57. As to the global increase in seaborne ore 
traffic, there are no reliable pre-war figures. It is 
thought that the 1938 total was well under 10 million 
tons per annum. By 1950 the annual total had 
grown to 30 million. By 1959 shipments exceeded 
85 million tons and those for 1960 amounted to 
110 million. 

58. The machinery of the open freight market 
proved inadequate to handle such tonnages. Steel
works had to be assured of regular ore arrivals and 
on the open market there was no certainty of this. 
If grain or coal seemed more profitable than ore, 
tramp owners would seek business in the grain or 
coal trades. The problem of bulk demand became 
impossible to solve by single voyage chartering 
methods. 

59. The erratic behaviour of freight rates on ore 
was also a factor. The rate from Goa to the Near 
Continent, for example, attained $US19.25 a ton 
during the Korean War. By end 1953, it had dropped 
to $6.79, nearly doubled again in the winter of 1954 
and hit a peak of $28 at the time of Suez, subsiding 

a year later to under $7 a ton. With a commodity such 
as iron ore, worth perhaps $11.20 to $12.60 a ton at 
loading port, such freight fluctuations make normal 
works accounting difficult and have to be absorbed 
by the operation of complicated "freight equalization 
accounts" over a period of years. 

60. Finally, technical production factors have 
made it desirable for steelmakers to control the 
quality of raw materials more closely. To ensure regu
lar supplies of raw materials of the desired quality, 
many steel firms have taken a direct interest in partic
ular overseas deposits and through the central buying 
organization arranged for the regular use of ships most 
suitable to carry ore from their particular source 
or sources to a particular port of destination. 

61. Steelmakers in the United Kingdom, on the 
Continent and in the United States have consequently 
copied the oil world and adopted a policy of covering 
their major tonnage needs by a combination of direct 
ownership of ships, financing ship construction and 
hiring the vessels back through ship-managers, and by 
long-term hiring under time charter (which owes its 
current description "contractual tramping" to the 
French economist Claude Moreaux). The steelmakers 
have not entirely abandoned the tramp market, but 
they use it to cover only 5 to 7 per cent of their ore 
needs. It is resorted to only for marginal requirements 
and for replacement when scheduled ore-carriers have 
fallen out of their planned loading dates. In 1959, the 
port of Baltimore, Maryland, alone took delivery of 
over 12 million tons of imported iron and manganese 
ores. Tramp ore charterings during 1959 to all ports 
in the United States were less than 1.5 million tons. 

Contractual tramping and integrated 
fleets for other commodities 

62. Direct ownership or long-term hiring of ships 
is practicable when the volume of cargo is sufficient 
to keep the ships occupied full-time. Unless an 
(undesirable) speculative element is to be introduced, 
the annual aggregate of cargo and the length of in
dividual voyages must be more or less constant. 

63. As a general rule, these methods are not 
applicable to types of merchandise (for example, 
fertilizers) which are the subject of intense sales 
competition, resulting in violent changes in the geo
graphical pattern of seaborne movements. Also 
unsuitable are cargoes whose movement is greatly 
affected by seasonal or climatic factors, e.g., the whole 
range of agricultural produce. 

64. Save for certain very highly specialized ships, 
not to be found on the open tramp market, for example 
molten sulphur carriers, it is most unwise for cargo 
interests to plan on lifting their entire annual tonnage 
requirements by integrated or hired fleets. These should 
be employed for only that part of total traffic which 
is absolutely and firmly predictable. Failure to leave 
a margin for the open tramp market can result in the 
kind of situation into which "Biscore" have run in 
recent years. Their shipping policy was based on 
catering for current ore consumption and some 
part of a predicted increase due to the expected 
expansion of the steel industry. When in fact a re
duction of steel output occurred, "Biscore" found 
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themselves seriously over-tonnaged by the spring of 
1962. They had to lay-up brand-new ore carriers as 
well as vessels hired from private shipowners, some 
being later sublet at a considerable financial loss. 

65. Although a traffic may fulfil the conditions 
necessary for contractual tramping, there are some 
routes on which it is not financially attractive. These 
are usually those on which there is a gross imbalance 
in one direction, such as from Europe to the United 
States (east coast) and from the Far East to the west 
coast of North America, on which routes tramp voyage 
freights are in an almost permanent state of depression. 
Cargo loaded ex Europe for the United States, 
because of the intense pressure for shipping space in 
the opposite direction, is booked by tramps at freight 
rates which are commonly referred to as "paying 
ballast". There are other routes which for more 
technical reasons habitually provide tramp tonnage 
at low freights, such as North America and the near 
Mediterranean to the United Kingdom/Continent. 

66. Cargoes for which long-term freighting is 
basically attractive include: 

Iron, manganese and chrome ores: on worldwide routes; 
Bauxite: worldwide; 
Coals: ex US East Coast to Japan, Italy, N.W. Europe and 

east coast South America; 
ex Australia to Japan. 

Phosphate rock: worldwide to all markets having sufficient 
annual import capacity-
except for the route Morocco to Benelux/Germany; 

Sulphur (dry): from North America (both coasts), worldwide; 
Sulphur (molten): as above, plus shipments ex France; 
Lumber: ex western Canada to US Atlantic ports. 

Commodities normally not suitable for long-term freighting are: 

Grain, oilseeds, sugar, volume and direction are not 

{

In this group changes in annual 

manufactured fertilizers, predictable with aceuracy, due to 
copra climatic factors and/or intense 

sales competition. 

Coals (except as listed (For these cargoes the following 
above), metals and scrap circumstances apply: 

Non-ferrous ores (other Unpredictability of trade pattern 
than bauxite), timber, and/or insufficiency of global 
cement, esparto, general movements. Sporadic nature of 
cargo sales or availability of cargoes. 

Pyrites 
{

This ore moves mainly on routes 
where tramp freights are habitu
ally very low. 

67. There are exceptions to this list where cargo
interests find it desirable to own or hire ships on long
term. This may be the case when a receiver has very 
limited port facilities and is obliged to import by 
vessels very much smaller than the norm for a given 
voyage. Exceptions are also to be made in respect 
of the limited number of cases where the cargo in
terests have a regular "captive" trade, for example, in 
cement. These usually involve the construction of 
specialized one-purpose ships, generally of small 
tonnage. 

68. Political considerations apart, the choice for 
the cargo interests must be based on freighting cost, 
including the servicing of capital, per ton of cargo 
carried. Basically, industry will not pay to independent 

shipowners any hire rate grossly in excess of that for 
which they could provide the service themselves, 
allowance being made for a proper reward to the 
professional shipowner for his "know-how" and for 
his time and pains in the management of the ship or 
ships. 

69. A difference between open-market and con
tractual tramping is that it would be extremely un
likely for a charterer of a tramp for a single voyage 
to know how much profit the shipowner will make out 
of it. With a period time charter for say twenty 
years, it would be remarkable in present circumstances 
if the hirer did not know precisely what the ship
owner would earn. After the requisite economic 
research has been done to establish the "ideal" 
ship for a specific traffic, the next step is to call a 
conference of those parties interested in negotiating 
the charter. From the deliberations of these people 
around the table, the terms of a long-term charter 
party will be hammered out and the contract which 
emerges will be geared to a fixed annual average return 
on the price paid for the ship. In the case of specialized 
one-purpose vessels, the entire freight contract will 
have been negotiated in principle even before the 
first keel-plate of the new ship is laid. 

70. When contractual tramping for dry cargo got 
under way in the early 1950s, a reasonable return to 
be expected under such contracts was about 15 per 
cent per annum on historic cost. This was made up of 
5 per cent depreciation, 7 per cent interest or capital 
charges and 3 per cent to provide for "creeping 
inflation". At that time, shipowning was still regarded 
as a continuing venture and it was recognized that 
this entailed putting away reserve funds every year, 
out of earnings, to provide for the higher cost of 
ship replacement at the end of twenty years. 

71. In recent years, the situation has changed 
and long-term freight contracts are now negotiated 
on a self-amortizing basis. Hire rates today do not 
show a gross return in excess of an average of 8 per 
cent per annum on first cost of which 5 per cent goes 
in depreciation. This low return by comparison with 
land-based enterprises is surprising at first sight, the 
more so that, unlike a block of flats, a ship is a wasting 
asset from the day she takes to sea. Equally, there is no 
prospect, unlike investments in real property, of 
any capital appreciation over the twenty-year term. 
On the contrary, a ship at the end of twenty years is 
unlikely to realize, as scrap metal, more than 5 to 7 
per cent of first cost. This situation has arisen primarily 
because there is now a world surplus of shipbuilding 
capacity of between 40 per cent and 50 per cent over 
foreseeable needs, because shipbuilding costs are 
artificially low and sometimes subsidized and because 
credit is often provided at far below the rates current 
for land-based equity investment. 

New types of merchant ships 

72. The development of new freighting methods 
has been accompanied by advances in the technical 
field, notably improvements in diesel propulsion and 
in methods and speed of loading and discharging. 
Because of the nature of their employment and of port 
facilities in their trades, open market tramps and 
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cargo-liners have not been able to gain as much in the 
reduced carrying costs per ton/mile which go with 
increased tonnage as has the petroleum traffic and 
some sectors of the ore trades. Nevertheless, since 
1960 there has been a steady stream of deliveries of 
non-specialized bulk-carriers of from 20,000 to 
25,000 tons which operate on the open tramp market. 
This is twice the 1950 norm for tramp vessel tonnage. 

73. The lead towards the exploitation of larger 
size vessels was given once more by the oil industries, 
which invested large sums of money in building ter
minals able to accommodate large ships. Operational 
costs per ton/mile for an 80,000-tonner are only one
third of those for a 12,000-ton capacity ship, and fuel 
costs per ton of cargo carried about one-half. Total 
carrying costs for a 50,000-ton tanker or dry cargo 
ship are about 50 per cent of those for a ship of 12,000 
tons. At the present time, lack of terminal facilities 
sets the practical maximum for dry-cargo bulk carriers 
at about 50,000 tons. In the case of tankers it is as 
much as 140,000 tons on certain routes. 

74. Although attention had been concentrated 
largely on improved machinery performance and 
enhanced ship size, much research has also been 
carried out on the design of vessels able to carry 
materials not previously transported by sea. These 
include gases carried under pressure and/or refrigera
tion, such as liquid ammonia and liquid methane 
or butane and molten sulphur carried in steam
heated specially designed tankers. There are also a 
limited number of newsprint carriers, small self
unloading bulk cement transporters and a variety 
of other specialist ships such as banana-boats, 
vehicle transporters and, most important of all the 
one-purpose ships, ore carriers. 

75. A feature of all these highly-specialized ships, 
including the "pure" ore carriers, is that they are 
not capable of carrying any other classes of merchan
dise. As a general rule, they are either owned directly 
by cargo interests or hired under long-term charter 
parties and are not to be found on the open freight 
market. In most cases, they also operate on a one-way 
basis, sailing in ballast between the discharging of 
each cargo and the loading of the next. Oil tankers are 
an exception to this general rule, in that those which 
ply on the open tramp market can transport heavy 
grain as an alternative to petroleum and other liquids. 
Where trading patterns permit it, it is possible to 
employ ore/oil ships of special construction which 
enables dry cargo to be loaded on one voyage and oil 
on the other. They are much more expensive to build 
than either simple tankers or ore carriers. 

SECTION 2. THE IMPACT AND INCIDENCE OF MARITIME 
FREIGHT RATES, THEIR LEVEL, STRUCTURE AND FLUC
TUATIONS, ON THE FOREIGN TRADE OF DEVELOPING 
COUNTRIES 

(1) THE INCIDENCE OF FREIGHT CHARGES ON 
TOTAL EXPORTS AND IMPORTS 

Exports 
I. Statistical information on the total value of 

freight charges on the exports of a developing country 

TABLE 1(a) 
Freight charges as a percentage of the f.o.b. value of exports from 

seven developing countries 

1958 1959 1960 1961 

Brazil•. 4.5 5.7 5.5 5.7 
Ceylonb 5.3 
Liberia• 16.1 16.4 15.3 18.5 
Malaya• 4.9 4.2 3.7 4.9 
Mauritius• 7.5 7.6 7.1 7.5 
Morocco' 
Sudan• 3.2 4.0 4.1 3.0 

. . = Not available. 
a Coffee only; over 50 per cent of the value of total exports. 
0 Tea only; over 60 per cent of the value of total exports. 

• Iron ore and rubber only: 80 per cent of the value of total exports. 
dRubber only; over 50 per cent of tbe value of total exports. 

• Sugar only: 95 per cent of the value of total exports. 

1962 

5.9 
5.5 

19.0 
5.8 
7.5 

23.0 

f Phosphates, citrus fruit, other foodstuffs. otber ores and miscellaneous anJmal 
or vegetable products; 90 per cent of the value of total exports. 

tJ Cotton. grounc;lnuts, sesame. gum and dura; 90 per cent of the value of total 
exports. 

is appreciably scarcer than on imports. Since freight 
on exports does not normally affect the balance of 
payments, as it is nearly always paid by the importer, 
it is not recorded in balance-of-payments statistics, 
except where freight paid on exports earned in the 
ships of the exporting country is included as part of a 
credit item. 

2. The incidence of freight charges on exports must 
nevertheless be of some importance to these countries. 
Even if the majority of exports are paid for on an 
f.o.b. basis, the freight cost may, in affecting the retail 
price of the commodity in the importing country, 
have an indirect influence on the price the importer 
is prepared to pay the exporter, and a direct influence 
on total demand for the commodity concerned. 

3. For each of the seven countries 1 studied in this 
part of the report an attempt was made to estimate 
theincidence of freight charges on total exports. In 
three cases-Mauritius, Morocco and the Sudan
information proved to be available for at least 90 
per cent of total exports, and in one-Liberia-for 
80 per cent of total exports. For the remaining three 
countries, information was available for only 50 to 
60 per cent of exports, but this has been included in 
Table l(a) as giving some indication at least of the 
size of the charges involved. 

4. The main conclusions suggested by the figures 
shown in Table l(a) would appear to be that the in
cidence of freight costs on the value of exports for 
countries whose exports consist largely of the lighter, 
high-volume primary commodities, such as coffee, tea, 
cotton, rubber and sugar, varies between 3 and 8 
per cent, while for countries exporting mainly heavy 
bulk commodities such as iron ore or phosphates the 
incidence is likely to be over 20 per cent. Differences 
between individual countries in each group must be 
attributed largely to variations in distance from their 
principal markets, as well as to variations in the unit 
value of the various commodities exported. 

1 Full details of these seven examples are contained in appendix A. 
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TABLE 1(b) 

Indices of unit f.o.b. value of the exports of seven developing 
countries 

(1958 100) 

1958 1959 1960 1961 1962 

Brazil . 100 85 83 85 
Ceylon 100 104 104 95 91 
Liberiaa 
Malaya• 100 120 127 105 102 
Mauritius' 
Morocco 100 94 108 114 
Sudan .. 100 90 110 105 

.. = Not available. 

Source: United Nations Monthly Bulletin of Statistics. 

«The average f.o.b. value of iron ore exports per ton rose in 1960 and then 
returned to its 1958 level; the unit value of rubber exports followed the same 
trend. but was slightly lower in 1962 than in 1958. 

~ Federation of Malaya. 
• The average f.o.b. value of sugar exports per ton rose sharply in 1960, fell 

in 1961 and rose in 1962 to a higher level than that of 1958. 

5. The over-all incidence of freight costs on ex
ports declined in 1960 for Brazil, Liberia, Malaya and 
Mauritius, or for four of the five countries for which 
this information is available. Table l(b) shows a 
sharp rise in the unit value of Malayan exports in 
that year; the value of Brazilian exports fell, but in 
fact that of coffee, on which the information on Brazil 
in Table l(a) is based, rose in 1960. The unit value of 
Liberian iron ore and rubber, and of Mauritian sugar, 
also rose appreciably in 1960, so that this decline 
in freight costs must be attiibuted to a generally 
higher value for exports. Freight rates were generally 
higher in 1960 than in 1959. 

6. For three of the four countries for which 
information is available for 1958 to 1962, the in
cidence of freight rates was appreciably higher at 
the end of the five-year period than at the begin
ning. In the case of Brazil, this must be largely at
tributable to the lower f.o.b. prices of coffee obtaining 
in 1962, but as far as Malaya is concerned f.o.b. 
rubber prices were rather higher in 1962 than in 
1958, while the average f.o.b. value of Liberia's main 
export, iron ore, was almost identical in those two 
years. Some of the increase in the incidence of freight 
costs for these two countries must therefore be 
attributable to higher freight rates. Rates on various 
tramp commodities were in fact slightly lower in 1962 
than in 1958, but these will be examined in greater 
detail in the next section. 

Imports 

7. Statistical information on the value of freight 
charges on imports by developing countries is more 
readily available. The value of payments for imports 
to foreign carriers is normally recorded, as a debit 
item, in balance-of-payments statistics; since many 
developing countries have no national shipping 
concern, this in many cases constitutes the total value 
of freight on imports, but where national carriers exist 

TABLE 2(a) 
Freight charges as a percentage of the c.i.f. value of imports by 

seven developing countries 

1958 1959 1960 1961 1962 

Brazil". 9.0 9.5 9.4 9.3 
Ceylona 9.7 
Liberia~ 13.0 13.0 10.3 
Malaya" 5.1• 4.6 
Mauritiusd 11.6 11.4 11.2 11.9 11.8 
Morocco• (9.2) (9.0) 6.1 5.9 
Sudan• 11.0 

Not available. 

a Source: IMP. 

~> Estimates based on known freight rates for the main categories of imports~ 

c Including insurance. 
d Estimates based on the difference between c.i.f. and f.o.b. import value, 

after a deduction for insurance. 
'Source: IMF. There may he some discrepancy in the information collected 

for 1958-1959. 

the value of payments to them for the carriage of 
imports is also often available. 

8. The balance-of-payments figures collected by 
the International Monetary Fund include no in
formation for Liberia or Mauritius, and estimates 
have been made of the value of freight on imports by 
those countries on the basis of available information 
on freight rates and on c.i.f. and f.o.b. values for 
imports. Since information on individual import 
items is usually available on a c.i.f. basis only, the 
information shown here for total imports is quoted 
on a c.i.f. basis for purposes of comparison. 

9. The incidence of freight charges on total im
ports for the seven developing countries shown in 
Table 2(a) ranges between 4.6 per cent and 13 per 
cent for the year 1961. Four of the countries fall 
within a narrower range of between 9 per cent and 
12 per cent, and this is true of a fifth (Liberia) in 1962, 
Malaya2 and Morocco appear to have a much lower 
incidence of freight costs on imports than the rest. 
The incidence of freight costs must in general be 
expected to vary with geographical distance from main 
suppliers (and of these seven countries, Morocco is 
easily the nearest to its main supplier, France), and 
also with the structure of imports. It may be noted that 
imports of machinery, vehicles and parts varied as a 
percentage of the c.i.f. value of total imports, in the 
latest available year, from 11 per cent for Morocco, 
14 per cent for Mauritius and 20 per cent for Malaya 
to between 30 to 34 per cent for the Sudan. Ceylon, 
Liberia and Brazil. 

10. Table 2(a) shows little indication of any general 
increase over the five-year period of the incidence of 
freight costs on imports. There are too many gaps in 
the statistics for any valid conclusions to be drawn, 
but it may also be noted from Table 2(b) that, with 
the exception of Morocco, the unit value of imports 
by these countries has shown only small changes in 
either direction over this period. 

• It is possible, however, that freight costs for Malaya may be 
understated as a result of the arrival of imports through Singapore. 
Statistics are for Malaya and Singapore--before the constitution 
of Malaysia. 
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TABLE 2(b) 
Indices of unit c.i.f. value of the imports of seven developing 

countries 
(1958 = 100) 

1958 1959 1960 1961 

Brazil . 100 92 97 103 
Ceylon 100 100 101 
Liberia 
Malayaa 100 98 101 99 
Mauritius 
Morocco 100 102 114 119 
Sudan. 100 93 104 96 

Not available. 
a Federation of Malaya. 

Over-all incidence of freight charges on the 
foreign trade of developing areas 

1962 

101 

101 

11. The foregoing preliminary analysis, related in 
particular to the seven countries refer_red to, may be 
completed with a brief s~rv:ey of a_vatlable data ~nd 
estimates on the over-all mctdence, m 1961, of freight 
charges on imports of the main developing areas in the 
world. 

12. With slight variations, the over.-all incid~nce 
of freight charges on imports of deve1opmg area~ ts of 
the order of 10 per cent; percentages C~)ffespo~dm.g to 
the various countries show however wtder osctllatwns 
around the general average, due mainly to differences 
in distance from sources of supply and in the com
position of imports. 

13. It is possible however that the above data, 
which are largely estimates of a varying degree of 
reliability, somewhat under-estimate the incidence 
of ocean transport costs. Indeed, although ocean 
freight rates generally include loading ~nd unloading 
costs, this is not always so, at least m the cas.e. of 
tramp shipping and primarily of bulk commodities. 
In the latter cases, loading, unloading and even 
stowage expenses, the incidence of .which ma.y be quite 
substantial, are frequently not mcluded m ocean 
freight rates. 3 

14. No comparable data or estimates are available 
on the over-all incidence of freight charges on exports 
of developing areas. As appears from Table I(~) 
above there may be substantial variations in th1s 
respedt, not only between the main developi~g areas, 
but even more between the various countnes con
cerned. In any case, considering the importance of 
heavy bulk commodities in the exports of a numbe; of 
developing countries, the percentage of total freight 
charges on exports of developing areas may be ex
pected to be somewhat higher than on imp~rts. 
Assuming a percentage of 12 per cent, total fretght 
charges on exports ( $22,944 million) of the developing 
areas and countries included in Table 2(c) would 
amount approximately to S2750 million. 

15. Account must however be taken of the dup
lication resulting from exports and imports between 
developing areas and countries; these probably 

3 Total terminal costs in ports of loading and unloading may be 
in some cases as high or even higher than cost of movement. 

TABLE 2(c) 
F.o.b. value of imports and freight charges of main developing 

areas in the world, 1961• 
(/11 millio11s of US dollars) 

Imports Freight Percentage of 
f.o.b.O charges< freight charges 

1. Latin America• 7 331 733.7 10.0 
2. Asia' 6675 617.2 9.2 
3. Middle, East and North 

Africa' 3 059 319.9 10.5 
4. Africa• 3 111 291.8 9.4 
5. Other4 • 3450 364.0 10.6 

TOTAL 23 626 2 326.6 9.8 

a Source: IMF. See Table A. in Part II. section 3, sub-section (1). Not in
cluded in the table are certain countries in the overseas franc area, and some 
Middle Eastern and Far Eastern countries. 

b Including non·monetary gold; this inclusion scarcely aifectll the results of 
the calculations in the table. Imports include ocean-borne and other imports 
(f.o.b. at the customs frontier of the exporting country). Where c.i.f. values only 
were available, f.o.b. values have been estimated by IMF. 

• Including freight payments on imports to domestic and foreign ocean, air 
and other carrien; with very few exceptions (e.g., Mexico). the great bulk of the 
foreign trade of developing countries is however carried by sea. 

a 19 countries. 
• 12 countries. 
1 9 countries. 
• 7 countries. 
• Including Cyprus, Netherlands Antilles, Puerto Rico, Surinam, Turkey and 

United Kingdom colonial territories. 

amount to somewhat less than 10 per cent of total 
exports or imports and freight charges thereon are 
probably also somewhat lower than 10 per cent, due 
to the smaller distances involved, i.e., about $200 
million. 

16. Under the circumstances, total freight charges 
on all imports and exports of developing areas would 
be for the year 1961 in the region of about $4900 
million. Total freight charges on the international 
trade of developing with developed countries would 
probably be of the order of $4700 million. The 
magnitude and economic importance of these charges 
may be appreciated when comparing them with the 
figures for total imports (f.o.b.) and exports of the 
countries concerned in the same year, which amounted 
to $23,626 and $22,994 million respectively. 

17. It should further be noted that the data in 
Table 2(c) do not fully cover all developing countries. 
According to data tabulated by the Statistical Office 
of the United Nations, total exports (f.o.b.) and 
imports (c.i.f.) of under-developed areas4 amounted 
in 1961 to $27,600 and $30,700 million respectively. 
On the basis of the above assumptions, total freight 
charges on the foreign trade of under-developed 
areas (including intra-zonal trade) would probably be 
of the order of $5750 million.5 

18. To appreciate fully the significance and 
incidence of all transport and related handling costs 
on the foreign trade of developing areas and countries, 
account should also be taken of the fact that the 

• Total regions other than developed areas, eastel"!l Europe, 
China (mainland), Mongolia, North Korea and North Vtet-Nam. 

6 In fact, about $6000 million if the above-mentioned possibility 
of underestimation is taken into account. 
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above estimates of freight charges do not include 
transport and related handling costs in the country of 
origin and destination of the goods. In view mainly 
of the deficiencies of inland transport conditions in 
many developing countries, the incidence of these 
costs on their foreign trade should certainly not be 
under-estimated. For obvious reasons it is not possible 
to submit any global estimate of the incidence of such 
costs; nevertheless, considering that ocean transport 
costs are for equal distances considerably lower than 
inland transport costs, the latter must represent in 
many cases a very substantial percentage of freight 
charges on international shipments. 

19. The emphasis on cost of transport in the 
foregoing considerations should not be interpreted 
as implying that other characteristics of transport 
services are of secondary importance. On the contrary, 
quality of service may be for the development of 
certain trade and traffic flows, primarily in the case of 
manufactured goods, of equal or even greater im
portance than cost, at least within certain limits of the 
latter. With quality of service is meant here the safety, 
suitability, reliability, dependability, regularity, fre
quency, density, speed, etc., of transport services. 
Differences in quality of transport services may have 
substantial repercussions on the transport users' 
other (non-transport) costs of production. 

20. Also, it is not so much the relation between 
transport costs and other (production) costs, at a 
particular moment, that matters, but rather the 
relation between changes in transport costs and other 
costs in the process of development, in particular 
where the latter costs are increasing or decreasing. 
Transport costs and quality of service are likewise 
significant factors (i) in the location of investments and 
the differentiation of development chances; (ii) in the 
spatial or geographical spread of the income effect of 
investments, i.e., of income increases; and (iii) in the 
geographical spread of the capacity effect of invest-

ments, i.e., the extent of markets for the increased 
production. The spatial spread or extent of the 
capacity effect is usually much wider than that of the 
income effect. Under the circumstances, transport 
has been over the long run an important factor in the 
differentiation of economic development in space, 
and the superiority of the transport system of de
veloped countries has been as much a cause as an effect 
of the present division of the world between developed 
and under-developed areas. Further development of 
this analysis would go beyond the scope of this 
preliminary report, as it requires consideration of the 
entire transport system (goods and passengers), and 
not of maritime transport only. 

(2) THE INCIDENCE OF FREIGHT CHARGES ON 
EXPORTS AND IMPORTS OF SOME MAJOR 

COMMODITIES 

The movement of freight rates 

21. In this section of the report, the incidence of 
freight charges has been examined for seven major 
commodities in the international trade of under
developed countries-coffee, tea, iron ore, rubber, 
sugar, phosphates and cotton. Of these commodities, 
coffee, rubber, tea and cotton are almost exclusively 
shipped at tariff rates by liners. Sugar is mainly 
carried at open market rates by either liners or tramps, 
while iron ore and phosphates are carried by tankers, 
tramps and specialized bulk carriers, the former 
largely on the basis of long-term contracts or as part 
of an integrated production-transport system. 

22. Shipping freight rates are in general more 
highly sensitive than other price indices to political 
and economic changes. Fluctuations in liner rates are, 
however, relatively small in comparison to the rest, 
seldom varying by more than 10 to 15 per cent in a 
year. This will be apparent from the one liner index 
shown in Table 3, in comparison with the other five 

TABLE 3 
Indices of dry cargo freight rates since 1958 

(January-June 1958 = 100) 

Norwaya 

1958 January-June . 100.0 
July-December 99.2 

1959 January-June . 100.0 
July-December 102.4 

1960 January-June . 106.8 
July-December 103.2 

1961 January-June . 106.8 
July-December 108.1 

1962 January-June . 102.6 
July-December 95.8 

Not available. 
Sources: 4 Norwegian Shipping News; b Bundesminlsterium f'Ur Verkehr; 

• Sve!lllk Sjofarlll Tidnlng; d UK Chamber of Shipping; • Dott. Flore Ministerio 
Marina Mercantile. 

4 Based on tramp voyage rates on 23 routes, weighted to give worldwide 
coverage. 

Germanyb 
Unlledd 

liner Tramp Sweden• Kingdom Itaty• 

100.0 100.0 100.0 100.0 100.0 
97.0 103.5 lOU 107.1 101.8 

96.1 102.0 102.0 103.8 99.5 
96.4 109.5 108.6 116.9 105.7 

97.6 114.0 114.3 115.6 107.8 
98.5 110.2 117.2 112.0 102.8 

100.9 109.2 110.3 119.5 110.2 
103.1 114.7 112.7 119.9 112.2 

105.7 105.2 104.2 99.5 
104.5 97.0 93.2 90.1 

b Based on voyage charter and liner rates not necessarily restricted to German 
fiag. 

c Based on llxtures for eight bulk commodities equally weighted. 
d Based on llxtures for seven bulk commodities from voyage charters of UK 

ships. Not strictly comparable from 1961 onwards. 

• Based on voyage charter freight rates relating to selected routes and bulk 
cargoes. 
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TABLE 4 

Indices of commodity freight rates, 1956-1963 

(1958 = 100) 

Sugar Ore Fertilizers General 

1956 • • a o a 203 194 193 234 

1957 o • o • a 153 154 158 168 

1958 Jan.-June. 91 99 94 96 
July-Dec .. 109 101 106 104 

1959 Jan.-June. 98 101 83 101 
July-Dec .• 117 100 99 113 

1960 Jan.-June. 112 111 98 114 
July-Dec .. 107 91 96 107 

1961 Jan.-June. 121 103 108 117 
July-Dec .. 125 101 102 118 

1962 Jan.-June. 114 85 99 105 
July-Dec .. 100 74 88 92 

1963 Jan.-June. 119 92 98 111 

Source: United Klng<lom Chamber of Shipping. 

Non: The Indices are weighted averages of quotations by allllags on routes 
important to the United Kingdom tramp lleet in 1951. The generalin<lex is a 
weighted average of major commo<lity rates with the following weightings In 
percentage form: coal: 12.5; grain: 31.6; sugar: 15.0; ore: 11.2; fertilizer: 13.2; 
timber: 13.5; sulphur: 3.0. 

indices for charters for bulk commodities, and with 
the commodity indices shown in Table 4. 

23. The very high levels of freight rates prevailing 
at the time of the Suez crisis were followed by heavy 
shipbuilding programmes. The subsequent trade 
recession, accompanied by intensified over-capacity 
in shipping, led to the lowest rates for ten years by 
1958. 

24. During 1959, freight rates remained at a level 
which prevented owners in most cases from covering 
operating costs, apart from getting any return on 
capital. In the latter half of the year, the trade re
cession ended and rates increased, the percentage 
increase over the first half of the year being about 13 
per cent. The increase, was nevertheless insufficient 
for most owners to operate at a profit. 

25. Freight rates for dry cargo in 1960 were a little 
higher than in 1959. Trade continued to increase 
throughout the year, but the impact of the new tonnage 
coming into service held rates down. Dry cargo rates 
for tramps fell again in 1961, partly because of new 
tonnage and partly from tanker competition in the 
grain trades. There was some increase in liner rates, 
however, in response to higher demand. Rates fell once 
more in 1962, but the first six months of 1963 showed 
a general revival in response to the realization of the 
poor grain harvests in Europe and the USSR. 

26. The general commodity index of freight rates 
has followed a pattern corresponding largely to these 
trends. Very low in 1958, it rose in the second half of 
1959; it was slightly higher in 1960 than in 1959, and 
higher again in 1961, but fell sharply in 1962. General 
commodity freight rates were on average 18 per cent 
higher in 1961 than in 1958, but in 1962 they were 
slightly lower than five years earlier. 

TABLE 5 

Freight charges as a percentage of the f.o.b. value of exports of 
Brazilian coffee, 1958-1962 

1958 1959 1960 1961 1962 

To the USA and Canada 4.7 5.8 5.8 5.8 5.9 
To Europe. 4.1 5.4 4.9 5.4 5.9 
To the Mediterranean 4.7 6.0 5.3 5.9 7.3 
To the Far East 5.4 5.2 7.0 7.8 9.9 

To all areas 4.5 5.7 5.5 5.7 5.9 

Average f.o.b. value 
($per ton) . 891 702 727 701 655 

Coffee 

27. The incidence of freight charges on the f.o.b. 
value of exports of Brazilian coffee to various destina
tions is shown in Table 5. 

28. The over-all increase from 4.5 per cent to 5.9 
per cent over the five-year period must be largely 
attributed to the lower f.o.b. value of the coffee. 
The improvement in the incidence of freight costs in 
1960 was entirely due to the higher f.o.b. price of 
coffee; no freight rates on coffee from Brazil were 
changed after 1957 until 1962. 

Cotton 

29. The incidence of freight charges on Sudanese 
cotton exports to various destinations is shown in 
Table 6. 

30. Freight rates on cotton from the Sudan to the 
United Kingdom were reported to be 25 per cent 
higher in 1962 than in 1958, although those to India 
remained stable. Fluctuations in f.o.b. cotton prices 
were however greater. Large fluctuations in freight 
rates on cotton were also reported from Brazil, rates 
to Europe rose by 37 per cent between 1957 and 1963. 

Rubber 

31. The incidence of freight costs on rubber, the 
third commodity considered here, which is normally 
shipped at tariff rates, is shown in Table 7. 

32. Conference rates on rubber from Malaya to 
Europe were increased slightly in 1961. Rates from 
Liberia were decreased in 1962. Fluctuations in f.o.b. 

TABLE 6 
Freight charges as a percentage of the f.o.b. wlue of exports of 

Sudanese cotton, 1958-1961 

1958 1959 1960 1961 1962 

To the United Kingdom . 4.4 5.4 
To India. 1.6 1.8 

Total ginned cotton . 2 3 2 

Average f.o.b. value 
($per ton) • 795 625 880 821 

. . = Not available. 



INVISIBLE TRADE IMPROVEMENT AND FINANCING fOR EXPANSION 

TABLE 7 
Freight charges as a percentage of the f.o.b. value of exports of 

rubber from Malaya and Liberia, 1958-1962 

1958 1959 1960 1961 1962 

From pan-Malaya 
Rubber latex . 4.4 3.6 3.2 4.0 4.4 
Rubber crepe . . 6.8 5.2 4.4 6.3 7.0 
Rubber dry ribbed smoked 4.2 3.8 3.4 4.4 5.4 

Total rubber . 4.9 4.2 3.7 4.9 5.8 

Average f.o.b. value 
($per ton) .. 544 703 785 582 554 

From Liberia . . 5.2 4.8 4.0 5.7 5.8 

Average f.o.b. value 
($per ton) . 627 694 829 627 582 

prices were once more on a much larger scale than 
those in freight rates. 

33. It is of interest to compare the incidence of 
freight charges on rubber exports, as shown above, 
with the incidence on rubber imports shown below in 
Table 8. 

TABLE 8 
Freight and insurance charges as a percentage of the c.i.f. value 

of Brazilian imports of rubber 

1958 1959 1960 1961 1962 

Freight/insurance per cent 6.8 6.4 6.3 8.1 9.2 

Average c.i.f. value 
($per ton) . 693 671 737 585 602 

Sugar 

34. The incidence of freight costs on exports of 
sugar from Mauritius is shown in Table 9. 

TABLE 9 
Freight charges as a percentage of the f.o.b. value of exports of 

sugar from Mauritius 

1958 1959 1960 1961 1962 

To the United Kingdom . 7.1 7.0 6.8 6.7 7.1 
To Canada. 8.9 9.8 6.3 12.6 13.1 
To other countries. 9.1 13.1 12.5 11.4 14.5 

All exports . 7.5 7.6 7.1 7.5 7.5 

Average f.o.b. value 
($per ton) . 109 111 118 111 113 

35. The incidence of freight costs on exports of 
sugar from the Philippines to the United States in 1962 
is estimated at 8.7 per cent. Rates from the Philippines 
to the United States have been reduced by 50 per cent 
since 1952; the sugar index shown in Table 4 shows 
an increase in tramp rates to the United Kingdom 
in 1961 and a decline in 1962. 

36. The incidence of freight costs on imports of 
sugar by the Sudan is shown in Table 10. 

TABLE 10 
Freight charges as a percentage of the c.i.f. value of sugar 

imports by the Sudan, 1958-1961 

1958 1959 1960 1961 

Freight as a percentage 
of imports . 10.8 9.4 8.8 10.8 

Average c.i.f. value 
($per ton) . 104 90 95 77 

Tea 

37. The incidence of freight charges on exports of 
tea by Ceylon and Mauritius is shown in Table 11 
as follows: 

TABLE 11 
Freight charges as a percentage of the f.o.b. value of exports of 

tea from Ceylon and Mauritius, 1958-1962 

1958 1959 1960 1961 1962 

From Ceylon 5.3 5.5 

Average f.o.b. value 
($per ton) 1 239 1 202 

From Mauritius 3.9 4.5 4.6 4.6 5.5 

Not available. 

38. Conference rates on tea from Ceylon remained 
unchanged between 1957 and 1962, other than for a 
12.5 per cent surcharge in 1961 on shipments from 
Colombo. 

Iron ore 

39. The incidence of freight charges on exports of 
iron ore from Liberia and the Philippines is shown in 
Table 12. 

TABLE 12 
Freight charges as a percentage of the f.o.b. value of exports of 

iron ore from Liberia and the Philippines, 1958-1962 

1958 1959 1960 1961 1962 

From Liberia 30 29 26 30 29 

Average f.o.b. value 
($per ton) 10.6 10.6 11.9 10.5 10.6 

From the Philippines . 34 34 35 33 42 

Average f.o.b. value 
($per ton) 8.7 8.9 8.6 9.1 7.1 

40. Charter rates for iron ore from Liberia rose 
sharply in 1961, coinciding with a fall in the f.o.b. 
price. They were reduced again in 1962. 
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TABLE 13 
Freight charges as a percentage of the c.i.f. value of imports of 
phosphates and other fertilizers by Brazil and Mauritius, 

1958-1962 

1958 1959 1960 1961 1962 

By Brazil: 
Freight and insurance 

as a percentage of 
imports. 22.8 21 3 18.9 22.6 29.6 

Average c.i.f. value 
($per ton) 59 54 51 53 52 

By Mauritius: 
Freight as a percen-

tage of imports . 22.8 19.9 20.4 20.9 21.5 

Phosphates 

41. The incidence of freight charges on phos
phates, the second bulk commodity, exported from 
Morocco, is estimated at between 35 per cent and 40 
per cent of the f.o.b. value in 1962. This figure can be 
compared with those obtained for the incidence of 
freight charges on imports of phosphates and other 
fertilizers by Brazil and Mauritius. 

(3) THE IMPORTANCE OF FREIGHT CHARGES 
TO THE TRADE OF DEVELOPING COUNTRIES 

42. The export trade of each of the seven develop
ing countries covered in this report is characteristic 
of that of most developing countries in that it consists 
predominantly of exports of one or at most two 
primary commodities. The over-all incidence of 
freight charges on the exports of these countries varies 
with the type of commodity making up the bulk of the 
total value of exports. The incidence of freight charges 
on the value of exports of the seven commodities 
covered ranges from less than 2 per cent on cotton, 
the lightest bulky liner commodity, to some 40 per 
cent on iron ore and phosphates, the heavy bulk 
commodities. Freight charges on the other liner 
commodities, coffee, rubber and tea, have varied over 
the five-year period from just under 4 per cent to just 
under 6 per cent, while on sugar, carried by liners but 
at open rates, they have maintained a relatively steady 
incidence of f.o.b. value of between 7 and 8 per cent. 

43. The effects of fluctuations in freight rates on 
trade in primary commodities are extremely difficult 
to measure, if only because the principle factor re
sponsible for changes in freight rates-world demand 
for the commodities carried-is also responsible for 
changes in commodity prices. An upwards movement 
in freight rates is therefore often likely to be accom
panied by an upwards movement in the f.o.b. value 
of some of the commodities concerned, which will 
obscure the extent to which the higher freight rate has 
contributed to the higher final prices. This is not al
ways the case, however, and within the tramp sector, 
in particular, higher freight rates for various com
modities may be stimulated by increased demand 
for only one (as has been the case in 1963, with the 
increased demand for grain shipments influencing 
rates in general). There is certainly no very clear 

TABLE 14 
The incidence of freight charges on the f.o.b. value of exports of 

seven primary commodities 
(In percentages) 

1958 1959 1960 1961 1962 

Cotton•. 2.0 3.0 2.0 1.6b 1,8b 

Tea' 5.3 5.5 
3.9 4.5 4.6 4.6 5.5 

Rubber' 4.9 4.2 3.7 4.9 5.8 
5.2 4.8 4.0 5.7 5.8 

Coffee• . 4.5 5.7 5.5 5.7 5.9 

Sugar• 7.5 7.6 7.1 7.5 7.5 

Iron orel 30.0 29.0 26.0 30.0 29.0 
34.0 34.0 35.0 33.0 42.0 

Phosphates• . 35/40 

.. = Not available. I From Liberia to all destinations. 

• From the Sudan to all destinations. • From Brazil to all destinations. 
b From the Sudan to India only. • From Mauritius to all destinations. 
c From Ceylon to all destinations. t From Liberia to all destinations. 

d From Mauritius to all destinations. ; From the Philippines to Japan. 
t~ From Malaya to all destinations. k From Morocco to all destinations. 

relationship between export prices for primary com
modities from the developing countries and the 
general commodity freight index showing rates for 
tramp shipping on routes important to the British 
fleet. 

44. The importance of the level and fluctuations 
of freight rates must of course largely lie in the extent 
to which they influence the final retail price of the 
commodities concerned. The percentage influence of 
freight charges on the value of the liner commodities 
shown in Table 14 will plainly be small by the time 
the final retail price is reached. Reference may also 
be made in this connexion to a study prepared in 
March 1960 by a group of Dutch economists at the 
request of the Association of Shipowners of the 
Netherlands. According to this study, the incidence 
of freight on the c.i.f. price of liner commodities had 
ranged, between 1954 and 1958, between 1.5 per cent 
(for coffee ~t the highest price obtained) and 13 per 
cent (for sisal at the lowest price obtained) ;6 the study 
concluded that the largest fluctuations in liner rates 
recorded (10 to 15 per cent in a year) could cause only 
a c.i.f. price fluctuation of between 0.2 per cent and 
2 per cent. These fluctuations are of course very small 
in comparison with average quarterly or even weekly 
fluctuations in c.i.f. prices for these commodities. 
Similar conclusions were drawn for sugar; although 
freight as a percentage of the c.i.f. value fluctuated 
between 4.9 per cent and 17.1 per cent, there was no 
evidence, according to the study, that changes in 
freight rates had any perceptible influence on the price 
trend. On the other hand, according to the same 
source, ocean freight on copra6-also partly a liner 
commodity-from the Philippines to the Netherlands 
fluctuated, during the same period, between 7 and 21 
per cent of c.i.f. value. Freight on corn6 from the 

6 For wool and cocoa freight, percentages ranged between 3 and 6; 
for jute, between 9.2 and 9.?. The commodities instance~ in this 
study include several not w1thm the terms of reference of th1s report. 



230 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

Argentine and on wheat6 from the United States to 
Europe fluctuated between 11.8 and 28.7 per cent and 
5.4 and 20.8 per cent, respectively, of c.i.f. value. The 
highest percentages were registered at the time of the 
Suez crisis. 

45. However, the incidence of freight charges on 
the c.i.f. prices of ores, oil, phosphates, coal and other 
similar heavy bulk commodities must clearly be very 
appreciable; nevertheless, since much ore and oil 
transport is part of the integrated production/trans
port system, the effect of fluctuations in rates is re
duced. 

46. With the exception of a number of heavy bulk 
and low unit-value commodities, therefore, the level 
and fluctuations in commodity freight rates play a 
relatively minor part in influencing c.i.f. prices (and 
their effect on prices to the final consumer will be 
small). However, even though from a purely stat~stical 
point of view this is broadly correct, it may be obJected 
that similar conclusions would apply to many other 
cost factors. Also, from the point of view of developing 
countries, it should be noted that percentages of 
freight on the f.o. b. value of commodities will obviously 
be somewhat greater than on their c.i.f. value. Even 
relatively small fluctuations of freight may have 
repercussions on the net price and even more on the 
profit margin accruing to producers in developing 
countries. This is of particular importance in periods 
of declining commodity prices coinciding with periods 
of stable or increasing freight rates. (See data in 
Table 15.) The impact of fluctuation in freight rates 
may also often be aggravated by the practice of both 
middlemen and retailers of selling certain commodities 
at a fixed percentage over cost, so that freight fluctua
tions, primarily in the case of increasing freights, lead 
to greater increases in prices than would appear from 
the simple arithmetical calculations referred to above; 
this phenomenon is sometimes dubbed as "pyra
miding". Nevertheless, as freight charges are only one 
part of normal costs of production, it may be granted 
that shipping interests are right in arguing that they 
should not be singled out, in case, for instance, of 

TABLE 15 
Export prices for primary commodities from developing areas 

and commodity freight rates, 1958-1963 
(Indices: /958 = 100) 

Primary commodity0 

export prices General commodity 
(developing areas) freight ratesb 

1958 100 100 
1959 Jan.-June. 97 101 

July-Dec .. 99 113 
1960 Jan.-June. 95 114 

July-Dec .. 100 107 
1961 Jan.-June. 91.5 117 

July-Dec .. 98.5 118 
1962 Jan.-June. 89 105 

July-Dec .. 89 92 
1963 Jan.-June. 95.5 111 

• Source: UN Monthly Bulletin of Statistics. 

b Source: UK Chamber of Shipping-based on rates for coal. grain, sugar. 
ore. fertilizer, timber and sulphur; for weights. see Table 4. 

complaints of shippers, exporters and importers, who 
are anxious to make their prices as competitive as 
possible. Also, a sizable share of total freight charges 
corresponds to terminal expenses, i.e., loading and 
unloading costs, the level of which largely depends on 
efficiency of port operations in both developed and 
developing areas. Ships' operating costs will also be 
influenced by the speed of the turn-round of ships in 
ports. Port problems will however be taken up in 
section 4 of this report. 

47. Complaints about freight rates by exporting 
countries will therefore naturally also arise when any 
even marginal addition to c.i.f. prices is to be avoided, 
as when the commodity concerned is faced with severe 
competition. Freight rates can be of importance when 
a primary commodity is attempting to maintain its 
sales against those of a substitute synthetic product, 
or when exports from another and cheaper (or nearer) 
producer are competing in the same market. 

48. The problems described as arising from the 
level and structure of freight rates in the seven 
countries covered in this report generally fell into 
this category. Cotton shippers in Brazil complained 
of conference rates as constituting a final cost item 
pricing their exports out of European markets in 
favour of shipments from the United States and 
Mexico. Rubber producers in Malaya complained of 
the more favourable freight rates conceded on rubber 
from Thailand; coconut oil millers in Singapore al
leged that they are put out of business by the cheaper 
transport costs of copra to Europe in comparison 
with those of oil. Similarly the freight on Malayan 
timber to Europe was said to be too high in compari
son with that on timber from South Africa or Thailand, 
and that on Malayan pepper to the United States 
too high in comparison with that for pepper from 
India. Since these problems are essentially those of the 
competition of developing countries with each other, 
it is difficult to see any over-all solution to them. This 
would certainly require a more exhaustive investi
gation of the structure and reasonableness of freight 
rates. 

49. In any case, as shown in Table 2(c) above and 
the observations related thereto, the over-all incidence 
of freight charges on the foreign trade of developing 
areas is of such magnitude that any general measure 
taken to reduce these costs would be of substantial 
benefit to the areas in question, with respect to the 
conditions of their foreign trade, their ability to import 
and their balance-of-payments position. With regard 
to their imports, they should result in an over-all 
price reduction, which would be of particular signi
ficance for their economic development programmes 
requiring large imports, inter alia, of manufactured 
products, capital goods and equipment. In view of the 
preliminary character of this report and the short 
time available, it has not been possible to collect and 
analyse data on freight charges for these goods in 
trade between developing and developed areas. 
Although they probably average about 10 per cent 
of f.o.b. value, these charges may range from low 
(less than 5 per cent) percentages for certain types of 
high-value machinery to 20 per cent or more for 
certain steel products. 
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PART II 

SECTION 3. THE DEVELOPMENT OF MERCHANT MARINES 
OF DEVELOPING COUNTRIES AND THE IMPACT AND 
INCIDENCE THEREOF ON THE BALANCE OF PAYMENTS 
OF THE COUNTRIES CONCERNED 

(1) A GENERAL SURVEY OF THE TRANSPORT 
ACCOUNT IN THE BALANCE OF PAYMENTS OF 

DEVELOPING COUNTRIES 

1. Payments and receipts related to the transport 
accou~t in the balance of payments of developing 
countnes are an important part of their international 
transactions in services. However, the available 
statistical data on such transactions, including trans
port, are generally much less reliable than those 
related to merchandise transactions. Nevertheless 
even granting that the data on the transport account 
in balance of payments are frequently in the nature of 
more or less reliable estimates, the available data are 
believed to reflect at least the broad picture of the 
transport account in the balance-of-payments of 
developing countries. 

2. The relevant data, tabulated by the International 
Monetary Fund, will be found in Table A annexed. 
With relatively few exceptions, the data in the table 
cover, for 1961, all the developing areas and coun
tries.7 Indeed, they include 47 countries in Latin 
America, Asia, the Middle East and Africa, and in 
addition five other countries and a number of United 
Kingdom colonial territories are included under the 
heading of "other". Some observations are in order to 
explain the nature and contents of the data. 
. 3. The data in Table A are for the year 1961 only; 
It was unfortunately not found possible to tabulate 
comparable data for some previous years, so as to 
present at least a preliminary analysis of the trend 
of the transport account of developing countries. 
With regard to "freight" (freight on international 
shipments), it should be noted that all transport 
means (ocean, air, rail, road, pipelines, etc.) are 
included,8 although the great bulk of the relevant 
payl?ents and receipts correspond to ocean shipping, 
m view of the heavy dependence of developing coun
tries on ocean shipping for the carriage of their 
foreign trade. 

4. The receipts or credit entries on freight in the 
balance of payments should cover only freight re
ceived by domestic carriers on shipments to foreign 
countries, including exports of the compiling country 
and other shipments for foreign account, i.e., ship
ments between third countries (cross-trades). With few 
exceptions, the latter shipments are however of minor 
importance in the case of developing countries; 
where such countries operate merchant marines, these 
are primarily engaged in the carriage of their own 
foreign trade. 

5. However, for reasons that will appear further 
below, the freight credit entries in the table also 

7 Not included in the table are certain countries in the overseas 
French franc area, and some Middle Eastern and Far Eastern 
countries. 

8 However, in the case or some countries, it would seem that only 
ocean transport or only ocean and air transport were in fact included. 

include earnings of domestic carriers related to the 
carriage of imports of the compiling country; these 
should not normally be entered into the balance of 
payments. The credit or receipts entries in the table 
consequently include all earnings of domestic carriers 
on exports, ~ross-tr~des and imports. Freight pay
ments to foreign earners on exports are conventionally 
excluded from the balance of payments as a conse
quence of the uniform f.o.b. valuation of exports. 

6. The freight payments or debit entries should 
include only freight paid to foreign carriers for the 
transportation of t~e compiling country's imports. 
Ho~ever, the data. m th~ table also include freight 
earnmgs of domestic earners for the carriage of im
ports of the country concerned; the inclusion of these 
payments as both credits and debits is thus a statistical 
necessity, which does not affect the correctness of the 
balance on freight, but which inflates the gross figures. 
On the other hand the freight debit entries in the table 
~hu.s present t~e advantage of reflecting the total 
m~Idence of freight on imports of the compiling coun
tnes. It may be noted that the payments or debit 
ent~es also .include the cost of transportation services 
rec~Ived Without charge under aid programmes, 
which have an offset in credit entries to government 
transfer payments elsewhere, under another item 
in the balance of payments. ' 

7. It should be emphasized finally that the data 
obv~ously do not include costs of transport within the 
tern tory of the country of destination or origin of the 
exports and the imports, which are valued or estimated 
f.o.b. at the customs frontier of the exporting country. 

8. With regard to insurance, the credit entries 
cover insurance premiums, on account of risks in
vo.lved in the int~r~ational shipment of goods, re
ceived by domestic msurance companies on exports 
and on shipments for foreign account. Premiums paid 
to foreign insurance companies on imports insured 
abr~ad are entered o~ the debit side. Payments and 
recetpts related to msurance claims are likewise 
entered under the insurance item in the balance of pay
ments. No debit entry is of course made for premiums 
paid to foreigners on exports. However as was the 
cas.e wit~ freight, premiu~s on imports' received by 
resident msurance compames have been included on 
the debit side in the table; therefore, as a statistical 
necessity they have also been added to the credit side. 

9 .. While the data related to freight and perhaps 
al~o. msurance are ~n the whole relatively reliable, 
thiS ~s not th:, case with payments and receipts under 
the. Item of other transportation". Although they 
mamly correspond to port expenditures and passenger 
fares, the variety of items included is so complex that 
the available data are much more in the nature of 
estimates or even "guesstimates" than is the case with 
freight and insurance. They include on the debit side: 
(i) payments by residents of the compiling country to 
all foreign carriers (ocean, air, etc.) for passenger 
fare~, with . the exception however of payments to 
foreign earners for local transportation within foreign 
countries; (ii) payments by domestic transport or other 
enterprises to foreigners for the time charter of foreign
owned vessels, aircraft, etc.; (iii) port disbursements 
i.e., all disbursements abroad by domestic carrier~ 
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TABLE A 
Transportation in the balance of payments of developing countries, 1961 

(In millions of dollars) 

Freight Insurance Other transport Total 

Country Credit Debit Credit Debit Credit Debit Credit Debit 

Latin American Republics 
Argentina. 56.6 131.4* 14.6* 69.8 83.6 126.4 229.6 
Bolivia 9.5 0.9 0.1 1.6 0.1 12.0 
Brazil 54.0 136.0 ,,0 34.0 23.0 88.0 168.0 
Chile . 21.1 57.8* 6.1 * 6.5 19.3 27.6 83.2 
Colombia . 55.6 47.2 2.4 13.2 49.4 68.8 99.0 
Costa Rica 0.7 9.6 0.3 1.1 3.3 2.9 4.3 13.6 
Dominican Republic 1.6 4.2 0.1 1.4 2.7 2.9 4.4 8.5 
Ecuador 13.3 0.5 2.0 15.8 
El Salvador 9.7* 1.1 * G 1.2 2.2 1.2 13.0 
Guatemala 11.0 1.1 2.9 4.2 2.9 16.3 
Haiti~ 3.7* 0.4* 0.9 1.0 0.9 5.1 
Honduras. 0.1 6.8 0.3 1.7 0.2 1.8 7.3 
Mexico. 52.54 11.4* 0.3 6.4 0.3 70.3 
Nicaragua 8.1 10.0 0.6 1.5 8.2 9.6 18.8 
Panama 17.3 1.3 9.5 4.1 9.5 22.7 
Paraguay 0.6 5.8 0.7 0.5 0.9 1.1 7.4 
Peru 6.4 60.1 1.6 2.1 6.2 5.9 14.2 68.1 
Uruguay 0.6 18.7* 2.1* 1.4 0.6 2.0 21.4 
Venezuela. 1.5 129.1 11.7 18.8 19.9 20.3 160.7 

Total . 206.9 733.7 2.0 68.8 174.5 238.3 383.4 1 040.8 

Asia 
Burma 2.3 21.9* 0.3 3.6* 2.1 6.0 4.7 31.5 
Ceylon 0.2 34.7* 0.8 4.0* 23.3 6.3 24.3 45.0 
China (Taiwan) 9.5 29.7* 0.3 3.3* 0.4 8.5 10.2 41.5 
India. 54.0 197.2* 6.9 20.8* 42.6 47.0 103.5 265.0 
Indonesia . 4.0 57.0 3.0 8.0 19.0 12.0 79.0 
Korea 6.5 29.4 0.1 0.3 1.2 5.9 7.8 35.6 
Laos 1.9* 0.2* 0.7 2.8 
Malaya. 33.4* 3.7* 4.7 5.7 4.7 42.8 
Pakistan 31.9° 3.6* e 16.7 19.2 16.7 54.7 
Philippines 63.5 108.0 2.0 4.9 63.5 114.9 
Thailand 8.1 47.5* 0.6 5.3* 3.8 1.8 12.5 54.6 
Viet-Nam . 24.6* 2.7* 6.3 4.5 6.3 31.8 

Total . 148.1 617.2 9.0 52.5 109.1 129.5 266.2 799.2 

Middle East and North Africa 
Iran• . 63.1* 1.0 7.0* 5.7 5.5 6.7 75.6 
Iraq 0.3 46.0* 0.3 5.1 * 22.8 2.3 23.4 53.4 
Israel . 46.6 48.7 3.0 3.9 41.8 53.7 91.4 106.3 
Jordan 0.3 12.9* 1.4" 1.1 0.3 15.4 
Libya 16.4* 1.8* 3.1 3.1 3.1 21.3 
Morocco 2.6 26.8 2.2 8.3 7.1 10.9 36..1 
Syrian Arab Republic 21.3* 2.4" 23.7 
Tunisia . 23.1" 2.6* 6.3 8.9 6.3 34.6 
United Arab Republic 61.6* 6.9* 170.5 22.4 170.5 90.9 

Total . 49.8 319.9 4.3 33.3 258.5 104.1 312.6 457.3 

Africa 
Ethiopia 10.2 0.9 3.2 1.8 3.2 12.9 
Ghana 2.2 34.2 3.6 6.4 14.6 8.6 52.4 
Nigeria . 74.1 * 8.2* 26.6 23.2 26.6 105.5 
Rhodesia and Nyasaland 6.7 42.6 2.8 8.1 23.2 14.8 68.6 
Somalia 3.8* 0.4* 0.1 1.5 0.1 5.7 
South Africa 13.9* 99.5* 1.5* 11.1 * 40.6 35.0 56.0 145.6 
Sudan 27.4* 0.3 3.1 * 1.7 1.4 2.0 31.9 

Total . 22.8 291.8 1.8 30.1 86.7 100.7 111.3 422.6 
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TABLE A (continued) 

Country 

Other 
Cyprus ..... . 
Netherlands Antilles' 
Puerto Ricot 
Surinam .... . 
Turkey ..... . 
United Kingdom colonial territories• 

TOTAL •. 

GRAND TOTAL 

Source: International Monetary Fund. 

"Revised. 
b Year beginning 1 October 1960. 

Credit 

0.1 

14.9 

15.0 

442.6 

' Freight and insurance on government imports are excluded. 
d Year beginning 21 March 1961. 

Freight 

Debit 

9.1 
9.2"' 

79.5 
5.7"' 

58.9 
201.6* 

364.0 

2 326.6 

• Net transactions of foreign owned oil and phosphate ruining companies are 
included with other services. credit. 

f Year beginning I July 1961. 
• East Africa, Aden, Kenya, Tanganyika, Uganda and Zanzibar (including 

(ocean, air, etc.), including naval or military vessels 
and aircraft visiting foreign countries: purchases 
abroad from foreigners of bunker oil, bunker coal, 
ships' stores and similar supplies; payments for 
stevedoring, loading and unloading, harbour and 
airport fees, towage, and repairs and maintenance of 
vessels and aircraft; expenditures abroad of domestic 
carrier crews who are residents of the country con~ 
cerned; and (iv) payments for mail fees, salvage 
earnings and earnings of foreign carriers in domestic 
coastal traffic, within the compiling country's territory. 

10. The same items will be found in reverse on the 
credit side under the heading of"other transportation" 
in the balance of payments. 

II. The great variety of items included under this 
important heading and the global character of the 
data make it difficult, in fact virtually impossible, to 
present even a preliminary analysis thereof. For some 
countries, a more or less imperfect break~down of the 

Insurance Other transport Total 

Credit Debit Credit Debit Credit Debit 

2.5 1.0 7.3 2.5 17.4 
1.0* 10.2 

1.3 3.6 36.4 32.6 37.8 115.7 
0.6* 2.1 1.1 2.1 7.4 

4.2 2.7 9.0 10.1 28.1 71.7 
22.4 196.0 196.0 224.0 

8.0 31.3 243.5 51.1 266.5 446.4 

25.1 216.0 872.3 623.7 1 340.0 3 166.3 

Pimba). West Indian Territories: Antigua, Bahamas, Barbados, Bermuda, 
British Guiana, British Honduras, British Virgin Islands, Cayman Islands, 
Dominica, Grenada, Jamaica, Montserrat, St. Christopher, Nevis and Anguilla, 
Santa Lucia, St. Vincent, Trinidad and Tobago and Turks and Caicos Islands, 
Borneo Territories: Brunei. North Borneo and Sarawak. Other United Kingdom 
colonial territories: British Solomon Islands Protectorate, Falkland Islands and 
dependencies, Fiji, Gambia, Gibraltar, Gilbert and Ellice Islands, Ceylon, 
Mauritius. Pitcairn$ St. Helena and dependencies, Seychelles. State of Malta and 
Tonga. 

• IMF staff estimates. 

data is available; comparative data for previous 
years are however generally not available. In the case 
of several countries, the available data do not cover all 
the items enumerated above. There are probably also 
countries for which international passenger fares are 
included elsewhere under another item, that of 
travel, in the balance of payments. Bunker oil and 
ships' stores are frequently included under merchan
dise transactions.9 

12. Table B presents a summary of the available 
data for the transport account for the main developing 
areas; full details of the data, country by country, 
is to be found in Table A. 

• An exhaustive analysis of problems and difficulties in the 
establishment of adequate transport accounts in balances of pay
ments will be found in the following publication: "Methods for 
improving World Transportation Accounts, applied to 1950-1953", 
by H. F. Karraman. National Bureau of Economic Research, 
New York, 1961. 

TABLE B 
Transportation account of main developing areas," 1961 

(In millions of dollars) 

Freight Insurance Other Total/ ransport Merchandise f.o.b. • 

Area Credit Debit Credit Debit Credit Debit Credit Debit Balance Exports Imports Credit Debit 

Latin Americad . . ... . . 206.9 733.7 2.0 68.8 174.5 238.3 383.4 I 040.8 -657.4 8 298 7 331 1 796 3 794 
Asia• . .... • a • ~ 148.1 617.2 9.0 52.5 109.1 129.5 266.2 799.2 -533.0 5 286 6 675 1011 1 848 
Middle East and North Africat. 49.8 309.9 4.3 33.3 258.5 104.1 312.6 457.3 -144.7 2 869 3 059 869 1 610 
Africa• 22.8 291.8 1.8 30.1 86.7 100.7 111.3 422.6 -311.3 3 813 3 111 499 1 369 
Other• . . . ~ ... 15.0 364.0 8.0 31.3 243.5 51.1 266.5 446.4 179.9 2678 3 450 1 332 1 450 

TOTAL 442.6 2 326.6 25.1 216.0 872.3 623.7 1 340.0 3 166.3 -I 826.3 22 944 23 626 5 501 10 071 

Source: International Monetary Fund. 

" For full details concerning the countries included, see Table l. 

b Including non-monetary gold. Wbere c.i.f. values only foe imports were 
available, f.o.b. values were estimated by IMF staff. 

c Including all services transactions: freight, insurance and other transpor
tation; travel; investment income; government transactions (military and non-

military), n.i.e.; other services (non~ merchandise insurance and other services 
such as communications; rentals. e.tc.). 

d 19 counuies. 
t~ t 2 countries. 
f 9 countries. 
g 7 countries. 
h 5 countries and United Kingdom colonial territories. 
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13. The following main observations may be made 
and broad conclusions drawn from the data in Table B. 

14. (i) The transport account for developing 
areas as a whole shows for the year 1961 a considerable 
unfavourable balance of $1826.3 million, of which 
more than one-third corresponds to Latin America 
only. Due however to the over-all favourable balance 
under the item of"othertransportation", the unfavour
able balance is substantially larger for the combined 
"freight and insurance" item; the corresponding 
unfavourable balance being $2074.9 million, of which 
$1884 million for freight and $190.9 million for 
insurance. With regard to freight, the unfavourable 
balance of $1884 million is divided as follows between 
the various areas (in millions): Latin America, 
$526.8; Asia, $469.1; Middle East and North Africa, 
$270.1; Africa, $269.0; and "other", $349.0. Freight 
entries in balance of payments also include a small 
proportion of debits and credits corresponding to 
shipments between developing countries themselves. 

15. (ii) As was shown in Part I, section 2, the 
total freight charges in 1961 on the foreign trade, 
imports and exports, of the developing countries (in
cluding trade between such countries), included in 
Table A may be estimated at about $4,900 million. 
Earnings of domestic carriers of the developing 
countries, on exports, imports and cross-trades 
amount to only $442.6 million;10 of this total, 47 per 
cent correspond to Latin America and 33 per cent to 
Asia. These data starkly reflect the considerable 
dependence of developing countries on ocean car
riers 11 of developed countries for the transportation 
of their foreign trade. Problems related to the develop
ment of merchant marines of developing countries 
will be examined further below. The above figures, 
even though rough approximations, suffice to stress 
the considerable potentialities, through (a) the sub
stitution of imports of transport services and (b) the 
increase of exports of such services-with the resultant 
improvement in their balance-of-payments position
which may lie for developing countries in the further 
development of their own merchant marines. 

16. (iii) The dependence of developing countries 
in the matter of insurance seems to be even more 
complete, if one takes into account the fact that the 
relevant credit entry of $25.1 million also includes an 
amount corresponding to receipts for insurance claims. 

17. (iv) The favourable balance ($248.6 million) 
under the sub-item of "other transportation" reflects 
to a substantial extent the favourable balance ($148.1 
million) of the United Arab Republic, due to the 
receipts derived from the Suez Canal transit traffic.12 

As will be seen from the more detailed table, there is 
also under this heading a substantial favourable 
balance ($196.0 million) corresponding to United 
Kingdom colonial territories.13 Latin America, Asia 

10 It should also be noted in this connexion that a substantial 
share of trade between developing countries is carried by vessels 
of developed countries. 

11 Air and other carriers are of minor importance in the carriage 
of the international merchandise trade of developing countries. 

12 The UAR shows a debit of $22.4 million and a credit of $170.5 
million under the relevant item. 

13 As will be seen in the more detailed Table A, this is a net 
credit item; no data is given on the debit side. 

and Africa therefore show an unfavourable balance 
under this heading. The sizable debit entries for the 
various developing areas mainly reflect in varying 
proportions (a) payments effected, for the purposes 
indicated above, by their own merchant marines or 
airlines in developed countries, and (b) payments made 
for passenger fares to foreign carriers (ocean and air). 
The lack of sufficiently detailed data prevents however 
any really adequate analysis thereof. The sizeable credit 
entries are of course largely due to receipts of develop
ing countries derived from payments made by foreign 
carriers (ocean, air, etc.) of developed countries for 
the purposes likewise indicated above. A few develop
ing countries probably also derive receipts of some 
importance from international passenger fares paid 
by foreigners to their domestic airlines. 

18. The data under the heading of "other trans
portation" naturally also include some credit and 
debit entries corresponding to intra-zonal payments 
between developing countries. The available data do 
not allow any segregation thereof, but these pay
ments may be reasonably assumed to be of fairly 
minor importance. 

19. The importance of payments to developed 
areas and countries related to port disbursements, 
repairs and maintenance of vessels and aircraft, etc., 
should naturally be duly taken into account when 
evaluating the future potentialities of ocean and air 
carriers of developing countries as net foreign currency 
earners. 

20. (v) Data related to merchandise trade have 
been added to Table B; the entries for transportation 
broadly reflect the relative importance of merchandise 
trade in the various areas. Data have likewise been 
included for all services transactions, so that Table B 
also gives a clear picture of the relative importance 
of the transport account within the services' account 
as a whole. The unfavourable balance ($1,826.3 
million) on the transport account represents 40 per 
cent of the total unfavourable balance ($4570 million) 
on the services' account, and 34.8 per cent of the total 
unfavourable balance for goods and services combined, 
($5252 million). 

21. (vi) Although it would have been most 
desirable to examine also the trend of development 
of the transport account, this was not possible, be
cause of the lack of adequately comparable data. 
Indeed, any comparison with available figures for 
previous years might be seriously distorted by dif
ferences in classification and recent changes or improve
ments in reporting. While the broad development of 
the net balance on services transactions as a whole 
over the past decade could be traced with a fair degree 
of assurance, the individual types of transactions, in 
particular transport, are subject to considerable gaps 
and uncertainties, so that any comparative analysis 
might produce seriously misleading conclusions. 

22. (vii) The deficit or unfavourable balance of 
developing countries on goods and services trans
actions, including transport, naturally finds its statis
tical counterpart in the inflow of external financial 
resources in the form of government transfer payments 
and all long-term capital made available by developed 
countries. Developing countries can only make 



OCEAN SHIPPING AND FREIGHT RATES 235 

effective use of the financial resources made available 
to them by developed countries by acquiring from the 
latter real resources in the form of goods and services 
deficits. Also, a reduction in the deficit on services, 
including transport, might of necessity have its 
counterpart in a corresponding increase in the trade 
deficit of developing countries. 

23. Nevertheless, although basically the total 
goods and services deficit of developing countries is 
likely to remain near the amount of the external 
financial resources made available by the advanced 
nations, any reduction of this deficit will certainly, 
in the short run, tend to alleviate balance-of-payments 
pressures and in the longer run it will contribute to 
the correction of structural disequilibria. An improved 
balance in the transport account may be used to obtain 
more imports of investment goods. An increase in 
receipts or a reduction in payments for transport 
would in the same way as an increase in exports, or a 
decrease in imports brought about by the production 
of import substitutes, broaden a country's economic 
base and raise its real income. 

24. It must be granted of course that from a long
term point of view an excessive concentration on the 
short-term merits or effects of an improvement in the 
transport account presents its dangers. The statistical 
data in Tables A and B nevertheless clearly show the 
substantial potentialities of developing countries with 
regard to an improvement of the transport account in 
their balances of payments. The real issue is naturally 
the extent to which in the longer run the development 
of their merchant marines and airlines by developing 
countries, either on a national or on a regional basis, 
would be equally or more effective than other oppor
tunities of economic development, increase of exports 
and/or substitution of imports. 

25. Unfortunately, the preliminary character of 
this report, the short time available, the great com
plexity of the problem and the lack of adequate 
statistical data make it difficult to reach any clear-cut 
conclusions at this stage. In any case, these problems 
certainly require additional more exhaustive analysis, 
the importance of which for developing countries 
hardly needs to be stressed. 

(2) THE GROWTH OF MERCHANT SHIPPING 
IN THE WORLD AND IN DEVELOPING 

COUNTRIES 

26. Table 16 indicates that world merchant 
shipping has increased by 54 per cent in the ten years 
1952-1962, while during the same period the merchant 
fleets of developing countries expanded by 73 per cent. 
The table also illustrates the 27 per cent growth of the 
total world merchant marine during the five years 
1957-1962, while the under-developed world's mer
chant fleet increased by 51 per cent. However, the 
relative proportion of world tonnage owned by devel
oping countries hardly increased from 5.06 per cent in 
1952 to 5.69 per cent in 1962; during the period until 
1957, this proportion slightly decreased. 

27. It is sometimes stated in shipping circles of 
developed countries that the rapid development of 
the merchant marines of developing countries has 
substantially contributed to the excess (or possible 

excess) of world shipping tonnage. The above data 
clearly show that this has hardly been the case. Indeed, 
while world tonnage increased from 1952 to 1962 by 
about 49 million tons, the tonnage of developing 
countries only increased by less than 3.5 million tons. 

28. In Table B above, it was shown that total 
revenue of ocean carriers of developing countries was 
of the order of $440 million, or about 9 per cent of the 
total freight charges of developing countries in inter
national trade. This percentage is substantially higher 
than the proportion of these countries' merchant 
marines in world tonnage. However, this discrepancy 
is to be explained largely (i) by the fact that merchant 
marines of developing countries are primarily com
posed of cargo-liners, engaged in the carriage of 
liner commodities, and the corresponding freight 
rates are of course relatively high; and (ii) possibly 
by the long distances involved in the carriage of the 
trade of some developing countries that have relatively 
important merchant marines. 

29. It can also be seen from Table 16 that the bulk 
of the merchant marines of developing countries is 
concentrated in a relatively small number of Latin 
American and Asian nations. This may be compared 
with the data on freight revenue in Table B above. 
The rate of development was, however, during the 
period considered, much more rapid in Asian coun
tries than in Latin America. 

30. Many of the problems related to developing 
countries, dealt with in this report, naturally derive 
on the one hand from the concentration of shipping 
in the developed nations and on the other hand from 
the dependence of developing countries on ocean 
shipping and the importance of ocean transport 
conditions for their foreign trade. 

(3) THE DEVELOPMENT OF NATIONAL Ml!RCHANT 
MARINES BY DEVELOPING 

COUNTRIES 

31. The establishment of national merchant 
marines has been promoted by developing countries 
on various grounds which are briefly summarized 
below. In several respects these motives are in fact 
the same as those which prompted developed countries 
to develop their merchant marines in the past. 

(i) Economic independence and 
security: national defence 

32. These motives are partly of a political and 
partly of an economic character. A number of coun
tries whose national economies are heavily dependent 
on regular maritime services have developed their 
merchant marines in order to lessen their dependence 
on foreign shipping services in time of war, or danger 
of war, or other emergencies. Apart from the pos
sibility of total or partial interruption or reduction of 
foreign shipping services, freight rates may in certain 
emergencies reach exorbitant levels. From this point 
of view, the policies of developing countries with 
regard to their merchant marines are similar to the 
protective measures adopted by many countries, 
including developed countries, to safeguard or develop 
their domestic agriculture. 
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TABLE 16 
Tonnage on the merchant Deets in developing countries 

(Tons gross) 

Percentage increase 

1952 1957 1962 1952-1962 1957-1962 

Latin American republics 
Argentina 1 047 344 1 038 559 1 262030 
Brazil . 795 155 891 480 1 204051 
Chile .. 189 044 246 327 257 698 
Colombia 36000 68 000 116 128 
Mexico 166111 159 222 201 159 
Peru 101 370 101 681 130 895 
Uruguay. 64904 70284 90053 
Venezuela 173 724 225 457 328 031 

Sub-total 2 573 652 2 801010 3 590045 39.5 28.2 

Europe 
Turkey 443 663 593 505 728 853 64.3 22.8 

Asia 
Indonesia 35 000 106 052 335 107 
Pakistan . 142 923 143 558 312 748 
Philippines . 149 284 115 487 365 878 
India 480107 625 641 1 012 866 

Sub-total 807 314 990 738 2 026 599 151.0 104.6 

Middle East and North Africa 
Israel .. 108 929 173 725 364 212 234.4 109.6 

Africa 
South Africa .. . - 142 411 176 628 232 636 63.4 31.7 

TOTALS 

(a) Developing countries above 4075 969 4 735 606 6 942 345 70.3 46.6 
(b) Other developing countries . 519 199 558 451 1 022 322 96.9 83.1 

(c) All developing countries . 4 595 168 5 294057 7 964 667 73.3 50.4 

(d) Total world tonnage 90 868 495 110 246 081 139 979 813 54.0 27.0 

(a) as a percentage of (d) 4.49 4.30 4.96 
(b) as a percentage of (d) 0.57 0.50 0.73 
(c) as a percentage of (d) 5.06 4.80 5.69 

Sources: Lloyd's Register of Shipping statistical tables; Handbook of Merchant Shipping Statistical, 1958. US Department of Commerce, Maritime Administration. 

Latin American republics: 

Bolivia 
Dominican Republic 
Ecuador 
El Salvador 
Guatemala 
Haiti 
Nicaragua 
Paraguay 

Developing countries not included (except under "other countries") 

Asia: 

Burma 
Ceylon 
China (Taiwan) 
Korea 
Laos 
Malaya 
Thailand 
Viet-Nam 

Middle East and North Africa: 

Iran 
Iraq 
Jordan 
Libya 
Morocco 
Syrian Arab Republic 
Tunisia 
United Arab Republic 

Africa: 

Ethiopia 
Ghana 
Nigeria 
Rhodesia and 

Nyasaland 
Somalia 
Sudan 

Other: 

Cyprus 
Netherlands Antilles 
Puerto Rico 
Surinam 
United Kingdom colonial 

territories 
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33. Without further elaborating this particular as
pect here, it may also be mentioned that considerations 
related to the importance, direct or indirect, of 
merchant marines for the national defence may form 
another important motive, on the part of both develop
ing and developed countries, for the promotion of 
their merchant marines. 

(ii) The balance of payments 

34. This motive is particularly important in the 
case of developing countries suffering from a chronic 
shortage of foreign exchange. Such countries may even 
prefer to subsidize their own merchant fleet in order 
to save the foreign exchange which would otherwise 
be spent on the services of possibly cheaper foreign 
shipping. Some of the countries also hope that their 
:fleets will become substantial net earners of foreign 
exchange in the future. 

(iii) Monopolistic practices of shipping 
Conferences and rate structure 

35. India has stated that difficulties in entering 
a Conference led it to protect and develop its own 
:fleet. In confirmation of this it is said that India 
attempted to obtain membership of the Ceylon and 
United Kingdom/Continent Conferences, but it 
required over eight years of negotiation before it 
was successful. 

36. Some national fleets such as that of Brazil 
are reported to have been partially subsidized in the 
hope of lowering the costs of imported goods in the 
future, by enabling national lines to undercut Con
ference rates. It may however be noted here that, 
although the Sudan was of the opinion that Conference 
rates were excessive, the Sudan Shipping Line when 
established also charged Conference rates. 

37. Finally, it is believed by developing countries 
that the rate differentiation which exists on various 
types of freight unfairly penalizes a developing nation 
which needs to import high-rated capital goods but 
fewer raw materials. 

38. A fuller treatment of Conference practices 
and rates and their effects on the trade of developing 
countries will be found in section 5 below. 

(iv) "Trade follows the flag" 

39. It is also felt that a national line will more 
closely consider the special needs of a developing 
country, particularly as regards its export trade, and 
that a general increase in shipping services will be made 
available to the country. It has been argued, however, 
that this does not apply today as the developing 
countries are considered to be well served by existing 
lines, and that some developing countries have 
started by establishing themselves on the large, well
serviced routes to Europe and North America, instead 
of supplementing the facilities to other areas where 
their own trade might well benefit from better services. 

(v) Regional factors 

40. Some developing countries have been particu
larly concerned, for reasons which may be partly of 

a political and partly of an economic character, with 
the establishment or improvement, under their own 
control, of maritime communications with neigh
bouring countries. This may be especially the case 
where such communications are of vital importance 
for the development of regional trade, and are (or 
were previously) in the hands of shipping interests 
of other parts of the world. 

(vi) National prestige 

41. Some developing countries, it is believed, are 
also anxious to build up a merchant marine for 
prestige reasons. This has been further encouraged 
in recent years by the granting of independence to an 
increasing number of overseas territories formerly 
controlled by major European powers; in particular, 
a number of former British and French colonies in 
Africa and Asia, whilst Indonesia became independent 
in 1949. The possession of a merchant marine is 
felt to be essential to the image of total sovereignty. 

42. In the countries referred to this could at any 
rate be achieved with the minimum of capital in
vestment when companies are jointly set up by the 
Governments of newly-independent nations and the 
shipping companies of their former "parent" nations. 
The alternative requires a higher capital investment 
in independent merchant fleets, possibly managed by 
overseas shipping companies. Indications so far are 
that such managing companies will by no means 
necessarily belong to the former "parent" nations 
of newly-independent territories. The Black Star Line 
of Ghana is in fact managed by the Israeli Government 
line of Zim and the Sudan Shipping Line Ltd. was 
formed in 1960 as a joint venture between Sudan and 
Yugoslavia. 

(vii) General economic development 

43. Finally, the objective of the development of a 
merchant marine may be considered as an integral 
part of the general economic development policies of 
the countries concerned. This is in fact already im
plicit in various other motives enumerated above. 
A national merchant marine, together with the various 
satellite or auxiliary activities related to it, may be 
viewed as one of the basic facilities required for the 
development of a modern industrial society. 

44. A brief description is given below of the 
development of the merchant marine in eleven develop
ing countries, for which information could be in
cluded in this preliminary report: the first four-Chile, 
Israel, Nigeria and the Philippines-are considered 
in some detail, followed by Brazil, Ceylon, Liberia, 
Malaya, Mauritius, Morocco and the Sudan. 

Chile 

45. While the number of ocean-going ships has 
not increased greatly since 1952, the carrying capacity 
has risen and the age of the fleet has decreased so 
that in 1962 10.6 per cent of the ships (in terms of 
tonnage) were over twenty years old as compared 
with 69.4 per cent in 1952. 
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TABLE 17 
The Chilean national merchant marine 

Year 

1952 
1954 
1957 
1962 

Number of ships 

96 
111 
103 

Source: Lloyd's Register of Shipping. 

a Includes coastal vessels and tugboats, etc. 

TABLE 18 

Gross tonnage" 

189 044 
208 999 
246 327 
257 698 

Development of the ocean-going merchant marine 

Number Dead-weight 
Year of ships tonnage 

1952 49 238 063 
1953 53 250 813 
1954 54 261 684 
1955 60 276 681 
1956 60 293 151 
1957 57 277 038 
1958 56 274 342 
1959 54 248 936 
1960 48 260 320 
1961 50 294 004 
1962 52 332 029 

46. The contribution of the national merchant 
marine to the country's sea-borne trade is expressed 
in the following tables. 

TABLE 19 
Tonnage and value of inlports earried by the Chilean merchant 

marine 
(In percentages) 

Not Including Including 
chartered vessels chartered vessels 

Year Value Tonnage Value Tonnage 

1958 31.11 33.41 32.66 35.85 
1959 30.56 31.48 31.46 32.84 
1960 24.08 26.27 26.77 33.06 
1961 21.38 17.16 24.67 25.01 
1962 21.35 14.80 26.05 22.52 

TABLE 20 
Tonnage and value of exports earried by the Chilean merchant 

marine 
(In percentages) 

Not including Including 
chartered vessels chartered vessels 

Year Value Tonnage Value Tonnage 

1958 14.54 10.48 29.53 24,07 
1959 15.13 10.36 25.67 19.30 
1960 12.22 9.35 18.77 14.53 
1961 11.31 9.49 18.93 15.50 

·1962 10.61 8.18 16.21 12.70 

47. From the above tables it can be seen that in 
the past five years there has been a marked decrease 
in the share of freight carried by national flag vessels. 
This trend is also apparent if the share in foreign 
trade by foreign vessels chartered by Chilean com
panies is also taken into account. 

Israel 

TABLE 21 
The Israeli national merchant marine 

Year 

1952 
1957 
1962 

Number of ships 

32 
45 
72 

Source: Lloyd's Register of Shipping. 
a Includes coastal vessels and tugboats, etc. 

Grou tonnage" 

108 929 
173 725 
364 212 

48. From the above table it can be seen that 
Israel's merchant fleet expanded by 234 per cent in 
the period 1952 to 1962, but in the period 1957 to 
1962 the expansion was of the order of 110 per cent. 

Year 

1949 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

TABLE 22 
Development of the Israeli merchant Beet" 

Number 

18 
31 
31 
29 
35 
30 
34 
39 
43 
50 
63 
66 
69 

All ships 

Dead-weight tonnage 

67 346 
169 865 
176 981 
158 491 
183 195 
189 153 
261 530 
301 285 
295 370 
403 695 
529138 
540 838 
585 603 

a 85 per cent of the fieet is made up of dry-<:argo vessels. 

TABLE 23 
Percentage of overseas trade earried by ships under the Israeli flag 

Shore of Shore of Share of 
Year imports exports trade total 

1952 32 25 31 
1953 35 26 33 
1954 33 19 29 
1955 26 27 27 
1956 30 37 32 
1957 34 25 30 
1958 30 26 29 
1959 39 22 33 
1960 41 25 35 
1961 43 31 39 
1962 51 34 46 
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49. The Israel merchant marine has gone through 
three stages of development. The first stage, from 
1948 to 1952, was one of the purchase of ships to 
meet the immediate needs of the new State. The 
second stage coincided with the availability of German 
reparation funds and lasted until 1958. Previous 
hesitations as to the expansion of the local merchant 
marine were dissipated in the light of the desire of 
the Israeli Government to utilize effectively the 
reparations within a relatively short time. The purchase 
of ships it was felt provided productive investment 
goods which would have a readily marketable value. 
Non-commercial considerations, therefore, played a 
large part in the utilization of reparation funds for 
the purchase of ships. Many of these ships were 
purchased at a time when the prices of ships were 
high. During this period, old vessels were replaced by 
modern efficient ships, the average age dropping from 
21 years in 1953 to less than five years in 1961, and 
while the actual number of ships did not increase 
greatly the carrying capacity did. The present stage 
is one of further expansion with heavier emphasis 
on tankers and other specialized vessels. 

50. There are ten Israeli companies owning 
ocean-going vessels and at the end of 1962 the major 
company, Zim, which is partially owned by the 
Government, accounted for 65 per cent of the dead
weight tonnage. Zim cannot, however, be regarded 
as the national line as it has active and profitable 
local competitors. 

Philippines 

51-52. The development of the national merchant 
marine is clearly expressed by the following three 
tables. 

TABLE 24 
The Pbllippine national merchant marine 

Year 

1952 
1957 
1962 

Number 
of ships 

84 
149 

Source: Lloyd's Register of Shipping. 
• 292,000 gross tons comprised the ocean-going fleet. 

TABLE 25 

Gross toiUiage 

149 284 
115 487 
365 8783 

Share of external trade, by volume, carried by Philippine vessels 
(In percentages) 

Share of Share of 
Year exports Imports 

1954 2.17 2.76 
1956 1.66 1.56 
1959 3.95 8.35 
1961 6.88 9.33 

TABLE 26 
Share or total external trade, by value, carried by Philippine 

vessels 
(In percentages) 

Share of Share of 
Year total trade Year total trade 

1956 3.16 1960 • 12.93 
1957 3.34 1961 15.33 
1958 4.89 1962 16.63 
1959 7.36 

Source: Bureau of Census and Statistics. 

53. From the first table it can be calculated that 
the expansion of the merchant fleet as expressed in 
gross tonnage was as follows: 

1952 to 1962, 145 per cent, 
1957 to 1962, 217 per cent. 

Nigeria 

54. In the period 1959 to 1963, the Nigerian 
merchant marine has expanded its gross tonnage by 

Year 

1959 
1960 
1963 

TABLE 27 
The Nigerian national merchant marine 

Number of ships 

19 
24 
24 

Gross toiUiage 

16000 
38 000 
53 000 

Source: Lloyd's Statistics Department. 
Non: The above figures include small coaatalvessels and tugboats. 

231 per cent. All ships transporting Nigeria's external 
trade were foreign owned untill959 when the Nigerian 
National Shipping Line was established with an 
authorized capital of £2 million. The Nigerian Govern
ment and the Nigerian Produce Marketing Com
pany held 51 per cent of the shares and two technical 
partners, Elder Dempster Lines and Palm Line, held 
30 and 19 per cent of the shares respectively. In 
1961, the Government purchased the interests of the 
two technical companies. 

55. The line has joined the West African Lines 
Conference and operates its ten ships, five of which are 
chartered, on the share of Conference traffic allotted 
to it. 

Brazil 

56. The national merchant marine is sub-divided 
into oceanic, long-haul coastal, and short-haul 
coastal shipping. A large percentage of the fleet 
employed in all three services is antiquated and ob
solete and there is considerable recourse to chartering 
foreign vessels. 

57. The merchant marine consists of 341 ships 
with a gross tonnage of 1,030,242 tons and an average 
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Year 

1952. 
1954. 
1957. 
1962. 

TABLE 28 
The Brazilian merchant marine 

Number of ships 

374 
399 
398 
430 

Percentage increase since 1952 .. 
Percentage increase since 1957. . . 

Source: Lloyd's Register of Shipping. 

• Includes vessels of above 100 gross tons. 

Gross tonnage4 

795 155 
895 017 
891 480 

1 204 051 

51.4 per cent 
35.1 per cent 

dead weight of approximately 3000 tons. Of these, 
the Lloyd Brasileiro owns 28 vessels and the tanker 
fleet provides 42 vessels of a gross tonnage of 476,038 
tons and an average dead weight of 11,334 tons. 

Ceylon 

58. There is no national shipping line in Ceylon 
and the few Ceylonese shipping lines, the chief of 
which is Ceylon Shipping Lines, Ltd., are merely 
commission agents. 

Liberia 

59. Liberia has one of the largest merchant 
marines in the world. It has multiplied tenfold in the 
last ten years and totalled 10,573,158 gross tons in 
1962, consisting chiefly of tankers. 

60. Despite these impressive figures, there is at 
present no national shipping line. Hardly any of the 
ships flying the Liberian flag call at Liberian ports 
or are in any way under the control of Liberian 
companies or the Government. Their effect on the 
country's economy is to contribute approximately 
$1,000,000 to the national revenue. 

61. An Act was passed in 1961 for the establish
ment of a government-owned "Liberian shipping cor
poration". No action appears to have been taken in 
connexion with this act. 

62. One of the projects in the process of being 
implemented is the setting up of a national shipping 
line in partnership between the Government and an 
Israeli group headed by the shipping firm of Rosen
steins and a Dutch group with shipbuilding interests. 
Neither side would contribute capital except for the 
nominal equity. The financing arrangements have been 
made with Swiss banks and the Dutch shipyard has 
been commissioned to build two ore carriers for the 
company; orders for a freighter are also envisaged. 

63. The main contribution of the Liberian Govern
ment would be to secure charter work for the two 
carriers by agreement with mining concessionaires or, 
if required, by legislative action. The Israeli group 
would provide technical knowledge and training for 
Liberian crews. 

64. A second project, also involving ore carriers, 
was negotiated recently with the Swedish fum of 
Grangesberg, who have a major interest in iron ore 
mining. The new company, Providence Shipping 

Line, will have two shareholders, Grangesberg with 
51 per cent and the Liberian Government with 49 
per cent of the shares respectively. 

65. Capital is to be borrowed and both principal 
and interest amortized from the earnings of the ships. 
Financing is being arranged by Grangesberg through 
one of the banks controlled by its managing director. 
Management of the ships is entrusted to Granges berg 
but provision has been made for the training of 
some Liberian crew members. The carriers have been 
ordered and additional ships may be transferred to 
the company by the Grangesberg group. 

Malaysia 

66. At present there is no national merchant 
marine or shipping line in Malaysia although the 
promotion of a national shipping line has been sug
gested in government circles. 

67. There are, however, a number of small 
shipping lines registered in Singapore. The largest 
of these, the Straits Steamship Co. and its subsidiaries 
owns about 56 ships which carry out coastal trade 
with the countries of south-east Asia. 

Mauritius 

68. There is no national shipping line in Mauri
tius and the national merchant marine consists of 
only one ship of 2400 dead-weight tons. The share 
of overseas trade carried by this ship is 0.003 per 
cent. 

Morocco 

TABLE 29 
The Moroccan merchant marine 

Year Number of ships Gross tonnagifl 

1957. 45 38070 
1958. 36 24 387 
1959. 32 21 550 
1960. 31 21 748 
1961 . 31 50076 
1962. 34 53 304 

Source: Lloyd's Statistics Department. 
a Total includes all vessels of above l 00 tons. 

69. The expansion of the gross tonnage of the 
merchant fleet in the period 1957 to 1962 was of the 
order of 118 per cent. 

TABLE 30 
Division of the merchant marine into companies ("Comanav" 

and others) 

Year 

1958. 
1961. 

.. = Not available. 

Number of ships Dead-weight tonnage• 

••comanav .. Others 10Comanav... Others Total 

3 
8 

10 912 
59 494 22 000 81 494 
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70. At present there are 13 shipping lines registered 
in Morocco. Several of these are subsidiaries of 
French companies. The major line is "Comanav" 
which was established under the French protectorate 
in 1946 with a capital of 100 million francs ($204,229) 
subsequently increased to 200 million ( $408,458). 
The company was, until1959, controlled and operated 
by the French. Nevertheless, one of its objects was to 
afford Morocco a greater degree of control over 
foreign trade as well as to reduce the drain of freight 
payments in the balance of payments. Up to 1959, 
the company operated three vessels of 10,912 dead 
weight tons. 

71. In 1959, the Moroccan Government acquired 
a controlling interest of 55 per cent of the shares. 
An agreement was reached at this time between 
"Comanav" and the three French shipping interests 
among its shareholders that neither they nor the 
company itself would establish any service on any 
of the existing lines of the others without a prior 
agreement to share the traffic or to establish a com
mon service. 

72. By 1961, the tonnage operated by the company 
had expanded nearly sixfold from 10,912 in 1959 to 
59,494 dead-weight tons in 1961. In the latter year, 
the other twelve companies were operating vessels 
totalling approximately 22,000 dead weight tons. 

Sudan 

TABLE 31 
The Sudanese merchant marine 

Year Number of ships Gross tons 

1957. 4 834 
1958. 5 9 334 
1959. 5 1131 
1960. 5 1 131 
1961. 5 I 131 
1962. 7 10 092 
1963. 

Source: Lloyd's Statistics Department. 
Not available. 

The percentage increase in gross tonnage of the 
merchant marine in the period 1957-1962 was of the 
order of Ill 0 per cent. While this is impressive it 
must be realized that in 1957 the merchant fleet 
barely existed and that even in 1962 was still very 
small. 

73. The first successful attempt to start a national 
shipping line was made by a Sudanese firm in the 
early 1950s. Two small second-hand ships were 
purchased and the Sudan Navigation Company was 
formed. The ships were operated mainly between the 
Mediterranean and Red Sea ports. 

74. In 1959, the Government decided to establish 
a shipping line "to guarantee the quick transport of 
the country's main exports and imports". Yugoslavia 
offered to help in this aim and the Yugoslav-Sudanese 
company, the Sudan Shipping Line Ltd. was formed in 
1960. 

( 4) PROMOTION OF MERCHANT MARINES 

75. A brief survey is given in this sub-section of 
the various methods used for the establishment and 
encouragement of national merchant marines, and the 
extent to which they are practised by the eleven 
developing nations included in the previous sub-section 
(on the actual development of merchant shipping by 
these developing countries). It should be remembered, 
however, that these promotion techniques are not 
exclusive to developing countries, for most of the 
in~u~triali~ed nations, with very few exceptions, dis
cnmmate m favour of or otherwise promote their 
shipping interests. 

A. Promotion methods 

Direct government action for the establishment of 
national merchant marines 

76. This consists of: (a) Legislation to establish 
a national merchant marine; (b) Government partici
pation as a shareholder in shipping companies. 

The encouragement of national merchant marines 

(a) By flag discrimination 

77. There is no generally accepted definition of 
flag discrimination, in particular as to which measures 
or practices should or should not be considered as 
flag discrimination. For the purpose of this preliminary 
report, flag discrimination may however be defined 
as including all measures adopted by Governments 
the direct or indirect effect of which is to bestow upo~ 
or grant a preferential treatment to ships of the 
national flag as compared with foreign-flag ships. 

78. Certain non-governmental measures might 
however also amount in fact to flag discrimination; 
this might be the case, for example, with conference 
practices where they involve preferential advantages 
to certain lines in the sharing or allocation of traffic 
on certain routes or in certain ports, or where entry 
of a new line into a Conference is blocked or delayed 
on various pretexts. 

79. The problem of flag discrimination is in fact 
as old as the merchant marines themselves. It was 
practised by several maritime nations until the middle 
of the nineteenth century. The turning point was 
marked by the abolition in 1849 of the famous two
centuries-old British Navigation Acts. Subsequently, 
in the era which may be broadly described as that of 
economic liberalism and free trade, flag discrimination 
became fairly exceptional, although it cropped up 
every now and then in some countries, or survived in 
more or less disguised forms. The widespread ap
plication of the most-favoured-nation clause in trade 
and navigation treaties also made flag discrimination 
or differential treatment impossible.14 

80. With the great depression of the thirties and 
the post-war period marking the end of the liberal and 

14 The Conventions of Barcelona (1921) on freedom of transit 
and of Geneva (1923) on maritime ports, and the efforts of the 
League of Nations towards the establishment of a multilateral 
non-discriminatory regime show however that flag discrimination 
never entirely disappeared. 
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free trade era, flag discrimination and other dis
criminatory or protective measures became again an 
increasingly widespread practice in ocean shipping. 

81. Without entering into a full analysis of the 
matter in this preliminary report, it may be said that, 
at least in so far as developing countries are concerned, 
flag discriminatory measures are primarily a device or 
instrument for the protection and promotion of the 
development of their merchant marines, on the 
various grounds set forth in sub-section 3 above. 
They are in the matter of ocean shipping similar or 
even identical to the protective or promotional 
measures that may be adopted by developing countries 
for the development of their industrial or other activi
ties. Flag discrimination in shipping in fact closely 
resembles, as will be seen below, quantitative re
strictions in merchandise trade. 

82. All the considerations and arguments relative 
to the advantages and disadvantages, limitations and 
merits of protective measures-including the well
known infant-industry and young-economy argu
ments-are thus applicable mutatis mutandis to ocean 
shipping as well. While it may be admitted that ex
cessive protection, in this as well as in other economic 
sectors, may be self-defeating and contrary to a policy 
of rational economic development, any outright or 
total condemnation of flag discrimination, whether 
practised by developing or developed nations, would 
seem to be possible only on the ground that ocean 
navigation should be governed in all cases by the 
principles or rules of absolute free trade.15 

83. It is understandably difficult to estimate the 
proportion of world maritime traffic that is affected 
by flag discrimination. In spite of the considerable 
and rather acrimonious controversies that have 
arisen in connexion with the matter, it would seem 
however that this proportion is in fact not as large 
as is sometimes believed. Reference may at least be 
made to one statement 16 according to which "some 
experts consider that 20 per cent of total world mari
time traffic is more or less affected by flag discrimi
natory practices".17 

84. To complete these brief considerations re
lated to flag discrimination, the provisions of the 
Convention of the Intergovernmental Maritime 
Consultative Organization (IMCO), dealing with 
discriminatory practices, may be quoted: 

"Article 1 

"The purposes of the Organization are: 

" 
15 This is held by some on the ground that ocean shipping is 

pre-eminently an international service or industry. 
18 Lecture on flag discrimination at the University of Trieste, 

Italy, on 6 September 1963 by Mr. J. Dousset, of the European 
Economic Community. 

17 It is not clear whether this percentage refers to tonnage or 
value of freight. If, as is probable, tonnage is meant, the percentage 
would almost certainly be higher on total freight value; the per
centage may also be higher in the case of dry cargo only. Liner 
traders are indeed those most affected by discrimination. On the 
other hand, considering that all maritime traffic is included in the 
percentage referred to, the proportion of maritime traffic to and 
from developing nations, that is more or less affected by flag 
discriminatory measures, must be a substantially smaller percentage 
of total world maritime traffic. 

85. "(b) To encourage the removal of discrimi
natory action and unnecessary restrictions by Govern
ments affecting shipping engaged in international trade 
so as to promote the availability of shipping services 
to the commerce of the world without discrimination; 
assistance and encouragement given by a Government 
for the development of its national shipping and for 
purposes of security does not in itself constitute 
discrimination, provided that such assistance and 
encouragement is not based on measures designed 
to restrict the freedom of shipping of all flags to take 
part in international trade; 

86. "(c) To provide for the consideration by the 
Organization of matters concerning unfair restrictive 
practices by shipping concerns in accordance with 
Part II; 

87. The two main methods of flag discrimination 
are bilateral trade treaties and unilateral government 
action. 

(i) Bilateral trade treaties: 

88. Discriminating clauses reserving cargoes for 
ships of the two countries concerned are frequently 
inserted into trade agreements. At the end of 1960, 
20 under-developed countries were reported to have 
entered into such agreements: 

Argentina 
Bolivia 
Brazil 
Ceylon 
Chile 
Colombia 
Cuba 

India 
Indonesia 
Iran 
Israel 
Lebanon 
Libya 
Pakistan 

Panama 
Peru 
Turkey 
United Arab Republic 
Uruguay 
Venezuela 

89. Frequently it is specified that the application 
of the 50/50 clause or any other similar clause, will 
be subject to the availability of adequate or timely 
shipping space or tonnage in the signatory countries. 

(ii) Unilateral government action 

Direct legislation related to cargo quotas or allo
cations 

90. Several countries have passed legislation 
reserving certain categories of traffic or a certain 
proportion of their total sea-borne trade for national 
ships. With regard to categories of traffic, this is 
primarily the case with government-controlled cargoes, 
non-commercial (military supplies, etc.) and com
mercial (cargoes or supplies sold or acquired by 
government enterprises or financed by government
controlled institutions). 

91. Apart from the more general motives already 
referred to above, developing countries that have 
passed such or similar legislation cite in this con
nexion-as a justification for such legislation-the 
American example, the Cargo Preference Act of 1954, 
which provides for the application of a 50 per cent 
American shipping rule where the United States 
Government finances exports directly or indirectly. 
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92. This Act was taken as a pattern by several 
other countries, which have attempted to apply it 
to their own sea-borne trade. These include, ac
cording to available information: 

Brazil 
Uruguay 
Chile 
Peru 

Indonesia 
Guatemala 
Ecuador 
India 

Philippines 
Turkey 
United Arab Republic 

Regulations designed to give preferential treatment 
in wharfage, port charges, pilotage, etc. 

93. Developing countries reported to have passed 
legislation on these lines are as follows: 

Argentina 
Brazil 

Burma 
Guatemala 

Peru 
Venezuela 

Withholding of import or export licences 

94. Another type of discrimination is the stamping 
of import licences with the requirement that ship
ment must be made by a specified line. Countries 
reported to apply such rules are: Brazil, Chile and 
India. 

95. Such measures may however be merely in 
application of the general legal provisions related to 
traffic quotas, referred to above. 

Manipulation of exchange control 

96. This offers numerous methods of making ship
ment by the national flag either obligatory or so 
commercially attractive as to have the same effect. 
Countries reported using this method are: Brazil, 
Colombia and Turkey. 
Measures related to exchange control or payment 
restrictions would not however constitute flag dis
crimination, where such measures are equally applic
able to domestic and foreign lines although they will 
normally affect the latter more than the former. 

Preferential tariff rates or import duties 

97. Some countries may apply preferential im
port duties to goods imported in vessels of the national 
flag. 

Administrative pressures 

98. Even where there is no actual legislation 
reserving cargoes to ships of the national flag the 
same results can be achieved by administrative 
pressures. This is particularly easy to achieve where 
government agencies are important exporters and/or 
importers, or if the national fleet is government owned 
or under government control. With the widespread 
government intervention or participation in economic 
activity and the existence of many State-owned or 
controlled enterprises, in developing and developed 
countries alike, this practice is of course quite general. 
Even in the absence of any pressures properly speaking, 
there is understandably a natural tendency on the part 

of such enterprises to give preference, in varying 
degrees to the national line(s) for the shipment of 
their cargoes. 

99. Another method, depending on persuasion 
only, is to urge merchants to sell goods c.i.f. and buy 
them f.o.b., using the national flag for shipment. 

I 00. Developing countries reported to use ad
ministrative pressure of various sorts are: Argentina, 
Burma, India, Turkey, United Arab Republic and 
Yugoslavia. 

101. Countries with centrally-planned economies, 
where merchant marines and foreign trade are under 
complete control of the State, are however a special 
case and cannot be considered as practising flag dis
crimination in the usual sense of the term. 

(b) By subsidies 

102. Subsidies, although not constituting flag 
discrimination properly speaking,18•19 naturally tend to 
favour directly or indirectly national shipping as 
compared with foreign shipping interests. Shipping 
subsidies are in varying forms and degrees extremely 
widespread. With relatively few exceptions, developed 
and developing countries alike, grant subsidies, 
direct or indirect, to their merchant marines. Such 
subsidies may be of considerable importance; in the 
case of the United States, it has been estimated 
that subsidies to shipbuilding represent about 40 
per cent of the cost of shipbuilding and operating 
subsidies about 25 per cent of operating costs. Sub
sidies in different forms but of substantial importance 
are also granted, for instance, by France and Italy, 
to their merchant marines. It might be argued that 
the availability of subsidized shipping services of 
developed countries may well redound to the advantage 
of developing countries, through lower (than cost of 
production) freight rates. In the longer run this ad
vantage is however of a dubious character, in view of 
its implications with regard to the economic develop
ment of these countries. 20 

103. (i) Direct or open subsidies: 
Shipbuilding. The merchant marine may be encouraged 
by assistance given to shipbuilding. In some cases the 
shipyard itself is subsidized directly, in other cases 
direct subsidies are given to shipowners placing 
orders. 

Operating subsidies. Brazil may be cited as an ex
ample of under-developed countries giving operating 
subsidies. 

104. (ii) Indirect or concealed subsidies: 
Cheap loans for shipbuilding. India for example has 
deemed it of great importance to build up its fleet, 
and has granted long-term loans to shipbuilders at a 
3 per cent rate of interest. 

Inflated payments for services. Indirect subsidization 
is also possible if a Government makes excessive 

18- 19 Subsidies became the classical form of shipping protectionism 
in view of (i) the fact that they do not infringe the principle of 
formal equality of treatment of flags, which also makes retaliation 
more difficult, and (ii) the obvious difficulty of establishing tariff 
protection for the production of services. 

2o Subsidies may naturally also constitute an instrument of"unfair 
competition"; such competition may arise or exist even between 
merchant marines of developing countries. 
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payment for shipping services, such as the carriage 
of mails and of other government cargo. A high 
payment for an outward voyage means a ship can 
quote very low rates for the retmn voyage. 

Ships built by a Government and chartered at un
economic rates 

State-owned fleets. Many of the countries practising 
flag discrimination own the whole or part of the 
national fleet, notably India, Argentina and Indonesia. 
Several of these fleets are reported to be subsidized 
directly by the Government concerned or receive 
favourable treatment in the form of cheap capital, 
etc., or any operating loss is met by the Government. 

Fiscal privileges 

105. Finally, many developing and developed 
countries have in various ways promoted their 
merchant marines through the granting of fiscal 
privileges, tax reductions or exemptions, related to 
indirect (customs, excise and other) and direct taxes. 

B. Promotion and discrimination as practised 
in the eleven developing countries covered 

in this report 

Chile 

106. There is no nationally-owned shipping line 
in Chile and the only government-owned merchant 
ships are for service in coastal waters. The basic 
government attitude up to now has been to allow 
private operators to run the overseas shipping trade 
and this seems likely to continue unless a very radical 
change of government takes place. 

107. Government promotion has taken the form 
of flag discrimination, as laid down in law 12,041, the 
intention of which is to reserve for the Chilean flag 
50 per cent of foreign trade between Chile and the 
countries served by Chilean lines. It is consequently 
applied to traffic routes between Chile and the three 
main areas of destination: the East and Gulf Coast of 
the United States, part of Europe, and all of South 
America. There are commodities which are "excep
tions to the rule", such as gas and liquid fuel, frozen 
food, and bulk cargoes including grains and ores. 
The quota distribution is calculated by country in 
South America and port of call in the United States 
and Europe. 

108. In addition there are several bilateral agree
ments between Chile and foreign States, designed to 
direct the goods moving between the two countries 
to ships of the two national flags. 

Israel 

109. The Israeli Government has directly assisted 
the development of a national merchant marine. The 
major form of assistance has been the granting of 
extensive loans at 5 to 6! per cent for periods of 10 to 
12 years. These loans have in fact covered about 80 per 
cent of the total investment in ships. A recent develop
ment in this field was the establishment of the Mari
time Bank of Israel in 1962 with a nominal capital of 

I£3 million ($1 million) with the object of raising 
finance from local and foreign sources. 

110. Complementary to the government loans has 
been the decision to use German reparations for the 
purchase of ships and the granting of credit facilities 
for this purpose. It should be noted, however, that 
the merchant marine was not the only sector of the 
economy to benefit from low interest government 
loans or "approved enterprise" status. 

111. Another major aid to merchant marine 
development is the fact that the major shipping line, 
accounting for 65 per cent of the total dead-weight 
tonnage, Zim Israel Navigation Company Ltd. (Zim), 
is wholly owned by public bodies. The Government 
has a 33! per cent stake and has converted some of its 
loans into share capital. 

112. During the operation of multiple exchange 
rates up to 1962, several concessions were given to 
national shipping interests. A direct premium was 
paid on net foreign exchange earnings, but it must be 
noted that the full premium was received four years 
later by the merchant marine companies than by 
other national foreign exchange earners. 

113. It may also be noted that prior to 1959, lump 
sum payments, in effect export subsidies, were 
negotiated between the local shipping companies and 
the Government. The companies were also allowed to 
purchase foreign exchange at the more favourable 
rate at which they sold their services. 

114. Flag discrimination has been practised in so 
far as the Government, as a large importer of bulk 
commodities, has encouraged national interests by 
granting long-term shipping contracts at rates above 
international levels. There is also evidence that at one 
time the administration of licensing of shipping space 
was biased in favour of local companies, which were 
being allocated the trade despite quoting rates as much 
as 15 per cent above those of foreign firms. 

Nigeria 

115. The Nigerian Government has directly 
assisted the establishment of a national merchant 
marine. It was a major partner in the Nigerian 
National Shipping Line, when it was established in 
1959, and in 1961 purchased the remaining 49 per cent 
of shares which had been held by the two foreign 
advisory companies. 

116. The Government has not sought, however, 
to promote the interests of the National Line by 
subsidies or by practising flag discrimination even on 
government-owned cargoes. Neither has it sought to 
influence the transport quotas allotted to the National 
Line by the West African Conference. 

Philippines 

117. The Philippine Government has from time to 
time announced intentions to develop a merchant 
marine. The most significant step was the passage in 
1955 of the Philippine Overseas Shipping Act, which 
provided for the purchase by the National Develop
ment Company (NDC) of 12 fast ocean-going vessels 
to be sold, leased, or chartered to Philippine shipping 
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firms. It appears that at present there is no intention 
for the NDC to acquire further vessels, as shipping 
operators have been lax in meeting payments and 
operating according to their contracts. The acute state 
of inter-island shipping gives it priority for new 
capital. It is intended to introduce a bill in the 1964 
session of Congress which will consolidate all previous 
legislation on national shipping and will have as an 
object the provision of "a merchant marine of suffi
cient size to carry all domestic water-borne commerce 
and a substantial proportion of the Philippines' 
foreign commerce". 

118. At present there are no subsidies paid to 
national shipping lines although a bill introduced in 
1961 was to have provided subsidies under certain 
conditions. 

119. There is, however, some evidence of flag
discrimination measures taken to encourage the 
national merchant marine. In March 1961 the US 
Federal Maritime Commission authorized a require
ment that up to 50 per cent of material and equipment 
which the Philippine Bureau of Public Works was to 
acquire under a $14.65 million Export Import Bank 
loan was to be shipped in Philippine vessels. In July 
1961, the Philippine Bureau of Commerce announced 
that 100 per cent of shipments of US goods consigned 
to the Philippine Government were to be shipped in 
Philippine bottoms. There is also an agreement with 
the Development Loan Fund that 50 per cent of 
commodity goods from the United States to the 
Philippines will be shipped in Philippine vessels 
and that freight charges will be paid in US dollars. 

120. In addition, a Foreign Office circular now 
requires all Philippine Government cargo destined 
for the Philippines to be loaded on ships of the national 
flag. All these measures are however subject to "the 
availability of vessels". 

Liberia 

121. The Liberian Government has directly en
couraged the establishment of a merchant marine by 
its partnerships in two shipping lines, as described 
in the last sub-section of this report. 

Brazil 

122. The Brazilian Government encourages the 
national merchant marine in several ways. It subsidizes 
the operating loss of the Lloyd Brasileiro Line, which 
is stated to be not less than 20,000 million cruzeiros 
($327,800) annually. It also operates bilateral trade 
treaties, and in 1959 legislation was introduced to en
sure that 70 per cent of all imports would be carried in 
Brazilian ships, by providing that all goods imported 
with exchange subsidies must be carried by vessels 
owned or chartered by Brazilian companies. This 
ruling covers almost all imports and by 1960 it was 
stated that of goods coming from Europe to Brazil over 
50 per cent were carried in Brazilian ships, compared 
with 15 per cent in 1957. Brazil also gives preferential 
treatment to national ships with regard to port charges 
and wharfage and by stipulating on import licences 
the shipping line on which the goods must travel. 

123. The development of the merchant marine, 
the shipbuilding industry and port areas was to be 
financed from the proceeds of the Merchant Marine 
Fund. This is derived from a tax levied on all freight 
leaving ports. The fund has assumed considerable 
dimensions but until recently little has been applied 
to these developments. A considerable shipbuilding 
programme in Brazilian shipyards is however con
templated with the utilization of these funds. 

Ceylon 

124. There is no merchant marine of any size at 
present in Ceylon. The Government has stated that it 
intends to purchase a few liners and tramps to establish 
a national shipping line, but plans have not been 
completed. 

Malaysia 

125. There is no merchant marine in Malaysia. 
The only restriction on foreign lines is that contained 
in an agreement signed by Malaysia and Japan laying 
down that no Japanese ship can discharge at any 
Malaysian port cargo picked up from another 
Malaysian port. 

Mauritius 

126. There is not national line in Mauritius. The 
merchant marine consists of one ship of 2400 tons 
dead weight. The Government did however provide 
the loan to pay for its construction. 

Morocco 

127. The Moroccan Government's desire to de~ 
velop a national merchant marine was shown by its 
acquisition of a controlling interest in the "Comanav" 
shipping line. In 1961, the Government had effective 
control of this company with 61 per cent of the shares. 

128. In the Government's view, the acutely com
petitive situation prevailing in shipping at that time 
made it necessary for the merchant marine to be given 
various forms of government assistance towards its 
development. 

129. Financial assistance was provided for the 
purchase of new ships. Only 10 per cent of the cost 
of two refrigeration ships of 6500 dead-weight tonnage 
was met by the company, the rest being provided by 
the Banque national pour le developpement (BNDE). 
Three new trampers were purchased by means of a 
loan of 10 million dirhams ($1,985,800) granted by the 
Banque marocaine du commerce exterieur (BMCE) 
and principal regional banks, and a loan of 30 million 
dirhams ($5,957,400) raised in the Netherlands and 
repayable over 10 years. 

130. The Minister of Commerce who permitted 
the above transactions also authorized "Comanav" 
to increase its registered capital from 2 million to 
5 million dirhams ($397,160 to $992,900). 

131. Besides affording financial assistance to the 
merchant marine the Government accorded it various 
other privileges by a decree of September 1962. The 
maritime transport of certain imports and exports 
must be partly effected by Moroccan ships or by 
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vessels chartered by Moroccan companies. Publicly~ 
owned organizations and public services, together with 
any enterprises with government shareholdings and 
others with government contracts, are obliged to use 
Moroccan ships for both their exports and imports. 
The Minister responsible for the merchant marine can 
however grant exceptions to these rules. 

132. A further decree of October 1962 gave details 
of the proportion of trade in various commodities to 
be reserved to ships of the Moroccan flag. These are 
citrus fruit and early vegetables, cereals, phosphates 
and bulk cargoes, timber, cork, tea, tinned food, 
fish products, wine in barrels, milk and butter. Unless 
special permission is obtained, 40 per cent of the 
imports of these commodities and 30 per cent of the 
exports must be carried in Moroccan ships. 

133. The Moroccan merchant marine is not in fact 
large enough at present to undertake to carry all its 
quotas, and permission for exceptions to the regula
tions is frequently given. Indeed, "Comanav" has 
refused to take up its quota of phosphates for export 
on the grounds of unprofitability. Nevertheless it is 
clear from these decrees that the Moroccan Govern
ment is committed to a policy of discrimination to 
foster the development of the national merchant 
marine. 

Sudan 

134. The Sudanese Government has directly 
encouraged the establishment of a merchant marine 
by its active partnership with Yugoslavia in the Sudan 
Shipping Line Ltd. While it has been suggested that a 
"50 per cent rule" should be introduced, there is no 
evidence of discrimination at present. Indeed, the size 
of the fleet is too small to make such a rule effective. 

(5) NATIONAL INVESTMENT, PROF1TABILITY 
AND THE FUTURE DEVELOPMENT OF THE 

NATIONAL MERCHANT MARINES 

135. The following is essentially a factual sum
mary of the information obtained for this preliminary 
report on investment and profitability of shipping 
companies in eleven developing countries, and of the 
programmes and outlook for the future development 
of merchant marines in these countries. 

Chile 

Investment: 

136. The only indication given of the amount of 
investment in shipping in Chile is the total capital 
employed by 9 Chilean shipping companies. In 1962, 
this was 48,095,719 escudos ($16,031,900). 

Profitability: 

137. It was not possible for the purposes of this 
preliminary report to obtain complete information on 
the profitability of Chilean shipping concerns. The 
most important company, the Cia. Sud-Americana 
de Vapores, made a profit of $US4,353,995 during 
the last financial year. In general it may be stated that 
trade along the Pacific Coast with the United States 

and Europe is "profitable", while, on the other hand, 
trade with South America is more difficult as a result 
of government measures, notably in Argentina, 
Uruguay and Brazil. 

Future development: 

138. The ten-year plan, 1961 to 1970, includes 
provision for the acquisition of more than 22 ships 
for both external and local trade. The investment will 
amount to more than $91 million of which only 
$3 to $4 million will be public investments made by 
the State-owned shipping company Emprasa Maritime 
de Estado. 

139. The 22 ships to be acquired will have a total 
dead-weight tonnage of234,000 tons. They will replace 
about 90,000 tons of obsolete shipping and will 
therefore result in a net gain of 144,000 tons. 

140. By 1970, the national marine should consist 
of about 80 ships of approximately 480,000 dead
weight tons. Of these, 160,000 tons will be local 
coasters, 64,000 tons will be for international trade, 
and 256,000 tons will be for the specialized trans
portation of minerals like petroleum, coal and 
particularly iron. 

141. If 50 per cent of Chile's international trade 
were to be carried by national vessels, the merchant 
marine requires expansion with a distinct bias towards 
specialized carriers. At present, all liquid freight and 
90 per cent of refrigerated cargoes are handled by 
foreign lines as compared with 35.7 per cent of general 
cargoes carried by Chilean vessels. This change of 
emphasis has, in fact, been taken into account in the 
1961-1970 Plan. 

Israel 

142. The following table shows the percentage of 
gross investment devoted to ships in the period 1950 
to 1962. 

TABLE 32 
National investment in the merchant marine in Israel 

Year 

1950. 
1951. 
1952. 
1953. 
1954. 
1955. 
1956. 
1957. 
1958. 
1959. 
1960. 
1961. 
1962. 
1963. 

Profitability: 

Percentage 
Inoestment In ships of gross Investment 

(In thousands of US dollars) <kvoted to ships 

3 266 
3 924 
2041 

791 
2 548 

10607 
8 339 

23 340 
12 400 
12 845 
36285 
43727 
4 596 

11079 

1.6 
1.4 
1.3 
0.8 
2.5 
3.7 
2.4 
5.1 
2.5 
2.4 
6.4 
5.7 
0.9 

143. The main criteria in Israel in measuring the 
profitability of an industry or service enterprise to the 
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TABLE 33 
Receipts and estimated added value in foreign exchange of the Israeli merchant Heet, 1955 to 1961• 

(In thousands of US dollars, except when otherwise indicated) 

1955 1956 

Receipts . 17 848 25 917 
Foreign currency expenditure . 12 721 18 636 

Added value in foreign currency 5127 7 281 
Local currency expenditure (I£'000s) 
Cost per dollar saved (I£) 
Percentage of added value 29 28 

Source: Bank of Israel, annual reports. 
" Also includes ships chartered by local companies owning Israeli ships. 

national economy are the amount of foreign exchange 
saved or gained by the operation of the enterprise 
and the ratio of this amount to the "replacement 
value" of goods and services which the enterprise 
supplies. The "replacement value" is taken as the 
cost of goods had they been imported or had the 
services rendered been rendered by a foreign concern. 
This ratio is expressed as a percentage and is often 
called "the value added in foreign exchange". 

144. The table above summarizes the balance
of-payments effect of the Israel merchant fleet during 
the period 1955 to 1961. 

145. The Bank of Israel report of 1962 on the 
Israel merchant marine puts forward the following 
table and comments: 

"A major purpose of investment in Israeli industry 
is to gain foreign exchange and the rate of return of 
foreign exchange on investment is one of the yard
sticks for measuring how far such investment serves 
the interest of the national economy. This concept 
should not be confused with the over-all return on 
investment. 

146. "In shipping, nearly the entire investment is 
in foreign exchange. A corollary point of interest is, 
therefore, the number of years required to recover 
the investment through net foreign exchange gains 
plus depreciation. Again this concept should not be 
confused with the usual estimates of the pay-back 
period, which are of primary concern to the investor". 

147. Compared to the larger industrial enter
prises the return in foreign exchange in relation to 

TABLE 34 
Foreign exchange returns on investment in shipping in 1958 and 

1959 

Item 1958 1959 

1. Total investment. 76 531 85 408 
2. Net foreign exchange. 6585 6352 
3. Depreciation on ships . . . . . 3 746 4143 
4. Foreign exchange gains plus Dep. 10 331 10495 
5. Foreign exchange gains as a per 

cent of total investment 8.6 7.5 
6. Period required to recover invest-

ment through foreign exchange 
gains and depreciation (in years) 7.4 8.1 

1957 1958 1959 1960 1961b 

30642 44 230 47 797 54804 54 322 
21 391 32 386 38104 40819 40 826 --

9 251 11 844 9693 13 985 13496 
15 634 18 477 22 779 29104 35139 
1.69 1.56 2.35 2.08 2.60 
30 27 20 25 25 

b Israeli ships only. 

investment appears low and the period of recovery of 
investment through foreign exchange gains and 
depreciation long. This is due, in part, to the fact that 
in shipping nearly all of the investment is in foreign 
exchange, whereas in an industrial plant the foreign 
exchange part accounts for only two-thirds of total 
investment. 

148. With an imputed rate of interest of 6 per cent 
on total capital, the results would be even less favour
able. The foreign exchange return on investment would 
be 6.4 per cent for 1958 and 5.4 per cent for 1959. 
Recovery of investment as depicted in the above table 
is lengthened to 8.8 years for 1958 and 9.8 years for 
1959. 

149. The profitability of the three major Israeli 
shipping companies for 1958 and 1959 is set out in the 
table below (in millions of US dollars). 

150. The three companies were granted, retro
actively, export premiums amounting to I£1.5 million 
($833,000) in 1956 and I£5.8 million ($3,242,000) in 
1959. With these premiums, the return on total 
investment amounted to 3.6 per cent in 1958, and 6.2 
per cent in 1959. 

151. The three companies accounted for 100 per 
cent of all passenger transport and 95 per cent of the 
dry-cargo capacity of Israeli ships, and their gross 
revenue for 91 and 95.4 per cent respectively of gross 
revenue of all Israeli shipping companies in 1958 and 
1959. 

Need for future development: 

152. The development of the Israel merchant fleet 
is expected to continue during the near future. Plans 
which have been approved call for investments of 
$18 million in the next two or three years while plans 

TABLE 35 
The profitability of three major Israeli shipping companies 

1958 1959 

Gross revenue. . . . . . . . . . . . 40.1 45.6 
Net loss after depreciation and interest 

payments. . . . . . . . . . . . 1.0 1.3 
Loss as percentage of gross revenue . 2.5 2.8 

Source: Bank af Israel Review, 
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TABLE 36 
Israeli investment forecast: vessels to be purchased during 

1963/64, 1964/65 and 1965/66 

The forecast" only includes vessels for the merchant marine 
and excludes fishing ships. It is divided into two parts: 
(a) Plans approved by the Ministry of Transport; in not all 

cases have construction contracts been signedb; 
(b) Plans of shipping companies not yet approved. 

Type of vessel 

1963/1964 
(a) Dry cargo 

Citrus ... 
Coastal .. 

Total (a). 

(b) Coastal, used vessel . 

TOTAL (a)+ (b), 
1963/64 

1964/1965 
(a) Dry cargo . 

Citrus ... 
Coastal . 
Passengers . 

Total (a). 

(b) Chemical tanker 
Coastal . 

Total (b) ... 

TOTAL (a) + (b), 
1964/65 

1965/1966" 
(a) Citrus ..... 

Number 

4 
2 
2 

8 

4 

12 

2 
3 
8 
3 

16 

1 
4 

5 

21 

2 

GRAND TOTAL until 1965/1966 35 

Source: Israeli Ministry of Transport. 

Dead weight 
tonnage 

61800 
14400 
6000 

82200 

13 000 

95 200 

66000 
21400 
42600 
35 ooo· 

165 000 

2500 
12000 

14 500 

179 500 

14000 

288 700 

Cost 
($ millions) 

11.9 
5.0 
1.9 

18.8 

2.0 

20.8 

9.2 
9.2 
7.8 

28.5 

54.7 

0.7 
2.5 

3.2 

57.9 

8.5 

87.2 

• These plans are subject to change; delays In delivery can prolong this plan 
until 1966/67. 

b Terms of payment are: 20 per cent in cash until receipt of ship and 80 per 
cent in loan for 8 to 10 years at 5.5 to 6 per cent interest. 

c 35,000: gross registered tons. 
d The above are only tbe plans known at present. It is understood that there 

already is, in addition to tbe above a new order for a giant tanker from Japan 
of about 60,000 dead-weight tons, and there are preliminary plans for ordering 
of giant bulk carriers and some tankers for fluid chemieals. 

which have not been so definitely formulated call for 
the investment of substantial additional funds, as 
illustrated in Table 36 above. 

Nigeria 

153. There are no details available as to the present 
investment in the Nigerian merchant marine. How
ever, a sum of $6.1 million ($16,828,000) has pro
visionally been set aside in the National Development 
Plan 1962-1968 for investment in additional ships. 
Of this allocated amount the national line intends to 
provide S5 million (Sl4,000,000) from its own re
sources, to be complemented by a Federal Govern
ment loan of $1.1 million ($2,828,000). There is no 
information available on the profitability of the 

national line nor as to how it intends to provide the 
£5 million from its own resources between 1962-1968. 

154. According to the Development Plan, the 
national merchant marine is "to be expanded taking 
into the fullest account the economics of chartered as 
compared with outright purchased ships". The figure 
of £6.1 million ($16,828,000) is not a set one, and may 
be expanded or reduced according to the prospects 
for shipping. 

Philippines 

National investment: 

155. Under the 1955 Philippines Overseas Shipping 
Act, the National Development Company has pur
chased 12 ships at a cost of Pl9 million ($4,859,355) 
each. In addition to this, President Macapagal has 
stated that under the reparation agreements with 
Japan 39 per cent of the total value of reparations 
delivered, or $45.2 million, has been received in the 
form of ships. 

156. The combined value of ships as expressed in 
five Philippines shipping company reports is Pl00.3 
million ( $25,652, 170). 

157. The companies included in this combined 
valuation cannot be named as the information was 
provided on this understanding. The individual 
profitability of four of these companies is set out in 
appendix B. 

Profitability: 

158. From interviews with a cross section of the 
industry, it seems that purchasers of ships from the 
National Development Corporation and through 
Japanese reparations are not meeting their payments. 
It appears that the better organized lines are making 
a profit but this is based on the accounts of only four 
companies and assumes that payment on their vessels 
are being met. 

159. In fact, creditors from the United States, 
Hong Kong and Japan have threatened to institute 
seizure proceedings against three vessels for large, un
paid obligations which were incurred while the vessels 
were being operated by the Liberation Steamship 
Lines. The Government has recently authorized that 
the charter rentals of the twelve vessels owned by the 
National Development Company be applied to the 
payment of outstanding obligations on the three 
vessels. 

The need for future development: 

160. With the change in administration in January 
1962, the Government appears to have had second 
thoughts about building up a large merchant marine. 
This attitude has been influenced by several considera
tions. Firstly, the investment involved is not ranked 
as of sufficient priority at this stage of development 
and, secondly, shipowners are fearful of competition 
and cannot be certain that any new ships would not 
be assigned to newly-established shipping firms. They 
have accordingly exerted pressure to delay new 
acquisitions. There is also evidence that the shipping 
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operators who have purchased or leased vessels which 
the Government acquired have been very lax in 
meeting payments. If any shipping interests are ex
panded, it will be those concerned with inter-island 
commerce. 

161. With the over-capacity of world shipping 
and present day competition and conference practices, 
it is considered that there is no need for any further 
development of the Philippines merchant marine other 
than the normal replacement of the existing fleet. 

Brazil 

Investment: 

162. It did not prove possible to obtain informa
tion about the extent of Brazilian investment in the 
national merchant marine. 

Profitability: 

163. There is no detailed information available 
on the profitability of shipping concerns in Brazil, but 
it is reported that one of the main companies, Lloyd 
Brasileiro, is estimated to cost the Brazilian Treasury 
not less than 20 billion cruzeiros ($327,800) annually. 
This operating loss is attributed to inefficient opera
tion, administration, and high labour costs. Shipping 
operations involving the charter of foreign vessels are 
the most profitable. 

Future development: 

164. Much of Brazil's fleet is antiquated and 
obsolete and the development of the merchant marine 
was to be financed out of the proceeds of the Merchant 
Marine Fund. However, until recently little had been 
applied to this end. 

Ceylon 

165. No data are available under this section. It 
was reported in the Shipping Review of 1963, however, 
that Ceylon has set up a Shipping Corporation and 
has invited European shipbuilders to submit quota
tions for cargo ships. It is claimed that Ceylonese 
ships, manned by Ceylonese seamen, would help to 
cut down existing unemployment and conserve 
foreign exchange resources. It is not known what 
progress has been achieved to date. 

Liberia 

Investment and profitability: 

166. No information is available on these subjects. 

Future development: 

167. It appears that the Government will continue 
to foster partnerships with foreign companies with 
shipping interests, rather than to promote the national 
merchant marine entirely on its own. However it has 
been rumoured that a group of private Liberian 
investors are considering the establishment of a 
Liberian line for the carriage of general cargoes. This 

development, it is reported, would be in co-operation 
with a German group. 

Malaysia 

168. No data are available on investment, profit
ability or the future development of the merchant 
marine. 

Mauritius 

Investment, profitability and future development: 

169. Rs. 3,500,000 ($735,000) has been invested 
in the one ocean-going vessel under the Mauritian 
flag. There is no information available as to profit
ability or the future development of the merchant 
marine. 

Morocco 

Investment: 

170. All that is known about the amount of 
Moroccan national investment in shipping is that it is 
over 50 million dirhams ($9,929,000). 

Profitability: 

171. No information has been discovered on this 
subject. 

Future developments: 

172. It appears from the protectionist legislation 
that has been passed by the Government, mentioned 
in the section dealing with the development of the 
national marine, that the Government is committed 
to a policy of merchant marine expansion. This ex
pansion seems likely to take the form of government 
partnerships with foreign companies with shipping 
interests. 

Sudan 

Investment: 

173. The only information on this subject is that 
the paid up capital of the Sudan Shipping Line was 
£S280,000 ($804,100) in 1960, divided into equal 
shares between the Sudanese and Yugoslav Govern
ments. 

Profitability 

174. No information Is available under this 
heading. 

Future development: 

175. The Sudan Shipping Line has estimated that 
for the provision of regular monthly sailings a mini
mum of three ships is required. A further suggestion 
has been made that the Sudan Line could transport 
up to 50 per cent of the country's petroleum imports 
if it had two tankers of 4500 dead-weight tons each. 
So far, however, the line is operating only two ships, 
but has ordered two more. 
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(6) THE IMPACT AND INCIDENCE OF MERCHANT 
MARINES IN DEVELOPING COUNTRIES ON 

THEIR BALANCE OF PAYMENTS 

176. In sub-section (1) above, a general survey 
was presented on the transport account of developing 
countries as a whole in their balance-of-payments. 
The general analysis showed the considerable poten
tialities, through the substitution of imports and the 
increase of exports of services, which may lie for 
developing countries in the further development of 
their merchant marines. 

177. For the purpose of this report, it was further 
attempted to analyse in somewhat greater detail the 
transport account in the balance-of-payments of the 
eleven countries dealt with in previous sub-sections. 
However, the available data are in various cases so 
seriously incomplete or uncertain that hardly any 
worthwhile conclusions could be drawn. This is 
particularly the case when an attempt is made towards 
a comparative analysis, over a period of years, of the 
extent to which the growth of merchant marines in 
some of the countries referred to has influenced 
payments and receipts in the transport account. 

178. This only confirmed the general conclusion 
in sub-section ( l ), that for the reasons indicated any 
comparative analysis might lead to seriously mislead
ing conclusions. With the data available it is impossible 
to go beyond the very broad conclusions presented 
in sub-section (I). Even in the case oflsrael, it was not 
possible to draw any worthwhile conclusion other than 
that the foreign exchange earnings of the merchant 
fleet have increased as the size of the merchant marine 
has expanded. A comparative analysis of the sort is 
naturally also complicated by the fact that changes in 
payments and receipts related to freight will be 
influenced by changes in general rate levels. Although 
this statistical difficulty can be overcome, it should be 
recalled that, with one exception [see section 2, 
sub-section (2)], all freight rate indexes cover only 
open market dry-cargo tramp and tanker rates, and 
that moreover the general indices do not necessarily 
and adequately reflect changes in rates on particular 
routes. 

179. This statistical difficulty is however of minor 
importance, compared with the deficiencies of lack 
of the data related to payments and receipts on 
account of port and related disbursements, the nature 
of which was dealt with at some length in sub-section 
(1) above. In effect, to determine the net foreign 
exchange earning capacity of a merchant marine, it is 
necessary to take into account payments abroad on 
account of port disbursements and also, in some 
cases, payments made for the time chartering of 
vessels. Furthermore, to examine the impact of a 
developing merchant marine on the transport account 
as a whole, account must also be taken of receipts of 
developing countries for port disbursements of foreign 
vessels in their ports, a reduction in the volume of 
traffic or services of foreign shipping may naturally 
involve a reduction in receipts for port and related 
disbursements. In addition, account should also be 
taken of payments related to the importation of ships 
built abroad, and to the insurance of ships abroad. 
The revenue of merchant fleets, i.e., the gross saving 

of foreign exchange, must therefore be balanced 
against payments for port and related disbursements, 
etc., and the possible loss of foreign exchange receipts 
from foreign shipping using the developing countries' 
port facilities, etc. 

180. In spite of the lack or at least the serious 
deficiencies of the data on port and related disburse
ments in balances of payments, the fact is well known 
that these disbursements represent a sizable per
centage of the gross revenue of merchant marines. It 
has been stated that frequently more than 50 per cent 
of the gross freight revenue earned by European liners 
operating on routes to and from the United States is 
swallowed up by expenses incurred in the United 
States; this considerable percentage is of course to a 
certain extent the consequence of the high level of 
port costs, wages, etc., in the United States. In the case 
of the merchant fleet of Norway, total payments for 
port and related disbursements abroad seem to oscil
late in recent years between 45 and 50 per cent of total 
freight receipts. It must however be emphasized that 
the Norwegian merchant marine is predominantly 
engaged in the carriage of cross-trades, i.e., trades 
between third countries, and consequently port and 
related disbursements abroad are bound to be 
relatively high. On the other hand, port and related 
disbursements of a merchant marine will vary accord
ing to its composition, in particular the relative 
importance of liners, tramps and tankers. 

181. An attempt was made by the ECLA secre
tariat to determine, if only as a rough order of magni~ 
tude, the net foreign exchange earning capacity of the 
Latin American merchant marines. As was shown in 
Table Bin sub-section (I) above, total revenue of the 
merchant marines of Latin America, in the carriage 
of international shipments, amounted in 1961, accord
ing to IMF data, to 206.9 million dollars. If account 
is taken of additional revenue from passenger fares, 
total revenue is probably of the order of 210/215 
million dollars. On the other hand, on the basis of the 
data available in the case of some countries and with 
additional ECLA estimates, port and related dis
bursements, payments for time charter, etc., are 
roughly of the order of 135 million dollars, including 
intra-zonal payments which are probably of relatively 
minor importance. Account must however be taken 
of the fact that this amount also includes payments 
abroad corresponding to the operation of Latin 
American airlines. An estimated 10 to 15 million is 
further included for payments corresponding to time 
charter hire of vessels and aircraft. However rough, 
the estimate clearly shows that more than 50 per cent, 
and perhaps close to 60 per cent, of gross freight 
revenue is absorbed by port and related disbursements 
abroad. The net foreign exchange earning capacity 
would therefore amount to somewhat less than 50 
per cent of gross freight revenue. The high percentage 
of port and related disbursements in the case of Latin 
American merchant marines is however to be explained 
partly by the substantial payments abroad, in devel
oped countries, for the repair and maintenance of 
ships. On the other hand, it must be mentioned that 
in the above estimate it was not possible to take into 
account payments related to the purchase and 
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importation of ships, and to the insurance of ships 
abroad. 

182. In the light of such data and consideration, 
it is often argued that the net foreign exchange earning 
capacity of a merchant marine is relatively modest, 
and that from this point of view at least investments 
in merchant marines would not deserve a high 
priority in economic development programmes. 

183. It must however be stressed that the above 
estimates are very rough approximations and that more 
precise figures are necessary when it is a question of 
comparing the potential net foreign exchange earning 
capacity of investments in the merchant marine with 
investments in other sectors of the economy. 21 In the 
case of Latin American merchant marines, expendi
ture abroad could certainly be substantially reduced 
by the development of adequate facilities, preferably 
on a regional basis, for shipbuilding and repairs, and 
by the development of other satellite industries pro
ducing supplies or equipment for the operation of 
ships. 

184. The precise determination of the net foreign 
exchange earning capacity of a merchant marine and 
its complementary industries is consequently a matter 
of great complexity. In addition, it should be stressed 
that the net earning capacity as defined above does 
not include the additional indirect foreign exchange 
earning capacity, which may accrue from the indirect 
and spread effects of a developing merchant marine 
on other sectors in the economy. In any case, these 
problems require much more detailed attention than 
has been given to them hitherto, if investments in 
merchant marines in developing countries are to be 
guided by rational economic considerations and 
criteria. 

(7) THE INFLUENCE ON SIDPPING CONFERENCES EXER
CISED BY THE SIDPPING LINES AND OTHER ORGANI
ZATIONS IN DEVELOPING COUNTRIES 

185. Shipping conference policies and rates can be 
influenced by developing countries in two ways. The 
first is through the influence of national shipping 
lines, either as conference members or in competition 
with conference lines, and the second is through the 
pressure which can be exerted either by the Govern
ment directly or by individual important shippers, 
such as marketing boards, Chambers of Commerce 
or shippers' associations. In this sub-section, the 
methods employed in ten countries are described on 
the basis of the information which it was possible to 
collect for this report. The problem is further dealt 
with from a more general point of view in section 5, 
sub-section (7), below. 

Brazil 

The influence of the national marine on conference 
policies: 

186. There are only two Brazilian lines, apart from 
Lloyd Brasileiro, engaged in trans-ocean trade. One 

21 Port and related disbursements abroad in the case of merchant 
marines correspond of course to imported inputs in the case of 
other economic sectors. 

of these operates to Europe and the other to the Far 
East via South Africa. Neither are conference mem
bers, and it is reported that they undercut the con
ference rates by 10 to 20 per cent. 

Other methods: 

187. There is no information available on other 
methods of influencing conference policy other than 
the fact that the conferences are readily accessible to 
shippers. However, one interesting way in which the 
conference lines are by-passed is by shippers of cotton 
exports from Brazil. The cotton buying groups in the 
European Common Market, mostly members of the 
Amalgamated Overseas Transportation and Insurance 
(AOTI) organization, bring pressure to bear on the 
Brazilian exporters to ship f.o.b. and where it is to 
their advantage specify non-conference or charter 
vessels operating at a lower freight rate. The difference 
in rate can amount to 1.75 to 2 per cent of the value 
of the shipment. 

Chile 

The influence of the national marine on conference 
policies: 

188. There are five conferences in operation 
affecting Chilean trade routes with Europe and the 
United States: 

(a) European/South American and Magellan Con
ference (II members, 1 Chilean); 

(b) Atlantic and Gulf/West Coast of South America 
Conference (6 members, I Chilean); 

(c) West Coast of South America Northbound 
Conference ( 6 members, I Chilean); 

(d) Pacific/West Coast of South America Confer
ence (5 members, no Chilean); 

(e) West Coast of South America/North Pacific 
Coast Conference ( 4 members, no Chilean). 

189. It is reported that, largely as a result of the 
influence of the Chilean line, conference rates have 
remained stable since several years, and in some cases 
reduced promotional rates were adopted for certain 
Chilean exports. This is the case for steel plates and 
bars, the rate of which to Europe is $US25.20 per ton, 
while the rate from Europe to the West Coast of 
South America is $US79.80. The Chilean line has 
also repeatedly opposed conference proposals for the 
application of surcharges. While surcharges have been 
practically the rule in recent years in most Latin 
American countries, Chile is in this respect an ex
ception. Mention should also be made of the fact that 
in 1961 and 1962, the Chilean Government authorities, 
responsible for shipping matters, successfully opposed 
the introduction of surcharges agreed by the con
ferences as a result of labour difficulties in Chilean 
ports. 

Other methods: 

190. There is no special mechanism for consulting 
transport companies or exporters and importers about 
the agreements reached in conferences. The Transport 
Sub-Secretariat holds consultations in an unofficial 



252 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

capacity and acts as mediator between shipowners 
and clients. 

Israel 

The influence of the national marine on conference 
policies: 

191. Israeli shipping companies are members of 
28 cargo and two passenger conferences of lines all 
over the world. There are indications that Israeli 
national shipping interests have exerted certain in
fluences on conference freight rates both in com
petition with conference lines and as members of 
conferences. 

192. One of the successes claimed for local ship
ping lines both inside and outside conferences is in the 
field of fresh citrus fruit rates. Fresh citrus fruit is 
Israel's most important seaborne export commodity, 
valued at SUS75 million in the 1962/63 season, and 
national shipping accounts for 20 per cent of total 
shipments. All that may be stated on this matter, 
however, is that uniform rates have been agreed 
between the National Citrus Marketing Board, the 
conference lines and the national shipping companies, 
whether the latter are conference members or not. 
Indeed when the largest national line Zim cut its 
rates 15 per cent below the comparative conference 
rates, its share of the traffic did not increase, and it was 
decided to join the conference and charge its current 
rates. 

193. Other successes claimed as a result of pressure 
within the framework of the conference system have 
been the provision of a 20 per cent differential in 
favour of certain unassembled equipment as against 
assembled equipment and a low rate of $15.50 per ton 
for steel materials required by the Israel concrete 
and steel pipe industries as compared with the "all
steel" rate of $27.75 per ton. It is also claimed that 
specialized export items of Israel's manufacturing 
industries are often classified separately and receive 
a lower tariff. This is more frequently the case if the 
export item is not carried from other countries. 

194. The inclusion of national shipping lines within 
the conference has also affected general shipping 
policy. For example, Zim's joining the UK-Israel 
Conference led to the abolition of the "deferred rebate 
system" and the pressure exerted by Israeli lines led to 
the reclassification of Haifa Port. 

Other methods: 

195. Although there are Chambers of Commerce 
in Israel and shippers are members of the Chamber 
of Shipping, consultation between users and ship
owners is carried on through informal channels. 
There is direct contact between the shipping companies 
and importers and exporters, the large traders main
taining personal ties with the managers of the shipping 
companies. The same consideration holds with regard 
to the relations between these groups and the Govern
ment, although here the Chamber of Shipping and 
Chambers of Commerce are somewhat more active. 
However, informality remains characteristic of the 
system. 

Nigeria 

196. The Nigerian National Line is a member of 
the West African Lines Conference and operates its 
vessels in accordance with the traffic allotted to it by 
the conference. The conference has three British, two 
Norwegian, one Dutch, one West German, and two 
African member lines. The latter are the Nigerian 
National Line and the Black Star Line of Ghana. 

The influence of the national marine on conference 
policies: 

197. The United Kingdom and European members 
apply special below-tariff rates to imports which are 
of particular importance to the National Development 
Plan. This move, however, does not appear to have 
been initiated by the National Line as a conference 
member, nor indeed does the National Line appear 
to have any influence over the 10 per cent increase in 
freight rates announced by the conference in Septem
ber 1963. Indeed, judging by government and press 
comments, the actual announcement of the increase 
was the first information received in Nigeria on the 
matter. 

Other methods: 

198. Following this increase, the Government 
pressed the conference for reductions and demanded 
prior consultation on any freight rate changes that 
might be made in the future. The conference has yet 
to reduce the rates, but has promised prior con
sultation and closer liaison with the Nigerian Govern
ment in the future. 

Philippines 

The influence of the national marine on conference 
policies: 

199. There are five conferences in operation 
affecting Philippine shipping. 

(a) Philippines-United States, West, Gulf and 
East Coasts ( 40 members, of which 4 are Philippine); 

(b) Philippines-Europe (2 Philippine applications 
pending); 

(c) Philippines-Asia (60 members, of which 5 are 
Philippine); 

(d) Philippines-Latin America · (no Philippine 
member); 

(e) Philippines-Australia, New Zealand. 
200. There is no evidence that Philippine confer

ence lines have been able to influence conference rates, 
but this is not the case where general policies are 
concerned. Due to increasing nationalism, the con
ferences have been careful not to put too much 
pressure on the Philippine lines. For example, it is 
known that some Philippine conference lines con
stantly allow rebates on freight. Under conference 
rules, a line suspected of such practices can have its 
accounts audited and, if the charge is proved, be 
expelled from the conference. To date, not a single 
line has been investigated by the Association of Steam
ship Lines for fear of reprisals. The Association 
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represents all conferences with the exception of the 
Philippines-Europe Conference. 

201. It appears that shippers have more influence 
on freight rates generally than the Association of 
Steamship Lines, and individual shipping lines have 
no say in changes of rates. To a certain extent on the 
other hand, the Association controls shippers through 
contracts giving more favourable rates to shippers 
binding themselves to the exclusive use of conference 
vessels. 

202. It appears that conference rates, while not 
directly influenced by Philippine conference members, 
are not fixed without consideration of the Philippines' 
general economic interests. In 1962, the Association 
of Steamship Lines announced the necessity of in
creasing freight rates by 10 per cent on all Philippine 
commodities. However, on being informed that such 
an increase would impair the competitiveness of 
Philippine products they rescinded the order. 

Other influences on conferences: 

203. Upon a recent representation of the Senate 
Committee on Commerce and Industry, the Associa
tion of Steamship Lines agreed to substantially reduce 
freight rates on plywood, veneer grades A and B, 
and on hardwoods from the Philippines to the United 
States. This was stated as being necessary because of 
Japanese competition. 

204. The conferences do have machinery set up for 
consultations between the individual users, shipping 
lines, associations, and shipping conferences. Meetings 
are held frequently, but only when problems arise. 
A dissatisfied Philippine shipper can appeal to the 
Department of Commerce who in turn can call a 
hearing on the problem. A further safeguard is the 
fact that a shipper can force a congressional hearing 
should he feel that the problem is grave enough. 

Sudan 

The influence of the national marine on conference 
policy: 

205. When the Sudan Shipping Line Ltd. was 
established, it was stated that the rates of the confer
ence lines could be undercut by 25 per cent. In actual 
fact, the line is now charging conference rates. Its 
influence therefore cannot be strong. 

Other methods: 

206. The local shipping agents' conference has had 
some control over freight rates. In addition, this 
conference has served as a link between the Sudan 
and the previous liner conferences, and is the present 
link with the Liner Rates Agreement. The local ship
ping agents' conference can negotiate, recommend and 
act as a link between exporters and importers and the 
shipowners either as a body or individually. 

207. There is also a Sudan Chamber of Commerce, 
through which traders can take up questions of freight
space, rates, etc. Complaints are frequently relayed 
through this channel to the shipping agents' conference. 
The agents' conference in effect takes the place of what 
in several other countries is the Chamber of Shipping. 

Ceylon 

208. There is no national merchant marine in 
Ceylon and the machinery within the country for 
consultation between the conferences and the shippers 
is not elaborate. There are monthly meetings at which 
any particular problems are raised. It has been alleged 
that in general rates are too high, but it was stated by 
the conferences that if it could be proved to their 
satisfaction that the competitive strength of a com
modity in a particular market was less due to its being 
charged the general rate, then a specia\ rate for that 
commodity could be fixed. 

Malaysia 

209. There is no national merchant marine in 
Malaysia, and no official machinery for consultation 
with conferences. Shippers associations are the main 
influence on conference rates. The Timber Exporters 
Association and the pepper exporters have been 
particularly active. 

210. Recently the rubber trade has protested 
strongly against allegedly discriminatory rates of 4 
cents a pound paid by Malaysian shippers as compared 
with 2.61 cents per pound paid on rubber from Thai
land and transhipped through Singapore. A committee 
was formed to represent the rubber industry and a 
reduction of 7 I 16 of a cent per pound was agreed to 
with the conference lines. 

211. It would appear however that the organi
zation of the various trade groups is generally weak, 
as was apparent in the recent rubber dispute when 
a committee had to be formed at the eleventh hour 
to represent the industry. 

Mauritius 

212. There is only one Mauritian ship, run by the 
Colonial Steamship Co. Ltd., and representations to 
the Conference are made by the Mauritius Chamber 
of Commerce. 

213. In 1962, the conference lines increased freight 
rates by 7.5 per cent between Europe and Mauritius. 
The Chamber of Commerce made representations to 
them and it was finally agreed that certain commodities 
would be exempt from the increase, including cement 
and fertilizers. 

214. In London, machinery exists for consultation 
with the conference lines through the Mauritius 
Chartering Committee which looks after the exports 
of sugar. 

Liberia 

215. Liberia's effective national merchant marine 
is still too small to influence conferences. There is no 
machinery for consultation between shipping con
ferences and either associations of users or government 
agencies. In fact, there are no associations of users and 
neither of the conferences maintains representatives in 
Liberia. 

Conclusions 

216. The above information is too incomplete and 
sketchy to warrant any precise general conclusions for 
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developing countries as a whole. Indeed, of the ten 
countries reviewed, Ceylon, Malaysia, Mauritius and 
Liberia practically have no merchant marines, while 
that of Sudan is still very small and of recent origin. 
In any case, in Brazil, Chile, Israel and the Philippines 
national shipping lines have undoubtedly influenced, 
to a varying extent, freight rates, either as conference 
members or in competition with conference lines. 
Furthermore, the above information, however in
complete, clearly shows the scope for influencing 
conference rates and policies in the case of Govem
ments22 and shippers' associations, marketing boards, 
etc., through the exercise of "countervailing power" 
in negotiations with conferences. 

(8) THE ATTITUDE OF DEVELOPED COUNTRIES TOWARDS 
THE DEVELOPMENT OF MERCHANT MARINES BY THE 
DEVELOPING COUNTRIES 

217. The following is an attempt to describe 
briefly the attitude of developed countries towards 
the development of merchant marines by the develop
ing countries, on the basis of available sources of 
information, governmental and other. 

218. In general, it may be stated that it is not the 
setting up of merchant fleets by the developing 
countries that the more advanced countries object 
to, but the inevitable discrimination which the 
developing countries resort to in order to protect and 
encourage their national shipping interests. 

219. It is realized that all developing nations face 
the problem of stimulating economic development 
and forming the basis for a modem economy. The 
creation of the whole range of facilities necessary for 
a modern industrial society, because of inadequate 
resources, is always a matter of priority, and it is 
argued that, while marine transportation is an es
sential requirement at all stages of a country's develop
ment, in this case a system is already in existence for 
the use of the developing countries. It is felt, in shipping 
circles of developed countries, that the drive by 
newly-independent nations to set up their own national 
marines is economically indefensible. International 
shipping is an industry which requires a high ratio of 
capital to labour, advanced technical skill and com
mercial experience, and as a form of national in
vestment it is unsuitable for developing countries who 
have as common characteristics a large labour surplus, 
and a chronic shortage of capital and technical 
skill. 

• 2 Of particular interest in this connexion is also the agreement 
reached in 1962 after a long dispute between the United Kingdom
Continent conference lines and the Pakistan Government. on the 
question of conference services to and from Pakistan and proposed 
increases in freight rates. According to available information, the 
conference agreed to reduce substantially the freight rate on jute 
and to make no changes in import freight rates. Also, Pakistan 
shipping companies were to increase their participation in the traffic 
carried by conference member lines. The conference further agreed 
that it would not in the future make any unilateral change in the 
freight structure. In connexion with this agreement between the 
Government of Pakistan and the conference referred to, the British 
Fairplay Shipping Journal wrote on 7 June 1962: "The days are 
rapidly ending when conferences can determine their rates mindful 
only of outsider competition and shippers' interests. Increasingly, 
they are finding that they have to negotiate with Governments as 
well; the fact must be accepted even if some of the implications 
for commercial shipping are threatening". 

220. Nevertheless many of the newly-independent 
countries are setting up their own national fleets, or 
contemplate doing so. This, it is stated, is often done 
at the expense, in terms of trade carried, of existing 
lines. It is admitted that sometimes an expanding 
trade can absorb the increase in tonnage, but it is 
often reported that it produces a surplus of shipping, 
especially in the established lines. While this may be 
true or possible in some cases, it could be objected 
on the part of developing countries that its significance 
is on the whole rather exaggerated.23 

221. However, it is admitted that discriminating 
practices-such as flag discrimination, subsidies, and 
use of flags of convenience, etc.-are to a greater or 
lesser extent resorted to by most maritime nations. 
Of the advanced countries, the United States and 
France give most protection to their merchant fleets. 
Other European countries give more limited aid to 
shipping mainly in the form of shipbuilding loans, 
investment allowances and in some cases limited 
tax concessions. The main impact of any shipping 
discrimination whether practised by an advanced or a 
developing nation is upon the maritime activities of 
countries who in the past have acted as shippers for 
many other nations and have built up cargo fleets 
in excess of their own needs. Norway, the Netherlands 
and Great Britain are three countries who have 
probably been most affected. 

222. It must be on the other hand also be men
tioned that the maritime industries of some developed 
countries have been affected by the impact of com
petition from the large merchant marines registered 
under the convenience flags of Honduras, Liberia 
and Panama. 

223. Some additional indications follow con
cerning the attitude towards discrimination of the 
United Kingdom, Western Germany and the United 
States. 

United Kingdom 
224. Apart from the reactions of individual ship

owners, the British industry as a whole has a view of 
the problem in which it is supported by the Govern
ment. This is that the aspirations of the new maritime 
nations are quite understood, as most developed 
nations have had them in earlier years, but that they 
should avoid discriminatory practices. Britain's at
tempts to prevent the spread of such practices have 
been unsuccessful, and one of the main reasons is 
stated to be American shipping policy. In the case of 
the United States, it is believed, the object is to 
maintain the existing merchant marine which through 
high costs has become uneconomic, and the method 
used is the direction of "aid" cargoes to American 
ships. 

225. In a written Parliamentary reply in December 
1959, the Minister of Transport stated that "seventy
four formal protests about flag discrimination have 

23 See in particular in this connexion the data in sub-sections (I) 
and (2) above concerning the very limited participation of merchant 
marines of the developing countries in the carriage of the total 
foreign trade of these countries, and the very small and hardly 
increasing proportion of these merchant marines in total world 
shipping tonnage; see also sub-section (4) above on the methods 
of promotion of merchant marines, in particular the statements 
and data related to flag discrimination. 
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been made to thirty-one Governments in the last ten 
years. There has been informal action in several 
others." He went on to state that "it is not always 
possible to judge the immediate effect of representa
tion, but in fifteen cases the results were considered 
satisfactory". In 1959 a trade agreement for timber 
was signed between the United Kingdom and the USSR, 
one of the clauses of which was to the effect that no 
discriminatory shipping measures were to be taken. 
Britain has not taken any form of retaliatory action 
against discriminating countries and none is con
templated. 

West Germany 

226. The Government of the Federa1 German 
Republic has gone further than any other in its 
attempts to influence discriminating countries. It has 
passed a considerable amount of legislation which 
allows the penalization of countries which dis
criminate against German shipping. 

227. For example, freight agreements between 
German residents and residents of certain countries 
known to practice discrimination have to be authorized 
by the Federal Government. It is felt, however, that 
such legislation is only being used to strengthen the 
Government in its negotiations to reduce discrimina
tion. Following this trend legislation has also been 
passed authorizing the levy of a special tariff on goods 
originating in a discriminating country. 

General European attitude 

228. Although the other European Governments 
have expressed disapproval of discriminatory prac
tices, they have been content until now to act mainly 
through international bodies such as the OECD. The 
main difficulty which prevents the European maritime 
nations from retaliation is the fear that this will be 
met by stronger discriminatory measures and will 
further reduce the amount of cargo open to com
petition. However, recent events have strengthened 
the resolve of many of these countries, and may 
result in collective action being taken. The dis
criminatory measures of some South American coun
tries, particularly Uruguay and Brazil, are believed 
to be partly responsible for this attitude. It is 
estimated that Brazil's shipping policies have cut 
out European ships from over 70 per cent of the trade. 
The recent United States legislation on conferences 
also prompted collective action. The effect of this 
legislation is alleged to give the US Maritime Com
mission the power to regulate all freight charges to 
and from America. In their protests ten European 
countries agreed to act together on the matter. These 
countries were: Denmark, Sweden, the Federal 
Republic of Germany, Norway, France, the United 
Kingdom, Greece, Italy, the Netherlands and Belgium. 
This co-operation is viewed as a significant move 
and may well result in more definite action being 
taken against all discrimination. The group would 
have considerable strength, if only because its mem
bers account for over half the world's tonnage. This 
also illustrates the preoccupation of such countries 
with the policy and action of America. 

United States of America 

229. Despite its own discriminatory measures, the 
United States has opposed discrimination practised 
by other nations. It must be emphasized however that 
discrimination as practised by the United States is 
limited to aid cargoes and cargoes financed through 
US Government agencies, and these are in fact only 
a fairly small part of the total volume of cargo carried 
by US flag vessels. In 1961, US flag vessels carried 
only 8.8 per cent-in terms of tonnage-of total 
ocean-borne exports and imports of the United 
States; in terms of freight revenue, they earned 
however 23 per cent of all freight revenue generated 
by US ocean-borne exports and imports. Due largely 
to the high costs of operation of US flag vessels, 
their activity is mainly concentrated on the carriage 
of high-value goods, which normally have high 
freight rates. Globally speaking therefore, the effect 
of discriminating practices by US vessels cannot be 
very considerable, as even in terms of freight value 
77 per cent of US exports and imports were carried by 
foreign vessels. In the case of US exports transported 
in ocean liners, US flag vessels carried in 1961 27 per 
cent of the total tonnage of such exports; while the 
value of the goods carried amounted to 33 per cent 
of the total value of these exports. These are however 
global figures, and the effect of discriminating prac
tices may naturally be quite substantial in the case of 
merchant marines of countries or areas that are the 
main beneficiaries of US aid or government-financed 
cargoes. These are of course the developing countries. 
It has moreover been reported that recently the United 
States has insisted on I 00 per cent carriage of aid 
cargoes in US flag vessels instead of the usual 50 per 
cent, when countries have discriminated against 
United States ships. 

Conclusions 

230. It is clear that the developed maritime nations 
do not approve of the policies adopted by the develop
ing countries for the promotion or protection of their 
merchant marines. This may naturally be due in part to 
the traditional interests of their shipping industries 
and their fear of increased competition in an industry 
which is stated to have been working below capacity 
for the last six years. 

231. Objections to discriminatory practices of 
developing countries are probably most vocal in 
shipping circles in the United Kingdom, the Nether
lands and Norway. In the case of the last country, this 
may be due in particular to the fact that its merchant 
marine is predominantly engaged in the carriage of 
cross-trade, i.e., trades between third countries. In any 
case, outright condemnations of discriminatory 
practices, whether practised by developing or devel
oped countries, abound in shipping circles of these 
countries, on the ground mainly that ocean shipping 
is pre-eminently an international service or industry, 
which can best contribute to world trade and eco
nomic development in conditions of competitive 
freedom without government restrictions. It is believed 
that investments by developing countries in the 
development of their merchant marines would deserve, 
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at best, only a low priority, and that, at least in the 
field of shipping, the efforts of these countries should 
be directed in the first place to the improvement of 
their ports. 

232. Although in other western European coun
tries, including member countries of the European 
Economic Community, objections to discriminatory 
practices are generally equally strong, more guarded 
or qualified views are also heard. This might be due 
partly to the fact that, apart from subsidies, some of 
these countries-for instance, France and Italy-have 
in varying degrees granted some preferential treatment 
to their merchant marines, although not necessarily 
as a result of formal legal measures.24 Unofficial 
views have also been expressed according to which a 
distinction should probably be made, in the matter 
of flag discrimination, between developing and 
developed countries.25 These more qualified views can 
perhaps be explained by the fact that account may 
have to be taken in the future of the legitimate 
aspirations of some African countries, closely asso
ciated with the European Economic Community, 
for the development of their own merchant marines.26 

233. In any case, where the expansion of the 
merchant marines of developing countries might 
unfavourably affect the economy of ocean shipping 
in some industrialized nations, it may be argued that 
this situation would be very similar to that of some of 
their industries, as a consequence of increased exports 
of semi-manufactured and manufactured goods by 
developing countries. It has already been suggested 
that where industries and new exports could be 
developed on a sound economic basis by developing 
countries, developed countries should grant some 
preferential treatment to these exports. Increased 
exports (and decreased imports) of transport services 
by developing countries would have similar implica
tions with regard to their economic development and 
the diversification of their foreign trade. Consequently, 
where developing countries are in a position to expand 
their merchant marines, on a solid economic basis, a 
similar preferential treatment might be envisaged, 
including a reasonable degree of flag discrimination. 

(9) FINAL OBSERVATIONS RELATED TO THE DEVELOPMENT 
OF MERCHANT MARINES OF DEVELOPING COUNTRIES 

234. The main conclusion emerging from the fore
going analysis is that two main avenues of action are 
open to developing countries in the field of ocean 
shipping. These avenues of action are not mutually 
exclusive but complementary, although the relative 
extent to which developing countries could or should 
resort to them may reasonably be expected to vary 
according to the particular circumstances in each case. 

235. The first course of action, which would 
naturally be open to all developing countries, would 

24 See in this connexion sub-section ( 4) above. 
25 As indicated in sub-section (4) above, flag discrimination by 

developing countries may be considered as practically identical to 
the protective and promotional measures adopted by the developing 
countries for the development of their industrial or other economic 
activities. 

26 Reference may be made in this connexion to the lecture by 
Mr. J. Dousset, of the European Economic Community, on flag 
discrimination, at the fourth session of the University of Trieste, 
on international transport problems, September 1963. 

be concerned with measures for the provision of 
"countervailing power". This would call for the 
creation or strengthening of negotiation machinery 
between the conferences and developing nations. This 
could be provided on a national and where possible 
or advisable on a regional scale, by arrangements for 
negotiations between the conferences and the 
national Governments or agencies, shippers and trade 
associations, the marketing boards for primary 
products, Chambers of Commerce, etc. There is also 
a case for some international supervision of the rates 
charged to the developing nations; the creation of 
such international machinery would be more difficult, 
but could follow from the establishment of national 
or regional negotiating machinery between the 
conferences and the developing nations. 

236. The second course of action would be 
concerned with the establishment or further develop
ment of their merchant marines by developing nations. 
It is in this respect that generalization is particularly 
difficult. The extent to which it would be possible to 
justify on general economic grounds this course of 
action by developing countries is bound to vary a 
great deal, in view of the extreme heterogeneity of the 
relevant conditions in these countries; decisions in this 
respect will depend on considerations regarding the 
relative priority of investments in the merchant marine 
in economic development programmes, and it is 
evident that the relevant conditions will vary con
siderably from country to country. 

237. It had been intended to include an analysis 
of these problems in this report, in particular of the 
implications with regard to merchant marines of 
investment criteria in economic development pro
grammes, and the comparative merits of investments 
in merchant marines and in other sectors. Both the 
lack of time and of adequate data prevented an 
analysis, even of a preliminary character, thereof. 
As already indicated in sub-section (6) above, in 
connexion with the determination of the potential net 
foreign exchange earning capacity of merchant 
marines, this range of problems requires in any case 
much more detailed attention than has been given to 
them hitherto, if investments in merchant marines in 
developing countries are to be guided by rational 
economic criteria. 

238. There is in general a broad consensus of 
opinion that the order of priority of investments in 
economic development programmes should be deter
mined by criteria related to their social marginal 
productivity. Even in theory however this principle 
is subject to some ambiguities, and in practice the 
application of the principle is fraught with great 
difficulties. 

239. Briefly, this general criterion implies inter 
alia that investments and their allocation should be 
directed towards the maximization of current and/or 
future national output (value added) or income, of the 
volume of employment and of net foreign exchange 
earning capacity. 

240. The analysis cannot be pursued further here. 
It must however be stressed that considerations related 
to the capital coefficient and the employment coeffi
cient or generating effect of merchant marines are 
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frequently advanced to support the view that, more 
particularly in the case of developing countries, 
investments in merchant marines would not deserve 
a high priority in economic development programmes. 

241. Ocean shipping is undoubtedly characterized 
by a high capital coefficient or capital/output ratio. 
Precise data on this coefficient in ocean shipping are 
however hard to find and over-all average figures 
thereon in developed countries might be to some 
extent misleading when applied to developing coun
tries. In any case, the capital/output ratio of ocean 
shipping ranks high in the hierarchy of industries 
and even of basic overhead facilities, although in the 
latter respect it may be said that it is lower than in the 
case of railways. It should however not be overlooked 
that a given investment in a merchant marine, although 
producing a lower yearly output or income, will 
produce this income over a longer period because of 
the fairly long life of investments in this sector. 

242. It is also a fact that investments in the mer
chant marines have a relatively low direct employment 
or labour-absorbing coefficient. Precise data in this 
respect are again hard to find and over-all figures may 
be misleading, as conditions in this respect are not 
homogeneous in the shipping industry. 

243. Reference might be made in any case to an 
estimate, that as an average for small and large ships, 
new and old, the investment corresponding to the 
employment of one seaman would be, in some 
western European countries, of the order of £15,000 
or about $40,000.27 This includes however only navi
gating personnel; but on the other hand it was esti
mated that the investment would be substantially 
higher in the case of modern cargo liners. 

244. Hence the view that in developing countries, 
at least from a purely economic point of view, great 
caution would be desirable in the development of 
their merchant marines. These considerations are 
naturally related to the scarcity of capital resources 
in these countries, the prevailing labour surplus or 
disguised unemployment in many of them, and the 
numerous other costly requirements for economic 
development. 

245. Although these are weighty arguments, it 
should not be overlooked that considerations related 
to the capital and employment coefficients as invest
ments criteria are more particularly applicable or 
relevant to total investments (or large groups of 
investments) in a developing country than to an 
investment in a particular sector. Even from a broad 
point of view, it may well be that an excessive con
centration on labour-intensive sectors would in the 
long run retard economic development. As a result 
of the complementary and interdependent character 
of the various sector investments in the economy 
as a whole, the capital and employment coefficients 
in a particular sector have in any case a much more 
limited meaning or significance than the over-all 
coefficients. 

27 It may be emphasized however that part of the employment 
generated by shipping would be of a highly qualified technical 
character. This may well be very important for the economy as a 
whole in developing countries. 

246. The question arises therefore as to what 
extent investments in the merchant marine would 
constitute a key or strategic project, likely to generate 
further growth in the economy as a whole, and the 
extent to which its benefits would accrue in areas 
outside the merchant marine as such. In other words, 
the question arises of the extent to which a merchant 
marine, compared with other possible key projects, 
would generate external economies and stimulate 
investments in other sectors, or might constitute a 
growing point or development pole in the economy. 
Under the circumstances, it would be misleading to 
evaluate investments in merchant marines in isolation 
from all these various other factors. 28 In sub-section 
(5) above, attention was already drawn in connexion 
with the foreign exchange earning capacity of mer
chant marines, to the importance of such comple
mentary activities as shipbuilding and repairs and 
other satellite industries or activities. The foregoing 
shows at any rate the danger of drawing too hasty 
conclusions, in a matter of such complexity, solely 
from such rough criteria as the capital or employment 
coefficients of a merchant marine. 

247. The view has also been advanced that the 
priority of investments in merchant marines in 
developing countries would be fairly low under the 
present circumstances, in view of the fact that there 
is already excess capacity in world shipping, and as a 
result of this it is doubtful if shipping is profitable even 
to advanced countries. With regard to developing 
countries it is a fact that in some countries shipping 
companies have registered large operating deficits, but 
there are other countries-e.g., Chile and Colombia 
where this is certainly not the case. While it is true 
that at present and in recent years world shipping 
has been characterized by excess capacity, such excess 
capacity is not necessarily permanent. Over the 
decades ocean shipping, in conjunction with ship
building, has evolved through recurring cycles of 
excess and shortage of capacity. On the other hand, 
even if excess capacity became chronic, it might be 
difficult to consider this as sufficient justification for a 
permanent crystallization of the present considerable 
concentration of merchant marines in developed 
countries. It may also be mentioned that in the earlier 
post-war period excess capacity in shipping was 
occasionally advanced in objections against the policy 
of Germany and Japan for the reconstruction of their 
merchant marines. 

248. It is obviously difficult in the light of all the 
foregoing to reach clear-cut conclusions, except that 
the problem of the development of merchant marines 
by developing countries requires in each case a careful 
study. While quite possibly investments in a merchant 
marine would frequently not deserve a high priority, 
it would be wrong to assume forthwith that their 
priority is necessarily a low one. The tentative view 
may also be advanced that if all developing countries, 
or even a substantial majority of them, attempted to 
develop their own merchant marines, such a policy 
might well involve a substantial waste of capital and 

28 These factors would be of particular importance in connexion 
with a regional approach by developing countries for the develop
ment of their merchant marine, as suggested below. 
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higher operating costs for all of them. It might 
therefore be advisable to approach the problem from 
a regional point of view; in other words, it might be 
advisable for developing countries to establish or 
expand their merchant marines, where economically 
appropriate, on the basis of regional operating 
arrangements or regional companies, associating 
various developing countries. It may also be assumed 
that a number of developing countries will over the 
years develop a greater comparative advantage in ship
ping operations than other countries. The argument 
for a regional approach is further strengthened when 
one takes into account the complementary industries 
of merchant marines. Regional complementation may 
well therefore be for a number of countries or groups 
of countries the best approach, some of them special
izing in shipping and related activities and other coun
tries specializing in other fields. Under the circum
stances shipping and its related activities could form 
a strong growing point or development pole.29 

249. For some developing countries, in particular 
some newly-independent countries, there may be other 
possible courses of action, not necessarily excluding 
the foregoing. So far little has been attempted by the 
shipping companies of the industrialized countries as 
regards the establishment of subsidiary companies in 
developing countries, certainly in comparison with the 
extent to which this has been achieved by manu
facturing industry. This makes possible the provision 
of capital as well as technical and managerial skill to 
the developing countries, while avoiding the duplica
tion of services and the extension of shipping capacity. 
There is also the possibility of the developing coun
tries concerned being offered participation in such 
subsidiaries. This alternative, in effect that of forming 
a national shipping company in partnership with a 
foreign shipping line, 30 has been carried out in 
Madagascar (see appendix C) and also in Ghana and 
Liberia. It may involve a capital contribution by the 
developing nation, but this contribution is likely to be 
considerably less than that required by the unilateral 
establishment of a merchant fleet. 

250. Still another method by which developing 
nations could reach considerable control over freight 
rates is by the formation of an association or company 
to charter vessels, preferably perhaps on a long-term 
basis, for the carriage of their goods. This might be 
most appropriate in the case of the export of primary 
products and minerals where freight rates have 
considerable impact on the ability of suppliers to 
compete in distant markets. An interesting example of 
such an arrangement is provided in Morocco where 

29 A sound economic development of merchant marines in 
developing countries will also depend on conditions in this respect 
in world shipping as a whole. Competitive subsidies and certain 
other practices, such as the existence of large convenience flags, as 
well as excessive protective measures on the part of developing 
countries, would not seem to be consistent with sound competitive 
conditions in world shipping. All the foregoing naturally also 
assumes that developing nations will take the necessary steps to 
ensure the maximum efficiency of operations of their own fleets. 
The adoption of bilateral traffic quotas in maritime traffic between 
developing countries themselves, as is the case with some Latin 
American countries, would not seem to be consistent with operating 
efficiency, as it is bound to affect unfavourably the utilization of 
shipping capacity. 

ao Another method, employed in the Sudan, has been to form a 
new company in co-operation with a foreign Government. 

phosphate is mined by the Office cherifien des phos
phates and a subsidiary company, the Societe de 
transport et d'affretement (STAR), organizes the 
supply of vessels for the carriage of phosphates to all 
countries of destination. The object of STAR is to 
obtain the lowest possible rates for the transportation 
of phosphate. An indication of its success is that the 
national line of "Comanav" has so far refused to carry 
the 30 per cent of phosphate exports allotted to it 
under the protection of shipping decrees, on the 
ground of unprofitability. 

SECTION 4. ANALYSIS AND EVALUATION OF POSSIBLE 
MEASURES TOWARDS THE REDUCTION OF COSTS IN THE 
OPERATION OF OCEAN SIDPPING SERVICES AND 
CORRESPONDINGLY OF OCEAN FREIGHT RATES 

(1) INTRODUCTION 

1. An appraisal of the impact and incidence of 
maritime freight rates on the pattern of foreign trade 
was given in section 2 of this report. Clearly, the 
effects of high transport costs in general and high 
freight rates in particular on the pattern and level of 
foreign trade will vary from commodity to commodity 
and from trade route to trade route. 

2. For particular commodities, high transport 
costs may well nullify the otherwise comparative 
cost advantages of low cost producing countries; this 
is particularly true of those commodities such as iron 
ore and phosphates, for which transport costs con
stitute a significant proportion of the total delivered 
price. An example of the significant role, sometimes 
played by transport costs is afforded by the current 
international dispute over the shipment of 4 million 
tons of US wheat to the Soviet Union. Freight rates 
for such shipments carried in US flag ships are indeed 
at present about double the world charter rate. 

3. In general, however, ocean freight charges 
constitute only a relatively small proportion of the 
delivered prices of goods entering international trade; 
this factor should be borne in mind in the ensuing 
discussion on the scope for cost reduction in the 
provision of ocean shipping services. 

4. Attention is often focused upon the importance, 
from the point of view of developing countries, of 
achieving some over-all reduction in the level of ocean 
frdght rates; such attention however is partly mis
placed. Even in those cases where total transport costs 
do constitute a significant percentage of the delivered 
price, freight rates may well be a minor element in the 
total costs of transport. This may be particularly true 
of general cargoes where inland transport costs (in 
both the exporting and the receiving country), ocean 
freight rates, packing and handling costs at ports 
(where not included in freight rates) and documenta
tion, insurance, brokerage and other general costs are 
all included within transport costs. 

5. Clearly then, the general problem of achieving 
a reduction in the costs of ocean shipping services is 
many sided. Firstly, there are the whole range of 
questions concerning the running costs of ships at 
sea; these all fall within the scope of shipowners or 
operators as such and can only be tackled by them, 
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either individually or on a collective basis, with or 
without some form of governmental assistance. 
Secondly, there are those aspects of cost reduction that 
centre upon conditions and operations at ports, rather 
than at sea. These factors are concerned with the twin
problems of achieving a speedier turn-round of ship
ping and generally lowering the level of cargo loading 
and discharging costs. Thirdly, there are the general 
overhead costs of services such as brokerage and 
insurance. 

6. It would appear that more attention could most 
usefully be directed towards the problem of reducing 
costs incurred in ports; not only are these costs by far 
the most important element in total international 
transport costs and themselves strongly influence the 
general level of ocean shipping freight rates but, even 
more important, it seems that it is in this direction that 
the greatest scope for cost reduction lies. 

(2) THE INCIDENCE OF CONGESTION AND SLOW 
SillP TURN-ROUND IN PORTS 

7. Any discussion of the possibilities of achieving 
some reduction in the costs of ocean shipping services 
must necessarily give prime attention to the heavy 
incidence of expenses incurred by shipping while at 
port. Port expenses and costs directly related to cargo 
handling constitute a predominant and increasing 
proportion of total ship operating costs. The relative 
incidence of port costs will, of course, differ with ship 
size and type and again, with class of shipment, 
whether as voyage or time charter, or liner service. 
For example, the shipowner does not bear port costs 
or indeed fuel costs on time-chartered ships, these 
charges being met by the shipper, and often constitute 
some 35 to 50 per cent of total costs.31 For liners, 
these costs are very much higher. Estimates of 
MacGillivray relating to 1934 put the share of ship 
expenses incurred while in port, including stevedoring 
activities, at almost a third of total ship operating 
costs; this had risen to 40 per cent by 1939 and to over 
50 per cent by 1948; the ratio of cargo handling costs 
to port expenses proper being about 4 to 1 at that time. 
Port costs have risen apace during post-war years, 
and at the present time some two-thirds of total 
cargo liner operating costs tend to be incurred whilst 
in port. 

8. The high incidence of ship costs incurred in port 
is only partially a reflection of high port dues, pilotage 
and towage charges and cargo handling costs; of 
relatively greater importance may be the deleterious 
effects of slow ship turn round time. It is estimated that 
some 60 per cent of a cargo liner's year, on average, 
is spent in port either waiting to berth or actually 
alongside being loaded or discharged. Indeed the 
(effective) utilization of cargo liners as means of 
transport (during which time they are actually earning 
revenue for their owners) is somewhat lower than the 
40 per cent indicated above, given that during actual 
sailing time (i.e., those days when the ship is actually 
at sea carrying cargo or in ballast) cargo carried 

31 Arnljot Stromme Svendsen, Seeverkehr und Schiffahrtswirt
schaft ("Sea Transport and Shipping Economies"), Institute for 
Shipping Research. Bremen, 1958. 

TABLE 40 
Estimate of average number of days a year spent in port and at 

sea by representative classes of ships 

Passenger liners . . . . . 
Cargo liners . . . . . . 
Deep-sea tramps . . . . 
General purpose tankers . 

(In days) 

At sea 111 port 

225 
145 
205 
290 

135 
215 
155 
70 

accounts for only some 50 per cent of capacity, on the 
basis of weight. 32 

9. During these long periods in port, the ship has 
to meet high overhead costs including interest on 
capital invested, maintenance and depreciation charges, 
as well as crew costs. Clearly, the greater the propor
tion of ship time spent in port per year, the lesser will 
be the time available during which the ship is actually 
revenue earning at sea. The following table gives a 
general estimate of the number of days a year spent 
in port and at sea by representative classes of ships; 
it is clear that the relative importance of port-time 
is far greater for cargo liners than for other classes of 
ships.33 Yet, the average costs of running a 10,000 
dead-weight ton cargo liner may well exceed $1500 
a day. 

10. In the case of cargo liners, it can be said that 
the total of the ship's fixed costs for the 215 days in 
port may represent some 15 per cent of the shipowners' 
total annual costs. The scope for significant cost 
reduction in this direction therefore is clear. 

(3) PROBLEMS OF ENSURING ADEQUATE PORT 
CAPACITY 

11. In considering the general problem of reducing 
the incidence of costs of ship congestion arising in 
ports in developing countries, it is vital to give per
spective to the problem; contemporary discussion 
often tends to give wrong priorities to the various 
factors involved. Much attention is often given to new 
techniques and improved methods of operation in the 
field of cargo-handling activity. Important as these 
may be to well-developed ports in industrialized 
economies, for ports in many developing countries 
these questions must necessarily take second place 
to the more basic problems of ensuring that the 
capacity of the port is able to cater fully for the 
growing and often changing needs of traffics using 
the ports. This, however, presents many difficulties and 
is a field in which outside assistance from international 
bodies may well prove very rewarding. 

12. There are two general approaches that a port 
authority may adopt towards the problem of making 
adequate provision of port facilities to meet the needs 
of shipping using the port: the authority may wait for 
definite evidence of the need for extended or improved 
port facilities, or it may provide those facilities in 
anticipation of demand. 

82 Ibid. 
88 See also in this connexion the quotation from the ILO report 

referred to in paragraph 19 below. 
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13. The huge capital outlay and long gestation 
periods involved in large-scale port projects as well as 
the general difficulty of adequately forecasting future 
levels of traffics using a port are factors that will tend 
to limit even go-ahead port managements to the 
former course. The problem is further complicated 
by the indivisible character of many capital works, 
and the obvious difficulty of forecasting peak traffic 
volumes. It is often the case that planners will tend 
to underestimate the costs of large-scale construction 
projects, particularly in developing countries where 
machinery, materials and skilled labour must be 
brought from afar, possibly to 'York in unfami~iar 
conditions. Again, the general difficulty of makmg 
accurate forecasts of future traffic growth may mean 
the port improvements that are made will tend to be 
inadequate or too limited in scope because the 
estimates of future traffic growth on which they were 
based, were too low. In such cases the demonstration 
effect of ships queueing, slow ship turn-round and 
general congestion will eventually show the need for 
further expansions to facilities; in the meantime, 
however, the increased costs will have to be borne 
until the necessary improvements have been made. 
Alternatively, over-optimistic estimates of traffic 
growth potential will lead to th~ .~asteful use of scarce 
capital funds to construct factbtles, the den:a~d for 
which is really inadequate. The report by a mtsston of 
the World Bank on the economic aspects of Malaysia 
published in July 1963 pointed to this particular 
problem in connexion with Malaysian port's expansion 
programmes. 

14. "Constructing capital works too soon is 
irrevocable; interest and amortization charges on loan 
funds cannot be adjusted as easily as can traffic 
estimates. If funds were to be invested even five years 
earlier than justified by the traffic, then the cost of the 
investment to the economy might easily be as much 
as 50 per cent or more higher than it could have been, 
depending on the alternative uses of the money. 

15. "Before extending existing works, the author
ities should be convinced that the use of existing 
facilities is close to the maximum capacity of the works. 
On the other hand, when making calculations of future 
port capacity, working with averages i.s unavoida~le. 
Thus, when new methods of cargo handling are studied, 
or improved organization is introduced, an estimate 
is made of the average increase of capacity per foot 
of wharf length. It is important to make an allowance 
for reserve capacity to handle peak traffic periods, 
such as may result from the practice of end-of-month 
shipment otherwise the decision for instance to 
extend a' wharf may be made too late, with conse
quent delays to shipping or excessive night work. 

16. "For calculating purposes, the cost to shipping 
of delays may be put at very r~ughly aro~nd $~~.75 
per day per ton carrying capa.city of ~ shtp. This .ts a 
generalization, of course, smce shtps may differ 
greatly and freight charges do not go up the moment 
a delay is encountered, although the economy some
where suffers. But if delays of a serious character 
become the rule rather than the exception, and ship
ping can no longer absorb sue~ losses, then .the cos~ of 
delays must be passed on to shipper or consignees, t.e., 

to the country's economy. However, expanding a little 
too late is milder in its consequences-considering 
that delays are temporary-than constructing too 
much too early." 

17. Nevertheless, the incidence of port congestion 
and shipping delays in developing countries' ports 
resulting from "expanding a little too late" remains 
high and will tend to constitute a growing problem 
in the years ahead. Thus in 1957, the United Africa 
Company estimated that companies serving West 
Africa could realize an annual saving in capital costs 
alone of some £400,000 if the number of days spent 
in port on an average round trip voyage of 100 days 
were reduced by five days; certainly, today the poten
tial saving is likely to be higher. 

18. The problem is one of balance; availability of 
facilities should always be a short step ahead of actual 
demand but the wastes involved in "constructing too 
much tdo early" must be avoided. Port authorities in 
developing countries should realize that optimum 
usage of port facilities falls somewhat short of that 
stage when quay space, equipment and labour are 
being used at full capacity; some excess capa~ity ~s 
likely to be in evidence most of the time. Only m this 
way can the port cater for unpredictable arrival 
patterns of shipping, seasonal influences on traffic 
movement through the ports and the like. A compre
hensive report on methods of port organization by the 
International Labour Office in 1956 reached the same 
conclusion. 

19. "It must be recognized that a certain amount 
of waiting for berths, labour and cargo is inevitable. 
There cannot be enough manpower and equipment 
available to allow every ship to proceed immediately 
to her berth at every port she visits. Nor can the 
delivery of cargo to the port for lo~ding b~ so org~n
ized as to involve no delay at any time. It IS excessive 
and avoidable delays that should be eliminated. The 
figures concerning waiting in port, and the numbers 
of days spent at sea and in port, respectively, may 
exaggerate the problem because it is impossible to 
discern from them which periods can be regarded as 
the necessary time for loading, unloading, and repairs 
and overhaul to the ships, and which should be 
counted as unavoidable delays." 34 

20. Given the general desirability for ports in 
developing countries, as elsewhere, to keep one step 
ahead rather than behind the demands of the traffic 
using them, are there any major shortcomings in the 
present methods and facilities available for identifying 
and consequently meeting future needs of ports? It is 
clear that the International Bank for Reconstruction 
and Development has played a crucial role in the 
financing of port development through~ll:t .the. world. 
However, the inadequacy of present facthttes IS often 
identified only when congestion delays and long queues 
of ships waiting for berths pinpoint th~ need for P.ort 
improvements. As has been mentioned earlier, 
developing economies faced with a chronic shortage 
of investable funds will be loath to apply for a large 
loan to finance port developments which may not be 

•• Methods of improving organization of work and output in ports; 
report prepared by the ILO. Geneva, 1956. 
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justified by traffic growth. Applications for a World 
Bank loan, therefore, may not be made until the 
evidence becomes clear that further port development 
is necessary; by that time, and indeed until port 
developments are completed, conditions in the port 
may become chronic. Research on an international 
basis might be initiated to isolate those particular 
ports which may tend to become serious bottlenecks 
in the process of the international transport of goods 
by sea. The primary purpose would be to anticipate 
needs ahead of actual demand-a task often very 
difficult in developing countries where the necessary 
technical skills as well as the wider perspectives may 
be lacking. 

21. Decisions regarding the method of financing 
improvements in port infra-structure may play a vital 
role in the spread of benefits arising from any parti
cular improvement. Practice varies from country to 
country and indeed, often from port to port within a 
country. In the United :Kingdom, it is users of the port 
who must bear the long-run cost of paying for large
scale capital improvements in port facilities; in 
developing countries, such a practice may impose too 
heavy a burden upon the users of the port. Present 
development plans for the port of Jamaica envisage the 
whole costs being met by private enterprise-it is 
thought that the new port might add as much as 20 
shillings per ton, on average, to the cost of handling 
cargo at the port. In Chile, the situation is different. 
The port of Valparaiso was developed by the State, 
which bore the capital cost of development; users of 
the port have to bear only the operating costs, not the 
capital charges. A similar situation exists in several 
Latin American countries. Over the past years, many 
ports in Latin America have however also registered 
sizable current operating deficits. 

22. Port facilities, adequate to meet the needs of 
trade, constitute a vital part of the transport infra
structure of a country. In principle, any large-scale 
capital investment in port facilities should be preceded 
by a careful appraisal of the net social as well as 
private benefits of the project, which should be set off 
against the capital costs. In practice, such exercises 
are usually possible at a very rudimentary level only, 
in view of the great difficulty of identifying the 
beneficiaries of such a project and apportioning the 
benefits amongst them. There seems to be a strong case 
for the State to regard large-scale port developments 
as items of social overhead capital, particularly in 
developing countries. In this way, the State would bear 
the main burden of financing the investment with a 
minimum disturbance, via higher port costs, to the 
flow of traffic through the ports. 

(4) ORGANIZATIONAL FACTORS, 
A CAUSE OF HIGH PORT COSTS 

23. It is important to emphasize that inadequate 
port capacity may be but one of a number of factors 
contributing to the problems of slow tum-round time 
and high port charges. In particular, organizational 
factors in the ports themselves may tend to increase 
the incidence of ship delay and congestion. In the case 
of Singapore, slow tum-round of shipping remains a 
serious problem. During the first two months of 1963, 

only on 17 days were there no ships queueing in the 
harbours, and on average there were four to five ships 
waiting to berth, sometimes thirteen. It is thought that 
planned organizational changes will result in an im
provement of over 25 per cent in turn-round time, 
and it is with this factor in mind that the planned 
extensions to port facilities in Singapore, costing some 
$13 million, have been generally approved by the 
World Bank mission to Malaysia. 

24. In Latin America, congestion has been 
frequent in a number of ports in several countries 
during recent years. At present the situation is particu
larly serious in Brazil. According to the annual report 
for 1961 of the Lloyd Brasileiro, the most important 
Brazilian shipping line, the situation was at that time 
particularly serious in the ports of Santos and Recife. 
There were days, according to the report, when almost 
one hundred ships were waiting to berth in the port 
of Santos. The report gave several examples of ports 
where ships waited for eight and ten days before being 
able to berth. Although the situation has improved 
since then, it continues to be precarious.35 

25. It is certainly true that the adequacy of port 
facilities in developing countries to meet the needs of 
trade is often less than would appear on paper, due 
frequently to shortcomings in the administrative and 
organizational regime in the ports concerned, where 
full advantage is not taken of existing port facilities. 
An example is the use of transit sheds as free storage 
warehouses in many ports of developing countries, 
thus adding to port congestion (even though facilities 
may be adequate) and negating the primary purpose of 
a transit shed: to expedite the rapid movement of 
cargo through the port. Often the reluctance to impose 
penalty rates for undue usage of transit shed accom
modation is a result of pressures emanating from 
vested interests on the local port authority; on other 
occasions, it may be due to a lack of real understanding 
of the function of the transit shed in port operation. 

26. The lack of adequately trained managerial 
and administrative personnel in developing countries 
is a problem found in most sectors in these countries. 
Much is being done to improve knowledge and 
practice of port operation in under-developed coun
tries, through international organizations or by port 
authorities in developed countries, such as the Port 
of London Authority which each year extends training 
facilities in port operation and administration to some 
thirty to forty people from developing countries. The 
process, however, is a slow one; perhaps more could 
be done through United Nations technical assistance. 
The provision on a consultancy basis of personnel 
skilled in port operation and management from 
industrialized countries, might help in this direction. 

27. Whilst it is true that much valuable work is 
being done by the International Cargo Handling 
Co-Ordination Association (ICHCA), it is not clear 
that the activities of this body are sufficiently geared 
to the fairly rudimentary needs of ports in a number of 
developing countries. Too often attention is being 
given to the more complicated problems of large
scale ports in industrialized countries; the particular 

•• See also, in connexion with Brazilian ports, para. 43 below. 
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attention given to the problems and usage of con
tainers in recent years by the ICHCA is an indication 
of this trend. 

28. The activities of the Inter-Governmental 
Maritime Consultative Organization (IMCO) in recent 
years have been valuable, particularly in connexion 
with the general problems of the standardization of 
rules connected with the shipping industry, notably 
its current attention to the problems of standardizing 
shipping documentation. The excessive number and 
complexity of the documents required for the entrance 
and clearance of vessels in almost every port, but 
mainly in developing countries, entail unnecessary 
costs and losses of time for the shipping industry 
and for the shippers, apart from constituting an 
obstacle to world trade. In addition to IMCO, the 
Regional Economic Commissions of the United 
Nations, the Organization of American States, the 
Latin American Free Trade Association and some 
non-governmental organizations in the trade and 
shipping field have recently devoted considerable 
attention to the problems of standardizing and reduc~ 
ing shipping documentation. It is considered highly 
important that these activities be co~ordinated and 
accelerated, and, as they broaden in scope, they should 
prove very beneficial to the shipping industry as a 
whole and simplify the task of administration of ship 
and cargo in ports. 

(5) CARGO HANDLING IMPROVEMENTS 

29. It has been said above that the development 
of cargo handling techniques must play a secondary 
role to the factors discussed above, in the general 
problem of speeding up the over-all process of ship 
turn-round and relieving congestion in developing 
countries' ports. However, this is not to deny that the 
contribution of economies in the process of handling 
cargo in developing countries' ports may be of 
importance. 

30. In theory, there is an important distinction 
between time-saving economies and cost-saving 
economies that may be introduced in the process of 
cargo handling. 

(i) Cost saving economies. These result from im
provements which reduce the cost of moving goods 
over the quayside and of storing them, or of discharging 
and delivering cargo to the consignees. 

(ii) Time-saving economies. These are obtained when 
a faster turn-round is achieved, although other 
(non-time) costs may remain constant. This implies a 
further utilization of fixed capital (more revenue 
earning days at sea for the ship and a greater flow of 
goods through the port) as well as a reduction in the 
amount of working capital tied up in goods in transit. 

31. In practice, most developments are aimed at 
introducing economies of both types. But this dis
tinction is useful, none the less. There is no reason why 
a shipowner (or cargo interest) should not be prepared 
to pay more for cargo handling if a significant amount 
of time is saved; this may mean that an improvement 
which cuts down the turn-round time may justify 
capital expenditure even though there is little or no 
reduction in the labour or other costs. The distinction 
is also relevant to the situation in which dock labour is 

militant and resistant to a reduction in the amount of 
labour employed per unit of tonnage loaded or dis
charged (as for example in Brazil and several other 
Latin ~merican countries); in such a case capital 
expendtture may be justified for its time saving 
characteristics even though it is not possible to take 
full advantage of its labour saving potential. Similarly, 
it may be profitable to adopt new methods mainly to 
increase the speed of an operation in those cases in 
many developing countries where dock labour is cheap 
and the potential saving in other (non-time) cost is 
relatively small. 

32. There are however a number of developing 
countries, e.g., in Latin America, where port labour 
is not cheap and rather constitutes a privileged labour 
sector within the countries concerned. This often 
tends to increase resistance to cost-saving measures, 
in particular to labour-saving economies. The intract
able port labour problem in some developing coun
tries may be further aggravated by the excessive labour 
force, in part a reflection of frequent general disguised 
unemployment, and by the lack of adequate arrange
ments towards the decasualization of port labour. 
Another factor influencing the slow turn-round of 
ships may be the inadequate arrangements related to 
work shifts and the excessive rates for overtime.3 6 

33. A time-saving economy will benefit shipping 
companies because ship turn-round time will be 
decreased, it will benefit the port because berth 
utilization can be increased, and it will benefit the 
owners of the goods in transit who will need less 
working capital. Labour will not suffer if piece rates 
(where these operate) are unchanged, whilst the 
employers of the labour may benefit. These benefits 
may in turn be passed on, in whole or in part, by the 
reduction of charges on the part of the direct bene
ficiaries. As far as cost-reducing economies are con
cerned, the immediate benefits of a reduction in the 
amount of labour employed for a given operation will 
potentially be shared between the remaining labour 
and its employers. The employers' saving may then 
be passed on to the customer in the form of lower 
rates. Other cost-reducing economies include the 
rearrangement of the cargo into units that are easier 
to handle on pallets, in containers or in bulk. 

(6) COST AND BENEFIT INCIDENCE OF 
CARGO HANDLING IMPROVEMENTS 

34. From the foregoing, it will be evident that the 
instigators of new economies will not always be the 
main beneficiaries, whilst in many cases the imple
mentation of the new methods will require a co
ordinated effort on the part of several of the following 

s• It may also be mentioned that the possibilities for labour
saving measures will vary considerably according to the composition 
of the traffic of the port. According to an inquiry in the port of 
Antwerp in 1959, the number of man-days required for the tranship
ment of 1000 tons was as follows (day equal to one seven-hour 
shift); (Man-days) 

Oil . . . 0.1333 
Ores . . 10.0 
Coal . . 19.0 
Grains . 22.7 
Cement . . . 56.6 
Iron and steel 60.7 
General cargo 80.0 
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parties: (i) the P<;>rt a1:1.~hori~y; . (ii) stevedo~es a~d 
porterage compa~Ies; (m) shippmg compames; (Iv) 
shippers; (v) consignees; and (vi) dock labour. 

35. Most or all of these six groups may benefit 
from the introduction of cargo handling economies, 
but it is very unlikely that the benefit will accrue 
equally to each of them. It follows that there i~ a 
considerable problem to be faced wherever any Im
portant change is propos~d, in persuadin~ a~l . in
terested parties to agree; this need IS a strong mhibitor 
to progress. Port authorities deal with many different 
shipping companies and likewise shipping companies 
usually use many ports; further, each port preserves 
its own development policy-in such a context, the 
problem of introducing new ~ethod~ ~ay be parti
cularly difficult. For example, If a shippmg company 
wishes to establish a container service between two 
ports, it will have to arrange special quay facilities 
and therefore negotiate special rates with the two 
port authorities involved_. T?is will also apply to _the 
stevedoring firms who will, m turn, have to negotiate 
special rates for the job with their labour; shippers and 
consignees will also have to adapt themselves to the 
new methods. Thus a shift towards containerization 
will cause change in the incidence and spread of costs. 
Even in the most auspicious case when each of the 
six groups would achieve a reduction in c:osts follo~i~g 
the improvement, agreement may be difficult; thiS IS 
because these decreases in costs represent different 
proportions of the total. costs. of each of the groups, 
and in such a case the mcentive to reach a workmg 
agreement with the other groups concerned would not 
be the same for each group. In other cases, some group 
may suffer an increase in costs; unless there is some 
means by which the costs and/or benefits of the 
improvement are reapportioned so that each of the 
groups affected receive some net benefit from an 
improvement, the possibilities of agreement would be 
remote.37 

36. For these reasons, progress is likely to be 
unspectacular. However, it is clear that some s~eps 
could be taken to facilitate liaison between the vanous 
groups directly concerned with the whole . complex 
of port activity. It is often the case that, nghtly or 
wrongly, the foreign shipownerjoper~t<;>r may be 
regarded with a certain amount of suspiCion. by local 
officials, port operators and me_rc?ants m _some 
developing countries. At any rate, thiS IS less true m the 
case of many Far Eastern ports, in India for example. 
In such a situation the influence of the foreign interests 
may not be adequately felt, there being no adequate 
channels of communication through which their con
tribution to any discussion can be made. 

37. It is felt in shipping circles in developed 
countries that the composition of the port authority 
in some developing countries may be too narrow. 
Although it may often be politically unacceptable to 
include representatives of foreign shipowners on the 
authority, means of liaison c~uld be. f<;>und_ through 
the mechanism of a port users association, m opera
tion already in some ports, to the profit of all con
cerned. In Chile and Argentina, foreign shipowners 

a? Merchant Marine Policy; edited by Marvin L. Fair and Howard 
C. Reese, Cornell Maritime Press Inc., 1963. 

and their representatives play an active role in the 
Chilean National Maritime Chamber and in the 
Argentine Centre for Transatlantic Navigation. These 
bodies are in close contact with port authorities in the 
countries referred to, and frequently submit their 
views or make representations to port authorities, 
apart from playing an active role in negotiations 
concerning port labour conditions. At any rate, it 
would appear advisable to ensure representation or at 
least regular and organic consultation of such bodies 
by port authorities and administrations in developing 
countries. 

(7) EFFECTS OF LOWER OCEAN SHIPPING COSTS 
UPON FREIGHT RATES 

38. It must be emphasized that the achievement of 
any reduction in the over-all level of ocean shipping 
costs-whether the result of quicker shipping turn
round, cheaper cargo handling rates or lower ship 
operating costs-will not necessarily be translated 
directly into lower freight rates. This is true f<.?r both 
liner ships and tramps; whilst the mechamsm of 
freight rate determination differs markedly between 
tramp and liner shipping, in neither case is the freight 
rate directly determined by costs, or rather the re
percussions of any cost reduction on the general level 
of rates may be spread very unequally among freight 
rates for particular commodities. A discussion of the 
supply-demand mechanism by which tramp freig~t 
rates are determined was contained in section I of thiS 
report. Again, it will be evident that cost considera
tions as such, whilst important, are only one element 
in the determination of freight rates. However, it is 
clear that a reduction in the over-all cost of tramp 
shipping services will have some effect <;>n the tramp 
freight market in the long run, in particular on the 
terms on which tramp shipping is offered, although 
in the short run cost reductions may be swamped by 
the inevitable fluctuations of tramp shipping rates, 
either up or down. 

39. Liner freight rates are an amalgam of a number 
of factors including the value of the commodity in 
question (in terms of value per shipping ton or other 
measurement), cost of transportation and an appraisal 
of what the traffic will bear. In addition, liner rates are 
often circumscribed in particular cases by the pressure 
that can be brought to bear on the conference by 
Governments and major shipper~; they are also in
fluenced by comp~tition-real or potential-fr<;>m no.n
conference shippmg. Further and more detailed dis
cussion of these factors are given in section 5 of this 
report. 

40. It seems evident, however, that the basic 
consideration determining the level ofliner rates-and 
this runs through most of the factors listed in the 
previous paragraph-is the elasticity of dem_and for 
the service provided; this will vary considerably 
between different commodities on any given trade 
route and often for the same commodity on different 
trade routes. Tr~mps may be effective substitutes for 
liners in the carriage of particular commodities; 
competition by tramps will tend t.o. hold. down. the 
freight rate levels of these c~,mmodities. LI~er freight 
rates are likely to be "open for those, mamly bulk, 
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commodities that can be shipped economically by 
tramps, and tend predominantly to be carried by this 
class of ship. In such cases, liner freight rates would be 
controlled by conditions in tramp markets and liners 
would be in direct competition with tramps. This is 
true of liner grain rates and would apply to such 
commodities as copra, sulphur and phosphates. 

41. A further, wider group of commodities that 
tend to move in rather smaller size shipments than 
those discussed in the preceding paragraph, would 
tend to carry somewhat higher liner freight rates. 
Whilst liner tonnage lifts by far the greater part of 
world movements of these commodities they are, on 
occasion, carried by tramps, but only at some cost in 
slower speed, infrequency and the necessity for 
accumulation of cargo sufficient to constitute a tramp 
load. A list of such commodities would include ply
wood, tropical hardwoods, rubber, construction 
materials of various types and general machinery. 
Whilst the liner rate would tend to be set at a level 
higher than tramp rates, they cannot much exceed 
them and would tend, in general, to move roughly in 
line with them. 

42. Yet even for the very wide range of cargoes 
that are more or less restricted to liner shipping and 
for which tramp shipping is not potentially competitive 
some limit to the possibility of raising liner freight 
rates would still remain because of the possibility 
of the buyer using alternative sources or markets for 
the goods in question. However, it is probably true 
that the demand for the services of liner ships may 
well be relatively inelastic for particular commodities 
over a wide range of rates because of the general 
absence of effective substitutes. 

43. However, on those occasions when conference 
liner freight rates to a particular port have been 
augmented by the imposition of port surcharges, 
usually to meet unforeseen increases in costs arising 
from port congestion, labour troubles or general 
delays in shipping turn-round, it seems evident that 
the improved conditions in the ports in question 
would result in the removal of the surcharge and, 
consequently, in the reduction of the cost of ocean 
freight rates. Such surcharges may be ad hoc and 
essentially temporary, such as the current lOs. sur
charge on Nigerian midwest delta ports, which will end 
with the completion of current development projects 
and the consequent more efficient working of the 
ports. Again, improved port conditions have resulted 
in the temporary suspension of port congestion 
charges by the United Kingdom and Continent
Brazil Conferences in Rio de Janeiro and a temporary 
reduction in the port congestion surcharge at Santos 
from 35 per cent to 25 per cent, effective 13 November, 
1963. However, the general port surcharge of 79s. 
for Rio de Janeiro and of 60s. per freight ton for all 
other Brazilian ports remain in force. 

44. Organizational, cargo handling and other 
improvements capable of implementation in the short
term can result in the reduction or suspension of these 
surcharges which, although ad hoc, are often main
tained for fairly lengthy periods, occasionally in
definitely. 

45. This could well set a pattern for the negotiation 

of reduction from actual freight rates themselves, 
when shipping costs incurred in ports are significantly 
reduced by port improvements. Certainly, discussion 
between various port and shipowner interests (per
haps through the medium of a port users' association) 
could be very fruitful, preceding the implementation 
or e_ven the planning of port improvement projects, 
particularly large-scale ones involving heavy capital 
expenditure. In this way it would be possible for the 
shipping companies to gauge more clearly the longer
run conditions which their ships will face when using 
a port; if the clear possibility of freight rate reduction 
is seen, then they may be prepared to reapportion the 
freight rates on particular routes and for particular 
commodities, via the conference, when the opportunity 
arises. Usually it is difficult for any particular group 
within a conference to influence a rate or set of rates 
within the short term; once the general structure of 
rates has been fixed-and this must necessarily be on 
the basis of a balance between the often conflicting 
needs of the various interests-the structure if not the 
general level tends to remain rather rigid. Foreknow
ledge of the cost implications of planned port develop
ments will give shipowners a greater flexibility in their 
negotiations over freight rates within the conference 
and this could accrue to the benefit of trade to ports i~ 
developing countries in the way described. In any 
case, conferences and shipowners should recognize 
that the prospect of a rapid translation of port cost 
reductions in lower freight rates may be an essential 
incentive for Governments in developing countries to 
take the necessary steps towards improvements in port 
operation. Governments, shipping lines and shippers' 
associations of developing countries should likewise 
take the necessary steps to ensure that any rate changes 
which would be adopted by conferences, as a con
sequence of port improvements, be geared to the real 
requirements of the economic development and that of 
the f~reign trade of their countries. In particular, 
port Improvements and cost reductions could be 
linked with the introduction by conferences of 
promotional freight rates, to develop new exports 
of semi-manufactured and manufactured products. 
Finally, in view of the considerable impact of port 
conditions on the economy of shipping operations, 
efficient ports are of vital importance for the develop
ment of the merchant marines of developing countries. 

SECTION 5. PROBLEMS RELATED TO THE MONOPOLISTIC 
POLICIES AND PRACTICES OF THE CONFERENCE SYSTEM, 
WITH PARTICULAR REFERENCE TO THE ECONOMIC 
DEVELOPMENT AND FOREIGN TRADE OF DEVELOPING 
COUNTRIES 

(1) INTRODUCTION 

1. In all forms of transport and, perhaps, in 
particular in the provision of shipping services, 
competitive and non-competitive elements, the latter 
in the form either of monopolistic practices, of public 
control or of international surveillance have always 
coexi.sted, now in peaceful juxtaposition, now in open 
conflict. The tension between competition and the 
forces opposed to it is, it may be argued, inherent in 
the nature of transport and the dialogue between the 
two has been an important and, on balance, a salutary 
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motive in the evolution of transport, on land, by sea or 
air. 

2. In every economic activity, including liner ser
vices, there is a case to be made for the independent 
entrepreneur and for the unhindered operation of 
private enterprise as the cheapest means of providing 
an efficient service. The independent shipowner, 
operating in a competitive climate, is likely to be more 
inventive in the provision of services, more ready to use 
new handling methods and new types of vessels, and 
he is likely to have greater incentive to promote new 
trades and commodities than the members of an 
exclusive conference whose interest in improvements 
may be dulled, sometimes in an acute form by the 
absence of competition, more often insidiously, by the 
knowledge that any improvement will have to be 
agreed upon and its fruits shared with all the other 
members. 

3. On this ground, it may be added in paren
thesis, certain features of the conference system that 
go beyond securing agreement on sailing schedules and 
tariffs and purely administrative matters, such as 
profit pooling agreements, are open to criticism. Large 
conference membership and overlapping membership 
also lessen flexibility, one of the main benefits of free 
enterprise and one of particular interest to the develop
ing countries. The Associated Steamship Lines 
(Manila) covering freight traffic from the Philippines 
to North, Central and South America and the West 
Indies, routes on which it overlaps with a number of 
other conferences, has 61 members of 15 different 
nationalities. The territorial coverage of conferences, 
it may be argued, is overdue for rationalization. No 
data are available on the total number of conferences 
operating on world trade routes; this number might 
well reach 300. Indeed, according to official data of the 
United States Federal Maritime Commission, there 
were in August 1961 no less than 105 active confer
ences, including approximately 300 shipping lines, 
operating on trade routes directly involving United 
States commerce. This surprisingly large number of 
conferences is partly due to the existence on many 
routes of separate conferences for inbound and out
bound cargoes. 

4. Notwithstanding the undoubted merits of free 
enterprise, the limitations of undiluted economic 
individualism in liner trades became obvious when 
railways were still operated on commercial, com
petitive lines. Competition between shipowners cannot 
be relied upon to furnish shippers with a time-table 
of services; to do so operators have to get together, 
their competitive instincts held in check. The confer
ence system was evolved in the second half of the last 
century to remedy the limitations of competition as the 
basis for the provision of regular, reliable liner services. 
Indeed, to operate a regular service is by definition 
almost incompatible with the presence of interlopers. 
When regular sailing schedules and freight rate tariffs 
are predetermined and largely independent from 
short-term fluctuations in demand, a longer term view 
is implied, which tempers the operation of free enter
prise in competitive conditions by introducing an 
element of public service, or from another point of 
view, of monopoly. 

(2) COMPETITION AND MONOPOLY IN 
THE CONFERENCE TRADES 

5. A considerable amount of capital, much of it 
in the form of ships-large indivisible units-is 
required to operate a regular service. Every now and 
then the ships of regular operators are liable to voyage 
half empty, when the demand for a particular voyage 
is low or when trade is poor. In a normal competitive 
market, entrepreneurs would react by reducing the 
frequency or the quality of the service by transferring 
some of their ships to the tramp trades (where rates 
might be higher), or by changing freight rates in line 
with the level of demand. However, these responses to 
short-term fluctuations in demand conflict with the 
provision of a regular common carrier liner service. 
In the short run, the supply curve is inelastic, and 
consequently during a bad season or in a bad year 
unit costs of regular line operators will be high and 
total revenue reduced. The return on capital will 
compare unfavourably with the average real rate of 
interest. The maintenance of a regular service at 
unchanged freight rates in bad years is, therefore, 
to be regarded as a form of investment in future years, 
when it is hoped demand will be higher and the return 
on capital above average to recoup the operators. 
In this context there is no room for interlopers. Such 
birds of passage are held to skim the cream off the 
trade and to deprive the regular operators of the 
fruits of their investment. 

6. The economics of monopoly is a large field and 
the argument could be elaborated and refined. How
ever, no amount of refinement can remove an obvious 
difficulty. In trying to justify the exclusion of com
petion, the apologist operates with the argument that 
conference rates are fixed at levels giving operators 
no more and no less than a fair return on capital 
invested, over a run of good and bad years. But to 
assume this is to assume the existence of competition 
which it is the object of conferences to eliminate. 
Having justified a private monopoly on the ground 
that under competition the return on capital will be 
inadequate to keep the service going, the apologist is 
at a loss to find any argument to disprove the thesis 
that rates will be set at levels to ensure a great deal 
more than a fair return, say, a good return in bad 
years and an excellent return in good years. The 
argument of the apologist may be questioned on 
another ground. High unit costs and a poor return on 
capital in bad years arise because of excess capacity. 
It may be that what the conferences consider to be 
exceptionally bad years, others regard as no worse than 
average. The difficulty is that conferences, as common 
carriers, plan and have to plan their capacity in 
relation to near-peak periods of demand. As a result, 
freight rates not only in bad years but most of the 
time may contain an element of subsidy which 
accrues to marginal shippers using the service in peak 
periods. This is the penalty which shippers have to pay 
so long as shipping lines as common carriers are 
expected 38 to ship anybody's cargo, large or small, 

38 The common carrier obligation to satisfy all demand is not 
discharged as consistently by the conference as a comparable 
obligation by a public utility or a railway company. When a suitable 
conference ship is not available, a shipper is free to contract else
where without losing the benefit of the dual contract rate. 
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at a fixed price according to a predetermined time
table. The economics of peak period demand is an 
abstruse subject and outside the scope of this study. 
It is sufficient to say that there is no easy way round 
this difficulty so long as one or more of the following 
conditions are to be satisfied: (a) Goods are not to be 
stranded at the point of shipment for lack of vessels; 
(b) Freight rates are to be inelastic in relation to short
term changes in demand, and (c) There is to be no 
discrimination as between different categories of 
shippers. 
The only simple remedy, from the point of view of the 
provision of shipping services, is to avoid fluctuations 
in international trade. 

(3) THE EXTENT AND TYPES OF COMPETITION 
TO CONFERENCE LINES 

7. The arguments set out at the beginning of the 
previous section can be read both as a justification 
of the conference system and as an equally convincing 
justification of competition. The actual conditions in 
which liner companies operate are, indeed, neither 
those of competition nor of monopoly and not even 
those of a stable compromise between the two, but 
those of a continual tug of war. The conferences 
aim, by the very nature of the service they provide, at 
the elimination of competition, but in this endeavour 
they are frequently unsuccessful. Some conferences 
undoubtedly achieve for a time and on certain routes 
complete exclusivity, but in general most conferences 
are exposed to competition or the threat of competi
tion. The proof of this contention lies in the actual 
results of their operations, and the extent to which 
conferences succeed in extracting monopoly profits is 
in some measure amenable to proof. A scrutiny of the 
balance sheets of the liner companies could scarcely 
be left out from a serious discussion of the real or 
alleged monopolistic policies and practices of con
ferences. From a superficial knowledge it appears that 
the long-term profitability of this sector of the eco
nomies of the maritime nations is below the average 
marginal return on capital. In the developing coun
tries, where the marginal return on capital is higher, 
the direct, purely economic attractions of investment 
in the conference system would be even less attractive. 
It might be added that conferences which are essen
tially ratemaking bodies,39 i.e., price cartels, have not 
as a rule been able to restrict output or capacity, 
the increase of which in ocean shipping has also been 
influenced to a large extent by various non-economic 
or political factors. Hence the frequent under-utili
zation of capacity and the resultant increases in unit
costs and rates, so as to ensure what is believed to be a 
"fair" return on investment. The possible implications 
with regard to the burden of shipping costs on develop
ing countries are obvious enough. 

8. Conferences are also subject, to a varying 
degree, to internal competition: competition between 
member lines to serve traffic; competition in quality 
of services; furthermore, a number of commodities, 
primarily bulk commodities, are frequently carried 

39 Some conferences, however, are also traffic sharing and profit 
pooling agreements. 

at "open rates", so that members of conferences may 
quote different or competitive rates for such com
modities. Such "open rates" are however often also 
a device to meet competition from tramps and in
dependent shipping lines. Moreover, complaints are 
frequent in some conference circles about member lines 
violating conference agreements, e.g., through the 
granting of secret rebates. 

9. Competition to conferences comes in the first 
place from tramp operators. The existence of the 
parallel and to a certain extent alternative system of 
tramp shipping makes the conference system highly 
vulnerable, or to reverse the argument, it acts as the 
most powerful justification for it. Tramps that have 
completed their time or voyage charters may be 
temporarily unfixed or have to voyage under ballast 
to pick up their next charter cargo. To such unfixed 
tramps the opportunity cost of lifting suitable liner 
cargo is extremely low or negative. An under-em
ployed liner owner may in the same way be tempted to 
fix his ship on charter when charter rates are high, but, 
as a rule, his regular schedule commitments prevent 
him from taking the opportunity. There is a similar 
divergence of interests between the shipper and the 
shipowner in the liner trades. Although all regular 
users of liner services are as interested as the owners 
themselves in the long term viability of the service, 
from the shipper's point of view the immediate 
advantages of accepting a favourable charter are hard 
to resist, and for the occasional or once-for-all 
shipper the question of loyalty to the conference does 
not arise. However, in view of the declining import
ance of tramp shipping relative to liner services and 
the increasing divergence in the characteristics and 
quality requirements of the two alternative services, 
real or potential competition from tramp shipping may 
become gradually weaker, or at least increasingly 
marginal. 

10. Other sources of competition are independent 
shipping companies that specialize in making more 
systematic inroads on the traffic of regular lines, and 
competition from lines, including national lines, set 
up by developing countries with the object of securing 
membership of the conference. 

11. Finally, it is impossible to overlook the 
growing volume of competition from air lines and, on 
coastal routes, from railways and road transport. 
Many conference practices and malpractices are 
merely a reflection of the competition to which con
ferences are exposed. Some of these practices are 
considered in the next section. 

12. Another test that may be applied is the ease 
of entry. Entry into the conference system is not easy, 
but in general new lines can force their way in, at a 
price.4° Finally, there is the ultimate penalty of misuse 
of monopoly, the loss of trade. Competition from 

4° According to a United States Congress report "not infrequently, 
conference membership is conditioned upon payment of a member
ship fee (or as euphemistically characterized by several conferences, 
a "contribution"), and/or a deposit or bond to indemnify the 
conference in case of some future breach of the agreement by the 
applicant. Such exactions, if sufficiently high, undoubtedly serve 
to discourage smaller operators from seeking entree to the con
ference." (See Report of the Antitrust Subcommittee of the House 
of Representatives, 87th Congress, "The ocean freight industry", 
Washington, 1962, page 97). 
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tramps, independent lines and air lines, the risk of 
entry of national lines and the risk of loss of trade 
ought to make conferences sensitive to the wishes of 
their clients and the requirements of the trades they 
serve, and in general in recent years the conferences 
have been fighting a defensive battle. Some confer
ences display, however, inefficiencies of the type that 
often thrive in a monopolistic climate. Moreover, 
they are liable to be seen to represent a point of view 
unsympathetic to the problems of developing coun
tries. Some of the criticism of conferences on this score 
is unjustified. There is a growing number of instances 
in Africa, Latin America and Asia of successful and 
fruitful co-operation between conferences and the 
governments, and shipping and trading interests of 
the developing countries. 

(4) DUAL RATES AND OTHER CONFERENCE 
PRACTICES 

13. Although conferences are rarely sufficiently 
monolithic to deserve to be called monopolies, they 
are exclusive associations aiming at, and occasionally 
achieving, monopoly status. Their defence against the 
charge that their rates are too high because they 
contain an element of monopoly profit is to point out 
that competition or the threat of competition is in 
fact bringing rates down to their proper level. 41 This 
argument can be further extended by saying that 
conferences attract competition by setting their rates 
high. 

14. Conference rates are indeed higher than the 
rates usually offered by tramps and independents, 
because the service provided by conferences is of a 
different, higher quality. Regularity and reliability 
of service at fixed rates are the essential ingredient; 
however, shippers, especially shippers in the develop
ing countries, may also be obliged to accept other 
costly features, which they do not want, as part of the 
service. 

15. Whilst the presence of a tramp or an indepen
dent company on a particular route is likely to oblige 
the conference to eliminate, as far as possible, elements 
of monopoly profit from its freight rates, the interloper 
may achieve a great deal more than this. By reducing 
the volume of conference trade, he will raise the unit 
costs of the conference and lower the return on capital 
invested. For a time, conference members may have to 
accept the situation and try to offset it by charging 
rates above the normal level when the intruder is gone 
or on other routes where there are no intruders. Thus 
the independents keep conference rates down on the 
routes where they are active, but since intruders are 
not active on all routes at all times the combined 
effect of their intervention is to generate a compen
sating movement in the opposite direction-the raising 
of rates above what they might have been on routes 
where there is no competition. Conferences are liable 
to charge what the traffic will bear and the near 
impossibility of determining the real cost of carriage, 
at least for particular commodities, often leaves no 
alternative. 

41 See Liner Services and the Conference System, by the British 
Liner Committee. 

16. The gain from the intervention of tramps and 
independents mainly accrues to the occasional 
shippers who are not regular customers of the liner 
companies, or, perhaps, worse still, to disloyal 
customers reaching out for a quick profit. The penalty 
is borne in the long run by the community of regular 
shippers on the same route or on other routes in the 
form of higher conference freight rates-a palpable 
injustice. Hence the system of dual contract rates which 
provides for lower rates (contract rates) for loyal 
shippers than those imposed on non-signatories of the 
contract (non-contract rates). 

17. The dual rate agreements, as a device to secure 
the loyal patronage of shippers, were developed largely 
as a consequence of the outlawing of deferred rebates 
in the foreign commerce of the United States by the 
Shipping Act of 1916. While the contract rate amounts 
to an immediate rebate, the deferred rebate is an 
arrangement-still fairly widely used on ocean routes 
not touching United States shores-whereby a con
ference is always in arrears in paying loyal shippers the 
difference between the full and the reduced loyalty 
rates. An act of disloyalty on the part of a shipper 
means forfeiting these arrears. This is a doubtful 
practice. It amounts to an attempt at tying a customer 
by owing money to him. It might, perhaps, be justified 
in a situation where the balance of power is so much 
in favour of the tramps and independents as to en
danger the maintenance of regular service. In any 
case, the practice seems to be particularly objection
able in the case of shippers of developing countries. 
Deferred rebates generally amount to 10 per cent of 
the rate originally paid by shippers to conference lines. 
On the other hand, the period before rebates are 
effectively paid out to shippers, subject of course to 
their continuous loyalty, may extend to one year or 
more. Under the circumstances, conference lines may 
continue to owe for fairly long periods large amounts 
of money to shippers in developing countries, with 
the aggravating circumstance that payment of freight 
may have been made originally in foreign currency. 

(5) EXCESSIVE QUALITY OF CONFERENCE 
SERVICES AND CHANGES IN THE 

TRAMP MARKET 

18. The charge that conferences charge exorbitant 
rates is very difficult both to substantiate and to 
contradict. A variety of indirect and incident:il 
factors enter into the determination of the cost of 
transporting a particular commodity by liner from 
point A to point B, and this makes it virtually im
possible with the information available to decide 
conclusively that the rate for a certain commodity 
on a certain route is too high by comparison with 
rates charged by the same conference for similar 
commodities on the same route, still less by comparison 
with rates charged on other routes. This unique, and 
to that extent arbitrary element both in the determina
tion of shipping costs and in the nature of the liner 
service, makes it as difficult to substantiate criticisms 
as it is easy to raise them. However, if the conferences 
were openly to publish their rates, this would un
doubtedly help to clear up misunderstandings, as well 
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as to pennit of more informed discussion. The ques
tion of conference rate determination is considered 
in greater detail in sub-section (7). 

19. The charge that conferences introduce un
wanted and costly quality features in their service 
requires a less rigorous proof. Evidently a liner ship 
has to carry all kinds of passengers and cargo and the 
undemanding passengers and shippers are bound to 
pay some economic rent so long as they have to share 
the same ship and the same facilities with more 
fastidious shippers and passengers. It is conceivable 
that all or the majority of shippers and passengers 
are obliged to consume such unwanted quality 
features.42 From the point of view of the developing 
countries anxious to sell their low value commodities 
or semi-finished products, often in new highly
competitive markets, it is quite likely that what is 
required is a basic service without any quality trim
mings in order to keep final prices as low as possible. 
At the same time, however, competition between 
members of a conference and the very much higher 
quality requirements of shippers in the developed 
countries are forcing quality up, and as a rule the same 
conference with the same fleet of ships has to cater 
for the needs of shippers in both the advanced and the 
developing countries. 

20. The extent to which shippers can prevent 
conferences from charging unduly high rates by 
following some internal costing rule that eludes 
rational inspection, or from introducing various un
wanted quality features into the service, depends in 
the last resort on the availability of alternative means 
of transport. 

21. In recent years, developments in the tramp 
market have lessened competition from this quarter 
and the trend is likely to continue. 43 

22. In the first place, large users of industrial 
materials and of other traditional tramp commodities 
have tended to pull out of the tramp market or to 
become less dependent on it. This has always been the 
policy of the major oil companies and since the end 
of the last war an increasing volume of dry-cargo 
shippers have followed their example. The trend has 
been encouraged by the development of large special
ized dry-cargo carriers, designed and built for specific 
trades and ports, and by the extreme fluctuations in 
tramp freight rates at the time of the Korean war and 
the Suez upheaval. Moreover, in some industries, 
notably steel, technical progress has made it necessary 
for manufacturers to plan and cost their supplies of 
raw materials more carefully and to ensure regular 
deliveries of specified materials. In certain respects, 
technical progress, greater competition and greater 
emphasis on quality have restricted users' choice 
as between different sources and qualities of materials. 
This tendency, reinforced by fears of scarcity or 
uncertainty, has encouraged manufacturers and whole 
industries to take a direct interest in particular sources 
of materials and to transport them on a shuttle service 
basis in their own long-term charter carrier~ specifically 
designed for the trade. 

u It is important to distinguish this question from that of over
capacity, considered in sub-sections (2) and (3). 

43 See section 1, sub-section (3). 

23. To some extent, this trend is kept in check by 
the natural tendency of the developing countries not 
to be dependent on one or a few purchasers in the 
developed countries. So far, however, the tendency 
of the developing countries to control the marketing 
of their products and to restrict the influence of single 
buyers or shippers has been primarily confined to 
liner commodities, although these countries might 
with good reason consider the possibility of developing, 
e.g., on a regional basis, specialized cargo fleets in 
order to participate to some extent in the traffic flows 
referred to above. 

24. The consequence of the trend described in the 
last but one paragraph has been to reduce the volume 
and range of tramp commodities and to narrow the 
open charter freight rates which have as a result be
come more unstable. The policy of the United States 
Government of restricting access to the open charter 
market for the shipment of certain categories of 
United States exports or in certain trades on political 
grounds, and the development of the USSR mer
cantile marine, are having the same effect. Ifthe volume 
of open charter traffic becomes progressively smaller 
or restricted to a smaller number of trades and com
modities, competition to conference traffic from this 
quarter will become generally less effective, though 
when it does occur it may become more disruptive from 
the point of view of the liner conferences because of 
the more extreme fluctuations in tramp freight rates 
associated with a narrowed market. 

( 6) MEANS BY WHICH DEVELOPING 
COUNTRIES CAN INFLUENCE 

CONFERENCE PRACTICES 

25. The most important export commodities 
of the developing countries in tenns of value and, with 
a few exceptions, in terms of volume are liner com
modities, for example, cocoa, coffee, fruit, cotton, 
wool, and rubber, as well as manufactures. As a rule, 
only those countries that have not yet reached the 
take-off stage of economic development are primarily 
dependent on the exports of bulk tramp cargoes. The 
setting up of industries to process basic raw materials 
or agricultural exports will in time widen the list of 
these commodities. New ports and new trades are 
being developed in the Afro-Asian and Latin American 
countries. Success or failure in this endeavour depends 
to some extent on the conferences. Will the conferences, 
for example, be prepared to promote the new trades 
and to establish new services in new ports? Very often 
the initial volume of trade is much too small to justify 
a service on commercial grounds. Development may, 
therefore, depend on whether the conferences of the 
maritime nations will be sufficiently enlightened and 
sympathetic to take the risk and to invest in the future 
of the developing countries by subsidizing them 
initially or, at least, not to frustrate their new trading 
ventures by charging unduly high freight rates. This 
is a substantial risk for the developing countries to 
take. The shipping lines are, after all, operated on 
commercial lines and they may have to charge high 
rates without being hostile to the developing countries. 
In the short run, industrial development in the under
developed countries may reduce the volume of im
ports of liner commodities both directly through the 
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substitution effect and indirectly via the balance of 
payments. Thus, the conferences may be put in a 
position of having to invest in the new export trades 
of the developing countries which are not obviously 
attractive, while at the same time facing the risk of 
loss of incoming traffic. It is not surprising if they 
sometimes are or seem to be unenthusiastic. In this 
context, the development of national merchant 
marines and national liner services, however doubtful 
in narrow commercial terms may seem justifiable as 
a subsidy and an insurance. 

26. In what other ways can the developing 
countries affect or influence the liner conferences? 
The nature of liner cargoes is that they are shipped 
in relatively small consignments to a large number of 
different consignees at frequent intervals. This makes 
their transport in liners costly to start with and also 
prevents them from being transported in tramps or 
specialized bulk carriers. If shippers in the developing 
countries could find a way of aggregating and making 
these small consignments uniform, they would in the 
first place contribute towards reducing the cost of 
liner transport and secondly take a step towards 
transforming liner cargoes into tramp or specialized 
carrier cargoes. The use of standard containers and of 
specialized container ships is a possibility, since it is 
likely to be a more efficient and cheaper way of trans
porting commodities. Such a development cannot, 
however, be undertaken on a unilateral basis by one 
or a few countries. It requires co-ordination with the 
port authorities and Governments at the receiving end, 
where corresponding installations and facilities have 
to be introduced. 

27. Many typical liner commodities exported by 
the developing countries are agricultural products. 
They are produced, marketed and shipped at a 
particular time of the year. The demand for shipping 
space to transport these commodities is seasonal and 
this makes these commodities in some ways unsuitable 
as cargoes not only for specialized carriers, but also for 
regular liner services. Part of the burden of offsetting 
these fluctuations is at present carried by the Con
ference lines. It is their responsibility and interest to 
find other cargoes to offset a seasonal low or to find 
employment for their ships in other trades in the off
season. In this respect, it should be noted, the national 
lines of the developing countries, operating on a 
much narrower basis and in fewer trades, are in a less 
favourable position. There are, however, other ways 
in which the effects of the seasonal element on the 
demand for liner space might be reduced or elimin
ated-by pre-processing before shipment or by 
marketing methods designed to ensure a more even 
supply. 

28. It must nevertheless be admitted that the 
seasonal factor makes many typical agricultural liner 
commodities such as cocoa, cotton, wool and fruit 
potentially suitable for shipment in tramps. The 
major obstacle is that the volume shipped by any 
particular shipper to any particular consignee is too 
small. This is again mainly a problem of the organiza
tion of the market and of marketing methods. The 
shipping lines and conferences themselves are re
ported to welcome the better organization of shippers 

in the developing countries because this creates the 
opportunity to meet the shippers across a table to 
discuss common as well as conflicting interests. 
However, better co-ordination and greater co-opera
tion among the producers and shippers of primary 
commodities, on a commodity-by-commodity basis 
and where possible on an international scale, in 
joint marketing operations, might make it possible 
to ship a greater proportion of these commodities 
in tramps instead of in liners. In this way the develop
ing countries would strengthen their hand not only 
as far as freight is concerned but in the commodity 
markets themselves. 

(7) DETERMINATION OF CONFERENCE RATES 
AND THE EFFECT OF CONFERENCE RATES ON 

TRADE OF DEVELOPING COUNTRIES 

29. Conference freight rates for certain liner 
commodities that are often carried as ballast are 
open, i.e., they are determined on an ad hoc basis. 
Some of these commodities, for example wheat and 
ore, are carried mainly in tramps. The open freight 
rates of such marginal liner commodities depend in 
each particular case on how badly the liner needs 
ballast and on the availability of unfixed tramps in the 
area. Other open freight rate commodities are almost 
entirely liner commodities: sugar, timber, oils. 

30. The rates of the remaining commodities are 
set in advance according to a tariff. A variety of direct 
and indirect, sometimes very indirect, factors are 
taken into account when fixing rates: the expected 
load factors-volume and weight, and value in the 
first place; voyage overheads, cost of loading and 
unloading, import tariffs and such indirect oppor
tunity considerations as the degree of competition on 
the same route and the likely volume of demand on 
the return trip are also important. 

31. Few conferences operate just from A to Band 
back. When they do, the overheads are often unequally 
divided between the two hauls, irrespective of the 
volume of traffic. Thus a conference operating be
tween the United Kingdom and the Pacific Coast of 
the United States is reported to have subsidized 
United States exports of dried fruit out of rates paid 
by exporters of United Kingdom manufactures for 
a period of years. Pressure from shippers is also a 
factor. Conferences, unsure of their ground, accept 
shippers' representations even when they are un
reasonable, e.g., that the conference rate is making 
a product in certain markets uncompetitive. The point 
is not only difficult to prove, but, by accepting the 
argument, the shipping line seems to be accepting 
the impossible obligation to act in such a way as to 
neutralize the economic effects of transport costs on 
the allocation of resources and the size of markets. 
Conferences also grant promotional rates to enable 
products to become established in new markets. 
The withdrawal of such promotional rates, hinging 
on the initial agreement or on the definition of the 
term "established product", often gives rise to ill
feelings betWeen shippers and conferences. When the 
volume of trade in a certain commodity is small, the 
conference rate is largely a nominal, "paper" rate. It 
is often assumed by shippers and conferences alike 
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that paper rates tend to be high, and although there 
is some justification for this in that commodities that 
are shipped infrequently and in small quantities may 
involve disproportionate handling costs, the dividing 
line between this practice and quantity discounts is 
tenuous. The possibility that some lines or conferences 
might have overlooked it and have given quantity 
discounts to large shippers cannot be ruled out. 

32. The general impression is that there is no 
satisfactory, rational procedure of calculating direct 
costs and allocating overheads. Moreover, such in· 
fiuence as direct costs and overheads have on the 
determination of conference rates is swamped by 
the intervention of an array of various other more 
or less indirect external considerations. The result 
is that behind the fa~ade of a fixed tariff the operative 
principle at work is "what the traffic will bear". 
It may well be that opportunism is the only rule 
available, and that conference rates are by definition 
anomalous. It is not surprising, however, that, in 
the context of the conference system, to charge what 
the traffic will bear gives rise to complaints. 

33. From the point of view of the developing 
countries one of the most suspect features of conference 
rates is the tendency of some tariffs to operate against 
the small or occasional shipper, against products 
which are shipped in small quantities and against 
new trades in general, though this is to some extent 
offset by the promotional rates, which may be granted 
by conferences to support developing trades in their 
own interests. However, the extent to which the in· 
terests of the conferences will coincide with those 
of developing countries will often be open to doubt. 
The remedy, where a remedy is needed, is-as in the 
case considered in the previous sub~section-for the 
shippers in the developing countries to combine. 

34. Developing countries may naturally also in~ 
fiuence conference rates and practices, through their 
national shipping lines as members of conferences. 
There are examples of Latin American and Asian 
shipping lines who have been instrumental in pre~ 
venting or limiting general rate increases, or rate 
increases on particular commodities of vital im· 
portance to the foreign trade of their countries; some 
national lines have likewise brought conferences to 
adopt promotional rates to develop new exports. 
This approach should certainly be more systematically 
pursued by developing countries. It raises, however, 
also the problem of the effective influence which 
national lines of developing countries· may exert in 
conferences, where they are usually in a minority. 
On the other hand, liner companies of developing 
countries might also find it difficult to reconciliate the 
concession of an increasing number of promotional 
rates with the requirements of their own internal 
financial soundness. 

35. The precise part played by the value element 
in the determination of conference rates is uncertain, 
and the extent to which it has possibly worked to the 
detriment of developing countries is a problem which 
certainly requires further more detailed investigation. 
Rate structures of conferences bear indeed some 
resemblance to the classical rate structure of railways, 
now substantially eroded by the competition of road 

motor transport. Although this is to some extent an 
over-simplification, railway rates, in the monopoly 
period of this means of transport, were largely de
pendent on the value of goods and commodities, as 
an important aspect of their ability to bear a higher 
or lower rate; rates were however by no means pro
portional to value. In any case, the relation between 
railway rates on raw materials and on manufactured 
products has generally been considered as an im
portant factor in the location of a number of industries; 
the low rates on raw materials and the high, or higher, 
rates on manufactured or finished products have often 
favoured the location of industries near centres of 
consumption or their orientation to markets. 

36. The question arises of course of the extent to 
which a similar process may have been at work, over 
the long run, in the world as a whole, as a result of the 
traditional shipping rate pattern. At a time when 
industrial development and the development of 
exports of manufactured and semi-manufactured 
products by developing countries are imperative, this 
is certainly a problem requiring thorough investigation. 

37. As stated above, the precise part of the value 
element in conference rates is uncertain; conference 
rate-structure has indeed always been subject to some 
competitive erosion from tramp shipping or in
dependent liner companies. In any case, there is an 
important value element in conference rate structures 
and a sizable gap between low rates for basic com
modities and raw materials and high rates for manu
factured products (although the gap is also partly 
due to differences in cost of transport). It is difficult to 
measure the gap, which may moreover vary between 
different trade routes. According to a study in the 
Norwegian Shipping News of 10 February 1961, "the 
range is indeed considerable, and in many conferences 
the highest class rate may amount to more than three 
times the lowest one. This still does not take into 
account the low "commodity" rates for goods having 
special competitive disadvantages, nor the ad valorem 
rates for very expensive goods which may reach 
rather fantastic amounts". 

38. Non~value freight rates would have the effect 
raising the c.i.f. price of primary commodities and 
reducing the c.i.f. cost of high value manufactured 
goods, and at present this might well work to the 
disadvantage of the developing countries. Also, it 
might lead to the evasion of some liner commodities 
to tramps, or even to private specialized cargo carriers 
and through under-utilization of capacity increase 
unit-costs of the remaining liner traffic. The dis
advantage of non-value freight rates would become 
smaller with the further industrial development and 
changes in the pattern of exports of the developing 
countries from low value raw materials and unproces
sed commodities to semi-manufactured goods; in a 
number of cases an alteration of the traditional rate 
pattern may well be an indispensable precondition of 
such development and changes. 

39. The uncertainties surrounding cost determina
tion, the unprecise part played by the f.o.b. value of a 
commodity in the determination of conference 
freight rates, in comparison with bulk and weight, and 
the insensitivity of freight rates to changes in the supply 
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and demand and in f.o.b. prices of commodities are 
certainly a major source of grievance by shippers in 
the developing countries. 

40. The relatively unimportant part played by the 
f.o.b. value of a commodity in the determination of 
conference freight rates, in comparison with bulk 
and weight, and the insensitivity of freight rates to 
changes in the supply and demand and in f.o.b. prices 
of commodities is certainly a major source of grievance 
to shippers in the developing countries. 

41. In conditions of over-supply, when the world 
price of a commodity tends to fall, producers and 
shippers in the developing countries are anxious 
to make their prices as competitive as possible through 
the adoption of more efficient production or marketing 
methods or by accepting lower margins. However, 
they find that one cost element which may be im
portant-thecost of shipping-remains unchanged and 
when f.o.b. prices fall, it is higher as a percentage of 
the total price at a time when they would like to see 
it reduced. Producers and shippers in countries 
farther away from the main markets are liable to 
feel more aggrieved than producers and shippers 
who are nearer. Thus, with reference to the European 
market, Malaysian producers of timber feel at a 
disadvantage in comparison with East and West 
African producers, and Latin American suppliers of 
sugar, cocoa and coffee to the European market
which has been growing faster than the North 
American market for over a decade-feel aggrieved 
in comparison with African producers who are already 
privileged by virtue of their links with the Common 
Market countries and, as far as British territories are 
concerned, by virtue of imperial preference or such 
arrangements as the Commonwealth Sugar Agree
ment. These complaints have to be considered against 
the background of the long-term decline in world 
commodity prices over the last decade, on the one 
hand, and of stable and often rising shipping and 
insurance costs and port charges, on the other. 

42. The ability to earn foreign exchange by selling 
primary commodities to the developed countries is 
vital for the long-term economic progress of the 
developing countries. World production and marketing 
of some primary commodities is governed by agree
ments and quotas, but in general the competitive 
element predominates. The developing countries com
pete with one another and in the case of some products 
with synthetic products, foodstuffs and materials 
produced in the developed countries themselves or 
in ex-colonial associated territories. Thus, price and 
also freight rates play an important part in the selling 
of developing countries' products and have indirectly 
a considerable effect on their economic development. 
The experience of the last ten years suggests that 
although individual developing countries can benefit 
by adjusting their price to the prevailing conditions 
of over-supply, sometimes through greater produc
tivity, sometimes by direct price cutting, the over-all 
effect of these policies on the earning power of the 
developing countries is negative, because demand for 
primary commodities in the advanced industrialized 
countries is generally inelastic. The basic remedy for 
the problem is probably for the developing countries 

to combine to offset the long-term effects of deteriorat
ing terms of trade and to extract under the umbrella 
of world commodity agreements a higher price for 
their products. The numerous complaints about 
conference freight rates by shippers and commodity 
interests in the developing countries have to be 
considered in this context. 

43. The operation of national liner services may 
provide an immediate, but perhaps costly remedy. 
It is probable, for example, that the development of 
a national fleet of liners and specialized fruit carriers 
by Israel and the presence of the Israeli line in confer
ences has kept conference and tramp rates from Israel 
lower than they would otherwise have been, and that 
this disguised subsidy has been fully justified in terms 
of increased exports of Israeli citrus fruit. The Nego
tiated Price Quota on Mauritius sugar sold to the 
United Kingdom under the Commonwealth Sugar 
Agreement represents another form of freight stabiliza
tion and subsidy, a solution essentially more akin to 
one which might be extended as part of World 
Commodity Agreements. 

44. A solution of the special problem of the 
incidence of freight rates on the f.o.b. value of primary 
commodities at times when declining prices of these 
commodities prejudice the developing countries' ability 
to import, possibly in the context of world commodity 
agreements, may not seem to be radical enough. 
A radical solution, it may be argued, would be to put 
the structure of freight rates on a better, more rational 
basis. It is, however, doubtful if a rational structure of 
freight rates can be devised, i.e., one which would be 
reasonably self-consistent and one which would 
appear just and make economic sense to all the parties 
concerned-shippers and shipowners, developed coun
tries and developing countries. If there is no alternative 
to a pragmatic and possibly anomalous conference 
rate structure, it is desirable at least that adequate 
machinery should be available for ventilating, an
swering and if possible remedying the large volume of 
grievances occasioned by such a structure. It is better 
to have a flexible lack of system than a rigid lack of 
system, and a strong case can be made for devising 
machinery for correcting the anomalies of the con
ference rate structure, and for introducing a semblance 
of order and in due course, possibly more than a 
semblance into the existing rate system through the 
back door. 

45. Many liner companies and conferences are 
prepared to entertain complaints from shippers; 
sometimes shippers can appeal to government bodies 
or to political representatives. These grievances have 
to be handled in a pragmatic way. It would be a great 
gain for both shippers in the developing countries and 
for the conferences themselves if shippers using a 
particular port submitted these grievances collectively. 

46. It may be recalled here that the Imperial 
Shipping Committee, which during the 1920s gave 
considerable attention to conference practices on trade 
routes between the United Kingdom and the 
Dominions, recommended the establishment by 
pers and traders of associations that would be e 
to meet conferences on equal terms, for the presenta
tion of grievances, the settlement of differences and 
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collective bargaining in matters related to freight rates 
and other transfer port conditions. The International 
Chamber of Commerce has also urged the establish
ment of similar shippers' associations. Consideration 
might also be given to the establishment of joint bodies 
on which conferences, shippers and forwarding agents 
could be represented. Associations of shippers, 
traders and forwarding agents have been established 
in a number of countries for the purposes in question, 
and it would be of the greatest interest for developing 
countries to review the experience gained and the 
results obtained. Of particular interest would be the 
Australian experience in this field. Mention may also 
be made here of the negotiations and agreement in 
1962 between the Government of Pakistan and the 
United Kingdom Continent conference lines on 
matters related to shipping services and freight rates 
on Pakistan exports. Looking further ahead, there is 
no reason why the procedures and the machinery for 
submitting and hearing complaints should not be 
standardized on an international plane. An inter
national arbitration authority, concerned, in the first 
instance, primarily with questions of procedure would 
be able to establish, in due course, rules of evidence, 
criteria of relevance and procedural rules, thus pro
viding the indispensable instrument for tackling the 
substance of the problem of conference rates stage by 
stage. 

47. To complete this preliminary survey of prob
lems related to the determination of conference rates 
and their effect on trade of developing countries, the 
following relevant provisions may be quoted from 
the Convention of the Inter-Governmental Maritime 
Consultative Organization (IMCO): 

"Article 1. The purposes of the Organization are: 
" 
"(b) To encourage the removal of discriminatory 

action and unnecessary restrictions by Governments 
affecting shipping engaged in international trade so as 
to promote the availability of shipping services to the 
commerce of the world without discrimination; as
sistance and encouragement given by a Government 
for the development of its national shipping and for 
purposes of security does not in itself constitute dis
crimination, provided that such assistance and en
couragement is not based on measures designed to 
restrict the freedom of shipping of all flags to take 
part in international trade; 

"(c) To provide for the consideration by the 
Organization of matters concerning unfair restrictive 
practices by shipping concerns in accordance with 
part II; 

" 
"Article 4. In those matters which appear to the 

Organization capable of settlement through the 
normal processes of international shipping business 
the Organization shall so recommend. When, in the 
opinion of the Organization, any matter concerning 
unfair restrictive practices by shipping concerns is 
incapable of settlement through the normal processes 
of international shipping business, or has in fact so 
proved, and provided it shall first have been the 
subject of direct negotiations between the Members 

concerned, the Organization shall, at the request of 
one of those Members, consider the matter." 

(8) THE INTRUSION OF OTHER FACTORS: 
THE UNITED STATES OF AMERICA AND THE 

CONFERENCE SYSTEM 

48. The conference system, and the conference 
rate structure, is the product of a tug of war between 
competitive forces, on the one hand, and forces op
posed to competition, on the other, between the 
interests of shippers and those of shipowners. To say 
this, however, is to ignore the presence of another 
factor: the national interest. The presence of this 
factor brings with it a range of other considerations, 
e.g., the effect of conferences and conference rates on 
the balance of payments, on the stability of the national 
currency, on a country's defence potential and on its 
long-term economic development. Conference rates 
are in turn affected by the subsidies given by Govern
ments to shipbuilding and shipping concerns on those 
grounds. 

49. In most countries rail transport, initially 
developed by private enterprise, has passed into 
public ownership and in most countries it is operated 
as a service to the public, industry and commerce 
rather than on strict profit-making lines, for reasons 
which are much the same as those that make free 
competition in liner trades inappropriate. The absence 
of any truly international public opinion and focal 
point of control has so far precluded the use of this 
particular method in the field of transport on the high 
seas. The observance of a liberal code of practice 
in trading relations between nations in the nineteenth 
century and during the greater part of the first half 
of the twentieth century has made it generally un
necessary to search for such a solution as a matter 
of urgency. In recent years, however, the situation has 
changed, largely as the result of unilateral legislation 
by particular countries, notably the United States. 

50. Some countries profess and to a greater or 
lesser extent still practise a liberal policy of non
intervention in shipping; in others, government inter
vention is embodied in legislation and there are 
elaborate regulations governing shipping and 
conference practices and rates. 

51. Government intervention in the wider field 
of shipping (and shipbuilding) is not a recent develop
ment. During the last fifty years many Governments, 
including in a prominent place that of the United 
States, have given open or disguised subsidies to 
national shipping and shipbuilding industries. In 
recent years, this particular form of intervention has 
become more widespread. The United States and, 
following its example, certain other countries have 
also attempted directly to reserve certain categories 
of cargo or a certain proportion of cargo to vessels 
flying the national flag. The object of all these measures 
is to promote and to protect national merchant fleets 
on grounds of national security or prestige and to 
offset the corrosive effect of the practice of registering 
ships under foreign flags of convenience. In the case of 
developing countries additional factors are the desire 
to lessen their dependence on foreign fleets for the 
carriage of their trade, to avoid the importation of 
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foreign shipping services or to increase their exports 
of such services, as a contribution to the solution or 
alleviation of their balance of payments difficulties. 

52. The prototype of direct control of conference 
practice is the United States legislation of 1916. This 
legislation defines the function of liners, forbids 
deferred rebates, the use of "fighting" ships and 
unjust discrimination against shippers. The Act 
confers on the Federal Maritime Commission powers 
of enforcement and prescribes penalties for breaches 
of the law. Until 1958, it was considered that this 
generally commendable law sanctioned dual contract 
rates. Litigation before the Supreme Court in that year 
(Federal Maritime Board v. Isbrantsen Co.) cast 
doubts on the validity of dual rate contracts. Tem
porary legislation validated existing contracts, pending 
a general review of conference practices by Congress. 

53. This review has brought into the open the 
existence of three conflicting attitudes and policies. 
The traditional object of the United States policy 
in this field has been, on the one hand, to subsidize 
and to protect shipbuilders, shipowners and indirectly 
the conference system; 44 on the other hand, another 
well-established American tradition has led every now 
and then to a critical examination of the conference 
system under the general heading of anti-trust 
activities. A typical product of this latter tradition is 
the 1916 Act of Congress itself. The third force to 
shape United States policies on conference matters 
is of more recent origin and derives from the pre
occupation with the American balance of payments 
and the exchange value of the dollar. 

54. The influence of this element can be clearly 
seen in the Report of Hearings before the Joint 
Economic Committee of the 88th Congress (Douglas 
Committee) which will be further commented on 
below. 

55. The new features of current United States 
legislation and policy embodied in the 1961legislation 
(P.L. 87-346) may be summarized as follows: 

(a) The conclusion and enforcement of dual rates 
has been made more difficult. The right to conclude 
such contracts has been qualified by a number of 
conditions and exemptions and by specifying a 
maximum difference of 15 per cent between full 
and dual contract rates. Of particular interest is 
the provision making dual rate contracts un
enforceable against a shipper selling f.o.b. when the 
consignee has the right to select the carrier. Also 
contract rates, once effective, may not be increased 
for ninety days and the contract shipper may ter
minate his contract without penalty at any time upon 
ninety days' notice. The Federal Maritime Com
mission has been charged with the obligation to 
examine all dual rates in use (the number running 
into several millions) to ensure that they comply 
with the standards laid down by Congress. 

(b) The Commission has been given a positive 
right to ensure that conferences provide reasonable 
procedures for hearing shippers' complaints and 

44 The Federal Maritime Board in the Department of Commerce, 
in awarding operating subsidies to United States lines, has endorsed 
and encouraged this support of the conference system. 

requests and that conferences establish adequate 
means of self-policing. Restrictive inter-conference 
agreements are disallowed and the right of qualified 
common carriers to enter conferences is guaranteed. 

(c) The Commission has been empowered to 
investigate on its own initiative or upon request, 
and, after a hearing, to annul conference rates that 
are discriminatory as between persons, localities 
or types of traffic. 

(d) The Commission has been given the right to 
disapprove, after a hearing, rates which are "so 
unreasonably high or low as to be detrimental 
to the commerce of the United States". [A less 
sweeping provision was part of an earlier Act 
(212/1936), which authorized the Commission to 
investigate from time to time why rates from 
United States ports were higher than rates on 
similar cargo to the United States, and to make 
recommendations to Congress.] 

(e) To enable the Commission to carry out these 
duties, lines and conferences active in the foreign 
trade of the United States have been put under an 
obligation to file their tariffs and regulations with 
the Commission and to notify it of any changes in 
these rates. A 30-days notice is required for any 
changes in rates resulting in an increase in cost 
to the shipper. 

(j) The Commission has been given the power 
and the duty to investigate upon complaint the 
activity of any foreign Government which appears 
not to accord to United States vessels most
favoured-nation treatment, and to make recom
mendations to the President. 
56. The adoption of certain features of the recent 

United States legislation might reasonably be con
sidered by other Governments or generalized as inter
national law or practice. They are indeed in line with 
some of the suggestions offered in the previous sub
sections. These are the provisions listed under (a), 
(b) and (e), with regard to dual contract rates, the 
filing of conference tariffs and regulations, the 
prevention of abrupt changes in rates and especially 
the enforcement of reasonable procedures for hearing 
shippers' complaints and requests and the guarantee 
of entry into conference membership to suitably 
qualified outsiders. If procedures for hearing com
plaints were to be standardized and rationalized, it 
would be essential that shippers, shipowners and other 
parties concerned should have easy access to con
ference tariff rates and regulations. Unless this is done, 
it is impossible even to begin to form an opinion of 
the structure and reasonableness of rates, and it 
would be a convenience to shippers and shipowners. 

57. Some provisions of the 1961 United States 
legislation have been the subject of considerable 
controversy and criticism in shipping and government 
circles in other maritime countries, on the ground 
that they would make the operation of the conference 
system cumbersome and inefficient. With particular 
regard to the provisions on freight rates, it has been 
stated that they are lacking in precision. In the 
absence of adequate criteria to determine the eco
nomic level of rates, i.e., what would make a certain 
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rate "too high" or "too low", or "detrimental" to 
the commerce of the United States. It is believed by 
some critics that these provisions might be inter
preted to mean that differences in the cost of transport 
on the price of commodities entering international 
trade should be neutralized, or that shipowners 
carrying United States exports have an overriding 
patriotic duty to promote sales abroad. 

58. According to data collected by the Douglas 
Committee, ocean freight rates from the United 
States to Europe and other parts of the world, for 
identical or similar commodities, were found to be 
higher than rates in the opposite direction to the 
United States. Moreover, rates from the United 
States to nearby destinations were found to be often 
higher than comparable rates from Europe on a 
much longer haul. These discrepancies were stated to 
have seriously affected certain United States export 
trades. 

59. Further discussion of these controversial 
matters would be out of place in this preliminary 
report, but some observations may be made with 
regard to factors that might account for such or 
similar discrepancies in rates. 

60. A variety of factors may account for this 
discrepancy: 

(a) The volume of liner cargo moving from 
country A to destination B may be greatly in excess 
of the volume of liner cargo from B to A. Con
sequently, demand for shipping space from A to 
B may be larger in relation to supply. 

(b) Conference traffic from B to A may be more 
exposed to competition from tramps and indepen
dents than traffic from A to B. Certain features of 
United States commercial policy certainly dis
courage competition from tramps and independents 
on outward traffic from the United States. 

(c) Certain incidental costs in A may be higher 
than in B and this may be reflected more in rates 
from A than in the inbound rate. 

(d) Shippers from B to A are likely to consider 
the freight rate and A's import duty as one single 
hurdle. If A's tariff is high-the United States 
tariff is high-shipowners will be under pressure 
to make compensatory adjustments in freight 
rates. 

(e) As a rule, one conference operates from A to 
B and another conference, often with similar but 
rarely with identical membership, operates from 
B to A. This is sufficient to introduce anomalies. 
61. From a broad international point of view 

some aspects of the 1961 United States legislations 
have been objected to on the ground that they might 
confer upon a US Government agency the role of an 
arbiter of what is beneficial or detrimental to the 
commerce not only of the United States, but of all 
other maritime nations. Alternatively, if other 
countries followed the example of the United States 
and reserved the right to review freight rates not only 
of their own but of other countries' shipping lines 
from the point of view of national commercial 
interest, conflict between the shipping interests and 

Governments of the maritime nations would be 
unavoidable. 

SECTION 6. TRAMP SffiPPING AND THE DEVELOPING 
COUNTRIES 

1. Section 1 of the report contained some indi
cation of the importance of tramp shipping as the 
main carrier of raw materials and commodities, 
particularly in relation to the trading needs of de
veloping countries. Some discussion of the general 
impact of tramp freight rate fluctuations on the foreign 
trade of developing countries was given in Section 2. 

SCOPE FOR TRAMP RATE STABILIZATION 

2. In the context of world shipping tonnage, the 
general scope for measures towards the further 
stabilization of tramp shipping rates tends to be 
limited since the open market for both dry cargo and 
petroleum is becoming an increasingly minor element 
in total world tonnage carried. In the case of petro
leum, out of the 1962 total world shipments of some 
615 million tons, over 500 million tons were accounted 

-for by integrated fleets and privately-owned tankers 
hired under long-term charter, and for this latter 
tonnage the freight rate is stabilized and unaffected by 
fluctuations on the open tramp market. Governmental 
cargoes accounted for a further 36 million tons. The 
remaining 79 million tons, constituting the open market 
sector, which is open to the persistent dangers of 
fluctuations, accounted for only some 13 per cent of 
total world petroleum tonnage carried by sea in 1962. 

3. The open dry-cargo market is somewhat wider. 
United Nations estimates put total dry-cargo carryings 
in 1962 at 585 million tons. Whilst no official statistics 
of liftings by scheduled cargo-liner services are avail
able, it is thought that total cargo tonnage carried by 
liners in 1962 was in the order of some 300 million 
tons; this is based upon the known tonnage of liners 
(some 40 per cent of world fleets) and the average 
length of haul. Liftings by integrated fleets and con
tractual tramps constitute a further 165 million tons, 
leaving some 120 million tons (or approximately one
fifth of world dry-cargo liftings) on the open tramp 
market (or time charter market, for periods ofless than 
one year). 

OBSTACLES TO TRAMP FREIGHT STABILIZATION 

4. The figures given above suggest that the open 
market is becoming more marginal in respect of the 
transport of much of the world's sea-borne trade, 
e.g., ores, coals. It is essential for the carriage of 
limited tonnages of those goods which are suitable for 
contractual tramping. But its prime function is to 
provide transport of those commodities whose move
ment is not capable of accurate prediction, notably 
grain. Tramp space must also be available to alleviate 
hardship caused by unpredicted climatic conditions or 
natural disasters-not only such calamities as floods 
and hurricanes, but also such events as severe winters 
causing a great upsurge in fuel needs. 

5. To meet these urgent calls for shipping space, 
which arise from time to time and cannot be covered 
by liner service or integrated fleets, there must be a 
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reserve of tramp shipping. Unless the size of that 
reserve fleet can be varied to meet cargo offerings, the 
cycle of booms and slumps in the tramp freight market 
is inevitable. Arrangements have also to be made to 
ensure that the part of world tramp shipping placed in 
the reserve fleet, i.e., laid-up, does not depress voyage 
freights. This presupposes some machinery to control 
the bringing back into commission of laid-up ships. 

6. An example of how such a scheme might work 
is given by the action of the US President during the 
Korean War. In the spring of 1951, the coal freight 
from Hampton Roads to Rotterdam rose to just under 
lOOs. ($14) a ton. To stem the increase, the President 
ordered the commissioning of a large block of 
"Liberty" ships from the Strategic Reserve Fleet. The 
effect was immediate and resulted in a drop of 25s. 
($3.50) a ton in the coal freight to Europe and no 
higher payment than 75s. {$10.50) a ton during the 
remainder of the war. 

7. A condition of any general regulatory scheme 
involving the deliberate and planned laying-up of 
tramp ships is that the owners of the idle vessels 
receive compensation out of the trading receipts of 
those ships still working. This was the basis of a 
scheme operated with a fair degree of success by the 
Chamber of Shipping of the United Kingdom in the 
Great Depression of the early 1930s. Fixed minimum 
tramp freights were imposed in leading voyages and a 
levy on them provided funds for the pool out of which 
the owners of idle ships were paid compensation. 

8. Similar ideas underlie two current schemes, 
covering open market tankers and dry cargo tramps. 
The scheme for the stabilization of tanker rates 
announced in May 1963 and operated by the Inter
national Tanker Owners' Association Ltd. has re
ceived the support of shipowners controlling some 55 
per cent of total unfixed independent tanker tonnage. 
It provides for specific payments into a fund and 
specific rates of allowance for ships sold for scrap, the 
scales being graded according to size. The general 
purpose of the scheme is to relate the volume of 
available tonnage to the volume of traffic moving, 
with the object of preventing tanker freight rates from 
falling below a reasonable level. It is hoped that 
sufficient inducements are given in the scheme to 
encourage tanker owners to lay up tanker tonnage 
that is surplus to cargo requirements, as well as the 
scrapping of absolescent or less efficient tanker 
tonnage. At the same time the scheme, to be fully 
successful, must be sufficiently flexible to induce 
owners to lay up and to take vessels out of lay-up, in 
line with fluctuations in seasonal transport require
ments. At this stage it is too early to say how 
successful that scheme will be in operation. 

DRY CARGO TRAMP TONNAGE STABILIZATION SCHEME 

9. The difficulties facing agreement on a dry cargo 
tramp rate stabilization scheme are more numerous 
and far ranging than encountered in the above tanker 
scheme, given the wide heterogeneity of the dry cargo 
tramp market. Fluctuations in world sea-borne trade 
are likely to remain persistent in future years; it is 
difficult to see how they can be avoided, even with the 
assistance of world commodity schemes. According 

to United Nations statistics, world sea-borne trade 
increased at an average rate of 6 per cent per annum 
on the base year 1937 for the 25 years to 1961. But the 
growth has not been steady. In the case of dry cargo, 
1951 movements were 28 per cent above those of 1950, 
due to stockpiling during the Korean War. In 1952 
they were 3 per cent below the 1951 total. In 1955 
(European fuel crisis), shipments went up by 17 per 
cent compared with 1954. In 1958 dry cargo move
ments were 9 per cent lower than in 1957; 1960 saw 
a 10 per cent gain on 1959, mainly due to an increase 
in ore shipments. But in 1961 the increase on 1960 was 
only of 4 per cent, largely because of decreased steel 
production. 

I 0. The dry cargo tramp rate stabilization scheme, 
to be administered by the International Tonnage 
Stabilization Association Limited, remains still in the 
draft state. It closely resembles the tanker scheme in 
its aims and provisions. Its purpose is to relate the 
available tonnage of deep sea dry cargo tramps to the 
volume of traffic moving, whilst leaving individual 
owners freedom to operate at whatever they regard 
as economic rates of freight. Any suggestion of 
imposing minimum freight rates, as suggested in an 
earlier scheme proposed by Greek shipping interests, 
is rejected. Shipowners contribute into a common pool, 
on the basis of dead-weight tonnage of the ships from 
which contributions are due. The proceeds of these 
contributions are used firstly as contribution pay
ments for laid-up tonnage (thus encouraging owners to 
take and keep surplus tonnage off the market) and 
secondly in compensation payments for tonnage sold 
or destined for break-up (thus encouraging owners to 
scrap existing uneconomic tonnage). 

11. The operation of the scheme, it is thought, 
would result in the automatic rise in freight charges 
by which all shipowners should benefit (though not 
necessarily shippers); the owners of trading tonnage 
would make provision in their voyage estimates for 
the amount of their contributions to the pool and 
would not accept a rate unless they were satisfied that 
they would be in at least as favourable a position 
as they would be by drawing laid-up allowances from 
the pool. 

12. From the shippers' point of view, the advan
tage of a more stable level of freight rates accruing 
from the scheme, must be set against the inevitable 
increase in the average level of freight rates; moreover, 
there is nothing to indicate that the scheme would be 
viable in times of boom conditions and rising freight 
rates. To that extent, the shipper has no protection 
against excessive freight rates in times of boom, whilst 
in times of recession some rise in the average level of 
freight rates is to be expected. 

13. The scheme was planned to cater primarily 
for recession conditions; now that tramp freight rates 
have risen to profitable levels following the 6t year 
recession in the industry, there is at present much less 
incentive for shipowners to co-operate. Dry cargo 
operators have been shy of co-operation in post-war 
years, and even if industry was not at last emerging 
out of recession, the chances of agreement would not 
be over-favourable. World fleets are now more than 
twice the size they were in the 1930s and ownership 
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is far more diversified. Tax-free and convenience flags 
did not exist in the earlier slump and shipowning was 
concentrated mainly in the hands of the "traditional 
maritime nations" .45 

14. It would seem that to be effective any laying-up 
scheme needs government backing on a wide inter
national scale, including all the major maritime 
nations. However, if tramp freights are to be regulated 
it is useless to concentrate exclusively on existing 
fleets. Means must be found to regulate the supply 
of new vessels. With every major shipbuilding nation 
now employing artificial means to aid its shipyards, 
this is a problem only capable of a political solution, 
internationally and at the highest level. 

PART III 

SECTION 7. SUMMARY AND CONCLUSIONS 

1. THE BASIC PRINCIPLES, POLICIES AND PRACTICES 
RELATING TO RATE DETERMINATION, METHODS OF 
OPERATION, FORMS OF SERVICES, ETC., IN OCEAN 
SHIPPING 

(1) Tramp shipping; voyage and time charters 

1. Tramp shipping, unlike the cargo liner, does 
not work to fixed sailing schedules; it is free to ply 
any route and does not charge fixed freight rates. The 
world freight market for tramp shipping is in general 
a single free market, with its main centre in London. 
On the Baltic Exchange as in other shipping centres 
shipowners meet the cargo interests, either directly 
or through agents, and strike bargains, based on the 
state of supply and demand, as to the freight to be 
paid. Under a voyage charter the rate is fixed, usually 
per ton, and the shipper normally pays no other costs. 
It is also possible to charter for consecutive voyages 
and for the lifting of specific tonnages, and this is of 
interest to shippers when freight rates are rising. 

2. Under a time charter the hirer does not pay 
freight in relation to the tonnage carried or the dis
tance covered, but pays a rate of hire per ton of 
carrying capacity. The hirer or charterer pays such 
operating expenses as port charges, bunkers and 
handling costs.46 The hirer is free to use the vessel on 
any routes not excluded by the charter for the term 
agreed. Time charters are often taken by the liner 
companies to meet peak demand. 

3. Open market freight rates tend to follow a 
pattern of boom and slump, and are particularly 
sensitive to political events. Rising demand in one 
commodity market or on one sea route can often set 
off a general upwards spiral, but over-capacity has 
been a characteristic of the tramp market since 1958. 

45 Tramp shipping of developing countries is however of very 
little importance; the development of the merchant marines of these 
countries is almost exclusively limited to cargo-liner operations 
and integrated fleets Glf tankers, including long term charters thereof. 
With regard to the possibility for developing countries of shipping 
a greater proportion of their liner-commodities in tramps, see para. 
28 in section 5 above. 

46 A special type of charter is the so-called bare boat charter, 
which turns over the full control and operation of the ship to the 
charterers, for either a fixed term or a particular voyage. 

4. The great bulk of open-market dry-cargo 
tramp chartering is made up of thirteen basic com
modities: grain and seeds, ores, coal and coke, sugar, 
metals/scrap, timber/wood products, fertilizers, phos
phates, pyrites, sulphur, copra, cement and esparto. 
With regard to oil, close to 90 per cent is transported 
in directly-owned tanker fleets of the large oil cor
porations and in tankers hired by them on a long
term basis. 

(2) Liner and regular services; the shipping 
conferences; "outsiders" in regular services 

5. Liner operational methods have remained 
largely unchanged since before 1939. Unlike the tramp 
owner, the liner owner is bound to service specific 
routes on advertised dates; ships must therefore 
sometimes sail without a full cargo, and at other times 
in order to maintain goodwill the owners must hire 
tramps to provide extra capacity. Faster ships and 
higher technical standards, together with the necessity 
to maintain full-time offices at all ports of call, make 
the operational costs of liners higher than for tramps. 

6. The need for regular cargo liner services is 
indisputable, as they alone can accommodate the 
thousand-and-one items which make up a general 
cargo. The longer the voyage, the greater is the need 
for liners. With very few exceptions, liner companies 
form part of shipping conferences which fix conference 
tariff rates to be applied by all member lines, and also 
allot to each member line a number of "sailings" from 
each port each month, or on a yearly basis. In some 
cases, conferences also include traffic sharing arrange
ments. 

7. There is no bargaining over liner freight rates. 
Through the conference system tariffs are fixed for 
several classes of goods, on the basis of information 
collected by the conference's specialist committees. 
Rates are normally valid for at least six months, and 
are much less subject to fluctuation than tramp rates; 
they may remain stable for even longer periods, but, 
according to circumstances, they are subject to short
term changes, including the imposition of surcharges, 
usually as a consequence of changes of conditions in 
particular ports. Differential rates are offered to 
shippers using conference lines exclusively, in an 
attempt to reduce the opportunities for outsiders 
accepting cargo at below tariff rates at times of low 
demand for shipping. 

(3) New developments in ocean shipping services 

8. The doubling of world dry-cargo movements 
between 1951 and 1961 led to various new develop
ments in shipping which have involved a decline in the 
relative importance of the open tramp market. The 
pattern of development in oil transport, of specialized 
carriers either owned by the oil companies or hired 
by them from independent owners on a long-term 
basis (contractual tramping), has been copied by dry
cargo interests, particularly for the shipment of ores. 
Integrated fleets and contractual tramping ensure 
the regular services needed by the steel makers, for 
example, and reduce fluctuations in freight rates. The 
steel makers now use the open tramp market only for 
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their marginal requirements. These methods of 
shipping are also being applied to other cargoes 
moved in relatively regular volumes. 

9. Other new developments in shipping services 
have been in the technical field, in speed, in loading 
and discharging methods, and in increased tonnage. 
These have had most effect on specialized carriers, the 
expansion of tramp and liner tonnage being limited 
in many cases by port facilities. There has also been 
considerable development of specialized vessels able 
to carry commodities not previously transportable by 
sea. 

2. THE IMPACT AND INCIDENCE OF MARITIME FREIGHT 
RATES, THEIR LEVEL, STRUCTURE AND FLUCTUATIONS, 
ON THE FOREIGN TRADE OF DEVELOPING COUNTRIES 

(1) The incidence of freight charges 
on total exports and imports 

10. Adequate statistical information on the in
cidence of freight charges on total exports was only 
available for four out of the seven developing coun
tries studied. The main indications of the available 
statistics are that the incidence of freight charges on the 
f.o.b. value of exports varies between 3 and 8 per cent 
for countries exporting mainly the lighter, high 
volume primary commodities, while for countries 
exporting mainly heavy bulk commodities, it is likely 
to be over 20 per cent. Over the five-year period, the 
higher freight rates charged in 1960 were more than 
balanced by the higher prices obtained for primary 
commodities, so that the over-all incidence declined, 
but in 1962 the over-all incidence tended to be 
appreciably higher than in 1958, partly as a result of 
higher freight rates but mainly because of lower 
commodity prices. 

11. Information is more readily available on the 
incidence of freight charges on imports, as they are 
normally included in balance of payments figures. 
International Monetary Fund (IMF) statistics and 
additional estimates suggest a range of incidence of 
between a 4.6 per cent and 13 per cent in 1961; five 
countries fell within a narrower range of between 
9 and 13 per cent. Of the two countries with an un
typically low incidence of freight charges on imports, 
Morocco may be benefiting from its nearness to its 
main supplier, while there may be some correlation 
between a low percentage of machinery and vehicles 
in the total import bill and a low incidence of freight 
charges. The incidence of freight on imports showed 
little change over the five-year period. 

12. For developing countries as a whole, the 
incidence of freight charges on their international 
trade is however quite considerable. Total imports and 
exports (f.o.b.) of developing countries, for which 
IMF data were available, amounted in 1961 to 
$23,626 and $22,944 million respectively. Total 
freight charges on imports, according to IMF data, 
amounted to $2327 million, and total freight charges 
on exports may be estimated at $2750 million. 
Considering the importance of heavy bulk and low 
unit-value commodities in the export of several 
developing countries, the percentage of freight charges 
on exports is probably somewhat higher than on 

imports. If account is taken of the duplication resulting 
from foreign trade between developing countries 
themselves, total freight charges on the international 
trade between developing and developed countries 
may be estimated for 1961 at $4700 million. However, 
the above statistical data and estimates do not include 
all developing countries. A rough estimate for all 
developing countries of total freight charges on their 
international trade, including trade between these 
countries, would come close to $6000 million in 1961. 

13. In view of the importance of freight charges 
in the international trade of developing countries, 
consideration might perhaps be given by developed 
countries to the provision, in the form of international 
aid, of free or subsidized shipping services to develop
ing countries, provided of course that this would not 
conflict with the requirements of a reasonable and 
legitimate development of the national merchant 
marines of these countries. 

(2) The incidence of freight charges on exports 
and imports of some major commodities 

14. The incidence of freight charges on the f.o.b. 
value of exports of the seven commodities covered 
ranges from less than 2 per cent on cotton, the lightest 
bulky liner commodity, to some 40 per cent on iron 
ore and phosphates, the heavy bulk commodities. 
The incidence of freight charges on the other liner 
commodities, coffee, rubber and tea, has varied over 
the five-year period from just under 4 per cent to just 
over 6 per cent, while that on sugar, carried by liners 
but at open rates, has been maintained at a relatively 
steady level of between 7 and 8 per cent. 

(3) The importance of freight charges to the 
trade of developing countries 

15. With the main exception of a number of 
heavy bulk and low-unit value commodities, the level 
and fluctuations in commodity freight rates generally 
play a relatively minor part in influencing c.i.f. prices, 
and their effect on prices to the final consumer will be 
small. However, although from a purely statistical 
point of view this is broadly correct, it may be said 
that similar conclusions would apply to many other 
cost factors. Even relatively small fluctuations of 
freight may have repercussions on the net price or 
even more on the profit margin accruing to producers 
in developing countries. This is of particular impor
tance in periods of declining commodity prices co
inciding with periods of stable or increasing freight 
rates, as has indeed been the case in most recent years. 
Complaints about freight rates by exporting countries 
will therefore naturally also arise when any even 
marginal addition to c.i.f. prices is to be avoided, 
as when the commodity concerned is faced with severe 
competition. Freight rates can be of importance when 
a primary commodity is attempting to maintain its 
sales against those of a substitute synthetic product, 
or when exports from another and cheaper (or nearer) 
producer are competing in the same market. The 
problems described as arising from the level and 
structure of freight rates in the seven countries 
covered in this report generally fell into this category. 
Since these problems are essentially those of the 
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competition of developing countries with each other, 
it is difficult to see any over-all solution to them. This 
would certainly require a more exhaustive investi
gation of the structure and reasonableness of freight 
rates. 

16. In any case, the over-all incidence of freight 
charges on the foreign trade of developing areas is of 
such magnitude that any general measures taken to 
reduce these costs would be of substantial benefit to 
the areas in question, with respect to the conditions 
of their foreign trade, their capacity to import and 
their balance of payments position. With regard to 
their imports, they should result in an over-all price 
reduction, which would be of particular significance 
for their economic development programmes re
quiring large imports inter alia of manufactured 
products, capital goods and equipment. In view of the 
preliminary character of this report and the short time 
available, it has not been possible to collect and 
analyse data on freight charges for these goods in the 
trade between developing and developed areas. 
Although they probably average about 10 per cent of 
f.o.b. value, these charges may range from low (less 
than 5 per cent) percentages for certain types of high
value machinery to 20 per cent or more for certain 
steel products. 

3. THE DEVELOPMENT OF MERCHANT MARINES OF 
DEVELOPING COUNTRIES AND THE IMPACT AND 
INCIDENCE THEREOF ON THE BALANCE OF PAYMENTS 
OF THE COUNTRIES CONCERNED 

(1) A general survey of the transport account 
in the balance of payments of developing 

countries 

17. In 1961, a large number of developing coun
tries, for which data were available in the IMF balance 
of payments statistics, had an over-all deficit in their 
transport account of $1826 million, of which more than 
one-third corresponded to Latin America only. With 
regard to freight and marine merchandise insurance, 
their over-all unfavourable balance amounted to 
$2075 million, of which $1884 million for freight and 
$191 million for insurance. On payments and receipts 
related to "other transportation", which covers mainly 
passenger fares and port and related disbursements, 
developing countries had however a favourable balance 
of $249 million. The unfavourable balance ($1826 
million) on the transport account respresents 40 per 
cent of the total unfavourable balance ($4570 million) 
on the services' account, and 34.8 per cent of the 
total unfavourable balance for goods and services 
combined ( $5252 million). 

18. Total freight revenue, on international ship
ments, of shipping companies of developing countries 
amounted however to only $443 million, i.e., about 
9 per cent of total freight charges on their foreign 
trade. An increasing participation of merchant 
marines of developing countries in the carriage of 
their foreign trade would therefore certainly improve 
their balance-of-payments position. Nevertheless, in 
appreciating this potential account must also be taken, 
inter alia, of the fact that a sizable share of gross 

freight revenue of a merchant marine is absorbed by 
payments abroad for port and related disbursements. 

(2) The growth of merchant shipping in the world 
and in developing countries 

19. In 1962 the merchant fleets of developing 
countries represented only 5.7 per cent of the total 
tonnage of world shipping. Over the past decade, 
this percentage increased only very slightly; in 1952, 
the relevant proportion was about 5.1 per cent. During 
the same period, total world tonnage increased by 
about 49 million gross tons, while the tonnage of 
developing countries increased by less than 3.5 million 
tons. 

20. Many of the problems related to developing 
countries, dealt with in this report, naturally derive, 
on the one hand, from the enormous concentration of 
shipping in the developed nations and, on the other 
hand, from the dependence of developing countries 
on ocean shipping and the importance of ocean 
transport conditions for their foreign trade. It may be 
noted further that even among developing countries, 
the merchant fleets of nine of them-Argentina, 
Brazil, India, Indonesia, Israel, Pakistan, the Philip
pines, Turk~y and Venezuela-represent close to 75 
per cent of the total tonnage of all developing coun
tries. 

(3) The development of merchant marines 
of developing countries 

21. Developing countries have so far established 
merchant marines on various grounds and motives 
related to such factors as: economic independence 
and security; national defence; improvement of the 
balance-of-payments; monopolistic practices and rate 
structures of shipping conferences; regional factors 
related to the improvement and control of shipping 
services with neighbouring countries; prestige factors; 
and factors related to the importance of a merchant 
marine for general economic development. In several 
respects, these iuo_tives are the same as those which 
prompted developed countries to develop their mer
chant marines in the past. 

22. Among the eleven developing countries con
sidered in this report, Israel, the Philippines, Nigeria, 
Morocco and the Sudan have all increased their 
merchant marine tonnage very sharply, and Brazil 
and Chile by appreciable amounts, over the last ten 
years. Israeli ships now carry 46 per cent of the total 
of Israel's foreign trade and the Philippine merchant 
marine has increased its share from three to over 16 
per cent. The percentage of foreign trade carried by 
Chilean vessels has however declined to 15 per cent, 
and the percentage carried by national ships in the 
other countries is in each case still very small. 

(4) Promotion of merchant marines 

23. The Governments of developing countries 
have taken direct action to establish national marines, 
either by legislation or by participation in existing 
shipping companies. National merchant marines have 
also been encouraged to develop through flag dis
crimination, sometimes under bilateral trade treaties 
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and otherwise by unilateral government action re
serving a proportion of trade to national shipping, 
giving preferential treatment over port charges, etc., 
withholding export or import licences from other 
shipping lines, manipulating exchange control or 
simply by administrative pressure. Subsidies have also 
been used, given either for shipbuilding or towards 
operating costs. 

24. Among the developing countries with mer
chant marines covered in this report, flag discrimina
tion has been used to encourage their development 
by Chile, Israel, the Philippines, Brazil and Morocco, 
though not by Nigeria or the Sudan. Subsidies have 
also been provided in various forms by the Israeli, 
Moroccan and Brazilian Governments. 

25. It should be remembered, however, that these 
promotion techniques are not exclusive to developing 
countries, for most of the industrialized nations, with 
few exceptions, discriminate in favour of or otherwise 
promote their shipping interests. In so far at least as 
developing countries are concerned, flag discrimina
tory measures are primarily a device or instrument 
for the protection and promotion of the development 
of their merchant marines, on the various grounds set 
forth above. They are in the matter of ocean shipping 
similar or even identical to the protective or promo
tional measures that may be adopted by developing 
countries for the development of their industrial or 
other activities. Flag discrimination in shipping in fact 
closely resembles quantitative restrictions in mer
chandise trade. All the considerations and arguments 
relative to the advantages and disadvantages of 
protective measures, including the possible drawbacks 
of excessive protection, are thus applicable mutatis 
mutandis to flag discrimination or other protective 
measures in the field of ocean shipping. 

(5) National investment, profitability and the foture 
development of the national merchant marines 

26. No information is available on the profitability 
of four of the merchant marines covered in this 
report. Of the other three, the Israeli marine is re
ported to show a low rate of earnings of foreign 
exchange in relation to capital as compared to manu
facturing industry. The Philippine lines are assumed 
to be making small profits in view of the figures 
available for four companies and the fact that ship
owners are reported to be defaulting on repayments 
of loans for the purchase of ships, and the Brazilian 
national line is run at a loss. Of all the countries 
concerned the Philippines is the only one to have 
decided against the further development of its mer
chant marine for the present. The other six countries 
with merchant marines all anticipate further develop
ment, and two countries without merchant marines 
of their own at the moment are considering their 
establishment. 

27. It should be remembered however that the 
data in the report cover only a small number of 
developing countries with merchant marines. While it 
is true that in some cases shipping companies of 
developing countries have registered large operating 
deficits, this is certainly not the case in other countries, 
such as Chile, Colombia and Venezuela. On the other 

hand, the profitability of shipping as an enterprise, 
whether private, mixed or governmental, should not be 
confused with its productivity in a broader sense, for 
the national economy as a whole, as examined in 
sub-section (9) below. 

(6) The impact and incidence of merchant 
marines in developing countries on their 

balance of payments 

28. The data on freight payments in the balance 
of payments of developing countries and the very 
small proportion of their foreign trade which is at 
present transported by their merchant marines 
undoubtedly reflect the considerable potentialities, 
through the substitution of imports and the increase of 
exports of transport services, which may lie for these 
countries in the further development of their merchant 
marines. 

29. The nature of the available IMF data in 
balance-of-payments statistics makes it however well 
nigh impossible to evaluate with some degree of 
precision the net foreign exchange earning capacity 
of the merchant marines of developing countries. Any 
comparative analysis of these data over a period of the 
last four or five years is moreover liable to produce 
very misleading conclusions. The main difficulty is 
related to the lack of, or the deficiencies of, the figures 
for the item of "other transportation" in IMF data. 
This item covers a great variety of payments and 
receipts related to passenger fares, time charters of 
ships and port and related disbursements of ships 
abroad (loading and unloading, bunkering, repairs and 
maintenance, etc.). 

30. It is however well known that port and related 
disbursements of ships abroad absorb a large per
centage of the gross freight revenue of ocean carriers. 
According to rough estimates of the secretariat of the 
Economic Commission for Latin America (ECLA), 
based on IMF data for some countries, more than 50 
per cent, and perhaps close to 60 per cent, of the gross 
revenue of Latin American shipping companies is 
absorbed by port and related disbursements abroad 
and payments for time charters. This high percentage 
is however also partly due to substantial payments 
abroad corresponding to repairs and maintenance of 
vessels. It should further be mentioned that it was not 
possible to take into account, in these estimates, 
payments related to the purchase of ships abroad or to ~ 
insurance of ships abroad. 

31. It must however be stressed that the above 
estimates are no more than very rough approximations, 
and that more precise figures are necessary when it is a 
question of comparing the potential net foreign 
exchange earning capacity of investments in the 
merchant marines with that of investments in other 
sectors of the economy. 

32. In the light of such estimates and considera
tions, it is often argued that the net foreign exchange 
earning capacity of merchant marines, as compared 
with other important economic development pro
jects, is probably rather modest, and that from this 
point of view at least investments in merchant marines 
would not deserve a high priority in economic develop
ment programmes. Whatever the case, this range of 
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problems requires much more detailed attention than 
has been given to them hitherto, if investments in 
merchant marines by developing countries are to be 
guided by rational economic considerations and 
criteria. 

(7) The influence on shipping conferences 
exercised by the shipping lines and other 

organizations in developing countries 

33. The report describes the methods employed 
in this connexion in ten countries. The data and 
information collected are too sketchy to warrant any 
precise conclusions for developing countries as a whole. 
Indeed, of the ten countries concerned, four have 
practically no merchant marine and in a fifth country 
the merchant marine is very small and of recent origin. 
Nevertheless, it is clear that in four of the countries 
covered, national shipping companies have influenced 
freight rates to a varying extent, either as conference 
members or in competition with conference lines. 
The information further clearly showed the consider
able scope for influencing conference rates and policies 
in the case of Governments and shippers' associations, 
marketing boards, etc.; through the exercise of 
"countervailing power" in negotiations with confer
ences. 

(8) The attitude of developed countries towards 
the development of merchant marines by the 

developing countries 

34. It is clear, from all information available, that 
the developed maritime nations do not approve of the 
policies followed by many developing countries for the 
promotion or protection of their merchant marines. 
In developed countries, the opinion prevails that for 
various reasons, in particular the high ratio of capital 
to labour, investments in merchant marines would 
deserve at best only a relatively low priority, in view of 
the chronic shortage of capital and the large labour 
surplus in most if not all developing countries, and 
that the efforts of these countries should be directed 
in the first place to the improvement of their ports. 
Opposition is particularly strong in developed coun
tries to the discriminatory measures adopted by many 
developing countries for the promotion of their 
merchant marines. This attitude may naturally be due 
in part to the traditional interests of shipping in
dustries in developed nations and their fear of in
creased competition in an industry which is stated to 
have been working below capacity for the last six 
years. However, the Federal Republic of Germany 
is so far the only important European maritime nation 
to have passed retaliatory legislation against the 
shipping of some developing countries. 

35. The issue is further confused by the fact that 
flag discriminatory measures and other practices, such 
as subsidies and the use of flags of convenience, etc., 
are to a greater or lesser extent resorted to by a 
number of developed maritime nations. Further 
indications regarding the attitude of some of the main 
maritime nations' flag discrimination are given in the 
report. 

36. Outright condemnations of discriminatory 
practices are usually based on the view that ocean 

shipping is pre-eminently an international service or 
industry which can best contribute to world trade and 
development in conditi9ns of competitive freedom 
without government restrictions. These views imply 
however that ocean navigation should be governed 
in all cases by the principles or rules of absolute free 
trade. More guarded and qualified unofficial views 
have however also been expressed in western European 
countries with regard to the significance and impli
cations of flag discriminatory practices by developing 
nations. 

(9) Final observations related to the develop
ment of merchant marines of developing 

countries 

37. One of the main conclusions emerging from 
the report is that two main avenues of action are open 
to developing countries in the field of ocean shipping. 
These avenues of action are not mutually exclusive 
but complementary, although the relative extent to 
which developing countries could resort to them may 
reasonably be expected to vary according to the 
particular circumstances in each case. 

38. In any case, where the expansion of the mer
chant marines of developing countries might un
favourably affect the economy of ocean shipping in 
some industrialized nations, it may be argued that this 
situation would be very similar to that of some of 
their industries, as a consequence of increased exports 
of semi-manufactured and manufactured goods by 
developing countries. It has already been suggested 
that where industries and new exports could be 
developed on a sound ,economic basis by developing 
countries, developed countries might grant some 
preferential treatment to these exports. Consequently, 
where developing countries are in a position to expand 
their merchant marines, on a solid economic basis, 
a similar preferential treatment might well be en
visaged, including a reasonable degree of flag dis
crimination. 

39. The first course of action, which would be 
open to all developing countries, would be concerned 
with measures for the provision of "countervailing 
power". This would call for the creation or streng
thening of negotiation machinery between the confer
ences and developing nations. This could be provided 
on a national and where possible or advisable on a 
regional scale, by arrangements for negotiations 
between the conferences and the national Governments 
or agencies, shippers and trade associations, the 
marketing boards for primary products, etc. There is 
also a case for some international supervision of the 
rates charged to the developing nations; the creation 
of such international machinery could follow from the 
establishment of national or regional negotiating 
machinery between the conferences and the developing 
nations. 

40. The second course of action would be con
cerned with the establishment or further development 
of their merchant marines by developing nations. 
Generalization in this respect is however particularly 
difficult. The extent to which it may be possible to 
justify this course of action by developing countries, 
at least on economic grounds, is bound to vary a 
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great deal, in vi~w of the extreme heterogeneity of the 
relevant conditwns in these countries; decisions in 
this respect will depend on considerations regarding 
the relative priority of investments in the merchant 
marine in economic development programmes. 

41. The problem of the relative priority of invest
ments in merchant marines consequently raises the 
whole problem of the criteria determining the order 
of priority of investments and their allocation in 
economic development programmes. While the general 
guiding principles in this respect, such as the maximi
zation of current and/or future output, of the volume 
of employment generated and of the net foreign 
exchange earning capacity are fairly clear, their 
practical application is of course fraught with great 
difficulties. 

42. With particular regard to investments in 
merchant marines, it is often argued that, in view of 
their high capital coefficient and their correspondingly 
low labour-absorbing coefficient, as well as their 
(alleged) rather modest net foreign exchange earning 
capacity, such investments would not deserve, under 
the present circumstances, a high priority in most of 
the developing countries. Although these are weighty 
arguments, it should be remembered that, because of 
the interdependence and complementary character of 
investments, sectoral capital or employment coeffi
cients have a much more limited bearing or signifi
cance than the over-all coefficients. The question 
arises as to what extent investments in the merchant 
marine would constitute a key or strategic project, 
likely to generate further growth in the economy as a 
whole, or to promote in various ways, as indicated 
elsewhere in this report, the foreign trade of developing 
countries. Of particular importance in this connexion 
are also the links between a merchant marine and 
complementary and satellite industries, such as ship
building and repairs, etc. Even granting that frequently 
investments in merchant marines may not deserve a 
high priority, it would be rash to conclude forthwith 
that their priority is necessarily a l_C?w one. 

43. It is consequently difficult to reach clear-cut 
conclusions except that the problem of the develop
ment of merchant marines requires in each case a 
careful study. The tentative view may however be 
advanced that if all developing countries, or even a 
substantial majority of them, attempted to develop 
their own merchant marines, such a policy might well 
involve a substantial waste of capital and higher 
operating costs for all of them. It might therefore be 
advisable in many cases for these countries to approach 
the problem of the development of their merchant 
marines from a regional point of view, on the basis of 
regional operating arrangements or regional com
panies, associating various countries, as suggested in 
the report. 

44. For some developing countries, in particular 
some newly-independent countries, another course of 
action, not necessarily excluding the foregoing, may be 
the establishment, with their co-operation and 
participation, of subsidiary companies of the shipping 
enterprises of the industrialized nations. Still another 
method would be the formation by some developing 
countries of an association or company to charter 

vessels, preferably perhaps on a long-term basis, for 
the carriage of their exports of primary products and 
minerals. An interesting example of such an arrange
ment is provided in Morocco for the carriage of 
phosphates. 

45. In any case, as already indicated in sub
section (6) above, this range of problems urgently 
requires further investigation in developing countries. 

4. ANALYSIS AND EVALUATION OF POSSIBLE MEASURES 
TOWARDS THE REDUCTION OF COSTS IN THE OPERATION 
OF OCEAN SHIPPING SERVICES AND CORRESPONDINGLY 
OF OCEAN FREIGHT RATES 

46: In general, transport costs constitute only a 
relattvely small proportion of the delivered prices of 
goods entering international trade, and freight rates 
themselves or at least the cost of movement properly 
speaking, are but one part of total transport costs. 
Particular attention should be focused on the possi
bilities of reducing costs incurred in ports, partly 
because these costs are the most important element in 
total international transport costs (and themselves 
strongly influence freight rates), but also because it is 
in this sector that considerable scope for cost reduction 
lies. In particular, the need to speed up the average 
turn-round time of shipping in ports is very apparent, 
given the fact that some 60 per cent of a cargo liner's 
working year, for example, is actually spent in port. 

47. Important as the problems of developing new 
techniques and improved operation methods may be 
in the field of cargo-handling activity for mature 
ports in industrialized economies, for ports in many 
developing countries such questions must necessarily 
take second place to the more basic problem of en
suring that the capacity of the port is adequate to meet 
the growing needs of traffic. 

48. The numerous calls on limited capital funds, 
inadequate facilities for forecasting future port traffics 
as well as general uncertainty as to future port needs, 
all tend to make even go-ahead port managements in 
developing countries wait for definite evidence of the 
need for extended or improved port facilities before 
taking any action. Yet if congestion is to be avoided, 
port facilities must be established somewhat ahead 
of actual demand. On the other hand, the opportunity 
cost of maintaining idle port capacity, resulting from 
the too-rapid development of port facilities, will be 
particularly high in developing countries, given the 
many pressing alternative uses for the large capital 
sums involved. For these reasons, research on an 
international basis might be initiated to isolate 
particular ports which may tend to become serious 
bottlenecks in the international transport process, 
the primary purpose being to anticipate needs ahead 
of actual demand-a task often difficult in a number 
of developing countries themselves where the technical 
skills and wider perspectives may be lacking. 

49. The method of financing improvements in port 
infra-structure varies from country to country and 
sometimes from port to port within a country. Often 
users bear the long run costs; sometimes it is the 
State that bears the incidence of the capital charges 
involved. There is a strong case for the State to regard 



282 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

large-scale port developments as items of social over
head capital, particularly in developing countries, thus 
bearing the main burden of financing the necessary 
investments with a minimum of disturbance, via 
higher port costs, to the flow of traffic through the 
ports. 

50. Organizational factors in ports may tend to 
increase the incidence of ships' delay and congestion, 
and may tend to result in below optimum use of 
existing port facilities; the use of transit sheds as free 
storage warehouses provides a ready example. The 
general lack of adequately-trained managerial and 
administrative personnel in developing countries 
applies as much to ports as to other sectors. More 
could be done through United Nations technical 
assistance to improve . knowledge and practice of 
port operation in developing countries, mainly 
through the provision on a Consultancy basis of 
personnel from mature ports spending short periods in 
the developing countries working alongside national 
counterparts. 

51. There is an important distinction between the 
time-saving and cost-saving aspects of improvements 
in the cargo handling process. Thus there is no reason 
why a shipowner or cargo interest should not be 
prepared to pay more for cargo handling if a signi
ficant amount of time is saved. The distinction is also 
relevant to the situation in which dock labour is 
resistant to a reduction in the amount of labour 
employed per unit tonnage or discharged; capital 
expenditure may be justified for its time-saving 
characteristics, although it is not possible to take full 
advantage of its labour saving potential. 

52. There are six groups or parties which may 
benefit from the introduction of cargo handling 
economies: the port authority, the stevedore and 
porterage companies, shipping companies, shippers 
and consignors and dock labour. As it is very unlikely 
that any benefits will accrue equally to each of these 
groups, it may be necessary to persuade all of the 
interested groups to agree to a change. In the context 
of a system in which different shipping companies use 
many ports and each port pursues its own develop
ment policy, the problem is even more acute. Some 
means ofliaison may be found through the mechanism 
of a port users' association, already in operation in 
some ports, to the profit of all concerned. 

53. Improved conditions in port operation often 
have resulted in the suspension of conference sur
charges; this could well set a pattern for the negotia
tion of reductions from actual conference freight 
rates themselves when shipping costs incurred in 
ports are significantly reduced. Discussion between the 
interested parties, particularly the port authorities and 
shipowners, would be fruitful preceding the imple
mentation, even the planning of port improvement 
projects-a port users' association might be the right 
medium. In this way shipping companies could gauge 
more clearly the longer run conditions under which 
their ships will be operating on specific routes and this 
foreknowledge might ease the task of reapportioning 
rates on particular routes and for particular com
modities, via the conference system, on those occasions 
when the opportunity arises. 

54. In any case, conferences and shipowners 
should recognize that the prospect of rapid translation 
of port cost reductions in lower freight rates may be an 
essential incentive for Governments in developing 
countries to take the necessary steps towards improve
ments in port operation. In particular, port improve
ments and cost reductions could be linked with the 
introduction by conferences of promotional freight 
rates, to develop new exports of semi-manufactured 
and manufactured products by developing countries. 
Finally, in view of the considerable impact of port 
conditions on the economy of shipping operations, 
efficient ports are of vital importance for the develop
ment of the merchant marines of developing countries. 

5. PROBLEMS RELATED TO THE MONOPOLISTIC POLICIES 
AND PRACTICES OF THE CONFERENCE SYSTEM, WITH 
PARTICULAR REFERENCE TO THE ECONOMIC DEVELOP
MENT AND FOREIGN TRADE OF DEVELOPING COUNTRIES 

(1) Introduction 

55. The conference system was evolved in the 
second half of the last century to remedy the inevitable 
limitations of competition as the basis for the provision 
of regular and reliable liner services. As indicated in 
sub-section (1) above, the need for such services is 
indisputable. To operate a regular service is by 
definition almost incompatible with the presence of 
interlopers and competition cannot be relied upon to 
furnish shippers with a time-table of services. Apart 
from the provision of regular services, the other main 
advantage of the conference-system is the elimination, 
to a large extent, of short-term fluctuations in tariffs. 
Both the provision of regular services and the rate
fixing functions of conferences involve an element 
of public service, or from another point of view of 
monopoly. These factors must be weighed against the 
possibly greater flexibility and inventiveness of in
dependent enterprises in liner shipping. 

(2) Competition and monopoly 

56. The monopolistic nature of the conference 
system is usually justified on the grounds that under 
competition the return on capital would be inadequate 
to keep the service going in good seasons as well as 
bad. This does not, however, answer the argument 
that under monopoly rates may be set at a more than 
adequate level. It is also pointed out that in catering 
for periods of peak demand the conferences' average 
rates are likely to contain an element of subsidy to the 
shippers using the services at such times. There is no 
way for regular services to avoid this, unless fluc
tuations in international trade can be eliminated. 

(3) The extent and types of competition to 
conference lines 

57. Although the conferences aim at the elimina
tion of competition, they are in this respect frequently 
unsuccessful, or at least only partly successful. 
Conferences are indeed in varying degrees subject to 
internal competition, e.g., between member lines 
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themselves to secure traffic and, in addition, to external 
competition from tramps and independent lines. 
However, in view of the declining importance of tramp 
shipping relative to liner services, the real or potential 
competition from tramps tends to become gradually 
weaker or at least increasingly marginal. There are 
some cases of conferences which have in recent years 
through various devices discouraged or delayed entry 
into the conference of new shipping lines, including 
shipping companies from developing countries; ruin
ous or destructive competitive practices have also been 
used in some cases to fight or eliminate independent 
lines or outsiders. In any case, the risk of real or 
potential competition tends to make the conferences 
sensitive to the needs of their clients. 

58. It should be stated that on the whole the 
profitability of the shipping sector of the industrialized 
nations has been in recent years below average, so that 
the element of monopoly profit seems to be weak; 
this may however be partly the result of the excess 
capacity conditions prevailing in recent years in 
world shipping. There is also a growing number of 
examples of successful co-operation between con
ferences and Governments or trading interests of the 
developing countries. Generalization is therefore 
difficult, all the more so considering that the number 
of shipping conferences in the world may well reach 
three hundred. 

( 4) Dual rates and other conference practices 

59. Conference rates are higher than tramp and 
other rates because the service provided is of a different 
and highe:r quality. Regular and reliable service must 
be paidr for, but sometimes shippers are paying for 
costly aspects which they do not need. Competition 
may result in reducing conference rates on the affected 
routes; this is, however, often compensated for by 
raising rates on other routes or commodities where 
there is no competition. In any case, conferences tend 
to charge "what the traffic will bear" and the near
impossibility of determining the cost of carriage, at 
least for particular commodities, often leaves no 
alternative. 

60. The gain from competition by tramps and 
independents is more likely to accrue to occasional 
shippers. The dual contract rate system is an attempt 
by the conferences to reward loyal shippers; the system 
provides for lower rates (contract rates) to loyal 
shippers than those imposed on other shippers (non
contract rates). The dual rate agreements were de
veloped largely as a consequence of the outlawing of 
deferred rebates by the US Shipping Act of 1916. 
While the contract rate amounts to an immediate 
rebate, the deferred rebate method, still frequently 
used on shipping routes not touching United States 
shores, involves a delay, possibly of a year or more, in 
paying the shipper the difference between the full and 
the reduced rate. The benefit of both the contract rate 
and the deferred rebate are subject to the continuous 
loyalty of shippers to conference lines, but in the case 
of the deferred rebate the control exercised by the 
conference over shippers is much closer. It amounts 
to an attempt to tie a customer by owing money to him 

and seems to be particularly objectionable in the case 
of shippers of developing countries. 

(5) Excessive quality of conference services 
and changes in the tramp market 

61. It is difficult to substantiate the view that 
conference rates are exorbitant, as a result of the many 
factors involved in rate determination. However, 
if the conferences were openly to publish their tariffs, 
this would certainly help to reduce misunderstandings 
and above all permit more informed discussion. 

62. It seems furthermore probable, as indicated 
in section 5 above, that exports of developing coun
tries need in some cases a less elaborate service than 
that provided by a number of conferences. Internal 
competition between conference lines and the higher 
quality requirements of shippers in developed coun
tries are forcing quality up. As conference lines serve 
shippers in both developed and developing countries, 
the latter may be compelled to accept and pay for 
unwanted or unnecessary quality features. 

63. The reduction of unduly high rates and the 
elimination of excessive quality features must largely 
depend on competition, either from tramps or in
dependent lines, or from shipping lines of the develop
ing countries. In recent years, the diminution of the 
importance of the tramp market, as a result of the 
development oflarge specialized dry cargo carriers and 
the integration of transport with production interests, 
has tended to reduce the amount of competition with 
which conferences are faced. 

(6) Means by which the developing countries 
can restrain the exercise of monopoly powers 

by the cpnferences 

64. The most important dry cargo export com
modities of the developing countries, in terms of 
value and with a few exceptions in terms of volume, 
are liner commodities, and this will be increasingly 
the case as domestic industries are set up to process 
raw materials or agricultural products for domestic 
consumption and exports. The developing countries 
are dependent on the conferences to promote new 
trades by establishing new services, but the initial 
volume of trade may be too small to be remunerative 
for conference lines, all the more so that the sub
stitution of imports by the same countries also may-at 
least in the short run-tend to reduce imports of lines 
commodities. In these circumstances the interests of 
developing countries and the conferences may well 
diverge, justifying the development by these countries 
of national marines, even where this would not be 
justifiable on short-run commercial considerations. 

65. As further elaborated in section 5 above, 
pressure could also be brought to bear on the con
ferences to reduce rates if shippers could aggregate 
their exports, making the use of specialized container 
ships practicable, at the same time as putting them
selves in a stronger position. This would involve 
national and international government action for 
joint marketing operations. Increased co-operation 
among shippers would also make it possible to ship a 
greater proportion of primary commodities in tramps 
rather than liners. 
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(7) The determination of conference freight 
rates and the effect of conference rates on 

the trade of developing countries 

66. Conference rates are either' open-in which 
case they are decided freely by member lines-or 
fixed according to a tariff, on the basis of a number of 
factors. Open rates are frequently co~petitiv~ rates 
with tramp shipping, or for commodities earned by 
liners as ballast, a technical necessity which may 
greatly reduce total cost of operation. 

67. Tariff rates are based on a great variety of 
factors such as volume, weight, stowage conditions, 
value more or less arbitrary allocation of common 
and fixed costs, import tariffs on the commodity 
concerned, conditions in ports, the degree of competi
tion and the possibilities of cargo offered for the.return 
trip. Another factor may be pressure from shippers, 
on the grounds that freight rates are making a product 
uncompetitive or that a promotional rate is necessary 
to become established in a market. There is in fact no 
rational procedure of cost calculation, at least so far 
as the cost for a particular commodity is concerned, 
and the basic principle is too often to charge "what the-
traffic will bear". 

68. From the point of view of developing coun
tries there is a tendency of conference rates to operate 
against the occasional or small volume shippers and 
new trades in general, though this may be offset by 
promotional rates. While conferences may frequently 
in their own interest establish promotional rates, the 
extent to which their interests will coincide in this 
connexion with those of developing countries will 
often be open to doubt. 

69. Developing countries may naturally also in
fluence conference rates through their national 
shipping lines, as members of conferences, and through 
their shippers' and users' associations. This approach 
should certainly be more systematically pursued by 
developing countries, although even their own com
panies may find it difficult to reconciliate the con
cession of an increasing number of promotional rates 
with the requirements of their own internal financial 
soundness. 

70. Special attention should also be given to 
shipping rates between ports in developing areas. The 
report on Liberia (see appendix A, p. 292) stressed 
the fact that conference rates from Liberia to other 
West African ports were hardly related to the much 
smaller distances and were in fact only slightly lower 
than rates to Europe and the United States. Such rates 
were reported to constitute an obstacle to greater 
economic co-operation between African countries, 
and as a result to industrialization with a view to a 
larger regional market. Similar cases of relatively 
high rates seem to exist between ports of Latin A.mer
ican countries. Although rates cannot be proportiOnal 
to distances-inter alia, because of the importance of 
port costs that are independent of distance-these 
cases of apparently unduly high rates require urgent 
investigation, as they may obviously be a significant 
obstacle to the development of regional trade. 

71. As further elaborated in section 5 above, there 
is an important value element in conference rate 

structures and a sizable gap between the low rates 
for basic commodities and raw materials and the high 
rates for manufactured products. Over the long run 
this traditional rate structure may have been an 
important factor in favouring the location of a number 
of industries in the developed countries. At a 
time when the industrial development and the develop
ment of new exports by developing countries of 
semi-manufactured and manufactured products are 
imperative, this problem requires further urgent 
investigation, with a view to the eventual reorientation 
of the traditional conference rate structure. 

72. The uncertainties surrounding cost and rate 
determination, the traditional general structure of the 
rates, the largely inevitable arbitrariness in the em
pirical application of the principle of charging "what 
the traffic will bear", and the insensitivity of freight 
rates to changes in supply and demand of commodities 
must inevitably be major sources of grievances by 
shippers in developing countries. It is in fact rather 
doubtful whether a fully rational structure of freight 
rates can be devised, as many complaints also arise 
because of the competition of developing countries 
with each other. 

73. It is consequently of fundamental importance 
that more adequate machinery be devised for venti
lating and remedying complaints and grievances about 
conference rates. Many liner companies and con
ferences are prepared to entertain complaints from 
shippers; sometimes shippers can appeal to govern
ment bodies or to political representatives. It would 
be a great gain for all concerned if shippers submitted 
these grievances collectively. The procedures and the 
machinery for submitting and hearing complaints 
could be standardized and placed under an inter
national authority. This authority might be concerned, 
in the first instance, primarily with questions of 
procedure and the establishment in due course of 
rules of evidence, criteria of relevance, etc., thus 
providing the indispensable instrument for tackling 
the substance of the problem of conference rates stage 
by stage. 

(8) The United States and the conference system 

74. The prototype of direct control of conference 
practices by Governments is the United States Shipping 
Act of 1916, which was supplemented in various 
important respects by the new legislation enacted in 
1961. Various provisions of this legislation are of 
particular interest to developing countries and in line 
with some of the suggestions presented in this report. 
Such provisions are those related to the prohibition 
of deferred rebates and to the application of dual 
rates; the obligation of conferences to provide 
adequate procedures for hearing shippers' complaints; 
therightof qualified shipping lines to enter conferences; 
the filing of conference tariffs and regulations with a 
central government authority; the requirements of 
adequate advance notice in case of changes of rates; 
the right of the control authority to disapprove, after 
a hearing, rates which are unreasonably high or 
detrimental to the commerce of the United States. 
Certain features of the US legislation might reasonably 
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be considered for adopjion by other Governments 
or generalized as international law or practice. 

75. The main objection that has been made to 
the US legislation, particularly by a number of other 
important maritime nations, is that it may amount 
to unilateral regulation by one Government of an 
economic sector which is of vital importance to world 
trade. 

6. TRAMP SHIPPING AND THE 
DEVELOPING COUNTRIES 

76. The general scope for measures towards the 
further stabilization of freight rates tends to be 
rather limited given the increasingly minor role played 
by the open market in world cargo carriage; in 1962, 
the open-market sector accounted for less than 13 
per cent of total world carriage of petroleum by sea 
and about a fifth of world dry-cargo liftings. 

77. Whilst the bulk of ocean shipping operates 
under a regime of stable freight rates, fluctuations 
in the open market sector remain marked and per
sistent; in the absence of any general regulatory scheme 
this is likely to be the case in coming years. 

78. The general purpose of most schemes is to 
relate the volume of available tonnage on the market 
to the volume of traffic moving; this involves the 
deliberate and planned laying-up of tramp ships in 
times of recession, the owners of the idle vessels 
receiving compensation out of the trading receipts 
of those ships still working. This was the basis of a 
scheme operated with a fair degree of success by the 
UK Chamber of Shipping in the 1930s. Similar 
ideas underlie two current schemes covering open 
market tankers and dry cargo tramps. The former 
scheme was brought into operation in the first half 
of 1963; the later scheme, for dry cargo tramps, is 
still in the draft stage. Now that tramp freights have 
risen to profitable levels following 6i years of recession, 
there seems little likelihood of agreement amongst 
shipowners on the proposed dry cargo stabilization 
scheme. 

79. From the shippers' point of view, the ad
vantages of stable levels of freight rates accruing from 
these schemes must be set against the inevitable 
increase in the average level of freights. Further. the 
shipper has no protection against excessive freight 
rates in time of boom (at which time it seems probable 
that such schemes would collapse), whilst in times of 
recession freight rates would, on average, be higher 
than otherwise. 

7. POSSIBLE RECOMMENDATIONS FOR 
CONSIDERATION BY THE UNITED NATIONS 

CONFERENCE ON TRADE AND DEVELOPMENT 

80. In the light of the analysis and conclusions 
in the report, as summarized above, the following 
tentative recommendations might be submitted for 
consideration by the United Nations Conference on 
Trade and Development, with a view to the possible 
adoption of the relevant resolutions: 

(a) High priority should be given by developing 
countries to measures for the provision of "counter
vailing power", through the creation or strengthening 
of negotiation machinery, on a national or regional 

basis, between shipping conferences and representative 
shippers' and traders' associations of developing 
countries; such machinery, for ventilating and 
remedying complaints, would be entrusted with con
sultative functions in all matters related to conference 
rates and practices. The procedures and the machinery 
for submitting and hearing complaints should be 
gradually standardized and possibly placed under an 
international arbitration authority, concerned, in 
the first instance, primarily with questions of pro
cedure and the establishment, in due course, of rules 
of evidence, criteria of relevance, etc., thus providing 
the instrument for tackling the substance of the 
problem of conference rates stage by stage. 

(b) In view of the considerable disequilibrium of 
the present distribution of shipping tonnage between 
developed and developing nations, the importance 
of freight payments in the balance of payments of 
developing countries, and the significance of merchant 
marines for general economic development, developing 
countries should continue their efforts towards the 
development of their merchant marines, preferably 
on the basis of regional arrangements, with due regard 
to the relative priority and productivity of investments 
in merchant marines as compared with other invest
ments for economic development. Developed coun
tries may be urged to recognize that a reasonable 
degree of flag discriminatory or other protective prac
tices would not be inconsistent with the sound 
economic development of merchant marines in de
veloping countries, which would moreover be facili
tated by the establishment of sound and equal 
conditions of competition in world shipping as a whole. 

(c) Developing as well as developed nations should 
carefully consider the possible adoption of legislative 
or other measures related to shipping conferences 
providing, inter alia, for: 

(i) The filing with a competent national authority 
of conference tariffs and regulations; reasonable 
advance notice to shippers and prior consultation 
within the framework of the bodies referred to 
under (a), in case of changes of conference rates, 
and with Governments concerned, in case of changes 
of vital importance to the national economy. 

(ii) The prohibition of certain conference prac
tices, such as .. fighting ships" and deferred rebates; 
the guarantee of the right of entry to conferences 
of any qualified shipping line; and the protection 
of conference lines against destructive or unfair 
competition from outsiders. 

(iii) The adequate regulation, with due regard 
to shippers' interests, of dual rate agreements. 

(iv) The provision by shipping conferences of 
adequate procedures for hearing shippers' com
plaints, within the framework of the machinery 
suggested under (a) above. 

Alternatively, conferences might, as a measure of 
collective self-discipline, possibly through the adoption 
of an international statute of conferences, enter into 
a binding commitment to include appropriate and 
reasonably uniform provisions regarding the foregoing 
in all conference agreements. 
· (d) Developing countries and the bodies provided 
under (a) should give urgent and systematic attention, 
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in consultation with shipping conferences and national 
shipping lines, to (i) the introduction of promotional 
rates for the development of exports of semi·manu
factured and manufactured products, to developed 
countries; (ii) the adoption of adequate rates between 
ports of developing countries, with a view to the 
promotion of regional trade, and (iii) the establish
ment or improvement of shipping services, regional 
and trans-oceanic, with a view in particular to the 
opening and expansion of new markets for developing 
countries. 

(e) Developing countries and shippers' associations 
should examine ways and measures, through national 
and regional co-ordination, of ensuring greater bulk 
and/or regularity in the shipments of certain of their 
exports of primary and other commodities, which 
would give conference lines new opportunities to 
reduce their costs, and may also enable shippers to 
benefit from the economies of contractual tramping 
where suitable. 

(f) In view of the great importance of port con
ditions and costs for ocean shipping and freight rates 
developing countries should give high priority to the 
improvement of port operation in their countries. 
International capital, loans and aid, and technical 
assistance should be increasingly directed towards 
these purposes. 

(g) The competent body to be established by the 
United Nations Conference on Trade and Develop
ment should undertake, in co-operation with the 
regional economic commissions of the United Nations, 
a study of the rate structure of conferences, with 
regard in particular to its implications for the indus
trial development and the promotion of new markets 
for developing countries, and keep developments in 
the field of ocean shipping and rates under constant 
review. 

APPENDICES 

A. THE IMPACT AND INCIDENCE OF 
MARITIME FREIGHT RATES, THEIR 

LEVEL, STRUCTURE AND FLUCTUATIONS 
ON THE FOREIGN TRADE OF DEVELOP

ING COUNTRIES; EXAMPLES FROM 
TEN DEVELOPING COUNTRIES 

BRAZIL 

THE INCIDENCE OF FREIGHT CHARGES ON EXPORTS 

I. Brazil's major export is coffee, and in 1962 it con
stituted over 50 per cent of the total value of exports. The 

second largest export is cotton, which made up 9 per cent 
of the total, and was followed by iron ore with 5 per cent. 
No other single export item accounted for as much as 5 
per cent of the total value of exports. 

(a) Coffee 

2. Brazil is the world's largest producer of coffee, its 
exports accounting for about 40 per cent of the world 
total. Of total exports valued at $642.7 million in 1962, 
over 50 per cent went to the United States and Canada, 
and over 30 per cent to Europe. 

3. There has been no change in the conference rate on 
coffee to the United States and Canada since April 1957, 
and in calculating total freight costs on exports to that area, 
shown in Table 1, the ratea of $2.50 per bag has been used 
throughout. Freight costs can be seen to have risen 
gradually since 1958 as a percentage of total export values 
but this was due to a downward trend in coffee prices. 

4. The incidence of freight rates on exports to Europe 
is similar, although this is due to an increase in the rate 
in March 1962 from $37.50 per ton to $41.30 per ton, 
which was followed by a 2 dollar surcharge in May and a 
further one dollar increase in March 1963. Rates to 
Europe had previously remained unchanged since April 
1957. 

5. The freight rate on coffee to the Mediterranean was 
unchanged at $38 to the ton until I February 1962, when 
it was increased to $42. On I March 1963, a surcharge of 
3 dollars was applied. In 1962, exports to the Mediter
ranean fell sharply, due chiefly to a drop in exports to 
Italy, Brazil's largest customer in this area. In the first 
five months of 1963, Italian imports of coffee are little 
behind the total for 1962. Another contributory factor 
may be that the 1961 high may have been due to the 
storing, by the Instituto Brasileira de Cafe, of coffee 
surplus in the Beirut area (cf. note on the Far East below) 
and part of which was probably distributed to Italy, and 
other countries, in 1962. The higher freight rate, together 
with lower f.o.b. prices, brought the incidence of freight 
costs to a much higher level than for Europe or North 
America. 

6. The incidence of freight costs on shipments to the 
Far East is appreciably higher than for other areas. The 
freight rate remained at $52 until January 1962, at which 
time it was increased to $57 per ton. On March 10 of that 
year, a surcharge of 5 percent was applied; and a year later, 
on 10 March, 1963, the surcharge was increased to 10 per 

a The freight rates quoted in this section are total rates inclusive 
of a S per cent Marine Fund and a 6 per cent social services tax, 
and a ports improvement tax of $0.20 per ton. All mentions of 
dollars in this appendix refer to US dollars. 

TABLE 1 

Exports of Brazilian coffee to the USA and Canada and freight charges, 1958-1962 

Total f.o.b. Total 
Total Average f.o.b. value freight Freight 

shipped value per ton (thousands of (thousatub of to value 
Year (met. lollS) ($) US dollars) US dollars) (%) 

1958 . 440570 890 392187 18 357.0 4.68 
1959. 629 875 712 448 644 26 244.8 5.85 
1960. 580 508 716 415 641 24187.8 5.82 
1961 . 534 746 715 382233 22 281.1 5.85 
1962. 509 684 669 340751 20 216.9 5.90 
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TABLE 2 
Exports of Brazilian coffee to Europe" and freight charges, 1958-1962 

Total f.o.b. Total 
Total Average f.o.b. value freight Freight 

shipped value per ton (lhous<mds of (thousands of to value 
Year (met. tons) ($) US dollars) US dollars) (%) 

1958 . 223 954 912 204 138 8 398.2 4.1 
1959 . 284 469 696 197 868 10 667.6 5.4 
1960. 257 719 763 196 643 9 664.5 4.9 
1961 . 314 852 693 218 144 11 803.9 5.4 
1962. 334219 657 219 720 13 037.0 5.9 

« Excluding Mediterranean ports east of MarseiUea and communist countries. 

TABLE 3 
Exports of Brazilian coffee to the Mediterranean area and freight charges, 1958-1962 

Total f.o.b. Total 
Total Average f.o.b. value freight Freight 

shipped value per ton (thousands of (I housands of to value 
Year (met. tons> ($) US dollars) US dollars) (%) 

1958 . 43 210 798 34482 1 641.9 4.7 
1959 64 515 632 40757 2 451.6 6.0 
1960. 66 998 688 46108 2 545.9 5.3 
1961 . 75 196 639 48 047 2 857.4 5.9 
1962. 57 759 567 32732 2406.7 7.3 

TABLE 4 
Exports of Brazilian coffee to the Far East and freight charges, 1958-1962 

Total Average f.o.b. 
shipped value per ton 

Year (met. tons) ($) 

1958 . 1 874 961 
1959 . 3 008 693 
1960. 5 599 743 
1961 . 10 258 661 
1962. 19 698 515 

cent. The current rate to Australia, New Zealand and the 
Pacific Islands is $57.50 plus 10 per cent surcharge; but 
the average of S57 per ton has been taken for the Far 
East area. 

7. The figures shown in Table 4 may be distorted 
since, up to 1961, the volume exports are the sum of total 
exports to Japan, Hong Kong, the Philippines, Australia 
and New Zealand; plus, in 1960 only, continental China. 
In 1962, the figures are the sum of exports to Asia and 
Oceania. The Instituto Brasileira de Cafe has also made 
extensive shipments of the coffee surplus into store in 
Hong Kong. It is not known the price at which this coffee 
has been included in the value of coffee exports. The 
above figures show that the average value of the shipment 
to the Far East is less than $31 per bag whereas the average 
value of the United States and European shipments in 
the same year approximated to $40 a bag. While the 
latter shipments will be top-grade coffee, at a premium 
price, it would seem that the value of the coffee shipped 
to the Mediterranean and Far East is written down, and 
this, together with the generally cheaper grade of coffee, 
will influence the index of freight/product values. 

8. The total figures for exports and freight costs of all 

Total f.o.b. Total 
value freight Freight 

(thousand• of 
US dollars) 

(thou.ands of to value 
US dollars) (~/,) 

1 800 97.4 5.4 
2086 156.4 5.2 
4159 291.0 7.0 
6782 533.4 7.8 

10137 195.3 9.9 

coffee exported from Brazil in 1958-1962 are shown in 
Table 5. The average incidence of freight on the f.o.b. 
value of coffee exports is estimated at 5.9 per cent for 
1962; the percentage has risen gradually since 1960, but 
except in 1962 this has been due to lower coffee prices and 
not to higher freight rates. 

(b) Cotton and other exports 

9. The stability of freight rates on coffee exports is 
not typical of the general structure of freight charges on 
Brazilian exports. Cotton has suffered in particular from 
increases in freight rates. In the Brazil-United States/ 
Canada trade area, for example, during the period 
1957-1963 (but mainly since December 1961), the following 
percentage increase in the freight rates has occurred: 

Coffee .... 
Cotton linters . 
Sisal . 
Cacau .... 

nil 
27 per cent 
20 per cent 

} 

29.7 per cent (Ilheus), 9.9 per cent 
(Salvador) 

On the other hand, the Parana pine freight rate has de
creased by approximately 11 per cent. For the Northern 
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European area (the area served by the Homeward Freight 
Conference), the following changes have been reported: 

Coffee 
Cotton 
Cacau 

12.8 per cent 
37.0 per cent 
37.0 per cent 

but castor oil seed has decreased 15 per cent. 
10. Average freight rates on cotton could not be calcu

lated. Some examples of changes in rates are shown in 
Table 9. 

(c) Total exports 

11. No information is available as to the extent to 
which the incidence of freight charges on total exports 
differs from that on coffee. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

12. Freight rates on Brazilian imports have been 
increased since January 1962 by surcharges imposed by the 
conference lines on shipments to Brazilian ports. The 

current surcharge amounts to 35 per cent of the basic 
freight rate. 

13. The Ministry of Internal Revenue has provided 
some estimates of the incidence of freight and insurance 
costs on rubber and on phosphates and fertilizers, based 
on the difference between the c.i.f. and f.o. b. values of 
imports. 

14. Statistics collected by the IMP show the over-all 
incidence of freight costs on Brazilian imports. 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS OF 

FREIGHT RATES 

15. Brazilian trade appears to be far more severely 
affected by port handling costs than by freight rates, and 
port costs themselves, by giving rise to a conference 
surcharge, constitute an important element of freight 
costs. Conference freight rates have not given shippers 
much ground for complaint, and indeed the conference 
system has been described as the only stable factor in the 
general chaos existing in Brazilian ports. As far as coffee 

TABLE 5 
Total exports of coffee from Brazil and freight charges, 1958-1962 

1958 1959 1960 

Total tons shipped . . .. 709 608 918 867 910 824 
Average f.o.b. value per ton($) 891 702 727 
Total f.o.b. value of exports ('000 S) 632 607 689 355 662 551 
Total freight cost ('000 $) . . . 28 494 39 520 36689 

Freight as a percentage of exports 4.5 5.7 5.5 

TABLE 6 
Brazilian imports of rubber and freight costs, 1958-1962 

1958 1959 1960 

Average c.i.f. value per ton($) . 693 671 737 
Total c.i.f. value of imports ('000 $) . 13 153 23 284 31 603 
Total freight and insurance ('000 $) . 891 1486 I 978 

Freight and insurance as a percentage 
of imports 6.8 6.4 6.3 

TABLE 7 

1961 

935 052 
701 

655 206 
37 476 

5.7 

1961 

585 
24659 

1 997 

8.1 

Brazilian imports of phosphates and fertilizers and freight costs, 1958-1962 

1958 1959 1960 1961 

Average c.i.f. value per ton ( $) 59 54 51 53 
Total c.i.f. value of imports ('OOO $) 23 264 15 077 23 471 18 454 
Total freight and insurance ('000 $) 5297 3 206 4430 4162 

Freight and insurance as a percentage 
of imports 22.8 21.3 18.9 22.6 

1962 

921 360 
655 

603 340 
35 856 

5.9 

1962 

602 
21 096 

l 944 

9.2 

1961 

52 
16 656 
4 933 

29.6 
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TABLE 8 
Brazilian imports and freight costs, 1958-1961 

Total imports, c.i.f. (million $) . . . . . . . . . . . . 
Freight on imports paid to foreign carriers (million $) 
Freight on imports paid to domestic carriers (million $) . 
Total freight (million $) . . . . . . . . 
Total freight as a percentage of imports . . . 

producers are concerned, moreover, a particular advantage 
of the conference system is that the small exporter can ship 
on the same terms as the large; small coffee producers 
have always been a characteristic of the Brazilian 
industry. 

16. The main exception to the general contentment 
with existing freight rate levels is in the cotton sector. 
The cotton shippers are critical of the conference system, 
which works to their disadvantage in relation to their 
competitors. Cotton freight rates out of Brazil are double 
those obtaining out of the Gulf of Mexico; as a result of 
inflation Brazil is already in a much less favourable 
position than before in relation to American and Mexican 
cotton producers, and is now in danger of being priced 
out of the European market. At the same time Continental 
cotton buyers bring pressure on Brazilian exporters to 
ship f.o.b., and where it is to their advantage specify 
non-conference or charter vessels operating at a lower 
freight rate. The difference in rate can amount to I. 75 to 
2 per cent of the value of the shipment. In order to hold 
their market shippers feel obliged to comply with these 
demands and the bone of contention between them and the 
conferences is that they consider it an injustice that, 
because of such shipments, outside of their own free 
choice and jurisdiction, they are obliged to forego the 
bonus in respect of other shipments made through con
ference channels. The full argument for the Brazilian point 
of view was made to the Homeward Freight Conference 
by a Brazilian delegation, in London, earlier this year. 

TABLE 9 
Some examples of freight rates on cotton from Brazil to various 

destinations, 1957-1963 

To European ports: 
April 1957 . 
March 1962 .. 
January 1963 . 

Mediterranean ports: 
April1957 .. 
February 1962 
March 1962. 
March 1963 .. 

Far East ports: 
Japan .. Currently 
Australia . Currently 

USA 
January 1958 . 
March 1962. 
May 1962 .. 

Dollars 

21.70 per cubic metre 
23.90 
24.90 (plus $5 surcharge from 1/2/63) 

21.50 per cubic metre 
24.00 
24.00 (plus $2) 
24.00 (plus $2) 

44.00 (per ton) plus 10% 
47.50 (per ton) plus 10% 

23.00 
23.00 (plus $10) 
23.00 (plus $2) 

1958 1959 1960 1961 

1 353 1 374 1 462 1460 
118 107 103 

4 24 35 
122 131 138 136 

9.0 9.5 9.4 9.3 

CEYLON 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

17. Ceylon's principal export is tea, which represented 
over 60 per cent of the value of total exports in 1961. A 
second important export is rubber (just under 20 per cent), 
after which the largest single export item is coconut oil 
(4.5 per cent). The main importance of freight rates as 
regards exports must therefore lie in their incidence on 
the price of tea. 

(a) Tea 

18. Exports of tea from Ceylon totalled 180,095 tons 
in 1962. The United Kingdom was the largest single 
importer, taking 46 per cent of the total value of exports, 
followed by the United States with just over 10 per cent. 

19. Conference rates on tea have shown little change 
since 1961, nor have total freight costs as a percentage of 
the value of exports. Table 1 shows the total value of freight, 
which has been estimated from the various conference rates 
on the assumption of an average stowage factor of 100 
cubic feet to one long ton, for 1961 to 1963, and the f.o.b. 
value of tea exports in those years. 

20. Freight rates to Europe, as a percentage of the 
f.o.b. value of exports, were rather lower than average 
from 1961 to mid-1963. Conference lines operating within 
the Colombo-United Kingdom-Continental Conference 
have however raised their freight rates on export cargoes 
from ports in Ceylon by 12.5 per cent with effect from 
October 1963. This is the first such increase since 1957, 
other than for a 12.5 per cent surcharge on shipments to 
the port of Colombo which was imposed by the continental 
shipping lines in 1961. The rise in the percentage of freight 
rates shown on exports of tea to the Netherlands in Table 2 
must therefore have been due to a fall in the f.o.b. value. 
Rates to American and Canadian ports, on the other 

TABLE 1 

Tea exports from Ceylon and freight charges, 1961-1963 

First 6 months 
1961 1962 1963 

Average f.o.b. value per 
ton($) .... 1 239 1 202 1200 

Total f.o.b. value ('000 $) 211 168 216 554 128 925 
Total freight value ('000 S) . 11 213 11938 9 051 
Freight as a percentage of 

total value . . . 5.3 5.5 5.5 
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TABLE 2 
Freight charges as a percentage of the f.o.b. value of exports of 

tea from Ceylon to various destinations in 1%1-1%3 

Destination 

United Kingdom 
Netherlands 
Aden 
Egypt 
Libya 
Syria. 
Japan 
United States . 
Canada .. . 
Australia .. . 
New Zealand . 
South Africa 
Chile 
Iraq .... 

1961 

4.8 
4.9 
5.6 
5.6 
6.1 
5.6 
4.3 
7.5 
7.0 
5.4 
6.2 
4.1 
5.7 
4.8 

First 6 months 
1962 1963 

4.8 4.8 
5.2 5.5 
5.7 5.6 
5.9 5.4 
6.9 6.9 
6.1 6.4 
4.1 4.4 
8.0 8.0 
7.1 7.4 
5.8 5.7 
7.0 7.0 
4.1 4.1 
6.1 6.5 
5.3 5.4 

hand, were increased in 1962, although not in the first 
half of 1963 (see Table 6), while fluctuations in the rates to 
Australia and Japan were not due to rate changes. 

(b) Coconut oil 

21. Exports of coconut oil are not of major importance 
to Ceylon's foreign trade. There were no increases in 
freight rates on coconut oil to any major country of 
destination in 1962, yet freight costs rose as a percentage 
of the total value of exports from 11.3 per cent to 12.1 per 
cent. They fell sharply to 8.7 per cent in the first six months 
of 1963, however, when rates to the United Kingdom 
(which took nearly a third of total exports) were reduced 
by over 18 per cent. 

TABLE 3 
Exports of coconut oil from Ceylon and freight charges, 1961-1963 

First 6 months 
1961 1962 1963 

Average f.o.b. value 
per ton ($) . 233 217 256 

Total f.o.b. value ('000 $) 5 787 6249 3 733 
Total freight charges ('000 $) 653 754 326 
Freight as a percentage of 

total value . 11.3 12.1 8.7 

(c) Total exports 

22. No information is available on the over-all inci
dence of freight costs on exports from Ceylon. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

23. The conference freight rates charged on imports 
have fluctuated still less than freight rates on exports since 
1961, although the incidence has again varied with the 
price of the commodities concerned. The incidence of 
freight rates on the examples of imports given is however 
very much heavier than for the major export. 

24. Of the examples quoted below, potatoes accounted 
for 1 per cent of Ceylon's imports in 1960, wheat flour 
for 3.3 per cent, fertilizers for 2.9 per cent, and rice for 
12.4 per cent. 

TABLE 4 
Freight rates as a percentage of the c.i.f. value per ton of certain 

Ceylonese imports, 1961-1963 

First 6 months 
Item and sources 1961 1962 1963 

Potatoes 
Belgium 35 30 
Egypt . 32 33 33 
France 38 38 
Italy 39 29 33 
Netherlands 34 32 30 
Portugal . 34 27 

Wheat flour 
United Kingdom 17 
France 24 23 23 
Germany 26 23 
Italy 25 

Sulphate of ammonia 
United Kingdom 33 35 37 
Belgium . 33 35 
Germany 32 33 32 
Italy 33 35 36 
Netherlands 33 35 

Muriate of potash 
France 26 24 24 
Germany 27 25 25 

Cement 
United Kingdom 48 47 46 
Germany 51 47 39 
Sweden 50 47 43 

25. The freight rates for rice, which is imported in 
tramp vessels from Burma and China, are appreciably 
lower as a percentage of the c.i.f. value of the import than 
is the case for the largely conference-carried commodities 
shown above. 

TABLE 5 
Freight charges as a percentage of the c.i.f. value of rice imports 

to Ceylon, 1961-1963 

Source 

Burma 
China . 

1961 

7.0 
7.3 

TOTAL IMPORTS 

First 6 months 
1962 1963 

5.8 
6.0 

5.8 
5.9 

26. The debit items recorded for freight in the IMF 
balance-of-payments figures for 1958-1960 all amount 
to less than 1 per cent of the total c.i.f. value of Ceylon's 
imports. The special figures prepared by the IMF in 1963, 
however, show the total freight debit for 1961 as $34.7 
million; this is the equivalent of 9.7 per cent of the c.i.f. 
value of imports by Ceylon in that year. 
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TABLE 6 
Freight rates on tea exported from Ceylon, 1961-1963 

Destination 

1. U.K. Continental and middle 
East basic ports 

2. American Atlantic ports 
3. Canadian Atlantic ports 
4. Japan (Yokohama) 
5. Australia (Adelaide) 
6. New Zealand (Auckland) 
7. South Africa (East London) 
8. East Africa (Mombasa) 
9. S. America (Buenos Aires) 

10. Persian Gulf (Basrah) 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS OF 

FREIGHT RATES 

Deferred 
rebate 

Percentages 

10 

5 
5 

5 

27. No specific problems appear to have arisen in 
Ceylon over freight rates and exports or imports. The 
general level of rates is considered too high, but it was 
nevertheless stated that if a particular rate could be shown 
to affect the competitive strength of a commodity in a 
particular market, the conferences would agree to a special 
rate. 

LmERIA 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

28. Liberia's exports consist almost entirely of two 
commodities-iron ore and rubber-which, in 1962, 
accounted respectively for 49 per cent and 30.8 per cent of 
the total value of exports. 

29. Other exports consist chiefly of uncut diamonds, 
which are hardly affected by maritime freight rates, and 
of rapidly diminishing quantities of some tropical produce, 
such as coffee, palm kernels and cassava, which represent 
a negligible proportion of the total. Where exports are 
concerned, therefore, freight rates are only of importance 
in so far as they affect iron ore and rubber. 

(a) Iron ore 

30. Though now the country's largest single export 
item, the first shipments of ore from the Bomi Hills mines 
began only in June 1953. Production, all of which is 
exported by sea, reached 2,034,500 long tons in 1958 and 
slowly increased in subsequent years to a total of 3,127,171 
tons in 1962. With the coming into production of the 
Lamco mines at Nimba and of the National Iron Ore 
Company mines at Mano River, production is expected to 
exceed 12 million tons in 1963 and 14 million tons in 1964. 

31. All the ore is shipped from Liberia under charter 
contracts. Conference lines' tariffs are, therefore, not 
applicable. 

32. In the past three years (1960 to 1962), an average 
of 22.5 per cent of the production went to the United 
States and Canada and the remaining 77.5 per cent to 
European countries. The charter rate to East Coast 
ports in the United States and Canada has varied from 

Immediate 
rebate 1961 1961 1963 

Percentages US dollars 

9! 26.95 26.95 26.95 
25.25 37.0 37.0 
36.05 36.40 36.40 
24.57 24.57 24.57 
25.03 25.03 25.03 
30.52 33.60 33.60 
21.42 21.42 21.42 
18.28 18.28 18.28 
25.20 25.20 25.20 
23.0 23.0 23.0 

$2.50 per long ton to $4.75. According to shipping 
sources, the general level of charter rates has remained 
fairly constant during the past five years, the variations 
between $2.50 and $4.75 depending chiefly on the type, 
size and flag of the vessel used, as well as on the route, 
the actual port of destination, and loading conditions 
at the port of Monrovia. The highest rate of $4.75 is 
regarded as exceptional and applied only during a short 
period of acute congestion at the Port of Monrovia in 
1961, which coincided in time with an increased demand 
for ore-carrying capacity in other parts of the world. 

33. Shipping companies suggest an average cost of 
$3.50 per long ton of iron ore concentrates shipped across 
the Atlantic by chartered carriers in the past three years. 
Both exporters and government officials accept this 
estimate as reasonably accurate. Charter rates to European 
ports appear to be more consistent, involving over the past 
five years an average cost of $3.00 per long ton, irrespective 
of the port of destination. Shipping agents and exporters 
regard this average as reliable, claiming that actual 
fluctuations were less than ten per cent in either direction. 
For reasons which are to be explained later, these were due 
to small fluctuations in the cost of operating vessels 
rather than to a specific policy on the part of the owners. 

34. Considering the farily constant proportion be
tween quantities shipped respectively to America and 
Europe, the average charter rate costs can be regarded 
as amounting to $3.11 per long ton. This would suggest 
the following totals spent on shipping iron ore from 
Liberia during the past five years, which are accurate at 
least to within ten per cent. 

35. A certain amount of error is of course introduced 
into the table by averaging the varying charter rates to 
the United States and Canada, which account for nearly 
one-quarter of the total freight value. However, this may 
be considered permissible in view of the fact that average 
fluctuations in time, from year to year, were small compared 
to fluctuations due to other factors such as the ownership 
of the vessel and the type of charter agreement, and also 
since iron ore is generally sold under long-term contracts 
and both exporters and buyers themselves average charter 
costs over a number of years in estimating their costs 
or profits and, it is believed, try to maintain their total 
costs within the estimated figures. Under prevailing con
ditions charter rates are affected neither by conference 
tariffs nor by competition between owners. To some extent, 
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TABLE 1 

Iron ore exports from Liberia and freight charges, 1958-1962 

Average f.o.b. value per ton($) . . 
Total f.o.b. value ('000 $) . . . . . 
Total freight value ('000 $) ..... 
Freight as a percentage of total value 

1958 

10.59 
21 567.7 
6 327.3 

30 

1959 

10.60 
28 248.6 
8 288.1 

29 

1960 

10.87 
34 642.1 
9 698.2 

26 

1961 

10.52 
29 382.4 
8 682.5 

30 

1962 

10.60 
33 148.0 
9 724.9 

29 

NoTE: Not including port dues, handling or loading charges. The port dues shown on page 294, para. 51 would increase the total freight value by just over 2 per cent, 
but handling charges would be larger. 

they are based on the cost of operating the various vessels, 
to which is usually added a sufficiently wide margin of 
profit to absorb small fluctuations in operating costs. 

36. It is relevant at this point to consider the various 
iron ore concessions and the methods used in chartering 
vessels and selling the ore. 

37. Large-scale iron ore mining in Liberia is carried 
out by three companies-the Liberian Mining Company 
(LMC), the National Iron Ore Company (NIOC) and 
Lamco Joint Ventures. [A fourth company, Delimco 
(German) is now engaged in preparatory work and is 
expected to begin production next year.] At present about 
60 per cent of the ore is sold f.o. b. Monrovia or Buchanan 
(Liberia) and buyers, to move the ore, often use their own 
ships or, technically speaking, charter the ships from 
affiliated or associated companies. The revenue of the 
Liberian Government is consequently not directly affected 
by charter rates for ore sold f.o.b. Liberian ports. The 
mining concession agreements show that even in the case 
of the remaining 40 per cent government revenue is affected 
only to a small extent by arrangements made to ship the 
ore. 

38. However, to assess the practical influence of charter 
rates or of the present shipping arrangements on the 
economy of the country as a whole (as distinct from im
mediate revenue) and on its future development, certain 
other aspects of the concession agreements and of existing 
practices must be considered. These vary for each of the 
three companies concerned. 

39. Under the terms of the LMC concessions, the 
Liberian Government receives a fixed payment for every 
ton of iron ore shipped by the company from its Bomi 
Hills mine, in addition to a royalty based on the price of 
high grade pig iron on the New York market on the day 
of the shipment. As a result of renegotiation, government 
revenue has increased from an original average of 20 cents 
per exported ton to something like $3.50 (out of an average 
selling price of $10 per ton), and it is not affected by 
shipping costs. So far, moreover, the company has been 
able to sell all its production and there is no evidence that 
the latter might have been deliberately restricted on account 
of shipping costs. 

40. The firm of Wm. H. Muller Co. Inc. of New York 
acts both as sales agents and shippers for LMC ore. The 
ships chartered to transport the ore to the United States 
include five carriers belonging to the Republic Steel 
Corporation, which is also a major investor in the LMC, 
as well as the main American buyer and consumer of 
LMC ore. 

41. NIOC is regarded as a Liberian company although 
it is managed by an American group connected with LMC. 
The Liberian Government owns 50 per cent of its stock, 
and the other shareholders include Liberian nationals. 
Production from the NIOC concession on Mano River, 
near the Sierra Leone border, began only very recently 
but is expected to reach 3,000,000 tons by the end of the 
year. No dividends have been declared so far. Much of the 
ore is sold c.i.f. port of destination, under long-term 
contracts. Here too Messrs. Wm. H. Muller are the 
appointed sales agents and shippers. 

42. As from next year Lamco will become by far the 
largest iron ore mining operation in Liberia, with an 
annual output exceeding the aggregate production of all 
other concessionaires. The operation, involving an initial 
investment of over $200 million, was undertaken by 
"Lamco Joint Ventures" in which Lamco (a Swedish
American group holding the original concession) has a 75 
per cent interest and the Bethlehem Steel Corp. of America, 
25 per cent. The Liberian Government holds 50 per cent 
of the Lamco stock, which gives it a 37.5 per cent interest 
in "Lamco Joint Ventures". Under the agreement between 
Lamco and Bethlehem Steel, the latter is entitled to 25 per 
cent of the production at cost price plus $1.00 per ton. 

43. The Government's revenue in this case is to be 
derived entirely from its dividends from Lamco and from 
an agreed 50 per cent rate of income tax from Bethlehem 
on their profits in Liberia. These profits are defined as the 
difference between the preferential price at which Bethlehem 
purchases the ore and the market price at US Atlantic 
Coast ports, north of Cape Hatteras, for ore of similar 
grade, on the date of shipment from the Liberian port, 
"reduced to a market value f.o.b. Liberian port of ship
ment by deduction of freight rates (not in excess of com
petitive rates) insurance and other charges customary in 
the trade". (It may be noted that the expression "competi
tive rates" implies in this context a rather theoretical 
figure, since it is understood that competition does not 
really apply and that the nature of the trade is such that 
even a theoretical "competitive" rate may not be easy to 
establish.) 

44. The tax agreement with Bethlehem thus appears 
to be the only one under which government revenue is 
directly affected by shipping rates. 

45. As far as the Government's dividends from Lamco 
are concerned, the situation appears to be as follows. 
About halfthe ore exported by Lamco is sold f.o.b. Liberian 
port. Although the f.o.b. price would normally be affected 
by charter rates (even when the buyer uses his own ships), 
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there is no evidence that the small fluctuations in shipping 
costs have had a noticeable influence on ore prices, which 
recently dropped by more than 16 per cent as a result of 
other factors. 

46. In the case of ore sold c.i.f. or f.o.b. port of destina
tion, government revenue is more directly affected by ship
ping costs, which can substantially reduce Lamco's net 
profits and, consequently, the Government's dividends. 
It may be noted in this connexion, however, that the 
management of Lamco Joint Ventures is entrusted solely 
to the Swedish steel firm of Grangesberg, under a 15-year 
contract. Under it, all management expenses are a charge 
on Lamco Joint Ventures, but Grangesberg are entitled 
to a bonus on production as well as to a management fee 
of $170,000 a year. Grangesberg are, however, also a major 
Lamco stockholder. The exclusive world sales agent for 
Lamco ore is the Maim Export Co. of Stockholm a firm 
wholly controlled by Grangesberg. So far, all the ships 
chartered by Maim's to transport the ore have belonged 
to the Granges berg fleet of some 30 ore carriers, and some 
of the ore buyers are also understood to be Grangesberg 
associates. Government advisers, including US AID 
personnel, believe that under these conditions it is difficult 
to determine exactly what Lamco's profits really are and on 
what basis dividends are to be declared. 

47. The concession agreement between Lamco and the 
GoveT?ment does not specifically refer to shipping costs, 
but ~t1pulates in general terms that "all payments, de
ductiOns, charges for expenses and other items will be 
reasonable and consistent with general practices being 
followed in connexion with projects of similar nature". 
In actual fact, allowances for shipping so far made by 
Lamco (about $3 per ton on charter to Europe) are con
sistent at least with prices entered by buyers of LMC 
ore. 

48. The concession agreement between Lamco and the 
Liberian Government also specifically provides (article 9a) 
that "with respect to export shipments under the con
cession of iron ore, or other ores ... there shall not be 
imposed by the Government or any subdivision or agency 
thereof, on any shipper or ship, any harbour duties 
freight taxes, wharfage tolls or any other kind of levy, ta~ 
or charge of any nature or description". 

49. All the ore from the Lamco concession at Nimba 
is exported through the new iron ore port of Buchanan, 
terminal point of the Lamco-built railway line from Nimba, 
which was constructed by Lamco and is managed by them. 
It is understood, however, that the port management 
offers facilities for the loading and unloading of ordinary 
cargo at rates which compare favourably with those ob
taining at the port of Monrovia. 

50. The other two companies, LMC and NIOC, 
export their ore from the port of Monrovia. Each has it 
own pier and loading installations. Delimco, the German 
company, has also completed building a third iron ore 
pier for its own use, in anticipation of its mining operations. 
The NIOC pier was built at the company's own expense. 
LMC has contributed 50 per cent of the cost of its pier, 
the other half having been met by the port management. 
But the port management claims that LMC has carried 
out a certain amount of dredging work which has benefited 
the port as a whole. 

51. Both companies operate their own loading equip
ment and pay the port management 5 cents per ton of ore 

loaded for shipment plus 2 cents per ton as a toll tax for 
the use of the railway bridge giving access to the port. 

(b) Rubber 

52. This is the country's second most important 
export commodity. Over the past five years, exports to the 
United States have accounted for 85 to 90 per cent of the 
total production, the balance having been sold to European 
countries, particularly West Germany and Britain. All 
the rubber exported from Liberia is shipped as cargo at 
prevailing conference tariffs, as quantities do not justify 
chartering ships. 

53. The rates to the United States, as quoted by Farrell 
Lines, the main shippers for the Firestone Co., are: 

Monrovia to US East Coast port~, 
crepe or bale . . $34.75 per ton 

. . . . . . . . . . . . . ....... $28.75 . 

54. However, about 80 per cent of the rubber exported 
to the United States is shipped from the Firestone planta
tion at Harbel, about 50 miles from Monrovia. This 
includes rubber bought by Firestone from individual 
Liberian planters and processed for shipping at Harbel, 
whence it is sent to Monrovia by coasters for transhipments 
on to ocean going freighters. This adds about $1.50 per 
ton to the cost of shipping rubber from Liberia to the 
United States. 

55. The freight rates are fixed by the American West 
Africa Conference which, unlike the Europe West Africa 
Conference, offers no rebates, contract rates, or any other 
special facilities or privileges to large users (according to the 
Farrell Lines' resident manager). 

56. The freight rate to West European ports, set by the 
European West Africa Conference, is about $32 per ton 
of bale rubber, plus or minus 5 per cent according to the 
port of destination. No latex is exported to Europe. 

57. (The rate to Europe was increased by 15 per cent 
since I August, 1963, but this does not affect subsequent 
estimates.) The European Conference Lines offer rebates 
of 7 to 12 per cent for northbound rubber which would 
bring their average freight rates for 1962 to about $29.40. 

58. Considering both the proportion between latex 
and crepe and between shipments to the United States and 
to Europe, an average rate of $32.50 per long ton can be 
estimated for rubber exported last year. This would suggest 
that in 1962, when freight rates remained fairly constant, 
nearly $1,500,000 was spent on shipping export rubber or 
about 5.8 per cent of the total value. In the previous year, 
the average conference rates were higher (about $36) owing 
to surcharges which ranged from lO to 30 per cent for the 
l!nited States during more than six months, and, for a short 
time, reached 60 per cent for Europe. However, the value 
of rubber was also from 10 to 15 per cent higher than in 
1962, so that the ratio between freight costs and total 
value remained fairly constant. 

59. The following table takes into account similar 
factors in relation to the previous three years. 

(c) Total exports 

60. Since iron ore, rubber and diamonds account for 
over 95 per cent of Liberia's total exports, with the re
maining 5 per cent including invisible exports, the in
cidence of freight charges upon other exports is of no 
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TABLE 2 

Rubber exports from Liberia and freight charges, 1958-1962 

1958 

Average f.o.b. value per lb ($) . 0.26 
Total f.o.b. value ('000 $) . 25 661.5 
Total freight value ('000 $) 1 451.1 
Freight as a percentage of total value . 5.8 

importance to the Liberian economy. The incidence of 
freight charges upon exports of diamonds must of course 
be negligible. The values of the freight charges estimated 
above for iron ore and rubber have consequently been 
totalled, and are shown below as a percentage of the f.o.b. 
value of these exports, to give an estimate of the over-all 
impact of freight rates on that part of Liberia's export 
trade which can be affected by them. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

61. Over the past five years, the value of Liberian 
imports has grown considerably, from a total of roughly 
$38.5 million in 1958 to $132 million in 1962. As in the case 
of exports, no official or unofficial statistical information 
is available on sums actually spent on shipping. Official 
import returns show that during the past three years 
goods and commodities listed under some 200 categories 
were imported each year from about 80 different countries. 
The returns give the value and a general description of the 
goods, as well as the country of origin. But except in the 
case of some bulk items, such as rice and cement, quantities 
are expressed in terms of units or numbers of unspecified 
weight or volume. Moreover, detailed figures relating 
to individual items are available only for 1961. 

62. This makes it impossible to determine the exact 
amounts spent on shipping goods to Liberia, but some 
approximate indication of the value of freight in recent 
years can be obtained from (a) information on the most 
important bulk items for which both quantities and freight 
rates are known for certain years, (b) information on the 
total volume of cargo landed at the Port of Monrovia
until August 1963 the only port in Liberia used by freighters 
to unload cargo-and (c) from unofficial items of in
formation gathered from importers and shipping firms. 

63. It may be relevant to note in this connexion that 
since June 1963 the Liberian Government has changed 
the system of import duties from the f.o.b. valuation to 

1959 1960 1961 19()2 

0.28 0.37 0.31 0.28 
25 500 39 039 30724 26132 
1 459.9 1 571.5 1400 1 357 

5.7 4.0 4.8 5.2 

c.i.f. This is intended, of course, to increase revenue and 
will make it possible henceforth to gather statistical in
formation on shipping costs. It should also be noted that 
virtually all imports into Liberia are shipped by conference 
lines at conference tariffs, except in specific cases which 
are to be dealt with under subsequent headings. 

(a) Rice 

64. Rice is Liberia's staple food and is now probably 
the most important single import item, albeit not the 
largest or most valuable one. In the fairly recent past, the 
country used to be self-sufficient in rice, but a steady 
decline in domestic production, coupled with a growing 
consumption resulting from higher living standards and 
increased population, has made large-scale imports a 
vital necessity. 

65. Imports in 1961 totalled 52,100,000 pounds (an 
average of one pound a week per head of population) 
valued at $3,184,924, and rose to over 56,000,000 pounds 
in 1962. In both years, over 62 per cent of the total 
came from the United States and some 30 per cent from 
European and Asian countries, the balance being ac
counted for by overland imports from neighbouring 
countries. 

66. The freight rate from the the United States, as 
quoted by a conference firm, is $22 per ton for bulk or 
bags and $30 for boxes. Considering the proportion be
tween bulk and packed rice this suggests an average rate 
of $24 per ton. The conference rate from Europe appears 
to be higher, possibly due to the fact that no bulk rate is 
available. The quoted rate, effective prior to 1 August 
1963, was 192s. or just over $27. On account of various 
surcharges which applied during part of 1961, the respective 
average rates in that year were $26.60 for the United 
States and $31 for Europe. Assuming, which appears to 
be the case, that all the rice of Asian origin was bought 
in and shipped from Europe, and that none of the rice 
from Europe was imported in bulk form-the rates from 

TABLE 3 

Liberian exports (iron ore and rubber) and freight charges,• 1958-1962 

Total f.o.b. value of exports ('000 $) . . . 
Total freight charges ('000 $) . . . . . . 
Freight charges as a percentage of exports . 

• Not including port dues or handliog charges for iron ore. 

1958 

47 699.7 
7 684.3 

16.1 

1959 

58 972.6 
9 688.1 

16.4 

1960 

73 681.1 
11 269.2 

15.3 

1961 

54 882.4 
10 142.4 

18.5 

1962 

58 809.5 
11176.0 

19.0 
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Europe would, in any case, have been the same for bulk 
and boxes-the following data emerges: 

TABLE 4 

Liberian imports of rice and the impact of freight charges 

1961 1962 

Total c.i.f. value($) . . . 3 185 000 3 536 800 
Average value per lb ($) . 0.06 0.06 
Quantity from USA (lb) . 31 216 600 35 317 400 
Rate from USA per ton($) 26.5 24 
Quantity from Europe (!b) 15 570 000 16 850000 
Rate from Europe, 

per ton($) . . . . .. 31 27 
Total value of rice 

imported by sea-USA 
and Europe ($) . . . . 2 866 500 3 254 000 

Total value of freight ($) . 582 810 575 000 
Value of freight as 

percentage of total value 20.4 17.8 

67. Figures of rice imports for the previous three 
years, 1958-1960, are not available, but total quantities 
are known to have been considerably smaller. 

(b) Trucks (lorries) 

68. Some data for 1962 is available for imports 
of trucks, and these afford an illustration of freight 
values in relation to an important economic development 
commodity: 

TABLE 5 
Liberian imports of trucks, and freight rates, 1962 

Total number imported from the US. 
Total value ($) . . . . . . . . . . 
Average freight cost per truck($) . . 
Total freight value($) . . . . . . . . 
Freight value as a percentage of total value 

(c) Oil 

765 
2 523 787 

770 
590000 

21.5 

69. The oil tankers operate mainly on a charter 
system and the level and structure of their rates is almost 
irrelevant to foreign trade. Many of the oil tankers belong 
to the four large oil companies which control the import, 
distribution and sale of petroleum products in Liberia. 
Those which do not directly belong to the oil companies 
are generally chartered by them on a more or less perma
nent basis. Tanker's conference tariffs for charter are under
stood to apply but since, in most cases, the shipowners are 
also the oil producers, exporters, refiners, importers and 
distributors the question of tariffs becomes largely one of 
accountancy. 

70. The volume of imports is determined by demand 
and, to a much smaller extent, by the level of retail prices, 
which is fixed by agreement between the major companies 
and allows for a sufficiently large margin of profits to 
absorb any fluctuations in the cost of shipping. 

71. The oil importers, who are also the producers, 
refiners and distributors, allow for about 1.2 cents per 
US gallon of petrol for shipping and insurance as against 

a profit of nearly 12 cents on wholesale distribution alone. 
To this must be added profits on storage in Liberia (oil 
terminals owned jointly or individually by the oil com
panies) as well, of course, as profits made in other countries 
on extraction and refining. 

72. It may be noted in this connexion that although a 
substantial proportion of the world's tankers fly the 
Liberian flag, there is no evidence that any Liberian ship 
has ever been used to import oil into the country. 

(d) Total imports 

73. A more general though much rougher estimate of 
the order of freight values in relation to the total value of 
imports can be suggested by attempting to average 
freight rates for each year on the basis of known data 
about the main categories of imports and their origin. 
This would provide the following rough estimates: 

TABLE 6 
Liberian total imports and freight charges,• 1960-1962 

1960 1961 1962 

Average c.i.f. value per 
ton($) ..... 248 313 343 

Estimated total freight 
value($) ... . . . 8 937 800 11 600000 13 675 000 

Total c.i.f. value of 
imports($) . . . 69190 000 90 667 800 132174 600 

Freight as a percentage 
of the value of imports 13.0 13.0 10.3 

• In estimating the above average freight rates per ton the following factors 
were taken into account: (!) the proportion between the approximate volume of 
goods from three main points of departure: the United States, Europe and Asia; 
(2) the proportion between four main categories of goods-food and articles or 
goods requiring special treatment, general cargo including manufactured con
sumer goods and machinery, bulk goods (rice, cement, etc.), large capital goods 
including tractors and vehicles; (3) special rebates granted In 1960 and 1961 for 
Lamco machinery and capital equipment; (4) the tendency of conference rates 
for wide ranges of goods to vary within fairly narrow limits. 

74. The average freight values shown in the table are 
obviously an approximation, since, in the absence of exact 
statistics relating either to the prices actually paid to or 
quoted by shipping companies, or to the exact volume or 
weight of each consignment, it is impossible to establish 
accurately the exact value of freight for each year. 

75. It will be seen from the table above that the 
percentage spent on freight in 1960 is approximately the 
same as in 1961, although the average freight rate was 
considerably higher in the latter year owing to abnormal 
conditions at the port of Monrovia. This is explained by the 
fact that the average value of cargo was higher in 1961, 
as it included a higher proportion of expensive capital 
goods imported in connexion with the various develop
ment projects. The higher freight rates prevailing during 
part of 1961, as a result of surcharges imposed by the two 
conferences, were partly offset by rebates to large importers 
of machinery, such as the Raymond Co. who were con
structing the Lamco port and railway. Some of these 
rebates applied also in 1960. 

76. The above percentages are also within the limits 
of the rough estimates made by importers in Liberia, 
who generally allow from 8 to 12 per cent of the viilue of 
goods for freight and insurance. These allowances went 
up to 15 per cent in 1961 on account of surcharges. 



296 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS OF 

FREIGHT RATES 

(a) Problems arising over iron ore 

77. Although no specific problems appear to have 
arisen from the level or fluctuations of freight rates on 
iron ore, the structure of the system of iron ore maritime 
transport has often given rise to complaint. 

78. Economic development experts in Monrovia, in
cluding foreign advisers, regard it as undesirable from the 
country's point of view that the sole sales agents of LMC 
ore should also act as the main shippers and control the 
chartering of carriers (except in cases when the chartering 
is done by independent buyers). 

79. Recent approaches made to Messrs. Wm. H. 
Muller, with a view to Government or potential private 
investors securing back freight rates on iron ore carriers, 
have resulted in what are regarded as unsatisfactory 
replies. 

80. The bulk ore carriers normally sail to Liberia on 
water ballast and there have been a number of proposals 
to use backfreight for importing coke with a view to setting 
up a domestic steel industry. The prices quoted by 
Messrs. Muller for back freight from US East Coast ports 
to Monrovia, i.e., $4 per ton of coke, are regarded as 
prohibitive for a new industry. In fact, the quoted price 
is regarded as only slightly lower than the normal time 
charter rate for a round trip and it is suspected that if 
such prices were paid, it would result in the present ex
porters of ore considerably reducing their own shipping 
costs and benefiting in effect from back freight rates at 
the expense of the potential importers of coke. It is further 
believed that the situation would have been different if 
both buyers and sellers of ore used independent shipping 
firms at competitive rates. 

81. (Messrs. Wm. H. Muller claim in an official letter 
that the quoted rate of $4 per ton was based on "applicable 
rates of time charter for 20,000 to 25,000 tons bulk carriers 
with a time charter rate of $2.50 per dead-weight ton and a 
freight rate on ore to the United States of $2.50 per ton of 
cargo". As mentioned earlier, the accepted rate for ore 
to the United States is about $3.50 per ton, as revealed by 
shippers in a different context.) 

82. It may be worth adding in this connexion that the 
normal cost of shipping coke as freight from US East 
Coast ports to Monrovia, at American conference lines 
tariffs for West Africa, as officially quoted by Farrell 
Lines, would be $45 per ton, or eleven times more than 
under charter arrangements. 

83. Another project, aimed at manufacturing cement in 
Liberia by importing limestone from Europe or the 
United States, has also been frustrated by the inability 
of shipping firms to offer back freight rates on bulk carriers 
sailing empty to Monrovia. Prices quoted would make 
the manufacturing operation marginal, although local 
consumption is sufficient to justify a cement industry. 

84. [Dr. James Weeks, Director of Economic Planning, 
in an official report to the Government, said some of the 
prices quoted were "exorbitant and would not permit us to 
transport bulk goods, such as limestone, for our (proposed) 
operations.] 

(b) Problems arising over other cargo 

85. The general level of freight rates on other cargo 
is determined by the two shipping conferences-American 
and European-whose members carry over 95 per cent 
of Liberia's foreign trade (other than iron ore and oil). 

86. The basic tariffs imposed by both conferences are 
the same as those applying to neighbouring West African 
ports such as Freetown, Conakry and Abidjan. Dif
ferences in the total cost of shipping arise, however, 
from surcharges and different port dues. It may be men
tioned that Liberian port dues are among the lowest in 
Africa and that surcharges have applied for limited periods 
only. 

87. As far as the levels of freight rates are concerned, 
it may be noted that there is almost no difference between 
the basic level of cargo tariffs to and from the various 
European ports. The same tariff applies to German, Dutch, 
Belgian and Scandinavian ports, with negligible variations 
for British, French and Italian ports; since the Liberian 
level of import duties is also the same for all countries, 
all European exporters can compete on virtually identical 
terms in the Liberian market. Freight rates to and from 
the United States are generally 5 to 10 per cent higher than 
for Europe, and, as far as Liberian importers are concerned, 
this difference has been slightly accentuated as a result of 
the recent decision by the Government to base customs 
duties on the c.i.f. price instead of the f.o.b. value. 
Naturally, countries such as Japan and Hong Kong whose 
trade with Liberia has been growing, will be placed at a 
correspondingly greater disadvantage. 

88. More significant to the orientation of foreign 
trade, however, is the fact that the American conference 
appears to apply tariffs more rigidly than the European 
one. American conference representatives state that there 
is no precedent for conference lines granting contract 
rates, rebates of any description or exclusive patronage 
agreements. Moreover, American conference members 
would probably discourage patronage from shippers or 
exporters making a substantial use of non-conference 
ships. 

89. The European Conference, on the other hand, 
grants rebates to major regular users as well as special 
tariffs for large shipments. It is understood that the 
Raymond Engineering Company, an important Lamco 
contractor for the building of the port of Buchanan and 
the railway line from Nimba to Buchanan, had a rebate 
of 30 per cent on shipments of machinery and materials 
from Europe which lasted from the middle of 1960 to the 
end of 1961. European conference lines also grant rebates 
of from 7 to 12 per cent on all northbound agricultural 
produce exceeding a certain quantity. These include 
rubber, coffee and palm kernels, but not timber, on which 
the full rate is applicable. 

90. As against this, American conference tariffs 
appear to be more consistent and less subject to fluctua
tions. Thus surcharges imposed by the American con
ference never exceeded 30 per cent, while the European 
one reached for a short period the all-time record of 60 
per cent. American tariffs also appear to be specific and 
more closely related to dead tonnage or actual costs in 
that provisions are made for the method of packing, the 
form under which goods are shipped and so on. Lower 



OCEAN SHIPPING AND FREIGHT RATES 

rates are quoted for such goods as latex rubber as against 
crepe rubber, or for rice in bags as against rice in boxes. 

91. Another point relevant to the orientation of foreign 
trade is that conference rates to other West African ports 
are hardly related to the much shorter distance and are, 
in fact, only slightly lower than rates to Europe and 
America. Tariffs to and from most West African ports are, 
on average, only 20 or 30 per cent lower than to Europe 
and America. Although this is said to be due to technical 
reasons, African trade officials feel that this situation is not 
inducive to greater economic co-operation between African 
countries and, as a result, to industrialization with a view 
to a larger regional market. 

92. An analysis of the structure as opposed to the 
level of conference rates suggests that in some cases these 
are based on the value of goods as much as on their 
volume, weight or transportability; in other words, 
that conference freight rates are not strictly related to 
shipping costs but take commercial factors into account. 
For example, the rate per unit (40 cubic feet) of bottled 
whisky is higher than that for minerals although the 
packing, weight and volume may be identical for both 
commodities. 

93. According to shipping sources this is due to the 
"greater financial risk incurred in transporting more 
valuable goods". However, this justification would apply 
only to insurance costs and, in any case, does not seem 
fully to account for the difference in rates. It is believed, 
however, that the intention is to make the transport of 
cheaper commodities economically possible. The indirect 
effect of this is to discourage the local manufacture of 
some goods and, in some cases, slightly to increase the 
price of commodities for which no local substitute can be 
found. 

94. Fluctuations in freight rates have in the past been 
due mainly to surcharges which have been imposed from 
time to time by the two conferences. These were introduced 
for the first time in 1956 and were prompted by congested 
conditions which sometimes arose at the port of Monrovia, 
especially during the rainy season, when loading or un
loading operations were frequently interrupted for several 
days in succession. The surcharges varied from 10 to 20 
per cent and applied during comparatively short periods. 

95. With the beginning of iron ore exports, which 
had not been anticipated when the port of Monrovia 
was built in 1948, conditions gradually worsened and a 
crisis was reached in 1961 when ships had to wait outside 
the harbour for as long as 31 days. This was due partly to 
iron ore carriers occupying as much as half of the berthing 
space originally intended for general cargo, and partly 
to inefficiency and shortage of ali-weather unloading 
facilities and dry storage space. As a result-or partly as 
a result-European conference surcharges increased suc
cessively from 10 to 20, 30, 40 and then 60 per cent. The 
American conference surcharge reached a maximum of 
30 per cent in December 1961. However, this maximum 
surcharge was applied for only about two months. 

96. With the commissioning of new finger piers for 
iron ore and oil and a reorganization of the port, con
gestion ended and all surcharges were suspended by 
October 1962. 

97. There is no evidence to show that the surcharges 
affected the volume of external trade to any noticeable 

extent. In fact, the highest surcharges coincided in time 
with a period of accelerated imports of machinery for 
development projects, and the volume of unloaded cargo 
appears to have been higher during the periods of maximum 
surcharge. It must also be recalled that Liberia experienced 
boom conditions at the time, with consumption of im
ported goods remaining unaffected by prices. But if a 
surcharge were to be imposed under the present austerity 
conditions it would probably have an effect on the volume 
of trade. 

98. It should be noted, however, that retail prices did 
increase at the beginning of each period of surcharge 
to an extent which could hardly be justified by the increased 
freight rates. It could be said that one of the effects of the 
surcharges was to encourage speculation by traders and to 
increase their margin of profits. Retail prices usually 
increased almost as soon as a new surcharge was imposed, 
thus increasing the value of stocks. But the removal or 
decrease of the surcharge had no immediate effect on retail 
prices, and, in most cases, no effect at all. (This can be 
explained by certain monopolistic trends at the importing 
and wholesale level, as a result of which retail prices 
tend to be determined by the purchasing power of the 
public rather than by costs and competition.) 

99. It should be added under this heading that while 
no surcharges are applicable at present, the European 
conference lines have imposed a 10 per cent increase in 
tariffs as from I August 1963 and, under present economic 
conditions in the country, this is expected to have an effect 
on the orientation of foreign trade in certain marginal 
cases. 

MALAYA AND SINGAPORE 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

100. In 1962, exports of rubber from the Federation of 
Malaya accounted for just over 50 per cent of the value of 
its total exports. The second principal export is tin, which 
accounted for over 20 per cent of exports in the same 
year, but apart from iron ore (6 per cent) no other single 
export is of much importance, despite various attempts 
by the Government to diversify the economy. Exports of 
Malayan and other rubber are also of great importance 
to Singapore, constituting a third of total exports and re
exports from the port. 

Rubber 

101. Exports of rubber latex and sheet from Malaya 
and Singapore in 1962 totalled just over 1.1 million tons. 
Of these, 30 per cent went to Europe, 17 per cent to the 
communist bloc, 16 per cent to the United States and 9 per 
cent to Japan. Conference rates to Europe were generally 
increased slightly in September 1961; they then fell for 
crude rubber in cases or bales from 205s. 6d. ($28.77) per 
40 cubic feet in September 1961 to 20ls. 6d. ($28.21) in 
April 1963. The rates for bulk latex fell from 19ls. 
($26.70) per 20 cwt in 1962 to 187s. 6d. ($26.20) in April 
1963, and rates on crepe rubber were reduced from 201s. 6d. 
($28.21) per 40 cubic feet to 181s. ($25.30) in July 1963. 

102. Freight rates to other areas of destination were 
readily available only from 1961, and the total value of 
freight to these countries up to 1961 is consequently likely 
to be over-estimated slightly in the information given in 



298 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

TABLE 1 
Rubber exports from Pan-Malaya and freight charges, 1958-62 

1958 

Rubber latex 
Average f.o.b. value per ton ($) 671 
Total f.o.b. value of exports ('000 $) 76958 
Total freight value ('000 $) 3 368 
Freight as a percentage of total value . 4.4 

Rubber crepe 
Average f.o.b. value per ton($) 481 
Total f.o.b. value of exports ('000 $) 156 863 
Total freight value ('000 S) .. 10772 
Freight as a percentage of total value . 6.8 

Rubber dry ribbed smoked 
Average f.o.b. value per ton($) 554 
Total f.o.b. value of exports ('000 S) 348 839 
Total freight value ('000 $) 14 507 
Freight as a percentage of total value . 4.2 

Tables I and 2. Rubber exported to the communist bloc 
is transported in chartered vessels, and no information is 
available on the freight costs involved. Freight rates to 
communist countries have therefore been assumed to equal 
the average for all other countries of destination in 
calculating the total value of freight charges on all rubber 
exports, shown in Table 1. 

103. An upwards trend in the value of freight charges 
as a percentage of the total value of rubber exports is 
apparent for all types of rubber since 1960. Rubber prices 
were however rising from rnid-1958 to mid-1960, since 
when they have been falling, and the changing proportions 
of freight charges must be largely attributable to this 
factor. 

104. Table 2 shows the varying incidence of freight 

TABLE 2 
Freight charges as a percentage of the f.o.b. value of pan-Malayan 
rubber exports to various countries of destination, 1958-1962 

1958 1959 1960 1961 1962 

Rubber latex 
Europe . 3.8 3.1 2.9 3.7 4.1 
Japan 2.4 2.1 1.9 2.6 2.8 
USA. 6.5 5.4 4.9 6.4 7.0 
Argentina. 6.2 11.9 4.6 5.8 6.3 
Australia 4.5 3.7 3.5 4.5 4.7 

Rubber crepe 
Europe . 5.2 4.0 3.6 5.0 5.5 
Japan 3.2 2.4 2.2 3.2 5.0 
USA. 9.7 7.0 6.0 8.7 8.7 
Argentina. 7.6 6.3 5.2 7.0 7.8 

Rubber dry ribbed smoked 
Europe . 3.5 3.7 3.3 4.2 5.1 
Japan 3.2 2.3 2.1 2.9 3.0 
Canada. 8.3 6.3 5.7 7.6 8.1 
USA. 8.1 6.3 5.6 7.8 8.1 
Argentina. 7.3 5.9 5.2 6.8 12.4 
Australia 5.1 3.7 3.3 4.6 0.1 
New Zealand 5.0 3.8 3.4 4.5 5.0 
India. 4.2 3.3 2.9 0.6 4.1 

1959 1960 1961 1962 

801 872 677 635 
103 303 98 672 69 278 73 696 

3 724 3 136 2 716 3 220 
3.6 3.2 4.0 4.4 

657 750 526 523 
241 830 254 902 200000 183 007 

12 435 11155 12 578 12 958 
5.2 4.4 6.3 7.0 

709 788 599 557 
490 881 481 886 404 313 353 594 
18 715 16 304 17 889 18 984 

3.8 3.4 4.4 5.4 

rates on exports to the different areas of destination. 
Although the level of rates to Europe has attracted more 
complaints from shippers, rates are proportionately more 
important on exports to North and South America and, 
in the case of latex, to Australia. 

TOTAL EXPORTS 

105. No information is currently available on the over
all impact of freight charges on exports by Malaya and 
Singapore. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

106. No specific examples are currently available on 
the incidence of freight charges on particular imports by 
Malaya or Singapore. 

107. On the over-all impact of freight charges on 
imports, the total freight and insurance debit on imports 
to Malaya only in 1960 is recorded by the IMF as $M107.9 
million ($US34.53 million), or as just over 5 per cent of 
the c.i.f. value of total imports in that year. According to 
information received from the Malayan Government 
Statistics Department for the year 1962, freight and in
surance on imports from the sterling area amounted to 
8.9 per cent of the c.i.f. value of these imports in that year, 
while for imports from the non-sterling area freight and 
insurance amounted to 6.5 per cent. 

108. These latter figures show some discrepancy with 
those collected by the Balance-of-Payments Division of 
the IMF in 1963 for their study of international transactions 
in services in the balance of payments of under-developed 
countries. These figures for Malaya are as follows: 

TABLE 3 
Freight and insurance as a percentage of Malayan imports, 1961 

Millions of US dollars . 
Per cent ......• 

Imports 
c.l.f. 

728 
100 

Freight 
debit 

33.4 
4.6 

Insurance 
debit 

3.7 
0.5 



OCEAN SHIPPING AND FREIGHT RATES 299 

109. It is possible, however, that the incidence of 
freight rates did show a sudden rise in 1962, although no 
evidence is at present available to substantiate this. 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

110. Malaya is not geographically well placed vis
a-vis other producing countries to serve the European 
market, and hence freight rates must be kept to a minimum 
if Malayan producers are to compete in finding European 
outlets for their goods. Apart from an odd outburst here 
and there, however, there has been little evidence to show 
that Malayan raw materials have been priced out of any 
market or that a significant change in the direction of 
trade has taken place due to unnecessarily high freight 
rates. There is of course the danger that conference rates 
might take advantage of the natural efficiency and profit 
margins of the Malayan producers, particularly when 
these are measured against achievements in Indonesia. 
But that is considered unlikely to happen provided pro
ducers and shippers organize themselves into effective 
centralized associations with spokesmen that can put 
forward the views of the whole industry rather than frag
ments of it. In the last resort if producers can prove that 
traditional trade routes and volume of trade are being 
disrupted because of the operation of the conference 
system the Government cannot afford to remain inactive. 

111. In recent months, an acrimonious dispute arose 
between representatives of the rubber trade and the 
Far-Eastern Freight Conference over the level of rates 
charged on rubber exported to the United Kingdom and 
Europe. The conference was accused of using its monopo
listic powers to the disadvantage of the Malayan rubber 
industry. A rate of about four Malayan cents a pound 
for rubber exports to Britain and Europe, taking the 
present f.o.b. rubber price (fluctuating between 65 and 
68 cents per lb) into consideration, was thought to be 
excessive, especially when the rate for rubber from 
Thailand transhipped through Singapore was about 2.61 
cents a pound; freight rates from Malaya were said to be 
higher than for any other rubber producing country. The 
only solution to the problem, the trade stated, was for 
the conference to agree that freight rates should be 
calculated on the basis of weight, irrespective of measure
ment; they threatened to withdraw their custom from con
ference lines if not satisfied. The conference however 
replied that they (the representatives) were willing to 
accede to the trade's wish but for the fact that they could 
not get down to amicable discussions with a committee 
representing the various operations of the rubber industry. 
The various Chambers of Commerce declined to represent 
rubber interests and the other interests in the trade ap
peared to be at variance with one another as to what they 
really wanted. The result was that after a meeting between 
a special committee of the rubber trade formed at the 
eleventh hour and conference officials the measurement 
rate was retained and a reduction of 7/16 of a cent per lb 
or 20s. 6d. ($2.87) per ton of 40 cubic feet for all grades of 
crepe rubber was agreed to. 

112. In 1958, it was alleged by the Singapore Minister 
of Commerce and Industry that at times the structure of 
conference rates did exercise a distorting effect upon the 
Singapore economy. The example quoted was the lower 

TABLE 4 

Freight rates for copra and oil, Singapore to Europe, 1954-1958 

Shillings US dollars 

Copra, per ton 
1954 150 21.0 
1956 200 28.0 
1957 241/6 33.81 
1958 September 127 17.78 

Oil in bulk, per ton 
1954 127/6 17.85 
1956 . . . . . 179 25.06 
1957 . . . . . 206 28.84 
1958 . . . . . . 185/6 25.97 

[plus 30 shillings ($4.20) per ton for tank cleaning] 

freight rates for copra from Singapore to Europe, in com
parison with the rates for oil in bulk. 

113. It was argued that because of this difference in 
freight rates, copra dealers in Singapore were re-exporting 
copra to Europe and thereby depriving local oil millers 
of their occupation. The number of mills had declined from 
51 in 1945 to only four or five, and these were working 
at about one-third of capacity. Similarly, as a result of the 
adjustment of through-bills of lading to the disadvantage 
of the freight rate to Singapore plus freight to final ports, 
out of total shipments of 59,000 and 63,000 tons in 1956 
and 1957 from North Borneo ports less than 15,000 tons 
of copra came to Singapore for grading to be re-exported 
or for milling, compared with shipments of 18,000 and 
21,000 tons out of total shipments of 19,000 and 31,000 
tons in 1949 and 1950. 

114. Timber exporters have featured prominently in 
protesting against adjustments of conference rates over 
the last few years. A freight rate increase in 1956 involved 
32 per cent of the c.i.f. value of keruing, the main species 
of timber shipped to the United Kingdom. In 1961, a 
further 10 per cent increase raised the total percentage of 
freight in the c.i.f. price to 50 per cent, indicating that most 
of the increases were absorbed by local producers rather 
than the importing countries. The Malaya Timber 
Exporters' Association pointed out than from 1956 to 
1961 the total increase in freight on timber was as much 
as 54 per cent and when viewed in comparison with rates 
from South Africa and Thailand, the increase in rates 
would have an adverse effect on Malaya's timber trade. 
In 1958 the freight rate from Thailand to Britain was $17 
per 50 cubic feet, the result of a freight war between the 
conference lines and a non-conference line, while that from 
Malaya to Britain was maintained at $87. The Timber 
Exporters' Association claimed that this difference was 
the main cause for Malayan exports of timber to Britain 
and Europe dropping by about 80 per cent. 

115. In April 1959, the Straits/Pacific Conference, the 
Straits/New York Conference and the Straits/East Canada 
Conference cut the freight rate for pepper exports from 
Singapore to the United States from $80.50 per ton to $70 
per ton, following an appeal from local pepper exporters 
to lower the freight rate for pepper in order to combat 
Indian competition on the American market, which is 
Singapore's biggest outlet. The Indian rate was earlier 
reduced from $80.50 per ton to $70. A month later, the 
three conferences made a further reduction of $10 in the 
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freight rate for pepper from Singapore to the United 
States, bringing the rate down to $60 per ton, which was 
$10 higher than the rate imposed by the West India/New 
York Conference of SSO per ton. Pepper traders were then 
reported to be satisfied with the cuts. 

MAURITIUS 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

116. Mauritius is a small agricultural economy, which 
depends almost exclusively for its existence on a single 
staple crop, sugar-cane. A secondary product, tea, is being 
developed as fallow land unsuitable for growing sugar-cane 
is reclaimed, but the value of exports of tea is still on1y 
1 per cent of total exports. Sugar accounts for about 
95 per cent of the value of exports from Mauritius, and 
molasses for another 3 per cent, so that freight rates on 
sugar are the only rates of major importance to the 
island. 

(a) Sugar 

117. The yield of the current sugar crop is expected 
to amount to a record figure of 675,000 tons. The size 
of the crops is gradually increasing as more land is brought 
under cultivation, but Mauritius is never expected to 
produce more than a total of 800,000 tons of sugar. 

118. Sugar is sold according to a complex of agree
ments over prices and quotas, in which freight rates are 
to some extent involved. The greater part of the crop is 
sold under the Commonwealth Sugar Agreement. The 
Over-all Agreement Quota is 470,000 long tons per annum, 
out of which the Negotiated Price Quota of 350,000 tons 
is sold each year to the United Kingdom Sugar Board at a 
negotiated price which is higher than the world price. 
This was fixed at £45 ISs. 3d. ($128.14) for 1962 and at 
£46 Os. 10d. ($128.92) for 1963. The amount of the 
Negotiated Price Quota varies slightly; it was 350,075 
tons in 1962 and 351,750 tons in 1963. The remaining 
sugar, i.e. the difference between the Over-all Agreement 
Quota of 470,000 tons and the Negotiated Price Quota 
of 350,075 tons (for 1962) is sold on the Commonwealth 
preferential markets (in fact to the United Kingdom and 
Canada) at world prices plus the value of the tariff prefer
ences in these preferential markets, which is £5 ($14) per 
ton in Canada and £3 15s. ($10.50) per ton in the United 
Kingdom. All the difference between 470,000 tons as 
allocated above and the total production, after retention 
of the amount required for local consumption, is sold at 
world prices in the open market. 

119. In addition to the preferential prices paid under 
the Over-all Agreement Quota, the United Kingdom pays 

a kind of bonus on colonial sugars over and above the 
preference. This is known as the Sugar Quota Certificate, 
and its value in the case of Mauritius fluctuates between 
Rs. 6,500,000 ( $1,370,000) and Rs. 7,500,000 ( $1,580,000) a 
year. The value of the Quota Certificate affects the total 
value of sugar exports, although not the official prices 
paid per ton. 

120. After the Second World War, freight rates on 
sugar rose very rapidly, and as the sugar is sold c.i.f. 
the preference became consequently less and less effective. 
To obviate this, an agreement was reached in 1947 with the 
British Ministry of Food by which the freight paid by 
Mauritius for the sugar sold under the Negotiated Price 
Quota only was frozen at the pre-war level of 24s. 9d. 
($3.47) a ton, the difference between $3.47 and the actual 
rate in force to be borne by the United Kingdom. Rates 
currently quoted between Mauritius and London average 
85s. ( $11.90) a ton, so that the difference is appreciable. 

121. It is the amount of freight calculated at the fic
titious rate of $3.47 a ton which is included in the c.i.f. 
value of sugar prices calculated by the Sugar Syndicate, 
the Mauritius marketing organization, and published in 
the Sugar Journal and other publications. 

122. The actual freight paid by the United Kingdom 
can be ascertained on the basis of freights paid for sugars 
outside the Negotiated Price Quota ("free sugars") 
shipped to Britain. In 1960, however, production was below 
the Negotiated Price Quota, due to three cyclones which 
hit Mauritius, and therefore no "free sugars" were ex
ported to the United Kingdom. In 1961 there was that 
year's normal quota plus that part of the unfilled quota 
of the preceding year, so that again no "free sugars" were 
exported and only the fictitious rate of $3.47 appears in 
the books of the local syndicate. 

123. The total freights for 1958, 1959 and 1962 shown 
in Table 1 have been based on the actual rates of "free 
sugars" exports to the United Kingdom for these years, 
and as there were no exports of "free sugars" to the United 
Kingdom in 1960 and 1961, the average rates for 1959 and 
1962, after consulting various shippers, have been deemed 
to be the rates for those years. The figures showing the f.o.b. 
value of sugar exports are those published by the Govern
ment in the Customs Report. 

124. The incidence of freight charges on sugar exports 
varies sharply with the countries of destination. Table 2 
shows that the value of freight on sugar exports to the 
United Kingdom in 1962 amounted to just over 7 per cent 
of the f.o.b. value of exports, and to just under 7 per cent 
if the value of the Quota Certificate is included in exports. 
The proportion of the freight charges actually borne by 

TABLE 1 

Sugar exports from Mauritius and freight charges, 1958-1962 

Average f.o.b. value per ton($) ... 
Total f.o.b. value of exports• ('000 $) . 
Total freight valueb ('000 $) . . . • . 
Freight as a percentage of total value . 

1958 

109 
57060 
4 226 

7.50 

1959 1960 

Ill 118 
56 978 35 260 
4 312 2497 

7.56 7.08 

1961 1962 

111 113 
56 067 58 263 
4 237 4 567 

7.55 7.47 

• Excluding the value of the Quota Certificate. b Including the proportion of freight charges borne by the United Kingdom. 
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TABLE 2 

Freight charges as a percentage or sugar exports from Mauritius, 
by main areas of destination, 1958·1962 

19S8 19S9 1960 1961 1962 

United Kingdom• 7.1 7.0 6.8 6.7 7.1 
b 6.9 6.7 6.5 6.5 6.9 

., 2.6 2.7 2.2 2.9 2.6 
Canada. 8.9 9.8 6.3 12.6 13.1 
Other countries 9.1 13.1 12.5 11.4 14.5 

• Of the f.o.b. value of exports. 

b Of the f.o.b. value of exports plus the value of the Quota Certificate. 
• Paid by Mauritius on the Negotiated Price Quota. 

Mauritius on the sugar sold under the Negotiated Price 
Quota was as little as 2.6 per cent. The value of freight 
charges as a percentage of the f.o.b. value of exports to 
Canada was, however, as much as 13.1 per cent, and the 
average for other countries was over 14 per cent. These 
larger proportions are due to the lower prices obtained for 
non-preferential sugars. 

{b) Tea 

125. Tea is still of very little importance as an export, 
but the incidence of freight rates upon tea exports is 
shown below. 

TABLE 3 
Tea exports from Mauritius and freight charges, 1958-1962 

19S8 19S9 1960 1961 1962 

Total f.o.b. value 
exports ('000 $) 496 569 284 1037 822 

Total freight 
value ('000 $) 20 26 13 48 45 

Freight as a per-
tange of total 
value ... 3.9 4.5 4.6 4.6 5.5 

{c) Total exports 

126. Since sugar accounts for 95 per cent of exports 
from Mauritius, the over-all incidence of freight costs on 
exports cannot differ significantly from that on sugar 
exports. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

127. The twelve most valuable single items have been 
taken as examples in showing the range of importance of 

TABLE 4 
Freight costs as a percentage of the c.i.f. value of selected imports 

of Mauritius, 1958-1962 

19S8 19S9 1960 1961 1962 

Rice 9.85 9.07 10.05 10.20 10.73 
Flour. 17.78 15.42 17.95 16.47 15.23 
Vegetable oils 9.59 9.83 9.69 8.67 8.15 
Vegetables, fresh and 

dry. 13.71 9.05 9.13 9.64 9.67 
Milk, condensed and 

powdered. 7.24 8.39 8.13 9.46 7.91 
Electrical machinery 6.56 5.44 5.58 6.06 7.02 
Motor vehicles . 13.32 13.00 12.56 12.73 11.89 
Fertilizers . 22.78 19.86 20.43 20.93 21.48 
Petroleum products . 16.70 15.80 14.10 17.20 16.70 
Cement. 44.48 40.56 39.12 38.02 35.76 
Cotton fabrics 5.40 6.19 6.17 5.94 6.27 
Medical and pharma-

ceutical products . 6.73 6.63 6.97 7.01 7.32 

freight costs on imports into Mauritius. Statistics being 
available for both the c.i.f. and the f.o.b. values of these 
imports, the f.o.b. values have been deducted from the 
c.i.f. in order to obtain insurance and freight costs. In
surance has then been deducted, in so far as this is possible, 
in order to obtain the value of freight. 

128. It has not been possible to obtain the exact amount 
of the insurance element, as some insurances are contracted 
in the countries of origin, and some in Mauritius, and the 
rates are not the same. There are also different rates of 
insurance, and it is impossible to know if the insured has 
been covered for war risk, breakage, blowing of bags, 
theft, pilferage or shortage. There are also secret bonuses 
encouraging premiums, or the total imports of a trader 
are insured for a fixed sum, and insurance depends also 
on the nature of the packing. After consulting an insurance 
expert the more appropriate rate has been taken in each 
case. 

129. It can be seen from Table 4 that the incidence of 
freight rates on the heavy products of low value is very 
great. Cement and fertilizers may be noted in particular, 
as commodities of major economic importance. 

130. Table 5 shows the relationship between total 
imports and freight charges, estimated by the same 
methods used for the twelve major imports. 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

13!. There are no specific complaints concerning the 
impact of freight rates on the foreign trade of Mauritius. 

TABLE 5 

Total c.i.fvalue of imports ('000 $) . . 
Total freight value ('000 $) . . . . . 
Freight as a percentage of total value . 

Mauritius imports and freight charges, 1958-1962 

19S8 

63 260 
7 344 

11.61 

19S9 

60645 
6932 

11.41 

1960 

70162 
8 060 

11.15 

1961 

68491 
8 154 

11.90 

1962 

68 230 
8 031 

11.77 
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A decision in 1962 taken by the conference lines to increase 
rates between Europe and Mauritius by 7.5 per cent was 
considered unfortunate at a time when the economy had 
not yet recovered from the effects of the cyclones of 1960. 
Representations by the Chamber of Commerce resulted in 
an agreement to exempt certain commodities, including 
cement and fertilizers, from the increase. 

132. Mauritius being essentially an agricultural eco
nomy, producing mainly sugar, it is bound to export its 
sugar and import the majority of its foodstuffs and manu
factured goods in order to survive. Any fluctuation in 
freight rates, within a reasonable limit, will therefore have 
very little effect on the volume of trade. An increase of 
freight rates within reasonable limits will not diminish 
the volume of trade, but a diminution of the rate might 
cause some increase in volume. The increase of rates by 
7.5 per cent as from I June 1962 imposed by the conference 
lines from Europe to Mauritius has not decreased the 
volume of imports in the second half of 1962 or in 1963. 

MOROCCO 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

133. Phosphates constitute Morocco's major export, 
accounting for 25 per cent of the value of total exports in 
1962 and for 68 per cent of the volume. The second im
portant export is citrus fruit, accounting for some 14 per 
cent in value, and this is followed by fresh vegetables and 
preserved fish, each accounting for some 8 per cent of the 
value of total exports. 

(a) Phosphates 

134. Exports of phosphates reached over 8 million 
tons in 1962. Although exports have been steadily in
creasing in quantities, the price per ton has been falling 
since 1960, from DH56 ($11.09) in that year to DH54 
($10.69) in the next and to DH53 ($10.55) in 1962. This 
trend appears to be continuing in 1963. 

135. Morocco is the largest single exporter of phos
phates, and these are in general of a superior quality to 
those of its competitors. Its phosphates are mined and 
sold exclusively by the State-owned "Office cherifien des 
phosphates" (OCP). The OCP normally quotes prices 
f.o.b. Casablanca or Safi, and in fact for about half of 
its sales has no responsibility for transport, which is 
arranged by buyers who frequently send their own carriers 
for the purpose. For the other half of sales, however, the 
"Societe de transport et d'affretement" (STAR), a sub
sidiary of the OCP with a head office in Paris, has since the 
beginning of 1961 organized the supply of vessels for the 
carriage of phosphate from Morocco to all countries of 
destination. The STAR negotiates charters, in liasion with 
the purchasers, and exercises some control over the 
shipping market for the benefit of the OCP and its clients. 
For this purpose, the OCP has evolved a new sales 
formula for the purchaser who asks for transport to be 
arranged; the sale is made "c.i.f. exclusive of freight", 
which involves an agreement by the OCP to provide 
transport at the best rates available. The buyer pays f.o.b. 
price to the OCP and subsequently pays the owners of 
the chartered vessel directly for the freight. 

136. It is very difficult to estimate the incidence of 
freight costs upon exports of phosphates. Since this is a 

bulk commodity with a low value per ton, the incidence 
is in fact high, and indeed for the farthest destinations 
has been known almost to equal the f.o.b. price. The 
situation is complicated by the existence of inter-govern
mental agreements covering phosphate sales, in which 
the f.o.b. price is fixed at a below-average rate of DH50 
($9.95) a ton. For example, as a result of a commercial 
agreement signed in August 1962 between the Moroccan 
and Indian Governments, Morocco undertook to deliver 
250,000 tons of phosphate at a price of DH17,500,000 
($3,482,500), half of the volume being sold c.i.f. and the 
rest f.o.b. On the basis of an f.o.b. price of DH50 ($9.95) 
per ton, the freight element in the price paid amounted 
to DH5 million ($995,000), which on 125,000 tons amounts 
to DH40 ($7.96) per ton, or to 80 per cent of the f.o.b. 
price. The freight charged was in this case partly used to 
offset the favourable f.o.b. price. 

137. The object of establishing the STAR was to obtain 
the lowest rates possible for the transport of phosphates; 
the company, by reason of the large tonnage it deals with 
annually, can obtain more favourable rates from owners 
than would be the case in individual negotiations by 
purchasers. In 1961 the vessels chartered by the STAR 
carried 3.5 million tons of phosphates; this had risen to 
nearly 4 million tons in 1962, or to half the volume of 

'Morocco's total exports. The STAR, was established at 
a time of falling freight rates, which together with its power
ful position in the market made it possible for vessels to be 
chartered at rates at which it is hardly likely that the owners 
make any profit. 

138. Average freight rates per ton of phosphate have 
fallen from $14 at the time of the Korean War to $3.2 
in the early months of 1963. On the assumption that this 
was the average rate prevailing throughout 1962, the cost 
of transporting the 8.1 million tons exported in that year 
would have been in the region of DH130 million 
( $25,870,000). This is equivalent to some 30 per cent of their 
f.o.b. value. Rates were however certainly higher during 
part of the year, and a more accurate estimate of the 
incidence of freight costs on exports of phosphates is 
probably 35 to 40 per cent. 

139. It may be noted here that since freight costs 
are paid by the purchasers of Moroccan phosphates, and 
since the vessels despatched to carry the phosphates pay 
harbour dues and loading charges at Casablanca and Safi, 
freight on phosphate exports actually involves a small 
credit in the Moroccan balance of payments. No payment 
for transport directly accrue to Morocco, however, since 
the principal Moroccan shipping company (Comanav) has 
refused to carry phosphates on the grounds that this 
traffic is unprofitable. 

(b) Citrus fruit 

140. Moroccan production of citrus fruit has been 
steadily increasing. Total production in 1962/63 reached 
some 500,000 tons of which 363,400 tons were exported, 
while in five years' time total production is expected to 
reach 700,000 tons of which 580,000 to 600,000 tons will 
be exported. This is based on the assumption that Morocco 
will manage to retain her share of 17 to 20 per cent in 
total Mediterranean citrus exports. 

141. Europe is the only practical market for citrus 
fruit, because of the high costs of transport and dis
tribution involved. In the 1961/62 season, 94 per cent of 
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exports were to western Europe and the remaining 6 per 
cent to eastern Europe. Morocco is at a geographical as 
well as a climatic disadvantage in comparison with the other 
Mediterranean producers, being unable to export its 
fruit other than by sea. Moroccan and Spanish producers 
face the same tariffs in exporting to West Germany, for 
example, but the Spanish producer is able to send fruit 
to the German market at a transport cost of DH20 
($3.98) less per ten kilograms, 60 per cent of the transport 
involved being by rail. Even in the French market, in which 
Morocco is granted a tariff-free quota of 190,000 tons, the 
Spanish producer can sell at a more competitive price. 

142. The f.o.b. price of citrus fruit has shown some 
fluctuations in recent years. It averaged DH600 ($118.80) 
a ton in 1961, DH560 ($111.44) in 1962 and DH728 
($144.87) in the first six months of 1963. The average f.o.b. 
price for the 1962/63 season was DH685 ($136.32) a ton. 
The costs of sorting, packing and transport to the ship 
are estimated at DH200 ($39.80) a ton, so that the price 
received by the producer is in the region of DH485 
($96.52) a ton. 

143. The freight rate is decided annually on the basis 
of discussions between the shippers and shipping lines. 
For 1962/63, the rate to French ports was fixed at 
DH112.75 ($22.44) a ton, and was therefore the equivalent 
of 16.5 per cent of the f.o. b. price (and of over 25 per cent 
of the price on leaving the producer). This rate was however 
for fruit in standard cases, for other forms of packing 
the rate was higher, at DH123 ($24.48) a ton or 18 per cent 
of the f.o.b. price. Half of total exports were to France; 
rates to other destinations are generally higher. In 1962/63 
rates were DH116 ($23.08) a ton to northern continental 
ports, with further variations for the United Kingdom and 
eastern Europe. 

144. As a general estimate it may be concluded that the 
over-all incidence of freight costs on exports of citrus fruit 
in 1962/63 was in the region of 17 to 18 per cent. 

(c) Other exports 

145. The incidence of freight charges on exports of 
fresh vegetables and tomatoes, preserved fish, cereals and 
wine, is estimated at 14 to 15 per cent of the average 
f.o.b. price. If the value of these products is added to that 
of citrus exports, the over-all incidence of freight on ex
ports of foodstuffs, which constitute about 50 per cent of 
the total value of Moroccan exports, amounted to 15 to 16 
per cent in 1962. 

146. Freight rates on manganese, iron and lead ores 
have a slightly smaller impact than those on phosphates. 
The over-all incidence of freight on all mineral exports, 
which constitute some 30 per cent of total exports, can be 
estimated at from 30 to 32 per cent. 

147. Another 10 per cent of exports consists of mis
cellaneous products of animal or vegetable origin (vegetable 
horsehair, esparto, cork, etc.), on which freight is estimated 
at 35 per cent of the f.o.b. price. The remaining 10 per cent 
consists of manufactured or semi-manufactured goods, 
on which freight rates are so diverse that their over-all 
incidence cannot be estimated. 

(d) Total exports 

148. On the basis of the calculations described above, 
the incidence of freight charges on the f.o.b. value of 90 per 

cent of Moroccan exports in 1962 must have averaged about 
23 per cent. This high level is to be expected, since a large 
proportion of exports consists of heavy commodities of 
low value, and since Morocco is in many cases further 
from her principal markets than is the case for her 
competitors. 

THE INCIDENCE OF FREIGHT CHARGES 

ON IMPORTS 

149. Moroccan imports are subject to relatively strict 
government control, only essential primary commodities 
and materials being freely imported. All other imports are 
restricted to annual limited allocations offoreign exchange. 
A consequence of this system is that the importer is mainly 
concerned with whether or not he can obtain an import 
licence, and the problem of freight rates or other costs 
is very much a secondary one. 

150. Despite the existence of government control over 
imports, reliable statistics are not available of the freight 
element in their c.i.f. value. The freight debit recorded in 
the official balance of payments statistics for 1960 and 
1961 amounted toDH125 million($24,750,000)andDH133 
million ($26,334,000) respectively, or to 6 per cent of the 
c.i.f. value of imports. Some doubt is thrown on these 
figures by previous balance of payments figures which show 
higher freight debits for 1957 to 1959 than in 1960. It is 
most unlikely that the total cost of freight on imports fell 
over these years, since, on the contrary, rates from conti
nental ports were increased by 10 per cent and rates on 
certain products from Great Britain have risen by 20 per 
cent since 1959. (A further increase of 10 per cent on con
ference services from French, North Sea, Channel and 
Atlantic ports has been effective from October 1963.) 

151. Since the unit value of imports increased very 
sharply in 1960 and 1961, however, a lower incidence of 
freight costs on the value of total imports might be ex
pected, so that the trend of the percentages shown in Table 1 
may be more accurate than the figures of the total freight 
debits. 

TABLE 1 
Freight charges and Moroccan imports, 1957-1961 

1957 1958 1959 1960 

Total c.i.f. value of 
imports (million $) 408 398 336 404 

Total freight debit 
('000 $) . 36.9 36.4 30.6 24.8 

Freight as a percentage 
of imports. 9.0 9.2 9.0 6.1 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

1961 

452 

26.8 

5.9 

152. Although the incidence of freight costs upon 
Morocco's exports is very high, no complaints arise over 
their impact on the cost of the major export: phosphate. 
The proportionate importance of freight costs to a bulk 
commodity of low value must in any case be great, and 
the organization of a centralized chartering organization 
to act on behalf of purchasers has meant that the best 
rates that the shipping lines can concede have been 
obtained. 
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153. The impact of freight rates on the f.o.b. price of 
citrus fruit is considerably more serious, as Morocco is 
faced with severe competition in this field from producers 
with lower transport costs. This appears to be realized, 
however, by the conference lines concerned, who agreed 
to exclude citrus exports from the general 10 per cent 
increases in rates which was announced for October 
1963. Moreover, the incidence of freight rates does no 
more than add to an already existing problem, which has 
been made more potentially serious by the creation of 
the Common Market than by any changes in freight 
costs. 

SUDAN 

THE INCIDENCE OF FREIGHT CHARGES 

ON EXPORTS 

154. Exports of cotton and cotton seed accounted for 
over 65 per cent of the value of Sudanese exports in 1962. 
Apart from groundnuts, sesame and gum, which each 
accounted for from 6 to 9 per cent of total exports, no 
other single item amounted to more than 2 per cent of the 
total. Freight rates on cotton are consequently of the most 
importance to Sudanese foreign trade. 

(a) Cotton 

155. Cotton exports amounted to 871,778 bales in 
1962, with an f.o.b. value of £S44,703,000 ($125,168,400). 
India has recently replaced the United Kingdom as the 
principal country of destination, taking nearly 30 per cent 

of the total value of cotton exports in 1962. Approxi
mately 14 per cent went to the United Kingdom, and West 
Germany and Italy were also large customers. 

156. Ocean shipping freight rates to the United King
dom and Continent have shown considerable fluctuations 
in recent years, rising steeply in 1957 and falling steeply 
in 1958. Since then they have risen more gradually (see 
Table 6); from 125s. ($17.50) per metric ton for cotton in 
standard bales in 1958 to 155s. ($21.70) in 1962. Rates to 
Indian ports have shown less variation, and although 
varying between ports of destination from lOOs. ($14) to 
155s. ($21.70) per metric ton, the rate of lOOs. ($14) to 
Bombay has remained unchanged since 1958. 

157. Table 1 shows the over-all incidence of freight 
costs on total exports of ginned cotton and cotton seed 
between 1958 and 1961. 

158. Table 2 shows the difference between the incidence 
of rates on cotton (ginned) exports to India and those on 
cotton exports to the United Kingdom in 1961 and 1962. 

159. The appreciably lower incidence of rates on cotton 
exports to India is evidently largely accounted for by the 
higher value of the cotton per ton. 

(b) Other exports 

160. Freight costs have not exceeded 6 per cent of the 
total value of exports of groundnuts, sesame or gum, the 
three most important Sudanese exports after cotton, in 
any year since 1958. Exports of oilcake and dura are 

TABLE 1 
Cotton exports from the Sudan and freight cbarges, 1958-1961 

1958 1959 1960 

Ginned cotton 
Average f.o.b. value per ton($) 795 625 880 
Total f.o.b. value of exports ('000 $) . 62369 112 425 92 814 
Total freight value ('000 $} 1 372 3 115 1846 
Freight as a percentage of total value . 2 3 2 

Cotton seed 
Average f.o.b. value per ton($) 70.38 75.97 83.77 
Total f.o.b. value of exports ('000 $) . . 3 758 12138 7 794 
Total freight value ('000 $) .. 299 1118 781 
Freight as a percentage of total value . 8 9 10 

a The information received on freight charges for ginned cotton in 1961 seems improbably low. 

TABLE 2 

Freight rates on cotton exports to the United Kingdom and India, 1961 and 1962 

Total f.o.b. value of exports ('000 $) . 
Average f.o.b. value per ton($) . . . 
Total freight paid ('000 $) . . . . . 
Freight as a percentage of total value . 

Total f.o.b. value of exports ('000 $) . 
Average f.o.b. value per ton($) . . . 
Total freight paid ('000 $). . . . . . 
Freight as a percentage of total value . 

1961 

To the United Kingdom 

To India 

18 323 
429 
868 

4.42 

16 327 
917 
269 

1.65 

1962 

18004 
373 
980 

5.44 

34 262 
830 
635 

1.82 

1961 

821 
87 234 

(21W 
(0.2)• 

86.84 
10184 

903 
9 
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TABLE 3 TABLE 4 
Freight costs as a percentage of the total f.o.b. value of certain 

Sudanese exports, 1958-1961 
Sudanese exports• and freight charges, 1958-1961 

1958 1959 1960 1961 

1958 1959 1960 1961 

Average f.o.b. value 
Groundnuts 5 5 5 6 perton ($) .... 293 260 250 251 
Sesame seed 2 4 4 4 Total f.o.b. value of 
Gum arabic. 3 3 3 4 exports ('000 $) . . 100 251 165 907 156 982 151 980 
Dura 8 1 18 1 Total freight charges 
Oilcake 10 10 10 10 ('000 $) ..... 3 176 6 560 6424 4 610 

Freight as a percentage 
of total value . . . 3.2 4.0 4.1 3.0 

a 90 per cent of total exports. 

TABLE 5 
Sudanese imports of sugar and freight charges, 1957-1961 

1957 1958 1959 1960 1961 

Average c.i.f. value per ton($) . 150 104 90 95 77 
Total c.i.f. value of imports ('000 $) 17164 10 683 10436 10252 11276 
Total value of freight charges ('000 $) . 1 712 1 155 977 903 1224 
Freight as a percentage of imports . 9.97 10.80 9.36 8.80 10.85 

TABLE 6 

Freight rates on principal exports from the Sudan, 1948-1963 

(Rates per metric ton, US dollars) 

India 
United Kingdom and the Continent 

Bombay and Calcutta 
1948 1958 1/12/58 1/6/59 JS/10/59 15/1/60 19/3/60 5/11/60 1/11/62 1/9/63 Karachi Cochln and Madras 

(Rates per metric ton, US dollars) 
Cotton bales: 

Up to 125 cu ft . 19.44 17.50 17.50 17.50 17.50 17.50 20.30 20.30 21.70 21.70 13.00 17.10 19.80 
126 to 175 cu ft . 24.50 24.50 24.50 24.50 24.50 29.40 29.40 16.80 16.80 23.90 26.60 
Over 175 cu ft 31.50 31.50 31.50 31.50 31.50 37.10 37.10 39.90 39.90 

Cotton seed: 
Bagged: "Black" 14.35 5.60 6.30 7.0 7.70 8.40 9.80 7.70 8.40 9.80 13.00 17.10 19.80 

"White" 8.40 9.10 9.10 10.50 11.20 12.60 10.50 10.50 12.60 10.20 13.60 15.00 
Bulk 8.40 9.10 9.80 11.20 11.90 12.60 7.70 8.40 9.80 10.20 

Oilcake 14.35 5.60 7.30 7.0 7.70 7.70 9.80 7.70 8.40 9.80 15.00 16.40 19.80 

Dura in bags 14.35 5.60 6.30 7.0 7.70 8.40 9.80 7.70 8.40 9.80 15.00 16.40 19.80 
Dura in bulk 8.40 9.10 9.80 11.20 11.90 12.60 7.70 8.40 9.80 11.60 

Gum 19.44 10.50 10.50 10.50 11.20 11.20 12.60 12.60 12.60 12.60 

Groundnuts; 
Bagged: 

In shelis 7.0 7.70 8.40 9.80 10.50 13.30 11.20 11.20 14.0 } 13.00 13.60 15.00 Without shells 12.92 5.60 6.30 7.0 7.70 8.40 9.80 7.70 8.40 9.80 
In bulk: 

In shells .. 11.20 11.20 11.20 13.30 14.0 15.40 11.20 11.20 14.0 16.40 19.80 21.20 
Without shells 9.80 9.80 9.80 11.20 11.90 11.90 7.70 8.40 9.80 

Sesame seed .. 14.35 5.60 6.30 7.0 7.70 8.40 9.80 7.70 8.40 9.80 

however, examples of commodities which have suffered in 1962. The total estimated freight cost on these items 
a heavier incidence of freight costs. has therefore been totalled, and is expressed as a per-

centage of the total f.o.b. value of these exports, in order to 
(c) Total exports show the over-all impact of freight charges on exports 

161. Exports of cotton and cotton seed, groundnuts, from the Sudan. 

sesame, gum and dura constituted just under 90 per cent 162. Entries for the Sudan in the IMF Balance-of-
of Sudan's total exports in 1961, and just over 90 per cent Payments Yearbook include (exceptionally) net settlements 
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TABLE 7 

Freight rates on Sudanese imports of sugar from the United 
Kingdom and Continent, 1955-1962 

(ln dollars per long ton, less 5 per cent discount) 

1955. 12.25 1959 8.40 
1956. 15.05 1960 8.40 
1957. 1961 8.40 
1958. 11.20 1962 9.10 

Not available. 

with foreign shipping companies for the transportation 
of Sudanese exports, less harbour dues and other pay
ments in the Sudan by these companies. These payments 
amounted to 1.1 per cent, 1.5 per cent and 1.8 per cent, in 
1958, 1959 and 1960 respectively, of the f.o.b. value of 
exports. These figures, compared with those shown in 
table 4 p. 305, give some indication of the proportions of 
freight charges on exports borne by the Sudanese exporters 
and by the importing countries. 

THE INCIDENCE OF FREIGHT RATES 

UPON IMPORTS 

(a) Sugar 

163. Sugar constituted some 5 percent of the total value 
of Sudanese imports in 1961. The incidence offreight rates 
on the value of sugar imports is considered to be typical 
for Sudanese imports in general. 

164. The freight rate charged on imports of sugar from 
the United Kingdom and the Continent fell by 25 per cent 
in 1959. It then remained unchanged until 1962, when it 
was increased by 8 per cent. Total freight costs, however, 
as a percentage of the total value of sugar imports, showed 
a greater fluctuation in 1961 when the rate was unchanged, 
than in 1959, when they fell in response to a cut in the rate. 

(b) Total imports 

165. According to the statistics specially prepared by 
the IMF in 1963, Sudan had a freight debit on imports 
of S27.4 million in 1961. This was the equivalent of just 

Freight rates for fresh citrus fruit exports from Israel, 
1950/51-1960/61 

(ln shillings per standard case) 

Season In dollars 

1950/51 0.70 .70c 
1951/52 1.05 .98c 
1952/53 0.79 .70c 
1953/54 0.72 .63c 
1954/55 0.75 .67c 
1955/56 0.84 .75c 
1956/57 0.95 .86c 
1957/58 1.07 .89c 
1958/59 0.74 .66c 
1959/60 0.77 .66c 
1960/61 0.77 .68c 

Source: Zim.. 

over 11 per cent of the c.i.f. value of Sudanese imports in 
that year. 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

166. According to Sudanese shipping op1mon, the 
level of ocean freight rates has had no effect upon the 
volume of foreign trade. Inland freight rates from 
the producing areas to Port Sudan are of considerably 
greater importance and have a major effect upon prices, 
which might be expected to affect the volume of trade in 
some products. 

IsRAEL 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

167. Israel's economy is heavily dependent upon 
foreign trade, the largest single export being citrus fruit. 
While the level of freight rates (as of any other price) 
obviously does influence imports and exports and their 
composition, there is no evidence that differentials in 
freight rates resulting from the existence of conferences 
or any special arrangements in the field of shipping have 
any major influence on foreign trade. More important 
than the freight rate structure is the existence or non
existence of specific shipping lines. Israel's exports to the 
Far East and to both coasts of Africa are largely dependent 
upon the existence of scheduled lines to these places; the 
question of rates is a secondary one which can arise only 
after the initial problem is solved. 

168. There are indications, however, that the situation 
was different before Israeli national shipping lines became 
established as an influential shipping interest. If the trends 
in freight rates for citrus fruit are compared over the last 
ten years, fluctuations were evidently more violent at 
the beginning of the decade. 

169. At the time of the Korean shipping boom, there 
was very little shipping space, suitable for citrus shipment, 
in Israeli bottoms. Freight rates jumped by 50 per cent 
between the 1950/51 to 1951/52 season. Compared to 
this, the difference in freight rates between the pre-Suez 
and post-Suez boom, when Zim already had a substantial 
number of fruit carriers, was less sudden and more 
moderate (compare the 1956/57 and 1957/58 seasons with 
the 1955/56). 

NIGERIA 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

170. The influence of freight rates on Nigerian export 
revenue has not been very great, particularly in the ten 
years after the Second World War, when Nigeria was the 
leading producer of many of the primary products es
sential to the industrial rehabilitation of Europe. Fluctua
tions in exports in recent years have arisen with good or 
bad harvests, the main problem over transport arising from 
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TABLE 1 

Freight rates on JSigerian exports in dollars per ton, 1953-1963 

1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 

UK and North European ports 
Coffee ... 22.06 22.06 22.06 21.35 21.35 21.35 21.35 21.35 21.35 
Ground nuts 11.90 13.09 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 
Palm kernels 11.90 13.09 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 
Benniseed 11.90 13.09 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 
Cotton seed 11.90 13.09 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 13.30 
Cotton lint . 16.38 18.06 18.06 18.20 23.10 23.10 23.10 22.40 22.40 22.40 25.20 25.20 27.72 
Palm oil 13.86 14.0 13.30 15.40 15.40 15.40 14.84 14.84 14.84 16.59 16.59 18.27 
Oilseeds 15.40 15.40 15.40 14.84 14.84 14.84 16.59 16.10 16.10 
Cocoa ... 19.60 19.60 19.60 18.90 18.90 18.90 21.0 21.0 21.0 

Mediterranean ports 
Oilseeds .. 13.84 13.84 
Cocoa ... 17.45 17.45 
Benniseed 14.42 
Palm kernels 16.03 
Groundnuts 14.42 

lack of transportation from producing centres to ports, 
rather than from disadvantages resulting from ocean 
transport charges to overseas markets. 

171. Complaints have nevertheless arisen over in
creases in conference rates. The general1 0 per cent increase 
in rates announced in September 1963 by the West 
African Lines Conference aroused considerable govern
ment and public concern; the Conference was accused 
of creating economic problems for Nigeria, and reproved 
for its failure to consult the Nigerian Government in 
advance. The conference representatives argued that 
they were not making large profits, and pointed out that 
if their rates were not competitive other lines were free 
to enter the trade. 

172. Discussions were held as to the desirability of the 
national shipping lines forming a separate Conference, but 
these have so far had no outcome. Meanwhile it may be 
noted that freight rates have, in fact, on occasion been 
adjusted by the conference lines. Specially reduced rates 
have been arranged for imports destined for major develop
ment projects of particular importance to the current plan, 
and a rebate on oilseeds was granted to the Nigerian 
Produce Marketing Company in 1962 which enabled it to 
obtain a higher price for this commodity. 

PHILIPPINES 

PROBLEMS ARISING FROM THE LEVEL, 

STRUCTURE AND FLUCTUATIONS 

OF FREIGHT RATES 

173. The main export from the Philippines is sugar 
(22 per cent of the value of total exports in 1962), followed 
by copra and timber. Statistics of freight costs are not 
available, but some indications are given below. 

174. Freight rates for sugar have been reduced by 
50 per cent over the last ten years, as shown in Table 1. 
Bulk handling has been responsible for this to some extent. 
All sugar exports in 1962 went to the United States, at an 
average f.o.b. value per long ton of $124.50. This would 
indicate an incidence of freight cost on average value of 

13.84 13.84 15.82 15.82 15.82 16.59 14.14 14.14 
20.65 20.65 20.02 17.08 17.08 21.0 21.0 21.0 
16.38 16.38 16.38 14.42 14.42 14.42 14.42 14.42 
16.38 16.38 16.52 16.03 16.03 16.03 16.03 16.03 
16.38 16.38 16.52 14.42 14.42 14.42 14.42 14.42 

some 8.7 per cent, where the berth terms rate of $10.50/ 
$11.25 applied. 

175. Freight rates on iron ore to Japan, which takes 
practically all Philippine production, have not fluctuated 
a great deal over the past ten years. The largest fluctuation 
has been $0.50 per metric ton. Rates run from S2.50 to 
$3.50 a ton, payable by the Japanese steel mills, with the 
new, more efficient vessels charging the lowest rate. On 
the assumption that the average rate has been $3 per ton 
over the last few years, Table 2 has been drawn up to show 
estimates of the total freight paid. 

176. Generally speaking, freight rates have been 
reasonably constant. There has been no general change 
in conference rates since 1956, when there was a 10 per 
cent increase, except for surcharges imposed as a result of 
congestion at Manila. Copra was transferred a few years 
ago to an open rate, when chartered vessels carrying 
copra involved large overshipments and the rate was 
thrown open so that conference members could compete 

TABLE 1 

Freight rates on exports of sugar from the Philippines to US 
East Coast, 1952-1962 

(In US dollars per long ton) 

1952. 20.00 berth terms 
1953. 11.00 

" 1954. 1 0.00-13.00 
" 1955. 16.00-20.00 
" " 1956. 16.00-21.00 
" " 1957. 13.00-20.00 
" " 1958. 10.00-12.00 " " 1959. 13.00 
" " 8.00 fio (free in and out) 

1960. 12.00-14.00 berth terms 
8.00-9.00 fio 

1961. 11.00-12.25 berth terms 
6.50-8.00 fio 

1962. 10.50-11.25 berth terms 
6.00-6.50 fio 

Source: Victorias Milling Company, Philippine Sugar Association. 
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TABLE 2 
Exports of iron ore from the Philippines to Japan and freight charges, 1958-1962 

Average f.o.b. value perm. ton($) . 
Total f.o.b. value of export ('000 $) 
Average freight rate per ton ($) . . 
Estimated total freight costs ('000 $) 
Freight as a percentage of exports . 

1958 

8.71 
9129 

3 
3 143 

34.4 

if they so desired. Buyers dictate changes in freight rates 
generally rather than the Association of Steamship Lines. 
Any particular rate can be adjusted, and individual ship
ping lines have no say in the change of rates. The Associa
tion controls shippers to some extent by contract (they use 
the dual rate system) whereby a better rate is given to a 
shipper who signs a contract to ship exclusively on con
ference vessels. 

177. Developing nations are very sensitive to apparent 
domination of foreign trade by shipping conferences, but 
conferences supply stability for their development and in 
the case of the Philippines have always charged rates 
sufficiently low to promote movements to the advancement 
of both shipper and shipping line. 

178. About a year ago, the Associated Steamship 
Lines (composed of all conferences except the Philippine
Europe Conference) announced the necessity of increasing 
freight rates by 10 per cent on all Philippine commodities. 
However, after finding that such an increase would 
impair the competitiveness of Philippine products, they 
rescinded the order. 

179. In 1962, upon representations of the Senate 
Committee on Commerce and Industry, the Associated 
Steamship Lines agreed to reduce substantially freight 

TABLE 3 
Current conference contract rates from the Philippines to the 

USA for certain commodities 
(In US dollars) 

Commodity 

Hemp (per bale 12 cu ft, 
net 420 lb) 

General cargo (Weight or 
measurement). 

Desiccated coconut (per 
2000lb). 

Embroideries (per 40 cu ft) 
Logs (per 1 000 be ft) 
Lumber (loose rough) 

(bundled). 
Pineapple (long ton) . 
Plywood (per 40 cu ft), all 

thicknesses . 
Rope (long ton) . 
Tobacco without stems (per 

40 cu ft) 
Veneer, grades A and B (per 

40 cu ft) 
Veneer, grades C and D 
Core material, bundled . 

Pacific 
Coast 

9.50 

55.00 

34.50 
46.50 
47.50 
52.50 
47.50 
23.50 

23.00 
52.50 

25.50 

23.00 
20.00 
32.00 

Pacific 
overland 

8.75 

49.00 

30.50 
42.00 

49.00 
44.00 
21.50 

21.00 
48.00 

22.50 

21.00 
18.00 
30.00 

Source: Associated Steamship Lines, October 1963. 

East and 
Gulf Coasts 

11.25 

73.00 

43.50 
62.50 
59.00 
64.00 
59.00 
29.50 

31.00 
64.00 

33.50 

31.00 
26.00 
39.50 

1959 1960 1961 1962 

8.88 8.57 9.12 7.07 
9 062 8 639 8 652 6 971 

3 3 3 3 
3 062 3024 2 847 2 958 

33.8 35.0 32.9 42.4 

rates on plywood, veneer grades A and Band on hard boards 
from the Philippines to the United States. This was neces
sary because of Japanese competition. 

180. One of the best examples of how freight rates 
can be used and have been used in the past to retard 
industry is in the embroidery industry common to Japan, 
Hong Kong and the Philippines. A buyer in New York, 
for instance, will go to his Japanese supplier of embroidery 
and inform him that he can increase his purchases from 
Japan if jointly they can secure a lower freight rate. The 
Japan-United States Conference will then study the matter 
and being anxious for additional freight will agree to a 
reduced freight rate. Hong Kong and Philippine manu
facturers then find their sales slipping as their traditional 
buyers in New York turn to Japan. They then must apply 
to their conferences for lower rates and eventually will 
secure them. This vicious circle will continue until em
broidery freight is no longer of interest to the shipping 
lines, and may then be increased somewhat in order 
to stabilize the rates, at least temporarily. The net 
result has not benefited anyone except the buyer in New 
York and in the meantime Philippine and Hong Kong 
manufacturers have lost business to the Japanese. 

181. The shipper and buyer are not entirely concerned 
with freight rates. For instance, investigation has brought 
to light the fact that several importers have instructed 
their suppliers in the United States to ship only on USA 
flag vessels due to the very high pilferage suffered on 
shipments via Philippine flag vessels. 

182. It has been estimated that the rise in world freight 
rates following upon the closure of the Suez Canal involved 
the Philippines in the payment of nearly $75 millions in 
additional freight costs. The basis of this calculation is 
not however available. 

B. PROFITABILITY 

183. The profitability of the four companies in the 
Philippines and the three in Israel are not strictly compa
rable because the balance sheets were for different financial 
years and the definitions of "capital" may vary. 

PHILIPPINE COMPANIES 

184. The profitability figures must be related to reports 
that several companies are not making all the payments 
due to the National Development Council or to certain 
foreign creditors (see note in section on profitability of 
the Philippine's merchant marine). 

ISRAELI COMPANIES 

185. The three Israeli companies experienced little 
change in profitability between 1958 and 1959, when the 
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TABLE 1 

Gross and net margins and the return on capital earned by four 
Philippine and three Israeli companies 

(In percentages) 

Net return 

Gross Net On share 
Company margina marginb On capitalc capilaJcl 

Philippines 
1961 0 .A 17.8 -4.3 -5 -5.4 
1962. .A 21.4 7.62 3.7 36.4 
1961 0 B 15.9 6.8 1.5 14.3 
1962 0 .B 11.5 4.4 1.4 13.3 
1961 0 .C 3.3 -3.5 -1.0 -7.8 
1962 0 .D 8.8 6.3 4.0 21.2 

Israel 3 major 
1958 0 . companies' 4.8 2.8' 

1958• 6.9 4.1f 
1959 4.6 2.8' 

1959• 11.7 7.3' 

Sources: Philippines: Company balance sheets 1961 and 1962; Israel: Com-
bined company balance sheet 1958 and 1959; Bank of Israel. 

a The gross margin is gross profit as a percentage of total revenue. 

b The net margin is net profit as a percentage of total revenue. 

c Capital is defined as total assets less current liabilities. 

d Share capital is defined as all fully paid up share capital as shown in the 
balance sheets. 

8 Three major companies as taken in section 4. 

J Capital is defined as invested capital less depreciation. 

9 Returns are shown after the addition of government premiums. 

effect of the government premiums paid on net foreign 
exchange earnings is discounted. If the government 
premiums are taken into account the return on capital in 
1959 is 3 per cent above that of 1958. This is not due to the 
increase of $162,000 in net earnings, but because premiums 
increased from $833,000 in 1958 to $3,242,000 in 1959. 

186, As a conclusion to this appendix reference is 
made to the decreasing profitability of shipowning in 
the United Kingdom with regard to the return on capital 
from long-term chartering of vessels. 

187. In the early 1950s a reasonable return on a 
twenty-year charter was 15 per cent on historic (original) 

TABLE 2 

Profitability of Zim Israel Navigation Co., Ltd 

Year 

1955' ' 1956 0 

1957 0 

1958 0 

1959 0 

1960 0 

1961 0 

1962 0 

Own capital. 
(end of year) 

(1£ '000) ($ mn) 

15 839 8.79 
17 505 9.72 
18 405 10.23 
19 164 10.65 
26 542 14.75 
27 728 15.40 
28 897 16.05 
43 137 14.37 

Source: Zim (uQpllbllshed report). 

Profit, annual 

(1£ '000) ($ mn) 

1 023 0.57 
1 925 1.07 
1 702 0.95 

953 0.53 
852 0.47 

1 397 0.77 
3 397 1.88 
2477 0.83 

Per cent 
profit to 

own capital 
end of year 

6.5 
11.0 
9.3 
5.0 
3.2 
5.0 

11.8 
5.9 

cost of the vessel. This was sufficient to allow for replace
ment of the vessel and provide a margin to pay interest 
or capital charges as follows: 

Depreciation on historical cost 
Allowance for inflation. . 

Interest or capital charges . . 

Minimum total return required 

5 
3 

Percentage 
of original cost 

8 

7 

15 

188. The current charter rates do not show a gross re
turn of above 8 per cent, which covers depreciation but 
leaves no margin to pay interest charges. Even if deprecia
tion is on a historical cost basis, there is only a margin 
of 3 per cent to meet capital costs. 

189. The following example illustrates the economics 
of long-term tramp chartering: 

Cost of 60 000 dead-weight bulk 
carrier .......... . 

Gross Revenue for for 20 years•. 
Operating expenses . . 
Interest charges andb capital 

repayment ..... 

Add estimated scrap value 

TOTAL net income over 20 years. 

a Estimate based on current hire rates. 

£ 
2 400 000 

3 500 000 

3 910 000 

10 000 000 

7 410 000 

2 590 000 
160 000 

2 750000 
($7 700 000) 

b Based on assumption of the repayment of loan in 20 annual instalments and 
interest of six per cent paid on a reducing capital basis. 

190. The operator of such a ship receives a "manage
ment fee" of £132,000 ($369,000) per annum. However, 
this assumes that should the operator wish to replace the 
vessel he will do so on borrowed funds as no replacement 
allowance has been made. On the other hand if the operator 
had £2,400,000 ($6,720,000) in cash and invested it in a 
ship on the same terms as in the above example, the total 
earnings after allowance for scrap value would be 
£4,260,000 ($11,928,000). While this appears a good return 
it must be pointed out that the profit is calculated over a 
twenty-year period and an alternative profit of £5,300,000 
($14,840,000) could be made on a similar sum if invested 
cumulatively at 6 per cent in land-based securities. 

C. THE PARTICIPATION OF FRENCH 
SHIPOWNERS IN THE ESTABLISHMENT 

OF SHIPPING ENTERPRISES IN THE 
FORMER FRENCH TERRITORIES 

MADAGASCAR 

191. At the beginning of 1961, six months after reaching 
independence, the Malagasy Government decided to 
establish a national shipping line to operate as an instru
ment of government shipping policy. The Government 
already had a small interest 1 in the "Compagnie malgache 

1 1 million fr. CFA ($4000) out of a total capital of 25 million 
fr. CFA ($100,000). This was increased to 75 million fr. CFA 
($300,000) in 1962, with the participation of several Malagasy 
shareholders. 
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de navigation" (CMN), a subsidiary of the French 
"Nouvelle Compagnie havraise peninsulaire" (NCHP), 
but this line is engaged solely in cabotage. 

192. It was felt that the creation of a national shipping 
line by a developing country without maritime traditions, 
qualified personnel, or persons with experience of ship
owning was unlikely to succeed without help from abroad. 
An approach was consequently made to the shipping lines 
already serving Madagascar, constituting the membership 
of the Indian Ocean Conference. Prolonged discussions 
were held with four of these companies-the Compagnie 
nouvelle des messageries maritimes, the Nouvelle Com
pagnie havraise peninsulaire, the Scandinavian East 
African Line (SEAL) and Hansa-which eventually 
resulted in agreement over common interests. A fifth 
shipping line, the British Clan Line, also joined in the 
discussions, but was not able to offer, as could the other 
lines, any share in its own traffic, and consequently could 
not be included in the agreement. 

193. A protocol was signed in June 1962 by the Mala
gasy Government and the four shipping lines, establishing 
the "Societe malgache de transports maritimes" (SMTM). 
This is a limited company registered in Madagascar with 
a capital of 50 million fr. CFA ($200,000), owned in the 
following proportions: 

Government of Madagascar . . . . . . 
Compagnie des messageries maritimes . . 
Nouvelle compagnie havraise peninsulaire 
Scandinavian East African Line . . . . . 
Hansa ............... . 

20percent 
30 " 
30 " 
15 " .. 
5 " 

194. The first three share-holders each have the right 
to appoint two members of the company's council of 
administration, while the SEAL appoints one; the president 
is proposed by the Malagasy Government and appointed 
by the rest of the council. The company is a full member 
of the conference of the lines serving Madagascar, the 
Comores and Reunion. A 75 per cent majority in the coun
cil of administration is necessary for decisions such as 
the appointment of the president and the managing 
director, the creation or abolition of services, the ac
ceptance or refusal of any category of goods carried, and 
the acquisition of ships. Through this provision the 
Malagasy Government exercises an effective right of veto 
on all important decisions. 

195. In view of the importance of the development of 
the banana trade, the first action of the SMTM was to 
take over from the NCHP the charter of a Dutch banana 
boat. Its long-term aim, however, is to operate Malagasy 
vessels with Malagasy crews, and time charters of foreign 
vessels are only a temporary measure. Negotiations are 

at present being carried out for the acquisition of the cargo 
liner currently operated between Europe and Madagascar 
by the NCHP. 

196. The president of the SMTM is a Malagasy 
deputy; the managing director is an ex-employee of the 
NCHP. 

197. The NCHP will continue to operate in Malagasy 
trade through its two small subsidiaries, the CMN and 
the Societe auxilaire maritime de Madagascar. Once the 
SMTM has acquired its cargo liner, however, the NCHP 
will no longer operate a service under its own flag. The 
remaining foreign shipping interests will consist largely 
of tankers operated by the oil companies. 

198. The operation of Malagasy vessels currently 
depends largely on French officers and seamen, but the 
training of Malagasy nationals has already begun. 

OTHER EX-FRENCH TERRITORIES 

199. French shipping lines are still operating through 
their subsidiaries, in which there is sometimes government 
participation, in the other former French territories in 
West Africa. Madagascar is in fact the only ex-French 
territory in which foreign shipping lines of other nationali
ties have been able to collaborate with the French. The 
main French subsidiaries and their parent companies and 
other owners are as follows: 

Ivory Coast 

(I) Societe ivoirienne de consignation et d'armement 
(SICOMAR); parent company: Fressinet et Cyprien 
Fabre. 

(2) Societe ivoirienne de navigation (SINA); owned 
by: Delmas Vieljeux, Denis Freres, Societe navale de 
l'Ouest, Chargeurs reunis and the Ivory Coast Government. 

Congo (Brazzaville) 

(I) Compagnie congolaise de navigation (CONGONA); 
parent company: Fressinet et Cyprien Fabre. 

(2) Societe ouest-africaine d'entreprises maritimes; 
owned by: Societe financiere de gerance et de participa
tions, Societe anonyme de gerance et d'armement, Societe 
navale de l'Ouest, with participation by the Congolese, 
Ivory Coast, Dahomey, Gabon, Senegalese and Togolese 
Governments. 

Cameroun 

Another branch of 2 above is established in Cameroun, 
but apparently owned entirely by the French shipping 
lines. 
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INTRODUCTION 

1. Member Governments of the ECAFE region 
attach a high degree of importance to the availability 
of shipping facilities at equitable and reasonable rates 
in order to promote both their inter-regional and intra
regional trade. The payments made by them on ocean 
freight charges represent a heavy deficit item in their 
balance-of-payments. This subject has been under 
continuous review and investigation by countries of 
the ECAFE region at both national and regional 
levels. At the regional level, the ECAFE Committee 
on Trade has had the subject under examination for 
nearly seven years and has initiated a number of 
measures to improve the position of countries of 
the ECAFE region in this regard. Member Govern
ments in the ECAFE region accord high and urgent 
priority to the Committee's work in this field. 

2. This paper attempts to review the problems of 
shipping and ocean freight rates of countries of the 
ECAFE region on the basis of the aforesaid studies, 
discussions and recommendations and to describe 
the results achieved in this difficult field at both 
national and regional levels. It is believed that the 
experience and lessons of the ECAFE region might be 
of some interest to the developing countries of other 
regions facing similar problems. 

• This paper was prepared by the secretariat of the Economic 
Commission for Asia and the Far East in connexion with the sub
item on "Measures for improving the invisible trade of developing 
countries through increasing receipts for services such as tourism 

311 

3. This paper falls into three parts. Part I contains 
an account of the current position of countries of the 
ECAFE region in shipping in relation to the world
namely, the share of the region in world merchant 
fleet and in world sea-borne trade, the magnitude of 
the payments made by them on the carriage of their 
overseas trade and the predominance of the con
ference system in carrying the trade of the region. 

4. Part II contains a review of the problems 
faced by countries of the ECAFE region in respect 
to shipping and ocean freight rates. This begins with 
a general statement of the views and recommendations 
of the ECAFE Committee on Trade on the subject and 
the decisions of the ECAFE Ministerial Conference 
on Asian Economic Co-operation held in Manila in 
December 1963. The succeeding sections contain a 
review of the following aspects: 

(i) Methods of consultation of the regional 
countries with the shipping lines; 

(ii) Establishment of freight study units; 
(iii) Improvement in port facilities; 
(iv) Development of national merchant shipping; 
(v) Complaints regarding high and unfair ocean 

freight rates and arbitrary increases in rates. 
5. Part III contains a summary of the main points 

emerging from the report. 

and reducing payments for transportation, insurance and similar 
charges" (item IV.2 of the list of main topics). See Interim Report 
of the Preparatory Committee (first sessiOn), in Vol. VIII of this 
series. 



312 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

TABLE 1 
Merchant shipping: Fleets of the world 
(In thousands, gross registered tonnage) 

Country 1948 1955 1960 1961 1961 

World Total ... ~ ~ . . 80292 100 569 129 770 135 916 139 980 
of which: Tankers . 15 337 26455 41465 43 849 45 394 

Africa Total 252 4289 11700 11392 11043 

America, North Total 34 326 32 812 31076 30253 29142 

America, South Total 1 823 2 546 2812 3 228 3 299 

Asia ..... Total 2 599 6 198 10 612 12839 14 461 
of which: ECAFE counties: 

China (mainland) . 809 567 402 473 522 

China (Taiwan) 282 373 486 

Hong Kong 114 270 428 601 711 
India 315 570 859 955 1 013 

Indonesia .. 101 172 274 335 

Japan, total 1024 3 735 6 931 7954 8 870 

of which: Tankers . 10 743 1 569 1923 2 278 

Pakistan .• 152 223 288 313 

Philippines . 96 149 171 317 366 

Europe . Total .. . . 37 595 50378 67798 71674 74 703 

Oceania. Australia 524 612 620 593 574 

New Zealand 184 240 247 234 241 

USSR .. Total ••. 2097 2 506 3 429 4066 4 684 

Source: United Nations, Statl£tlcal Yearbook,l962 (Table 141). 
NoTE: The figures relate to merchant fleets registered in each country on 30 Iune of the year stated. Only vessels of 100 gross tons and over are included. Vessels 

without mechanical means of propulsion are excluded. Only tankers of I 000 gross registered tons and over are included. 

l. BRIEF REVIEW OF THE CURRENT 
PosmoN OF THE ECAFE REGION 

IN RELATION TO THE WORLD 

6. In this section, the main developments in the 
world merchant fleet and conditions in the world 
shipping industry as well as recent trends in the freight 
rates for the different types of ships, are reviewed so 
as to provide the necessary background information 
for a survey of shipping and freight rates as affecting 
the countries of the ECAFE region. 

World merchant fleet and share of the ECAFE region 

7. As of June 1962 the world merchant fleet 
amounted to 140 million gross registered tons. Of 
this, tankers accounted for 32 per cent and dry cargo 
and passenger ships 68 per cent. This represented an 
increase of 75 per cent, in the total world fleet over 
1948. The tanker tonnage showed an increase of nearly 
200 per cent over 1948, while that of the non-tanker 
tonnage (dry cargo and passenger) recorded an increase 
of only 46 per cent during this period. Thus while the 
share of non-tanker tonnage in the total world fleet 
dwindled from 81 per cent to 68 per cent, that of the 
tanker tonnage went up from 19 per cent to 32 per 
cent during this period (Table 1). 

8. In the post-war period, there have been signifi
cant changes in the distribution of merchant fleet 
amongst the principal maritime countries of the world. 
The United States had the largest merchant fleet, 

but its share in the world total declined from 36 per 
cent in 1948 to 16 per cent in 1962, largely because of 
the rebuilding and expansion programmes of the 
war-devastated countries, and the creation of new 
fleets by others. The share of the United Kingdom, 
which was more than 25 per cent of total world fleet 
in 1939, declined to 22 per cent in 1948 and to 16 per 
cent in 1962. Norway and Liberia, with fleets of over 12 
million and lO million gross tons, respectively, take 
the next place, accounting for roughly 9 per cent and 
8 per cent of the total world fleet. Japan, Greece, 
Italy, Netherlands, France, the Federal Republic of 
Germany and the Union of Soviet Socialist Republics, 
which had comparatively little or insignificant share 
in the total world fleet in 1948, have been able to build 
up their respective merchant fleets to sizable pro
portions (Tables I and 2). 

9. The share of the ECAFE region in the world 
merchant fleet was 7 per cent in 1962, as against 2.5 
per cent in 1948 (Table 2). However, of this nearly 
6.4 per cent was accounted for by the fleet of Japan
which among the ECAFE countries has the largest 
merchant fleet-amounting to 8.9 million gross regis
tered tons in 1962. Excluding Japan, all the other 
countries of the ECAFE region together thus ac
counted for only less than I per cent of the total 
world fleet. The figures in Table 1 will indicate the 
modest efforts made by the other member countries 
of the region to build up their merchant fleet in recent 
years. 
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TABLE 2 
Share of principal areas or countries in world merchant fleet 

(In percentages) 

Country 1948 1955 1960 1961 1962 

World. 100 100 100 100 100 

United States . 36.3 25.7 19.3 17.6 16.4 

Europe 
United Kingdom 22.5 18.8 16.2 15.4 15.7 
Norway 5.0 6.9 8.5 8.8 9.3 
Greece 1.3 1.0 3.9 3.7 5.0 
Italy 2.6 4.0 3.9 3.7 3.6 
Netherlands 3.8 4.0 3.9 3.7 3.6 
France 3.8 4.0 3.8 3.7 3.6 
Germany (Fed. Rep.) 0.5 3.0 3.8 3.7 3.6 

USSR. 2.5 3.0 2.3 2.9 3.6 

Asia: Total 2.5 6.0 8.0 9.0 7.0 
of which: Japan 1.3 4.0 5.4 5.9 6.4 

Africa: Liberia 4.0 8.0 8.0 8.0 

Source: United Nations, Statistical Yearbook, 1962. 

World sea-borne trade and share of ECAFE region 

10. The world total of sea-borne trade at the end 
of 1961 amounted to 1160 million metric tons, as 
against 490 million metric tons in 1948, representing 
an increase of nearly 137 per cent in the volume of the 
cargo carried. Of this, the countries of the ECAFE 
region accounted for 323 million metric tons loaded 
and 207 million metric tons unloaded, representing 
28 and 18 per cent respectively in the world trade, as 
against 17 and 10 per cent respectively in 1948, and 
23 and 12 per cent respectively in 1955. This would 
show that the share of the ECAFE countries in the 
total world sea-borne trade has gone up to nearly 
23 per cent during the last fifteen years, as against 
13.5 per cent in 1948 and 17.5 per cent in 1955 
(Table 3). This high share in the world trade of the 
ECAFE countries, however, compares with the low 
figure of 7 per cent (including 6.4 per cent of Japan) of 
the world merchant fleet owned or registered in the 
ECAFE region. 

11. It would also be interesting to note that the 
share of oil, as compared to dry cargo, in the total 
world trade has gone up to 49 per cent in 1962 from 
40 per cent in 1951. No precise figures are readily 
available as to how much of this pertains to the 
ECAFE countries; but from the broad break-up of 
the figures of imports/exports of the international 
oil trade published by the OECD in their Maritime 
Transport for 1962 (Table 4), a rough estimate could 
be formed. Taking the figures given for the "Indian 
Ocean area", "Australasia", Japan, "East Indies and 
Far East", the total imports/exports of oil and 
oil products amounted to nearly 112 million tons 
(89 million tons imports and 23 million tons exports), 
against the total world figure of 489 million tons, or 
about 23 per cent of the world total, which might give 
also a rough indication of the figure for the ECAFE 
countries. The only country in the ECAFE region 

TABLE 3 
International sea-borne trade 
(In millions of metric tons) 

Country 1948 1955 1959 1960 1961 

Africa 
Loaded 31 47 56 72 77 
Unloaded 27 40 45 55 59 

America, North 
Loaded 160 206 215 225 241 
Unloaded 151 237 290 287 279 

America, South 
Loaded 98 147 195 209 209 
Unloaded 29 36 38 37 37 

Asia: 
ECAFE countries 

Loaded 82 189 250 285 323 
Unloaded 47 101 128 162 207 

Others 
Loaded 2 24 32 31 24 
Unloaded 3 8 16 15 9 

Europe 
Loaded 105 204 223 250 264 
Unloaded 225 393 455 517 541 

Oceania 
Loaded 7 11 16 18 22 
Unloaded 9 19 22 25 28 

WORLD TOTAL" 490 830 990 1 090 1160 

Percentage share of 
ECAFE countries in 
world total: 

Loaded 17 23 25 26 28 
Unloaded 10 12 13 15 18 

Source: United Nations, Statistical Yearbook, 1962 (tables 142 and 143). 

a Total tonnage loaded which after adjustment for time lag, is approximated, 
the same as the total tonnage unloaded in any year. 

TABLE 4 
International oil trade (crude oil and products) 

(In millions of tons) 

Imports Exports 
Country 1961 1961 

United States . 97 9.25 
Canada 22.75 9 
Mexico 1 1.75 
Caribbean 7 137.25 
South America 18.25 1.5 
Western Europe 218.25 9 
North and West Africa 16.25 20.25 
Middle East 2 247.5 
Indian Ocean area 18.75 0.5 
Australia 14.5 1 
Japan . 40.25 0.75 
East Indies . 2 19.75 
Other Far East . . 13.5 0.75 
USSR and Eastern Europe . 1 30.25 
Unallocated" . 15.75 

488.5 488.5 

Source: Maritime Transport, 1962 (QECD). 

a Military use; increased quantities in stock and transit; and transit losses. 
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TABLE 5 
Dry-cargo time charter indices 

Norwegian shipping news" UK Chamber of Shipplngb 

Month 1958 1959 

January . 69 59 
February 63 60 
March 64 61 
April 65 61 
May 65 63 
June 65 61 
July 64 61 
August 64 60 
September. 59 70 
October .. 62 70 
November. 64 73 
December . 58 79 

Yearly average 64 65 

Source: Maritime Transport, 1962 (OECD). 
a Based on average rates for all fixtures for oil-fired steamers and motor vessels 

in 9000/11.000 dwt range excluding charters of more than a year (1947 ~ 100). 

owning tankers of any size is Japan, whose tanker 
tonnage amounted to a little over 2 million tons, or a 
little over 4 per cent of the total world tanker tonnage 
(Table 1). 

Magnitude of freight payments 

12. Owing to lack of reliable and adequate 
statistics, it is not possible to give an authoritative 
figure for the total freight bill for carrying the overseas 
trade of the countries of the ECAFE region. It has, 
however, been estimated by certain authorities 1 that 
the freight element in the transportation charges can 
be taken approximately at 10 per cent of the value of 
the cargo carried. The cost of the imports is increased 
by the amount of the freight paid, while, as to the 
exports from the ECAFE countries, in the present 
circumstances of the highly competitive markets 
abroad, the cost of freights on most commodities 
is in all probability ultimately paid by the exporter 
himself. As indicated earlier, the shipping tonnage 
of the ECAFE region constitutes an insignificant 
proportion of the world tonnage, and making al
lowance for the payments made by overseas ship
owners on account of stores, victuals, repairs, etc., 
which form only a small proportion of the total 
freight payments, the freight bill of the ECAFE 
region is predominantly paid to the overseas shipping 
companies. On the assumption that the ocean freight 
charges form about 10 per cent of the value of cargo 
carried, the freight bill on the overseas trade of the 
ECAFE region can be roughly placed at a tenth of 
$28,750 million, which was the value of the foreign 
trade of the ECAFE region in 1962 (being $12,650 
million for exports, and $16,100 million for imports). 
As a proportion of the export earnings of the countries 
of the ECAFE region, the total freight bill is as high 

1 Report of the Committee of Enquiry into the Stevedoring Industry 
of the Commonwealth of Australia, Canberra, 1957, p. 119; H. E. 
Karreman, Methods of Improving World Transportation Accounts, 
National Bureau of Economic Research, New York, 1963. 

1960 

77 
77 
79 
80 
74 
73 
69 
66 
74 
70 
75 
73 

74 

1961 1962 1958 1959 1960 1961 1962 

76 78 61 53 65 106 103 
72 69 54 51 71 105 96 
80 64 52 54 68 110 97 
82 61 53 69 114 98 
90 70 57 69 117 102 
85 64 51 50 63 111 91 
80 62 60 52 65 109 81 
81 59. 55 56 63 118 83 
84 55 53 55 66 118 78 
89 61 54 58 59 120 78 
79 66 60 63 62 111 83 
75 65 56 66 64 99 80 

81 65 56 56 66 112 89 

b Based on average rates for fixtures of motor vessels reported each month 
(1960 ~ 100). 

as 22.7 per cent and clearly the freight charges repre
sent a major burden and a major deficit item in the 
balance of payments of countries of the ECAFE 
region. 

Trends in ocean freight rates 

13. It would be seen from a study of Tables 5 and 
6 that both in the time charter and voyage charter 
fields, the rates have shown a steady decline since 
1961. Similar is the position in regard to the tanker 
freight market. These declining trends in time and 
voyage charter rates are related to the general con
ditions of the shipping industry and to the overtonnage 
and excess capacity which are its characteristic 
features in recent years.2 A significant fact would how
ever be noticed, from Table 6, that, although in the 
case of voyage charters, the rates have been showing 
a steady declining trend, the "liner" rates have 
throughout been maintaining an upward trend.3 This 
is because of the fact that, while in the case of time 
and voyage charters the rates are subject to the 
pressure exercised by the forces of supply and demand, 
the fixation of rates of freight in the liner trades is, by 
and large, a matter of unilateral decision by ship
owners engaged in that trade, acting through the 
conference or conferences governing that trade. 

2 See in this connexion Organization for Economic Co-operation 
and Development (OECD) annual reports on Maritime Transport 
for 1960, 1961 and 1962, for a comprehensive review. 

3 The liner rate index contained in Table 6 is the only published 
index on liner rates readily available and it is not clear how far the 
movement of this index can be said to represent the movement of 
liner rates applying to the overseas trade of the ECAFE region. 
The index however is of more than local or European validity 
because the lines trading via German North Sea ports are mostly 
members of international conferences, altering their rates of freight 
for entire ranges. Furthermore, the increases in freight rates and 
surcharges given effect to since the middle of 1961 by the conferences 
operating in the ECAFE region give substance to the conclusion 
that the liner rates have shown an upward trend. 

The above remarks would appear to underline the need through 
international efforts for the regular compilation and publication of 
adequate and reliable index number of liner rates. 
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TABLE 6 

Dry-cargo voyage charter and liner freight indices 

Norwegian Shipping News" 

Tramp 

Month 1959 196<) 1961 1962 

January. 79 86 83 81 
February 80 85 82 80 
March 79 83 83 81 
April . 79 84 85 82 
May 77 83 84 81 
June 76 82 85 77 
July 76 80 83 75 
August 76 80 84 75 
September 77 80 86 74 
October 80 80 86 75 
November 82 82 86 75 
December. 90 83 83 76 

Yearly average 79 82 84 78 

Source: Maritime Transport, 1962 (OECD). 
"' Based on tramp voyage rates on 23 routes! arranged in five bulk commodity 

groups with approximate weight aimed to give world-wide coverage (July-
December 1947 = 100). 

Having regard to the fact that the overseas export/ 
import trade in the ECAFE region is predominantly 
subject to the conference system of shipping (Table 7), 
this factor will be of the utmost significance in the 
present context. It will be seen from Table 7 how 
comprehensive and all-pervading the conferences are 
in the ECAFE region. 

Shipping conjferences 

14. As the shipping conferences are playing a 
dominant role in the sea-borne international trade of 
the ECAFE region, a brief account 4 of the working 
of these conferences is relevant. 

15. The overseas trade of the ECAFE countries 
consists of the following three types of categories: 

(i) General cargo, such as tea, jute and jute 
products, cotton, rubber, textiles, machinery, vege
table oilseeds and products, tin, metals, etc., which are 
shipped mainly by vessels called "liners", having 
regular scheduled services; 

(ii) Mineral oil cargo, such as crude oil, diesel, 
kerosene oil, and other refined products, which are 
shipped by tankers; and 

(iii) Bulk cargo such as ore, foodgrains, fertilizers, 
etc., shipped by vessels called "tramps". 

16. In the ECAFE region, the method of sea 
transport largely adopted for its overseas dry cargo 
trade is the "liner" or conference system. Foreign 
shipping companies operating on the different trade 

• The Conferences are of course world-wide in scope and are not 
peculiar to the ECAFE region. Various investigations and studies 
on the conference system have been carried out in the United States, 
the United Kingdom and other countries. For descriptions of the 
conference systems, reference may be made to the following docu
ments: (i) S. G. Sturmey, British Shipping and World Competition 
(University of London, 1963); (ii) Daniel Marx Jr., International 
Shipping Cartels (Princeton University, 1963); (iii) Note presented 
by the Government of India to the preparatory meeting for Special 
Conference on Asian Economic Co-operation, Bangkok, 21-26 
October 1963. 

Federal Republic of Germanyb 

1959 196<) 1961 1962 

Liner Tramp Liner Tramp Liner Tramp Liner Tramp 

120 68 121 82 125 79 131 73 
120 68 121 77 126 74 131 71 
119 66 121 75 121 72 132 70 
119 68 122 77 126 7l 131 72 
119 69 121 76 126 70 132 70 
119 69 121 69 125 71 131 65 
119 69 121 69 125 71 131 63 
119 65 122 69 127 74 131 62 
119 68 122 72 127 79 130 62 
120 77 122 73 129 80 129 64 
120 82 123 79 130 80 129 67 
121 82 123 81 129 73 129 70 

120 70 122 75 127 75 131 67 

b Based on voyage charter and liner rates on cargoes via north continental ports 
on German account but not restricted to German fiag. Average for second half 
year of 1954 = 100. 

routes have formed themselves into almost monopo
listic associations called conferences, to cater to the 
requirements of international trade of the ECAFE 
region. The main features of the conference system 
are: 

(i) There is a regular pre-announced schedule of 
sailings covering a certain geographical area where the 
shipper gets the advantage of planning his sales 
ahead, and entering into forward transactions. 

(ii) There is a fixed "schedule of rates" which helps 
the shipper to make his export calculations on a 
predetermined basis. 

17. Several countries of the ECAFE region have 
drawn attention to the following other features of 
the conference system: 

(i) The conferences fix their freight rates on the 
various commodities, unilaterally, and without refer
ence to the shippers. (Some of the national shipping 
companies in the countries of the region are members 
of the conferences, and try to influence the conference 
decisions whenever they affect the interests of their 
countries. Being in a minority, however, they are not 
able to play an effective role in these decisions. On 
the other hand, as members of the conferences, they 
have to abide by the conference decisions.) 

(ii) Because of the combined strength of their 
members, and the pooling of their resources, the 
conferences are able to eliminate competition from 
non-member shipping lines, and from the tramp 
ships. 

(iii) The shippers are compelled to patronize the 
conference lines by the "deferred rebate system". 
Under this rebate system, a drawback is allowed to 
the shippers who agree to ship their cargo, by the 
conference vessels only. This system thus takes away 
from the shippers the freedom of choice of ships, 
and compels them to limit their choice to the con
ference vessels. 
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TABLE 7 
List of shipping Conferences operating in the South-East Asia region 

1. South-East Asia/Europe 

I. Japan Outward Freight Conference 
2. Far-Eastern Freight Conference 
3. Philippine/Europe Freight Conference 
4. Japan Homeward Freight Conference 
5. Marseilles Freight Agreement 
6. Western Italy/Far East Conference 
7. Far-Eastern Passenger Conference 
8. Indonesia/Europe Freight Conference 
9. Aden Shipping Conference 

10. Continent/Karachi/Colombo/Madras and Calcutta 
Conference 

11. Continental/Bombay /Karachi/Colombo/Madras 
Conference 

12. Continent/Chittagong Freight Conference 
13. UK/Chittagong Freight Conference 
14. Continent/East Pakistan Conference 
15. UK{East Pakistan Conference 
16. Calcutta Conference 
17. Continent{Tuticorin, Madras and Calcutta Conference 
18. Continent/Colombo Conference 
19. UK/Colombo Shipping Conference 
20. Continent/Bombay and Karachi Conference 
21. Continent/Malabar Coast Conference 
22. UK/Malabar Coast Conference 
23. Western Italy/Ceylon Conference 
24. Western Italy/India-Pakistan and Burma Conference 
25. Continent/India and Pakistan Conference 
26. Karmahom India Shipping Conference 
27. Continent to Burma Conference 
28. British Burma Freight Conference 
29. Thailand/Europe Conference 
30. Japan/Gulf of Aden and Red Sea Ports Conference 
31. Middle East/Mediterranean West Bound Conference 
32. Persian Gulf Outward Freight Conference 
33. Western New Guinea Freight Conference 
34. Calcutta/UK and Kire Conference 
35. Calcutta/Continent Conference 
36. Chittagong/UK and Kire Conference 
37. Chittagong/Continent Conference 
38. East Pakistan/UK and Kire Conference 
39. East Pakistan/Continent Conference 
40. Visakhapatuam/UK and Kire Conference 
41. Visakhapatuam/Continent Conference 
42. Madras/UK and Kire Conference 
43. Madras/Continent Conference 
44. Madras and Pondicherry/UK and Kire Conference 
45. Madras and Pondicherry/Continent Conference 
46. Tuticorin/Continent Conference 
47. Tuticorin/UK and Kire Conference 
48. Malabar Coast/UK and Kire Conference 
49. Malabar Coast/Continent Conference 

II. South-East Asia/North America• 

50. , TransPacific Freight Conference of Japan 
51. Pacific West-Bound Conference 
52. Japan Atlantic and Gulf Conference 
53. Far-East Conference 
54. Associated Steam Ship Lines 
55. TransPacific Freight Conference of Hong Kong 
56. New York Freight Bureau 
57. Siam-New York Conference 
58. Straits/New York Conference 
59. Straits/Pacific Conference 
60. Pacific/Straits Conference 
61. Atlantic and Gulf-Straits, Malaya and Siam Conference 
62. Delhi/New York Rate Agreement 
63. Java/New York Rate Agreement 
64. Altantic and Gulf/Indonesia Conference 
65. Delhi/Pacific Rate Agreement 
66. Java{Pacific Rate Agreement 

Source: Shipping of South-East Asia: Survey and Research Report, by the 
Institute of Asian Economic Affairs, Tokyo. 

II. South-East Asia/North America• (continued) 

67. Pacific/Indonesian Conference 
68. Calcutta/USA Conference 
69. Calcutta/USA South Atlantic and Gulf Freight Con

ference 
70. Ceylon/USA Conference 
71. East Coast of India and Pakistan/USA Atlantic and Gulf 

Freight Conference 
72. West Coast of India and Pakistan/USA Atlantic and 

Gulf Freight Conference 
73. India, Pakistan, Ceylon and Burma Outward Freight 

Conference 
74. India/US Liners Conference 

III. South East Asia/Central and South America 

75. Japan-Latin America East-Bound Freight Conference 
76. Japan-Puerto Rico Virgin Island Freight Conference 
77. Hong Kong-Panama Freight Conference 
78. Far East River Plate Brazil Conference 
79. East Coast of Central and South America/Japan Direct 

Freight Conference 

IV. South-East Asia/Australia 

80. India/Australia Conference 
81. Australia, New Zealand/Eastern Shipping Conference 
82. Australia Strait Malaya Shipping Conference 

V. South-East Asia/Africa 

83. Japan/West Africa Freight Conference 
84. Hong Kong/West Africa Freight Conference 
85. Singapore and Malaya/West Africa Freight Agreement 
86. Far East/East Africa Freight Conference 
87. Far East/South Africa Shipping Conference 
88. South Africa/Far East Freight Agreement 
89. East Africa/Far East Freight Agreement 

VI. South-East Asia 

90. Japan Persian Gulf/Japan Conference 
91. Japan/Thailand Freight Conference 
92.• Japan/Hong Kong and Japan/Straits Freight Agreement 
93. Thailand/Japan Freight Agreement 
94.• Hong Kong/Japan Freight Agreement 
95. Malaya/China, Japan, Conference 
96. Thailand/West Coast oflndia/West Pakistan and Persian 

Gulf Freight Conference 
97. Japan/Ceylon Freight Conference 
98." Colombo/Straits, China, Japan Freight Agreement 
99. Bay of Bengal/Japan/Bay of Bengal Conference 

100. Indonesia/Japan, Japan/Indonesia Freight Conference 
101. Japan/North Borneo Freight Agreement 
102. Hong Kong/North Borneo Freight Agreement 
103. Japan/Saigon Freight Conference 
104. Japan/Indo-China Freight Conference 
105.• Japan/Philippines Freight Conference 
106. • Associated Steamship Lines 
107. Hong Kong/Rangoon and Burma Ports Freights Con-

ference 
108. Hong Kong/Bombay Conference 
109. Straits/Bombay Karachi Persian Gulf Conference 
110. Straits/Rangoon Rate Agreement 
Ill. Straits/Calcutta and East Pakistan Conference 
112. Bangkok/Bay of Bengal Freight Agreement 
1 I 3. Hong Kong/Calcutta and East Pakistan Freight Con

ference 
I I 4. Rangoon/Straits Rate Agreement 
115. Japan/Ryukyus Conference 

a u0pen u conferences. 



SHIPPING AND OCEAN FREIGHT RATES IN THE £CAFE REGION 317 

(iv) The conference lines charge "general cargo" 
rates (which are generally high) for such of the com
modities as do not find a place in their schedule of 
tariffs. The application of general cargo rates, for 
example, to manufactured goods which constitute 
new items of export of the developing countries, 
militates against the growth of export markets for 
such commodities. 

(v) In many cases, the freight rates on finished 
products are higher than the rates on raw materials, 
the effect apparently being to encourage the export 
from the developing countries of the raw materials 
instead of the processed or manufactured products. 

(vi) Even in the case of traditional items of export 
from the developing countries in the region, some of 
them suffer great disadvantage owing to the high and 
anomalous freight rates payable, as compared to 
similar items exported from the developed countries. 

(vii) The membership of most of the conferences is 
limited, thus rendering the admission of new member
lines extremely difficult. Such conferences are called 
"closed conferences" (see Table 9). 

II. PROBLEMS OF ECAFE COUNTRIES 

18. For over six years, the ECAFE Committee 
on Trade has been giving its most careful attention 
to the problems of shipping and ocean freight rates. 
The main aspects considered were, inter alia: 

(i) Establishment of consultative machinery with 
shipping lines-shippers' councils; 

(ii) Establishment of freight study units; 
(iii) Improvement of port facilities; 
(iv) Development of national merchant shipping; 

and 
(v) Complaints regarding high and anomalous 

freight rates and arbitrary increases in freight 
rates. 
19. The Committee on Trade generally felt 5 that 

the problems under consideration, being of a complex 
and global nature, would not be easy of solution with
out the co-operation of the shipping lines. It was also 
generally agreed that it would be useful to convene 
an ad hoc meeting on shipping and ocean freight 
rates, with the participation of the shipping lines, to 
examine the shipping problems at technical level as 
soon as all the necessary requisite data have been 
furnished by the member countries of the region. 

20. The Committee was gratified to note in this 
connexion that efforts were being made both by some 
Governments and shipping conferences to establish 
closer contacts with one another to permit better 
mutual understanding. The Committee recognized 
that the development of consultative machinery 
in the countries of the region represented progress 
in the right direction, and that those countries which 
had not yet taken necessary measures to establish 
such machinery should be encouraged to do so as 
early as possible. Through such consultations, mutual 
difficulties could be discussed and satisfactory modi-

5 Report of the Committee on Trade (sixth session) to the Eco
nomic Commission for Asia and the Far East (nineteenth session), 
E/CN.ll/610, 11 February 1963; Report of the Committee on Trade 
(fifth session) to the Economic Commission for Asia and the Far 
East (eighteenth session), E/CN.1l/580, 2 February 1962. 

fications and reductions in freight rates could be 
negotiated with the conference lines. In this connexion, 
the system of consultative machinery developed by 
the Government of India was considered to be of 
particular interest to other countries of the region. 
The organization of shippers' councils in some of the 
European countries (e.g., the United Kingdom, 
the Netherlands, Belgium, etc.) was also brought to the 
notice of the member countries as providing useful 
forms of co-operation between the shippers and the 
conference lines. 

21. The Committee regarded the establishment of 
freight study units, either at governmental level or in 
co-operation with commercial organizations, for 
ensuring a continuous examination of freight prob
lems as an essential step in achieving better results in 
this field. 

22. The Committee noted that although several 
countries of the region were making strenuous 
efforts to increase their national merchant shipping, 
the results so far achieved had been rather modest. 
It was evident that the ECAFE region would have to 
continue to depend, during the foreseeable future, on 
foreign shipping to carry its foreign trade and the 
development of adequate national merchant shipping 
to share an increasing proportion of the foreign trade 
of the region could only be aimed at as a relatively 
long-term object. The Committee, however, was 
gratified to note that national shipping companies of 
some countries of the region have succeeded in be
coming members of certain conference lines, thus 
availing themselves of the opportunity to influence 
and participate in the determination of conference 
rates and rate policies. 

23. The Committee noted that several countries 
of the region were adopting measures to improve and 
expand their existing port facilities. This is of particular 
importance, as the high and increasing incidence of 
port and terminal expenses is generally considered 
by shipping conferences as the main obstacle preventing 
reductions in freight rates, or as the main reason for 
the application of surcharges or increases in freight 
rates. 

Resolution at ECAFE Ministerial Conference 

24. At the recent ECAFE Ministerial Conference 
on Asian Economic Co-operation, convened at 
Manila from 3 to 6 December 1963, the Conference 
in a resolution on regional economic co-operation 
stated that the objectives of regional economic co
operation shall include "joint action among the 
countries of the ECAFE region towards the rationali
zation of ocean freight rates and routes". It was 
agreed further than an ad hoc committee shall be con
vened as soon as feasible to undertake the necessary 
studies, to suggest practicable programmes aimed at 
increased regional economic co-operation and to 
recommend the institutional arrangements that will 
have to be made to implement the rationalization of 
ocean freight rates which have an adverse effect on 
the foreign trade of the region, particularly on the 
exports of the region, and the co-ordination of mari
time transport facilities. 
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25. In the following sections the specific problems 
facing the countries of the region are reviewed in 
some detail. 

(i) Establishment of consultative 
machinery with shipping lines

shippers' councils 

26. The Chambers of Commerce in most countries 
often represent too many interests to be effective 
bargainers with shipping conferences and frequently 
even export trade associations are not sufficiently 
effective in dealing with a well-organized conference. 
As a result, Governments of several countries have 
chosen to assist shippers of import/export products 
in their negotiations with conferences. The action 
taken by some of the member countries of ECAFE 
briefly described below with regard to setting up of 
shippers' councils or associations or other similar 
machinery to negotiate with the conferences will be 
found useful.6 

Australia 

27. A feature of the Australian overseas shipping 
has been the development of collective bargaining 
to such an extent that group representation of shippers 
is not unusual in negotiations with conference lines 
regarding freight rates, services, etc. The transport 
of Australia's highly important commerce with 
Europe is co-ordinated by an association known 
as the Australian Overseas Transport Association 
(AOTA). This organization resulted from a special 
conference convened in 1929 by the Prime Minister 
of Australia. This conference was prompted by the 
heavy losses which the shipping lines in the European
Australian trade had suffered and their proposal to 
increase rates at a time when the Australian export 
industries were alreac;ly severely affected by a loss of 
markets. The AOT A combines in a single formal 
organization both shipper and shipowner organiza
tions. The main object of the AOT A is to foster 
maximum co-operation between Australian exporters, 
importers and producers on the one hand and overseas 
shipowners on the other, to the end of assuring 
adequate and rationalized shipping services in the 
general interests of Australian overseas trade between 
Australia and Europe and to exercise a general 
supervision over. the terms of contracts between 
shippers and overseas shipowners and of any varia
tions in these contracts. The successful functioning 
of this organization from the point of view of the 
shippers has been evidenced by the fact that the 
notified freight increase of 7! per cent in 1929 was 
avoided when the AOT A came into existence. Again, 
the notified freight increases of 10 per cent in 1953 
and again in 1955 were reduced after protracted 
negotiation to 7l per cent on each occasion. 

6 Sources: Daniel Marx, Jr., International Shipping Cartels, 
Princeton University, 1953, chapters IV, V and VI; International 
Chamber of Commerce, Commission of Transport Users, Different 
Forms of Co-operation Between Shipowners and Users, document 
No. 355/188, 17 June 1958; Norwegian Shipping News, 10 January 
1963, page 22; ECAFE Committee on Trade, fifth session, Report 
by the secretariat, E/CN.ll/TRADE/L. 44, 23 November 1961; 
ECAFE Committee on Trade, sixth session, summary records, 
E/CN.Il/TRADE/18, 30 April 1963. 

) 

Ceylon 

28. Ceylon takes ad hoc steps to settle any diffi
culties as they arise. A conference with the shipping 
and trade interests is then convened and useful results 
have generally been achieved. 

China (Taiwan) 

29. Fixing freight rates, making contracts, etc., 
are directly settled between the shippers and the ship
owners. However, the fixing of freight rates for export 
and import commodities for the Government is 
carried out as follows: (i) for scheduled vessels and 
tramps on regular routes, freight rates are fixed by 
the shipping lines with the prior approval of the Navi
gation Department of the Government; (ii) for tramps 
and chartered vessels, freight rates are fixed by 
mutual agreement. 

Hong Kong 

30. It was Hong Kong's policy not to intervene 
directly in shipping and freight disputes, but only 
to encourage shippers and shipowners to reach 
workable and fair solutions. Consultative committees 
should be set up to maintain a balance between the 
interests of shippers and shipowners. 

India 

31. A Freight Investigation Bureau has been set 
up in the Directorate-General of Shipping in 1959 
for investigating complaints from the trade interests 
regarding unfair or anomalous freight rates and lack 
of shipping facilities. A Consultative Committee of 
shipping interests in overseas trades was also con
stituted in 1955 under the chairmanship of the 
Secretary of the Ministry of Transport to provide 
a forum for discussions between the Government and 
overseas shipowners on shipping and freight matters. 
The Karmahom Conference has also established a 
liaison committee at Bombay for discussing with the 
trade representatives all matters concerning shipping 
and freight rates. One shippers' organization has been 
set up on the west coast of India and steps have been 
taken to establish similar associations in the other 
zones of the country. There is also a proposal to set 
up a central shippers' organization consisting of 
representatives of export promotion councils, com
modities boards and organized associations to nego
tiate with the conference lines, on bipartite basis, the 
fixation of reasonable freight rates and the provision 
of guaranteed shipping services. 

32. As a result of its investigations and discussions 
with the conference lines, the Freight Investigation 
Bureau has been able to secure the reduction in freight 
rates for several commodities, the abolition of "ad
ditionals" applicable to several ports. The conferences 
have also agreed to furnish the Freight Investigation 
Bureau with copies of all their freight tariffs and of 
any amendments thereto. The Government has also 
recently set up a Maritime Freight Commission to 
advise the Government on matters relating to mari
time freights. 
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Japan 

33. Under the Marine Transport Law, the Govern~ 
ment had a wide range of control over all shipping 
firms, both foreign and national, and the interests of 
shippers are to some extent protected. The law which 
was enacted in 1949, with subsequent amendments, 
has been an effective instrument through which 
the Government has exercised its authority and carried 
out its policy of promoting the shipping industry on 
the one hand and encouraging exports on the other. 
One of the important provisions in the law, Article 
30 (5), forbids shipowners, both of liners and tramps, 
to fix freight rates which would in effect place the 
Japanese exporters in a disadvantageous position 
vis-a~vis their foreign competitors. Under this law, 
freight conferences to and from Japan have to file 
with the Government copies of conference agreements 
and the Japanese lines are required to make tariff 
rates public and report to the Government. Although 
the law gives the Government no authority to take 
part in determining freight rates, it ensures that all 
shippers are given equal treatment by the shipowners. 

34. In line with Japan's policy of keeping official 
intervention to the minimum, international freight 
rates were left to be fixed through independent and 
voluntary negotiations between the carriers and the 
shippers, and this had resulted in fairly reasonable 
freight rates. For instance, in spite of the recent rise 
in costs which had induced several conferences to 
raise their tariffs after August 1961, freight rates on 
low-valued cargoes had been left unchanged or only 
slightly raised. At the commercial level, there already 
existed an effective organization called "The Consult
ative Committee for AU-Japan Exporters Association" 
(comparable to the shippers' councils in Europe) to 
conduct negotiations regarding freight rates and 
related matters. 

Malaysia 

35. No consultative machinery has been set up at 
governmental level in Malaysia. Normally, the various 
trade organizations deal direct with the local repre
sentatives of shipping lines regarding freight rates, 
shipping space, etc., or consult with shipping com
mittees of the various chambers of commerce which 
include representatives of the bigger lines. The 
Government will approach the shipping lines and 
conferences only when its assistance is required by 
the trade. Certain trade organizations in Malaysia 
hold periodic reviews with the conference lines on 
the subject of shipping and ocean freight rates. The 
conference lines are also approached at other times 
by these trade organizations whenever certain freight 
rates are considered to be unfair. 

36. In Singapore, no formal consultative machinery 
exists but approaches to conferences have been 
carried out on an ad hoc basis at both levels as 
problems arise, but the results of such approaches 
have not been very satisfactory. 

37. In Sarawak, exporters and importers as
sociations have existed for some time and, together 
with the Sarawak Chamber of Commerce, they are 

considered to provide adequate measures for any 
consultations necessary. 

New Zealand 

38. In New Zealand's trade with Europe the situa
tion has been somewhat similar to that in the 
Australian-Europe trade. The New Zealand Overseas 
Shipowners' Allotment Committee and its London 
counterpart, the New Zealand Tonnage Committee, 
deal mainly with statutory agencies (e.g., the New 
Zealand Meat Board and the New Zealand Dairy 
Products Marketing Commission), which control 
the exports of certain of New Zealand's principal 
products: butter and cheese, frozen and chilled meats 
and apples and pears. Most of these products are 
routed through lines which are members of the 
Overseas Shipowners' Allotment Committee. 

39. The New Zealand Government also has the 
power to control freight rates from New Zealand 
on vessels carrying mail under subsidy from the 
Government. In 1946, more direct responsibilities 
were assumed by the Government over the export of 
primary produce and the Primary Produce Marketing 
Act of that year gave the Minister of Marketing the 
sole right to enter into contracts for carriage by sea 
of primary products intended for export; alternatively, 
he could give approval to the conditions under which 
contracts may be entered into by other parties, the 
Government thus becoming a party to negotiations for 
freight contracts. 

Pakistan 

40. The Government set up in March 1959 an 
Overseas Freight Study Committee consisting of 
the Director of Trade Promotion and Commercial 
Intelligence as chairman, and the Controller of Ship
ping as member, to receive and examine all complaints 
from trade organizations regarding high or discrimi
natory freight rates, lack of adequate shipping facilities, 
denial of shipping space by foreign shipping companies, 
etc. The Committee after due examination of the 
complaints would take up the matter with the shipping 
companies or conference lines concerned, with a view 
to removing the difficulties in question. 7 

Philippines 

41. The Philippines has no consultative machinery 
consisting of shippers and shipowners, but there 
is a Philippine Maritime Committee set up in 1952, 
composed of government officials. Its duties include 
investigation of rates considered unfair or excessive, 
investigation of activities of the shipping conferences 
and assisting shippers in procuring shipping facilities. 
The Committee has functioned intermittently. 

Thailand 

42. The Sub-Committee on Shipping and Ocean 
Freight Rates of the Board of Trade is entrusted with 
the duty of consulting with the shipping lines on mat
ters connected with the ocean transport. 

7 Gazette of Pakistan Extraordinary, dated 14 March 1959. · 
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Shippers' Councils 

43. The consultative arrangements set up in the 
Netherlands and in the United Kingdom in the fonn 
of shippers' councils were noted by the ECAFE 
Committee on Trade as being of interest to the ECAFE 
regional countries. 

Netherlands 

44. In the Netherlands, the Shippers' Council 
has been organized as the representative association 
of Dutch shippers and has established consultative 
relationship with conference lines and other groups of 
shipowners. The Committee of Users of International 
Transport of the Netherlands (of which the Nether
lands Shippers' Council is a subsidiary body) had 
prepared a memorandum entitled "Various fonns of 
co-operation between users and shipowners", setting 
out the objectives which the users of ships seek to 
achieve through the Council. This memorandum was 
also adopted by a group of Belgian shippers and was 
presented to the Commission of Transport Users of 
the International Chamber of Commerce at their 
session in July 1958; it was recommended, inter alia, 
that shippers' councils at the national level, based on 
the British system, should be set up. 

United Kingdom 

45. One of the limitations or checks on conference 
monopoly recommended as long ago as 1906 by the 
United Kingdom Royal Commission was the common 
action taken by shippers. They recommended collec
tive bargaining between recognized associations of 
shippers as representative of the whole trade on the 
one hand and the conferences on the other hand, 
as a means of neutralizing the power of the latter. 
The United Kingdom Departmental Committee on 
Shipping and Shipbuilding (1918) also stressed inter 
alia the need for the growth of strong trade as
sociations among traders themselves which, by their 
influence, would be able to meet the shipping con
ferences on equal terms and stated that co-operation 
on such lines is bound to conduce to the welfare 
of both sides. The Imperial Shipping Committee 
in its report issued in 1923 also recommended the 
formation of associations of shippers to negotiate 
with the shipping conferences. 

46. In the United Kingdom, there have been for 
a long time organizations of manufacturers and 
merchants which deal with matters of common 
interest in relation to the major shipping conferences 
operating throughout the world. In recent years the 
need has however been felt for a central or national 
organization which could represent the views of the 
shippers as a whole in matters of general concern, and 
a British Shippers' Council was accordingly established 
in 1955 to represent the interests of shippers on im
portant matters of general interest. The Council is 
charged to deal with matters of major policy affecting 
sea transport and to negotiate with shipowners and 
government departments as required. The Council 
has between fifty and sixty members, some of whom 
represented influential interests; Federation of British 
Industries, National Union of Manufacturers, Timber 

Trade Federation, Federation of Commodity Trade 
Associations, etc. 

(ii) Establishment of freight study units 

47. The following is a brief review of the position 
obtaining in the various countries of the region.8 

China (Taiwan) 

48. No unit has been set up but the question of 
setting up a freight study unit is under consideration. 

India 

49. The Freight Investigation Bureau set up in 1959 
investigates specific complaints received from the 
trade regarding high and anomalous freight rates. It 
has been successful in securing reduction in rates for 
235 commodities through consultations with shipping 
lines. A research and statistical cell for collecting 
all relevant data and examining the problems of ocean 
freight rates on a systematic basis has recently been 
added to the Bureau. 

50. The Government has also set up recently a 
Maritime Freight Commission to advise the Govern
ment on matters relating to maritime freight rates. 
Complaints from shippers about high or anomalous 
rates are referred to the Commission as also freight 
rate disputes between trade and shipping interests. 

Philippines 

51. The National Economic Council of the 
Government has been conducting preliminary studies 
on shipping and ocean freight rates with a view to 
introducing possible remedial measures. The creation 
under the National Economic Council to study the 
problem on a continuing basis is under consideration. 

Thailand 

52. The Foreign Trade Policy Division of the 
Department of Foreign Trade is entrusted with the 
duty of studying problems of ocean freight rates, 
while at the commercial level the Sub-Committee 
on shipping and ocean freight rates of the Board of 
Trade is entrusted with this function. 

(iii) Improvement in port facilities 9 

53. Adequate port facilities for expeditions loading 
and discharging of cargo and for speedy turn-round 
ships, play an effective part in keeping down the 
ship's operational costs. It will be seen from the 
following brief review that most of the countries in 
the ECAFE region have already taken and are con
tinuing to take necessary steps to augment and improve 
their port facilities. 

Burma 

54. The Government had received a loan of 
S14 million in 1956 from the International Bank for 

s Source: Committee on Trade, fifth and sixth sessions, Summary 
Records E/CN.Il/TRADE/15, 2 May 1962; E/CN.II/TRADE/18, 
30 Aprn' 1963; also Economic Development Plans of the member 
countries of the ECAFE region. 

• Ibid. 
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the development of the Rangoon Port. In the current 
four~year plan (1962~1965), provision has been made 
for Kyats 35 million for the development of the 
Rangoon Port, which handles about 85 per cent of 
the country's foreign trade. 

Ceylon 

55. The current ten-year plan (1959-1968) has 
provided Rs. 112 million for the development of the 
Port of Colombo. It has also provided an additional 
Rs. 70 million for the development of the Ports of 
Trincomalee and Galle, and Rs. 121 million for the 
development of fisheries harbours. 

China (Taiwan) 

56. The third four-year plan (1961-1964) has 
provided $15.2 million for the development of ports. 
Many improvements have been carried out to the two 
important international ports of Kee1ung and Kaoh
siung, such as wharves, godowns, transportation 
systems within the port areas navigation channels, 
and loading and unloading equipment. Projects for 
further improvements and expansion of these two 
ports are being implemented. 

Hong Kong 

57. Facilities are under constant review for im~ 
provement and efficiency of ports. 

India 

58. A provision of Rs. 115 crores (1150 million) 
has been made in the third five-year plan (1961-1965) 
for development of major ports. The total cargo 
handling capacity of all the major ports is expected 
to be increased from 33 million tons to 49 million 
tons per annum at the end of the current plan. 

59. The port of Calcutta has been granted two 
loans (in 1958 and 1961) totalling $50 million from 
the International Bank for its development and 
improvement of port facilities. Various improvements 
have been carried out in the Calcutta port in recent 
years to minimize the detention of vessels and to 
facilitate the speedy handling of cargo. Two new 
berths have been constructed in the King George 
Dock with all modern facilities. Various types of 
mechanical handling appliances have been installed. 
A large number of improvements have also been 
made to the navigable channel, and dredging of the 
bars is also being done on an intensive scale. Work in 
the Calcutta Port is done on all days in the year, 
and incentives have been given to dock labour in 
the form of increased wages. As a result of these im
provements, the tum-round of vessels has been 
accelerated, as also has labour output. 

60. With a view to meeting the draught difficulties 
of the River Hooghly at the port of Calcutta, it is 
proposed to build an ancillary port at Haldia, 56 
miles downstream, to act as a supplementary port, 
at a cost of Rs. 25 crores (250 million). It is also 
proposed to construct a barrage across the Ganga 
River at Farakka, at a total cost of Rs. 56 crores 
(560 million), to improve the draught conditions 

of the River Hooghly, and the navigability of the 
channel. 

61. The port of Kandla is also in the process of 
being developed in regard to port facilities as well 
as tonnage. This new port has been developed by 
the Government of India at a cost of about Rs. 140 
million, and it is now one of the major ports in India. 
The facilities provided in this port include four 
deep draughted alongside berths, adequate transit 
area with sheds and warehouses, broad wharves with 
three railway lines, electric shore cranes, large open 
storage yards, fleet of tugs and barges, etc. As a 
result of the above improvements to the port facilities, 
the surcharge of Ss. per ton on ocean freights for 
shipments from and to Kandla, to and from the 
United Kingdom and continental ports levied by the 
Karmahom Conference, prior to August 1960, was 
withdrawn. Similarly the "outport addition" applicable 
to shipments from Kandla has been removed by the 
Japan/Persian Gulf/Japan Conference from September 
1961. As an additional inducement to the trade for 
exports from this port this Conference grants a 
rebate of 25 per cent in the wharfage on cargo ex
ported to foreign countries. 

62. The Port of Madras has been granted in 1958 
a loan of $14 million by the International Bank. The 
port capacity of Madras is being raised from 2.5 to 
4 million tons per annum. The improvement pro
gramme includes excavation of a new ship basin, 
modernization of general cargo berths, and con
struction of new berths, purchase of new equipment, 
provision of a railway yard, dredgers, floating cranes, 
harbour crafts, etc. 

63. The programme for the improvements to the 
Bombay port includes schemes costing about Rs. 
26 crores (260 million). The more important among 
these are dock modernization schemes, to provide 
additional deep water berths, dredging of the main 
harbour channel, electrification of cranes in the 
Alexandra Docks, etc. 

Indonesia 

64. The National Development Plan (1961-1969) 
has provided Rupiah 1450 million for development of 
harbours, and for purchase of harbour equipment. 

Iran 

65. In the third plan (1962-1968), a sum of 
3,000 million Iranian rials has been provided for the 
reconstruction and improvements of three of its 
important ports: Khorram Shahr, Bandar Shahpur 
and Bandar Pahlavi. 

Japan 

66. In order to meet the increasing volume of 
cargoes handled at the ports, the Government estab
lished in 1958 the five-year plan for port improvement, 
and encouraged investment in ports in line with the 
plan. However, the increase in the volume of cargo 
handled was greater than that estimated in the plan. 
The Government, therefore, brought out a new five
year plan in 1961 for improving port facilities, with 
a fund of 250,000 million yen. In addition, emergency 
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measures have been taken since July 1961 to alleviate 
cargo and shipping congestion at various ports. 

Republic of Korea 

67. Improvement in port facilities were made 
during the past two to three years through increased 
cargo working capacity, storage, etc. The Government 
had included in its five-year economic plan, projects 
for improvement of port facilities so as to increase 
the total cargo handling capacity from the current 
I 0 million tons to 14 million tons. 

Malaysia 

68. At Penang, a passenger and vehicular ferry 
service of the latest design has been introduced 
between the island and the mainland, and the island 
waterfront, which is used by private lighterage, has 
been improved and modernized. The Penang Port 
Commission maintains deep water berths and light
erage basins on the island as well as at Prai Wharf 
and other handling points on the mainland. The Com
mission has prepared a scheme at an estimated cost 
of Malaysian $130 million for Bagan Luar on the 
mainland for constructing six deep water berths by 
1966, which has been accepted by the Government 
and included in the current five-year plan (1961-
1965). The Commission has enlarged its dockyard 
and ship repair facilities, constructed a number of 
aluminium lighters in its own workshops, for port use, 
and provided ocean mooring buoys for the use of 
shipping. The Commission pursues a forward
looking policy and the port of Penang has a good 
reputation for providing good services and prompt 
turn rounds to shipping. The cargo handling capacity 
of the port is expected to increase from 3 million tons 
to 4 million tons per annum. 

69. At Port Swettenham, the construction of three 
new deep water berths in the North Klang Straits 
commenced in 1960, and the new installations at a 
total estimated cost of Malaysian S43 million are 
expected to be in operation in 1963/64. A crash pro
gramme to increase the cargo handling points in the 
port was also started in 1961 to provide new equip
ment and to divert a proportion of the import cargo 
to other ports. New jetties and wharves are thus com
ing into operation successively to enable the port to 
handle the increasing shipping tonnage, until the new 
deep water berths are ready. The Port's cargo handling 
capacity is expected to increase from 1.4 million tons 
to 2.2 million tons per annum. 

70. The Singapore Harbour Board had embarked 
under the development plan (1961-1964) on an im
provement programme involving the building of 
nine new deep water berths on the East Wharf at a 
total cost of Malaysian $18 million and also for the . 
improvement of the Singapore River, which is the 
main artery of the entrepot trade, at a cost of Malay
sian $21 million. 

71. Port facilities at Tawau (North Borneo) are 
being improved by the construction of a new wharf 
of a total length of 650 feet. 

72. A new port has been built in Kuching (Sara
wak) in July 1961, and it has already reduced the time 
of a vessel's stay. 

Pakistan 

73. The Government had received a loan of 
Sl4.8 million in 1955 from the International Bank 
for the development of Karachi port. Improvements 
in progress for the ports of Karachi, Chittagong and 
Chalna will help to increase the volume of cargo 
handled. The port of Chittagong, the second largest 
in Pakistan. has been developed at a cost of Rs. 110 
million to handle 2 million tons of cargo per annum. 

74. In the second five-year plan (1960-1965), a 
provision of Rs. 154 million has been made for the 
development of ports. 

Philippines 

75. The Government has embarked on an ex
tensive programme for the developments of the major 
ports in the country. The last three-year development 
plan had provided 29.4 million pesos for development 
of ports. The Government has also received in 1961 
a loan of $8.5 million for the development of its major 
ports, from the International Bank. 

76. Manila Port has been extensively dredged, 
new piers constructed, and concrete storage sheds 
and open storage areas enlarged. Plans are under way 
to develop a section of the North Harbour as an 
international port. Improvements are also under way 
for the other large ports. 

77. During the past five years, improvements in 
port facilities in all major ports have been completed 
or in progress. These measures have relieved in various 
degrees the congestion of vessels or cargo. It is ob
served that partly on account of the improvement 
effected in the port of Manila, conference lines have 
decided not to proceed with their previous proposal 
to impose a surcharge of $2 per ton of cargo handled 
in Manila. 

Republic of Viet-Nam 

78. Various steps have been taken to improve port 
facilities, particularly as regards installations and 
equipment, construction of warehouses and wharfs, 
and dredging of the harbour at Saigon. These measures 
have afforded greater facilities for the movement of 
vessels. In the port of Da-Nang, improvement of 
port facilities was completed in 1958, and included 
the deepening of the channel, and construction of 
breakwaters. 

Thailand 

79. The Government had secured loans amounting 
to $7.8 million in 1950 and 1956 from the International 
Bank for the development of the Bangkok Port. 

80. Measures taken to improve port facilities 
during the past few years include: removing silt de
posited at the mouth of Chao Phya river and at piers; 
purchasing additional tugboats and dunnages; an
choring additional buoys; building additional ware
houses; and constructing more space for goods loaded 
at the port of Bangkok. 
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(iv) Development of national merchant 
shipping 

81. The following is the position with regard to 
the development of national shipping in the ECAFE 
countries as at mid-June 1962: 

Ceylon 

82. It has at present a tonnage of about 6000 
gross tons. 

China (Taiwan) 

83. Its merchant fleet amounted to 486,000 tons 
and regular services ply on the following routes: 
China: Taiwan to Japan, Hong Kong, Korea, Okin
awa, South-east Asia and the East and West coasts of 
the United States of America. 

84. The third four-year plan (1961-1964) provides 
for $78 million for the acquisition of additional 
tonnage of 300,000 dwt (about 200,000 gross tons) to 
enable its fleet to handle the major part of its foreign 
trade. 

India 

85. The tonnage registered in India amounted to 
1,013,000 gross tons (including 45,000 gross tons for 
tankers). The current five-year plan (1961-1965) has 
provided for a target of 1,100,000 gross tons. Three 
of its national shipping companies (one in the public 
sector and two in the private sector) have been able 
to join various conferences (e.g. India/Pakistan/ 
UK-Continent Conference; Continent/India/Pakistan 
Conference; Karmahom Conference; Japan/Persian 
Gulf/Japan Conference; Bay of Bengal/Japan/Bay of 
Bengal Conference; India/Australia Conference, etc.). 
The shipping company in the public sector has also 
entered into bilateral shipping agreement with the 
USSR shipping organization for carriage of goods 
from and to either country, on the India/Black Sea 
trade, in their respective national ships. 

86. The Government has also established a non
lapsing development fund for grant of loans on easy 
terms to Indian shipping companies for acquisition 
of shipping tonnage. 

87. The Government has also set up a Chartering 
Committee in the Ministry of Transport, since 1959, 
to centralize all chartering arrangements in regard 
to shipments of cargoes on government account from 
abroad. 

88. With a view to accelerating the growth of 
Indian tonnage and to secure the necessary foreign 
exchange therefor, the Government has also recently 
amended the Merchant Shipping Act, 1958, so as to 
allow foreign participation up to 40 per cent in the 
subscribed capital of Indian shipping companies. 

Indonesia 

89. Since 1958, it has doubled its tonnage. Its 
merchant fleet totals at present 335,000 gross tons. 
The National Development Plan (1961-1969) has 
provided 5850 million rupiahs for acquisition of 
additional tonnage for its sea-borne trade. 

Hong Kong 

90. The merchant fleet registered in the Colony 
amounted to 711,000 gross tons. 

Japan 

91. Its merchant shipping amounted to 8,870,000 
gross tons (including 2,278,000 gross tons representing 
tankers). The New Long Range Economic Plan 
(1961-1970) envisages the building up of Japan's 
ocean-going tonnage to 13.4 million gross tons, so 
that the share of Japanese vessels in the international 
tmde may rise to 60 per cent for dry cargo and to 
65 per cent for oil. All the Japanese shipping lines are 
members of one or more shipping conferences. 

Republic of Korea 

92. It has at present a merchant fleet of about 
I 00,000 tons. It has proposals in the five-year economic 
plan to increase the tonnage to 300,000 tons. 

Malaysia 

93. The merchant shipping in Malaysia amounted 
to about 10,000 gross tons. 

94. In Sarawak the ships registered amounted to 
about 12,000 gross tons. 

Pakistan 

95. Its merchant fleet amounted to 313,000 gross 
tons. One of its shipping companies has been admitted 
to the membership of the India/Palcistan/UK-Con
tinent Conference and the Continent/India-Pakistan 
Conference. 

96. In the second five-year plan (1960-1965), a 
provision of Rs. 105 million has been made for 
acquisition of additional tonnage. 

Philippines 

97. Its ocean-going merchant fleet totalled 366,000 
gross tons. Six of the national shipping companies 
have joined an organization called the "Associated 
Steamship Lines" (ASL) which comprises of five 
conference groups, viz.: (1) Atlantic Coast and Gulf 
group, (2) Pacific Coast group, (3) Saigon, China, 
Japan group, (4) Straits, Java, India group, and (5) 
East Canada group. In the last development plan 
(1960-1962), the Government provided 131.5 million 
pesos for acquisition of additional shipping tonnage. 

Thailand 

98. The ocean-going ships registered amounted 
to about 6500 gross tons. Orders for two additional 
ships totalling 10,000 gross tons have been placed in 
Japan. 

Republic of Viet-Nam 

99. Its tonnage amounted to about 3000 gross 
tons. 
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(v) Complaints regarding high and 
unfair freight rates and arbitrary 

increases in rates 

100. At different sessions of the ECAFE Com
mittee on Trade, several member Governments in 
the ECAFE region have drawn attention to examples 
of freight rates and rate increases considered unfair 
and arbitrary by them. The following paragraphs 
summarize the main points made by them in their 
statements to the Committee.10 

Burma 

101. Total increases in liner rates since 1951 
appeared to be about 60 per cent, i.e., 15 per cent in 
January 1951; 15 per cent in September 1956; 15 per 
cent in May 1957; 5 per cent in February 1960; and 
10 per cent in September 1961. Higher cost of opera
tional charges and shipbuilding did not warrant such 
a degree of increase. This was affecting the expansion 
of trade in the region. What was most disappointing 
was the fact that in most cases there were no prior 
consultations with the shippers before the increases 
were effected. Discriminatory rates charged on 
Burma's exports of agricultural products such as beans, 
pulses and maize had unfavourably affected the trade 
of Burma. 

102. Burma's national shipping line was still in 
the developmental state and therefore its primary 
exports continued to suffer from discriminatory rates 
imposed by the shipping conferences. 

China (Taiwan) 

103. China (Taiwan) had to depend largely upon 
its ability to develop industry and trade and needed 
efficient shipping facilities and competitive freight rates 
to promote exports and to reduce as much as possible 
the cost of transporting imported raw materials. The 
increased exports from China (Taiwan) in recent 
years have been made possible by the lower freight 
rates charged by its national merchant fleet which was 
started in 1958. Increased trade with the United 
States and South-east Asian countries has thus 
become possible. On the other hand, the absence of a 
regular line with Europe had resulted in a decrease 
in trade with that area by 50 per cent in 1962 as 
compared to 1958. Various discriminatory and un
fair measures had been practised by the conference 
lines against the country's national shipping, because 
of their non-membership of the conferences. The 
country's national merchant shipping did not join 
any of the conferences in the interest of expanding 
the region's trade. 

India 

104. Ocean freight rates on cargoes shipped from 
India are often relatively high and adversely affect 

10 Summary Records of the Committee on Trade, fifth and sixth 
sessions, fortieth meeting on 25 January 1962 and fifty-first meeting 
on I February 1963; see documents E/CN.ll/TRADE/15, dated 
2 May 1962, and E/CN.li/TRADE/18, dated 30 April 1963. 

India's trade. The freight rates are also frequently 
revised upwards by the conference lines unilaterally 
and arbitrarily, and these revisions have proved pre
judicial to India's export trade. The Government takes 
every opportunity to inform the conferences that these 
increases in freight rates would prove detrimental 
to India's trade, but the conferences were generally 
not inclined to withdraw the increases already effected 
by them. 

105. The pattern of India's foreign trade is fast 
changing, and its exports which formerly used to 
comprise mostly of raw materials now include 
finished products. These products of new industries 
are classified by the conference lines as "general 
cargo", and are accordingly charged higher freight 
rates, on the ground that shipments of these com
modities are made in small quantities. On the other 
hand, if freight rates were made equitable, it would 
be possible for India to increase the exports to an 
appreciable extent, which will be for the mutual 
benefit of the shippers and shipowners alike. 

106. Similarly, increases in freight rates on im
ported materials which enter in the manufacture of 
export commodities, also affect adversely Indian export 
promotion measures. 

107. India is also facing difficulties in regard to 
exports of even its traditional commodities such as 
jute goods, cotton textiles, coir products, etc., as these 
commodities suffer freight disadvantage as compared 
to similar products exported by other competing 
countries. 

108. Examples of freight rates which are considered 
unfair or anomalous by the Government of India are 
given in the annex. 

109. Effective from I August 1963, the Karmahom 
Conference (India-Pakistan/UK-Continent Confer
ence, consisting of twenty-two lines and belonging to 
ten different nations) 11 has imposed a general increase 
of 12! per cent 12 on freight rates on all westbound cargo 
on the India/Pakistan/UK/Continent trade despite pro
tests from the trade, and inspite of the fact that the 
Maritime Freight Commission of the Government of 
India, after due deliberation, had considered that 
any increase in the freight rates in excess of n per 
cent would be unjustified. The Government of India 
are considering ways and means to counter this 
decision of the conference, as it would seriously 
affect the export promotion of the country, and es
pecially because it would hit the country's exports to 
a region where the sale of Indian goods had already 
registered a serious decline. These increased freight 
rates would, in effect, negate the efforts of the Indian 
Government to secure tariff concessions from west 
European countries.13 

110. The following conferences had also increased 
their freight rates during recent times, in spite of 

11 H. M. Trivedi, Freight Rise in Retrospect, Bombay. 
12 Since reduced to 10 per cent with effect from 23 October 1963. 
13 Economic Times, Bombay, dated 1 August 1963 and 3 Septem· 

ber 1963, and Financial Editor, Times of India, Bombay, dated 
11 September 1963. 
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protests from the trade and the Government of 
India: 14 

(i) India, Pakistan, Ceylon and Burma Outward 
Freight Conference from USA-Atlantic Gulf Ports: 
10 per cent general increase in freight rates from 
1 July 1963; 

(ii) Ellerman & Bucknell Lines from Eastern 
Canada to India: 10 per cent general increase in 
freight rates from 1 July 1963; 

(iii) Calcutta and East Coast of India/USA 
(Atlantic) Ports Conference: 10 per cent general in
crease from 11 October 1963. 

Indonesia 

1 I I. It was felt that the trend in freight rates would 
continue to be upwards. National shippers in In
donesia had been in consultation with those in Western 
Europe and Japan, and hoped to establish similar 
contacts with those in the United States and Canada. 

Republic of Korea 

I 12. Like many other developing countries of the 
region, the Republic of Korea depended for much of 
its foreign trade on foreign shipping. Unless some 
improvement could be brought about through mutual 
co-operation and understanding, discriminatory rates 
would continue to hinder intra-regional trade. 

Malaysia 

I 13. The freight rate on Malaysian pineapples to 
the United Kingdom was comparingunfavourablywith 
those of Australian and South African shipments. 
The pineapple industry, supported by the Malaysian 
Government, represented the matter to the conference 
lines without success. When, however, a crisis 
threatened the pineapple industry in 1958/59, the 
freight rate was temporarily reduced for a period of 
three months. 

114. The emergence of a non-conference line in 
1958, which introduced low freight rates on shipments 
of timber, led to a "freight war". Malaysia was 
adversely affected as a result of this "war". The very 
low rate of freight quoted for a particular type of 
Thai timber, which competed in the United Kingdom 
markets with the timber from Malaysia, placed the 
latter at a great disadvantage. The timber trade sought 
the assistance of the Government and consultations 
were held both in London and in Kuala Lumpur. 
The conference did not agree to reduce the freight 
rate on the Malaysian timber to the full extent. Finally, 
the problem was solved when the non-conference line 
withdrew from the scene and the freight rates again 
went up. 

I 15. A recent complaint to the conference lines 
about a rise in the freight rates on tin was rejected. 
There is also a dispute pending over a surcharge 
imposed on rubber exports. Unjustifiable increases 
have also taken place in the freight rates for canned 
apples to New Zealand. 

14 Report by the Government of India on the Working of the 
Freight Investigation Bureau for the Period ended 30 June 1963. 

116. As far as Sarawak is concerned no details 
of the basis of assessment of freight rat~s for cargo 
to ~nd from Saraw~k are available. In respect 
particularly of transhipment cargo, the freight rate 
on local haulage is disproportionately high in com
parison with freight rates on long haulage. 

117. As regards Singapore's trade, the freight rates 
for copra, rattan and cane, timber, sago flour, ply
wood and hemp were considered to be unfair in 
1962. 

Pakistan 

I 18. The inadequacy of national shipping facilities 
greatly hindered the expansion of inter-regional and 
intra-regional trade. Pakistan's foreign trade depended 
o~ ocean shipping. Excessive freight rates had 
pnced out a number of the country's export items 
from the region's market and hindered the expansion 
of export trade, despite Pakistan's extensive improve
ments to port facilities and inland transport. 

119. Pakistan was making every effort to maintain 
a steady flow of foreign exchange earnings for eco
nomic development, but 75 per cent of its exports 
were primary commodities subject to violent fluctua
tions and to the current serious decline in world 
prices. That decline had been accompanied by 
constant increases in ocean freight rates, which had 
both curtailed demand and helped the overseas 
buyers to switch over to available substitutes. 

120. Its export items were still subject to dis
criminatory freight rates, as for instance its export 
of gypsum to Japan and molasses to the United King
dom. In the last fourteen years, freight rates had 
doubled and there were no indications of any marked 
improvements. Freight rates formed a substantial 
part of the value of primary commodities. An ap
preciable rise in the rates reduced the quantity of 
exports from the ECAFE countries and simultaneously 
increased the relative cost of imports, thus hindering 
their development programmes. 

121. Efforts to augment Pakistan's merchant fleet 
would not enable that country to cease depending 
on international shipping facilities for some years to 
come. Other factors such as textile protectionism 
were, however, linked with the question of high 
freight rates. The shipping rate for jute, for instance, 
had risen from 90s. a ton in 1950 to l90s. in 1961. 
Negotiations had however paved the way for some 
understanding between the Government of Pakistan 
and the conference lines. Freight rates for jute from 
individual ports in Pakistan had been reduced to l78s. 
in June 1962 and would remain at that level till the 
middle of 1963. It was hoped that special arrangements 
could be made to enable the conference lines to quote 
a net rate for jute and jute products, covering ship
ments from all ports in Pakistan to Europe and the 
United Kingdom, involving a further reduction in the 
freight rates.l5 

15 The increases in freight rates announced by the Karmahon 
Conference in August 1963 would apply to the foreign trade of 
Pakistan as well as to that of India. 
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Commodity 
Rates current prior to 30 Nov. 1963 

(in dol/a rs) 
Revised rates from 1 Dec. 1963 Approx. percentage 

(in dollars) increase 

Jute .... . 
Kapok ... . 
Lac ..... . 
Timber (planks) 
Tapioca flour . 
Gum damar .. 
Rubber (crepe) . 
Rubber (others) 

21 per 50 cu. ft. 
82 per 20 cwts. 
32.25 per 20 cwts. 
30 per 50 cu. ft. 
22.40 per 20 cwts. 
40 per 20 cwts. 
33.50 per long ton 
37.50 per 2 500 lb. 

30 per 50 cu. ft. 43 
104 per 20 cwts. 26 
56.25 per 20 cwts. 75 
51.75 per 50 cu. ft. 70 
25.25 per 20 cwts. 14 
55.75 per 20 cwts. 37 
45.75 per long ton 36 
45.75 per 2 500 lb. 22 

(An additional surcharge of $1.25 will be added for all loadings from Bangkok port) 

Philippines 

122. Despite the significant increase in its overseas 
merchant fleet, Philippine flag vessels still carried less 
than lO per cent of its foreign trade and such in
adequacy placed the country at the mercy of foreign 
shipping. Although various measures were taken to 
augment and improve port facilities, no lowering of 
ocean freight rates had taken place. On the other hand, 
the freight rates had shown a definite upward trend, 
despite declining world charter rates. 

Thailand 

123. The increases in ocean freight rates presented 
a serious threat to the export trade of the country, 
especially if it did not have sufficient national tonnage. 
In Thailand, no effective solution to the problems had 
yet been found. The agents of various shipping con
ferences in Bangkok had been approached, both at 
government and commercia1levels, for holding prior 
consultations on any future changes in freight rates, 
but without any satisfactory results. In spite of the 
improvements made to port facilities, no reductions 
in freight rates had taken place. The continuous rise 
in freight rates on some commodities, such as manioc 
meal and other tapioca products, which had increased 
by three times since 1959, was all the more disturbing. 
The increase in freight rates on some commodities 
had been announced at the very time that foreign 
markets for such products were being established. 
The freight rates on jute exports to Europe were felt 
to be rather high. When, however, a few non-con
ference ships and tramps entered the trade and quoted 
lower rates, the conference lines immediately reduced 
their rates from I 50s. per long ton to l42ts. 

124. The freight rate on rice shipped from 
Thailand to Europe is classified as open rate by the 
conference lines and has remained for quite sometime 
at 105s. per metric ton. However, rice shipped from 
Burma to Europe has been charged much lower 
rates. The rate during 1961 was as low as 75s. per 
metric ton. 

125. In 1962, the government-sponsored Thai 
Shipping Company, with four ocean-going vessels, 
was set up. It succeeded in bringing about a sub
stantial reduction in certain freight rates. But it had 
to face serious difficulties resulting from various 
malpractices of the shipping conferences. It could not, 

however, join any of the conferences until the Govern
ment's policy in the matter bad been decided. 

126. It has been reported16 that consequent on 
a non-conference line suspending its services from 
Bangkok to United States ports the Thailand/US 
Atlantic and Gulf Conference have substantially 
increased their freight rates with effect from I 
December 1963, in spite of protests from the Thai 
Government and the trading interests. The increases 
ranged from 14 per cent to 75 per cent over the 
previous rates as illustrated at top of the page. 

127. Non-regional members of ECAFE which are 
developed maritime countries, while supporting 
consultative measures, were not in favour of govern
mental regulation of ocean freight rates. Their views 
are briefly given below. 

Netherlands 

128. The Netherlands Government was strongly 
opposed to any legislation regulating or fixing freight 
rates. It considered that poor harbour facilities in 
the ECAFE region had contributed greatly to the 
cost increases. 

Union of Soviet Socialist Republics 

129. The ECAFE countries should build their 
own merchant fleets to cope with the problems of 
rising ocean freight rates. The expenditure involved 
though considerable would pay in the long run. The 
USSR supported the setting up of freight rates 
consultative committees for working out equitable 
and rational freight rates. Mutual agreements be
tween Governments to establish joint shipping lines 
could be another effective solution. 

United Kingdom 

130. Shipping companies must cover their high 
operating costs, maintenance and fleet replacement,· 
but import/export countries wanted an effective 
shipping service at minimum cost. Much could there
fore be gained by close and frequent consultations 
between both parties. The Government did not fix 
rates and could not dispute the rates charged. The 
United Kingdom fully supported the establishment 
of consultative machinery in all countries for the 

16 Information supplied by the Government of Thailand. 
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discussion of shipping problems by parties concerned. 
It believed in direct agreement between shipowners 
and traders without government intervention. How~ 
ever where a nation's trade was under government 
control, the Government might consider it necessary 
to participate in the consultative machinery, but it 
should not control that machinery. The Indian 
Government's methods of consultation and negoti
ation with the shipping lines regarding particular 
rates seemed to be the correct procedure. 

United States of America 

131. The United States supported the idea that 
shippers should bring their problems to the attention 
of shipping conferences. This could be done through 
the establishment of consultative machinery whereby 
shipowners and traders could adjust their legitimate 
claims. The United States was a free enterprise 
country, and did not favour direct State control. 
Government could perhaps however deal with in~ 
dividual cases, where objection was taken to rates. 

Ill. SUMMARY AND CONCLUSIONS 

132. The ECAFE Committee on Trade has given 
a great deal of attention to questions of shipping and 
ocean freight rates as affecting the countries of the 
ECAFE region for nearly seven years, because the 
availability of adequate shipping at reasonable cost is 
essential for the development of international trade 
of the ECAFE region. Member Governments in 
the ECAFE region attach great importance to this 
work of ECAFE and accord it high and urgent 
priority. · 

133. The ECAFE Ministerial Conference on Asian 
Economic Co-operation, which met in December 1963 
agreed on joint action among Asian countries towards 
the rationalization of ocean freight rates and the 
co-ordination of maritime transport facilities. To this 
end it was agreed to set up an ad hoc committee to 
undertake the necessary studies and to suggest 
practicable programmes aimed at increasing intra
regional co-operation. 

134. The share of the Asian countries in the world 
merchant fleetamounted to 7 per cent in 1962 against 
2.5 per cent in 1948. Of this, however, nearly 6.4 per 
cent was accounted for by Japan, which among the 
ECAFE countries possesses the largest merchant fleet 
amounting to 8.9 million gross registered tons. Ex
cluding Japan, all the other countries in Asia together 
thus accounted for less than 1 per cent of the total 
world fleet. 

135. The total world sea-borne trade at the end of 
1961 (in metric tons) had shown an increase of 137 
per cent over that for 1948. The share of the ECAFE 
countries in the total world sea-borne trade (in metric 
tons) went up to nearly 23 per cent by the end of 1961, 
as compared to 13.5 per cent in 1948. This high share 
of the ECAFE countries in the world trade, however, 
compares with the low figure of 7 per cent of the world 
merchant fleet, owned by the countries of the ECAFE 
region. 

136. Progress made in the development of national 
shipping by countries of the ECAFE region during 

the post-war years has been very modest and has not 
been in keeping either with the development of the 
world tonnage, or with the substantial share which 
the countries of the region have in the total sea-borne 
trade of the world. 

137. On the basis of an estimate that I 0 per cent 
of the value of cargo carried in ocean transport 
constituted the ocean freight charges, the freight bill 
on the overseas trade of the ECAFE countries for 1962 
should have amounted to the large figure of $2,875 
million. This would account for about 23 per cent of 
the total export earnings of the countries of the region 
in that year. Clearly, these freight charges thus con
stitute a major item in the deficit balance of payments 
of countries of the ECAFE region and therefore an 
improvement in the matter of freight rates is considered 
of the utmost importance by the ECAFE countries. 

138. While the time and voyage charter rates have 
been showing a steady declining trend, available index 
of "liner" rates shows an upward trend. Recent 
increases in liner rates confirm this upward trend in 
effect in the ECAFE region. 

139. The inadequacy of published data on liner 
rates would appear to indicate the need through 
international efforts for the compilation and pub
lication of adequate and satisfactory indexes of liner 
rates. 

140. The shipping conferences consisting pre
dominantly of foreign shipping lines have been playing 
a dominant role in the shipping trade of the ECAFE 
region, as elsewhere in the other regions of the world, 
and have been consequently exercising an overwhelm~ 
ing control on the fixation of ocean freight rates in 
the region. 

141. The developing countries in the region have 
pointed out that by reason of the virtual monopolistic 
control exercised by the conferences, and the tying 
arrangements entered into by them with the shippers, 
ECAFE countries and their shippers have little say 
in the determination of the freight rates. Member 
countries which are developed maritime countries 
consider that matters of freight rates are best left to be 
dealt with by the shippers on the one hand and the 
conferences on the other and that governmental 
regulation of freight rates is not desirable. 

142. The ECAFE Committee on Trade which has 
been giving most careful attention to the problems 
of shipping and ocean freight rates in the ECAFE 
region has felt that the problems being of a complex 
and global nature, they would not be easy of solution 
without the co-operation of the shipping lines. 

143. To this end it has been considered that 
suitable and effective consultative machinery at 
governmental and/or commercial levels should be set 
up in each of the countries of the region, whereby 
problems relating to shipping and ocean freight rates 
could be discussed and settled between the shippers 
and the shipping lines concerned. It was noted that in 
some cases the shipping lines had responded to such 
approaches, and reduced or modified the rates on 
certain commodities. The total results achieved had 
however been rather limited. 
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144. It has also been found desirable that freight 
study units at governmental and/or commercial levels 
be set up in countries of the region for a continuous 
and constant study of the freight problems of each 
country. It was noted that India had made consider
able progress in regard to the setting up of consultative 
machinery and freight study units and this could be of 
interest to other countries in the ECAFE region. 

145. With a view to bringing together all the 
shippers on a common forum and to co-ordinate their 
various shipping and freight problems for discussions 
and negotiations with the shipping lines, shippers' 
councils have been set up in the Netherlands, the 
United Kingdom and certain other European coun
tries. The organization of shippers' councils on the 
above lines could also prove helpful to countries of the 
ECAFE region. 

146. With a view to helping the speedy turn-round 
of ships, and thereby help in the reduction of opera
tional costs of the ships, necessary measures should 
be taken to augment and improve the port facilities in 
the countries of the ECAFE region. This is a matter 
of the highest importance. Several countries in the 
region are alive to this problem and have already made 
considerable progress in this field, and have also 
provided in their various economic development plans 

substantial amounts for further improvements to their 
ports. 

147. It would greatly help the countries of the 
region in solving their shipping and freight problems 
and improve their balance of payments position, if the 
developing countries of the region made more stren
uous efforts to build up/increase their national ship
ping tonnage, so that they could have a greater share 
in the ocean transport of their sea-borne trade. This 
however is a relatively long-term process and is ham
pered by lack of funds. 

148. Several countries in the ECAFE region have 
provided numerous instances of what they regard 
as anomalous and high freight rates hampering or 
adversely affecting the export trade of the country. 
It has been considered that besides setting up the 
requisite consultative machinery in each country for 
discussions and negotiations with the shipping con
ferences it would be desirable if steps were taken to 
convene under the auspices of the ECAFE an ad hoc 
meeting of the representatives of the shipping 
conferences and of the countries of the region to 
examine at a technical level the shipping problems 
of the ECAFE region, as soon as necessary data 
on the problems at issue have been collected and 
analysed. 

ANNEX 

Statement showing instances of high and anomalous freight rates-furnished by the Government of India (1963) 

Commodity 

1. Rice bran . . . . 

2. Decorticated mattress type fibre 

3. Coffee ........... . 

4. Coffee husks . . . . . . . . . 

4. Coffee husks . . . . . . . . . 

5. Hosiery goods . . . . . . . . . 

Trade 

From 

India ... . 
Burma .. . 
Dar-es-Salaam . 

India ..... 
Ceylon and Thailand 
Philippines 

India ... 
Mombassa 

India ... 
Mombassa 

India ... 

Djibouti, Assab and 
Massawa . 

India ...... . 

Djibouti, Assab and 
Massawa ... . 

India ...... . 

Djibouti, Assab and 
Massawa . 

Bombay .. 
Hong Kong. 
Japan ... 

To 

UK-Continent 

UK-Continent 

UK-Continent 

Aden 

Genoa, Naples and 
Marseilles 

London, Hamburg and 
Rotterdam 

" Oslo, Copenhagen and 
Gothenburg 

New York 

Freight rate Basis 

I95s. I 000 kg. 
115s. 

" 152s. (less 10% Ton 
rebate) 

337s. 6d. I 000 kg. 
I45s.a 40 cu. ft. 
I48s. 6d.b 40 cu. ft. 

317s. 3d. net I 000 kg. 
253s. net {for 

Arabica) 
222s. net (for 

Robusta) 

197s. net I 000 kg. 
156s. (less IO% 

rebate) 

305s. 1 000 kg. 

85s. 

305s. 1 000 kg. 

120s. 

305s. 1 000 kg. 

185s. 

$40 cu.m. 
$25 40 cu. ft. 
$28 per weight or 

bulk ton 
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ANI'< EX (continued) 

Trade 

Commodity From To Freight rate Basis 

6. Steel round bars . Calcutta Gulf ports 132s. net 1 000 kg. 
UK-Continent . lOSs. net 

7. Artificial silk (rayon piecegoods) India. Port Said 182s. 6d. cu. m. 
UK 166s. 6d. 

8. Artificial silk (rayon yarn) India. Port Said 182s. 6d. cu. m. 
UK 166s. 6d. 

9. Chillies, dry. India. Port Said 550s. 1 000 kg. 
UK 330s 9d. 

(in bags) 

10. Coir fibre, hydraulically pressed, India. Port Said 280s. 1 000 kg. 
steel hoop bound UK 166s. 6d. 

11. Coir mats and matting . India. Port Said 570s. 1000 kg. 
UK 166s. 6d. 

12. (i) Coir yarn hydraulically pressed India. Port Said 305s. I 000 kg. 
and rope bound . UK .. 257s • .. 

(ii) Coir yarn, hand pressed . India. Port Said 455s. 1 000 kg. 
UK 257s. 

13. Cotton, piecegoods India. Port Said 182s. 6d. cu. m. 
UK :J: 166s. 6d. 

14. Cotton, sewing thread India. Port Said 182s. 6d. cu. m. 
UK .. 166s. 6d . 

15. Cotton wool India. Port Said I 80s. cu. m. 
200s. 1 000 kg. 

UK 149s. 6d. cu.m. 
l66s. 6d. 1 000 kg. 

16. Kapok. India. Port Said 132s. 6d. cu. m. 
UK 107s. 9d. 

17. Lac, shell (in cold storage) India. Port Said 392s. 6d. 1000 kg. 
UK 330s. 9d. 

18. Oil lemon-grass in drums . India. Port Said 485s. 1000 kg. 
UK ,, 330s. 9d. 

19. Paper, cigarette India. Port Said 152s. 6d. cu. m. 
UK 149s. 6d. 

20. Plastic manufactured goods, India. Port Said 225s. cu. m. 
N.G.E .. UK 183s. 9d. .. 

21. Shrimps and prawns, canned in India. Port Said I 50s. cu. m. 
cases. UK 135s. 

22. Shoes, leather . India. Port Said 182s. 6d. cu. m. 
UK 149s. 6d. 

23. Sports goods value exdg. Rs. 900 India. Port Said 192s. 6d. 1 000 kg. 
per freight ton UK 172s. 6d. cu. m. 

166s. 6d. 1 000 kg. 
149s. 6d. cu. m. 

24. Toys, plastic India. Port Said !50s. 1 000 kg. 
UK 90s. 9d. cu. m. 

(exc. 240 cu. ft. 
per 20 cwts.) 

112s. 6d. 
(N.O.E.) 

25. Tyres and tubes (cycle including India. Port Said 182s. 6d. 1 000 kg. 
covers and inner tubes inserted). UK 149s. 6d. cu. m. 

a About 243s. per 1000 kg. 0 About 248s. per 1000 kg. 
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Commodity 

26. Unenumerated cargo . 

27. Wooden articles carved Kashmiri 
and/or Indian . . 

28. Woollen piecegoods ..... . 

29. Buckets and pails, galvanized iron 
in bundles 

30. Gunnies . . . 

31. Steel furniture 

32. Safes ............ . 

33. Mica blocks and splittings 

34. Calcium carbide . 

35. Copper sulphate . 

36. Rice bran extractions 

37. Leather cloth 

From 

India. 

UK. 

India. 
UK 

India. 
UK 

London 
Bombay 

Calcutta 
Calcutta 

London 

Madras 

London 

Bombay 

Madras 
Madras 

London 
Bombay 

London 
Bombay 

Rangoon 
Kakinada. 

London 

ANNEX (continued) 

Trade 

To Freight rate 

Port Said 235s. 
210s. 
205s. 
183s. 9d. 

Port Said 180s. 

" 
149s. 6d. 

Port Said 182s. 6d. 
149s. 6d. 

Bombay 255s. 
Saigon 257s. 

London 140s. 
Phnom. Penh 136s. 9d. 

Sydney 265s. 9d. 
, 238s. 3d. 

Sydney 268s. 
192s. 

Bangkok 228s. 
204s. 6d. 
220s. 6d. 

216s. 
250s. 

Lotn 
Yo hama 

Bombay 197s. 6d. 
Hong Kong 394s. 

Bombay 235s. 
Djakarta 360s. 

Singapore 63s. 
129s. 

Bombay 

freight 

Not exceeding £ 30 per freight ton 
£ 75 

" £120 
Exceeding £120 , 

Bombay ..... Keelung 302s. 6d. 

Source: Freight Investigation Bureau, Bombay, Government of India. Statement dated 15 October 1963. 

IJasis 

1 000 kg. 
cu. rn. 

1 000 kg. 
cu. m. 

1000 kg. 
cu. rn. 

cu. rn. 

1000 kg. 
1 000 kg. 

cu. m. 
cu. m. 

1000 kg. 
cu. m. 

1 000 kg. 
cu. m. 

1000 kg. 
cu. m. 

1000 kg. 
1000 kg. 

1000 kg. 
1 000 kg. 

1000 kg. 
1000 kg. 

1 000 kg. 

1 000 kg. cu. m. 

120s. 
175s. 
245s. 
310s. 

107s. 6d. 
157s. 6d. 
220s. 
280s. 

1000 kg. 



THE ROLE OF PATENTS IN THE TRANSFER OF TECHNOLOGY 
TO UNDER-DEVELOPED COUNTRIES* 

I 

I. This note was submitted by the Bureau of the 
International Union for the Protection of Industrial 
Property ("Paris Union"), and relates principally 
to the Report of the Secretary-General of the United 
Nations on the role of patents in the transfer of 
technology to under-developed countries (documents 
EJCONF.46f69 and EfC.5f52. Rev. I). 

II 

2. The International Union was established by the 
Paris Convention of 1883 and at present comprises the 
following sixty-three member States: 

Australia 
Austria 
Belgium 
Brazil 
Bulgaria 
Cameroon 
Canada 
Central African Republic 
Ceylon 
Chad 
Congo (Brazzaville) 
Cuba 
Czechoslovakia 
Denmark 
Dominican Republic 
Federal Republic of 

Germany 
Finland 
France 
Gabon 
Greece 
Haiti 
Holy See 
Hungary 
Iceland 
Indonesia 
Iran 
Ireland 
Israel 
Italy 
Ivory Coast 
Japan 
Laos 

Lebanon 
Liechtenstein 
Luxembourg 
Madagascar 
Mexico 
Monaco 
Morocco 
Senegal 
Netherlands 
New Zealand 
Nigeria 
Norway 
Poland 
Portugal 
Republic of Viet-Nam 
Rhodesia and Nyasaland 
Romania 
San Marino 
South Africa 
Spain 
Sweden 
Switzerland 
Syria 
Tanganyika 
Tunisia 
Turkey 
United Arab Republic 
United Kingdom of 

Great Britain and 
Northern Ireland 

United States of America 
Upper Volta 
Yugoslavia 

* This note was submitted by the Bureau of the International 
Union for tbe Protection of Industrial Property in connexion with 
item 13 of the agenda (document E/CONF.46/89), on the subject, 
'"Improvement of the invisible trade of developing countries" (item 
IV of the list of main topics) (See Interim Report of the Preparatory 
Committee (first session), in Vol. VIII of this series). 
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3. The Convention was revised at Brussels in 1900, 
at Washington in 1911, at The Hague in 1925, at 
London in I934 and at Lisbon in 1958. The Union 
is open to all countries which may adhere at their 
request by a notification through diplomatic channels 
to the Government of the Swiss Confederation, the 
Supervisory Authority under the Convention. 

4. The Convention applies to industrial property 
in the widest sense and covers patents for inventions, 
utility models industrial designs, trademarks, trade 
names, indications of source, appellations of origin 
and the prevention of unfair competition. 

5. The International Bureau of the Union for the 
Protection of Industrial Property forms part of the 
United International Bureaux for the Protection of 
Intellectual Property (BIRPI) which also includes the 
Bureau of the International Union for the Protection 
of Literary and Artistic Works which deals with 
copyright on the international level. 

6. Stemming from the Paris Union there are also 
several separate unions and agreements open to 
members of the Paris Union and which deal with the 
international registration of trademarks, the inter
national deposit of designs, the prevention of false 
indications of source on goods, and the international 
classification of goods and services to which trade
marks apply. 

III 

7. The direct interest of the International Bureau 
in the present Conference flows in part from resolution 
1713 (XVI) adopted at the instance of Brazil at the 
General Assembly of the United Nations in 1961. 
This resolution is quoted in extenso in Annex A to 
document E/CONF.46/52/Rev. 1. It called upon the 
Secretary-General of the United Nations to prepare 
a report on the role of patents in the transfer of 
technology to under-developed countries and in the 
course of that preparation, the Secretary-General 
requested the International Bureau to establish the 
material for a survey of patent legislation in selected 
developed and under-developed countries with primary 
emphasis on the treatment given to foreign patents. 

8. The patent legislation of some forty developed 
and less developed countries, both members and non
members of the Paris Union, was examined and the 
results are to be found in the form of the synoptic 
table in Annex D to the Secretary-General's report 
(document E/CONF.46/52/Rev. I). 

9. This report has already been submitted to the 
Committee for Industrial Development at its fourth 
meeting in New York from 2 to 20 March 1964, 
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and is now submitted to the United Nations Confer
ence on Trade and Development. It will also be sub
mitted to the thirty-seventh session of the Economic 
and Social Council and subsequently to the nineteenth 
session of the General Assembly of the United Nations. 

10. At its thirty-sixth session, the Economic and 
Social Council invited the International Union for the 
Protection of Industrial Property to be represented as 
observers at the present Conference. 

IV 

11. The International Bureau has the following 
initial observations to make on the United Nations 
report, though these may be amplified when the report 
is discussed in the Third Committee of the present 
Conference. 

(a) The United Nations report states that the issue 
of patents to nationals is one of the methods at the 
disposal of under-developed countries for encouraging 
technical progress, but, in establishing patent systems, 
such countries possibly need "technical assistance 
or pooling arrangements in administering such sys
tems" (pages 22 and 23 of the report). 

The International Bureau wishes to call to the 
attention of the Conference that it has an important 
programme of such technical assistance: 

(i) It offers training grants for officials or pro
spective officials selected by their Governments for 
the administration of their patent systems; 

(ii) The International Bureau is at the disposal, 
with a model law and other materials, of under
developed countries wishing to adopt patent legis
lation consistent with their needs; 

(iii) The International Bureau is at the disposal 
of the Governments of such countries for advice on 
and assistance in the establishment of regional 
patent offices if several countries wish to pool their 
resources to administer their patent systems. 
(b) The United Nations report calls attention to the 

fact that the possible abuse of patents by foreign 
patentees to the detriment of the economy of under
developed countries may be prevented by certain 
measures. Among others, the report mentions com
pulsory working and licensing and the screening and 
control of licence agreements and royalties paid 
thereunder (page 23 of the report). 

The International Bureau wishes to underline that 
the model patent law established by it includes 
provisions on the matters mentioned above. 

(c) The United Nations report expresses the 
opinion that the special interests of under-developed 
countries could be better served "through the adoption 
at the national level of appropriate legislative and 
administrative measures" along the lines indicated 
above rather than by an international conference 
(page 24 of the report). 

The International Bureau agrees with this opinion 
and wishes to call the attention of the Conference to 
the fact that the technical assistance offered by it 
consists mainly of assistance in the establishment of 
measures for each country to take on the national 
level. 

(d) The United Nations report refers to the question 
raised in General Assembly resolution 1713 (XVI) 
as to the "advisability of holding an international 
conference in order to examine the problems regarding 
the granting, protection and use of patents". The 
report adds that no views on this question have been 
expressed in the replies of Governments to the 
Secretary-General's enquiry and that such a con
ference "could only deal with part of the issues" 
(page 24 of the report). 

In these circumstances it seems reasonable to suggest 
that an international conference on the subject would 
not seem to serve any useful purpose. If the con
vocation of such a conference should nevertheless be 
considered, it should be borne in mind that, as stated 
in the last paragraph of resolution 1713 (XVI), such 
conference should utilize "the existing machinery of 
the International Union for the Protection of Indus
trial Property". 

v 
12. From the report it would seem to follow that 

the problems of under-developed countries in con
nexion with patents for inventions are mainly prob
lems which can be solved by appropriate legislative 
and administrative measures. Since these measures 
are of a special technical nature, under-developed 
countries may wish to draw on the experience of the 
International Bureau, the only intergovernmental body 
specializing in and dealing exclusively with patent 
questions which, for eighty years, has served Govern
ments in this field. 

13. Consequently, one, and probably the best, 
practical measure that the United Nations Conference 
on Trade and Development could and may wish to 
take in the interests of under-developed countries in 
the field of patents for inventions would be the 
following: namely, to invite the International Union 
for the Protection of Industrial Property and its 
secretariat to continue their programme of technical 
assistance to under-developed countries in consul
tation with the Secretary-General of the United 
Nations and with regard to his report, particularly in: 

(a) Helping to prepare draft patent legislation 
taking into account the special economic needs of 
under-developed countries; 

(b) Helping to set up national or regional patent 
offices to administer the patent laws efficiently and 
at low cost; 

(c) Helping in the training of personnel appointed 
to staff such patent offices. 



PROMOTION OF TOURISM: THE ECONOMIC IMPORTANCE OF TOURISM* 

INTRODUCTION 

1. The following paper is submitted in compliance 
with the request made by Sub-Committee 3 of the 
Preparatory Committee of the United Nations 
Conference on Trade and Development that "a 
report be submitted to the Conference on Trade and 
Development on relevant aspects of the discussions 
and decisions on travel and tourism" which took place 
at the United Nations Conference on International 
Travel and Tourism, held in Rome from 21 August 
to 5 September 1963 (paragraph 167 of the report of 
the Preparatory Committee on its second session, 
E/3 799-E/CONF .46/PC/46). 

2. The discussion and decisions on travel and 
tourism at the Conference on International Travel 
and Tourism relevant to the problems treated in the 
present paper were largely based on a study "Tourism 
as a Factor in Economic Development-Role and 
Importance of International Tourism" (E/CONF. 
47 /15) by the late Professor K. Krapf of the University 
of Berne. The following report mainly consists, there
fore, of a summary of the relevant portions of that 
study and of the final report of the Conference 
(E/3839-E/CONF.47/17). The report is divided among 
the following headings: "The importance of measures 
to facilitate travel", "Economic characteristics of 
tourism", "The special function of tourism in the 
developing countries", "Facilities and services", 
"Tourism and national income", "Promotion and 
publicity", "Financial and technical assistance", and 
"Regional aspects of tourism". 

THE IMPORTANCE OF MEASURES 
TO FACILITATE TRAVEL 

3. It is essential for any country aiming at in
creasing the flow of foreign tourists into its country 
to allow tourists to cross its frontiers easily. Visas 
should be abolished or, at least, granted with a 
minimum of formalities; and customs regulations 
should be simplified. It is also a prerequisite for 
increasing tourist travel that the countries from which 
the tourists may come-and these are essentially the 
wealthier countries-reduce to the minimum the 
formalities for issuing passports and grant sufficient 
foreign currency to pay for the journey abroad. 
Furthermore, taxes, charges and fees levied on tourists 
should be abolished or reduced; and formalities for 
motor vehicles, aircraft and pleasure boats should be 
minimized. 

* This paper was prepared by the Secretariat of the Economic 
Commission for Europe in connexion with the subject of the im· 
provement of the invisible trade of developing countries (item IV.2 
of the list of main topics) (See Interim Report of the Preparatory 
Committee (first session), in Vol. VIII of this series). 
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4. In this respect, the Conference on International 
Travel and Tourism in its report affirmed the ideal, 
expressed in the Universal Declaration of Human 
Rights, that everyone has the right to freedom of 
movement, including freedom of transit. The Con
ference established guide lines for the governmental 
regulation of passports, visas, police registration, 
arrival and departure formalities, frontier checks, 
income-tax clearance, stop-overs, direct transit, cus
toms, the application of health formalities and the 
facilitation of travel by persons engaged in educational, 
scientific, cultural and sporting activities. It also 
recommended the adoption of the most liberal 
measures in currency allowances for travel, suggesting, 
as a desirable standard, that an allowance of at least 
$US500 per person be granted by countries unable to 
consent to complete liberalization. 

ECONOMIC CHARACTERISTICS OF TOURISM 

5. Tourism occupies an important place in the 
balance of payments and is thus a potential force in 
stimulating international trade and thereby helping 
to extend and intensify international exchanges. 

6. Table 1 is based on the International Union of 
Official Travel Organizations (IUOTO) statistics of 
tourist receipts and expenditures 1 and also on figures 
published in the Balance of Payments Yearbook. 2 

It indicates, in millions of dollars, tourist receipts and 
expenditures of certain countries for 1957-1961.3 

7. It may also be interesting to compare the 
balance of tourist payments and the balance of 
imports and exports (balance of trade) plus the follow
ing invisible transactions; insurance, freight, trans
portation and income from capital invested abroad 
(ignoring certain items such as patents, royalties, other 
services and private transfers). 

8. In Mexico and Spain in 1961, tourism made up 
for the deficit of the other balance and produced a 
small surplus. In other countries tourism helped to 
reduce the deficit of the other balance (in Italy, the 
surplus of the tourist balance was 82.63 per cent of the 
deficit of the other balance; in Austria 80.44 per cent; 
in Haiti 25.58 per cent; and in Thailand 20.00 percent). 
In certain other countries, tourism aggravated the 
already existing deficit as in the case of Canada, where 
the deficit of the tourist balance was 76.55 per cent of 
the deficit of the other balance. 

1 International Travel Statistics, published by the Study Commis
sion of IUOTO. 

2 A publication of the International Monetary Fund. 
3 Table l and the statistics for certain countries, comparing the 

"balance of tourist payments" with the "balance of selected ser
vices", which follow Table l, are taken from Dr. Krapf's study 
(E/CONF.47/15, paragraphs 85-91 and Tables V, VI and VII). 



334 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

TABLE 1 
Estimated tourist receipts and expenditure for years 1957-1961 

(In millions of US dollars) 

1957 1958 1959 1960 1961 

Rec. E.<p. Rec. Exp. Rec. r.·xp. Rec. Exp. Rec. Exp. 

Australia 193.59 25.00 90.00 32.00 41.00 
Austria . 166.76 33.94 204.00 41.70 232.00 61.00 278.00 60.00 
Barbados 6.40 7.20 2.74 7.58 3.35 9.43 1.44 
Belgium. 87.29 62.68 73.28 74.04 
Bermuda 28.60 29.12 32.00 
Canada. 378.00 546.00 359.00 558.00 399.80 611.45 420.00 627.00 482.00 642.00 
Chile . 5.80 13.60 33.90 67.40 29.50 
China (Taiwan) 5.30 4.60 1.21 1.47 2.06 3.87 2.00 
Cura9<1o 12.00 
Cyprus . 4.17 5.12 5.54 7.44 6.72 8.29 10.08 9.13 
Czechoslovakia 5.10 19.04 
Denmark . 65.80 55.80 80.00 56.00 88.17 70.00 107.00 74.20 118.50 88.90 
Dominican Republic 4.11 4.41 3.00 5.10 2.50 3.10 
East Africa 16.69 20.27 18.47 17.03 
Fed. Rep. of Germany 449.88 331.18 470.02 492.33 451.00 571.00 481.00 679.00 506.00 897.00 
Finland. 9.06 17.18 12.46 23.05 12.77 29.28 16.51 39.25 19.00 
France 489.00 274.00 454.00 156.00 444.00 232.00 525.00 325.00 565.00 399.00 
Greece 47.40 15.20 36.18 15.34 41.67 15.00 51.00 19.00 68.10 19.30 
Grenada 1.61 1.75 
Haiti . 6.68 6.03 6.82 7.88 3.95 0.88 
Iceland . 0.20 2.40 0.20 2.70 0.50 3.00 0.80 2.80 
India. 33.60 14.30 36.70 15.40 40.20 19.10 43.20 24.20 
Indonesia . 0.65 6.92 0.65 8.10 8.00 
Ireland 79.52 38.90 84.28 36.64 105.84 36.40 118.70 42.50 131.30 46.00 
Israel . 5.47 2.80 12.01 3.20 16.15 22.90 28.31 
Italy 491.00 81.00 529.90 81.80 643.00 95.00 755.00 108.00 
Jamaica 28.47 32.14 38.13 
Japan 76.16 17.88 93.86 22.86 115.91 44.87 137.00 61.03 
Jersey 49.00 57.00 
Jordan 7.99 5.41 9.26 6.23 12.21 2.44 
Korea 1.42 0.44 0.89 1.35 0.82 
Lebanon 29.00 
Luxembourg 25.00 30.00 
Mexico . 559.57 17.21 636.71 24.46 670.40 28.00 707.36 
Morocco 26.80 24.00 25.20 21.80 
Netherlands . 67.90 83.90 96.60 77.00 86.80 78.00 132.00 127.00 160.00 155.00 
New Zealand 9.72 11.64 15.46 10.05 36.12 11.02 41.81 
Norway 34.00 45.00 45.00 53.00 53.00 56.00 56.00 57.00 
Panama 11.51 7.60 24.05 6.76 27.68 7.27 
Philippines 1.60 9.73 10.68 
Puerto Rico . 26.51 27.82 31.91 29.91 42.17 29.80 56.00 53.50 
Portugal . . . . . 25.00 12.00 24.00 12.00 31.20 17.85 
Rhodesia and Nyasaland 9.80 8.21 9.30 43.50 8.40 8.13 
San Marino . 2.40 2.65 
Spain. 159.00 21.00 297.00 50.00 385.00 54.00 
Sudan 0.43 0.72 1.74 
Sweden. 96.00 89.00 115.00 93.00 118.00 109.00 
Switzerland 232.50 96.00 241.00 100.00 266.00 106.00 297.00 117.00 342.50 132.00 
Tunisia . 2.09 2.01 5.51 5.43 3.86 10.41 
Turkey . 2.18 0.56 5.00 4.80 1.10 4.00 0.70 6.90 5.50 
United Arab Republic 64.40 49.29 60.54 16.70 65.14 66.68 
United Kingdom. 474.04 405.80 520.52 432.00 428.00 484.00 526.00 574.00 576.00 639.00 
United States of America 785.00 1 372.00 835.00 1 460.00 902.00 1 610.00 968.00 1 745.00 975.00 1 747.00 
Viet-Nam . 7.00 9.10 
Yugoslavia 12.70 18.40 20.20 8.10 
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TABLE 2 
Estimated annual turnover, by category, of $1000 of tourist expenditure 

Category of spending One 

Accommodation . 250.00 
Food and beverages 320.00 
Purchases . 250.00 
Sightseeing and amusement 100.00 
Local transportation 50.00 
Other (not computed but taken over 

at lowest turnover) . . 30.00 

TOTAL 1000.00 

a A vcrage turnover per dollar. 

Number oft ransaclions 

Two Three 

250.00 178.00 
320.00 211.00 
250.00 149.00 
100.00 70.50 
50.00 29.00 

30.00 16.50 

1000.00 654.00 

Total 
Four Five spending 

112.00 64.50 845.50 
137.00 63.50 1 051.50 
89.50 48.50 787.00 
41.00 25.00 336.50 
16.50 7.50 153.00 

9.00 4.50 90.00 

405.00 213.50 3 272.50 

THE SPECIAL FUNCTION OF TOURISM 
IN THE DEVELOPING COUNTRIES 
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Annual 
turnover 

per$ 

3.42 
3.28 
3.15 
3.365 
3.06 

3.00 

3.274 

9. Money spent by tourists and passed on into 
different sectors of the national economy continues to 
work and to change hands. It is continuously con
verted into income which, when spent, gives rise to 
fresh income until "leaks" occur which finally take it 
out of the economic cycle. This series of conversions 
constitutes the multiplier effect of tourism. In a study 
prepared in the United States dealing with tourism 
in the Pacific Islands and the Far East, 4 the tourist 
multiplier, or average turnover per dollar, was es
timated at between 3.2 and 3.5 in that region. In very 
highly-developed countries, where imports and losses 
are less, the multiplier effect is estimated at over 5.5. 
To illustrate the mechanism, the table 5 showing the 
multiplier effect in the United States study is repro
duced above. 

13. The tourist industry fulfils the need for bal
anced growth, i.e., simultaneous development of 
several of the potential economic activities of a country. 

TOURISM AND NATIONAL INCOME 

10. Per capita national income reflects the standard 
of living and expresses the volume of a nation's 
expenditure on consumption. Consequently, if it is 
high, a considerable proportion will very probably 
be devoted to tourism. 

11. The geographical situation of a country or the 
size of its territory, however, can adversely affect the 
amount of money which its inhabitants spend on 
foreign travel. For example, the United States, al
though it has the highest national income in the world, 
shows a lower per capita expenditure on tourism in 
foreign countries than some countries with a smaller 
national income; conversely, western European coun
tries show very high per capita expenditure on tourism. 

12. Tourist expenditures represent receipts for a 
country receiving tourists and their per capita volume 
in a country provides a very valuable criterion for 
estimating the importance of tourism in that country. 
Tourism and national income in 1961 for certain 
countries is shown in Table 3.6 

4 US Department of Commerce; The Anatomy of Tourism Today, 
the Future of Tourism in the Pacific and the Far East; prepared by 
Checchi and Company for the United States Department of Com
merce and co-sponsored by the Pacific Area Travel Association 
(PATA)-US Government Printing Office, Washington, D.C. 
{1961). 

5 The table is taken from Dr. Krapf's study (E/CONF.47/l5, 
paragraph 33). It appears on page 24 of the Checchi study, cited 
above. 

• Table 3 is taken from Dr. Krapf's study {E/CONF.47/1S, 
paragraph 94). 

TABLE 3 
Tourism and national income in 1961 

(In US dollars) 

Country or territory 

United States of America 
Sweden 
Canada 
Switzerland 
New Zealand . 
Australia 
Luxembourg . 
Denmark .. 
United Kingdom 
Norway .... 
Fed. Rep. of Germany 
Netherlands 
Israel 
Belgium . 
Iceland 
Ireland 
Puerto Rico 
Austria 
Italy 
Panama 
Greece 
Mexico (1960) 
Spain (1960) 
Philippines . . 
Turkey 
Jordan (1960) 

Jersey .. 
Bermuda (1960) 
Barbados 
San Marino 
Cura~ao (1960) . 
Dominican Republic 
Jamaica 
Chile .. 

Per capita 
tourist 

receipts 

5.40 
15.70 
26.40 
63.10 

4.60 
3.00 

95.30 
25.80 
10.90 
19.30 
9.40 

16.60 
13.00 
8.10 
5.50 

46.40 
22.80 
39.00 
15.00 
25.70 
8.10 

-19.20 
12.70 
0.40 
0.25 
5.50 

899.80 
750.40 
318.70 
157.80 
95.90 
41.70 
23.60 

Per capita 
tourist 

expenditure 

9.70 
14.50 
35.20 
24.30 
17.30 
3.90 

19.40 
12.10 
21.40 
16.60 
16.20 

19.40 
16.30 

8.50 
2.10 
6.80 
2.30 
0.80 
1.80 

0.20 
3.70 

51.70 

4.00 

Source: United Nations Statistical: Yearbook, 1961. 

National 
income 

per capita 

2 367 
I 601 
1487 
1 463 
1 355 
1 239 
1 155 
1 152 
1145 
1 120 
1113 
1 039 
1 039 
1039 

937 
725 
702 
699 
543 
378 
364 
288 
271 
209 
185 
155 

No data 



336 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

The special function of tourism in the developing 
countries is to exploit certain economic characteristics 
which they might have, such as beautiful natural 
resources, a pleasant climate and exotic charm; low 
prices of food, beverages, souvenirs, and services; 
the ability to provide much, although not all, of the 
productive equipment needed for the large-scale 
investment in hotels, roads, airfields, etc.; the 
capability of attracting foreign expenditure and of thus 
providing the currency to finance the imports which 
are needed in a developing country; and the quality 
of benefiting other industries, for example, agriculture, 
handicrafts, local trade, the entertainment industry, 
etc. The advantage for the developing countries in 
building up their tourist industry from the beginning 
is that they may do so along modern and rational 
lines, seeking bold solutions without having to take 
account of vested interests. 

14. Developing countries should give priority to 
international tourism as a means of earning foreign 
exchange, but they should also consider it as a means 
of developing new industries and services, especially 
building and transport in suitable areas. The tourist 
industry would not only provide prosperity and 
employment in those areas, but would also serve as a 
basis for growth of consumer trades there, which 
would bring about the employment of considerable 
labour. Developing countries, by concentrating on 
building up international tourism, could gradually 
develop their domestic tourist industries at the same 
time, thus further benefiting the local population. 

15. As opportunities for mechanization and auto
mation in tourism are limited, especially in the hotel 
industry, ample opportunity for employment is 
afforded by tourism in the developing countries and 
there is little danger of saturation. The long-term 
prospects for tourism, as an important item in the 
tertiary sector, appear to be promising, as it is spread
ing to even wider layers of the population. Further
more, the introduction of tourists in under-developed 
areas which have been made attractive to them may 
have a very important impact. Tourism may thereafter 
become the principal activity and source of income of 
the local population, tending to fix the people to the 
soil, thereby counteracting rural exodus to the cities 
and curbing unemployment. 

FACILITIES AND SERVICES 

16. The need for planning is very clear in tourism, 
particularly in the initial stage in a region lacking 
the tourist industry. The primary aim is to co-ordinate 
the various services and ascertain that all those which 
are wanted are available. 

17. Aside from means of transport, the means of 
accommodation-both traditional (hotels and motels) 
and supplementary (camps, youth hostels, cabins, 
etc.)-are, of course, among the most important 
factors in the development of tourism. Transport and 
accommodation capacity should be developed pari 
passu, and it would be advisable to establish in a tourist 
area separate zones for the various services which 
benefit tourism. As incentives to international tourism, 
special measures should be taken to install accommoda-

tion for young tourists. School premises might even be 
used during holiday periods. Low-cost and self-service 
restaurants need to be developed and low-cost goods 
should be manufactured for use in mass tourism. 
. 18. A model hot~l-trade charter, codifying regula

tiOns for the hotel mdustry and the standardization 
of methods of classification of hotel types, should be 
adopted internationally. Classification of supplement
ary accommodation might also be considered. In 
assessing taxes, Governments should not penalize 
hotels which meet high standards. A handbook of 
standards of hygiene for accommodation should be 
prepared and published under the auspices of WHO. 

19. In the field of public health, WHO's "Guide 
to Hygiene and Sanitation in Aviation" should be 
implemented. A similar guide concerning transport by 
sea is to be published by WHO. 

PROMOTION AND PUBLICITY 

20. National tourist organizations should be 
granted the authority and resources necessary to 
enable them to take effective action, as desired by 
Governments for the development and promotion of 
national and international tourism. 

21. To the extent permitted by the economic 
resource~ of a country, there should be a steady 
growth m the number of the new tourist resorts 
developed. A country should also protect and develop 
existing possibilities of attracting tourists, such as 
mountaineering, winter sports, fishing, hunting, 
beaches, spas, national parks, game sanctuaries 
national monuments, sites and shrines, folk tradition~ 
and customs, pilgrimages, festivals and sporting 
events. Developing countries, however, should con
centrate their available financial resources on a few 
proven attractions and should build them up before 
spending large sums on new and perhaps untried 
projects. 

22. Among the suggestions put forward at the 
Conference for the benefit of developing countries 
were: establishing a programme of education as to 
the value of tourist sites, banning the export of an
tiquities and art treasures, giving wide circulation to 
calendars of artistic events characteristic of a country, 
maintaining high standards of sanitation and hygiene, 
establishing multilingual descriptions and warning 
~igns c:f uniform and distinctive colour and design 
m tour1st areas. 

23. There has been an effort to spread tourist 
travel more evenly throughout the year. The peak in 
transatlantic passenger traffic during the summer 
months is an indication of the problem presented as 
shown in Table 4. ' 

24. The national tourist office should promote 
tourism for a country by advertising, publicity of all 
kinds, public relations, and the provision of informa
tion and the distribution of printed sales materials. 
The expenditure of public funds to this end appears to 
be a wise investment in the national interest. 

25. A sum equal to 3 to 5 per cent, but not less 
than l per cent, of expenditure by foreign tourists in 
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TABLE4 

Transatlantic passenger traffic in 1962 

(In thousands) 

Pa.ssengers carried Passengers carried 
by sea by air 

Europe Norell Europe North 
to North America to North America 
America to Europe America to Europe Total 

January 15 10 58 56 139 
February. 16 13 47 49 125 
March. 23 23 72 71 189 
April 31 37 63 78 209 
May. 41 43 85 96 265 
June. 48 68 98 175 389 
July. 44 49 145 154 392 
August 69 54 193 105 421 
September 51 44 160 95 350 
October 35 26 119 93 273 
November 27 18 69 55 169 
December 16 15 70 68 169 

TOTAL 416 400 1179 1 095 3 090 

Sources: Tables XI and XIII of Annex II to Tourism In OECD Member 
Countries, 1963. pp. 62 and 64; Report of the Tourism Committee prepared in 
July-August 1963. The Organisation for Economic Co-operation and Develop· 
ment (OECD), Paris. 

Monthly distribution of total passenger traffic between 
Europe and North America in 1962 

Thousands 

400 

300 

200 

100 

FMAMJJA 

1962 

Source: Table 4. 

the country is a suggested working target for a national 
tourist office budget for advertising, publicity and 
promotional activities. 

FINANCIAL AND TECHNICAL ASSISTANCE 

26. The conference recommended that Govern
ments recognize the significance of tourism in eco
nomic development plans and trade agreements, and 
encourage studies to assess the size of the industry, 
its effect on the national economy and how its growth 

could be fostered by government action. Such studies 
should be exchanged by Governments as a form of 
technical aid. Governments should also consider 
educational and training schemes to provide service 
staff for the tourist industry and to convince local 
populations of the importance of tourism to their 
areas so that they will take an interest in receiving 
and welcoming tourists. 

27. A developing country proposing to set up a 
national tourist organization should consider obtain
ing a preliminary survey of the present and potential 
tourist attractions of the country, including sugges
tions for development, within available means, an 
identification of the best potential markets and 
recommendations for suitable types of promotion and 
publicity. 

28. In some developing countries, Governments 
should adopt special fiscal, financial and customs 
measures in favour of the hotel and catering industries. 
Public land on which to build should be made available 
on reasonable terms. Guarantees of foreign invest
ments could also be made by Governments. 

29. Governments should organize suitable tech
nical instruction for the efficient occupational training 
of hotel staff, and find experts who could undertake 
to establish hotel-industry schools. 

30. TAB and other administrations, as well as the 
Governments of developing countries making the 
requests, should give high priority to technical 
assistance projects concerning tourism, both national 
and regional. Grant and loan agencies and those 
concerned with international co-operation should 
consider making grants and loans for financially 
sound tourism projects, particularly for the construc
tion and improvement of hotels and other means of 
accommodation. 

31. In cases where the provision of technical 
experts is not enough, for example where it is necessary 
to develop roads, hotels, restaurants, etc., a solution 
might be found in the provision of long-term low
interest loans from sources such as the International 
Bank for Reconstruction and Development and the 
International Finance Corporation. 

REGIONAL ASPECTS OF TOURISM 

32. In many cases, especially as regards developing 
countries, surveys on tourism and propaganda 
campaigns should be carried out on a regional basis 
with a number of Governments co-operating. This is 
true particularly in areas which are far away from the 
principal countries from which tourists originate, as 
most tourists will not make a long journey in order to 
visit one country only. Neighbouring developing 
countries, therefore, might well join together in 
establishing and publicizing new tourist areas, thus 
spreading the cost and widening the market appeal. 

33. It was recognized that in the field of co
operative regional promotion the European, Pacific, 
West Asian and American regions had performed 
outstanding work which other areas could emulate. 
The comprehensive survey for the Pacific-area nations 
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under the sponsorship of the US Department of 
Commerce and PAT A 8 was commended and re
commended by the Conference as a model for further 
similar area surveys which the United Nations might 
sponsor. 

34. Regional co-operation is also useful as regards 
specialized schools for training personnel for hotels, 
tourist offices, travel agencies, guide services, etc. 

8 See footnote 4. 

35. Many examples of regional assistance and 
co-operation by bodies such as the Economic Com
mission for Asia and the Far East (ECAFE), the 
Organization of American States (OAS), and the 
International Union of Official Travel Organizations 
(IUOTO) were noted; the extension of programmes 
of a regional nature, both within and outside the 
United Nations framework, was recommended for 
informal co-ordination of planning and the exchange 
of information. 



INTERNATIONAL COMPENSATORY FINANCING AND MEASURES 
FOR STABILIZATION OF PRIMARY EXPORT EARNINGS AT 

ADEQUATE LEVELS 

NOTE BY THE SECRETARY-GENERAL OF THE 
CONFERENCE 

1. Attention is drawn to paragraphs 134 to 145 
of the report of the second session of the Preparatory 
Committee (E/3799) on the subject of international 
compensatory financing and measures for stabilization 
of primary export earnings at adequate levels. 

2. In referring to the Development Insurance Fund 
(DIF) proposed by a United Nations Committee of 
Experts and to the scheme prepared by the Organi
zation of American States for an International Fund 
for Stabilization of Export Receipts, the Committee 
stated (in paragraph 136) that "It was considered that 
the work already done on these schemes had not been 
wasted and that the existing documentation concerning 
them should be submitted to the Conference for its 
consideration". 

3. It was felt the Conference might wish to refer 
to the report of the United Nations Secretariat con
taining a review of international consideration of this 
subject up to and including the eleventh session of the 
Commission on International Commodity Trade 
(E/CONF.46/PC/25). The following is a list of other 
documents on this subject published since the report 
prepared in response to General Assembly resolution 
1423 (XIV): 

Report by a Committee of Experts entitled 
International Compensation for Fluctuations in 
Commodity Trade (E/3447), prepared in response to 
General Assembly resolution 1423 (XIV); 

Report by the United Nations Secretariat entitled 
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Stabilization of Export Proceeds through a Develop
ment Insurance Fund (E/CN.l3/43); 

Report by the United Nations Secretariat entitled 
A Development Insurance Fund for Single Com
modities (E/CN.l3/45); 

Report of the tenth session of the Commission 
on International Commodity Trade (E/3644); 

Report of the CI CT Technical Working Group on 
Compensatory Financing for Shortfalls (E/CN. 
13/56); 

Report of the International Monetary Fund 
entitled Compensatory Financing of Export Fluctua
tions (E/CN.l3/58); 

Report of the eleventh session of the Commission 
on International Commodity Trade (E/3763). 
4. For the second session of the Preparatory 

Committee, the Government of Tunisia submitted a 
report entitled A new multilateral system of compen
sation: the Development Insurance Fund (E/CONF. 
46/PC/4). 

5. At its thirty-sixth session, the Economic and 
Social Council endorsed (resolution 977 (XXXVI), 
paragraph 3) "the conclusions and recommendations 
of the Commission on International Commodity 
Trade 1 in relation to financial measures to offset 
fluctuations in commodity export earnings", but at the 
same time noted that "the United Nations Conference 
on Trade and Development will have on its agenda the 
whole subject of compensatory financing". 

1 Report of the eleventh session of the Commission on Inter
national Commodity Trade (E/3763, paras. 113 to 119). 



PRIVATE DEVELOPMENT FINANCE COMPANIES* 

INTRODUCTION 

1. Industrialization, it need hardly be said is one 
of the most imp.ortant pa!hs to economic development; 
and successfulmdustrtahzation depends on a number 
of factors-entrepreneurship, access to modern manu
f~c~uring techniques, competent management, tech
mctans, accountants and other skilled personnel, 
markets and, of course, capital. Some of these 
requisites can be imported, as they have often been 
in the past. Indeed, the development of contacts and 
co-operation with foreign firms is likely to be im
portant not only in starting the process of industrial
ization but throughout its progress, for various 
purposes-to keep abreast of the most modern 
technology, to open up export markets, to obtain 
financing for major projects, and so on. Even the 
most advanced industrial nations continue to supple
ment their domestic capital and "know-how" from 
abroad. 

2. Only a few relatively large-scale industries in 
developing countries, however, can hope and afford 
to obtain foreign capital and management directly. 
The typical small and medium-sized industries must 
depend on the resources of skill and finance that are 
available domestically. And the rate of industrial 
progress in these countries will depend largely on how 
rapidly these resources can be expanded and how 
effectively they can be organized for productive en
deavour. 

DEVELOPMENT BANKS 

3. In an attempt to increase the supply of some 
of these ingredients, virtually every country of the 
world has established special institutions to mobilize 
their resources of capital and "know-how" and chan
nel them into the productive economy. Though their 
form and activities differ greatly, they are generally 
known by the term "development bank." That term 
is applied to a host of institutions which have in 
common the objective of providing medium and 
long-term funds for productive investments and 
usually, also technical advice needed to formulate and 
to carry out such investments. In other respects 
there are wide differences among development banks: 
They may be government-owned or privately-owned 
or mixed. They may operate in the public sector or the 
private sector or both. They may concern themselves 
with only a single economic sector, or they may be 
multi-purpose, giving assistance at the same time to 
manufacturing, mining, agriculture, tourism, housing, 
and even consumer credit. Some such institutions have 

• This paper was prepared by the Staff of the International 
Finance Corporation (IFC) in connexion with the item on the 
subject of "Financing for an expansion of international trade" 
(item VI of the list of main topics) (See Interim Report of the 
Preparatory Committee {first session), in Vol. VIII of this series). 
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the e.ven broader mandate of general economic 
planm!lg on a Goyernments' behalf, undertaking the 
financmg of pubhc works and other government in
~estment and acting as fiscal agents. No definitive 
hst has been compiled of the institutions that call 
themselves, or may be called, "development banks" 
but that number certainly exceeds 125. 

PRIVATE DEVELOPMENT FINANCE COMPANIES 

4. The World Bank and IFC have helped promote 
the establishment of one type of development bank 
the p~ivate dev~lopment finance company. The balanc~ 
?f ~hiS. paper IS concerned only with this kind of 
msbtutton, a~d will cover first their broad purposes; 
secon<;l, ~rtam key features of their capital structure, 
org:;u;uzation and management; third, their investment 
pohcies and securities; fourth, their role in promoting 
the growth of national capital markets· and fifth 
their limitations, with a note on the circu~stances i~ 
which .they c~n pr_?bably not ~lay a useful role. Finally, 
there IS a resume of the assistance rendered to this 
kind of institution by the World Bank and IFC. 

SCOPE AND PURPOSES 

~· The development finance companies being 
assisted by the World Bank and IFC are private or 
predm;ninantl?' private institutions designed to pro
mote mdustrtal and other development on business 
principles in the interest of the sound economic 
growth of the country. Such institutions can perform 
~ valuable function by identifying promising fields for 
mvestment and helping to bring together the factors 
of production. By becoming an active and important 
element _i~ a count~'s ca~ital market, they can help 
to mobthze domestlc savmgs and in combination 
~ith te~h~~cal know-how, channel them into produc
tive acttvtttes. At the same time, these companies can 
become a channel through which foreign and inter
national capital and skills can flow into the na
tional economy, reaching enterprises too small to be 
able alone to attract foreign capital and technology. 
Because they are themselves private, these finance 
companie.s have a unique role in helping the growth 
of the pnvate sector, where problems of stimulating 
healthy growth are often particularly intractable. 

6. The principal tools of development finance 
companies are: 

(a) A supply of long-term capital, which will be 
particularly useful if part is available in foreign 
exchange; 

(b) Experienced management, possessing both a 
world-wide acquaintance with modern investment 
techniques and a knowledge of national conditions, 
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and capable of appratsmg objectively investment 
opportunities, market possibilities and business risks 
and of assisting clients to obtain technical and 
managerial aid; and 

(c) Contracts with foreign business and investment 
institutions and international financial and technical 
assistance agencies, which are indispensable in 
recreating outside capital and know-how. 

OWNERSHIP 

7. It is the experience of the World Bank and IFC 
that development finance companies are most likely to 
operate successfully if their ownership is predomin
antly private. This appears to be the best way of 
assuring continuity of sound investment policies and 
experienced management, so that operations will be 
conducted on sound business lines and by reference 
to economic rather than political criteria. Examples are 
numerous of publicly-controlled development banks 
who have failed in their purpose because their invest
ment decisions were dictated mainly by political 
considerations. 

8. It is, of course, important that the institution 
should be regarded as genuinely national in its country. 
For this reason, a majority of its stock should be owned 
within the country. IFC has been regarded as national, 
so that a combined domestic-IFC majority in the 
finance company conveys sufficiently the image of a 
national institution, and to this end IFC is willing 
that its sales from its holdings of the company's shares 
be, when necessary, confined to sales to piivate 
investors witltin the country. For similar reasons, it is 
important that ownership of the finance company 
be as broadly based as possible, to avoid control by a 
single investor or group and to demonstrate the nation
wide character of the institution. Such a representative 
pattern of ownership permits the Government to 
recognize that the successful operation of the company 
is in the public interest, and thus to extend certain 
financial and other benefits (dealt with below) without 
which the finance company would have difficulty in 
surviving. 

9. Even with considerable government aid, a 
development finance company is not likely to be very 
profitable in its early years, and its initial stockholders 
must therefore be motivated by other than immediate 
financial gain. In fact, in most countries some public
spirited institutions and individuals can usually be 
found who are willing to take a long view. There are 
also in the industrialized countries a few investors, 
mainly financial institutions with a general interest in 
reinforcing their connexions with, and promoting 
economic growth in, the developing country concerned, 
who in the past few years have demonstrated their 
willingness to subscribe to the capital of development 
finance companies. IFC is prepared to take up to 
20 to 25 per cent of the capital of such companies if its 
presence would serve a purpose and if the company is 
organized and will operate on sound lines and will be 
profitable. IFC's presence often serves as an induce
ment for other investors, domestic and foreign, to 
come in. 

10. The paucity of domestic investors in some 
countries, combined with the presence of investment 

opportunities which offer a larger and more immediate 
return than that which the development finance 
company can offer, has made it impossible to marshall 
more than a token amount of private domestic capital 
for investment in shares of the company. In such cases 
it may be necessary for the Government, as an interim 
step, to subscribe to a substantial block of shares in 
order to achieve the requisite degree of domestic 
ownership. IFC has subscribed in such situations where 
the finance company was effectively isolated from 
government control, and the Government was pre
pared to sell its shares to domestic private investors 
as and when they could be interested. Typically, the 
Government and IFC have entered into agreements to 
make such sales pari passu from their respective hold
ings. 

CAPITAL STRUCTURE 

11. The organizers of a development finance com
pany must plan the capital structure of the company 
in such a way that investors in its shares will feel that 
their capital is safe from erosion and that in the 
not-too-distant future they will begin to receive at 
least a modest return on their investment. This means 
that the company must generate a sufficiently high 
level of net earnings to be able to cover (a) the cost of 
adequate management and staff, which will be partic
ularly heavy if the company is to engage in the active 
promotion of new enterprises, (b) the building up of 
adequate reserves (c) taxes, and (d) as soon as possible 
a moderate dividend to shareholders. To achieve such 
earnings, the company must plan on obtaining a 
substantial part of its resources from borrowed 
funds, which can be lent at a higher interest rate than 
the company pays, and thus provide "leverage" to 
enhance the return on equity. In practice, the "spread" 
between the interest rate which the company can 
charge its borrowers and the rate which it must pay 
to conventional sources of capital, domestic, foreign 
and international, is usually not sufficient for a new 
company to become soundly established. Moreover, a 
company with only conventional sources of borrowed 
funds can give no guarantee to shareholders against 
erosion of their capital through losses, except perhaps 
by pursuing so conservative an investment policy as to 
vitiate the developmental aims of the company. To 
avoid these difficulties, many development finance 
companies (most of those assisted by the World Bank 
and IFC) have been able to obtain special govern
mental assistance, in the form of so-called "quasi
equity''-a long term loan (typically 30 years with 
15 years grace), interest-free or with a very low 
rate of interest, which will be subordinated to the 
share capital in case the company has to be dissolved. 
The absence of interest gives the company a far better 
chance of reaching a profitable stage fairly early in its 
life. The subordination to equity provides a cushion 
to protect the shareholders in the years before adequate 
reserves have been established. 

12. Oilier forms of government support which are 
helpful to finance companies (but do not eliminate 
the need for quasi-equity or its equivalent) are pre
ferential income tax treatment and guarantees of 
foreign loans. In some countries, the Government has 
entrusted the finance company with the management 
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of special public investment funds, for which a 
managing agency fee is paid. 

13. A capital structure as outlined above enables 
the finance company to deploy resources several times 
the size of its original share capital. If quasi-equity 
amounts to It times the share capital (the usual 
proportion), then the "borrowing base" of a company 
with share capital of $1 million is $2.5 million. Lenders 
like the World Bank feel that a finance company may 
in time borrow up to three, or even four, times the 
amount of capital, free reserves and quasi-equity. The 
company with $1 million share capital may thus 
within a few years be able to command total capital 
resources of $10 million or more. A corollary of this 
"multiplier effect" is that it is a mistake to inaugurate 
a finance company with too much initial share capital, 
since if there are not sufficient investment opportuni
ties to utilize the "multiplied" amount of resources, it 
will be impossible to achieve earnings adequate to 
support overheads, build reserves and pay dividends. 

MANAGEMENT AND STAFF 

14. One of the most important requirements for 
the successful operation of a development finance 
company is that it have experienced management from 
the start. The management should have an investment 
outlook instead of a commercial banking outlook, 
which means that its investment decisions take as 
much account of the economic and financial prospects 
of the enterprises being assisted as they do of purely 
credit and security factors. As there is often a shortage 
of skilled people with managerial abilities and 
investment experience in the less-developed countries, 
the chief executive officer at least will often have to be 
recruited from abroad. Hopefully, he will be able to 
train a national to take over his post after a few 
years. 

15. There must also be from the beginning of 
operations sufficient skilled staff to carry out engineer
ing and financial appraisals, and to follow-up projects 
assisted. It is false economy for the company to wait 
until its income is large enough to cover the cost of 
such a staff, since in the absence of capacity to make 
adequate appraisals, the investment of the company's 
resources may be slow, or poor investments may be 
made. Of course, this emphasizes the need for a 
capital structure which will result in an adequate level 
of earnings fairly soon. 

INVESTMENT POLICIES 

16. The investment policies of a development 
finance company reflect the fact that it is at the same 
time a development institution and a profit-making 
institution. In appraising a project, it should place as 
much weight on the economic and financial prospects 
of the enterprise and upon its management as upon 
security, yet it cannot ignore the latter. The terms of 
its investments must be closely correlated to the needs 
of the projects that it assists, and to the national 
allocation of investment resources in the economy 
at large. At the same time, they cannot be such as to 
jeopardize the financial soundness of the development 
company itself. 

17. Various factors have to be balanced. Thus, the 
requirements of new enterprises often include a need 
for substantial equity capital. Most development 
finance companies are willing to make equity invest
ments, provided this does not require them to assume 
managerial responsibilities for the new enterprise 
(except perhaps in an initial promotional phase). On 
the other hand-following the principle of matching 
the duration of their resources with the duration of 
their investments-they would be unwise to hold in 
their portfolios, equities amounting to more than their 
paid-up capital and free reserves. One form of invest
ment which may be especially well adapted to the 
needs of both the company and the client is the loan 
with equity features-conversion rights or participa
tion in profits. Again, promotion of new enterprises is 
probably one of the most useful functions of a finance 
company, from the point of view of development. 
It cannot however, engage in such activities to an 
extent greater than its profit and loss account will 
allow. The duration of loans must be long enough not 
to place undue hardship on borrowing enterprises 
(and, incidentally, jeopardize repayment), but again 
must be related to the duration of the finance com
pany's borrowings. The company's loans will generally 
include a substantial period of grace before repayment 
starts to allow for construction and start-up of the 
project. 

18. Interest rates charged by the finance company 
should bear a relation to the opportunity cost of 
capital. For Governments to impose a much lower 
rate-as some have done-will tend to encourage 
uneconomic investment. At the same time, an upper 
limit on interest rates is determined by the rate at 
which capital is available from alternative sources. 
In some countries, these limits allow the finance 
company very little discretion in setting its lending 
rates. 

19. The size of the finance company's individual 
investments is subject to rather severe limitations. On 
the one hand, small loans and participations are sub
ject to such a high degree of risk and are so costly 
in terms of staff time absorbed in appraisal, administra
tion and follow-up that finance companies are obliged 
to set a lower limit to individual operations. Typically, 
that limit is set in the range $20,000-$50,000. Re
grettably, this removes development finance companies 
from the field of aid to small enterprises, even though 
in many countries such aid may be of very high 
economic priority, and in some countries may con
stitute the bulk of the assistance needed in the private 
sector. A programme of financing small enterprises is 
probably possible only if the Government is willing 
to subsidize the operation to an extent greater than is 
normally required by a development finance company. 
However, it may be possible for the latter to administer 
a small loans fund on the Government's behalf, for 
a suitable fee, if such an activity does not occupy an 
undue proportion of the time and energies of the 
company's management and staff. 

20. On the other hand, an upper limit is set on the 
size of a finance company's investment in any single 
enterprise by dictates of prudence, which call for 
diversification of the company's portfolio. Typically, 
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finance companies set an upper limit to their assistance 
to any one project at between 10 per cent and 20 per 
cent of their capital and reserves. This means that they 
may be able to give relatively little help to large pro
jects. In such cases, the finance company's international 
connexions are especially valuable, enabling them to 
secure participations from foreign or international 
financial institutions. More and more frequently IFC 
has participated with development finance companies 
in the financing of larger projects, and, indeed, at the 
present time IFC does not normally invest directly 
in an enterprise located in a country where it has 
relations with an active development finance company, 
except in co-operation with that company. 

21. Other means by which the finance company 
may ensure diversification of its portfolio are (a) 
selection of a broad range of industries for assistance, 
(b) as wide as possible a geographical distribution, and 
(c) a balance between equity and debt financing. These 
objectives will generally accord with the general 
developmental objectives of the country concerned. 

22. Finally, the development finance company's 
function of providing technical and managerial advice 
and assistance to existing and new enterprises should 
be stressed. The company's operational staff should be 
able to provide guidance to prospective clients in 
preparing their plans for establishing or expanding 
their businesses. The staff should also be available to 
enterprises financed by the company for services in 
such fields as management, engineering, accounting 
and market surveys. When, as frequently occurs, it is 
not possible for the company itself to provide such 
technical assistance, it should be in a position to put 
its clients in touch with expert consultants, domestic 
or foreign, who can provide the needed help. In some 
cases, it may even be necessary to help a client find 
suitable management, and in the case of enterprises 
promoted by the finance company itself, finding such 
management will be one of the crucial elements of 
success. 

23. While promoting new projects and providing 
capital and technical assistance to others, the develop
ment finance company can act as a screening device 
to ensure that projects it assists will be soundly con
ceived, profitable, and in the best interest of the 
economic development of the country as a whole. 

ASSISTANCE TO DEVELOPMENT OF CAPITAL 
MARKET 

24. Reference has already been made to the de
velopment finance company's broad objective of filling 
a gap in, and contributing to the growth of, the 
the national capital market. 

25. One possible means of achieving this is to 
induce domestic investors to buy shares of the finance 
company itself. Although some will do so-and to 
them the company will have an obligation to conduct 
its operations as profitably and safely as possible-if 
the company is frank with the public it will not, in its 
early years, promise a very attractive return. Far more 
useful and important are the activities which the 
finance company can engage in to promote the owner
ship of industrial and other shares (and other securi
ties). 

26. Foremost among the means by which the 
finance company can promote the development of a 
capital market is its readiness to sell from its own 
portfolio, securities of enterprises that have passed 
initial hurdles and have become successful. Not only 
does this encourage broader ownership of industrial 
shares, and increase the supply of marketable securi
ties, but it also replenishes the finance company's 
resources from domestic sources and enables it to 
continue and expand its new investment activities. 

27. Another technique used increasingly by de
velopment finance companies is the underwriting of 
public issues of shares (and other securities) of enter
prises that it promotes or assists. The appraisal of the 
enterprise conducted by the finance company, and its 
willingness to invest some of its own funds, should 
help to create in the investing public confidence that 
the enterprise being assisted is sound. Where the 
underwriting of a public issue is not possible, the 
finance company may still be able to persuade other 
investors to participate with it in a financing operation. 

28. The managements of development finance 
companies can in many other ways encourage the 
flow of private savings into productive investment. 
Assistance to securities' exchanges, devising of new 
forms of securities, advice to Governments on many 
matters affecting the attractiveness of investment in 
productive enterprises in the private sector, are a few 
of the possible methods. 

LIMITATIONS 

29. A private development finance company of the 
kind assisted by the World Bank and IFC would not 
necessarily be appropriate in every country that 
wishes to speed its industrialization. At least three 
related conditions must exist if the institution is to 
perform a useful function and to grow. 

30. First, the development of a strong private 
sector must be consistent with the nation's over-all 
aims. It would be pointless to establish such an insti
tution in a country whose objective was to organize 
productive activity mainly on a socialized basis. 

31. Second, there must be a need for the type of 
financial assistance such an institution will provide: 
medium and long-term loans and equity capital. This 
implies that the country possesses already at least a 
nucleus of entrepreneurial and managerial talent, a 
reasonably broad market for the products of new 
enterprises, some natural resources and basic services 
(power, transport and water), a supply of trained or 
trainable labour, and a reasonably good investment 
climate. In other words, there must be a fairly large 
volume of private industrial and other productive 
investment which could go forward if this financial 
assistance were available. Unless it can look forward 
to a certain volume of business, a development finance 
company will not be viable. 

32. Third, there must be a clearly defined gap in 
the capital market which this institution will be able to 
fill. If the financial assistance this special institution 
can make available is already available from existing 
sources, no purpose is served by its establishment. 
Usually, however, there are few suppliers of medium 
and long-term capital in the newer nations. In many 
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of these countries, those who have savings are reluctant 
to move into industrial or other productive investment, 
and instead prefer to hold their savings abroad, or to 
invest in the traditional, and sometimes more im
mediately lucrative, fields of real estate and commerce. 
Those who extend credit are unwilling to lend for more 
than short periods, or at very high rates of interest. In 
general, investors in these countries prefer opportuni
ties which promise a quick and sure return to new and 
unfamiliar industrial enterprises, returns from which 
are often slow and which offer a prospect of risk. 

33. There is probably a substantial number of 
nations, particularly the newer ones, where these 
conditions are not met. Suitable means of financing 
the productive sectors of those countries-inherently 
far more difficult to devise than in countries which are 
already past the threshold of development-are out
side the scope of this paper. 

WORLD BANK, INTERNATIONAL DEVELOPMENT 
AssociATION (IDA) AND IFC ASSISTANCE TO 

DEVELOPMENT FINANCE COMPANIES 

34. The World Bank, IDA and IFC have extended 
financial assistance to fifteen development finance 

companies in fourteen countries. The World Bank has 
extended twenty-one lines of credit to ten institutions, 
totalling the equivalent of $234 million. Two IDA 
credits of $5 million each have also been granted. 
IFC has made ten equity investments in as many 
institutions for a total investment of $15 million. In 
the case of six companies, the World Bank and IFC 
have acted jointly: the former supplying loan capital, 
the latter equity. The following table shows the dis
tribution of this assistance by country and by type. 

35. The total amount of capital supplied to de
velopment finance companies by the World Bank 
group ($259 million) does not, however, measure the 
full financial assistance these institutions have received 
through their connexion with IFC and the World 
Bank. When making an investment, IFC has usually 
brought together a group of foreign investors to join 
with it in participation in the share capital. Thus, its 
assistance to a development finance company is 
multiplied in much the same way that the company 
seeks to multiply its assistance to domestic enterprises. 

36. Often the World Bank group is asked to give 
assistance and advice in setting up a new development 
finance company or in reorganizing an existing one. 

World Bank, IDA and IFC financing of development finance companies 
(Equivalent in millions of US dollars) 

IBRD loans IDA IFC 
Beneficiary Number Amount Credits Investments 

1. Austria: Osterreichische Investitionskredit A. G. 3 23.3 

2. China: China Development Corporation 5.0 

3. Colombia: 
(a) Corporacion Financiera Colombiana de Desar-

rolio Industrial (CFC) 2.0 
(b) Corporacion Financiera Nacional (CFN) 2.0 

4. Ethiopia: Development Bank of Ethiopia (DBE) . 2 4.0 

5. Finland: Industrialization Fund of Finland (Teo!-
listamisrahasto Oy) 7.0 0.3 

6. India: Industrial Credit and Investment Corporation 
of India Ltd. 5 89.9 

7. Iran: Industrial and Mining Development Bank of 
Iran 5.2 

8. Malaysia: Malayan Industrial Development Finance 
Ltd 8.0 1.3 

9. Morocco: Banque nationale pour Ie developpement 
economique . 15.0 1.5 

10. Pakistan: Pakistan Industrial Credit and Investment 
Corporation Ltd 4 49.0 0.4 

11. Philippines: Private Development Corporation of the 
Philippines 15.0 4.4 

12. Spain: Banco del Desarrolio Economico Espanol, 
S.A. 0.3 

13. Turkey: Industrial Development Bank of Turkey. 2 17.6 5.0 0.9 

14. Venezuela: C. A. Venezolana de Desarrollo (Sociedad 
Financiera) 1.3 

TOTALS (columns may not add to totals due to rounding) 21 234.2 10.0 14.6 
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Such assistance goes far beyond providing capital. It 
often includes helping to draft the Charter or Articles 
of Association, giving advice on appropriate invest
ment policy, locating top management, and, of course, 
bringing other sponsors together. 

37. After the new company has been established, 
or the established one reorganized, IFC and the World 
Bank stand ready to continue their close association 
and provide whatever technical assistance they can. 
If the other shareholders desire IFC to nominate a 
member of the Board of a finance company in which 
IFC is investing, and if, in IFC's own judgement, 
such membership can be a constructive influence in 
the company's affairs, IFC is prepared to do so. 
Another form of continuing support is in helping to 
improve the finance company's project appraisals. 
Through lack of skilled and experienced staff, the 
quality of project appraisal is often a development 
finance company's greatest weakness, though obviously 
of utmost importance. In order to draw on World 

Bank lines of credit, the development finance com
panies must submit their appraisal of their clients' 
projects to the Bank for approval. The Bank 
endeavours to comment constructively on appraisal 
techniques when communicating its decision on each 
sub-project. Often project appraisals are referred to the 
Bank or IFC for advisory opinions, even when there is 
no question of using Bank or IFC funds for them. In 
an effort to help the development finance company 
improve its ability in this direction, IFC and the 
World Bank invite officials from the company's staff 
to spend time in Washington observing their own 
methods of project appraisal. In appropriate cases, 
other older development finance companies have been 
willing to provide similar assistance to the newer ones. 
In addition, the World Bank operates the Economic 
Development Institute, a staff college for senior 
officials involved with economic development, to 
which staff of development finance companies have 
been invited. 



TRANSFORMATION OF THE SPECIAL FUND INTO A UNITED NATIONS 
CAPITAL DEVELOPMENT FUND: A STUDY OF THE PRACTICAL 

STEPS INVOLVED* 

A. BACKGROUND 

I. By resolution 1521 (l) (XV), the General 
Assembly .. decided in principle that a United Nations 
Capital Development Fund shall be established". 
In the intervening years, the General Assembly's 
Committee on a United Nations Capital Development 
Fund, established by that resolution, has undertaken 
extensive work in order to prepare for the imple
mentation of this decision. At its most recent third 
session, the Committee examined the manner in which 
action to this end could most readily be effected, and 
decided to look, in the first place, toward the poten
tialities that might be opened through a transforma
tion of the Special Fund into a Capital Development 
Fund. It therefore recommended, and in resolution 
1936 (XVIII) the General Assembly decided, to re
quest the Secretary-General "to prepare, in con
sultation with the appropriate organs of the United 
Nations and such other institutions as may be 
necessary, a study of the practical steps to transform 
the Special Fund into a Capital Development Fund in 
such a way as to include both pre-investment and 
invest~ent activities;". 

2. Resolution 1240 B (XIII) adopted by the 
General Assembly on 14 October 1958 envisaged the 
Special Fund as "a constructive advance in United 
Nations assistance to the less-developed countries 
which should be of immediate significance in accelera
ting their economic development by, inter alia, facili
tating new capital investments of all types by creating 
conditions which would make such investments either 
feasible or more effective". That resolution also 
recognized that "in view of the resources prospectively 
available at the time of the initial period of the Special 
Fund's operations, projects to be assisted by the Fund 
might be in one or a combination of the following 
forms: surveys; research and training; demonstration 
including pilot projects". In effect, the level of re: 
sources available has limited the Fund to these broad 
areas of activity. Resolution 1240 authorizes the 
Governing Council to "consider allocating part of the 
resources of the Special Fund for assistance on a 
refundable basis at the request of governments for 
projects within the terms of reference of the Fund," 
but the Managing Director recently stated that "more 
experience and study are required to established 

• This document, prepared by the Secretary-General of the 
United Nations, was circulated in accordance with General Assembly 
resolution 1936 (XVIII) in connexion with item 15 of the provisional 
agenda (document E/CONF.46/1) on the subject, ''Financing for 
an expansion of international trade" (item VI of the list of main 
topics) See Interim Report of the Preparatory Committee (first 
session), in Vol. VIII of this series. 
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criteria and practical arrangements for such a de
parture from present practices'' .1 

3. A "review (of) the scope and future activities of 
the Special Fund" was contemplated by Section III 
of General Assembly resolution 1219 (XII) "as and 
when the resources prospectively available are con
sidered by the General Assembly to be sufficient to 
enter into the field of capital development, principally 
the development of the economic and social infra
structure of the less-developed countries". 

4. The General Assembly's decision to examine 
the possible transformation of the Special Fund at the 
present time must be seen against the background of 
the trend, on the part of the industrialized countries 
"towards channelling more development assistanc~ 
through the United Nations system," 2 corresponding 
to the increasing needs of the developing countries for 
such assistance. "The United Nations system is thus 
confronted with the task of gearing itself to administer 
an increased proportion of an increased volume of 
needed assistance". 3 The Secretary-General's proposal 
of "bringing EPT A and the Special Fund together in 
a new United Nations Development Programme" 
(paragraph 10) is designed to serve this end by equip
ping "the United Nations system to meet more 
effectively its current and prospective responsibilities 
for the promotion of economic and social progress in 
the developing countries" (paragraph 17). Since 1959, 
the first year of Special Fund operations, resources 
available for the combined Special Fund and EPTA 
programmes have increased from $55 million to $137 
million (1964)-which still falls short of the present 
target of $150 million. As demonstrated by the 
requests being received from Governments, the needs 
for the pre-investment activities these two programmes 
are now performing continue to expand, and the 
General Assembly has "agreed to consider new targets 
for the Expanded Programme of Technical Assistance 
and the Special Fund at its nineteenth session".' 

B. FINANCIAL REQUIREMENTS 

5. In order to carry out the transformation 
contemplated in resolution 1219 (XII), the General 
Assembly would have to find that "the resources 
prospectively available are ... sufficient to enter into 

1 Statement of the Managing Director to the eleventh session of 
the Governing Council of the Special Fund (document SF/L.98), 
p. 11. 

1 Report of the Secretary-General on "Co-ordination of Technical 
Co-operation Programmes" (document E/3850), para. 6. 

3 Loc. cit., para. 7. 
4 Resolution 1833 (4) (XVII). 
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the field of capital development". In the discussions 
by successive United Nations bodies of plans for a 
Capital Development Fund, "the views with regard 
to the initial sum needed (have) centre( d) around the 
range of $200 million to $250 million ... renewable 
annually or at other intervals".5 This estimate was 
first put forward more than ten years ago, and the 
intervening years have seen considerable shifts in the 
magnitude of the scope and costs of development 
programmes on the one hand, and the level of available 
development financing on the other, including financ
ing provided through new institutions, such as the 
International Development Association. In order to 
obtain maximum benefits from any new resources 
becoming available to a United Nations Capital 
Development Fund, they should be directed to areas 
where additional capital investment is most needed 
and where their financing by this Fund could be 
expected to be particularly appropriate and effective. 
Among such areas are, first, those related to major 
United Nations programmes and activities (see para
graph 18 below) and, second, the sponsoring of, and 
participation in, consortia for the financing of develop
ment projects to which other public and private bodies 
would presumably contribute substantially larger re
sources than the Fund itself. 

6. If less than an additional $200-250 million were 
to be forthcoming, it might nevertheless be possible
and under the terms of resolution 1936 (XVIII), 
appropriate-to consider the possibility of a gradual 
transformation of the Special Fund into a Capital 
Development Fund which would mature at such speed 
and in such direction as the successive allocation of 
additional funds and functions would allow. Before 
examining the manner in which such a gradual trans
formation might be effected (see Section D below), 
it would be desirable to discuss the institutional 
incidences of the contemplated transformation, 
whether immediate and total, or gradual. 

C. INSTITUTIONAL CHANGES ll'oi'VOLVED 

7. In either case, the extension of the Special 
Fund's functions here under review would require 
that the substantive authority in Part B. I and B. II of 
resolution 1240 (XIII) be modified so as to indicate 
clearly the added authority for engaging in "invest
ment activities", the fields in which financing may be 
provided, who may benefit from such financing, the 
forms which such financing may take (grants, loans 
of various types, etc.), and so forth. 

8. What is suggested in resolution 1936 (XVIII), 
however, is not only the possibility of adding invest
ment activities to the present range of activities of 
the Special Fund but precisely that of the trans
formation of the Special Fund into a Capital De
velopment Fund, combining both pre-investment and 

• Final Report of the Ad Hoc Committee on the Question of the 
Establishment of a Special United Nations Fund for Economic 
Development (document A/3579, 1957), Part Ill, para. 4. See 
also: Report on a Special United Nations Fund for Economic 
Development (Sales No. 1953.II.B.I), para,. 55; Special United 
Nations Fund for Economic Development, Final Report by Mr. 
Raymond Scheyven, prepared in pursuance of General Assembly 
resolution 724 B (VIII) (document A/2728, 1954), Chapter IV, 
Section I. • 

investment functions. This would have important 
organizational, procedural and financial implications 
and would require that the relevant provisions con
tained respectively in Parts IV, V and VI of resolution 
1240 (XIII) be adjusted accordingly, taking into 
account the draft statutes prepared by the Committee 
on a United Nations Capital Development Fund 
(document E/3654, paragraph 85). 

9. Some of the provisions governing the Special 
Fund, and contemplated for the Capital Development 
Fund, can uniformly apply to both pre-investment and 
investment activities, once these are combined under 
one agency: the appointment and functions of the 
Managing Director and staff would presumably fall 
into this category. On the other hand, the difference in 
the nature of the two types of activities would require 
different operational approaches to each, no matter 
what the organizational structure of the over-all 
agency were to be. Thus the implementation of all 
pre-investment projects (i.e., primarily surveys, re
search and training facilities) has to date been en
trusted by the Special Fund to the United Nations and 
its related agencies. For the purposes of providing 
capital investment assistance, the Fund might have to 
consider setting up machinery for the evaluation of the 
projects and the control of their execution, as well as 
for the determination and follow-up of the long-term 
financial arrangements. The Fund would, of course, 
closely consult with the United Nations family of 
agencies and make full use of their specialized tech
nical support. The Fund would also seek to establish 
appropriate lines of consultation and co-ordination 
with other international and regional development 
finance institutions, especially the International Bank 
for Reconstruction and Development and its affiliates, 
the Inter-American Development Bank, the African 
Development Bank [see draft statutes for the Fund 
(document E/3654), especially Article III. 4]. 

10. Financially, a separation of accounts for the 
resources available to the Fund for these two pur
poses-investment and pre-investment-would be in
dicated, in order to assure the proper programming 
of each branch of activities and their effective co
ordination. Such separation would also serve to meet 
the concern expressed by certain Governments that 
the addition ~capital investment functions should not 
be allowed to impair the pre-investment functions now 
carried out by the Special Fund. At the same time, 
it would respond to the views of those who did not 
feel that additional resources for development finan
cing through new institutional channels could be 
readily mobilized at this time. 

II. Technically, the allocation of the Fund's 
resources between the two activities could be made: 

(i) by periodic, or by ad hoc, decisions of an 
authorized organ. These could serve, in particular to 
assure to pre-investment the level of resources which 
Governments may want to reserve before allocating 
the remainder to investment financing; 

(ii) by individual Government decisions at pledging 
conferences. This method would enable Governments 
if they so desired to make separate pledges to the two 
types of activities and thus to adjust their contributions 
to their policy priorities. 



348 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

12. Organizationally, however, such operational 
and financial differentiation (as referred to in para
graphs 10 and 11 above) could be readily accom
modated within a single structure. This would be so, 
whether this structure would result from the transfor
mation of the Special Fund into a Capital Develop
ment Fund, or from the addition of capital investment 
functions to those of the new United Nations Develop
ment Programme proposed by the Secretary-General 
under Economic and Social Council resolution 900 A 
(XXXIV)6 (see paragraph 19 below). 

D. POSSIBLE GUIDELINES FOR A GRADUAL 
TRANSFORMATION 

13. In calling for "a study of the practical steps 
to transform the Special Fund into a Capital Develop
ment Fund", resolution 1936 (XVIII) (as indicated in 
paragraph 6 above ) presumably covers both the case 
of an immediate and total transformation and that of 
a gradual transformation through a series of successive 
steps, pending especially the mobilization of adequate 
resources (see paragraph 5 above). Such a gradual 
transformation may emerge readily from develop
ments already under way. 

14. As indicated above (paragraph 2), the Special 
Fund's existing authority already extends into the 
border area between pre-investment and capital in
vestment, and its eventual extension, in certain 
circumstances, into the capital development field was 
contemplated from the very beginning [General 
Assembly resolution 1219 (XII)]. On this basis, the 
Managing Director of the Special Fund recently 
expressed the Fund's intention of "enlarging its 
activities in the financing field ... to help requesting 
Governments find the finance to implement the recom
mendations of the Special Fund supported projects". 7 

As a first step, the services of financial advisers, 
charged with this task, have been included in a number 
of Special Fund projects, in accordance with the 
authorization given at the eighth session of the Govern
ing Council.8 In addition, "certain of the investments 
of the cash balances of the Fund (are being) made in 
the form of short-term loans whose purpose is 
directly related to the acceleration of economic 
development of the modernizing nations." 9 The 
Special Fund has also for some time assisted pilot 
projects and is broadening its criteria to the extent 
that funds become available for assistance in the 
financing of demonstration projects. 

15. Once the Fund was ready itself to participate 
in the financing of investment projects growing out of 
its own pre-investment activities, it could supplement 
its own limited resources by mobilizing-e.g., through 
the sponsorship of financial consortia-the partici
pation of other financial institutions active in the 
development field, both national and international, 

6 "Co-ordination of Technical Co-operation Programmes" (docu
ment E/3850, para. 10). 

7 Statement by the Managing Director of the Special Fund to 
the Second (Economic and Financial) Committee of the General 
Assembly 1 October 1963 (document A/C.2/L.725, page 6). 

8 See "Programme Recommendations of the Managing Director" 
(documents SF/R.6, para. 9; R.7, para. 9; R.8, para. 12). 

• Document SF/L.95, para. 17. 

and of private enterprises interested in undertaking, 
or participating in, specific investment projects on a 
basis acceptable to the Government of the country 
concerned. 

16. The existence of such continuing consultative 
and co-ordinating arrangements between the Fund and 
other financial institutions as were referred to in 
paragraph 9 above, could greatly facilitate these 
efforts. So could the establishment within the United 
Nations of "a service to provide developing countries, 
upon request, with information and guidance" in the 
matter of access to sources of development capital 
and assistance as contemplated by General Assembly 
resolution 1715 (XVI) on the United Nations Develop
ment Decade. 

17. On the basis of the experience and relation
ships thus developed, the Fund might subsequently 
sponsor development projects-not connected with its 
pre-investment activities, but presented to it by 
Governments or groups of Governments or by inter
national or regional financial institutions. In this way, 
the Fund could extend its usefulness in cases where its 
special background in pre-investment assistance would 
enable it to play a particularly effective role as a 
bridge between pre-investment and capital investment. 

18. Until that stage is reached, however, and as 
long as the transformation proceeds with modest 
increases in resources, it would be necessary to agree on 
particularly strict criteria so as to channel the Fund's 
capital investment resources to areas of top priority, 
not adequately covered by other capital-supplying 
facilities. Without attempting to anticipate what these 
priorities would be, it may be assumed that special 
reliance may be placed on serving developing coun
tries in fields related to major United Nations pro
grammes and institutions. Among these possible 
priorities for investment aid by the Fund, mention may 
be made of the following: 

(a) Participation in the financing of the World 
Food Programme and other special development 
activities of the United Nations family; 

(b) Development financing aid in geographic 
areas in which the United Nations has undertaken 
special responsibilities; 

(c) Financial participation in appropriate projects 
with other United Nations-sponsored financial 
institutions, such as the African Development Bank; 

(J) Management of special capital resources 
which might be established within the United 
Nations for such fields as industry, housing, science 
and technology, literacy, etc. 
19. In order to be meaningful, such a gradual 

expansion of the Fund's activities would have to aim 
from the beginning at its ultimate full-fledged entry 
into the field of capital investment. Clearly, the more 
effective its performance in the intermediate stages, 
the more readily may participating Governments be 
expected to add to the Fund's scope and resources. 
The creation of a United Nations Development 
Programme as recommended by the Secretary
General for the merger of the Special Fund and the 
EPT A would, as indicated in his report to the Econ
omic and Social Council, "provide a more solid 
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basis" for this growth process.10 The neccessary 
diversity in operational methods (outlined in para
graph 9 above) could readily be provided within the 
over-all organizational structure of such a new Pro
gramme. At the same time, the ability of the United 
Nations family to assure the effective orientation and 
implementation of its technical assistance and pre
investment activities would be enhanced by the addi
tion of capital investment functions. 

20. Beyond this, the availability of such a broadly 

10 "Co-ordination of Technical Co-operation Programmes" 
document E/3850, para. 8). 

conceived Development Programme would in itself 
provide an impetus to the very process of expansion 
which resolution 1936 (XVIII) contemplates. An 
effectively operating United Nations Development 
Programme would provide the United Nations family 
of agencies with a highly adaptable instrumentality 
which could assume-and to which the General 
Assembly and the Economic and Social Council could 
assign-additional functions in the broad area of 
development and through which, consequently, in
creased financial contributions could be channelled, 
as major new resources were made available for 
international development aid purposes. 



FLOW OF PRIVATE CAPITAL FROM DEVELOPING TO DEVELOPED 
COUNTRIES* 

1. This note and the attached tables have been 
prepared in response to a request received from the 
Secretariat of the United Nations for data on "the 
magnitude and trend of the net flow of short-term 
funds from developing to developed countries" to 
serve as documentation for the forthcoming Trade 
Conference. It is understood that this request was 
intended to cover only movements of funds belonging 
to private residents of the developing countries ex
cluding the foreign assets of co·mmercial banks as 
well as official reserves. 1 However, since movements 
of domestic capital out of the developing countries are 
likely to have been in large part unrecorded, the 
attached tables include data on the residual item (net 
errors and omissions) in the balances-of-payments 
of these countries, in which unrecorded movements of 
such capital would be reflected. 

2. For many reasons, it is difficult to arrive at 
precise conclusions regarding the magnitude and trend 
of the flow of domestic capital out of the developing 
countries. In many countries, in which the induce
ments for outward movements of funds are powerful, 
residents cannot export capital legally without a 
licence, which the authorities are unlikely to grant. In 
such cases, any large outward movements of funds are 
likely to be concealed, taking the form, for instance, of 
non-repatriation of export proceeds, over-remittance 
for imports, or purchases of foreign exchange outside 
official markets from foreign tourists and others. 
Depending on the methods used in compiling the 
balance-of-payments, capital movements of this sort 
may not even be reflected in the residual item. For 
instance, non-repatriation of export proceeds may 
coincide with under-declaration, and over-remittance 
for imports with over-declaration, of their value in the 
statistics; and the sales of foreign exchange outside 
official markets may not be allowed for in estimates of 
receipts from tourism and other transactions. 

3. The difficulties described in the preceding para
graph do not, in general, apply to the overseas franc 
area where, in contrast to other under-developed 
areas, movements of capital have until recently not 
been subject to restrictions of any kind in so far as they 
are directed to and from the rest of the French franc 
area. Nevertheless, statistical information on such 
capital movements is most incomplete. This is because 
balance-of-payments statistics for the overseas franc 
area have only recently been developed and cover so 

• This paper was prepared by the staff of the International 
Monetary Fund (IMF) in connexion with the item on the subject 
of "Financing for an expansion of international trade" (item VI 
of the list of main topics) (Official Records of the Economic and 
Social Council, Thirty-fifth Session, Annexes, agenda item 6, docu
ment E/3720, para. 6). 

1 This concept of capital underlies the following discussion, in 
which for brevity the term "capital" is sometimes used without 
further designation. 

350 

far only a minority of the countries in that area,2 

and because the official French balance-of-payments 
statistics do not cover transactions of Metropolitan 
France with the rest of the franc area. 

4. It might perhaps be supposed that movements 
of local capital from developing countries to the 
developed countries could be derived from the 
statistics of the latter. In fact, however, this is not 
possible. Among the countries that are likely to have 
been major recipients of such capital, only the United 
States publishes statistics in sufficient detail to permit 
short-term assets held by residents in developing 
countries to be separately distinguished. Data from 
US sources on movements in such assets are included 
in this paper. There is reason to believe, however, that 
even these data are incomplete. First, although the 
inflow of short-term funds is perfectly legal in the 
United States, holders of such funds from developing 
countries may nevertheless wish to conceal them by 
holding them through a nominee in the United States 
or under a nominal US address. In this case, the funds 
will not be recorded in US statistics as foreign held. 
Secondly, some of the funds that move out of develop
ing countries undoubtedly belong to persons that at 
some stage emigrate from their home countries. Funds 
held in the United States by such persons will be 
attributed in US statistics to the country to which the 
holder emigrated rather than to his original home 
country. Thus, if the holder has emigrated to the 
United States, his assets in that country will not be 
recorded as foreign held. Thirdly, US statistics can be 
used to derive changes in the amounts of short-term 
funds held in the United States by residents of in
dividual countries, but not actual inward and outward 
movements by country. If funds recorded as brought 
to the United States by residents of developing 
countries are subsequently moved to other developed 
countries, this would be reflected in US statistics as a 
return flow of the funds to the developing countries. 
Since there are reasons for believing that there has 
recently been a tendency, in particular since the 
introduction of convertibility in a number of coun
tries in Europe, for movements of short-term funds 
from developing countries to developed countries to 
be increasingly directed towards countries other than 
the United States, it would not be possible to conclude 
anything about trends in movements of short-term 
capital from developing to developed countries from 
US data alone. For this purpose, it would be necessary 
to have comparable data for other developed coun
tries as well. 

2 For some overseas franc area countries, balance-of-payments 
data have been prepared for a few years prior to the introduction 
of exchange control over payments of those countries to other 
franc area countries. The accuracy of those balance-of-payments 
data, e.g., for Morocco before 1960, is subject to serious doubts. 
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TABLE I 
Reported private short-term capital movements from developing areas and net errors and omissions in their balances of payments• 

(In millions of US dollars) 

Short-term assets 

Morocco, 
lAtin TUII/sia, Sterling 

America Viet-Nam areab Other• 

1952 -100 14 -6 
1953 -68 -3 6 
1954 -77 -100 -11 
1955 -33 7 -56 
1956 -36 5 35 

Total, 1952-1956 -314 12 -110 

1957 -72 -1 90 
1958 -155 -8 20 
1959 46 -2 -29 
1960 -29 -34 -16 
1961 -52 -47 51 

Total, 1957-1961 -262 -92 116 

GRAND TOTAL -576 -80 6 

0 In the entries for short-term assets, a minus sign indicates an outflow of 
capital from the developing countries and no sign a return flow to these countries. 
In the entries for net errors and omissions, a minus entry indicates an excess of 
recorded credits over debits in the balance of payments as a whole, suggesting an 
unrecorded out:How of capital from the developing countries; no sign indicates an 
excess of recorded credits over debits, suggesting an unrecorded inflow of capital 
into developing countries. 

5. In spite of these difficulties with the underlying 
statistics, it appears from an examination of the data 
for individual countries that many of the larger out
flows of capital from developing countries are in fact 
reflected in the balance-of-payments, although mainly 
in the residual item (i.e., net errors and omissions). 
Where there have been non-statistical indications of 
an outflow of capital (e.g., in cases of major political 
changes or foreign exchange crises), the balance-of
payments has usually shown a large debit for un
recorded transactions. It is for this reason that the 
attached Table 1 includes data on net errors and 
omissions. 

EXPLANATION OF AND COMMENTARY ON TABLES 

6. Table 1 summarizes data based on the balance
of-payments statistics for developing countries as 
published in the Fund's Balance of Payments Yearbook, 
with a few adjustments as explained below. 

7. The first series covers reported changes in 
short-term assets held abroad by private residents 
of developing countries (for coverage, see note to 
table). It will be seen that, apart from the Latin 
American republics, reported outward movements of 
short-term funds have generally been quite small. 
The total outward movement of $576 million reported 
by the Latin American republics for the decade 
1952-1961 agrees closely with the increase in short
term liabilities of the United States to private residents 
in the Latin American republics of $627 million 
reported in US sources, as shown in Table 2, and 
even the annual movements shown in Tables 1 and 2 
for Latin America are broadly similar. The two series 
are really not independent, however, since the Latin 

-3 
8 

-6 

-9 
15 
7 
7 
8 

28 

22 

Net errors and omissions 

Morocco. 
Latin Tunisia, Sterling 

Total America Viet-Nam areab Otherc Total 

-92 148 177 -81 244 
-65 -192 32 32 -150 

-188 -315 57 65 -193 
-85 -125 -109 65 126 -43 

12 -361 -299 -97 343 -414 

-418 -845 -408 234 463 -556 

8 -76 -202 23 43 -212 
-128 -378 -191 90 78 -401 

22 -324 -113 -118 39 -516 
-72 -615 -7 -89 -64 -775 
-40 -318 -46 -7 -24 -395 

-210 -1711 -559 -101 72 -2299 

-628 -2556 -967 133 535 -2 855 

b Excluding Australia, New Zealand, South Africa, and sterling countries in 
Europe. 

c The following countries are covered: China (Taiwan), Ethiopia, Indonesia, 
Iran, Iraq, Israel, Korea, Philippines, Sudan, Syrian Arab Republic, Thailand 
and the United Arab Republic. 

American countries generally make use of the US 
statistics on foreign liabilities in compiling data on 
private short-term capital movements for their bal
ances of payments. Both series show a decline in 

TABLE 2 

Movements of short-term capital from developing areas into the 
United States• 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

TOTAL 

(In millions of US dollars) 

Changes In US banks' short-term liabilities to foreign 
private non~monetary sectors 

Latin Other developing 
America countries Total 

-86 -26 -112 
-76 3 -73 
-61 14 -47 
-34 10 -24 
-84 -17 -101 
-87 4 -83 

-168 -11 -179 
37 -6 31 

22 22 
-68 -15 -83 

-627 -22 -649 

Source: US Treasury Bulletin. 

"A minus sign indicates a How of short-term capital from the developing 
countries into the United States; no sign indicates a return flow of capital from 
the United States into the developing countries. The data cover changes in 
short-term liabilities reported by US banks to the US Treasury. Changes in the 
short-term liabilities of US non-financial concerns and in liabilities in US 
brokerage accounts. as reported to the US Treasury, are not separately available 
for the private non~monetary sector of the developing countries. but the net change 
in the total of these liabilities to developing countries over the period 1952-1961 
was negligible. Developing countries exclude the United States, Canada, Iapan, 
Australia, New Zealand, South Africa and all European countries. 
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the outflow from Latin America after 1958. There is 
reason to believe, however, that this decline reflects 
a change in direction of short-term capital flows 
following the introduction of non-resident converti
bility of a number of European currencies at the 
end of 1958, as discussed in the introduction. Judging 
from the behaviour of errors and omission in the 
balances-of-payments of the Latin American republics 
(see below), it seems likely that there was an accel
eration rather than a decline in the outflow of 
short-term capital from these countries after that 
year. US statistics (Table 2) do not give evidence 
of noteworthy outflows of short-term funds from 
under-developed areas other than Latin America. 
However, if appreciable amounts of short-term funds 
left these other areas, they most likely were directed 
mainly to the United Kingdom and continental 
Europe rather than to the United States, in particular 
in recent years. 

8. The second group covers errors and omissions 
in the balance-of-payments of the developing coun
tries, i.e., the balance between reported debits and 
credits. Errors and omissions can refer to any item 
in the balance-of-payments and, even if they cover 
mainly capital movements, may reflect foreign as well 
as domestic capital and long-term as well as short
term funds. Again, in this group the largest net debit 
entries are shown for the Latin American countries,3 

although the debit entries for the overseas French 
franc area countries are also appreciable. 

9. While the entries for errors and omissions 
suggest that the outflow of domestic capital from the 
overseas franc area countries and for Latin America 
has been large, and that the outflow from other areas 
has, in general, been small, the statistical evidence 
does not permit too firm conclusions. In particular, 
one cannot interpret the sum of the recorded outflow 
of short-term capital and net errors and omissions as 
an estimate of the total outflow of local short-term 
capital. In the particular case of the French franc area 
the data in the table are most incomplete, covering 
only the countries listed in the stub, and only some 
recent years (for Morocco 1955-1961, for Tunisia 
1957-1961, and for Viet-Nam 1956-1961). While the 
net outflow of capital from the countries shown in the 

3 Certain adjustments have been made in order not to distort the 
time series for errors and omissions for Latin America in two cases 
where large repayments on foreign credits were reported, although 
the original receipt of these credits had not been reported. When 
the receipt of the credits was entered retroactively and then some
what arbitrarily attributed to a particular year, this resulted in 
excessively large debit errors and omissions for that year. In 
calculating errors and omissions in Table I the receipt of these 
credits have, therefore, been omitted and this has resulted in a 
reduction in the net debit for errors and omissions for the Latin 
American area by about $1000 million for the period 1951-1961. 
On the other hand, errors and omissions for Latin America have 
been adjusted to include, in two cases, some outward movements 
of domestic capital reported in the long-term category that are 
believed to refer, in fact, predominantly to short-term funds. 

table (including errors and omissions) is undoubtedly 
only a fraction of the net outflow of local capital from 
the overseas franc area as a whole, there is no statis
tical basis for estimating this total. It is believed that 
the outflow from Algeria has been particularly large 
(the inflow of capital into Metropolitan France from 
Algeria in 1962 has been officially estimated at the 
equivalent of $1000 million) while the outflow from 
other countries in the overseas franc area not covered 
by the table probably has not been significant. It 
should also not be inferred from Table 1 that outflows 
of short-term funds from developing areas other than 
Latin America and the overseas franc area have 
necessarily been negligible. For instance, press reports 
have indicated that at times there have been outflows 
of capital from certain countries in the Middle East 
for which balance-of-payments data are not available. 
The fact that the balance-of-payments data for Latin 
America are more complete in coverage than those 
from other under-developed areas tends to overstate 
in Table 1 the relative importance of outward move
ments of local capital from that area, in particular as 
compared with the overseas franc area. 

10. Largely on the basis of statistical material of 
the kind that is presented in Table 1, as supplemented 
by non-statistical evidence, the Fund's 1963 annual 
report drew certain broad conclusions regarding the 
flow of capital from developing to developed coun
tries. Its statement is as follows: 

"The recent rise in the flow of total financial 
resources from the industrial countries to the less
developed countries appears to have been offset, to 
some extent, by increased outflow of domestic 
capital from these countries, which in some instances 
has had the character of a capital flight. This prob
lem has reached substantial proportions only in 
some of the overseas franc area countries and in 
Latin America. In both groups of countries, the 
outflow of capital seems often to have been related 
to political events or uncertainties, although, of 
course, inflation in some countries has also been a 
important factor. The establishment of national 
Governments in some of the former French colonies 
has been accompanied by a large-scale emigration 
of Europeans, but there is no statistical basis for 
appraising the magnitude of the capital movements 
accompanying this migration. The outflow of 
capital from Latin America has aroused much pub
lic attention, and there have been some very high 
estimates of the total. The information available 
to the Fund suggests that this outflow (much of 
which has been in spurts) may have averaged about 
$300 million annually during the fifties (or about 
one-third of the inflow of new private investment 
capital). It seems to have been somewhat larger 
during the last few years." 



FINANCIAL PROBLEMS 

MEMORANDUM SUBMITTED BY THE DELEGATION OF THE SOCIALIST FEDERAL 
REPUBLIC OF YUGOSLAVIA 

INTRODUCTION 

1. The problems of international trade, inter
national financing and development are inseparably 
interrelated; thus, the problem of development, which 
is the central issue of today's world economy, cannot 
conceivably be solved if financial issues are not success
fully settled. 

2. The importance, scope and urgency of financial 
problems are briefly illustrated by basic statistics 
on investment and balance-of-payments deficits on 
the one hand, and by basic statistics on the present 
volume and method of international development 
financing, on the other. 

Per capita investment outlays in under-developed 
countries amount to about l/20 of investment ex
penditures in highly-developed countries. Because of 
the low level of their national income, the developing 
countries cannot achieve the rate of capital formation 
attained by industrial countries while their investment 
requirements are steadily and inevitably growing. 

Despite their inadequate investment level, the cur
rent balance-of-payments deficit in the developing 
countries is steadily increasing. According to the 
estimates quoted in the World Economic Survey, 1962 
(page 6) this deficit, amounting in 1959 to approxi
mately 5000 million dollars will reach 20,000 million 
dollars in 1970. These estimates were made on the 
assumption that there would be no further deterioration 
in the terms of trade but, on the contrary, an adequate 
increase in the export proceeds of the developing 
countries. According to these estimates, foreign 
long-term financing should reach an amount of 
10,000 million dollars if the developing countries 
are to attain a growth rate of 5 per cent by 1970. 

According to estimates provided by the United 
Nations Secretariat, capital exports to the developing 
countries in the last two years amounted to 7000 
million dollars. However, account should be taken 
of the fact that in the same period of time about 
2600 million dollars were spent on interest charges, 
dividends and similar debt servicing payments. 

The above data lead but to one conclusion
namely, that net international development financing 
should be doubled over the next few years if we are 
to attain the minimum targets set for the United 
Nations Development Decade. Even so, foreign 
financing would cover only one-fifth of the investment 
outlays in the developing countries, and it would not 
cover the deficit deriving from the deterioration in the 
terms of trade. To do so, it would be necessary to 
ensure additional compensatory financing. 
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In order to double the net amount of development 
financing (i.e., to attain the $10,000 million target), 
it is indispensable that the industrial countries' 
contributions should be increased over the next few 
years to I per cent of their national income. In deter
mining these contributions, account should be taken 
of dividends, profits, interests and other financial 
benefits accruing to industrial countries from capital 
investment in the developing countries. 

3. It is evident that not only the volume, but the 
terms and methods of financing are of essential 
significance. Because of their terms, most of the credits 
granted so far have already led to a serious over
burdening of the balance of payments of the de
veloping countries. Interest charges alone on public 
debts in these countries have exceeded over recent 
years the increment in their export earnings, and 
because of unfavourable repayment periods-eight 
years on the average--annuities will assume such pro
portions in the forthcoming years as would compel 
many countries to reduce their investments and im
ports and lead the industrial countries to restrict 
their exports. Such terms of financing are (according to 
the President of the International Bank, Mr. Woods) 
self-defeating. 

4. In conformity with its basic objective, i.e., to 
inaugurate a new policy of economic co-operation, 
the Conference should lay down new guidelines and 
frameworks for international financing policy. To 
this end, the Conference should thoroughly review 
the present financial relations in the world in order 
to give directions for the future and to initiate action 
which would ensure that financing becomes an efficient 
instrument for the promotion of development. For 
this purpose it will be necessary to devise a whole 
complex of complementary measures likely to increase 
the volume and improve the methods of development 
financing, adjust international financial institutions 
to the new requirements, and set up a financing 
machinery within the framework of the United 
Nations. 

5. Such a new financial policy is in the common 
interest of the world economy. A steady and increasing 
inflow of resources for accelerating development under 
favourable conditions is an essential factor for step
ping up development. The new financial policy is also 
in the interest of the industrial countries themselves. 
The capacity of these countries to maintain their 
prosperity and further expand their economies will 
to a growing extent depend on a massive increase in 
trade with the developing countries, which in turn 
can only be achieved through international financing. 
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In other words, development financing is essentially 
of common interest, and thereby also an obligation 
for these countries. In the speech he made before the 
United Nations General Assembly, President Tito 
expressed this view in the following terms: "We 
consider that there is a general international obligation 
and interest to help the under-developed and develop
ing countries expand their potential possibilities and 
their economic forces as rapidly as possible. The 
granting of such aid must efficiently contribute to 
the economic development of these countries and to 
the strengthening of their participation in international 
economic co-operation. This way of assisting develop
ment makes possible equal and mutually beneficial 
co-operation. 

6. In assisting development one should, naturally, 
bear in mind the basic fact that foreign resources 
can be used only to supplement domestic efforts, 
without which there can be no successful development. 
International financing should support organized 
national efforts towards the diversification of national 
economies, including industrialization. Consequently, 
international financing should be aimed at furthering 
the implementation of development plans and facili
tating the economic emancipation of the developing 
countries. 

It is therefore essential that international develop
ment financing and economic aid are not subjected 
to any political, military and similar conditions, 
but are extended on the basis of equality, with full 
respect for the developing countries' independence. 
Only then will it be possible to establish with these 
countries a form of co-operation combining the 
mobilization of all national resources with an 
efficient use of foreign resources. 

DEVELOPMENT FINANCING WITHIN THE 
FRAMEWORK OF THE UNITED NATIONS 

7. The above-mentioned principles and objectives 
of international financing can be implemented within 
the framework of the United Nations, since, in the 
opinion of the Yugoslav delegation, it is only within 
this Organization that broad, universal co-operation 
between developed and less-developed countries can 
best be achieved. This in turn would be of the utmost 
importance for the improvement of economic and 
political co-operation in the world. Furthermore, 
such co-operation between the developed and less
developed countries would also ensure a maximum 
mobilization of national resources and thereby an 
efficient use of international aid. 

Yugoslavia expects that the Conference will help 
set up an appropriate machinery for international 
financing within the framework of the United Nations. 
Such machinery would operate in conformity with the 
democratic principles. of the United Nations and 
would enable all countries to take part, on a basis 
of equality, in the shaping of United Nations financial 
policies. 

8. In order to achieve capital financing within 
the framework of the United Nations, the developing 
countries, with the assistance of some industrial 

countries, have been striving for more than a decade 
to set up a United Nations capital development 
fund (SUNFED) which would introduce, through 
large-scale financing of national and regional develop
ment plans, an element of financial stability in the 
implementation of development plans, and in the 
first place industrialization plans. Such financing 
would be based on economic criteria and would be 
carried out in the form oflow-interest long-term loans. 
In the case of newly-independent countries and coun
tries with very low national incomes, to which 
SUNFED would give priority, this financing would 
take the form of grants. In addition, one of tl1e 
criteria for the allocation of SUNFED resources 
would be the level of mobilization of the recipients 
countries' own resources. Thus SUNFED resources 
would be made available to countries where they 
are most needed and where they can be most rationally 
used. Furthermore, priority should be given to regional 
co-operation projects in order to avoid duplication 
of investment, facilitate modern technological solu
tions, and achieve economies of scale. 

SUNFED resources would come from yearly 
contributions by all countries, primarily the industrial 
countries; such contributions would be determined 
on the basis of the level of national income. In ad
dition, SUNFED should benefit from part of the 
savings deriving from general disarmament in accord
ance with the 1953 Declaration of the United Nations 
General Assembly. In the present situation, with the 
first economies in military budgets in the offing, it is 
necessary that immediate steps be taken to ap
propriate part of such savings for SUNFED. 

The Yugoslav delegation considers that in view of 
the present more favourable international situation, 
the Conference should adopt the following positive 
and basic decisions in respect of SUNFED: 

A decision regarding the establishment of a 
United Nations capital development fund; 

A decision to appropriate to the Fund a specific 
part of national incomes; 

A decision to appropriate to the Fund a specific 
part of the savings deriving from disarmament. 
In addition, the Conference should lay down 

general principles and basic provisions in respect of 
SUNFED activities, including criteria for the alloca
tion of credits, the obligations of the recipient countries, 
methods of financing, methods of contributing, as 
well as a framework for the organization of a governing 
inter-governmental body and administration. 

9. In connexion with the activities of the United 
Nations regarding development financing. the Con
ference should adopt concrete decisions aiming at 
considerably expanding the resources of the United 
Nations Special Fund. 

10. The efficient utilization of international finan
cing can be significantly increased through technical 
assistance. It is therefore necessary to expand the 
resources of the United Nations Technical Assistance, 
and in the first place of the Expanding Programme 
of Technical Assistance. Moreover, the present 
forms of technical co-operation should primarily be 
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developed along the following lines: 
The establishment of national and regional 

institutes and other centres for the training of 
personnel; 

The carrying out of investigation operations and 
the preparation of comprehensive projects, particu
larly industrial; 

Assistance in the preparation of national and 
regional development plans. 
11. The Conference should also ensure the setting 

up of compensatory financing within the framework 
of the United Nations. In accordance with the con
ceptions of the Secretary-General of the Conference 
such financing should provide for compensation for 
both present and future deterioration in the terms of 
trade. The resources allocated to the developing 
countries should be used to finance capital investment 
in line with their national development plans and to 
further the restructuring of their economies. In other 
words, compensation would not be . automatic ?ut 
it would be granted in accordance wtth the requue
ments of development plans. 

In dealing with this problem, steps should be taken 
to ensure the participation of all primary impo~ng 
and exporting countries. The Yugoslav delegatiOn 
is therefore of the opinion that the machinery 
for compensatory financing should be set up within 
the framework of the United Nations. To this end 
the Conference should establish a fund where the 
interests of both the industrial and the developing 
countries should be represented on an equal basis. 

According to the conception of the Secretary
General of the Conference, the purpose of compen
satory financing should be to bring abo.ut change~ in 
the economic structure of the developmg countrtes. 
In other words, compensatory financing within the 
framework of the United Nations would be aimed 
primarily at providing solutions to long-term trade 
problems. It should therefore represent an additional 
source of financing which would supplement credits 
granted from other existing and future sources of 
international financing. 

12. As regards international food-aid, the Con
ference should provide guidelines concerning the 
most efficient use of agricultural surpluses for develop
ment purposes, both for the implementation of 
development plans and for the carrying out of specific 
economic and social projects. On the other hand, the 
Conference should consider measures likely to guar
antee that food-aid would not distort normal trade 
flows. 

OTHER MULTILATERAL FINANCING 

13. It is desirable that international financing 
should assume a multilateral character to the greatest 
possible extent and that, to this end, steps shoul~ be 
taken-in addition to the setting up of a Umted 
Nations financing machinery-to expand and adapt 
the activities of existing multilateral and regional 
financial institutions. Considering that international 
financial organizations "are not only institutions using 
the resources of the developed countries in accordance 
with banking standards", such adaptations should 
also include a reorganization of these institutions in 

order to secure to the developing countries an ade
quate participation in the governing bodies and in the 
administration of the institutions concerned. In 
addition, the Conference should decide to establish 
close ties between these institutions and the United 
Nations. Consequently, the Conference should provide 
for adequate co-operation bet_we~n multilateral fin~n
cial agencies and the orgamzatwn or body whtch 
this Conference will set up. 

Contributions for expanding the resources available 
for multilateral investment should be made primarily 
by those countries with large monetary reserves. 
The unused reserves surpluses of these countries 
should be activated for financing development, 
which would have a favourable impact on the pros
perity of the world economy as a whole. 

14. The expanded role of multilateral financing 
should also be reflected in the extension of the 
activities of the International Bank and the adjustment 
of its policy to the requirements of accelerated 
development. In its future credit p~licy, the B~nk 
should contribute to the successful ImplementatiOn 
of national development plans. To this end, the Bank 
should endeavour to finance broad investment pro
grammes, while in selecting projects it shoul~ be 
primarily guided by their importance for natiOnal 
development plans. In the future the Bank should, 
first and foremost, concentrate on financing indus
trialization to a much larger extent, not only and mostly 
in the private sector but even more in the public 
sector. 

In order to improve the terms of its loans, the Bank 
should not only extend repayment and grace periods 
but also reduce the rates of interest and other costs. 
To cover the costs of reduced interest charges, the 
Bank could use part of its reserves. 

The terms of credits should be adjusted to the 
requirements of and the. conditions in indivi~ual 
countries and to the speCific features of the vanous 
kinds of projects and programmes. 

Simultaneously with the expansion of the scope of, 
and improvement in, the terms of its loans, the Bank 
could and should assess more favourably the credit
worthiness of the developing countries. Such a new 
policy would also facilitate the general expansion of 
the Bank's credit operations; particularly in respect 
of large-scale industrialization financing. Tribute 
should be paid to the initiative taken to this effect 
by the President of the Bank; in the opinion of. the 
Yugoslav delegation this initiative should result m a 
twofold increase of the Bank's loans in the next few 
years. 

15. Because of its particular credit terms, the 
International Development Association (IDA) is of 
special significance for countries in the initial stage 
of development, i.e., for countries with a very _low 
national income. IDA should therefore contmue 
its present methods of operation but. with. the pro
vision that its activities be substanttally tncreased 
in accordance with the urgent needs of the aforesaid 
categories of countries. The envisaged expansion in 
resources-750 million dollars over the next three 
years-is not satisfactory, so that it would be neces
sary considerably to increase the funds of IDA. 
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16. The Conference should also stimulate the 
further adaptation of the International Monetary 
Fund (IMF) to the requirements of accelerated 
development by formulating new criteria for granting 
credits to the developing countries; such criteria 
should be more flexible than those applied in crediting 
highly developed industrial countries. The granting 
of credits to the developing countries should be 
facilitated in respect of the volume of funds, their 
availability and the terms of amortization. In the 
first place the IMF should take into account the fact 
that the balance-of-payments deficits of the develop
ing countries are mostly of a long-term character, 
i.e., that their balance-of-payments difficulties can 
be eliminated only by long-term measures. Con
sequently, most of the credits extended by IMF to 
the developing countries should be granted on a 
long-term basis. For this purpose IMF could activate 
the resources already at its disposal. 

As regards facilities extended to the developing 
countries, the IMF should particularly take into con
sideration the drop in foreign exchange earnings due to 
fluctuations in the primary markets. The Fund's task 
is to provide short and medium-term compensatory 
financing, i.e., to extend compensatory credits to the 
developing countries rapidly and in a flexible way, 
indeed almost automatically, so as to enable them to 
overcome their short and medium-term payments 
difficulties caused by disturbances in international 
primary commodity trade. For this purpose, it is 
necessary to expand significantly the possibilities 
for compensatory credits provided for in the decisions 
taken by the IMF in February 1963, primarily by 
doubling the present volume of credits, as proposed 
also at the meeting of Latin American countries in 
Alta Gracia. 

In conformity with its task of maintaining inter
national liquidity, the IMF should also take the 
initiative as regards the conversion of the external 
debts of the developing countries and participate 
financially in these operations. 

BILATERAL FINANCING 

17. In view of the fact that most credits are still 
granted through bilateral channels, it is necessary 
to bring the volume and methods of bilateral financing 
into line with the needs of accelerated development. 

18. One of the decisions to be adopted by the 
Conference in respect of bilateral financing should be 
aimed at improving the terms of export credits. Here, 
too, steps should be taken to achieve more favourable 
rates of interest, which should not possibly exceed 
3 per cent per annum. To this end, the Governments 
concerned should subsidize their institutions for 
guaranteeing export credits. 

It is of equal importance that the Governments 
should ensure the extension of the repayment periods 
of export credits, i.e., to lay down such terms of grace 
and repayment period as would correspond to the 
gestation and amortization periods of the equipment 
supplied and plants and projects built. 

At the same time it is desirable that the Conference 

should review possibilities for setting up an inter
national institution which would: 

Place resources for export credits at the disposal 
of national institutions; 

Reinsure export credits; 
Operate a fund for subsidizing national institutions 

in order to enable them to grant low-interest 
credits. 
19. Steps should be taken to increase the share of 

financial loans in future bilateral financing; these 
loans should not be tied to the supply of equipment 
from the creditor countries and would allow for 
financing local expenditure. 

Financial loans or untied credits should be primarily 
granted by countries with large monetary reserves and 
by other countries with balance-of-payments surpluses. 

20. As a result of the unfavourable repayment 
conditions stipulated by the developing countries, the 
need arises-and will arise even more in the forth
coming years-for a conversion of medium and short
term debts of many developing countries. Conversion 
should make it possible to spread repayment obliga
tions over a longer period of time, so that only a 
smaller part of export receipts of the developing coun
tries should go towards annuity payments. Credit 
maturities should be brought into line with repayment 
periods granted by IBRD, or with the longest maturities 
granted for this kind of credits. Conversion should 
also include the extension of grace periods and, last 
but not least, a reduction in the rate of interest. 
In other words, conversion should make it possible 
to continue the financing of the developing countries 
and should enable the latter to carry on their imports 
and implement their development plans. 

The Yugoslav delegation is of the opinion that the 
Conference should adopt the above-mentioned 
guidelines regarding conversion and to provide at the 
same time an adequate machinery for this purpose. 
To this end the creditors should, if requested by 
the debtor countries concerned, start conversion 
negotiations; it is desirable that international organi
zations-the United Nations, the International Bank 
or the International Monetary Fund-assume a co
ordinating role in these negotiations. 

OBLIGATIONS OF THE DEVELOPING COUNTRIES 

21. The expansion of the volume and the im
provement in the methods of development financing 
should be accompanied by a steady improvement in 
the utilization of foreign credits, i.e., by steady 
efforts on the part of the developing countries to 
mobilize their national resources as efficiently as pos
sible. In this connexion, it is of vital importance for 
the developing countries to work out and implement 
complex, long-term development plans. This pre
supposes a steady rise in the general educational level 
of the population and an extensive training of technical 
and other personnel, as well as the implementation 
of institutional measures aimed at the transforma· 
tion of economic and social structure. 

The international corollaries of economic planning 
are (a) the need for technical and other assistance by 
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international bodies in the preparation and imple
mentation of plans; (b) the need for a complex inter
national financing of plans. 

In the opinion of the Yugoslav delegation, an out
standing role in providing assistance in the preparation 
and implementation of development plans should be 
played by the United Nations regional economic 
commissions; this assistance should be primarily 
provided through the establishment of development 
institutes. Moreover, regional commissions are com
petent forums for expressing opinions and making 
recommendations regarding international financing of 
plans. One should therefore stress the need for closer 
co-operation between regional economic commissions 
and regional financial institutions. 

22. Simultaneously with expanding their mutual 
trade and technical co-operation, the developing 
countries should also promote co-operation in the 
financial and monetary fields. Some of these have 
already acquired experience which has enabled them 
to engage in the supply of equipment and complete 
plants and in the execution of projects abroad, all 
of which requires adequate financing. Co-operation 
among industries of various developing countries also 
involves financing problems. In order to stimulate 
this co-operation, the Governments of the developing 
countries should take organizational and financial 
measures, including the establishment of national 
export credit institutions. This task of the Govern
ments of the developing countries could be facilitated 
by an international institution for export credit 
promotion (see paragraph 18). 

It is furthermore desirable that the Conference 
should review possibilities for monetary co-operation 
among the developing countries, including the pos
sibility for multilateral compensation of clearing 
balances. 

Invisibles 

23. The developing countries are faced with the 
important task of reducing or eliminating their 
deficits in invisible trade, not only for balance-of
payments reasons but also because of the significant 
role the relevant sectors play in the general diversi
fication and modernization of their economies. 

24. Realizing the great significance of shipping for 
the developing countries, the Conference should 
consider measures for assisting the developing coun
tries in building up or expanding their national mer· 
chant marines, which should be entitled to adequate 
protection in a similar way as manufacturing and other 
new economic branches in the developing countries. 
The expansion of merchant marines in t~e developing 

countries could also be enhanced by regional and 
bilateral co-operation among these countries, in
cluding co-operation in shipbuilding, the training of 
shipping personnel, and the construction of ports and 
harbours. 

In order to improve the terms of sea transport with 
respect to the goods of the developing countries, the 
Conference should provide a mechanism for con
sultations between shipping conferences and the 
Governments of the developing countries. 

25. The Conference should furthermore review 
facilities regarding the procurement by the developing 
countries of licences, "know-how", procedures and 
documentation, in order to help these countries benefit 
from modern technical achievements. To this end it 
is necessary to take steps for: 

Financing procurement of licences on an inter
national basis; 

Concluding international agreements concerning 
facilities for the procurement of licences, "know
how" and procedures; 

Organizing technical assistance through experts 
and by sending personnel from the developing 
countries to the industrial developed countries 
for training; 

Organizing within the framework of the United 
Nations the supply of technical documentation. In 
the present stage, this function could be entrusted 
to the United Nations industrialization centre. 
26. In order to promote tourism in the developing 

countries, the Conference should consider the fol
lowing: 

Measures to be taken by the developing countries 
themselves regarding investment, organization and 
the training of personnel; 

Technical assistance to be provided by inter
national organizations and the Governments of the 
countries with a highly developed tourist trade, 
particularly as regards the training of personnel 
and the organization of publicity; 

Facilities in passport, visa, customs and currency 
formalities; 

Reduction in carriage rates and the expansion of 
tourist transport facilities. 
27. The Conference should furthermore review 

measures for the promotion of insurance institutions 
in the developing countries. It is at the same time 
necessary to ensure that foreign insurance companies 
keep their reserves in the developing countries; to 
this end, the developing countries should enact 
adequate regulations and control the operations of 
insurance companies. 



DELIVERIES ON CREDIT OF INDUSTRIAL EQUIPMENT, REIMBURSABLE IN 
QUOTAS FROM THE RESULTANT PRODUCTION. THEIR CONTRIBUTION 

TO ECONOMIC DEVELOPMENT AND TO THE EXPANSION 
OF WORLD TRADE 

EXPLANATORY NOTE 

This submission by Romania was suggested for 
the agenda of the Conference when preparations for 
the Conference were being made. 

Reference was made to the submission in the report 
of the third session of the Preparatory Committee 
of the Conference (Vol. VIII of this series). 

In accordance with the decision of the Officers of 
the Conference, the President referred this question to 
the Third Committee for consideration. 

Apart from item 15 (Financing for an expansion of 
international trade), the submission also bears 
directly on agenda item I 0 (Expansion of international 
trade and its significance for economic development), 
item 11 (International commodity problems) and item 
12 (Trade in manufacturers and semi-manufacturers) 
and could be helpful in the search for solutions in 
connexion with these items. 

1. The delivery on credit of industrial equipment, 
reimbursable in quotas from the resultant production, 
is a new form of international economic co-operation. 

This form of co-operation could help to improve 
conditions with respect to financing and technical 
assistance for promoting the industrialization of 
developing countries, their imports of equipment, and 
the diversification and expansion of their export 
trade. 

It might also be useful in the formulation and imple
mentation of economic development plans and 
programmes. 

2. The present gap between foreign exchange 
earnings and the import needs of developing countries, 
and the present situation in the matter of international 
credit are preventing the countries in question from 
fully covering their industrial equipment requirements. 

The following estimates bring out clearly the 
magnitude of these requirements: 1 

Latin America . . . . . 
South-East Asia . . . . 
Mrica and other regions . 

(In millions of dollars) 
1960 1975 
3 300 6 300 
1 900 6 300 
3 ()()() 5 ()()() 

8 200 17 600 

In order to reach the level of 17,600 million dollars 
·per annum in 1975, the developing countries' imports 

1 See GATI, International Trade in 1961. 

358 

of machinery and plant will have to increase, between 
1960 and 1975, by an annual average of 5.22 per cent, 
i.e., they will have greatly to exceed the present annual 
growth rate of their over-aU imports, which is cal
culated at 3.5 per cent (Vol. II, part 1). 

The achievement of this growth rate for imports 
of machinery and industrial equipment would con
tribute to the attainment of the annual economic 
growth rate of 5 per cent advocated for the developing 
countries. 

In the present circumstances, therefore, if the neces
sary credit is to be supplied for imports of industrial 
equipment, it is essential to find additional ways and 
means of ensuring that the fullest use is made of the 
developing countries' resources, that the expansion 
of production is organized over a longer period, that 
better use is made of the labour force, and that the 
goods produced are sold through the creation of new 
markets whose stability is ensured by reimbursement. 

3. Attention is drawn to some features of the 
proposed form of co-operation: 

(a) The industrial unit would be owned exclusively 
by the country receiving the credit, which would help 
to strengthen the economic independence of developing 
countries by ensuring that their basic economic 
sectors are not controlled and do not become foreign
owned. 

(b) The deliveries would comprise industrial equip
ment and other capital goods needed for the con
struction of production units. The supplier should at 
the same time accept responsibility for: 

(i) carrying out the necessary surveys, plans and 
actual programmes for the execution of these pro
jects under the best technical and economic 
conditions; 

(ii) providing specialized technical assistance and 
giving the recipient country the benefit of the tech
nical and administrative experience needed for the 
efficient operation of the unit constructed; 

(iii) helping to train skilled technical staff in the 
recipient country; 
(c) The credit would, as a general rule, be reim

bursed in the form of quotas from production of the 
jointly constructed unit. 

The possibility might be considered, if necessary, of 
reimbursing the credit in the form of other products to 
be agreed upon by the parties. 

(d) Contrary to current practice with respect to 
credit transactions, the creditor would also be in
terested in the success of the operation, the yield of 
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the industrial unit and the quality of the products, 
because of the very nature of the reimbursement and 
the conditions pertaining thereto. 

4. This form of co-operation has advantages as 
far as the growth of world trade and economic develop
ment are concerned. First and foremost through it 
the interests of the developing countries can be served. 
It would help them to industrialize, diversify their 
economies, develop their natural resources, make use 
of available manpower and increase their exports; at 
the same time it is consistent with the interests of the 
industrialized countries, because it would encourage 
them to use their production capacities more fully, 
expand their industrial output and secure stable 
sources of supply. 

5. This form of collaboration can help to increase, 
rationalize and stabilize production and trade over a 
longer period. It can also promote price stability 
within the framework of international co-operation. 

6. It can be applied to various economic sectors, 
including the mining industry, the working of oil
fields and natural gas deposits, the forestry industry, 
the chemical and petrochemical industry, the con
struction of means of transport, the fishing industry, 
etc. 

7. From the legal point of view, the submission 
may take the form of long-term agreements and 
contracts between two or several countries. 

The various related aspects could form the subject 
of supplementary arrangements. 
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INTRODUCTION 

I. The gross flow of official foreign assistance 
from the high income countrie~ to the less-develop~d 
countries 1 of the world has mcreased markedly m 
the past decade, and reached a total of $6,000 million 
in 1961. Of this total, the United States alone provided 
about 61 per cent, while France, the Federal Republic 
of Germany and the United Kingdom provided 
another 31 per cent. Since the United States and the 
United Kingdom, two of the four most important 
donors, have experienced acute balance-of-payments 
difficulties in recent years, it is natural to ask what role 
substantial foreign assistance programmes have 
played in these balance-of-payments difficulties, and 
to what extent the requirements of balance-of-pay
ments equilibrium might limit foreign assistance from 
these or other donor countries in the future. This paper 

• This paper was prepared by Profe~r ,Rich~d N. Cooper of 
Yale University, as part of the report on • Ftnancmg for an Expan
sion of International Trade" (document E/CONF.46/9), prepared 
by the Bureau of General Economic Research and Policies of the 
United Nations Secretariat. . 

The views expressed in the attached paper are not necessarily 
those of the Secretary-General of the Conference. 

1 Less-developed countries as defined in this paper include Greece, 
Spain, Turkey and Yugoslavia in addition to the developing market 
economies included in document E/CONF.46/9. 
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will attempt to identify the effects of various foreign 
aid programmes on the balance of payments of the 
donor countries, to describe the measures various 
donors have taken to minimize the adverse balance
of-payments effects of foreign assistance, and to 
suggest under what circumstances foreign aid levels 
might be influenced by balance-of-payments con
siderations. The principal focus of attention will be 
on the United States, as the major donor, but some 
appraisal will be made of the programmes of other 
donors as well. 

2. For the most part, "foreign assistance" or 
"aid" as u~d in this paper will follow the definition 
developed by the Development Assistance Committee 
(DAC) of the Organisation for Economic Co-opera
tion and Development (OECD). Foreign assistance 
thus consists of government grants and official lending 
with a maturity in excess of five years, and official 
contributions to multilateral agencies for economic 
development. 2 

1 Occasional discrepancies between foreign aid figures published 
by the Development Assistance Committee and those published 
by national sources indicate slight differences in definition (for 
example, geographical coverage or loan maturity) which cannot 
be reconciled from the published figures. This paper draws largely 
on figures published by the Development Assistance Committee 
and by the United States Government. 
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3. The discussion is limited to foreign assistance 
through official grants and loans. Official assistance 
to private investment in the less-developed countries, 
for example, through official guarantees against com
mercial or political risks, is not considered, although 
such practices may represent an important contri
bution to economic development and may affect 
the international balance of payments by encouraging 
a greater outflow of private capital. Many of the gen
eral observations apply, however, to private assistance 
and lending as well as to official assistance. 

4. A country's balance of international payments 
is a record of all economic transactions, real and 
financial, between the residents of that country and 
those of other countries during a specified period 
of time, usually a year. Any type of foreign assistance 
affects the donor country's balance of payments in 
the sense of changing various entries in the record. 
However, the impact of foreign aid on the balance of 
payments will be taken to mean its impact on the over
all balance-of-payments surplus or deficit of the donor 
country, implying how the over-all position would be 
changed if foreign assistance were increased or 
reduced. Moreover, the impact is considered within 
a relatively short period of time, say one or two years; 
long-term loans are eventually repaid with interest, 
but in the short run such loans can affect the donor's 
balance of payments adversely. 

l. FOREIGN ASSISTANCE IN THE 
BALANCE-OF-PAYMENTS ACCOUNTS 

5. Foreign assistance takes a variety of forms: 
cash grants, commodity grants, technical assistance in 
the form of services, long-term loans to the recipient 
countries and subscriptions or loans to multilateral 
organizations for economic assistance. A complete 
set of balance-of-payments accounts will debit all 
of these forms of aid, either under unilateral transfers 
(in the case of all grants), or as long-term capital 
outflow (in the case of loans). Total official foreign 
assistance is the sum of these debit items. 

6. Because this sum can be found in the balance
of-payments accounts, it is often identified with the 
balance-of-payments impact of foreign assistance. It 
is incorrect, however, to assume that such gross 
entries serve dollar-for-dollar to reduce the balance
of-payments surplus, or increase the deficit, of the 
donor country. Much foreign assistance is directly 
in the form of commodity shipments from the donor, 
or represents payments for the services of citizens of 
the donor country. Occasionally foreign assistance 
involves no financial transaction at all, although the 
balance-of-payments accounts, as a record of all the 
economic transactions of the residents of one country 
with those of other countries, must record the trans
action in money terms for consistency with other 
transactions. 

7. Gross entries for foreign assistance and directly 
offsetting entries can be illustrated with the balance 
of payments entries for the United States (table 1). In 
1962, the United States made grants totalling $1,900 
million, mostly in the form of commodities and for 
technical assistance. In addition, it extended loans 
totalling $2,400 million, partly in dollars for commodity 

TABLE 1 

Foreign aid in the United States balance of payments, 1962• 

(In millions of dollars) 

Credit Debit 

Government grants 1 903 
Government credits 2 378 

Gross outflow . . 
Aid-financed merchandise exports . 
Aid-financed services . . . . . . 
Aid-financed capital inflows . . . 

Transactions involving no immediate 
dollar outflow . . . . . . . . 

Transactions involving immediate 
dollar outflow . . . . . . . . 

2 345 
555 
311 

3 211 

4 281 

1 070 

Sources: United States Department of Commerce, Survey of Current Business, 
(Washington, D.C.) June 1963; and .. The United States Balance of Payments'' 
Hearings before The Joint Economic Committee of the United States Congress 
(Washington, D.C.) July 8, 1963, p. 210. 

a Only transactions associated with current economic assistance are shown; 
scheduled repayments on past loans, amounting in 1962 to $617 million, and 
interest earnings amounting to $472 million are not included in the table. Data 
include some transactions not included in the DAC definition of foreign 
assistance. 

imports and partly in the currencies of less developed 
countries resulting from sales of agricultural products 
under the Agricultural Trade Development and Assis
tance Act (P.L. 480). 

8. A substantial flow of goods and services 
corresponds directly to a large part of these gross 
grants and credits. All loans by the Export-Import 
Bank and most loans by the Agency for International 
Development were directly tied to the purchase of 
United States goods. Shipments of agricultural 
products under P.L. 480 totalled $1,220 million, and 
much technical assistance went for the purchase of 
technical services by American firms and individuals. 
Some government assistance was extended to permit 
the recipient to repay private debts to American banks 
and firms, resulting in a capital inflow. Contributions 
to the International Development Association and the 
Inter-American Development Bank also resulted 
in no immediate dollar outflow, as these contributions 
are to be held in special United States Government 
securities until needed by the respective agencies. 

9. Of the gross outflow of $4,281 million, therefore, 
$3,211 million could be directly identified with cor
responding credits (or receipts) in the United States 
balance of payments, leaving a net outflow of only 
$1,070 million in 1962. This compared with an over-all 
balance-of-payments deficit for the United States, 
as officially computed, of $2,186 million. 

10. The net outflow of dollars for foreign assistance 
is no doubt a much better approximation of the impact 
on the over-all balance-of-payments position than is 
the gross outflow-at least in the case of the United 
States. But simple identification of that foreign 
assistance which results in no immediate outflow of 
funds goes only part way toward isolating the total 
impact of foreign assistance on the balance of pay
ments. Before considering the foreign aid programmes 
of the United States and of other aid donors in greater 
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detail, it will be useful to review in a general way the 
broad economic repercussions following the extension 
of foreign assistance. 

IJ. BALANCE-OF-PAYMENTS EFFECTS OF 
FOREIGN ASSISTANCE 

11. Economic development requires additions to 
the capital stock and the stock of technical knowledge 
in the less-developed countries. These additions can 
in part be made through a transfer of real resources
goods and services-from high income countries to 
other parts of the world. The broad purpose of eco
nomic assistance is to provide such a transfer of real 
resources. Often, however, the form of the assistance 
is a financial transfer-a loan or grant of cash. Even 
when the donor country has ample real resources to 
transfer, foreign assistance given in the form of cash 
will not assure that the transfer of real resources will 
be made from the donor. If it is not, the balance of 
payments of the donor is affected adversely, and this 
may limit economic assistance from the donor long 
before its ability to provide real resources is taxed. 

12. How readily the real transfer corresponding 
to foreign assistance is accomplished depends on the 
type, amount and destination of the foreign assistance, 
the impact of the foreign assistance on total expendi
ture and production in the donor country, and the 
competitiveness of the donor's products in world 
markets.3 

1. Type and amount of assistance 

13. The ease of real transfer obviously depends, 
in the first instance, on the form in which the economic 
assistance is given and the amount involved. Some 
foreign assistance takes the form of commodity grants 
or of sales of commodities for local currencies which 
are in turn lent to the recipient country. In both cases 
the foreign assistance is initially in the form of a real 
transfer, but secondary repercussions may still result 
in an impact on the donor's balance of payments, as 
discussed below. Technical assistance is most often 
aid in the form of payments to contractors or in
dividuals to perform work for the recipient country, 
so here again the aid is in the form of a real transfer. 
Grants or loans in cash, on the other hand, result 
initially in a financial claim on the donor country and 
it is only as this claim is discharged (the cash is spent) 
that a real transfer takes place. Whether the real trans
fer is from the donor or from other countries depends 
on the over-all competitiveness of the donor's products 
and on how the foreign assistance is financed internally 
in relation to the state of the donor's domestic eco
nomy. 

14. The total amount of foreign assistance relative 
to other international transactions also influences the 
ease of transfer-foreign assistance of moderate 
amount relative to exports, say, will cause much less 
difficulty in the process of transfer than will a relatively 

3 It is assumed that foreign assistance is given largely for the 
purpose of raising the flow of real resources into the less-developed 
countries, and that this purpose is accomplished; assistance for the 
spec_ific purpo~ of re~uilding foreign ~xchange re~rves or repaying 
f<?retgn_ debt ts. les.s 1mp_ortal!t• and 15_ _neglected. m the following 
dtscuss1on. So Is a1d which s1mply fac1htates capital flight by per
mitting the aid recipients to loosen their exchange controls. 

large amount of foreign assistance. Since most pro
posals for appropriate aid levels, including that of the 
United Nations, link aid to some measure of national 
output or income, countries with relatively small 
foreign trade sectors will have greater difficulty in 
meeting the target without affecting the balance of 
payments adversely. 

2. Total domestic expenditure and production 
15. A transfer of real resources from the donor 

country requires either an increase in total domestic 
production or a reduction in aggregate domestic 
expenditure, except where the transfer is made 
from stocks which do not require replacement. In 
the short run domestic production can be increased 
only if there are unemployed resources in the donor 
country; in that case the extension of foreign assistance 
can provide an expansionary force tending to employ 
the unused labour and productive capacity. In the case 
of commodity grants and loans tied to purchase of 
commodities in the donor country, this expansionary 
impact occurs directly; in the case of untied cash 
grants or loans, any expansionary impact depends on 
the over-all competitiveness of the donor's products. 

16. If resources are already fully employed in the 
donor country, a real transfer can be accomplished 
only by reducing domestic expenditure. If the foreign 
assistance is financed through the government budget 
from additional taxes, the additional taxes will re.duce 
domestic expenditure both on domestic goods and on 
imports. It is difficult, however, to separate one element 
in the government budget from the context of over-all 
fiscal and monetary policy; in general, domestic 
economic policies must be restrictive enough to 
provide the additional goods and services for the real 
transfer abroad. 

17. If domestic production is not increased or 
d<;>mestic . expenditure reduced, the donor country 
will not m fact make a real transfer even when it 
appears to be doing so, for example, even when the 
foreign assistance is in the form of a commodity grant 
or a tied loan. The foreign assistance will simply 
reduce other exports or increase imports, with the 
net international balance on goods and services 
remaining unchanged. The rise in total expenditure, 
including the foreign assistance, will generate in
flationary pressures which will divert resources away 
from export markets to more profitable domestic 
markets and will raise the demand for imports. The 
problem of transferring real reso~rces to the aid
receiving countries will be passed on to other coun
tries. One direct way this occurs is through the import 
content of aid-financed exports. The import content 
will vary according to the exported goods, but in 
,general it will be higher, the higher is the share of 
imports in the donor's national output. 

3. Competitiveness in world markets 
18. Real transfer from the donor country can be 

accomplished most easily, and with the most efficient 
use of resources, if its goods and services are suffi
ciently competitive in world markets, so that a large 
part of any additional overseas expenditures by aid re
cipients will, directly or indirectly, result in additional 
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orders for the donor's goods and services. The order 
need not, of course, go directly from the recipient 
to the donor. The donor might not even produce the 
sort of goods which the development planners in the 
recipient country feel deserve highest import priority. 
Wherever the orders are placed, however, they will 
increase incomes and hence the demand for imports, 
unless monetary or fiscal measures are used to neut
ralize this increase in demand. The donor country 
must have goods which are sufficiently competitive 
in price and quality to supply this secondary import 
demand, even if the recipient does not purchase there 
directly. 

19. The classical gold standard mechanism of 
adjustment would have assured, after a time, that 
any donor's products would be just sufficiently com
petitive to provide the real transfer corresponding to 
any financial assistance it had given and thereby to 
maintain the equilibrium in the donor's international 
payments. This required degree of competitiveness 
would have been brought about by income and price 
adjustments induced by monetary changes in the donor 
country, in the recipient country and in any third 
countries which supplied the recipient with additional 
goods and services. For widely accepted reasons, the 
gold standard link between foreign payments 
(including aid) and domestic monetary conditions 
has been broken, so the equilibrium in inter
national payments is not assured regardless of the 
amount and form of foreign assistance. The donor 
country may not want to deflate money incomes, 
and third countries may neutralize the expansionary 
influence of additional export orders rather than to 
permit monetary inflation. 

20. A strong over-all competitive position is not 
always necessary to provide the real transfer corre
sponding to foreign assistance given in financial form. 
Many countries have strong commercial ties with 
certain suppliers which are better explained by history 
and tradition than by price and quality advantages. 
Members of the British Commonwealth do a "dis
proportionate" amount of their importing from the 
United Kingdom, judged narrowly on the basis of 
competitiveness. Similar ties exist elsewhere, for 
example, between France and French Africa and 
between the United States and certain Latin American 
countries. Aid from a donor country to a recipient 
with close commercial links with the donor will result 
in a real transfer from the donor more easily and 
more quickly than aid given to countries lacking 
such close commercial ties with the donor. 

21. Similarly, a donor country may have an 
especially strong competitive position in particular 
product lines, even though its over-all competitive 
position may actually be weak. The donor of foreign 
assistance given for specific projects may receive the 
purchase of just such goods; if so, the problem of real 
transfer is considerably easier than in the case of 
general, non-project assistance. 

4. Balance-of-payments impact on donors 
as a group 

22. While any one donor country may have 
difficulty in generating a transfer of real resources 

which corresponds to its foreign assistance programme, 
and hence may experience a deterioration in its bal
ance-of-payments position as a result of additional 
foreign assistance, the donor countries as a group will 
not experience difficulties of providing a real transfer 
provided the rest of the world (composed largely of aid 
recipient nations) does not collectively accumulate 
gold or foreign exchange reserves. Accumulation of 
international reserves is a form of capital formulation 
which offers a return far lower than alternative kinds 
of investment in many developing nations; but 
whatever the reason, so long as all foreign exchange 
receipts are spent rather than saved in the form of 
additions to reserves, transfer into the aid-receiving 
country is accomplished. And if all less-developed 
countries behave in this way, the foreign exchange 
must return, although perhaps by a circuitous route, 
to the high income countries as repayments of debts 
or claims on their real resources. 

23. One implication of this is that the fear of 
balance-of-payments pressures (as distinguished from 
new competitive pressures for particular domestic 
industries) resulting from increased exports from the 
developing nations is misplaced. It is of course true 
that foreign assistance may release-indeed, may 
guide-resources in the aid-receiving countries to 
export industries or to industries competing with 
imports, placing their products in competition with 
those of the donor countries. In fact, that is sometimes 
the very purpose of foreign assistance. But so long 
as the aid recipients do not accumulate reserves, their 
rising export earnings will in turn be spent in the donor 
countries as a group. The donor countries will face a 
problem, not of declining over-all export demand due 
to rising competition from the less developed coun
tries, but of shifting resources from the industries 
experiencing the new competition to the industries 
with the new export demand. The impact of such a 
shift in resources in recipient areas toward exports or 
import competition on any particular donor thus 
reduces to a consideration of the competitiveness of 
its products with those of other donors, as discussed 
above. 

III. MEASUREs To MINIMIZE nm 
BALANCE-OF-PAYMENTS IMPACT OF FOREIGN 

ASSISTANCE 

24. The fact that foreign assistance extended in 
any form does not automatically lead to a transfer 
of real resources by the donor, and hence may affect 
adversely the donor's balance of payments, has led 
most donors to seek ways tQ minimize the effect of aid 
on the balance of payments. This has been done in 
several ways. 

25. (a) Foreign assistance from several donors 
has been directed especially toward those less
developed regions which have strong commercial and 
financial ties with the donor country. This has been 
notably true of the foreign assistance from France, 
nearly all of which went to the members of the French 
franc area in 1961. Nearly half went to Algeria alone. 
Over two-thirds of imports into the franc area come 
from France, so even without formal tying of aid to 
French goods and services direct transfer from France 
would be highly likely. Similarly, much assistance 
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from the United Kingdom goes to the sterling area 
countries. In 1961, the United Kingdom supplied 
28 per cent of all imports into the sterling area, com
pared with only 14 per cent of the imports into all 
non-industrialized countries. Again, those commercial 
and financial ties would ease the problem of transfer. 
The foreign assistance programmes of Belgium, the 
Netherlands and Portugal all have similarly strong 
geographical biases. 

26. (b) Other donors limit their bilateral foreign 
aid expenditures largely to financing the import con
tent of particular projects in less-developed countries, 
and it is very likely that the prospect of receiving the 
export orders sometimes influences the choice of 
projects which the donor country is willing to finance. 
The choice may be dictated by the sorts of goods for 
which the donor is the leading competitor in world 
markets. For example, if heavy electrical equipment 
is the forte of a donor country, it might direct a 
substantial part of its foreign aid toward projects 
requiring such equipment. An even more certain way 
to improve the correspondence between financial 
assistance and export orders from the donor country 
is to have someone in the aid negotiation who can 
offer technical advice on the sort of equipment needed, 
and who can supply such machinery. He might even 
be able to take orders, and in extreme cases the 
negotiation need not be concluded until there is an 
implicit understanding about where the orders will 
be placed even though no formal tying of aid to ex
ports is involved. This sort of arrangement is, of 
course, more practicable where the commodities 
require special production and servicing skills, usually 
engineering goods. 

27. (c) The problem of real transfer appears to be 
minimized when the foreign assistance takes the form 
of commodity shipments, whether as grant aid or 
loan. In that case, the financial transaction is purely 
nominal since the aid recipient has no choice about 
how or where to allocate additional purchasing power 
acquired through foreign aid. The largest programme 
of commodity aid is the shipment of surplus agri
cultural products to less-developed countries from the 
United States. These are usually paid for in the 
(generally inconvertible) currency of the aid recipient, 
but the greater part of such sales proceeds are in turn 
lent to the aid recipient. 

28. (d) Another form of direct transfer is technical 
assistance provided by the donor country, whereby 
law or convention those providing the technical 
assistance are nationals of the donor country. The 
same is true of support to less developed countries 
in the form of salary payments to officials who are 
nationals of the donor country, as in the case of French 
and United Kingdom officials working in the depend
encies or former dependencies. 

29. (e) Finally, foreign aid may be formally "tied" 
to exports of goods and services from the donor country 
or any other selected group of countries, through legal 
restrictions on the use of the financial assistance by the 
aid recipient. Indeed, several of the aid-giving in
stitutions, such as the Export-Import Bank of the 
United States and the Kreditanstalt flir Wiederaufbau 
of the Federal Republic of Germany, have as one 

objective the promotion of exports from the donor 
country. Loans are given for projects for which the 
donor is able to supply the equipment. But when 
assistance is not directed toward specific projects, 
assistance may be tied to the purchase of goods in 
the donor country through specific commodity import 
programmes or through special letters of credit usable 
only in the donor country. The United States has 
relied increasingly on these techniques for minimizing 
the transfer problem in its foreign aid commitments 
since 1960; a rising share of the foreign assistance of 
several other donors has also had contractual re
strictions placed on procurement. 

30. It will be clear from what was said in the 
preceding section that these different devices for link
ing foreign assistance more closely to the transfer of 
goods and services from the donor country will not be 
wholly effective in eliminating the adverse impact of 
foreign assistance on the donor's balance of payments. 
Such practices can be deceptively neutral as far as the 
balance of payments is concerned. In fact, there are 
often important secondary effects which are neglected 
in focusing on the formal and informal "tying" 
practices listed above. If the resources are fully 
employed in the donor country, the balance of pay
ments will not deteriorate only if domestic fiscal or 
monetary policies are restrictive enough to free re
sources for export. If aid is not tied, the inauguration 
of effective aid-tying requires higher taxes or tighter 
monetary policy in a fully employed economy, even 
when the level of aid is not increased. Furthermore, 
if the import content of the donor's exports is high 
(as in the special case of technical assistance rendered 
in the recipient country), the problem of real transfer 
will simply be passed to other countries via a less 
direct route. 

31. The effect of tying aid can be weakened further 
by shifts in the source of imports into the aid-receiving 
countries. Unless the real foreign aid is truly additional 
in the sense of supplying particular goods or services 
which would not have been imported in the absence 
of foreign assistance, the assistance will release 
foreign exchange earnings for other uses, and these 
are not likely to be spent solely in the donor country. 
A recipient required to spend foreign assistance 
exclusively in the donor country is likely to allocate 
a higher proportion of the foreign exchange freed 
for other uses to other countries than it would have in 
the absence of tying. This substitutability ofjlmds is 
the more likely to thwart the balance of payments 
objective of aid-tying (i) the smaller the receipts of 
foreign assistance are in relation to the recipient's 
total foreign exchange earnings and (ii) the larger the 
share Of foreign exchange earnings which the recipient 
normally spends in the d!:mor country. 

32. Suppose, for example, an aid recipient is 
required to spend all of its cash aid receipts (which 
account, say, for 5 per cent of its total foreign exchange 
receipts) in the donor country, from which it normally 
acquires half of its imports of goods and services. 
Then it would be a simple matter to allocate aid 
receipts transactions with the donor which would have 
taken place anyway. In these circumstances, the 
"tying" of financial aid will have little or no effect on 
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TABLE 2 
Real and financial foreign assistance in the balance of payments, annual average, 1960-1961 

(In billions of dollars) 

Global balance Global net Interest Private long-term Ba.5ic global 
on goods and anti dividends Official foreign capital, net, to balance of 

Donor servicesa 

Belgium. .02 
Canada . -.34 
Denmark -.09 
France I .86 
Federal Republic of Germany 1.95 
Italy .21 
Japan. -.35 
Netherlands .09 
Norway. -.15 
Portugal -.23 
United Kingdom . -.92 
United States 1.47 

TOTAL 2.55 

Sources: International Monetary Fund, Balance of Payment.r Yearbook 
(Washington, D.C.); organisation for Economic Co-operation and Development, 
The Flow of Financial Resources to Developing Countries in 1961 (Paris). 

• Excluding interest and dividend payments. 

the allocation of total foreign exchange expenditures 
in the recipient country, and hence little or no effect 
in reducing the balance-of-payments effect of aid on 
the donor country. 

33. In contrast, if foreign assistance accounts for 
half of a country's foreign exchange receipts, and if 
only 5 per cent of the recipient's transactions are 
normally with the donor country, then tying aid to 
purchases in the donor country will shift substantially 
the geographical origin of the recipient's imports of 
goods and services toward the donor, and it is more 
likely to reduce the impact of foreign aid on the 
donor's balance-of-payments position. 

1. Financial and real transfer from aid donors 

34. Before turning to a more detailed discussion 
of the impact of foreign assistance on the balance of 
payments of particular donors, it is instructive to 
get an over-all view of aid contributions by the major 
donors and their transfer of real resources. Table 2 
sets out the foreign assistance, the balance on goods 
and services (less interest and dividends) and the 
balance-of-payments position of twelve donor coun
tries (the members of DAC). 

35. The balance of goods and services-column 1 
of table 2-represents the net flow of real resources 
into and from each donor country. Interest and 
dividend transfers are excluded from that balance 
because they represent payments arising from past 
investments and they therefore do not yield new 
resources to the countries making these payments. 
The combined net flow of real resources from the 
countries included in table 1 to the rest of the world 
has averaged $2,550 million a year in 1960-1961. This 
has been the net contribution of the donor countries 
to the goods and ser-Vices available in the less-devel
oped countries.4 

• These are total balances on goods and services, so they also 
include balances with the centrally-planned economies and with a 
few high-income countries such as Australia. 

rece/ptsb 

.05 
-.57 

.17 
-.25 
-.04 
-.04 

.15 
-.04 

.63 
2.91 

2.95 

assistance, net developing a reasb paymentsc 

.10 .OS .10 

.07 .06d .02 
.02 -.03 

.89 .34 .19 
.46 .04 .54 
.06 .17 .85 
.04 .16 -.45 
.04 .06 .20 
.01 -.05 
.03 .02 -.05 
.47 .32 -.74 

3.16 .99 -1.34 

5.22 2.13 -.76 

b Including reinvested earnings~ except for Denmark, Italy and Japan~ 

c Balance on goods and services. transfer payments and long-term capitaL 
d 1960. 

36. It can be seen from table 2 that the real 
transfers of each donor country to the rest of the 
world did not correspond closely with official foreign 
assistance or even with foreign assistance plus private 
long-term capital flows to developing countries. Such 
a correspondence would have pre-supposed balance 
in each donor's current transactions with all other 
developed countries as a group. In fact, there have 
been substantial capital movements among the 
developed countries which have affected the balance 
on goods and services and the "basic balance" of the 
countries concerned. The disparity between the real 
transfers to the rest of the world and official assistance 
and private capital flows to developing countries has 
been greatest in the United States, the United King
dom and the Federal Republic of Germany. In the 
United States, financial assistance has substantially 
exceeded the transfer of real resources and in the 
United Kingdom, a large outflow of financial assist
ance has been associated with a net inflow of real 
resources; in the Federal Republic of Germany, on 
the other hand, the net transfer of real resources _to the 
rest of the world has been equivalent to several times 
the financial contribution to developing countries. 
The final column of table 2 includes the balance of 
payments on goods and services, transfers and long
term capital-the "basic balance''' as defined by the 
International Monetary Fund (IMF)-and it provides 
a rough measure of the balance-of-payments position 
of the donor countries during the period 1960-1961.5 

2. Aid and the United States balance of payments 

37. Since 1958, the United States has run deficits 
in its international payments so large as to cause 
concern both in the United States and abroad
deficits which, on the official Unitc~d States definition, 

• No adjustment has been made for extraordinary government 
transactions, such as advance debt repayment to the United States 
or liquidation of outstanding claims which had arisen during the 
operation of the European Payments Union. 
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TABLE 3 

United States foreign assistance programmes in the balance of 
payments, 1961 

(In millions of dollars) 

Agency for International Development and 
related programmes . . . . . . 1 794 

P.L. 480 . . . . . . . . . . . . 1 350 
Export-Import Bank . . . . . . 822 
International financial institutions . 172 
Other and adjustment•. . . . . . -87 

TOTAL 4051 

Source: United States Department of Commerce. Su~TJey of Current Business 
(Washington, D.C.), June 1962, p. 19. 

• Negative because the use of local currencies amounting to $243 million. 
included in the other items, has been deducted. 

averaged over $3,000 million a year. The large and 
growing expenditures for foreign assistance have 
attracted attention as a possible cause of the large 
deficits. It is, of course, extremely difficult, and 
generally incorrect, to identify a payments deficit with 
any one type of international transaction and many 
different elements of the balance of payments have 
been singled out by different observers as bearing 
primary responsibility for_ the deterioration in the 
United States payments position in the late 1950s. 
The United States Government none the less deter
mined to take measures which appeared to reduce 
the impact of foreign aid 'On the balance of payments. 
In 1961, the Government stated as an objective that 
no more than 20 per cent of foreign aid expenditures 
for economic grants, development loans, technical 
assistance and contribution to international organi
zations should be spent outside the United States. 
In 1963, the objective was lowered to an absolute 
ceiling of $500 million. 

38. The foreign assistance programme of the 
United States is in fact a combination of several 
different programmes, often separately budgeted and 

separately administered. The four principal com
ponents of United States foreign assistance are: 

(1) grants and loans by the Agency for International 
Development (AID); 

(2) commodity shipments under the Agriculture 
Trade Development and Assistance Act (P.L. 480); 

(3) loans by the Export-Import Bank; and 
( 4) contributions to international organizations, 

normally handled by the United States Department 
of State. 

39. Table 3 shows United States expenditures 
under its various aid programmes as they entered the 
balance of payments in 1961. 

40. The agency for International Development is 
charged with the principal responsibility for adminis
tering the foreign assistance programme of the 
United States. It dispenses foreign aid in a variety 
of forms and for a variety of purposes. It makes 
long-term development loans, repayable in dollars, 
with low interest rates and maturities up to 40 years. 
It makes grants for economic development to provide 
for technical assistance, to train personnel from the 
less-developed countries in the United States or in 
third countries and to finance commodity imports 
which are associated with economic development 
programmes. In addition AID makes grants for 
"supporting assistance", usually in connexion with 
maintaining military preparedness in countries friendly 
to the United States, to support commodity imports 
not associated with particular development projects 
and to help fill budget or balance-of-payments deficits 
with cash grants. Until late 1960, there were no 
procurement restrictions on United States grants to 
the less-developed countries. Table 4 shows estimated 
AID expenditures by type and region in 1961. 

41. Under P.L. 480, the United States exports 
large quantities of surplus foods-nearly one-third of 
all United States exports of agricultural products in 
1962. There are four programmes under which such 
exports can take place: 

(a) The largest part of the exports is paid for in the 
currencies of the importing countries. These currencies 

TABLE 4 
Expenditure by tbe Agency for International Development, by type and region, in 1961 

(In millions of dollars) 

Far East 

Development loans 37 
Commodities . 23 
Other .... 14 

Development grants and supporting 
assistance .. 488 

Commodities . 386 
Technicians . . 17 
Participants 10 
Cash transfers 34 
Other .. 41 

TOTAL" 525 

Source: United States Agency for International Development, Operations 
Reports. The data represent an average of data for llscal years 1961 and 1962. 

Middle East 
and South Latin 

Asia Africa America Total 

201 15 29 282 
121 4 7 155 
80 11 22 127 

368 115 169 1140 
237 36 11 670 

17 12 19 65 
7 3 5 25 

66 25 85 210 
39 39 49 168 

569 130 198 1422 

• In addition. the Agency for International Development disbursed nearly 
$400 million in Europe for contributions to international organizations and for 
overseas administrative expenses. 
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are then used, usually by mutual agreement between the 
United States and the importing country, for economic 
development purposes, for loans to private United 
States enterprises operating in the country, or for 
United States expenditures in the country. In fiscal 
year 1963, the United States acquired $1,223 million 
worth of foreign currencies from such sales, lent or 
granted $801 million to less-developed countries for 
development purposes, spent $211 million for its own 
uses, and used $211 million in other ways. 

(b) The United States can make grants of surplus 
commodities for famine and emergency relief and, 
beginning in 1962, for specific development purposes. 

(c) Surplus agricultural commodities can be ex
changed by barter for goods needed by the United 
States. This part of the programme was important 
during the period in which the United States was 
building its strategic stockpile but it has become less 
important in recent years. 

(d) The United States can sell surplus commodities 
for repayment in dollars over a period as long as 20 
years. This part of the programme is new, amounting 
to only $87 million in fiscal year 1963 but it is expected 
to become more important in the future. Fifty per cent 
of all commodities shipped under P.L. 480 must be 
carried in American ships; shipping charges for the 
remainder must be paid by the importing country. 
Thus the overseas expenditures of dollars under P.L. 
480 is limited to overseas port expenses of United 
States ships operating under the programme. 

42. The Export-Import Bank was established in 
1934 to promote the export of United States goods. 
It provides credit to United States exporters or to 
foreign importers for the purchase of United States 
products, and occasionally it makes loans to foreign 
countries to permit the liquidation of private credits 
from the United States or to support a country's 
currency when it is experiencing a balance of payments 
crisis. Loans vary in maturity up to 20 years and are 
repayable in dollars; interest rates charged are based 
on the cost of borrowing by the United States Treasury. 

43. Finally, the United States contributes to 
international organizations engaged in furthering 
economic development: the International Bank for 
Reconstruction and Development (IBRD), the Inter
national Finance Corporation {IF C), the International 
Development Association (IDA), the Inter-American 
Development Bank (IDB) and various agencies of the 
United Nations. Such contributions totalled $275 
million in 1962. 

44. The United States foreign aid programme serves 
a variety of objectives and is global in scope. United 
States measures to reduce the impact of aid on the 
balance of payments reflect these global interests; 
its efforts have been devoted to concentrating a greater 
proportion of foreign assistance in the form of 
commodity shipments and to assuring that dollars 
received are spent as much as possible in the United 
States. It has, however, avoided concentrating its 
foreign assistance in those regions which have especi
ally strong commercial ties with the United States 
(assistance to Latin America has risen sharply in the 
past three years but this rise seems unrelated to 
balance of payments considerations); and it has 

avoided limiting foreign assistance to those develop
ment projects which United States suppliers could 
be expected to capture on the basis of unrestricted 
competition. 

45. United States assistance under P.L. 480 and 
the Export-Import Bank is, by the nature of the 
programmes, tied to the purchase of United States 
goods and services. But prior to 1959, foreign assist
ance given through the predecessors of the Agency 
for International Development could be used to pur
chase goods anywhere in the world. Indeed, during 
the period of dollar shortage in the early 1950s some 
United States assistance was deliberately channelled 
to foreign suppliers even when it was somewhat more 
costly. In late 1959, all development lending by the 
United States was tied to the procurement of US goods 
and services; and in late 1960 further restrictions 
prohibited procurement with US development grants 
and supporting assistance in 19 industrial countries, 
essentially western Europe, Canada and Japan. Thus, 
US grants could be used only to purchase goods in the 
United States or in some less-developed countries. 
Since 1960, efforts have been made to reduce the 
proportion of procurement outside the United States. 
A target of 80 per cent procurement in the United 
States was established; this target applied to foreign 
assistance administered by AID and contributions to 
international organizations but did not apply to the 
programmes under P.L. 480 and the Export-Import 
Bank. Thus the 80 per cent target implies that well 
over 90 per cent of total US foreign assistance would 
be tied to procurement in the United States. 

46. Two types of assistance do not lend themselves 
to "aid-tying" in the sense that procurement of the 
goods and services in question must be made in the 
donor country. The first is local-cost financing, where 
the donor pays not only for the import costs of a 
development project but also for the goods and 
services purchased locally. Where local currencies are 
not available to the United States (acquired, for 
example, through local currency sales of agricultural 
commodities under P.L. 480), they must be purchased 
with dollars, and the dollars become ordinary receipts 
of the recipient's central bank. The second type is 
budgetary support where the donor's currency is used 
to purchase local currency in order to add to the 
receipts of the recipient's Government. Both types of 
financing are especially important in the US aid 
programme in the Middle East and Latin America, 
and since US assistance in these two areas has been 
a growing part of the total in recent years, cash grants 
for local-cost financing and budgetary support were 
also growing. In order to limit the impact on the 
balance of payments of these types of assistance, the 
United States in late 1962 began to use "irrevocable 
letters of credit" in place of cash grants. By mutual 
agreement, these letters of credit could be used to 
generate the local currency required, but they could 
be encashed only for purchases in the United States. 
In addition, the United States will no longer finance 
commodities of which the US itself is a net importer. 

47. As a result of these measures, the direct dollar 
outflow of US foreign assistance has dropped sharply 
and is expected to drop further as expenditures under 
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TABLE 5 
United States foreign assistance by the Agency for International 

Development 
(In billions of dollars) 

Total 

Calendar year 1962 1.81 
Fiscal year 1962 1.63 
Fiscal year 1963 2.08 
Fiscal year 1964 2.27 

Total resulting in direct 
dollar outflow 

Amount Percentage 

1.07 59 
0.88 54 
0.77 37 
0.68 30 

Sources: United States Agency for International Development, Foreign 
Assistance Criteria and Balance of Payments Problems. (Washington, D.C.), 
Agency for International Development submission to the Joint Economic Com
mittee of the United States Congress, November 1963. 

the old procurement policies gradually give way to 
expenditures under commitments made since 1960 
(table 5). Commitments made prior to the change in 
procurement policies were not affected and there are 
still substantial expenditures to be made under these 
commitments. Recent commitments under the AID 
programmes permit only 17 per cent of expected 
disbursements to be made outside the United States. 

48. It will be clear from the discussion in a previous 
section that numbers such as those shown in table 5 
cannot be taken to represent the total impact of 
foreign assistance on the balance of payments. On the 
one hand, some of the foreign aid expenditures for 
US goods and services might simply have displaced 
commercial expenditures which would have taken 
place in the United States anyway. On the other hand, 
many of the dollars which "leave" the United States 
under its aid programme are nonetheless spent in the 
United States soon thereafter, either by the recipient 
or by third countries which acquired them in com
mercial transactions with the aid recipient. 

49. Two attempts have been made to identify these 
secondary effects of foreign aid on the balance of 
payments. In a report commissioned by the United 
States Government projecting the US balance of 
payments to 1968, a team of economists at the 
Brookings Institution estimated the proportion of 
foreign exchange earnings accruing to major groups 
of developing nations which might be expected to 
return to the United States and they made some rough 
estimates of the amount by which US foreign assist
ance tied to procurement in the United States merely 
substitutes for purchases which would have been made 
in the United States anyway.6 The "feedback ratios", 
as the first set of estimates are called, were computed 
from an origin-to-destination trade matrix for 1960. 
On the assumptions that the 1960 matrix was repre
sentative for later years and that the sources of imports 
into each region in 1960 were reasonable approxi
mations of the allocation among regions of additional 
foreign exchange earnings, the matrix permitted the 
authors to estimate the share of additional earnings 
which would return directly to the United States to 
purchase US goods and services, the share which 
would return to the United States after having been 

• Walter Salant and Associates, The United States Balance of 
Payments in 1968 Brookings Institution, 1963 

spent in a third country, the share that would return 
after having been spent in a fourth country, and so on 
for successive rounds. The underlying assumption of 
the analysis was that many countries of the world will 
not make additions to their gold and foreign exchange 
reserves for more than a short period of time; they use 
additional foreign exchange for needed imports or 
debt servicing. Most western European countries, on 
the other hand, do accumulate reserves; additions to 
their foreign exchange earnings do not result auto
matically in additional expenditures abroad. On these 
assumptions, all aid disbursements by the United 
States or by any other country, even if they are com
pletely untied, must return eventually either to the 
United States or to Europe, although they may have 
passed through many countries on the way. 

50. Except in the case of technical assistance 
provided overseas, the Brookings Report disregards 
the import content of United States exports of goods 
and services because of its small size. For technical 
assistance abroad, an "import content" of 50 per cent 
was assumed and this contributed to tl1e foreign ex
change earnings of the less developed countries. The 
possibility that foreign aid exports would divert 
resources away from production for commercial 
export was also p.eglected, for unemployed resources 
were plentiful in the United States and in any case 
total exports comprise only a small share of total 
output. 

51. Table 6 summarizes the Brookings estimates 
for 1961. The commercial proximity of Latin America 
to the United States is clearly evident in the feedback 
ratio of 55 per cent, while the fact that Africa does 
most of its trade with western Europe is reflected in 
the low feedback ratio of 15 per cent. Using these 
feedback ratios permits an estimate of the effects of 
untied foreign aid on the United States balance of 
payments and the coefficients representing the per
centage of untied assistance which would not return 
to the United States are shown in the fourth column 
of table 6. 

52. If foreign assistance is completely tied to 
procurement in the donor country, aid recipient 
countries will be tempted to direct their aid receipts 
to purchases in the donor country which would have 
been made anyway. If they are successful, foreign 
exchange is thus released for general use anywhere. 
It is extremely difficult to estimate just how much of 
this substitution actually takes place but the greater 
the amount of trade which a country does with the 
United States, the greater are the possibilities for 
substituting aid-financed imports for imports which 
would have been purchased anyway. Thus, the 
substitution coefficients reflect the same ranking as 
the feedback ratios and rough guesses about their 
magnitude were made. Using the two coefficients 
together permits an estimate of the balance-of-pay
ments impact, taking into account these secondary 
effects, of foreign aid which is tied to procurement in 
the United States. These are shown in the fifth column 
of table 6. Since the feedback ratios and the substitu
tion effects work in opposite directions, there is very 
little difference among regions in the balance-of
payments effects of tied United States aid. 
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TABLE 6 

Coefficients for the secondary effects of aid on the balance of payments of the United States, 1961 

Balance of payments impact of the 

Substitution ratio 
Agency for International Development 

Assistance 

"Feedbacku Commodities Letters Letters 
ratio of credit Untied Tied of credit 

a b c (1-a) b(l-a) c(l-a) 

(per cent) 
Latin America . . . . . . 55 40 90 45 18 40 
Far East ........ . 47 35 85 53 19 45 
Middle East and South Asia 31 25 75 69 17 52 
Africa ......... . 15 20 70 85 17 60 

Source: United States Department of Commerce, The United States Balance of Payments In 1968 (Washington D.C.), pp. 171-172. 

53. According to these estimates, nearly all untied 
US assistance to Africa worsens the United States 
balance of payments, while less than half of the 
assistance to Latin America affects the balance of 
payments. Tying aid to procurement in the United 
States reduces its impact on the balance of payments 
significantly for all regions, although the balance-of
payments gains from tying are much less for Latin 
America and the Far East than for the other two 
regions. 

54. The incentive to substitute aid-financed pro
curement for purchases which would have been made 
anyway is greater, the greater the share of tied aid to 
total receipts. As the aid-tying programme of the 
United States comes increasingly into effect, therefore, 
the coefficients in the second column (and hence those 
in the fifth column) are likely to rise somewhat. 
Irrevocable letters of credit are designed to assure 
use of cash grants in the United States, but since they 
can be used for almost any purchases in the United 
States the possibilities for substitution will be very 
great; indeed, there is no reason why an aid-recipient 
should not finance all of its normal purchases in the 
United States with the letters of credit so long as they 
are available. This fact is reflected in the very high 
substitution ratios for letters of credit used in the 
Brookings Report (third column of table 6); there is 
correspondingly very little difference between the 
balance-of-payments impact of irrevocable letters of 
credit and that of completely untied cash grants 
(compare the fourth and sixth columns). 

55. The coefficients in table 6 can be applied to 
total United States expenditures for foreign assistance. 
The fourth column is relevant for expenditures which 
resulted in a direct dollar outflow, while the fifth 
column can be applied to tied aid administered by 
AID. Application of these coefficients to AID ex
penditures in 1961, a year in which most aid expendi
tures were still untied, shows that while 59 per cent 
of AID expenditures were made outside the United 
States, only 47 per cent ($850 million) of these 
expenditures on this analysis found their way into 
western European reserves and hence worsened the 
US payments position. 

56. The Brookings Report assumed that roughly 
30 per cent of US assistance given through P.L. 480 
and the Export-Import Bank substituted for commer-

cial exports from the United States, thus releasing 
foreign exchange in the recipient countries for other 
uses, some of which will be used for procurement in 
the United States, in accordance with the "feedback" 
ratios shown in table 6. On the basis of the assumptions 
and estimates made in the Brookings Report, it 
appears that out of $4,100 million of expenditures 
under the United States assistance programme in 
1961, $2,900 million, or 70 per cent, was ultimately 
spent in the United States. As aid-tying comes in
creasingly into effect, this percentage can be expected 
to rise, though not as rapidly as the relative decline 
in immediate dollar outflow would seem to imply. 

57. A second study on the relationship between 
United States foreign assistance and the United States 
balance of payments, done by AID, employed quite a 
different approach. Changes in US exports of goods 
and services between 1957-1958 and 1961-1962 were 
related to changes in US economic assistance over 
the same period, by country. The results were broadly 
similar to those of the Brookings Report: 70-75 per 
cent of increases in US economic assistance resulted 
in larger US exports of goods and services. Once 
again, much of the foreign aid expenditure was still 
on a world-wide competitive basis during this period, 
although the effects of tying were beginning to be felt 
in 1961-1962. 

58. In the light of these studies it would seem that 
payments accounts while understating the impact in 
some respect, on balance overstates the impact of 
foreign aid on the United States balance of payments. 
On balance, there seems to be no reason to think that 
foreign aid expenditures are more prone to raise the 
deficit than are other expenditures abroad-those for 
imports, tourism, overseas investment and others. 

59. On the other hand, this evidence does suggest 
that aid-tying by the United States may reduce con
siderably the balance-of-payments impact of foreign 
assistance and that reversing the trend toward tying 
would raise the balance of payments deficit. 

3. Aid and the balance of payments of other 
donor countries 

60. The circumstances of other aid donors are 
substantially different from those of the United States 
and in three respects they suggest that a given amount 
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of untied foreign assistance will affect their balance 
of payments more than the same amount of untied 
aid affects the US balance of payments, though in at 
least one respect the influence works the other way 
around. First, the "feedback ratios" are generally 
likely to be much smaller for other countries, although 
a strong geographical orientation of aid can raise the 
expected return of aid to the donor country. The 
United States in recent years has exported two to four 
times as much to the less-developed countries as has 
each of the other major donor countries, so it is more 
likely that the aid recipients taken together will spend 
a larger amount of the additional foreign exchange 
receipts in the United States than in any other single 
donor country. But this factor is offset by the fact 
that the concentration of foreign assistance in coun
tries within their own monetary areas by such donors 
as Belgium, France, the Netherlands, Portugal and 
the United Kingdom increases greatly the probability 
that their assistance, even when untied, will be spent 
in the donor country. Areas receiving most of the 
foreign assi&tance extended by the Netherlands, for 
example, derived nearly one-fourth of their imports 
from the donor, while the Netherlands supplies under 
5 per cent of the imports into all less developed areas. 
Other donors sometimes limit the form of their 
assistance, whether or not it is contractually tied, 
in such a way that a substantial proportion of the 
assistance is spent initially in the donor country. 

61. Second, however, the direct import component 
of exports is probably higher for all other DAC donors 
than it is for the United States, so even if aid-financed 
orders are placed in the donor country, there will be 
some adverse effect on the balance of payments. 
Third, most other donor countries have had fully 
employed economies in recent years with few pro
ductive resources to spare. This too will result in an 
adverse effect on the balance of payments even when 
aid finances orders in the donor country. 

62. For substantially similar reasons, the tying of 
foreign assistance to procurement in the donor country 
is likely to be more effective in reducing the impact on 
the balance of payments for the United States than it is 
for most other donors. High import content and full 
employment limit the ability of most donor countries 
to increase net exports of goods and services by the 
amount of the foreign assistance without imposing 
more restrictive domestic monetary or fiscal policies. 
In this case, however, it is the restrictive policies, not 
the tying of foreign assistance, which limits the balance 
of payments impact of the assistance. 

63. It might seem as though aid-tying by the 
United States would be less effective than for other 
donors because of substantially greater possibilities 
for substitution of tied aid for purchases which would 
have been made in the United States anyway, sub
stitution possibilities which result from the large 
share of US products in total imports of the less
developed countries. This would indeed be likely for a 
given amount of aid. But as shown above, possibilities 
for substitution depend on the relationship of total 
aid to total imports; they are greater, the smaller is aid 
relative to imports of the less developed countries 
from the aid donor. On the whole, this ratio is larger 

for the United States and for France than it is for other 
donor countries. 

64. Thus, the effect of a given amount of foreign 
assistance on the balance of payments may be less 
for the United States than for other donors; but the 
balance-of-payments impact of the total aid pro
gramme is probably far greater for the United States 
simply because of its much larger size. Moreover, wide 
variations among donors in the relationships of the 
foreign trade sector to gross national product means 
that an aid target of 1 per cent of gross national prod
uct such as has been suggested by the United Nations 
General Assembly would bear greatly differing 
relationships to export earnings of the donor countries 
if it were applied uniformly. Official foreign assistance 
by the United States in 1961 amounted to 12 per cent 
of that country's total receipts for goods and services, 
while the corresponding relationships were 13 per cent 
for France, 4 per cent for the Federal Republic .of 
Germany, 3 per cent for the United Kingdom and 1 
per cent for the Netherlands. The large absolute size of 
the United States and French aid programmes and 
their large size relative to export earnings suggests a 
greater total impact of the aid programme on the 
balance of payments of those donors, other things 
being equal. 

65. France. French assistance to developing areas, 
which amounted in 1962 to $1,000 million, largely 
takes the form of grants; in 1962, loans comprised only 
lO per cent of total French aid. A part of this assistance 
is administered directly through the metropolitan 
budget; most of the remainder is in the form of grants 
to Governments for specific development projects or 
for general budget support. Grants and loans to 
finance specific imports or to provide technical 
assistance are formally or informally tied to procure
ment in the French franc area, which includes France 
and most of its former overseas territories. Well over 
half of French assistance, however, is in the form of 
general financial support for local costs and budget 
support and this assistance is not formally tied to 
purchases in the franc area. 

66. Over 90 per cent of French assistance is 
extended to areas which have past or present political 
ties with France-largely the former French depend
encies in Africa-and these areas together typically 
acquire more than two-thirds of their imports in 
France. Under these circumstances, the direct effect of 
French foreign aid on its balance of payments is likely 
to be small, for either formal tying or strong commer
cial links assure that most assistance is spent initially 
in France. 

67. On the whole, the French economy has 
experienced high levels of employment and full 
utilization of capacity in recent years. In 1963, the 
French authorities were much concerned about signs 
of excess internal demand. Additional export orders 
resulting from foreign assistance adds to the pressure 
of demand on productive capacity and may attract 
additional imports from third countries into France, 
thus having much the same effect on the balance of 
payments as if the aid recipients had spent the assist
ance in third countries directly. Under these circum
stances the impact of foreign assistance on the donor's 
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balance of payments depends on its over-all monetary 
and fiscal management and cannot be separated from 
other determinants of total demand. 

68. Federal Republic of Germany. In contrast to 
France, more than half of the Federal Republic 
of Germany's official foreign assistance, amounting to 
$427 million in 1962, was in the form ofloans, and the 
share of loans was a larger proportion of a smaller 
aid total before 1961. Repayment on these loans will, 
in future years, tend to improve the Federal Republic 
of Germany's balance of payments position, but during 
the period in which the loans are made they tend to 
worsen its payments position. A substantial part of 
official German foreign assistance has been tied to 
procurement in the Federal Republic of Germany: 
indemnification payments to Israel in kind, consolida
tion credits to liquidate private exporter credits and 
other loans are sometimes restricted to procurement 
within the Federal Republic of Germany. , 

69. The geographical distribution of German 
assistance does not convey any special export ad
vantage to German producers; the aid recipients 
typically acquire a relatively small part of their im
ports from the Federal Republic of Germany. An 
exceptionally large part of German assistance is linked 
to specific development projects, where the possibilities 
for capturing export orders, while negotiating the 
conditions of the assistance, are much greater than in 
the case of non-project development assistance or 
general budget support. Much German assistance is 
probably spent directly in the Federal Republic of 
Germany. 

70. The Federal Republic of Germany, like France, 
has experienced low levels of unemployment in recent 
years; productive capacity has generally been fully 
utilized and the supply oflabour has been so tight that 
unemployment has been lower than job vacancies 
since 1959 and over 3 per cent of the labour force is 
made up of temporary workers from other countries. 
Additional export demand from recipients of German 
grants and credits may thus be rapidly translated into 
additional imports into the Federal Republic of 
Germany. Once again, it is impossible to separate the 
effects on the balance of payments of foreign assistance 
from that of other factors governing the level of total 
demand. 

71. United Kingdom. The greatest part of official 
foreign assistance from the United Kingdom, amount
ing to $417 million in 1962, went to British depend
encies and to independent members of the British 
Commonwealth. Grants have comprised somewhat 
over half of the assistance for a number of years. 

72. Only loans to countries under Section 3 of the 
Export Guarantees Act, accounting for about one
fourth of total foreign assistance, have been formally 
tied to the purchase of goods in the United Kingdom. 
The concentration of assistance for members of the 
British Commonwealth suggests that a substantial part 
of United Kingdom assistance is spent in the United 
Kingdom initially; but over three-fourths of total 
imports of less-developed areas in the Commonwealth 
-and a somewhat lower proportion of imports of 
capital goods-come from countries other than the 
United Kingdom, so much aid not formally tied to 

British exports would probably be spent in other 
countries. 

73. Recently the United Kingdom has taken steps 
to assure that direct expenditure on imports out of 
formally untied assistance shall not result in procure
ment in industrial countries other than the United 
Kingdom unless British industry cannot supply the 
goods and services on "reasonably competitive 
terms".7 This policy would tie most of British aid to 
British goods except where special waivers are given. 
Moreover, the British Government has announced 
that it will give additional foreign assistance where 
such assistance is linked to the purchase of goods 
from British industries with excess capacity. 

74. Other donor countries. The circumstances of 
other'donor countries vary widely. But most of them 
either orient their foreign assistance to regions with 
which they have or have had close commercial and 
political ties-this is notably true of Belgium, the 
Netherlands and Portugal. Or they tie much of their 
aid contractually to purchases in the donor country, 
such as Canada, Japan and, to a lesser extent, Italy. 
Both practices tend to result in direct aid expenditures 
in the donor country, although this is no doubt more 
true of contractual tying than of reliance on close 
commercial relations. 

75. The smaller donor countries generally have a 
high import content of exports. For example, in the 
Netherlands, imports are equal to about half the gross 
national product and to an even higher percentage 
of gross merchandise output. As a result, the balance 
of payments impact of foreign assistance is likely to 
be higher than for the larger donor countries, even 
when there is excess productive capacity in the donor 
country. In most of these countries, total demand for 
goods and services in excess of productive capacity 
spills over very quickly into additional imports so the 
implication of additional foreign aid for domestic 
economic policies is difficult to escape. For similar 
reasons, the balance-of-payments impact of foreign 
assistance cannot be separated from the influence of 
national economic policies on the state of over-all 
demand and supply. 

CONCLUSIONS 

The disadvantages of procurement restrictions 

76. However effective contractual tying of foreign 
assistance may be in limiting the impact of aid on the 
balance of payments of the donor countries, procure
ment restrictions have obvious disadvantages to the 
recipient countries. Indeed, the disadvantages are 
likely to be proportional to the real success of aid
tying in reducing the impact of aid on the donor's 
balance of payments, for such success will generally 
result from channelling expenditures to higher cost 
sources of supply than would have been used in the 
absence of tying. In some cases, however, procurement 
restrictions may open new commercial relationships 
between donor and recipient which are mutually 
beneficial. 

1 United Kingdom Treasury, Aid to Developing Countries (Cmd. 
2147), September 1963. 



372 DEVELOPING COUNTRIES: INVISIBLE TRADE IMPROVEMENT AND FINANCING FOR EXPANSION 

77. By reducing competition for exports to the 
recipient countries, aid-tying generally raises the 
prices which the recipient must pay for its imports and 
it may also lower the quality of many imports from the 
point of view of the recipient. Unless higher import 
costs are compensated by higher levels of assistance 
(in which case aid-tying increases the budgetary costs 
of aid to the donors), aid-tying reduces the real value 
of the assistance extended to the less developed areas. 
An examination of open bids for project loans by the 
International Bank for Reconstruction and Develop
ment, for example, revealed that the lowest bids were 
nearly 20 per cent lower, on the average, than the 
average bid for each contract. IBRD loans are largely 
for the purchase of capital equipment, but if this 
evidence is typical, it suggests that the reduction in 
competition resulting either from formal tying or from 
aid practices which in fact limit the source of procure
ment can be very costly to the recipient countries. The 
degree to which price and quality competition is 
reduced depends, of course, on the number of per
missible suppliers; the cost of aid-tying is likely to be 
larger, the smaller the number of suppliers to which 
the procurement must be directed. Thus the costs of 
tying will be related to the extent of domestic c~m
petition in the export industries of the dono~ c?untnes. 
But the influence between procurement restnctrons and 
competition runs in both directions. While greater 
competition within the donor country reduces the 
costs of tying, aid-tying reduces the competitive 
pressures in the export industries of donors by insul
ating them from foreign competition for an important 
source of foreign orders. Particularly, if a donor is 
running a balance-of-payments deficit, its industries 
need to become more competitive, not less so. By 
providing sheltered markets, aid-tying runs counter 
to this objective. · 

78. These costs are not always limited to the period 
in which procurement takes place; reduced competi
tion among suppliers may result in the purchase of 
equipment with higher operating and maintenance 
costs. For example, spare parts must often be pur
chased from the original supplier. Moreover, if the 
assistance is in the form of loans rather than grants, 
the future burden of interest and amortization pay
ments will be higher per unit of real assistance. 

79. Finally, the availability of foreign assistance 
which is either formally or informally tied to procure
ment in the donor country may distort the develop
ment plans ·of the less-developed countries. They will 
be tempted to slant their aid requirements to the 
availability of foreign assistance, thus resulting in 
neglect of some high priority projects in favour of 
lower priority ones which can be supplied by willing 
donors. Once again, the degree of distortion is likely 
to be greater the smaller the variety of goods which 
individual donors can supply at competitive prices and 
qualities. 

Prospects for removal of procurement 
restrictions 

80. It is widely recognised that, from the viewpoint 
of economic policy with relatively fixed exchange rates 
among major countries, tying foreign assistance to 

procurement within the donor country is appropriate 
only (a) when the donor is running a deficit in its 
international payments, or anticipates a deficit in the 
near future, and (b) when the donor has unutilized 
productive capacity. If the donor is experiencing a 
payments surplus or expects one in the near future, 
extension of untied foreign assistance will generally 
contribute to the restoration of world payments 
equilibrium. If the donor lacks spare capacity and 
unemployment is low, tying aid to domestic procure
ment will simply add to the pressure of total demand 
tending to reduce commercial export sales and increase 
imports. Under these circumstances the tying of aid 
serves only to protect the particular industries which 
can expect the resulting orders, not to protect the 
balance of payments. 

81. A more controversial question arises when 
aid is tied where there is unused capacity in particular 
industries in the donor country, though not in the 
whole economy. If demand for the products of those 
industries is regarded as only temporarily deficient, 
then there is general gain from using that productive 
capacity for foreign assistance in periods of slackening 
demand, thus discouraging the movement of labour 
and capital to other sectors where demand is high. But 
if demand for the products of those sectors is deficient 
because of a more or less permanent shift in demand 
away from those products or because of a shift in 
demand to more competitive foreign suppliers, then 
tying aid to procurement in such sectors merely delays 
the process of structural adjustment, whether it be the 
movement of capital and labour to more profitable 
sectors of production or managerial efforts to restore 
competitiveness relative to foreign suppliers. 

82. In July 1960, the ten members of the Develop
ment Assistance Group of the Organisation for 
European Economic Co-operation (OEEC), pre
decessor to DAC, agreed that donor countries should 
in general move toward untied aid; The United States 
Government recognizes the undesirability of aid-tying 
and has, from time to time, stated its intention to 
negotiate with other donors for the mutual untying 
of foreign assistance as soon as its balance-of-payments 
position permits such a move. The United Kingdom 
Government has also stated its willingness to take part 
in a general untying of aid, and other countries have 
indicated their agreement with the principle of untied 
aid. At the same time the general tendency in recent 
years, particularly but not only in the United States, 
has been toward greater contractual tying of aid. This 
competition in aid-tying is perhaps a natural, though 
undesirable development, for if some donors tie their 
aid effectively while others do not, the donors which 
do not may experience a deterioration in their pay
ments position. Similarly, the balance of payments 
of any one donor country will tend to deteriorate much 
more if it is the only country to increase foreign 
assistance than if many countries simultaneously 
increase aid. 

83. Progress in achieving worldwide procurement 
with as much foreign assistance as possible can prob
ably take place best on a multilateral basis, since a 
general move toward genuine untying would result in 
some balance-of-payments gains and losses for all 
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donor nations which would at least be partially 
offsetting. However, with an international payments 
system in which adjustment to payments imbalances 
among major industrial countries is accomplished only 
with considerable difficulty, there is something to be 
said for a deliberate move by countries in balance-of
payments surplus to untie their aid first, with the 
explicit objective of reducing the payments surpluses 
as well as improving the quality of the aid. 

84. In weighing the disadvantages of restrictions 
on procurement and the general desirability of moving 
toward their elimination, it should be borne in mind 
that legislative approval for increased aid expenditures 
is more likely to be forthcoming if it is believed that 
aid will be spent in the donor country. It is to be hoped 
that in such cases the increase in the total monetary 
value of the aid given more than offsets the additional 
costs of restricting procurement. 
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PREFACE BY THE SECRETARY-GENERAL 

This report was prepared by a Group of Experts 
appointed by me under Economic and Social Council 
resolution 919 (XXXIV) and, in accordance with that 
resolution, is being submitted to the Economic and 
Social Council for consideration at its thirty-sixth 
session. To meet the request of the Council included in 
the same resolution, a preliminary version of the report 
was made available to the second session of the Pre
paratory Committee for the United Nations Con
ference on Trade and Development. 

The authors of the report, who acted in their 
personal capacities, were: 
Mr. G. P. Arkadyev, Ambassador Extraordinary and 

Plenipotentiary of the Union of Soviet Socialist 
Republics 

Mr. Robert E. Asher, The Brookings Institution (For
eign Policy Studies) Washington, D.C., United 
States of America 

Mr. Emeric Dimbu, First Secretary, Permanent Mis
sion of the Romanian People's Republic to the 
United Nations 

Mr. Paul Klat, Professor of Economics, American 
University, Beirut, Lebanon 

Mr. S. Kortweg, Professor of Economics at the State 
University, Groningen, the Netherlands 

Mr. Muhammed S. Luqman, Economic Counsellor, 
Permanent Mission of the Islamic Republic of 
Mauritania to the United Nations 

Mr. Walter MUller, Member of United Nations 
Interim Co-ordinating Committee for International 
Commodity Arrangements, formerly Ambassador 
of Chile to the United States 

Mr. Teodoro Oniga, National Institute of Technology, 
Professor of Operations Research, Rio de Janeiro, 
Brazil 

Mr. S. R. Sen, Joint Secretary, Planning Commission, 
Government of India 

Mr. H. E. Thrane, Minister Plenipotentiary, Ministry 
of Foreign Affairs, Copenhagen, Denmark 

Mr. Keith Unwin, Minister, Economic and Social 
Affairs, United Kingdom Mission to the United 
Nations (first series of meetings) and 

Mr. R. M. Allot, Board of Trade, United Kingdom 
Government (second series of meetings) 
There is an increasing concern in the relevant United 

Nations bodies with the need to deal with problems 
arising in the international trade of the developing 
countries, and a growing recognition that additional 
and intensified efforts are required to find effective 
remedies for the difficulties affecting commodity 
markets. For this reason the report of this Group of 
Experts dealing with institutional arrangements for the 
consideration of commodity and trade problems of 
developing countries is of special significance. 

It will be noted that chapter 5 of the report sets out 
proposals made by different members of the Group for 
new institutional arrangements or for changing the 
direction and emphasis of the work of the existing 
international bodies. These proposals are based on the 
personal views of, and assessment of the adequacy of 
present arrangements made by, the individual experts. 

U THANT 
Secretary-General 

LETTER OF TRANSMITTAL TO 
THE SECRETARY-GENERAL 

We have the honour to submit herewith our report 
on "Commodity and trade problems of developing 
countries: institutional arrangements," which we were 
invited to prepare in pursuance of resolution 919 
(XXXIV) of the Economic and Social Council. 

Under this resolution, our terms of reference were: 
"1. To prepare, prior to the meeting of the Pre

paratory Committee established by resolution 917 
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(XXXIV) of 3 August 1962, a report which would: 
"(a) Set forth the activities of various interna

tional organizations on commodity problems and on 
other trade problems of particular importance to the 
developing countries; 

"(b) Assess these activities in relation to the po
tentially useful work which might be carried on by 
international organizations in the interest of trade 
expansion; 

"(c) Propose any additional activities that may be 
desirable; and 

"(d) Suggest how all these activities might be 
most effectively pursued, taking into account the 
special resources and capabilities of each organiza
tion and the desirability of concentrating effort and 
of avoiding duplication." 
The report was prepared during meetings held at the 

Headquarters of the United Nations from 18 February 
to 8 March 1963 and at the European Office of the 
United Nations from 6 May to 20 May 1963. At the 
request of the Group, Mr. Walter MUller served as 
Chairman and Mr. Emetic Dimbu as Vice-Chairman. 

In chapter 1 of its report the Group has attempted 
to give the economic background of the existing com
modity and trade problems. Chapter 2 describes the 
activities of international organizations in this field. 
Assessments of the activities of these international or
ganizations are given in chapter 3. Some remarks on 
new emphases and activities are contained in chapter 4 
and the general conclusions and recommendations of 
the Group are given in chapter 5. 

The members of the Group were divided both on the 
assessment of the existing situation and on the recom
mendations as to the steps which might be taken to 
enable the international organizations to deal more 
effectively with trade problems. Accordingly, the dif
ferent members of the Group set out their positions on 
the conflicting points advanced during the Group's 
meetings, indicating both the reasons for such recom
mendations as well as arguments against them. As a 
consequence of this and of the short time available for 
the work of the Group, the report includes unavoidable 
repetitions and other deficiencies. Nevertheless, we 
hope the report will be useful to its readers. 

We take this opportunity to express our thanks to 
the specialized agencies and inter-governmental organ
izations which provided the Group with basic informa
tion on their activities in the trade and commodity 
field. 

We should like also to express our appreciation for 
the valuable assistance rendered by the Secretariat of 
the United Nations. 

(Signed) R. M. ALLOTT 
G. P. ARKADYEV 
Robert E. AsHER 

Emetic DIMBU 
Paul KLAT 

s. KORTWEG 
Muhammed S. LuQMAN 

Walter MULLER 
Teodoro ONIGA 

S. R. SEN 
H. E. THRANE 

Chapter I 

EXISTING COMMODITY AND 
TRADE PROBLEMS 1 

TRADE AND DEVELOPMENT 

I. The 1960s have been designated as the "United 
Nations Development Decade", the aim of which is to 
attain in each under-developed country a substantial 
increase in the rate of growth, with each country setting 
its own target, taking as the objective a minimum an
nual rate of growth of aggregate national income of 
five per cent at the end of the Decade. For the less 
developed countries of the world, such a target pre
sents a formidable challenge; it represents a rate of 
growth substantially greater than most of these coun
tries were able to achieve in the 1950s. How far the 
objective can be achieved depends on the willingness of 
both the developing and advanced countries to make 
the efforts and sacrifice required. The challenge to be 
faced in the field of international trade is of the 
greatest importance: a study by the secretariat of the 
Economic Commission for Europe (ECE) entitled 
"Europe and the trade needs of the less developed 
countries", in the Economic Survey of Europe in 1960,2 

suggested that to support the over-all rate of growth 
called for during the Development Decade, the 
proceeds from exports of non-traditional commodities 
would have to meet about one-third of the total 
import bill. This represents a trade gap which would 
require a formidable effort toward trade expansion on 
the part of all trade partners to fill. On the basis 
indicated in the ECE study, an eight to tenfold in
crease in exports of manufactures by the developing 
countries would be involved. To achieve the pro
jected rate of growth by the end of the 1960s will 
require a tremendous effort by every developing coun
try. Simultaneous action is necessary in several sectors 
of the economy. 

2. The terms of reference of the Group of Experts 
direct its attention to the foreign trade sector. Apart 
from this instruction there are good reasons to give 
such attention to this sector, for it will play a crucial 
role in the development process in most of the develop
ing countries. Its role will be crucial part!Y because of 
its very size: if the economy as a whole ts to grow at 
five per cent a year, one of its major sectors cannot lag. 
More than that, the trade sector is the one on which 
the dynamic force of the entire economy will depend 
to a high degree. In the past, the trade sector has often 
been the point at which innovation and technological 
progress have been brought to bear on the economy as 
a whole; its advance has often had to carry forward the 
dead weight of a lagging, traditional subsistence sector. 

3. Even where this is not so and the degree of 
development is more uniformly spread over the econ
omy, the foreign trade sector has a critical role to play. 
For the pace at which a country can raise its rate .of 
econ01nic growth depends to a very large extent on 1ts 
ability to increase its rate of investment. Investments 

1 For the statistical tables relating to the subject matter of chapter 
l, see the annex to this report. 

2 United Nations publication, Sales No.: 6l.II.E.J. 
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can be financed either out of domestic savings or out of 
external capital, part of which may be provided in the 
form of economic aid. As to domestic savings, an addi
tional requirement has to be met. To finance purchases 
from abroad, domestic savings should become avail
able in the form of foreign exchange. Therefore the 
rate of investment depends not only upon the degree to 
which savings can be raised, but also upon the degree 
to which savings can be transformed into foreign ex
change. The rate and pattern of investment also de
pend on the availability of supplies of the appropriate 
capital goods. Whereas the industrialized country can 
draw its capital goods requirements very largely from 
domestic resources, the less developed country-lack
ing an adequate industrial base-is able to obtain only 
a small proportion of the capital goods it needs from 
within its own economy. The bulk has to be purchased 
from abroad. In this connexion the experts of the so
cialist countries pointed out that, in the case of the 
acquisition from their countries of capital equipment 
by the developing countries, repayment is in large 
measure effected not in hard currency but in terms of 
national production. 

4. In the less developed countries the process of 
accelerating economic growth involves the capacity to 
finance the importation of the capital goods necessary 
to give content to investment decisions. That capacity 
may in small part be derived from external capital: in 
the 1950s rather less than an eighth of the total foreign 
exchange receipts of the less developed countries came 
from public grants and loans from all sources and 
much of this has now to be serviced and repaid. For 
seven-eighths of their foreign exchange receipts, these 
countries have depended on the sale of their exports on 
world markets. 

5. Apart from visible and invisible exports which 
produce foreign exchange, the capacity to finance the 
importation of capital goods may be derived from ex
ternal capital. The degree to which external capital 
becomes available depends on factors which may be 
evaluated differently. Public external capital is pro
vided by developed countries for the developing coun
tries and therefore is dependent upon governmental 
decisions in the developed countries, though foreign 
aid is increasingly recognized as an integral part of 
international economic relations and the world 
community is no longer prepared to tolerate affluence 
for the few while the many remain deprived of basic 
necessities. 

6. The further flow of private investment to the 
developing countries will depend to some extent on the 
opportunities provided for such investment, on terms 
advantageous both to the private investor and to the 
recipient country. To the developing country, private 
investment is advantageous if it induces economic 
growth in the desired direction, that is more particu
larly in the field of industrial production. For the 
private investor, every operation will require the sub
sequent transfer of capital earnings, so that investment 
of foreign capital is only advantageous if at least part 
of the investment makes for greater export capacity. 
In this connexion, special mention may be made of 
"joint ventures", in which not only foreign and 
domestic capital, but also foreign and domestic labour 

of all types work together. The expansion of exports of 
industrial products on the world market, however, is 
only possible if the structure of international trade 
allows for such exports. This shows how important 
it is to conduct international trade in accordance with 
rules that facilitate structural change. 

7. For a while, development can be sustained by 
judicious controls over the composition of imports: 
investment rates can be raised by increasing the capital 
goods content of imports, even when their total volume 
cannot readily be expanded. But this policy has severe 
limitations inherent in the direction of investment 
towards import-substituting industries. First, the proc
ess of economic development itself generates import 
demand-as witness the expansion of trade among 
industrial countries~and the constant curbing of this 
demand will result not only in an uneconomic distor~ 
tion of the investment pattern but ultimately in the 
slowing down of the rate of growth. Second, the proc
ess of import-substitution . is of a self-terminating 
nature: after pursuing it for a number of years a 
country is likely to find itself with a range of industries 
making consumer goods previously imported and an 
import structure no longer capable of being modified 
without adversely affecting domestic production or the 
rate of capital formation. Such distortion will be all 
the greater and its effects all the more injurious to the 
smaller country's economy and its degree of diversi
fication. In larger countries, for example, the effects 
may be delayed by spreading the burden among regions 
where economies are complementary, but this may not 
be possible in the case of a small country, whose 
economy is much more closely linked to the fluctua
tions of international trade. In all cases, however, 
expansion will be adversely affected. Thus, while 
import-replacing industries may often be both a sound 
investment and a means of economizing scarce foreign 
exchange, they offer no permanent escape from the 
need to expand exports in order to finance a larger 
volume of imports. And from the point of view of the 
world at large, development by import restriction has 
grave disadvantages: autarkic policies in one country 
make economic growth that much more difficult in 
others. We are brought back again to the crucial role 
of foreign trade in the development process. 

THE EXPORT PROBLEM: PRIMARY COMMODITIES 

8. If the achievement of a higher rate of growth 
involves, inter alia, an increase in the level of invest
ment, a greater volume of imports, larger foreign 
exchange requirements and hence an expansion in ex
ports, then economic development can be stimulated 
by increasing trade or, conversely, frustrated or re
tarded by a failure of trade to increase. What stands in 
the way of an expansion in the exports of the less 
developed countries? 

9. Part of the answer to that question lies in the na
ture of the products which the less developed countries 
have to sell on the world markets. Overwhelmingly 
they consist of primary commodities~raw foodstuffs 
and industrial materials, agricultural and mineral. 
And almost without exception these commodities 
face a sluggish import demand in the countries that 
constitute their major markets. 
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10. There are many reasons for this sluggishness. 
Some will have to be accepted as the inescapable 
results o:f economic development and technological 
progress. Consumer demand for some commodities 
does not rise as incomes rise; indeed in some cases
most notably cereals as a source of food calories
rising standards of living tend, in high-income coun
tries, to reduce per caput consumption even to the 
point of offsetting the effects of population growth. 
The demand for other commodities has been seriously 
eroded by the evolution of man-made substitutes: 
half the world's rubber requirements, for example 
are now met by synthetic products, and pulp-based 
rayon and acetate, and petroleum-based non-cellulosic 
fibres are rapidly increasing their share of the total 
fibre market, restricting the rate at which cotton and 
wool sales can be expanded. 

11. In almost every field technical advances are 
resulting in economies in use: whether it be electricity 
generated from water and coal, or cans made from 
steelplate and tin, there is a strong secular trend 
towards the improvement of the output-input ratio. 
Leather produced from animal hides is replaced by 
plastic materials produced from natural gas; alumi
nium is substituted for wood; light materials for heavy; 
the products of the chemical industry for the output 
of the farm and the forest. This is the essence of 
material progress; it is part of an old and continuing 
process and no one can doubt that it is to the general 
advantage. In the present context its importance lies 
in its impact on particular producers and in the fact 
that, because the pace of technological change has 
quickened so markedly in recent years, the burden 
of adjustment has been greatly magnified. 

12. Over and above the various technical and 
economic factors which stand in the way of rapid 
expansion in exports of primary commodities from the 
developing countries are the obstacles which have their 
roots in the efforts of some countries to ease the burden 
of adjustment of domestic primary producers who face 
the same forces of technical and economic change. 
While it would be unrealistic to count on the rapid 
dismantling by these countries of the mechanisms that 
have been constructed to shelter such domestic pro
ducers from import competition, to regard such 
policies as immutable would be no less unrealistic. 

13. Indeed, there are many indications that the 
time is opportune for a thorough re-examination of the 
incidence of adjustment in primary commodity mar
kets. This would seem to be one of the main inspira
tions of the forthcoming United Nations Conference 
on Trade and Development. The motivation is not 
only that of the less developed countries, greatly 
concerned about their inability to raise the rate of 
expansion in their export earnings, but also that of the 
industrial countries, likewise interested in trade ex
pansion, and increasingly aware that much of the 
financial aid that they have been transmitting to the 
less developed countries in recent years has done no 
more than offset the effect of declining prices for the 
latter's exports. 

14. The phenomenon of declining prices has sev
eral aspects. In the first place, the decline in the price 

level of primary commodities moving in international 
trade which has persisted during recent years has been 
preceded by a period in which this price level rose 
significantly. At the same time, in the course of recent 
years prices of manufactured goods have shown a 
secular upward trend: "The prices of manufactures 
continued to rise while the prices of primary products 
... declined further in 1961 ... The increase in the 
value of world trade in manufactures was greater than 
that for primary products." 3 

15. It is hardly likely that the trends observed in 
recent years will cease to operate and so cause the 
termination of the deterioration of the terms of trade 
in future years, and there is thus an additional reason 
for furthering the industrialization of the developing 
countries. Yet it must not be assumed that industrial
ization is considered here solely as a means of improv
ing the terms of trade through diversification. Econ
omic history shows that the transition from production 
of primary products to secondary activities is a natural 
process of evolution, the ultimate effect of which is to 
balance sector incomes; the aim therefore is not to 
create a movement towards industrialization for com
mercial ends but to facilitate and speed up a normal 
trend of economic evolution. 

16. It would seem most desirable that the trade of 
the developed importing countries, including, where 
relevant, quotas, import plans, tariffs and internal 
prices, be decided in a manner that takes full account 
of the possibilities of augmenting the import of the 
commodities involved. In some countries this might 
necessitate measures for easing the burden of adjust
ment of domestic producers consequent upon an 
increase in imports from the developing countries. Aid 
to the developing countlies will undoubtedly continue 
to be necessary throughout the 1960s but there is little 
doubt that the need for it will be lessened if every 
opportunity is taken to facilitate the expansion of 
trade. 

17. The problems of commodity trade giving rise 
to the greatest difficulty, and hence to the greatest need 
of being placed in international perspective, are those 
involving commodities which are produced in the 
developed importing countries as well as in the 
developing countries. Modifications of import policy 
in respect of commodities which are not domestically 
produced are likely to be achieved with much less 
difficulty. That such modifications are necessary in 
the interest of expanding the exports of less developed 
countries is exemplified by the existence in many 
countries of customs and fiscal duties and other 
price-raising policies affecting such tropical products 
as the beverage crops. Whatever the domestic justi
fication for such measures, the restraint they exercise 
on consumption and imports is much less defensible 
in the context of the development needs of the 
exporting countries. 

3 The Contracting Parties to the General Agreement on Tariffs 
and Trade, International Trade 1961, Geneva, 1962, p. 5. See also 
statistical tables concerning international trade in primary com
modities published in the report of the Commission on International 
Commodity Trade on its eleventh session (Official Records of the 
Economic and Social Council, Thirty-sixth Session, Supplement No. 6, 
annex A). 
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INSTABIUTY OF COMMODITY TRADE 

18. The high concentration of primary commodi· 
ties in the exports of the developing countries gives rise 
not only to problems of long· term growth but also to 
the problem of short·term instability. The latter arises 
largely because neither demand nor supply tends to 
respond very readily to small changes in price. Year· 
to·year fluctuations in supply-caused by climatic 
variations, for example-may often have an exagger
ated effect on price and total proceeds. And, more 
serious in their impact, fluctuations in demand may 
induce a disproportionate drop in price and export 
earnings. 

19. Both export prices and export earnings still 
vary much more widely in the less developed countries 
than in the industrial countries. This often presents the 
less developed countries with the awkward choice of 
either holding relatively larger reserves of gold and 
foreign exchange-something they can ill afford-or 
having to respond to a decline in export earnings by 
cutting back imports, with all the disruptive conse
quences for development programming that this may 
entail. 

20. Recently, various forms of international action 
have been considered for mitigating somewhat the 
effects of such fluctuations. They include, inter alia, 
long-term trade agreements, a more flexible use of the 
International Monetary Fund (IMF), various schemes 
of reserve pooling and circulating credit, and a com· 
prehensive system of export insurance in terms of 
which an agreed proportion of shortfalls from some 
defined norm or trend would be paid out from a cen· 
tral fund whose revenue was derived from a premium 
due from participating countries. In one version of 
that scheme, the premium would be proportionately 
less for low income countries for which fluctuations 
tend to be most troublesome. 

21. The possibility of organizing a system of com· 
pensatory finance is now under discussion within the 
United Nations (see para. 69 below). We refer to it 
here, not to pass on its merits, but to indicate another 
area in which the trade problems of the less developed 
countries have evoked international action. 

22. At present only four international commodity 
agreements (for wheat, sugar, tin and olive oil) are in 
effect, and a fifth (for coffee) may be ratified by the 
signatory Governments shortly. There will continue to 
be interest in international commodity agreements to 
mitigate price fluctuations and to help stabilize earn· 
ings from exports of particular commodities. Never
theless, it is not likely that the number of commodity 
agreements will increase rapidly. Experience has 
proved that several practical difficulties have to be 
overcome before the interested Governments can 
come to agreement. 

23. To mitigate the difficulties involved in negotiat
ing individual commodity agreements, simultaneous 
negotiation of a series of commodities has from time to 
time been advocated. In the view of the advocates, 
agreement might more readily be reached under this 
system because a country that has an exporter's inter
est in one commodity may have an importer's interest 

in another commodity. However, the technical diffi
culties of this system would be considerable, and no 
attempt to try the multi-commodity approach has yet 
been made. 

EXPORT DIVERSIF1CATION 

24. One of the characteristics of the trade of the 
less developed countries is the extent to which one or 
two commodities dominate the export structure. This 
tends to aggravate short term instability and intensify 
the problem of long term growth. Within the limits 
imposed by resource endowment and comparative 
advantage, diversification of the export structure is 
likely to strengthen the external position of these 
countries. 

25. Diversification by enlarging the range of pri· 
mary commodity exports may help a particular coun
try stabilize its earnings. It is less likely to provide for 
longer term growth of the developing countries as a 
group, at least over the time horizon with which we 
are presently concerned. For, given the imbalance be
tween supply and demand referred to above, the ex
pansion of exports of a type that is novel to any one 
country is likely to be at the expense of the exports 
of the commodity in question by other countries. It is 
only within the framework of a more rapidly expanding 
total demand-such as may emerge as the developing 
countries themselves reach the point of self-sustaining 
growth and per caput incomes begin to rise more sig
nificantly-that the prospects for primary commodity 
exports are likely to brighten. 

26. The type of diversification that is now emerging 
involves the export of processed and manufactured 
goods as well as primary commodities and it is this that 
is beginning to pose new trading problems. For these 
exports are often competitive with the products of 
domestic industries in the importing country, and the 
appeal for protection is no less compelling when it 
comes from industry than when it comes from agri· 
culture or mining. Here, as in the case of the primary 
products, conflicting claims have to be reconciled
and, again, in difficult circumstances, when one claim 
is domestic, immediate and visible and the other 
international, and somewhat remote and intangible. 

27. How the reconciliation can be made at the 
national level will doubtless vary from country to 
country. The tariff reductions already made by certain 
industrialized countries during the past fifteen years 
will make exports of processed goods from the less 
developed countries profitable at an earlier date than 
would otherwise be true. Future reductions may be 
even more important. Just as the obvious import 
substitutions have by now been made by certain 
developing countries, so the obvious and least painful 
tariff reductions have now been carried out in some 
cases by the developed countries. Additional reduc
tions may therefore contribute even more to the 
expansion of international trade-including the grow
ing trade of less developed countries in manufactured 
goods-than those already made. 

28. Whether such reductions can be negotiated 
efficiently by following previously prevailing concepts 
of reciprocity is questionable. However, even if the 
developed countries make concessions that appear 
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unilateral rather than reciprocal in form, they may 
nevertheless obtain reciprocity in substance by virtue 
of the fact that the level of imports of less developed 
countries is determined so largely by their current 
foreign ,exchange earnings. If they can earn more, 
they will reciprocate by buying more. 

29. That part of the problem that concerns the 
Group of Experts in the present context is the means 
of keeping the international aspects of this type of 
trade relationship constantly in the forefront. What
ever inte·rnational machinery exists or is created for 
the resolution of trade problems, one of its functions 
will be to facilitate the change in the structure of 
world trade implicit in this diversification (see chap. V 
below). 

THE EMERGING PROBLEM 

30. Among the conclusions that this brief survey 
of current trade trends seems to point to, perhaps the 
most important is the extent to which the success of 
the United Nations Development Decade depends on 
the expansion of the export earnings of the developing 
countries. As long as these earnings are derived 
almost entirely from primary commodities, expansion 
is likely to be relatively slow-perhaps too slow for the 
attainment of the minimum investment programme 
necessary to raise the rate of economic growth to the 
target five per cent a year. Commodity agreements 
and other types of governmental and inter-govern
mental action will help to some extent to prevent 
further deterioration in the terms at which primary 
products exchange for manufactures. New sales may 
be made in markets that now absorb very little of the 
exports from the developing countries, especially in 
areas where per caput consumption is relatively low. 
In the industrial countries, modifications in agri
cultural and fiscal policy may be hoped for that will 
ease conditions of entry for some products and raise 
consumption rates in others. 

31. But the basic need is for a re-structuring of the 
relevant international trade flows. The former 
relationship between the industrial countries and the 
less developed countries which was a two-stream one
with raw materials and foodstuff moving one way and 
manufactures the other-is becoming more complex, 
and it is important that the process be continued and 
accelerated. Like all transformations, this process 
of changing the composition of trade flows may cause 
certain difficulties, but the adjustments can be eased 
by national and international measures and the 
resultant improvement in the international division 
of labour will be generally advantageous. 

32. The ramifications of such structural changes 
may extmd throughout the economy: retraining of 
labour, r,e-definition of land use, modifications in the 
methods of transporting, financing, distributing 
exports as their nature and destinations alter. That 
such changes are in fact constantly taking place in 
most dynamic economies does not mean that they will 
not encounter resistance or that special measures 
may not be required to assist in transitions. In in
dustrial countries the difficulty of instituting such 
measures will tend to vary inversely with the rate of 
economic growth; in the less developed countries 
international assistance may be called for. 

33. This suggests that various types of inter
national collaboration may be involved in the trans
formation process. At the heart of the United Nations' 
concern, however, is the means for continuously 
keeping the international point of view represented 
in trade discussions and trade negotiations. Nations 
have pledged themselves to the goals of the United 
Nations Development Decade; the expansion of 
trade is an essential instrument in the attainment of 
these goals so that the economic policies pursued by 
individual countries should be guided by the criteria 
of international interest. 

34. The experts of the socialist countries considered 
the formulation of paragraph 33 above in this form as 
unacceptable. Furthermore, they deemed it necessary 
to add the following: 

The development of world trade is of exceptional importance 
for the economic interests of the countries of the world and 
for international economic co-operation. It is generally recog
nized that international trade is an excellent way to improve 
political and economic relations between States, to consolidate 
the trust and friendship between them, and to create the 
necessary conditions for further expansion of economic relations 
and trade. 

The problem with which the world is confronted in this field 
is a global one, international trade being in fact essentially a 
single indivisible whole. 

International trade, by its very nature, should be an important 
binding element in the relations between different countries 
and regions of the world. Primary commodity problems, the 
elimination of discriminatory practices, barriers and obstacles 
in world trade and many other trade problems are interacting 
parts of a whole and can only be solved if international trade is 
made to serve the interests of all the people of the world. 

Trade, in absolute figures, is growing and it is beyond question 
that this growth will continue. However, there are signs and 
facts which indicate that not all is well in international trade, 
for although international trade is growing in absolute figures, 
its rate of growth is slackening. There are a number of important 
factors which are hampering the expansion of international 
trade. 

According to GAIT's yearbook International Trade 1961 
(Geneva, 1962) " ... the rate of growth in 1961 was considerably 
less than in the preceding years (4 per cent compared with 11 
per cent in 1960 and 8 per cent in 1959) ... ".The same survey 
of international trade in 1961 reveals that there was a decline 
in exports of foodstuffs from the non-industrialized to the 
industrialized regions and that, at the same time, the substantial 
increase in trade between the industrialized countries was 
largely due to exports of wheat from a certain developed 
country. Subsidized agriculture and the resultant heavy stocks 
exerted constant pressure on the prices of many primary 
products and nullified the effects of increased demand. 

The trade of primary commodities and new manufactures 
of the developing countries poses new legitimate problems which 
are waiting for an urgent and just solution for the peoples 
of these countries. A large number of the developing countries 
continue to have single crop economies. Primary commodity 
prices are tending increasingly to decline, while at the same 
time the prices of manufactures and of goods imported by the 
developing countries are steadily rising. Unequal trade continues 
to exist between the developing countries and the western 
industrialized countries owing to the constant deterioration in 
the terms of trade of the developing part of the world. Fluctua
tions in primary products prices, the destructive effects of 
restrictive practices and the use of surpluses have created balance 
of payments deficits and difficulties for the developing countries. 
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Unfortunately, other countries too are facing many difficulties 
in international trade. These difficulties include various forms 
and methods of discrimination, the use of discriminatory 
preferential tariffs, quotas and other restrictions, discrimination 
in merchant shipping, the handling of cargoes in ports, the 
carriage of goods, and in matters of transit and of access to the 
sea. Major obstacles to the expansion of world trade are created 
by the imposition of bans for political reasons, for example, 
embargoes on deliveries of industrial equipment, refusal to 
grant normal commercial credits, the imposition at times of 
political and other conditions in connexion with the supply of 
particular goods. 

All these factors hinder the expansion of world trade as 
a whole and the economic development of the less developed 
countries. They act as a brake on the world economy in general 
and the development of the under-developed countries in 
particular. 

The trade of socialist countries has stabilizing effects on 
international trade and offers further new possibilities for its 
expansion: 

(a) In the socialist countries the development of the national 
economy and particularly of industry is moving swiftly forward. 
The socialist countries today account for some thirty-seven per 
cent of the world's industrial output; 

(b) It is estimated that by 1980 these countries will account 
for two-thirds of the world's industrial output; 

(c) Trade between the socialist countries (including the 
USSR) and all other countries desiring to develop trade rela
tions with them, is steadily expanding; 

(d) Trade between the socialist countries (including the 
USSR) and the less developed countries is constantly growing 
and will continue to do so with the implementation of economic 
programmes in the Soviet Union and other socialist countries 
and of development plans in the less developed countries and 
with the increasing desire of the latter to expand their trade 
with the USSR and the other socialist countries. The socialist 
countries will continue to expand their trade on the basis of 
long-term agreements; 

(e) According to available estimates, the volume of external 
trade of the USSR alone during the coming twenty years may 
well (under normal conditions) increase to upwards of four 
times the present figure. This will also include an increase in the 
volume of trade with the less developed countries. For all the 
socialist countries the aggregate volume of foreign trade will be 
substantially greater; 

(f) The socialist countries will increase their deliveries of 
industrial equipment on advantageous terms to the less de
veloped countries in the form of assistance and under regular 
trade arrangements; 

(g) It is also a fact that the assistance and the economic 
and technical co-operation afforded by socialist countries to 
the less developed countries, particularly assistance in building 
national industrial plants and supplying industrial equipment 
on advantageous terms, is forcing some western countries to 
think more seriously about offering loans and other facilities 
to the less developed countries. 

Chapter 2 

ACTIVITIES OF INTERNATIONAL 
ORGANIZATIONS IN RELATION TO TRADE 

35. The Group of Experts was requested inter alia 
"to set forth the activities of various international 
organizations on commodity problems and on other 
trade problems of particular importance to the 
developing countries" (resolution 919 (XXXIV) of the 
Economic and Social Council). The Group's review of 

these activities was facilitated by statements prepared 
by the international organizations concerned, and the 
Group is greatly appreciative of the assistance given 
to it by these organizations. 

36. Section I of this chapter contains a brief 
account of the changing role of international organiza
tions. Section II sets out as briefly as possible the salient 
points of the work of the international organizations 
concerned. It does not attempt to reproduce in detail 
the terms of reference of the different organizations.4 

In a subsequent chapter the Group makes observations 
on the present machinery for dealing with commodity 
and trade problems of the developing countries. 

I. CHANGING ROLE OF INTERNATIONAL 
ORGANIZATIONS 

37. Ever since their establishment, the United 
Nations and its specialized agencies have devoted 
considerable efforts to bringing about an orderly 
expansion in international trade. Indeed, international 
trade has been recognized as one ofthe most important 
forms of international co-operation, which Article 55 
of the United Nations Charter considered essential for 
the "creation of conditions of stability and well-being" 
in the world. 

38. The frame of reference in which the problems 
of international trade have been explored in the 
United Nations family has by no means been static. 
Indeed, it has had its own history of growth and 
adaptation to changing circumstances. The new ideas 
and the new approaches resulting from changing 
circumstances have been clearly reflected in the 
decisions and actions of the United Nations and the 
specialized agencies. In fact, it would be correct to say 
that the very establishment of some of these organi
zations, and of a number of subsidiary bodies within 
them, has resulted from the world-wide acceptance 
of new ideas relating to international trade and other 
economic problems. 

39. Inter-governmental organizations dealing mul
tilaterally with world trade and commodity problems 
did not suddenly spring into existence after the Second 
World War, though their development has been much 
more extensive and comprehensive since the War than 
it was before. The first step towards the post-war 
system came with the summoning in May 1943 of the 
United Nations Conference on Food and Agriculture. 
The Conference agreed on the setting up of an Interim 
Commission charged with drafting a constitution for a 
new Organization and, in October 1945, the Food and 
Agriculture Organization of the United Nations 
(FAO) came into existence. The same pattern was 
followed for the establishment of other new organi
zations. 

40. Another major step in the development of the 
post-war system of international economic organi
zations came with the holding of the United Nations 
Monetary and Financial Conference at Bretton Woods. 
At this Conference, the articles of agreement of the 

4 Reference may also be made to a United Nations document 
issued in June 1956, entitled "International machinery for trade 
co-operation: report by the Secretary-General" (Official Records 
of the Economic and Social Council. Twenty-second Session, Annexes. 
agenda item 2, document E/2897). 
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International Monetary Fund (IMF) and the Inter
national Bank for Reconstruction and Development 
(the Bank) were drawn up; in December 1945, after 
the articles had been submitted to the participating 
Governments, the two new institutions, the Fund and 
the Bank, carne into existence. 

41. The formation of these new organizations pro
ceeded concurrently with the steps to establish the new 
United Nations organization itself. At San Francisco 
in April and June 1945, fifty countries participated in 
the United Nations Conference on International 
Organization and agreed upon the Charter of the 
United Nations which carne into force in October 
l 945. The Charter set out, amongst the purposes of 
the United Nations, the achievement of international 
co-operation in solving problems of an economic 
character and provided for action through the 
General Assembly and the Economic and Social 
Council as the two main organs to concern themselves 
with economic matters. The Charter also provided 
for the establishment of relations between the various 
specialized agencies in the economic field and the 
United Nations and that the Economic and Social 
Council might co-ordinate the work of the agencies 
and take steps to obtain regular reports from them. 
Under the new provisions of the Charter, the Inter
national labour Organization (ILO) entered into an 
agreement with the United Nations in 1946; the 
agreement recognized the responsibility of the ILO 
in the field oflabour and social conditions. In the same 
year, similar agreements were signed giving the F AO, 
the IMF and the Bank the status of specialized agen
cies of the United Nations. 

42. The next important step in the post-war 
evolution of international co-operation in the econ
omic field carne in the form of the decision of the 
United Nations Economic and Social Council in 
February 1946 to convene an international conference 
on trade and employment for the purpose of expanding 
the production, exchange and consumption of goods. 
The council established a preparatory committee which 
prepared, :for the consideration of the Conference, a 
draft convention for an international trade organi
zation. The Conference, which met at Havana from 
November 1947 to March 1948, drew up a charter for 
an international trade organization (the Havana 
Charter) and established the Interim Commission for 
the International Trade Organization whose main task 
was to prepare for the first meeting of the new organi
zation. By 1949, however, as a result of lack of 
acceptances of the Havana Charter, it had become 
clear that establishment of the new organization would 
be indefini1:ely postponed. 

43. Meanwhile, in 1947, whilst the charter was 
being drafted by the preparatory committee, the mem
bers of the committee decided to proceed forthwith 
with tariff negotiations among themselves on a multi
lateral basis and, to provide a framework for these 
negotiations, they drew up the General Agreement on 
Tariffs and Trade (GATT). Although GATT was 
negotiated under the auspices of the United Nations 
and incorporated many of the most important provi
sions of the Havana Charter, it did not have the organ
izational structure proposed in the Charter for a new 

trade organization and it was not officially attached to 
the network of international organizations linked with 
the United Nations as specialized agencies. In practice, 
however, GATT immediately established close work
ing relations with the United Nations and the Exec
utive Secretary of GATT participates in the work 
of the United Nations Administrative Committee on 
Co-ordination along with the heads of other specialized 
agencies. Similarly, close relations were established 
between GATT and the IMF. 

44. The other main line of post-war evolution was 
in the international organizational structure for deal
ing with problems arising in relation to primary 
commodities. In the course of the drafting by the 
preparatory committee of the charter for an inter
national trade organization in 1947, it was recognized 
that international trade in primary commodities could 
give rise to special difficulties which could have 
serious repercussions on the whole world economy. 
At the same time it was recognized that in appropriate 
cases it might be necessary to introduce special 
arrangements for international trade in particular 
commodities in the form of inter-governmental agree
ments. Accordingly, chapter VI of the draft charter 
laid down certain fundamental principles and general 
methods to be adopted for agreements of this kind. In 
March 1947 the United Nations Economic and Social 
Council recommended that Governments should 
adopt this chapter as a general guide to inter-govern
mental consultation and action. Although the chapter 
was not included in the GATT drawn up later in the 
same year, the contracting parties undertook formally 
to observe the general principles and practice of 
chapter VI to the fullest extent of their executive 
authority. 

45. In March 1947, the Economic and Social Coun
cil took another step to facilitate inter-governmental 
consultation on commodity problems by establishing 
the Interim Co-ordinating Committee for International 
Commodity Arrangements (ICCICA). In August 1950 
the Council took action to facilitate the calling of 
inter-governmental commodity conferences and au
thorized the Secretary-General, acting on the advice of 
ICCICA, to convene conferences for the consideration 
of measures to meet special difficulties arising in 
connexion with a particular commodity. In advising 
the Secretary-GeneraL it was provided that ICCICA 
should act on the advice of the appropriate com
modity study group and in keeping with the principles 
of chapter VI of the Havana Charter. Under this 
authority, acting on the recommendation ofiCCICA, 
the Secretary-General has convened various inter
governmental conferences on specific commodities
the United Nations Tin Conference in 1950 which led 
to the International Tin Agreement in 1953, the 
United Nations Sugar Conference in 1953 which con
cluded the International Sugar Agreement-and in 
subsequent years conferences were convened on wheat, 
olive oil, lead and zinc and coffee. In parallel, the 
number of study groups dealing with particular 
commodities increased. 

46. In 1954 the Economic and Social Council es
tablished a new organ in the field of primary commodi
ties, the Commission on International Commodity 
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Trade (CICT). Initially the Commission was char~ed 
with examining measures designed to avoid excess1~e 
fluctuations in the prices and volume of trade m 
primary commodities, _including m~asures ai~ing ~t 
the maintenance of a JUst and equitable relatiOnship 
between the prices of primary commodities and the 
prices of manufactured goods. Later, in 1958, the 
Commission was reconstituted and given new terms 
of reference which required it to study developments 
and trends in international commodity trade, including 
excessive fluctuations in the terms of trade and the 
effect of such developments, especially on the eco
nomic development of the less developed countries. 

47. The United Nations has also set up a network 
of regional economic commissions, comprising the 
Economic Commission for Europe (ECE) and Eco
nomicCommissionfor Asiaand the far East(ECAFE), 
established in 1947, the Economic Commission for 
Latin America (ECLA) set up in February 1948, and 
the Economic Commission for Africa (ECA) set up in 
April 1958. The first three of these commissions were 
created in the wake of the Second World War and 
initially dealt with some of the major economic prob
lems of the war's aftermath. The Economic and Social 
Council, in establishing the commissions, had orig
inally provided for their existence until 1951, when it 
was to determine their future. After a special review 
of their work in that year, the Council decided that 
they should be continued. 

48. In recent years, there has been a remarkable 
intensification of efforts to explore the implications of 
the dynamic links between international trade and eco
nomic development. As already pointed out in the pre
ceding chapter, increases in international trade are of 
vital significance for the economic progress of the 
developing countries. There is every reason to believe 
that appreciation of this link will be further strength
ened by the forthcoming United Nations Conference 
on Trade and Development called for by Economic 
and Social Council resolution 917 (XXXIV) and 
General Assembly resolution 1785 (XVII). 

49. Recent activities in the international organiza
tions have also included attention to the need for 
linking policies for international trade with those for 
international economic assistance. In other words 
"trade and aid" has become the dominating theme in 
international economic discussions. There are in
dications that the current decade will not only see an 
enlarged flow of international economic aid but also 
increased co-ordination of trade and aid policies. 

II. EXISTING MACHINERY 

50. The existing international organizations deal
ing with commodity and trade problems have been set 
out for consideration on a functional basis. The 
machinery is presented under three headings relating 
to type of trade problems, namely, general trade 
policies and problems; international commodity prob
lems; and regional consideration of trade problems. 
As this arrangement results in the activities of some 
organizations-for example the United Nations and 
the Food and Agriculture Organization of the United 
Nations-falling into various groups, the following 
organizational key may be helpful. 

United Nations bodies 

United Nations General Assembly (111 Member States): 
Second Committee (Economic and Financial) (111 member 

States); 
Economic and Social Council (18 member States); 
Commission on International Commodity Trade (CICT) (21 

member States, elected by the Economic and Social Council); 
Sub-Committee on Commodity Problems of the Administrative 

Committee on Co-ordination of the Economic and Social 
Council; 

Regional economic commissions: 
(a) Economic Commission for Europe (ECE) (30 member 

States); 
(b) Economic Commission for Asia and the Far East 

(ECAFE) (24 member States and 4 associate members); 
(c) Economic Commission for Latin America (ECLA) (24 

member States and 3 associate members); 
(d) Economic Commission for Africa (ECA) (32 member 

States and 8 associate members); 
Interim Co-ordinating Committee for International Commodity 

Arrangements (ICCICA) (4 expert members); 
World Food Programme (joint UN/FAO project) (20 member 

States). 

Specialized agencies 
1. Food and Agriculture Organization of the United Nations 

(FAO) (104 member States and 4 associate members): 
FAO Committee on Commodity Problems (CCP) (24 

member States): 
CCP Consultative Sub-Committee on Surplus Disposal 

(32 member States); 
CCP Consultative Sub-Committee on the Economic 

Aspects of Rice (30 member States); 
Cocoa Study Group (15 member States); 
Group on Grains (open to all interested States); 
Group on Coconut and Coconut Products (16 member 

States); 
Group on Citrus Fruit (33 member States); 
Working Groups on the Economic Aspects of Milk and 

Milk Products (5-16 member States); 
Ad Hoc Groups on Jute and Hard Fibres (15 member 

States). 
2. International Monetary Fund (IMF) (83 member States). 
3. International Bank for Reconstruction and Development 

(Bank) (82 member States): 
International Finance Corporation (IFC) (72 member 

States); 
International Development Association (IDA) (71 member 

States). 
4. International Labour Organisation (ILO) (105 member 

States). 

Other inter-governmental organizations 
1. General Agreement on Tariffs and Trade (GATT) (50 

member States and 23 associated under special arrange
ments): 
Committee I (reduction of tariffs) (20 member States); 
Committee II (trade in agricultural products) (25 member 

States); 
Committee III (barriers to trade of under-developed coun

tries) (28 member States); 
Special Group on Trade in Tropical Products (15 member 

States); 
Cotton Textiles Committee (23 member States); 
Special Group on Cereals (11 member States); 
Special Group on Meat (12 member States). 

2. Commodity study groups (other than FAO groups), 6 
reporting to ICCICA: 
International Cotton Advisory Committee (40 member 

States); 
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Wool Study Group (39 member States); 
Rubber Study Group (24 member States); 
Coffee Study Group (34 member States); 
International Lead and Zinc Study Group (25 member 

States); 
Tungsten Committee (28 member States). 

3. Commodity councils, 6 reporting to ICCICA: 
Wheat (44 member States); 
Tin (21 :member States); 
Olive Oil (11 member States); 
Sugar (42 member States); 
Coffee (to be set up on coming into force of the Agreement). 

4. Other bodies: 
European Economic Community (EEC) (6 member States); 
European Free Trade Association (EFT A) (7 member 

States); 
Latin American Free Trade Association (ALALC) (9 

member States); 
Central American Economic Integration Programme (6 

member States); 
Council for Mutual Economic Assistance (CMEA) (8 

member States); 
Organization for Economic Co-operation and Development 

(OECD) (20 member States); 
Organization of American States (OAS) (21 member States). 

A. GENERAL TRADE POLICIES AND PROBLEMS 

United Nations General Assembly 

51. Under the Charter of the United Nations, the 
General Assembly makes recommendations for the 
promotion of international economic co-operation 
with a view to raising standards of living (Articles 13, 
55 and 60).. Through its Second Committee, on which 
all Member States are represented, the Assembly 
regularly considers measures designed to promote 
economic development, especially in less developed 
countries, including the place of international trade as 
an instrument of economic development. Recently the 
United Nations has intensified its efforts to improve 
international trade co-operation and the special in
terest of the Assembly in commodity and trade matters 
may be seen from an examination of its resolutions. 
It will be noted that many of them are directly con
cerned with the development of trade, the terms of 
trade of the less developed countries, international 
measures to assist in offsetting fluctuations in com
modity pric:es, multilateral commodity agreements and 
such questions as inflation and economic development 
which are related to the trade and payments situation 
of the countries concerned. Considerable attention has 
also been given to measures such as technical assist
ance, special fund assistance and capital development 
funds as well as industrialization. The General 
Assembly's consideration of international trade as a 
means of promoting economic development is of 
importance in its initiative in regard to the convening 
of the United Nations Conference on Trade and 
Development and in its designation of the current 
decade as the United Nations Development Decade. 

United Nations Economic and Social Council 

52. The Economic and Social Council, in addition 
to initiating studies on international economic matters, 
makes recommendations to the General Assembly, to 
Member States and to specialized agencies. It deals 

with trade and commodity problems regularly in the 
context of its annual review of the world economic 
situation and trends and on the basis of reports made 
to it by its subsidiary bodies (notably CICT and the 
regional economic commissions) and by specialized 
agencies (see paras. 58 to 83 below). The Council has 
in fact been increasingly concerned with the difficulties 
facing less developed countries in financing their eco
nomic development and has sought to encourage 
the adoption of trade and other economic policies 
which would assist such countries to meet these 
difficulties. 

53. The Council's most recent action in this respect 
was the adoption of resolution 917 (XXXIV) providing 
for the convening of a United Nations Conference on 
Trade and Development and the setting up of a Pre
paratory Committee to prepare an agenda and make 
other arrangements for a successful Conference. 

54. The question of international economic co
operation has received repeated consideration by the 
Council and in 1956 the Council considered in some 
detail, on the basis of a report by the Secretary-Gen
eral (June 1956),5 the question of international ma
chinery for trade co-operation. In subsequent years the 
Council obtained and considered the views of Govern
ments regarding this question and in 1962 adopted 
resolution 919 (XXXIV) which set up this Group of 
Experts to report on the subject. 

55. The subject of international trade has fre
quently played a major part in the Council's economic 
discussions. This was especially so in 1956, 1957 and 
1959 when the world economic surveys before the 
Council provided a comprehensive review of inter
national trade and payments (for example, World 
Economic Survey, 1955 6) or gave attention to the role 
of trade in connexion with investment, savings and the 
pattern of industrialization. 

56. Commercial policy questions have been con
sidered at various sessions of the Council and a two
part report was submitted to it on "Ways and means 
of promoting wider trade co-operation among states": 
the first part (June 1960) dealt with trade relations 
between centrally planned and predominantly market 
economies 7 and the second (June 1961) with trade 
relations between under-developed and industrially 
advanced countries. 8 

57. Under a resolution of the Economic and Social 
Council the Secretary-General has from time to time 
convened commodity conferences to negotiate or re
negotiate individual commodity agreements, such as 
the wheat, olive oil, sugar and tin agreements. He has 
also called exploratory meetings on specific commod
ities for which no international arrangements existed 
at the time, such as for lead and zinc,9 for copper, 
tungsten and cocoa. 

• See footnote 4 above. 
• United Nations publication, Sales No.: 56.II.C.l. 
1 Official Records of the Economic and Social Council, Thirtieth 

Session, Annexes, agenda items 2 and 4, document E/3389 and 
Corr.l/Rev.l. 

8 Ibid., Thirty-second Session, Annexes, agenda item 2 and 5, 
document E/3520 and Add. I. 

• An international lead and zinc study group has since been 
established. 
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International Labour Organisation (fLO) 
58. The organisation, which includes 105 member 

States, is concerned with trade problems because of 
their repercussions on general conditions for economic 
and social progress and more specifically on working 
conditions and levels of employment in primary pro
ducing countries. For this reason some commodity 
studies have been undertaken. However, the Group of 
Experts has not analysed the activities of this organi
sation in any detail. 

Contracting Parties to the General Agreement on 
Tariffs and Trade (GATT) 

59. The main objective of the General Agreement 
is to develop the full use of the resources of the world 
and to expand the production and exchange of 
goods through arrangements directed to the substan
tial reduction of tariffs and other barriers to trade and 
to the elimination of discriminatory treatment in 
international commerce. There are at present fifty 
Contracting Parties to the General Agreement and in 
addition twenty-three other countries, which have 
acceded provisionally, participate in the work of 
GATT under special arrangements, or maintain a 
de facto application of the Agreement pending final 
decisions as to their definitive status within the Agree
ment. Of the seventy-three countries, forty-seven 
would fall into the category of developing countries. 
All these countries account for some eighty per cent 
of world trade. The Contracting Parties, meeting 
collectively, have executive responsibility for the 
administration of the Agreement. The principle of 
most-favoured-nation treatment is laid down in article 
1 of the Agreement. The day-to-day work of the Con
tracting Parties, inter alia, provides facilities for con
sultation to avoid damage to trading interests of other 
countries and for the settlement of disputes. Consulta
tions with the IMF are undertaken in connexion with 
balance of payments and other financial aspects of 
matters with which the Contracting Parties must deal. 
Regional groupings such as EEC, EFTA, ALALC and 
others have been examined closely in the light of the 
principles concerning custom unions and free trade 
areas laid down in the General Agreement. Long-term 
arrangements regarding international trade in cotton 
textiles came into effect in 1962. 

60. Under a programme for the expansion of 
international trade inaugurated in 1958, three com
mittees have been set up to consider: (a) the further 
reduction of tariff levels; (b) reduction in the use of 
non-tariff measures, including measures for the pro
tection of agriculture; and (c) the removal of barriers 
to the trade of less developed countries and the im
provement of the trading opportunities of such coun
tries in export markets. The GATT has, so far, held 
five major tariff conferences and the possibility of 
holding a sixth conference, based to a certain degree 
on new procedures, is being considered by Committee I. 
It has been agreed that a more flexible attitude should 
be taken with regard to the degree of reciprocity ex
pected from less developed countries. The work of 
Committee II, dealing with trade in agricultural 
products, has demonstrated that access of such 
products to international markets has for many years 

been impeded by the wide-spread use of non-tariff 
protective measures by most importing countries. In 
view of this, the Contracting Parties have decided that 
procedures should be worked out, designed to estab
lish the basis for the negotiation of practical measures 
for the creation of acceptable conditions of access to 
world markets for agricultural commodities. As a 
result special groups on cereals and meat have been 
set up. Special trade problems of less developed coun
tries are considered by Committee III. The work of 
the Committee has, so far, concentrated on such 
subjects as: the removal of remaining quantitative 
restrictions and discrimination; the reduction of tariffs, 
revenue duties and internal charges affecting the 
products of less developed countries; the adoption of 
internal measures in industrialized countries with a 
view to increasing exports from less developed coun
tries of processed, semi-manufactured and manu
factured goods; and the need for efforts to improve 
the production and marketing methods of less devel
oped countries. The Committee has set up a special 
group to deal with trade in tropical products. The 
Committee has also undertaken an examination of the 
development plans of two major developing countries. 

61. The Contracting Parties nominate the chair
man ofiCCICA, thus providing a link between GATT 
and the various commodity councils and study groups 
of the United Nations. GATT maintains contacts with 
the commodity groups and the regional economic 
commissions, as well as with the appropriate special
ized agencies, most notably the IMF, the Bank and 
F AO. Its Executive Secretary participates in the work 
of the Administrative Committee on Co-ordination 
(ACC). Its secretariat reports regularly on world trade 
trends and trade development. 

International Monetary Fund (IMF) 

62. The IMF is one of the twin organizations set 
up after the Bretton Woods Conference in 1945 
in order, according to its articles of agreement, to 
facilitate the expansion and balanced growth of inter
national trade, and to contribute thereby to the pro
motion and maintenance of high levels of employment 
and real income. For that purpose, it provides both 
technical and financial assistance to its members, and 
maintains a special relationship with the other Bretton 
Woods twin, the International Bank for Reconstruc
tion and Development. Through consultations with, 
and missions to its members, the IMF reviews their 
existing trade and exchange systems, and seeks the 
adoption of policies leading to the elimination of 
exchange restrictions and discriminatory practices. 
In connexion with the GATT the IMF also formulates 
judgements on the justification of trade restrictions 
maintained for balance-of-payments purposes. 

63. The IMF resources consist of payments made 
by its members according to quotas calculated on the 
basis of a special formula. There are at present eighty
three members; there are also nineteen applicants, all 
of which are developing countries. Financial assistance 
to members is in turn provided mainly to meet tempo
rary balance of payments problems. Under present 
IMF policies, drawings can be made almost auto
matically up to twenty-five per cent of the member's 
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quota (i.e. within the "gold tranche" or as long as the 
IMF's holdings of the drawing country's currency do 
not exceed 100 per cent of the quota); for the second 
twenty-five per cent, the IMF's attitude to requests of 
drawings is quite liberal, provided the member makes 
reasonable efforts to solve its problems. Beyond that 
limit, "substantialjustification" has to be given to the 
IMF before further drawings are allowed. The IMF's 
holdings of a member country's currency are limited to 
200 per cent of the member's quota. Normally loans 
have to be repaid within three to five years, except in 
unforeseen circumstances beyond the country's con
trol. In all, forty-seven member countries have used the 
IMF's resources; of these thirty-four might be consid
ered falling in the category of less developed. The 
question as to whether and to what extent the policies 
and practices of the IMF should be adapted or its 
facilities expanded is annually under consideration in 
the IMF, and over recent months it has given special 
attention to possible revisions in its activities having to 
do with Gompensatory financing or fluctuations in 
export proceeds. In March 1963, the IMF created a 
new facility designed to broaden its balance-of-pay
ments support of member countries-particularly 
those exporting primary products. The new facility, 
which would not normally exceed twenty-five per cent 
of a member's quota, would be available to members 
provided that the IMF is satisfied that the shortfall in 
export earnings is of a short-term character largely 
attributable to circumstances beyond the country's 
control. The IMF will be prepared to authorize 
drawings under the new facility even if this should 
require a waiver of the 200 per cent of the quota limit. 
It will also consider the feasibility of raising quotas for 
certain primary exporting countries, particularly those 
with relatively small quotas, to render the quotas for 
those countries more adequate in the light of the 
fluctuations in export proceeds and other relevant 
criteria. 

International Bank for Reconstruction and Development 
(Bank), International Finance Corporation (IFC), 
International Development Association (IDA) 
64. Among the purposes of the Bank, in conform

ity with its charter, is the promotion of the long-range 
balanced growth of international trade. The Bank 
assists its members (of which there are eighty-two) in 
developing their productive resources through tech
nical assistance and medium and long-term loans. The 
capital of the Bank is paid up by its members, each 
subscribing on the basis of a formula similar to that 
used in determining the IMF quotas. Membership in 
the IMF is a prerequisite for membership in the Bank. 
Voting in the Bank is on the basis of the member's 
subscriptions to the capital. As the Bank's statutes 
make provisions for loans to Governments and loans 
guaranteed by Governments only, the Bank established 
in 1956 an independent affiliate, the International 
Finance Corporation, with authority to lend directly 
to private firms without government guarantee. A 
second independent affiliate, the International De
velopment Association was established in 1960. Its 
aim is to further economic development by providing 
finance on terms bearing less heavily on the balance of 
payments than conventional loans. 

Food and Agriculture Organization of the 
United Nations (F AO) 

65. The membership of the FAO consists of 104 
member States. In addition, there are four associate 
members. Consideration of international commodity 
problems is basic to the functions of the F AO as laid 
down in its constitution and elaborated in successive 
Conference resolutions. The F AO Conference, at its 
1947 session recommended, among other matters, that: 

(a) FAO should play an active part in the study of 
agricultural commodity problems and, where circum
stances demanded, it should take the initiative in pro
moting intergovernmental action in this field; 

(b) In framing and concluding commodity agree
ments, Governments should bear in mind the inter
dependence of agricultural commodities in respect of 
production, consumption, trade and prices. 

66. The F AO Conference and Council review peri
odically various aspects of the world food and agricul
tural situation, at the same time laying down pro
grammes in technical and economic fields. In 1949 the 
FAO accepted chapter VI of the Havana Charter and 
set up a Committee on Commodity Problems which in 
its turn has set up a number of specialized commodity 
"study groups" (see paras. 75-79 below). Their activi
ties are reported regularly through the FAO Council 
to member Governments. The various activities of the 
F AO and subordinate organizations are considered 
further in section B below. The FAO has directed 
special attention to two particular aspects of com
modity problems: (a) the utilization offood surpluses; 
and (b) the international effects of national price 
support policies, and has evolved certain "guiding 
principles" which have been accepted by a large 
number of Governments. The F AO Conference, at its 
1961 session, considered possible ways of accelerating 
progress in dealing with the world's commodity 
problems. The need for a concerted attack on com
modity problems was emphasized at this Conference. 
Statistical information on production, consumption 
and trade in agricultural products is published both 
in monthly and annual publications. 

67. Arising out of United Nations General Assem
bly resolution 1714 (XVI), and supported later by the 
FAO Conference, the World Food Programme has 
been established. It is now a separate organizational 
unit, being a joint UN/FAO body with its own inter
governmental organ consisting of twenty members
ten elected by the Economic and Social Council and 
ten by the Council of FAO. This organ reports to both 
the Economic and Social Council and the Council of 
FAO. 

B. INTERNATIONAL COMMODITY PROBLEMS 

Commission on International Commodity Trade 
(CICT) 

68. The basic task of the Commission, which was 
established by the Economic and Social Council in 
1954 and reconstituted in 1958, is to analyse develop
ments and trends in international commodity trade, 
including excessive fluctuations in the prices and 
volume of commodity trade and movements in the 
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terms of trade, with special reference to the economic 
development of less developed countries, and to 
formulate recommendations as to the need for 
governmental or inter-governmental action to deal 
with emerging problems. Since 1961 the Commission 
has had twenty-one members. 

69. At its annual meetings, the Commission is kept 
regularly informed of the work of other organs in the 
field and reviews the world commodity situation. Its 
programme for the consideration of methods of re
ducing fluctuations in commodity trade includes 
national stabilization measures, which it has studied 
jointly with the FAO Committee on Commodity 
Problems, and international stabilization measures. 
The Commission has a special Working Party which 
meets in advance of each session and reviews the 
current developments in international trade in primary 
commodities. The Commission then includes such a 
review in its annual report to the Economic and Social 
Council. The Commission has given special attention 
to the possibility of developing financial measures to 
compensate for fluctuations in export earnings. It has 
studied a basic report on the subject prepared in 1961 
by a Group of Experts,10 and a subsequent secretariat 
report examining in further detail the possible 
establishment of a development insurance fnnd 
(E/CN.l3/43). A technical working group on the 
subject was set up and the report of the group 
(E/CN.l3/56) was considered at the eleventh session 
of the Commission. At that session the Commission 
welcomed a decision of the IMF to create a new com
pensatory financing facility; in view of difficulties fore
seen it did not take action to commend other schemes 
to Governments. 

70. While taking account of the difficulties in
volved both as regards statistics and the determination 
of assumptions, the Commission has given increasing 
attention to longer-term projections of supply of and 
demand for primary commodities. At the eleventh 
session of the Commission, concern was expressed 
about long-term developments including inadequate 
levels of growth in export proceeds and the deteriora
tion in the terms of trade of primary producing coun
tries. It was decided to give further consideration to 
measures that might be taken to deal with long-term 
problems. 

FAO Committee on Commodity Problems (CCP) 

71. As has been mentioned earlier, the FAO Con
ference has set up a Committee on Commodity 
Problems (CCP) in the agricultural field with the 
function of reviewing international commodity prob
lems affecting production, trade, distribution and 
consumption, preparing surveys of the world com
modity situation and submitting suggestions to the 
FAO Council on policy issues. This Committee, whose 
membership now comprises twenty-four Governments, 
has also provided a forum for consultation on com
modity problems, both general and specific and 
formulating principles of surplus disposal and agri
cultural price stabilization and support policies. CCP 

10 International Compensation for Fluctuations in Commodity 
Trade (United Nations publication, Sales No.: 61.ILD.3). 

has arranged for consultation on problems of in
dividual commodities, through the establishment of 
study groups, ad hoc committees and working groups, 
referred to further below, and keeps itself informed of 
the activities of the individual agricultural commodity 
groups. The functions of the CCP also include long
term projections for agricultural commodities, na
tional and international stabilization measures, study 
of experience of international commodity arrange
ments and consultations, periodical executive review 
of work ofF AO groups and decisions on exploratory 
meetings or studies and on establishment of work pro
grammes and termination of groups. The study groups 
appointed by the CCP are in terms of the criteria laid 
down in the Havana Charter (article 58) in as much 
as they are open to "all countries which consider them
selves substantially interested in the production or 
consumption of, or trade in, the particular commod
ity" and are also concerned with "investigating all 
these aspects". The CCP has established a detailed and 
stringent screening procedure in setting up and 
terminating study groups. 

72. Questions relating to the disposal of surplus 
agricultural commodities have been considered 
throngh a Consultative Sub-Committee on Surplus 
Disposal. This Sub-Committee, which meets in Wash
ington, and has thirty-two members, has provided an 
opportunity for regular inter-governmental consulta
tion regarding pending disposals. 

Co-ordinating bodies 

73. The Interim Co-ordinating Committee for 
International Commodity Arrangements (ICCICA) 
comprises four members, with special experience in 
trade, agricultural commodities, non-agricultural com
modities and the problems ofless developed countries, 
respectively. Under the terms of Economic and Social 
Council resolution 557 F (XVIII), it has the function of 
convening commodity study groups, making recom
mendations on the calling of United Nations con
ferences for negotiating commodity agreements and 
of co-ordinating activities of study groups and coun
cils administering such agreements. The work of the 
Committee is operational in character and the 
Committee is available on a continuous basis to make 
recommendations on requests received. It frequently 
calls for an exploratory meeting prior to convening 
a study group and keeps in touch with the trend of 
discussion on the possibilities of inter-governmental 
action in such groups and councils. The Committee 
reports to the Economic and Social Council regarding 
inter-governmental consultations and action on com
modity problems and presents reviews and observa
tions of its experience in the field including, for 
example, commodity stabilization measures, the role 
of study groups, and the negotiation and operation of 
commodity agreements. 

74. At the secretariat level,co-ordination of activi
ties of the United Nations and the various specialized 
agencies on commodity problems was established in 
1957 through a sub-committee of the Administrative 
Committee on Co-ordination which also reports to the 
Economic and Social Council. The sub-committee has 
arranged for special inter-agency meetings on certain 
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specific questions, notably to develop a co-ordinated 
approach to commodity demand and supply pro
jections. 

Organizations concerned with study of individual 
commodity problems 

75. There are many organizations concerned with 
specialized study of commodity problems and most of 
the primary products important in international trade 
are now subject to inter-governmental consultation 
and action. Such organizations have been established 
on the initiative either of(a) Governments, (b) ICCICA 
or (c) CCP. In the case of(b) and (c), the initiative was 
taken on requests from some Governments. The 
current position is as follows: 

Organization Headquarters 

FAO Group on Grains Rome 
FAO Sub-Committee on Economic 

Aspects of Rice . Rome 
FAO Cocoa Study Group Rome 
FAO Group on Coconut and Coco-

nut Products Rome 
FAP Group on Citrus Fruit Rome 
International Cotton Advisory 

Committee . Washington 
International Wool Study Group London 
Jute and allied fibres . 

Hard fibres (abaca, sisal, henequen) 

International Coffee Study Group Washington 
Rubber Study Group London 
International Lead and Zinc Study 

Group . New York 
Copper New York 
Tungsten . New York 

77. Several international organizations are con
cerned with grains. The F AO Group on Grains in
cludes in its study the problems of different grains and 
their relationship. The F AO Consultative Sub
Committee on the Economic Aspects of Rice (thirty 
countries) provides a forum for discussion on trade 
matters. The FAO Sub-Committee on Surplus Dis
posals deals, among other things, with problems of 
surplus in the field of grains. Within the GATT, a 
special meeting of Governments was held in June 1962 
to consider problems relating to cereals. The Inter
national Wheat Council undertakes special studies on 
problems of wheat and related grains. 

78. In the field of beverages there is the Coffee 
Study Group (consisting of thirty-four countries), and 

Set up at the Initiative of Reporting to • 

CCP CCP 

CCP CCP 
CCP and ICCICA CCP 

CCP CCP 
CCP CCP 

Governments Governments 
United Kingdom Government Governments 
CCP (establishment of study 

group still under consideration) CCP 
CCP (establishment of study 

group still under considera-
ation) CCP 

Governments Governments 
Governments Governments 

ICCICA Governments 
ICCICA Governments 
ICCICA Governments 

• The activities of all these groups are co-ordinated by ICCICA under Economic and Social Council resolution 557 F (XVIII). 

These organizations are all concerned with the devel
opment and publication of uniform statistical series 
and with keeping the commodity situation under 
review, but their special problems differ. In some cases, 
steps have been taken to see whether an effective agree
ment would be desirable and practical. 

76. Some of these are autonomous bodies with 
their own budgets and not formally reporting to other 
organizations, while others are part of the FAO 
machinery. The ICCICA has responsibility for co
ordinating the activities of the individual commodity 
councils and study groups and has recently prepared 
a detailed review of the activities of the formal study 
groups together with factual information about them. 
This describes their activities in some detail and also 
deals with membership, organization and co-ordina
tion. The CCP has similar responsibility for co
ordinating the activities of study groups, ad hoc 
committees and working groups set up by it, which 
have recently been reviewed in some detail in a report 
prepared by the secretariat ofFAO and entitled "FAO 
Machinery for Consultation and Action on Com
modity Problems" (January 1963). 

an International Coffee Council is to be set up to ad
minister the 1962 International Coffee Agreement 
when it comes into force. In the meantime the Board of 
Directors of the old short-term arrangement continues 
to function. The F AO Cocoa Study Group (fifteen 
countries) at its March 1963 meeting requested the 
convening in 1963 of a United Nations conference to 
negotiate an international agreement. An International 
Tea Committee did exist to administer an agreement 
but the agreement is now inoperative. 

79. In addition to the Olive Oil Council (see para. 
86 below), there is an F AO Group on Coconut and 
Coconut Products (comprising sixteen countries). 

80. In the textile field there are the International 
Cotton Advisory Committee (forty countries) and the 
International Wool Study Group (thirty-nine coun
tries). The FAO has received a recommendation for the 
establishment of a study group to deal with jute and 
allied fibres and special consideration is to be given to 
the question of hard fibres. Reference is made below 
to the Cotton Textiles Committee. 

81. Other agricultural groups include the FAO 
Group on Citrus Fruit (thirty-three countries) and the 
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GAIT Special Group on Meat (twelve members). 
GATT has set up a special group to consider trade in 
tropical products. 

82. The International Rubber Study Group 
(twenty-four countries) is concerned with the market 
for rubber, including both the natural and synthetic 
product and, at one stage, gave consideration to the 
possibility of negotiating a commodity agreement. 

83. In the non-agricultural field, most attention 
has been given to the metals. For a number of years the 
International Tin Council (twenty-one countries) has 
been an important instrument in stabilizing the market 
(see para. 88 below). More recently the International 
Lead and Zinc Study Group (twenty-five countries) 
has provided a forum for consultation in the field, and 
its special working group has given consideration to 
the possibility of developing action should this become 
desirable. Consideration has been given to the need 
for inter-governmental consultation on copper. A 
recent meeting of the countries with a substantive 
interest in trade in tungsten led to arrangements for a 
meeting of a Tungsten Committee, comprising twenty
four countries. 

Executive bodies for administration of commodity 
agreements 

84. On the advice of the ICCICA, the Secretary
General convenes United Nations conferences for the 
development of international commodity agreements. 
These agreements are designed to meet the special 
difficulties which beset trade in primary commodities
persistent disequilibrium between production and con
sumption, the accumulation of burdensome stocks and 
pronounced fluctuations in prices. They provide for 
stabilization action as well as studies of longer term 
prospects, notably for increasing consumption. At 
such conferences, agreements may be developed to 
meet the trading conditions of the commodity con
cerned and the terms of the agreement may be 
negotiated. 

85. Agreements are now in force for olive oil, 
sugar, tin and wheat and the executive functions are 
administered by international commodity councils. A 
fifth such Council is to be established to administer the 
International Coffee Agreement negotiated in July
September 1962. The functions of the councils, apart 
from the administration of the relevant agreements, 
differ somewhat according to the nature of the 
agreement. 

86. The International Olive Oil Council, com
prising eleven countries, has been largely concerned 
with developing uniform standards among the various 
countries and the setting up of publicity campaigns to 
increase the consumption of olive oil. As regards 
stabilization measures, the Council has reviewed at 
least twice a year the olive oil balance sheets submitted 
by various Governments and makes any recommenda
tions that seem desirable. Studies of possible further 
international stabilization measures were made, and 
the 1963 Agreement provides for the Council to make, 
at the beginning of each crop year, a detailed estimate 
of olive oil supplies and requirements, and for the 

participating Governments to inform the Council of 
possible olive oil surpluses or deficits in order that the 
Council could, by 31 May, make final examination 
of the olive oil market situation and recommend, if 
necessary, any appropriate stabilization measures. 

87. Until the end of 1961 the International Sugar 
Council (forty-two countries) was concerned with the 
administration of an agreement designed to help stab
ilize the free market. Under this arrangement, the 
market price was accepted as a guide and basic export 
quotas varied accordingly. Other provisions included 
an undertaking by participating exporting countries to 
regulate production so as to keep stocks within certain 
limits. Since the beginning of 1962, however, regulating 
measures have been in suspense but, in accordance 
with other provisions of the agreement, the Council 
has continued to compile and issue regularly statistics 
of production, trade, consumption and prices of sugar, 
and to make other studies. As the present agreement 
expires at the end of 1963, a conference was to have 
been convened this year to extend the life of the 
agreement. 

88. The international agreement on tin is adminis
tered by the International Tin Council (twenty-one 
countries). To assist in carrying out these responsibili
ties the Council has developed basic statistical services 
and publishes a bulletin each month. It has also kept 
the market prices under review and made adjustments 
in the floor and ceiling prices when required. An im
portant part of the work of the Council is the opera
tion of a buffer stock, sales and purchases being made 
in accordance with the provisions of the agreement and 
with the purpose, inter alia, of avoiding pronounced 
fluctuations in price. On the basis of market conditions, 
the Council considers the need for export control. 
Such control was in effect for part of the time under 
the previous agreement but has not been needed under 
the current agreement, which came into effect in July 
1961. The Council is also engaged in an inquiry into 
the long-term outlook as regards reserves, production 
and consumption. 

89. The three-year International Wheat Agree
ment, 1962, administered by the International Wheat 
Council (forty-four countries), runs until July 1965. 
It is designed, among other things, to assure supplies 
and markets at equitable and stable prices and to 
encourage expanded trade and consumption of wheat. 
Under the Agreement member importing countries 
will undertake to purchase from member exporting 
countries, during each crop year, a specific percentage 
of their total commercial purchases, so long as prices 
remain at or above a minimum but below the maxi
mum of a specified price range. At the maximum, 
member exporting countries undertake to make avail
able specified quantities based on their past trading 
with member importers. The administration of these 
provisions requires a regular reporting procedure. In 
this connexion, the Council is required to take note of 
special (non-commercial) transactions of members. 
The Council also undertakes annually a review of the 
world wheat situation. Such studies are undertaken 
with the assistance of Governments and in co-opera
tion with other inter-governmental bodies, particularly 
the FAO. 
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90. The twenty-three participants in the long-term 
arrangements regarding international trade in cotton 
textiles constitute a Cotton Textiles Committee within 
the framework of the Contracting Parties to the GATT. 
This Committee is responsible for the administration 
of the arrangement and considers all aspects of the 
subject with a view to the progressive removal of 
restrictions on trade in this field. 

C. REGIONAL CONSIDERATION OF TRADE PROBLEMS 

United Nations regional economic commissions 

91. The Economic Commission for Europe (ECE) 
deals with trade largely through its Committee on 
Development of Trade. The Commission, whose mem
bership consists of thirty Governments, regularly dis
cusses various aspects of Europe's trade problems, and 
has recently given special attention to such questions 
as interregional co-operation, assistance to and co
operation with less developed countries, and the needs 
of developing countries for export markets and 
Europe's potentialities in this field. The Commission 
has also contributed to the studies undertaken by the 
Economic Commission for Africa on the impact of 
western European integration on African trade and 
development (E/CN.l4/72, and Corr. I and 2 and 
Add. I, 1960), and on African trade with centrally 
planned economies (E/CN.l4/STC/5, 1962). 

92. The Committee on Development and Trade re
views regularly current developments in, as well as 
possibilities of further expansion of, intra-European 
and particularly East-West trade. Much attention is 
being given to the question of consequences for intra
European trade of efforts to achieve a greater degree 
of European economic integration on a sub-regional 
basis. The Committee also reviews the operations of 
the ECE quarterly compensation procedures. 

93. A number of other ECE committees devote a 
considerable part of their work to trade problems of 
specific commodities. The ECE Committee on Agri
cultural Problems deals with trade questions which are 
of interest not only to both the developed and develop
ing countries but also as a possible guide for deter
mining export possibilities for primary products from 
developing countries into Europe. The ECE's Com
mittee on Coal, Steel and Timber regularly review 
trade and analyse market prospects for the main 
products with which they are concerned. 

94. The main organ of the Economic Commission 
for Asia and the Far East (ECAFE) concerned with 
trade problems is the Committee on Trade, which 
meets annually. The Commission, consisting of 
twenty-four countries and four associate members, 
also has a consultative group of experts on regional 
economic co-operation (set up in 1961) and an ad hoc 
committee on the proposed Asian Trade Fair. During 
the past few years the Committee on Trade has been 
active in considering measures for promoting greater 
intra-regional trade and co-operation, developments 
relating to the European Economic Community, 
long-term trade agreements and bulk contracts, import 
and export control policies, foreign trade aspects and 
implications of development plans. An important 

aspect of the Committee's work is in trade promotion, 
and regional seminars have been arranged on such 
matters as the role of government in export promotion, 
commercial intelligence and customs procedures. 
Intra-regional trade promotion talks are convened 
annually with a view to discovering and exploiting 
new trade opportunities as well as removing obstacles 
to existing trade. 

95. In the field of individual commodities the 
Committee on Trade has carried out special studies on 
trade in minerals and mineral products, coconut and 
coconut products, jute, kenaf and allied fibres, hides 
and skins, and spices. The Committee made provisions 
at the request of pepper exporting and trading coun
tries for consultations on the stabilization of pepper 
prices which took place in 1961. In December 1962, 
the Commission, in co-operation with the F AO, held 
an ad hoc meeting of major jute producing and con
suming countries which recommended the establish
ment of a study group on jute, kenaf and allied fibres, 
under the F AO Committee on Commodity Problems. 

96. The Economic Commission for Latin America 
(ECLA) has a Trade Committee as its main organ 
dealing with international trade, with working groups 
on the regional market, on central banks and on 
customs questions. The Commission, whose member
ship consists of twenty-four countries and three 
associate members, paid particular attention to the 
effect on Latin America's capacity to import, of the 
deterioration in the terms of trade, the instability of 
revenue derived from exports, and in general to all the 
problems arising out of the difficulties encountered in 
relation to the steady sale at adequate prices of the 
basic or primary export commodities of the Latin 
American countries. The Trade Committee was re
sponsible for the preparatory work leading to the 
establishment of the Latin American Free Trade 
Association (ALALC) and the Central American 
Integration Programme. In connexion with the 
Montevideo Treaty providing for a free-trade area in 
Latin America, the Committee is examining the prob
lems raised by the elimination of fiscal import charges 
in countries acceding to the Treaty. It is concerned with 
ways of increasing trade between Latin America and 
the rest of the world, paying particular attention to the 
European Economic Community and its relationship 
to the Latin American economy and foreign trade, and 
with unification and co-ordination of customs pro
cedures and foreign trade systems. 

97. The activities of the Economic Commission for 
Africa (ECA) (thirty-two countries and eight associ
ate members) in this field are carried out through the 
Standing Committee on Trade, which considers gen
eral trade problems as well as problems connected with 
specific commodities. The Committee has given partic
ular attention to the effects of European economic 
groupings on African economies. A study was also 
prepared, in co-operation with ECE, on African trade 
with centrally planned economies. Much attention is 
being given to intra-African trade and in this field 
two papers have been prepared, one on trade in West 
Africa and another on trade in East Africa. ECE has 
also co-operated in the establishment of an inter
African bank for economic development. 
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Special regional economic groupings 

98. In recent years a number of specific regional 
economic arrangements have been set up, largely for 
the purpose of promoting the liberalization of trade 
among members. Important as these organizations are, 
both for the members themselves and for the countries 
outside the organizations, the Group of Experts felt 
that, in view of their very special character, they did 
not fall directly within the terms of reference of the 
Group, and therefore only a brief reference is made to 
them here. 

99. The European Economic Community (EEC) 
provides for the gradual establishment among the six 
members of an economic union, with no tariffs or other 
trade restrictions as among themselves, and a common 
external tariff and a common trade policy towards 
countries outside the community. A convention of 
association has been arranged with a number of 
African States and Madagascar. 

100. Seven other European countries have set up a 
free trade area-the European Free Trade Association 
(EFTA). It provides for the dismantling of tariffs 
and other trade barriers as among themselves. Each 
member, however, maintains its own external tariffs 
and is free to follow its own trade policy towards 
countries outside the Association. 

101. The Latin American Free Trade Association 
(ALALC), between nine countries, has provided for 
concessions consisting of reductions in duty below the 
rates applicable to imports from non-member coun
tries. As a result of tariff negotiations among seven 
countries, schedules of concessions became effective in 
1962. 

102. As a result of various steps towards economic 
integration in Central America, multilateral treaties 
have been made among various countries with the 
purpose of establishing a free trade area in Central 
America. 

103. The Organisation for Economic Co-operation 
and Development (OECD), with its twenty members, 
aims to contribute to the expansion of world trade on 
a multilateral non-discriminatory basis and is con
cerned, inter alia, with increasing the flow of technical 
and financial assistance to less developed countries. 

104. The Council for Mutual Economic Assistance 
(CMEA) (8 countries) facilitates the co-ordination of 
its members' national economic planning. A bank of 
member countries is being set up which will possibly 
assist trade operations of these countries as well as 
their accounts with the developing countries. 

105. The Organization of American States (OAS) 
(twenty-one members), working largely through the 
Inter-American Economic and Social Council, has been 
concerned both with the problems of individual com
modities produced in the region and with more general 
problems. Lately, in particular, attention has been 
given to the development of a fund for compensatory 
financing and this has been considered by the Com
mission on International Commodity Trade (see paras. 
68-70 above). 

106. Recently an organization composed of 
thirteen African States (Afro-Malagasy Organization 

for Economic Co-operation) was established to facili
tate trade and economic activity among its members 
as well as with the outside world. It provides for 
gradual removal of all trade barriers, including 
customs and tariffs among its members. The members 
of the organization decided also to establish a bank for 
economic development. 

Chapter 3 

ASSESSMENT OF THE ACTIVITIES OF 
EXISTING ORGANIZATIONS 

107. The second term of reference of the Group of 
Experts requires it to assess the activities of the various 
organizations described in the previous chapter in rela
tion to the potentially useful work which might be 
carried on by them in the interest of trade expansion. 

108. In the course of the Group's discussion of this 
part of the terms of reference, it became clear that there 
were conflicting views within the Group, both on the 
way to analyse this problem and as to the actual assess
ment of the activities of the various organizations. The 
difference in views also covered the role which inter
national organizations can reasonably be expected to 
play in the field of international trade as compared to 
that of Governments. 

109. Some members of the Group considered that 
the number of international organizations dealing with 
trade problems was excessive and that the machinery 
had been created in a haphazard way. They felt that, 
for quicker progress in the expansion of trade of less 
developed countries, there would have to be more order 
in the international set-up, more effective co-ordina
tion among organizations and, above all, an effective 
universal forum to consider general trade policies and 
problems of special interest to the developing coun
tries. Basing their analysis on these broad considera
tions, they arrived at the assessment contained in 
section A of this chapter. 

I 10. Other members of the Group found that the 
mere number of organizations and the manner in 
which they had come into being were irrelevant in 
assessing the activities of the existing organizations. 
They did not a priori see any need for basing their 
evaluation of a given organization on general con
siderations such as those set out in the preceding para
graph. The basis of their examination has been whether 
or not the existing organizations are capable of dealing 
effectively with the trade problems facing the develop
ing countries, and do in fact carry out this task. Their 
assessment is contained in section B of this chapter. 

111. Still other members of the Group considered 
that the existing organizational set-up does not cover, 
and cannot cope with, all aspects, problems and flows 
of international trade. Therefore, they were of the 
opinion that, for the expansion of trade of the develop
ing countries and of world trade in general, more 
effective co-ordination and leadership was needed, in 
accordance with the aims and organizational prin
ciples of the United Nations. Their views are set out in 
section C of this chapter. 
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112. Another way of assessing the activities of 
existing organizations, and of GATT in particular, is 
set out in section D of this chapter. 

Section A 

113. There are at present as many as forty-three 
international organizations and sub-organizations 
dealing with commodity and other trade problems at 
different levels. Not only is their number large but the 
rate of proliferation has been quite high. The number 
which stood at eight in 1945 increased to nineteen in 
1950, thirty-six in 1960 and forty-three in 1963. There 
is an apprehension that, unless suitable countervailing 
measures are taken now, the number may go up much 
further during the next decade. An interesting picture 
of the nature of these organizations, their interrelation
ship and relative expansion or proliferation may be 
obtained from the chart below. To a certain extent, 
this proliferation has been due to historical and prac
tical reasons. During the post-war years, the countries 
ravaged by the War were gradually rehabilitated, 
newly independent countries launched programmes 
for economic development, and technological innova
tion induced a marked shift from primary products to 
synthetics which resulted in substantial changes in the 
structure of international trade. These changes posed 
several complex problems, some of which were no 
doubt new versions of old problems but others were 
new: old organizations had to be expanded and new 
organizations had to be set up to deal with these 
problems. Necessarily, this was done in a rather 
pragmatic manner. 

114. It is conceivable that the number of organiza
tions might have been somewhat smaller if the attempt 
made in 1948 to set up an International Trade Organi
zation (ITO), as contemplated under the Havana 
Charter, had not met with failure. In the first place, the 
vacuum which was left because of the failure to set up 
the ITO tended to be filled in smaller or larger degree 
by a number of organizations, for example, the 
Commission on International Commodity Trade 
(CICT), the Interim Co-ordinating Committee for 
International Commodity Arrangements (ICCICA), 
the Administrative Committee on Co-ordination 
(ACC), the General Agreement on Tariffs and Trade 
(GATT) and the Committee on Commodity Problems 
(CCP). Secondly, the expansion of older organizations 
and the growth of new ones tended to take place in a 
rather haphazard manner because there was no co
ordinating agency or common forum like ITO. New 
organizations were sometimes set up not necessarily 
where the need was more urgent but where the political 
pressure was stronger. Countries which were not satis
fied with the policies and functions of existing organi
zations pressed for new ones. As a result, adequate 
consideration was often not given to the question of 
whether the existing organizations could not be 
entrusted with the job which was proposed to be given 
to a new organization. Organizations set up even for 
temporary functions soon developed vested interests 
with the result that they not only tended to perpetuate 
themselves, but also expanded their activities and 
sometimes even duplicated work being done by others. 
Many an organization often tended to spread upward 

and downward over their field of concern-upward to 
encompass additional aspects of the problem and 
downward to explore more intensively certain allegedly 
separable aspects. Committees tended to beget sub
committees and sub-committees, in their turn, working 
parties. The so-called Parkinson's Law was obviously 
in operation and this led to certain complications 
resulting from haphazard growth. First, there was an 
unbalanced growth. In some field, such as agricultural 
commodities, several organizations (e.g., FAO, CICT, 
GATT, International Wheat Council, ILO) have 
operated simultaneously, often duplicating their 
efforts. In other fields, such as manufactures and 
semi-manufactures, mineral products, machinery and 
equipment, transport, banking and insurance services, 
tourism and other invisibles, there was much less ac
tivity within the United Nations family. Second, with 
the multiplicity of organizations and the absence of an 
effective co-ordinating agency or forum, the forest 
often tended to be neglected for the trees. Some of the 
new or basic trade problems of developing countries, 
as distinct from problems relating to particular com
modities, failed to secure timely, sustained and con
centrated attention. Third, there was no effective 
universal forum where problems, such as structural 
changes in the trade between developed and developing 
countries, trade relations between countries with 
different economic systems, ways and means of im
proving the terms of trade of developing countries, 
could be considered and the necessary follow-up 
action initiated. 

115. This is, however, not to say that there was no 
common forum at all or that there was a complete 
lack of co-ordination. Even in the early post-war years 
useful ways of informal consultations and co-ordina
tion were established between different organizations 
and these were put on a more formal footing as time 
went by. Some of the functions which the Havana 
Charter had assigned to the ITO were taken up by 
agencies such as CICT, ICCICA, ACC, CCP and 
GAIT, and at lower levels some quite useful pro
cedures for informal co-ordination were evolved to 
make up, as far as practicable, for the absence of a 
central co-ordinating agency. The disadvantages which 
arose from the lack of tidiness or co-ordination in the 
arrangements which were gradually evolved over a 
period oftirne were balanced to a certain extent by the 
advantages which carne with flexibility. 

116. The organizations described in chapter 2 of 
this report may now be broadly considered under the 
following four heads: 

(a) General trade policy and co-ordination; 
(b) Forum for consultation and confrontation at 

sectoral levels; 
(c) Administration of agreements; 
(d) Regional problems. 

GENERAL TRADE POLICY AND CO-ORDINATION 

117. The General Assembly (through its Second 
Committee) and the Economic and Social Council 
(through CICT, ICCICA and ACC) are the main 
United Nations bodies; FAO (and its CCP) and IMF, 
and to some extent, the Bank and ILO, are the main 
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specialized agencies; and GATT is the other important 
organization directly interested in general trade poli
cies and problems. Neither the General Assembly nor 
the Council has provided a satisfactory forum for the 
discussion in depth of the problems of trade and 
development. Both the Second Committee and the 
Council have too crowded an agenda to allow a de
tailed examination of these problems. Not many 
countries find it practical to include experts on trade 
and development problems in their delegations to these 
bodies. In addition, the Council suffers from the fact 
that its membership is too small to provide a fully 
representative sample of world opinion. There does 
not seem to be an early prospect of expansion of the 
membership of the Council inasmuch as it would 
require an amendment of the United Nations Charter 
itself. 

118. The specialized agencies like the FAO, IMF, 
the Bank and ILO are no doubt doing useful work in 
their respective fields but their activities are necessarily 
limited by their own constitutions and they are not 
suitable forums in which to consider general trade 
policies and problems. Their own approach is often 
circumscribed by their relatively narrow interests and 
it is often felt that, if these agencies could participate 
in a broader forum, it would give them a much needed 
understanding of the general problems of trade and 
development to which their own specific problems 
must be considered as subservient. 

119. The membership of GATT is much smaller 
than that of the United Nations and some of the less 
developed countries and most of the socialist countries 
have so far taken no part in its work. In some instances, 
the less developed countries have not sought to 
become members of GATT or have decided to opt 
out of GATT because of the feeling that acceptance of 
the General Agreement would involve them in the 
payment of an excessively heavy "entrance fee" or in 
onerous obligations. Although the GATT has, in 
recent years, tried to extend its membership and also 
paid greater attention to the problems of developing 
countries, many of the developing countries have 
tended to consider it unsatisfactory as a common 
forum because it is not concerned with the inter
national trade of all the members of United Nations 
taken together and because it does not pay due atten
tion to the problems of trade among countries at 
different stages of economic development or having 
different economic systems. These countries feel, 
therefore, that it is not a sufficiently universal and 
dynamic instrument for assistance to them. 

120. For the reasons set out above, the GATT, 
IMF and the Bank are not regarded as providing a 
sufficiently broad basis for the consideration of general 
trade policy and they are therefore considered under 
the section of "administration of agreements" (see 
paras. 127-129 below). 

CONSULTATION AND CONFRONTATION 
AT SECTORAL LEVELS 

121. The CICT, established by the Economic and 
Social Council and the CCP, established by FAO, are 
the main organizations for general discussions on 
commodity problems and for co-ordinating the work 

of individual commodity bodies. CICT has made a 
laudable attempt to keep in view the development and 
trends in international commodity trade with special 
reference to the problems of the developing countries. 
It has sponsored a number of useful studies on methods 
of reducing fluctuation in commodity trade, national 
and international stabilization measures, and financial 
measures to compensate for fluctuations in export 
earnings, such as a development insurance fund and 
compensatory finance. It has also paid attention to the 
formulation of long-term projections of demand and 
supply of primary commodities. It has submitted to 
the Council quite useful periodical reports on the inter
national commodity trade situation covering both agri
cultural and non-agricultural commodities. While 
CICT deals with general commodity problems, in 
some fields, such as supply-demand projections, it 
concentrates primarily on non-agricultural commod
ities and obtains the help of FAO in preparing reports 
on agricultural commodities. In so far as its general 
review of commodity developments includes agri
cultural commodities, there is necessarily some over
lapping between its work and that of CCP. But 
through secretariat consultations, this has been re
duced to a minimum. 

122. While CICT is the Council agency that pro
vides a forum for discussion on commodity problems, 
ICCICA is the Council agency for co-ordinating 
the activities of individual commodity bodies. ICCICA 
does not go into the merits of a suggested solution 
to any problem but confines its work to the convening 
of commodity study groups, co-ordinating the activi
ties of these groups, making recommendations on the 
calling of United Nations conferences for negotiating 
agreements and co-ordinating the administration of 
such agreements. In addition to the other responsibil
ities mentioned ICCICA has so far been responsible, 
after consulting Governments, for taking the initiative 
to set up study groups on lead and zinc, and (in co
operation with CCP) on cocoa, and to call exploratory 
inter-governmental meetings on copper and tungsten. 
While ICCICA has performed useful work in this direc
tion, especially after the failure to set up the ITO, its 
terms of reference, and hence its functions, have neces
sarily been rather limited. It does not itself attempt to 
go into the basic questions in the field of general com
modity trade nor to duplicate any other forum. The 
other co-ordinating body of the Council is a sub
committee of the ACC, which is not inter-govern
mental in character and operates only at the secretariat 
level. 

123. CCP and its various commodity groups and 
meetings on rice, cocoa, citrus fruits, coconut and milk 
products, jute and hard fibres have been useful forums 
for consultation and confrontations. One advantage of 
holding these consultations under the auspices of FAO 
is that it enables related aspects of trade and develop
ment, rotation and substitution, agronomy and nutri
tion to be kept in view. These consultations may some
times lead eventually to commodity agreements. But 
even if they do not, they generally enable the parties 
concerned to appreciate one another's problems and 
even induce them to follow a code of conduct which 
has been found to be quite valuable in practice. An 
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important point is that any Member of the United 
Nations interested in a particular commodity, even 
when not a member ofF AO, can attend the meetings 
of the commodity study group concerned, as a full 
member. However, the agenda of the CCP has become 
of late more and more crowded as new problems arise 
constantly. In addition, the CCP is concerned with the 
problems related to agricultural commodities only and 
therefore, it has been argued, it does not have the 
over-all view of world trade which is essential for 
efforts to accelerate economic development. 

124. Similar facilities exist in the case of auto
nomous independent study groups, such as the Inter
national Rubber Study Group and the International 
Cotton Advisory Committee. 

125. The Contracting Parties of GATT have also 
arranged meetings or established special groups com
posed of countries having a substantial interest in the 
trade in cereals, meat and tropical products. These 
groups were formed as part of GATT's Programme 
for the Expansion of Trade to consider some of the diffi
culties which are at present hindering full development 
of world trade in these fields. It has been con
sidered necessary for the GATT to study these prob
lems because, for countries which are agricultural 
producers (whether tropical or temperate), the ad
vantages which they can derive from GATT are direct
ly affected by the continuation of barriers to trade, 
whether in the form of tariffs or other restrictions, or of 
distortions in world-wide trade in these commodities 
arising from the extensive use of subsidies and other 
methods of agricultural support. Although these 
groups often consult other interested international 
agencies such as FAO they tend, by their very con
stitution, to concentrate specifically on the trade 
aspects of the commodities under study and neglect 
problems of production and consumption of those 
commodities and of other commodities which are 
complementary or competitive in character. So far as 
agricultural commodities are concerned, there seems 
to be an advantage in organizing the process of con
sultation and confrontation in a forum where not only 
trade but also agronomic and nutritional aspects as 
well as the competitive and complementary relations 
of different crops can be kept in view. Especially in 
the developing countries, where agriculture is still 
a way of life rather than a highly specialized business, 
these aspects have a very important bearing on the 
course of both trade and development. This is one 
reason why some feel that the process of consultation 
and confrontation on all agricultural commodity 
problems should be held under the auspices of the 
F AO and that, only when these consultations lead to a 
definite agreement, should a separate organization be 
set up to administer it. 

126. As there are no specialized agencies like FAO 
to take up problems of industrial and mining products 
and invisibles, including advice on the shaping of de
velopment plans, co-ordination of plans between 
developing countries, industrial efficiency, etc., there 
appears to be a definite gap in the existing organi
zational structure. The co-ordinating function of 
ICCICA is limited and, therefore, not quite adequate. 
An Advisory Committee of Experts on the Industrial 

Development Activities of the United Nations System 
has met recently to consider questions relating to 
industrialization and has recommended the setting 
up of a United Nations Industrial Development 
Organization (UNIDO) to meet the needs of develop
ing countries.U If such a United Nations agency is 
established, it might possibly deal with industrial 
raw materials as well as with industrialization. If so, 
it could perhaps provide for industrial and mineral 
products some of the services which F AO provides 
for agricultural products. Alternatively, the CICT or 
some other United Nations body could deal with all 
non-agricultural primary commodities. In either case, 
the problem then would be relatively simple, namely 
how to co-ordinate the activities of an organization 
like F AO in the field of agricultural commodities with 
those of a body dealing with non-agricultural com
modities in so far as they relate to the general prob
lems of trade and development. There will, however, 
still remain an important gap in the field of invisibles, 
such as transport, banking and insurance services, 
royalties and tourism, which play an important role in 
international trade and payment problems of develop
ing countries. It is desirable that early steps should be 
taken to fill this important institutional gap also. 

ADMINISTRATION OF AGREEMENTS 

127. With a view to achieving certain specific ob
jectives, for example observance of certain accepted 
trade practices, ensuring orderly marketing and mini
mizing price fluctuations, a number of specific agree
ments have been entered into by some Governments. 
These agreements have resulted from a process of con
sultation and confrontation in which all interested 
Governments could participate without much diffi
culty. After the initial process of consultation and 
confrontation and after an agreement had been signed, 
only those Governments which had accepted the terms 
of the agreements participated in the administration 
of the agreement. These agreements are of two types: 

(a) General, such as GATT and IMF; 
(b) Commodity, such as the wheat, olive oil, tin and 

sugar agreements. 

(a) General agreements 
128. All agreements which impose precise obliga

tions on members in exchange for valuable concessions 
by other members are necessarily more limiting in 
membership than bodies which are established for pur
poses of discussion only. Countries which do not feel 
able to accept the obligations involved in membership 
in bodies formed to administer agreements sometimes 
feel apprehensive that actions taken by these bodies (to 
which they do not belong) may be harmful to their 
interests. The smaller the membership of these bodies, 
the greater is the danger that, in matters which go be

·yond the simple execution of the agreement, the wider 
interests of non-member countries may be overlooked. 
To the extent that the membership grows and a wider 
range of interests becomes represented-and in par
ticular, as the number of members which are develop
ing countries becomes larger, especially in associations 

11 Official Records of the Economic and Social Council, Thirty
sixth Session, Supplement No. 14, annex VIII. 
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such as GATT and IMF-the danger of action being 
taken to the detriment of non-member countries is re
duced and there is less risk for apprehension by coun
tries which remain outside. But this process may, in 
practice, turn out to be rather slow, especially in view 
of some of the out-of-date or limiting clauses in their 
charters, and is, therefore, considered unsatisfactory 
by those countries which still find it difficult to join 
these bodies. These apprehensions can be considerably 
reduced if there is a provision that the activities of 
these organizations would be reported to and dis
cussed, and the terms of the agreement reviewed 
periodically, in a forum for consultation and con
frontation to which non-members also have access. 

129. GATT and IMF seem to fall more appro
priately under this heading because, although they 
have some interest in the general field of trade and 
development, their membership is conditional upon 
agreement on certain basic principles, for example 
non-discrimination and full reciprocity, and also sub
ject to certain terms and procedures for entry which 
a number of countries have found it difficult to accept. 
In spite of their conditional membership, these 
organizations have done useful work in recent years 
in reducing tariffs and mitigating balance-of-payments 
problems, some benefit of which has accrued also to 
countries which are not members. In recent years both 
GATT and IMF have also relaxed, to a certain extent, 
their terms and procedures in favour of developing 
countries and taken measures for meeting some of 
their trade and payments problems. GATT has 
recognized that on the one hand there is need for the 
expansion of exports of developing countries and, on 
the other, necessity for ensuring that financial aid is 
directed towards strengthening and diversifying their 
economies so that they can build up their industrial 
structure to the point at which they can earn, by their 
exports, the funds they need for their growth. IMF 
has recently authorized its member countries to draw 
up to twenty-five per cent of their quotas on certain 
conditions to meet deficits arising out of shortfalls 
in their export receipts which are of short-term char
acter and which are largely attributable to circum
stances beyond their control. Such drawings will 
be authorized even if this should mean that the limit 
of 200 per cent of quota normally imposed on Fund 
holdings of a member's currency would be exceeded. 
IMF has also decided to consider the possibilities of 
raising those quotas for certain primary exporting 
countries. While these measures certainly constitute 
steps in the right direction, there are still a number of 
developing countries which have not been able to join 
these organizations because they feel that the relaxa
tions or concessions do not go far enough. Most of the 
centrally planned countries also have not been able to 
join these organizations. The result is that the mem
bership of those organizations is substantially smaller 
than that of the United Nations and they are regarded 
by many to be inadequate for providing a forum broad 
enough for considering the problems of trade and pay
ment of all States Members of the United Nations. 

(b) Commodity agreements 
130. The councils administering commodity agree

ments have, by their very nature, limited terms of 

reference and restricted membership. While there 
might be a risk that such restricted membership might 
encourage monopoly practices or discrimination 
against non-members, this has been mitigated to a 
considerable extent by the establishment of the prin
ciple by the United Nations that, before a commodity 
agreement is concluded, (a) all member countries which 
are concerned either as importers or exporters must 
be consulted; (b) the voting power between exporiers 
and importers should be equal; and (c) that cartels of 
producers should be prohibited. Commodity agree
ments, no doubt, bring benefits to the member coun
tries but their membership also implies obligations 
which some countries find it difficult to undertake. 
Moreover, these agreements often relate to one specific 
commodity and, while they are concerned with other 
commodities which may be regarded as substitutes or 
complementary, they do not consider such commodi
ties in any detail. A commodity council may not, 
therefore, be regarded as an adequate forum for 
consultation and confrontation on all the interests 
related to the commodity concerned. 

131. Nevertheless, both the general agreements and 
the commodity agreements comprise useful methods 
of dealing with some of the difficult problems in the 
field of international trade. In fact, there may have to 
be more rather than fewer commodity agreements in 
future. It is therefore necessary to ensure that such 
agreements are arrived at after consultation and con
frontation in which all Governments concerned can 
participate, and be subject to review in a forum to 
which all Members of the United Nations have access. 

132. In so far as commodity agreements in partic
ular are concerned, it is important that they should be 
kept under constant review and modified promptly as 
soon as a basic change in the international trade 
situation makes it necessary in the interest of the 
developing countries. For this reason, their duration 
does not exceed five years and review is frequently 
made at the end of three years. It may not be out of 
place to note here that, for the next decade, most 
developing countries will have to rely on increased 
exports of primary commodities. But with the possible 
exception of those exporting petroleum and forest 
products, their terms of trade are deteriorating and 
future prospects also are not encouraging. This under
lines two points. First, commodity agreements cannot 
prove to be very much more than mere palliatives 
or holding operations. Second, developing countries 
will have to find larger markets for their manufactured 
products in developed countries, if they have to pay 
for the imports of machinery needed for economic 
development. This will necessitate positive action for 
bringing about a simultaneous structural change, both 
in the developing and developed countries, which will 
involve much more fundamental policy considerations 
than any forum which is concerned with the problems 
of one or a group of commodities only can deal with. 
Much more will have to be done than mere reciprocal 
reductions of tariffs. Measures will also have to be 
taken to encourage the flow of investment from the 
developed to the developing countries. Here the IMF 
and especially the Bank and its associated organi
zations-like the International Finance Corporation 
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(IFC) and the International Development Association 
(IDA) have no doubt a very important potential role 
to play in bringing about such structural changes as 
would help orient the production and trade patterns 
in the desired direction. But if these organizations are 
to discharge these functions effectively, they will have 
to widen their perspective much beyond what it is at 
the present moment. 

REGIONAL PROBLEMS 

133. It is one of the over-all responsibilities of the 
four regional economic commissions of the United 
Nations, the Economic Commission for Europe (ECE), 
the Economic Commission for Asia and the Far East 
(ECAFE), the Economic Commission for Latin Amer
ica (ECLA) and the Economic Commission for Africa 
(ECA), to deal with the problems of regional trade 
and development. The work of these commissions is 
of the greatest importance and should be encouraged, 
especially because they deal with some problems which 
no other organization is engaged in. It is worth noting 
that, in many regions, interregional trade for quite 
some time to come is going to remain much more 
important than intraregional trade and, therefore, 
problems of intraregional trade will have to be con
sidered against those of interregional trade in a world 
forum. For many years to come, the developing coun
tries will have to import large quantities of machines 
and equipment from developed countries for purposes 
of economic development and, if they have to pay for 
the bulk of them, they should be enabled to export 
not only primary commodities but also manufactures 
to those countries. But in the case of many developing 
countries, it may not be possible to develop an export 
industry based primarily on the domestic market. 
They will require special assistance if they have to set 
up industries which, although not quite competitive 
to start with, can prove to be so eventually, provided 
adequate assistance, both by way of investment and 
opening up of markets, is given to them by the 
developed countries. This is again a problem which 
cannot be adequately dealt with in regional forums 
but will have to be considered in a world forum. 

134. Besides the regional economic commissions, 
whose membership is open to all interested Govern
ments in a region, subregional economic groups have 
been set up in recent years such as the European Eco
nomic Community (EEC), the European Free Trade 
Association (EFT A), the Latin American Free Trade 
Association (ALALC), the Permanent Secretariat of 
the General Treaty on Central American Economic 
Integration (SIECA) and the Council for Mutual Eco
nomic Assistance (CMEA). These groups have re
stricted membership and hence a rather limited interest. 
So long as such a grouping promotes economic de
velopment in the region and therefore trade with other 
regions, the effects are likely to be beneficial. But the 
nature of the grouping is such that the rate of growth 
in the developed region is likely to be made faster than 
that in the developing region (and this may be due to 
a higher level of technology and investment already 
enjoyed by the former, for example, the EEC), then 
certain countervailing measures may have to be taken 
at the international level to adjust both aid and 

trade policies [as being contemplated in the Organi
sation for Economic Co-operation and Development 
(OECD)], so that the disparity becomes progressively 
less and not greater. It may be argued that, even if 
there is an increased disparity for a certain initial 
period, the ultimate over-all effect will be good. But 
the point which should not be forgotten is that there is 
need for maximum possible endeavour by all con
cerned to reduce this period as much as possible. For 
if this disparity lasts for any length of time, it is likely 
to have serious economic and social repercussions 
which may ultimately work to the detriment of inter
national peace. Distinction may be made between 
regional groupings of high income industrialized coun
tries and those of the less developed countries. The 
latter are primarily of a defensive character and will 
not disrupt the trends of trade to any perceptible 
extent. It was stressed that the activities of any regional 
arrangement must not be detrimental or harmful to 
other countries, especially the less developed ones. 
It is desirable that the work of regional groups, re
stricted as their composition is, should be subject to 
review, not only in the regional economic commissions 
concerned but also in a world forum. This will not 
only lead to an increased awareness of the basic 
problem involved on the part of the developed as Well 
as the developing countries but also help allay appre
hensions and thus bring about better international 
understanding. 

SECTION B 

135. Even though the roots of many of the exist
ing organizations can be found in pre-war institutions, 
particularly in the activity of the League of Nations, 
the development of the network of international eco
nomic organizations since the war is essentially a new 
phenomenon. Because international organization on 
its present scale is new, the road for the organizations 
to follow is not laid down or immediately obvious. The 
broad approach which, it seems reasonable, should 
govern international organizations, is based on the 
objectives accepted by the United Nations in General 
Assembly resolution 1710 (XVI) on the United Nations 
Development Decade. The underlying ideas are that 
there are legitimate world trade and economic interests 
which go beyond the interests of individual countries 
and must be protected and advanced by international 
bodies; that there is a common interest on the part 
of all countries in the growth and economic and social 
advancement of the less developed countries and that, 
in this, international trade has a key part to play in 
bringing about the changes in economic structure in 
these countries which are essential if they are to escape 
from secular stagnation and a mere subsistence level 
of existence for the major part of their populations. 

136. A number of specific questions can be asked 
about the existing organizations in the light of this 
approach. Before considering these, however, a pre
liminary question should be answered, namely: what 
reasonably and legitimately can one expect an inter
national organization or complex of organizations to 
achieve-given that the ultimate power of decision on 
specific action rests with the individual Governments? 

(a) Since organizations are composed of sovereign 
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Governments, the fact that useful work within the com
petence of the organizations is not always brought to a 
successful conclusion is not necessarily the fault of the 
organizations. The absence of effective solutions to 
many problems is frequently due, not so much to the 
absence of organizational machinery, as to the inability 
of the Governments themselves to agree on a course of 
action. With the requisite goodwill, the creakiest of 
international machinery will operate fairly satisfac
torily. Without that goodwill, the best machinery will 
fail to produce the desired results; 

(b) International organizations characteristically 
operate by means of persuasion and education. Their 
function as forums for discussion is of supreme im
portance and they should not be judged simply in 
terms of the number of formal agreements they pro-
duce, the number of rules they make or the number of 
decisions they take. They should rather be judged in 
terms of the quality of discussion, the extent to which 
they allow the clarification and reconciliation of 
apparently conflicting points of view and, in particular, 
their success in finding ways of making progress 
through general consent towards the objectives of 
world economic co-operation; 

(c) Since organizations are composed of sovereign 
Governments, no outside power exists which can com
pel any particular organization to confine itself to dis
cussion of certain topics and to avoid others, though 
obviously one can draw the attention of member Gov
ernments to the waste of time involved in duplication 
or overlapping and to lacunae which may exist in the 
consideration of important trade and economic prob
lems; 

(d) The varying membership of different organiza
tions is not an accidental, nor necessarily a repre
hensible, feature. It reflects the varying judgement of 
individual countries of the advantages to them of parti
cipation in any particular body. The size of organiza
tions varies with the extent to which more or fewer 
countries share a common interest in particular trade 
or economic problems. For example, that the member
ship of the International Olive Oil Council should be 
confined to countries with a substantial interest in the 
production or consumption of olive oil is only sen
sible. But this should not mean, of course, that any 
country considering it had a substantial interest in a 
particular commodity or subject and which was ready 
to accept the obligations involved in membership 
should be prevented from becoming a member of any 
particular organization; 

(e) Finally, the view of the character of interna
tional organizations set out in this paragraph implies 
that it is not possible, from the outside, to impose a 
rigid structure on international organizations. One can 
indicate desirable directions for further development 
but one cannot effectively prescribe organizational 
details. 

13 7. After these preliminary comments on the nature 
of, and possibilities open to international organiza
tions, it is now necessary to consider how the organiza
tions measure up to the objectives of world economic 
co-operation referred to earlier. 

138. The assessment will, in accordance with the 

considerations of the preceding paragraph, be under
taken not on the basis of some general abstract criteria, 
but from the point of view of whether or not the 
organizations, given the limitations within which any 
international organization must operate, and, con
sidering the urgent trade needs of the less developed 
countries, can be said, individually and taken as a 
whole, to work satisfactorily. 

139. The questions to be asked are the following: 
Are the existing international organizations in prin
ciple capable of dealing with the problems of the less 
developed countries in the commodity and trade 
fields? Are they in fact dealing with these problems in 
a satisfactory way? 

I 40. In chapter 1 the need for a rapid expansion of 
the export earnings of less developed countries has 
been stressed. Important as this need is, experience, 
particularly in the inter-war period, showed clearly 
that sustained economic growth is only possible on 
the basis of a reasonable stability in the conditions 
under which world trade takes place and that, besides 
measures to promote economic growth, there must 
also be provision for achieving this stability and thus 
consolidating the progress which has been made. 

141. Existing international organizations lay differ
ent degrees of emphasis on these two elements in 
world economic policy, but concern with the problem 
of stability can go hand-in-hand with a full awareness 
of the importance of progress in prosperity and in 
living standards. On the other hand, a primary and 
natural concern with the rate of growth of the world 
economy in the light of the challenge offered by the 
rapidly rising world population and the disparity of 
income levels between advanced and less developed 
countries should not be taken as justification for 
ignoring the vital importance of stability in world trade 
relations and the importance of making secure the 
progress already achieved. 

CONSOLIDATION OF PROGRESS ACHIEVED 

142. For less developed countries, stability in the 
conditions of world trade is of particular importance if 
they are successfully to carry through their develop
ment plans. In the general trade field, some inter
national organizations make a peripheral contribution 
to the pursuit of stability; for example, the ILO plays 
a useful part in protecting the working conditions of 
the employed population throughout the world and 
preventing undesirable competition in trade at the 
expense of the worker. But, since the War, the main 
role in maintaining stability has fallen on GATT and 
on the IMF with which it is closely associated. There 
is no need to make more than a brief reference to the 
appalling disorganization of international trade in the 
inter-war period and the failure of international organi
zations then to cope with the problem. That condi
tions like these have not reappeared must be put very 
largely to the credit of GATT, and to the comple
mentary role of the IMF in providing short-term 
credit to allow member countries to live through 
periods of acute balance-of-payments difficulties with
out being forced to resort to measures disruptive of 
world trade which, as before the War, could set off 
a wave of retaliatory and counter-retaliatory measures. 
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143. A vital part in the post-war stability of inter
national trade (which has meant that fluctuations in 
the level of world economic activity have been relative
ly minor) has been played, of course, by internal 
stabilizing policies in individual countries which have 
been the first line of defence against the disruption 
of world trade. The work of the GATT and the IMF, 
taken with the pursuit of internal stabilizing policies 
by individual countries, has achieved virtually all that 
the authors of the post-war system of international 
organization could reasonably have hoped for in this 
field, so much so that the success ofthe GATT and the 
IMF in this respect is now perhaps too much taken 
for granted. 

144. The necessary complement to the stabilizing 
work of the GATT and the IMF in the general trade 
field is to be found in international action to stabilize 
trade in commodities. Work on the problem of trade 
in commodities has followed two main lines-the indi
vidual commodity approach and the multi-commodity 
approach. The latter has led naturally to ideas of com
pensatory finance for shortfalls in export proceeds. 

145. Some important successes have been achieved 
by the individual commodity approach; the organiza
tions set up to administer commodity agreements are 
a necessary consequence of the progress achieved and 
the number of commodity councils and study groups is 
by no means an indication of duplication and con
fusion in the system of international organizations. 
The attempt to introduce greater stability into world 
trade in commodities is of great importance and the 
present institutional arrangements for considering the 
problems of particular commodities seem reasonable 
and necessary. 

146. Despite these efforts, the problem of in
stability in commodity trade is far from being solved 
through the device of individual commodity agree
ments; and the consequent discontent with continuing 
instability is reflected in the establishment of the CICT 
in 1954 and the work the CICT has since undertaken 
on compensatory finance schemes. The examination 
of these schemes, which has been the most significant 
part of the CICT's work, is still in progress; in carrying 
through this work, the CICT is performing a necessary 
and useful task. As a concomitant of the CICT's work, 
the contribution which can be made by the IMF has 
been clarified, and the further evolution of the IMF's 
policies in a way which assists the less developed coun
tries encouraged. As indicated in paragraphs 63 and 
129 above, the IMF has recently authorized changes in 
the arrangements for drawings by its member coun
tries to meet shortfalls in their export receipts which 
are of a short-term character. The IMF has also 
decided to consider the possibilities of raising quotas 
for certain primary exporting countries. 

147. The activities of other bodies concerned with 
commodity trade can be more briefly mentioned. 
ICCICA has performed a useful function in co-ordin
ating activity on commodity questions. The FAO's 
CCP performs a general role in relation to agricultural 
commodities parallel to that performed for non
agricultural commodities by the CICT. The F AO's 
Sub-Committee on Surplus Disposal has played a 
worthwhile part in preventing unnecessary disturb-

ances to trade in particular commodities. The F AO's 
principal activities, however, are in quite different 
fields from the stabilization of trade, and in view of 
this it is unnecessary to devote any more detailed 
attention here to the work of that organization. 

148. In summary, the various international organi
zations have played a valuable part in maintaining 
general trade stability and avoiding the recrudescence 
of competitive import restrictions, export subsidy 
races and the revival of pre-war beggar-my-neighbour 
policies. The picture is far less satisfactory so far as the 
elimination of instability due to fluctuations in com
modity trade is concerned, but this has not been due to 
institutional deficiencies. The methods of negotiating 
and operating commodity agreements have been 
worked out, the opportunities for discussing commod
ity problems are extensive, and the work of investi
gation on the general issue of commodity stabilization 
has been very thoroughly conducted. The continuing 
difficulties are due to the intractable nature of the 
problems rather than to any failure which could be 
put right by institutional reorganization. 

GROWTH AND DEVELOPMENT 

149. As has already been said, stability is not an 
end in itself. The true objective is economic growth 
and it is clear that, whilst measures to preserve a 
reasonable stability are necessary, they are not, by 
themselves, enough. Other steps are needed to promote 
economic growth and to meet, through this, the urgent 
needs of the less developed countries for rising living 
standards. This aspect has, of course, not been over
looked. A substantial part of the present international 
machinery is now geared to the problems of growth 
and development, both in the terms of the provision 
of finance, technical assistance and advice directly to 
the less developed countries to assist them with their 
progrl!mmes of industrial and agricultural develop
ment, and in terms of trade-promoting activities. 

150. Multilateral finance is provided by a number 
of bodies, of which the most important is the Inter
national Bank for Reconstruction and Development 
(the Bank) together with its various affiliates. It is not 
directly within the terms of reference of the Group to 
investigate the functioning of international bodies 
providing finance for development and so not assess
ment is made of the main work of the Bank, the IFC 
and the IDA, though the activities of these bodies have 
important indirect implications for international 
trade as well as for the economic advancement of the 
less-developed countries. In the same way, it is not 
appropriate to deal more specifically with the impor
tant non-financial assistance given to the less developed 
countries through technical assistance programmes 
and through the advisory work of the F AO and other 
United Nations agencies. The proposals made in the 
report of the Advisory Committee of Experts on the 
Industrial Development Activities of the United 
Nations System for the establishment of a new body, 
UNIDO, within the United Nations Secretariat to 
promote United Nations activities in the field of 
industrial development are of great interest. The work 
of any new body that may be set up, as of the existing 
Industrial Development Centre, must be linked with 
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work on trade issues in other organizations but it 
falls outside the competence of the Group to make any 
further comments than this. 

151. The main concern, however, must be with the 
trade-facilitating and trade-promoting activities of the , . 
various international organizations. As has been made 
clear in chapter 1, there is an urgent need for a rapid 
increase in the export earnings of the less developed 
countries through an expansion of exports in primary 
commodities and a simultaneous development of new 
exports of manufactured and semi-manufactured prod
ucts. It is accordingly of very great importance to 
examine carefully the lines on which action is being 
taken within international organizations to facilitate 
and promote this expansion of exports, to see how far 
the progress made is satisfactory or likely to be satis
factory, and how far, if the progress made is not 
satisfactory, organizational changes could be expected 
to bring about more rapid progress. 

152. The organization chiefly concerned in this 
connexion is GATT, which since the publication in 
1958 of Trends in International Trade, has embarked 
upon an ambitious programme for the expansion of 
trade and in recent years has devoted greatly increased 
time and effort to the trade problems ofless developed 
countries. 

153. Study of the problem of growth in trade of 
less developed countries has shown that action can 
take two forms: the first is the removal of barriers to 
trade that check the growth of exports from the less 
developed countries which might otherwise take place 
and that discourage the development of export in
dustries by less developed countries. The second is the 
examination of measures which tend to improve 
marketing, increase consumption, and otherwise 
realize the full export potential of the products of these 
countries. 

154. A criticism which sometimes has been made 
of GATT and which also has been reflected in the 
Group of Experts, is that GATT, by its nature, is 
incapable of dealing satisfactorily with the trade 
problems of less developed countries, because its 
terms of reference (the General Agreement) are too 
limited, it has an essentially negative way of working 
and it is inhibited by its origin and by the attitudes it 
has acquired from making any real impact on the 
problems of expanding the exports of the less de
veloped countries. The basis of this criticism has no 
doubt been the fact that the exports of the less de
veloped countries are not growing as rapidly as is de
sirable. This criticism deserves careful examination. 

155. The approach of GATT to the problem of 
expanding world trade has been to secure the reduction 
of tariffs and the elimination of quantitative restric
tions and distortions of competition. The dismantling 
of barriers which hinder trade development is not a 
negative but a dynamic approach to the expansion of 
world trade; much has been achieved and can be 
achieved if this approach is followed consistently and 
energetically. GATT, through its Committee III, has 
made a sustained attack on obstacles to the expansion 
of the trade of less developed countries. It has pro
ceeded, first, by having the ess developed countries 
identify the products in which they have a substantial 

interest, actually or potentially. It has then investigated 
the barriers to trade which have limited the growth of 
exports of these products from the less developed 
countries (tariffs, quotas, fiscal duties, internal charges, 
State-trading methods). GATT has furthermore de
veloped techniques of confrontation and examination 
which bring pressure on individual GATT members 
to remove these trade barriers and is currently con
sidering specific proposals for accelerating the removal 
of trade barriers which have been put forward in an 
Action Programme presented by less developed coun
tries members of GATT. 

156. A special group set up by GATT has recently 
studied the problems of trade in tropical products and 
prepared a comprehensive report containing inter alia 
concrete proposals which, if acted upon by Govern
ments, would help increase the export earnings of 
countries relying on exports of tropical products. The 
deliberations of this special group have been based on 
exports of tropical products and on detailed analytical 
reports prepared by the secretariat in close consulta
tion and co-operation with other international bodies, 
in particular the secretariat of the F AO, and covering 
such matters as production, consumption, barriers to 
imports in developed countries. The work done is an 
excellent example of how a new approach can be 
devised, within a flexible organization like GATT, to 
highly complex and long-standing problems and the 
way in which the task of analysis has been performed 
is highly commendable. 

157. Recently a new emphasis has been placed by 
GATT on the relation between trade and development; 
this is reflected not only in the participation of repre
sentatives of the Bank in the work of GAIT's Com
mittee III but also in the studies which have been made 
of the export implications of the development plans of 
India and Pakistan. Furthermore, it has been suggested, 
and a proposal to this effect presented to Governments, 
that the work of Committee III should be extended in 
collaboration with other interested agencies, particu
larly the leading agencies, to include the undertaking of 
concerted and systematic studies of the development 
plans and export potentialities of individual less 
developed countries, with a view to obtaining a clear 
analysis of their long-term market prospects and to 
identify any further action that may be required to 
overcome any difficulties that such studies reveal. 

158. Recently there has been a further new de
velopment of considerable importance. The basic prin
ciple of the General Agreement is non-discrimination, 
that is, that all members of GATT extend to other 
members of GATT the same equal treatment on 
tariffs and quantitative restrictions. It has recently been 
suggested in Committee III that there is a need now 
for a modification of this basic principle in the interest 
of less developed countries. The specific proposals 
which have been made are that, in order to widen 
markets for the products of these countries and assist 
the growth of their industries, GATT should be 
amended to permit: 

(a) With respect to selected products, the granting 
of preferences by industrialized countries to less de
veloped countries as a whole; 
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(b) Also with respect to selected products, the 
granting of preferences by less developed countries to 
all other less developed countries. 
Arrangements are under consideration for the exam
ination of the practicability and the concrete impli
cations of these proposals. 

GENERAL ASSESSMENT 

159. The previous discussion shows, not only that 
a great deal of work on traditional lines is in progress 
which is of benefit to the less developed countries, but 
also that new lines of action are being explored and 
new ideas evolved and subjected to examination. The 
flexibility of approach of the international organiza
tions demonstrated in this way makes it reasonable to 
think that there are few, if any, trade problems of 
major importance to less developed countries which 
the present international machinery is in principle 
incapable of dealing with. The fact that most of the 
major less developed countries participate is a guaran
tee that the organizations will not be allowed to be 
inert or to overlook new ideas or policies which might 
assist the trade of less developed countries. Of course, 
at any one time it is impossible to say that all problems 
are solved; one can only say whether or not the work 
of the organizations seems to be moving in the right 
direction and whether there is a good prospect of 
further substantial progress being achieved. 

160. Since this report has to be completed during 
the holding of the GATT Ministerial Session of May 
1963, at which important decisions are likely to be 
taken on the promotion of the trade of less developed 
countries, it is difficult to make any final assessment of 
the effectiveness of GATT's efforts in securing the 
removal of barriers affecting less developed coun
tries and assisting their trade. Some progress has un
doubtedly been made already, but it is generally 
recognized that much more must be made. 

161. Given this generally favourable assessment of 
the work of international organizations, it is natural to 
ask why progress towards practical results of imme
diate interest to less developed countries has not been 
more substantial than has been the case. That progress 
has not been more rapid is due partly to the fact that 
the necessary studies are complex and time-consuming 
and partly-and more importantly-to the traditional 
inertia of Governments when called upon to take diffi
cult political decisions which run counter to entrenched 
domestic interests, even though on a wider view such 
decisions would in the long run be in the general inter
est of both the developed and the developing coun
tries. One is faced once more with the problem arising 
from the limitations to what organizations can reason
ably be expected to achieve when the power of decision 
lies with sovereign Governments. 

162. Turning from consideration of the scope, 
direction and effectiveness of the work of GATT and 
other organizations, there are, however, some different 
problems which arise from the character of GATT and 
the composition of its present membership. Briefly, 
GATT does not have as members the major centrally 
planned countries and a number of less developed 
countries have not yet joined. The question of member
ship, particularly of the major centrally planned 

countries, is naturally of interest to less developed 
countries wishing to expand their trade with these coun
tries. The problems involved in formulating inter
national rules for trade relations between market 
economies and centrally planned economies are 
extremely difficult and it is not clear on what lines, 
if any, a multilateral solution can be found. Certainly 
it can only be found if the necessary climate of con
fidence and trust among nations is brought about. It is 
difficult to conceive of a set of trade rules which could 
cover at the same time market economy countries and 
countries with a centrally planned economy; if mutual ' 
suspicion and distrust remain, the task is impossible. 
Over the years this question has had a high priority 
in the work of the ECE and, at its eighteenth session, 
ECE decided to establish an ad hoc group of experts to 
undertake an examination of some of the most im
portant subjects in connexion with trade between 
countries of different economic systems. 

163. The other aspect of GATT which requires 
consideration from an over-all point of view is the fact 
that, so far, a considerable number of less developed 
countries are not Contracting Parties to the General 
Agreement. Sometimes the extent of this is exaggerated. 
The number of members of GATT is already consider
able and is growing. At the time of writing fifty coun
tries are Contracting Parties and the number is likely 
to rise to sixty-five in the near future as a result, inter 
alia, of a decision by the African and Malagasy coun
tries associated with the European Economic Com
munity to join. At present twenty-three countries have 
either acceded provisionally, participate in the work 
of GATT under special arrangements, or maintain a 
de facto application of the Agreement pending final 
decisions as to their definitive status within the Agree
ment; their number is likely to be reduced to eight 
as a result of the expected accessions to the General 
Agreement. Altogether, the seventy-three countries 
taking part in the work of GATT account for more 
than eighty per cent of world trade. It must also be 
remembered that, effectively, many countries outside 
the Agreement also benefit, by way of bilateral most
favoured-nation clauses or otherwise, from a large 
part of the results achieved in the form of reduction of 
tariffs and elimination of quantitative restrictions in 
countries belonging to the Agreement. At the same 
time it has been the practice of GATT to encourage 
countries outside the Agreement, which have a 
legitimate interest, to take part in work such as that 
performed on tropical products, textiles and butter 
surpluses. Nevertheless it would in principle seem 
desirable to have as large a part of the world as 
possible participate in GATT and, recently, proposals 
have been made which are intended to facilitate the 
accession of less developed countries as full members, 
for example, by reducing the tariff concessions re
quired of countries on joining, that is to say, by 
lowering the so-called "entrance fee". 

164. However, so long as the major centrally 
planned countries are not members of GATT, and so 
long as some less developed countries also are not 
members, it seems reasonable that there should be a 
forum in which these countries can discuss their trade 
problems, and in particular the difficulties surrounding 
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the problem of trade between less developed countries 
and centrally planned economies. This means dis
cussion in bodies other than GATT and in particular 
in the most general organizations concerned with trade 
and economic problems-the Second Committee of 
the United Nations General Assembly and the 
Economic and Social Council. These bodies were 
established by the United Nations Charter with broad 
responsibility for considering all matters of economic 
interest to members of the United Nations. The 
description of their work in chapter 2 above shows 
what a large part in their discussion has in fact already 
been played by questions of international trade. They 
have the principal responsibility for charting the way 
ahead in the world economy, for bringing to light 
conflicts or apparent conflicts of interest which may 
hinder the advance towards world prosperity and 
for persuading all Governments to conform, in their 
economic policies, to the highest possible standards. 

165. However, neither the General Assembly nor 
the Economic and Social Council has so far provided 
a really satisfactory forum for the discussion in depth 
of problems of trade and development. Neither the 
Second Committee of the General Assembly nor the 
Council has as yet organized its agenda in such fashion 
as to allow a detailed examination of these problems. 
Few countries have included experts on trade and 
development problems in their delegations to these 
bodies. Both bodies have numerous additional re
sponsibilities. Moreover, unless and until the United 
Nations Charter is amended the Economic and Social 
Council is limited to eighteen members-a much 
smaller fraction of total United Nations membership 
today than it was in 1946. Not only do these factors 
inhibit discussions but they tend to prevent knowledge 
of much of the valuable work that is being done, even 
by the Council and its subordinate bodies, from being 
recognized as widely as is desirable. 

166. These defects are serious but not irreparable. 
If Governments wish to do so, they can readily enough 
arrange for more profound consideration of trade and 
development problems by the General Assembly and 
the Economic and Social Council. Partially offsetting 
the limited membership of the Council itself is the fact 
that virtually all States Members of the United Nations 
participate in subsidiary commissions of the Economic 
and Social Council, most notably in its regional com
missions. The four regional economic commissions
ECE, ECAFE, ECLA and ECA-are actively and 
constructively concerned with trade and development 
problems. Further work along present lines is con
sequently desirable, bearing in mind, however, that 
close co-operation with global organs is required 
because relatively few international trade problems 
can be fully solved in a regional forum. 

SECTION c 

167. The experts of the socialist countries con
sidered that chapter 2 above clearly shows that the 
existing organizations dealing with international trade 
cannot be regarded as at all co-ordinated and purpose
ful, or as truly reflecting and safeguarding the interests 
of all countries throughout the world in the sphere of 
foreign trade. Owing to the fact that their objectives, 

tasks and functions are so scattered and undefined, the 
many existing organizations and the various small 
groups concerned with the study of individual com
modities represent a chaotic conglomeration of bodies, 
many of them set up for ad hoc purposes, which act 
haphazardly, without any system and in disregard of 
the real circumstances and requirements of inter
national trade, and particularly of the needs and 
circumstances of the less developed countries. The 
fact is that, despite the existence of GATT, the IMF 
and other similar organizations, the terms and 
conditions of international trade are not only not 
improving, but are deteriorating. 

168. Assessing the activities of the various or
ganizations which are acting in the field of inter
national trade, the following should be considered: 

(a) The actual state, prospects and means of de
velopment of international trade as a whole and, in 
particular, the removal of obstacles existing in this 
field; 

(b) If and in what degree did the existing organiza
tions exert their influence to promote the expansion of 
international trade; if the results obtained could be 
considered satisfactory; if they would be able to cover 
and to solve effectively all aspects and problems which 
world trade faces and poses; 

(c) What new measures are needed to be taken by 
the United Nations to cope effectively with the com
plex and vital problem of world trade for the benefit 
of all countries of the world. 

169. As a result of the unfair balance of trade be
tween the developed and the developing countries, 
the foreign currency receipts of the less developed 
countries are decJining, despite the growth, in some 
cases, of the physical volume of exports. Their financial 
and payments possibilities are deteriorating, their 
trade and payments balances are being upset, and 
neither the IMF nor the Bank nor GATT nor other 
similar organizations operating on behalf of the 
western countries is providing a remedy for this 
steadily worsening situation. None of these organi
zations is concerning itself with the creation of more 
favourable conditions for deliveries to the developing 
countries of the industrial equipment required for the 
construction of industrial enterprises in those coun
tries in accordance with their national programmes of 
development and industrialization. Neither GATT, 
nor the Bank, nor the IMF is dealing with this vital 
problem, and some of these organizations are even 
exerting an unfavourable influence by restricting the 
supply of funds and facilities for the execution of 
development and industrialization programmes in the 
less developed countries and for the improvement of 
their financial and payments situation and their posi
tion in the world market. 

170. The movement of the index of export prices 
for the goods produced by the less developed coun
tries in recent years has been as follows (1950 = 100): 

Primary commodities 
Manufactures . . . 

1951 1960 

121 

119 
111 

127 
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The inequality in the trade between the less developed 
and the highly developed countries has become more 
marked. In 1960, the quantity of manufactures that 
could be bought per unit of primary commodity was 
from twenty to twenty-five per cent less than in 1950. 
At the same time the average cost of manufactures is 
tending to rise in international trade. Between 1954 
and 1960, prices of finished manufactures increased by 
eleven per cent. 

171. The interest of world trade in general and that 
of the developing countries too requires that the inter
national organizations and organisms which are deal
ing with trade should be instrumental in the promotion 
of the trade between all parts and countries of the 
world, that is to say, between the socialist, the devel
oped countries of the West and the less developed 
countries as well. 

172. Against the general background of a decline 
in the rate of growth of various trade areas and primar
ily of the developing countries, two facts were partic
ularly significant in 1961: two-thirds of the increase 
in world exports was attributable to trade between the 
western European countries and, in the aggregate, 
trade in both directions between the industrialized and 
non-industrialized areas remained stagnant. 

173. It is clear that the existing organizational set
up cannot cover and solve the multiple and complex 
problems facing international trade. Many of the 
present organizations have been created and still are 
dominated by highly developed countries. Their 
scope and structure was modelled to meet the interests 
of western colonialist and capitalist countries. 

174. The elimination of colonialism has resulted in 
the emergence of a large number of new independent 
States. The United Nations now has 111 Members, and 
the number continues to rise. All States, as sovereign 
Powers, are carrying out policies of social and eco
nomic development. It is quite natural that the alarm
ing situation with regard to world trade has for many 
years been a source of increasing concern to most 
members of the United Nations. The representatives 
of the socialist countries, as also those of the develop
ing countries, have shown that the organizational 
structure of many bodies dealing with international 
trade is an unnatural and unacceptable one and that 
those bodies often affect adversely both the trade and 
the economic development of the under-developed 
countries. 

175. To give a new trend to international trade, to 
transform it into a factor stimulating the world 
economy for the benefit of all countries of the world, 
one cannot go along with the existing compromised 
organizational set-up, perhaps by eliminating tem
porarily some of the duplications and suggesting some 
changes in the existing institutional system. 

176. It is a very important fact that international 
trade, and one of the basic principles on which the 
United Nations is founded, have one characteristic in 
common-both are essentially universal. Therefore, to 
get a clear and better institutional system for interna
tional trade one should strengthen the United Nations 
organizational structure in the field of international 
trade, ensuring that- the principles of this most uni
versal organization and the interests of all its Members 

I 

are respected in international trade. Consequently, it is 
important to know which of the existing organizations 
function on the basis of the principles on which the 
United Nations is established and what are the pur
poses which have been set before them. One should 
identify those organi~ations which constitute limited 
and closed groupings and which, for that reason, are 
prevented both by their structure and by their aims 
from serving the interests of all the countries of the 
world. 

177. The United Nations is the largest and most 
universal organization concerned with the study of 
international trade problems. In the United Nations 
the problems of international trade are dealt with 
by the Second Committee of the General Assembly, by 
the Economic and Social Council, and by the CICT. 
At the regional level, these questions are dealt with, 
in the United Nations, by the ECE, ECAFE, ECLA 
and ECA. In addition, specific problems of interna
tional trade are considered by the specialized agencies 
of the United Nations and by other United Nations 
bodies. Thus, these organizations include the F AO 
(FAO Committee on Commodity Problems and study 
groups on rice, cocoa, milk, grains, coconuts, citrus 
fruits, jute and hard fibres), the ILO, the Bank, and 
the IMF. 

178. The largest system outside the United Nations 
is GATT. Strictly speaking, this is not an organization 
but an international agreement having no official con
nexion with the United Nations. In addition, there are 
various Councils, namely: the International Wheat 
Council, the International Sugar Council, the Interna
tional Tin Council, and the Olive Oil Council; and 
there are also a variety of working groups set up in 
various organizations for the study of questions of 
trade in tea, cotton, rubber, wool, coffee, lead and 
zinc, oil, and tungsten. 

179. There is wide-spread duplication and overlap
ping in the work of a number of organizations. This 
results in dissipation of effort and resources, and mili
tates against really tangible progress. It is argued that 
since there exist such systems as the IMF, GATT, 
FAO and so forth, the institutional problems of inter
national trade have already been solved. But this as
sertion does not correspond to the facts. As has been 
shown, many of the existing international trade organ-

-izations do not cover the complex and many problems 
of trade in their entire range. For example, there is 
virtually not a single existing organization connected 
with international trade which concerns itself with the 
problems of general trade policy, the trade in machin
ery, multilateral long-term agreements, and trade in 
invisibles. 

180. The activities of GATT, the Bank, the IMF 
and the European Economic Community have been 
subjected to serious criticism by various countries. 
This criticism is eloquent evidence to the fact that the 
existing organizations and groupings do not serve the 
desired purpose nor fulfil the necessary function. 
The work of the many bodies dealing with trade prob
lems is characterized by an entire lack of co-ordination. 

181. After the Second World War, the general 
concern and need was to revive international economic 



REPORT OF THE GROUP OF EXPERTS 

life and international trade. With a view to the con
sideration of problems of international trade and 
related questions, a United Nations Conference on 
Trade and Employment was convened; and on 24 
March 1948 this Conference adopted the Havana 
Charter. 

182. Various shortcomings aside, the Havana Con
ference and Charter were at least universal in their 
general approach and structure. It is a matter of com
mon knowledge that the Havana Charter failed to win 
ratification by a sufficient number of its signatories. 
One of its main opponents proved to be the United 
States of America. As a result, the ITO, which was to 
have carried into effect the terms of the Havana 
Charter, which contained many important provisions 
relating to trade, industrialization, economic develop
ment and other subjects, was never set up. 

183. Instead of the Havana Charter and the ITO 
(and in order to block them) the western Powers, 
pursuing only their own interests, signed GATT, inten
tionally making no provision for any definite institu
tion or organization to give effect to that Agreement. 
Legally, GATT is not an organization but only an 
agreement on trade tariffs. This uncertain situation in 
the field of international trade from the organizational 
point of view was brought about by the leading 
industrial countries which induced a relatively small 
number of other countries (twenty-three in all) to sign 
the Agreement. At present GAIT has fifty full mem
bers, many of whom are dissatisfied with the way it 
operates and they remain in GATT due to organi
zational inertia or because there is no better altern
ative at the present time. Several countries have left 
GATT altogether because they have regarded it as a 
sort of economic "Procrustean bed" used by the highly 
developed western industrial countries against their 
economically weaker partners. 

184. It should he pointed out that the GATT 
system is not part of the organizational structure of 
the United Nations; it differs in obvious respects from 
the system of the United Nations and its organs in its 
very origins, nature, structure, stated goals and rules. It 
is guided in its activities by different principles from 
those by which the United Nations and its organs are 
guided. Its membership is highly restricted and is very 
similar to that of a "closed club". Its aims are the aims 
of a group, and basically its operations are at variance 
with the interests of the Members of the United Nations 
as a whole. 

185. Even a brief glance will suffice to show that 
GAIT does not operate on the basis of universal mem
bership. Therefore GATT is subject to two extremely 
important limiting factors: 

(a) Its terms of reference are too narrow to cover 
all aspects of international trade; 

(b) It is limited vitally by the fact that its nature is 
that of a limited closed group. It is all too obvious to
day that the provisions of the General Agreement and 
the conditions it imposes for admission to it do not 
attract new members to GAIT because they do not · 
serve the interests of prospective members, which are 
called upon to pay too high a price for membership. 
That is why only recently a number of countries have 
been admitted and that at present fifty countries are 

members of GATT, many of whom were included in 
GATT at the time when they were "overseas terri
tories" whose foreign relations were then handled by 
the Governments of Belgium, the Netherlands, France 
and the United Kingdom which ruled their destinies. 
In the case of many of these territories, the metro
politan Power negotiated the tariffs payable on certain 
products, fixing the tariff rates for the territories in 
question in exchange for concessions affecting their 
export trade. It is obvious that, if these territories had 
not been under foreign rule, GATT's membership 
would today he even smaller than it is and would 
include even fewer developing countries. 

186. GATT points out that eighty per cent of 
world trade is governed by the principles of the Agree
ment. It should be borne in mind, however, that the 
greatest part of this trade is carried on, not at all by the 
underdeveloped countries but by the highly developed 
western countries. 

187. GAIT's inadequate and limited character 
springs from the fact that it has long ignored com
pletely the development problems of all countries 
other than those which are already highly developed 
and industrialized. This is demonstrated by the fact 
that, during the fifteen years of its existence, GATT has 
been promoting the interest of the developed western 
countries alone, and has tried to prevent the less 
developed countries from joining. This is evidenced 
also by the fact that GATT, unlike the organs of the 
United Nations, has only recently-and under pressure 
of rising criticism-begun to study the development 
problems of other countries and set up several com
mittees and groups on raw materials. 

188. In the study of problems relating to primary 
commodities and the development of the under
developed countries, GATT is trying to compete with 
the United Nations-a situation which, in many in
stances, causes needless confusion and duplication of 
effort. This negative aspect of GAIT's work is be
coming obvious, particularly since GATT is attempt
ing to assume functions which are entirely outside its 
terms of reference and are not covered by any pro
visions in the Agreement. In practice it means that a 
narrow group is trying to impose its decisions on many 
countries which are not affiliated with it. 

189. The GATT secretariat has in recent years been 
creating an impression of great activity. In expanding 
its activity into areas not covered by the Agreement, 
GATT is attempting to create the illusion that there 
exists a body which concerns itself with the general 
problems of world trade. In this line it has hurriedly 
set up various committees and sub-committees, which 
are not however genuinely designed to promote the 
development of world trade or the development of the 
less developed countries. The fact is that, even if it 
wished to deal with those problems, GATT would he 
prevented from doing so by the limitations inherent in 
its very nature. 

190. In actual practice, as Ceylon, New Zealand 
and many other countries have pointed out at con
ferences of GAIT itself and of other organizations, 
GAIT's activities do not even conform to the prin
ciples laid down in the Agreement. The most-favoured
nation principle is to all intents and purposes not 
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applied even in trade between members of GATT. 
The countries of the European Economic Community, 
and some other western countries as well, grant only 
conditional concessions and in practice refuse to apply 
the most-favoured-nation principle. 

191. Quantitative restrictions, including so-called 
"voluntary" quotas, and restrictions of other types not 
only are not disappearing, even in trade between the 
members of GATT, but on the contrary are being 
applied more widely-at all events, on the part of the 
western countries. 

192. None of the existing organizations and groups 
is capable of preventing acts of direct political pressure 
by some of the advanced western countries on other 
countries to divert their trade, and to restrict the trade 
of other countries, particularly with the socialist coun
tries. Political pressure, embargoes and blockades of 
shipping are being used to an ever-increasing extent as 
a means of undermining the foundations of world 
trade. 

193. As can be seen from their activities, GATT, 
the IMF and the Bank exist mainly for the purpose of 
ensuring the most favourable conditions on world mar
kets for the powerful finance monopoly groups of the 
large western countries, which determine the policies 
of these organizations and use them in their own 
interests in order to subject and bind the economies of 
the less developed countries. This exploitation of the 
position is illustrated, for example, by the practice 
of the monopoly group of the western European 
Economic Community countries and also of certain 
preferential-tariff groups to draw the less developed 
countries more tightly into their own economic sphere 
and to bring them into economic subjection in order 
to exploit them as monocultural, agrarian and raw 
material preserves and as a market for the investment 
of capital and the extraction of super-profits. 

194. The GATT, the IMF and the Bank, the latter 
supplemented by the IFC and IDA, because of their 
limited character, by their scope and structure, do not 
constitute at all a sufficiently broad framework for 
consideration of the general trade policy of the world. 
The activities of the GATT system basically and in the 
last instance are not guided by the aims and organiza
tional provisions of the United Nations Charter al
though GAIT is very keen to be associated, sometimes 
even to be confounded with the United Nations. 

195. Between the different parts of the system there 
is an intimate and embarrassing inter-connexion with 
their own separate life, according to their own rule and 
leadership, which decides the policy inside the system 
and toward the outside world. To enter GATT means 
to accept not only the provisions of the Agreement but 
also, under article 15 of the General Agreement, to 
accept the control and jurisdiction of the IMF or the 
obligation to enter into an agreement at least with the 
IMF, which, as is well known, is run by the Bank. 
Similarly the member States of the Bank must also be 
members of the IMF. Thus in this way the Bank, 
through the IMF and the GATT, tries to align not only 
its members but the economically and financially under
developed or weak countries too. It is also very im
portant to know that the initial capital stock of the 
Bank is partly private and partly State-owned. Through 

its system the Bank is entitled to borrow funds from 
different financial groupings, in this way constituting 
the link between the western financial monopolies and 
centres. The voting in this system is completely dif
ferent from that of the United Nations organs, where 
one country has one vote. In the IMF and Bank the 
voting is "weighted"-basically in these organizations 
the weight of a vote depends on how rich and de
veloped a member State is. As a consequence the 
under-developed countries will always remain second
rate members. 

196. The IMF, too, experiences great difficulties in 
the field of implementation of the provisions of its con
stitution even in relation to its own members. It is 
well known, for instance, that the provision relating to 
declaration of scarcity of currency remained a dead 
letter. Although the articles of agreement of the IMF 
and the Bank provide that those institutions should 
deal with, among others, the problems of international 
trade, their activities in this field are actually very 
limited. The IMF confines itself to certain dealings 
with a number of countries which have an adverse 
balance of payments, while there is very little evidence 
of any kind that the Bank concerns itself directly with 
questions of international trade. Moreover, it is not yet 
known what effect the Bank and the IMF, which are 
under the de facto control of United States financial 
groups, will have on the countries of the European Eco
nomic Community (EEC) and on the under-developed 
African countries associated with EEC. In view of the 
strained relations between the United States (and the 
United Kingdom) and EEC, little assistance in pro
moting trade can be expected in that regard. It should 
be recalled that the activities of the Bank and the IMF 
have been subjected to sharp criticism by Brazil, Costa 
Rica and many other countries precisely because those 
institutions are not carrying out the provisions of their 
articles of agreement calling for the promotion of 
international trade. 

197. This outline of the existing situation bears out 
the thesis that the time has come for the United Nations 
to act resolutely in order to bring about a change in 
world opinion and to draw the attention of Govern
ments and business circles everywhere to the need 
for a radical change in the present position. By 
the decisions adopted at the seventeenth session of the 
General Assembly and the thirty-fourth session of the 
Economic and Social Council, the United Nations has 
recognized that the existing state of affairs in inter
national trade cannot be regarded as normal, that in 
addition to the need to overcome unfavourable world 
trading conditions by international action, it is essen
tial to take into account the new requirements resulting 
from the evolution of the world economy and the 
development of the less-developed countries. In view 
of the existing situation, the countries of the world 
can obviously no longer accept the chaos, dispersal, 
vagueness and often neglect which have hitherto 
marked the organization of international trade. The 
time has undoubtedly come for creating special 
permanent international machinery in the form of a 
universal world trade organization, comprising all the 
interested countries in the world, operating as a 
permanent United Nations body and responsible for 
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the discussion, study and solution of practical prob
lems relating to the facilitation and promotion of 
international trade, a body which would carry out a 
set of practical measures designed to remove all kinds 
of obstacles to the development of international trade 
in the interests of all countries. 

198. The form and organizational details of the 
establishment of a world trade organization and its 
statutes may be considered, discussed and settled by 
the forthcoming United Nations Conference on Trade 
and Development. 

SECTION D 

THE GENERAL AGREEMENT ON 
TARIFFS AND TRADE (GATT)12 

Philosophy of GATT 

199. GATT is essentially an organization of 
industrialized (that is to say, developed) countries 
for the purpose of regulating their direct trading 
relations through the adoption of a set of rules and of 
machinery based on the reduction of discrimination, 
the elimination of protective tariffs, etc. 

200. By the very nature of its philosophy, which 
is based on liberalism, GATT inevitably shows a 
marked lack of understanding of the interests of the 
under-developed and developing countries. This is 
primarily due to the inequality between the industri
alized and developing countries in the matter of 
nego.tiating power. Article I of the General Agreement 
is based on the fiction that there is complete equality 
among the Contracting Parties. There is, however, 
no equality of treatment except amongst equals. 

201. The Contracting Parties to GATT have from 
the outset taken an essentially negative view of the 
special problems of the under-developed countries, 
less perhaps because of ignorance of the problems of 
economic development than because the needs of these 
countries seem to conflict with the long-term ob
jectives of the General Agreement, which are: 

(a) The general elimination of customs tariffs and 
other barriers to trade; 

(b) Non-discrimination with respect to customs 
tariffs and the commercial relations of each country 
with all other countries. 

202. The under-developed countries have per
sisteptly urged, though with little success, that GATT 
should recognize the special ties which exist between 
economic development and world trade. The in
dustrialized countries have always adopted a very 
liberal attitude towards trade among themselves, 
while maintaining restrictive measures towards under
developed countries. 

Exceptions 

203. In fact, another basic idea of GATT, 
namely, that customs tariffs are preferable to quanti
tative restrictions as a protective measure shows that 

12 For the text of the General Agreement, see The Contracting 
Parties to the General Agreement on Tariffs and Trade, Basic 
Instruments and Selected Documents, Vol. III, Geneva, November 
1958. 

the developed countries themselves are not applying 
the provisions of the General Agreement, as was 
intended: article XI is quite categorical on this point, 
prescribing the general elimination of quantitative 
restrictions. Throughout the post-war period, in order 
to support a system of agricultural protection, these 
countries have resorted to quantitative restrictions 
which have unquestionably been detrimental to 
the economy of the under-developed countries. 

204. More recently, the developed countries have 
also imposed quantitative restrictions on imports of 
mineral products. And now that the practice of "mar
ket disruption" is becoming increasingly wide-spread, 
so-called "voluntary" export quotas are being im
posed on the low-income countries attempting to 
increase their sales of manufactured products in 
traditional markets. The point is illustrated by the 
voluntary quotas provided for under the Long-term 
Arrangement regarding International Trade in Cotton 
Textiles, within the framework of GATT. 

205. Finally, so far as the six countries of the 
European Economic Community are concerned, 
almost all the principles of GATT have been violated 
by the Treaty of Rome: non-discrimination, most
favoured-nation clause, a common agricultural policy 
(which is contrary to article III of GATT), etc. 

206. In view of these facts, it is clear that the pro
visions of GATT have to all intents and purposes 
become a dead letter. It might well be asked what the 
problem is, if a policy of complete laissez faire prevails 
in this field. Such a policy is, however, inappropriate 
because, if a law becomes a dead letter and is observed 
by no one, it is high time to revoke it and replace it 
by a new law more closely in keeping with the needs 
of the situation. 

Expansion of trade 

207. It is true that certain amendments have been 
made in the final text of the Havana Charter and 
GATT at the request of both developed and under
developed countries. It is also true that under article 
XXIX of GATT, "the Contracting Parties undertake, 
pending their acceptance of such a Charter in ac
cordance with their constitutional procedures, to 
observe to the fullest extent of their executive authority, 
the general principles of chapters I to VI inclusive 
and of chapter IX of the Havana Charter". 

208. There is also no doubt that the 1955 amend
ments to the General Agreement were made as a result 
of pressure from the under-developed countries. It 
must further be recognized that Committee III of 
GATT has done constructive work and has vigorously 
supported the ideas expressed in the declaration on 
promotion of trade of less developed countries,l3 
adopted at the meeting of the Contracting Parties at 
ministerial level in 1961. However, when the under
developed countries tried to ensure that the principles 
of the declaration were given practical application in 
the Action Programme suggested at the last meeting 
of Committee III, their efforts were not enthusiastically 

13 The Contracting Parties to the General Agreement on Tariffs 
and Trade, Basic Instruments and Selected Documents, Supplement 
No. 10 (Geneva, 1962), p. 28. 
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received by the industrialized countries. This shows 
that the gap between practice and good intentions is as 
wide as ever in GATT. 

209. Thus, so far as all key issues are concerned, 
these meetings and declarations reflect efforts to 
correct the system in relatively minor respects. In 
practice GATT continues to be a framework for trade 
among developed countries. Changes have been made 
on the periphery, but the centre remains the same. 

Deficiencies 

210. GATT does not deal with a number of 
problems of fundamental importance to the under
developed countries such as of "invisibles", freight 
charges in particular. 

211. For all these reasons, GATT has only fifty 
members, whereas the United Nations has 111. Some 
developing countries (Lebanon, for instance) have 
withdrawn from it, while almost all the socialist 
countries have remained outside it. The reason is that 
GAIT's function has been regarded as limited to the 
regulation of only one of the six main flows of inter
national trade, namely, the trade of the western 
industrialized countries among themselves.14 

212. In conclusion, it may be said that GATT is 
defective from a horizontal standpoint because it is 
not concerned with international trade as a whole, and 
from a vertical standpoint because it does not regulate 
trade among countries at different stages of economic 
development. Its scope of action is therefore restricted 
and it is not a sufficiently dynamic instrument for the 
assistance of the under-developed countries. 

OTHER ORGANIZATIONS DEALING WITH 
GENERAL PROBLEMS OF TRADE 

The General Assembly (Second Committee) 

213. This is the most universal forum which at 
present exists, since all States Members of the United 
Nations are represented in it. But it is not an ideal 
forum, because the General Assembly (Second 
Committee), although it meets for three months, 
has an extremely heavy agenda covering all aspects 
of the world economy (inflation, patents, long-term 
projections, industrial development, etc.) so that the 
time allocated to the discussion of trade problems 
is very limited. The forthcoming United Nations 
Conference on Trade and Development will certainly 
be helpful in this respect but it will not be of a per
manent character. 

The Economic and Social Council 

214. This has the same defect as the General 
Assembly in that it discusses every aspect of the 
world economy, aggravated by the fact that the time 
available is even shorter (one month for the summer 
session, two weeks for the spring session). In addition, 

14 For further details, see documents A/C.2/214 of 23 October 
1962 and E/CONF.46/PC/L.5 of 28 January 1963, submitted by the 
Brazilian delegation to the General Assembly during its seventeenth 
session and to the first session of the Preparatory Committee of 
the United Nations Conference on Trade and Development. 

the Council has only eighteen members and is there
fore not representative. Any change would require 
an amendment of the United Nations Charter. 

The International Monetary Fund (IMF) 

215. This organization deals only with the particu
lar problem of balances of payments. Its policy 
(stability at all costs, multilateral trade-regardless 
of the benefits which the under-developed countries 
could derive from bilateral agreements, anti-in
flationary measures, etc.) is unduly orthodox and rigid, 
and is incompatible with the interests of the under 
developed countries. It is also strongly influenced by 
the western industrialized countries, which hold an 
overwhelming majority of votes (weighted under the 
quota system). Its philosophy will not be altered by 
possible participation in compensatory financing 
schemes. 

The International Bank for Reconstruction and 
Development (Bank) 

216. The comment regarding the monopoly of 
the western industrialized countries also applies. 

·nespite its articles of agreement, the Bank plays no 
direct part in international trade. 

Food and Agriculture Organization of the United 
Nations (FAO) 

217. This organization is concerned with problems 
of international trade only as they affect agricultural 
commodities, principally foodstuffs. It does not there
fore have the over-all view of world trade which is 
essential for efforts to accelerate economic develop
ment. 

The International Labour Organisation (ILO) 

218. The same comment applies as to FAO. The 
ILO deals with trade problems only to the extent that 
they affect labour conditions. 

ORGANS CONCERNED WITH 
COMMODITY TRADE 

Commission on International Commodity Trade ( CICT) 
and Committee on Commodity Problems ( CCP) 

219. The CICT, established by the Economic and 
Social Council in 1954, has functions similar to, if not 
identical with, those of the CCP of the F AO, which 
was set up in 1949. Efforts to rationalize the institu
tional structure should begin with the elimination of 
this duplication. 

Study groups and international councils 

220. The different study groups, whether organized 
independently (cotton, rubber, wool, coffee, lead and 
zinc, petroleum, tungsten and copper) or under the 
auspices of CCP (rice, cocoa, milk, cereals, coconuts, 
citrus fruits and jute), and the international councils 
(wheat, sugar, tin, olive oil and possibly coffee) vary 
widely in their degree of centralization, executive 
authority and ability to promote stabilization. Some 
of these bodies (the Sugar Council, for example) are 
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controlled by monopoly interests (the beet sugar 
cartel) which are opposed to any restriction on the 
markets. In other cases, in that of coffee, for instance, 
they could make a decisive contribution to the stabiliza
tion of supply and demand. But the functions of all 
of them are limited and it would be most desirable 
if their terms of reference could be redrafted so that 
they could give primary attention to the correlation 
between trade and development, which is not possible 
in the present institutional framework. 

Interim Co-ordinating Committee for International 
Commodity Arrangements (ICCICA) and Adminis
trative Committee on Co-ordination (ACC) 

221. One co-ordinating body, which has existed 
for many years on a provisional basis, is ICCICA. 
But, because of its size (four members), ICCICA is 
not in a position to co-ordinate the vast network of 
existing organizations or to formulate a long-term 
policy for trade and development. The other co
ordinating body is a sub-committee of ACC, which is 
not inter-governmental in character (it is a subsidiary 
organ of another subsidiary organ) and operates 
at the secretariat level. It cannot therefore make any 
claim to guide world trade or to co-ordinate its 
development. 

REGIONAL ORGANIZATIONS 

Regional economic commissions 

222. The regional approach to trade problems has 
proved to be an indispensable step towards planning 
at the world-wide level. In this connexion, the work 
of the regional economic commissions of the Economic 
and Social Council is of the greatest importance and 
should be encouraged. Here too, however, it is neces
sary to avoid duplication. In Latin America, for 
instance, there is obvious overlapping between the 
work of ECLA and that done by the Inter-American 
Economic and Social Council under the auspices 
of the Organization of American States (OAS). It 
would be preferable to transfer the functions of the 
Inter-American Economic and Social Council to 
f:CLA, which has already shown itself to be highly 
effective. 

Regional groupings 

223. The restrictive and discriminatory policy of 
the European Economic Community (EEC) is in
compatible with the general expansion of trade and 
the long-term development of the under-developed 
countries, whether they are associated with EEC or 
not. Whatever plan of institutional reorganization is 
proposed, it will be incomplete if it is not accompanied 
by a recommendation that the regional economic 
groupings should be consolidated into a single struc
ture which would be capable of minimizing their 
harmful effects on world trade and in particular 
on the developing countries. The regional eco
nomic groupings between under-developed countries 
(ALALC for example) are primarily of a defensive 
character and, in view of their relatively restricted 

involvement in international trade, they will not dis
rupt the trends of trade to any perceptible extent. 

Chapter 4 

SOME REMARKS ON NEW EMPHASES 
AND NEW ACTIVITIES 

224. The third term of reference of the Group 
of Experts requires it to propose any additional 
activities that may be desirable. Some of the directions 
in which the activities of the existing organizations 
require to be modified, expanded or supplemented, 
have already been indicated in other chapters. 

225. The opinion is being increasingly expressed 
that there has to be a substantial measure of preference 
in favour of developing countries, in the matter of 
trade and payment policies in addition to aid, if the 
existing disparity between the developing and devel
oped countries is to be progressively reduced. 

226. For at least a dozen years, the problems of the 
less developed countries have received considerable 
attention in various international forums. The more 
developed countries have provided finance for inter
national organizations while it is primarily the less 
developed countries that have obtained grants, loans, 
stand-by credits, technical assistance and other forms 
of aid. While this has helped in stepping up both the 
volume of trade and the rate of growth of a number 
of developing countries, the disparity between the 
developing and developed countries has not become 
less: on the contrary, it has continued to grow. In 
recent years the terms of trade have shifted against 
the developing countries. 

227. An important problem today is, therefore, to 
put a stop to this undesirable trend and, if possible, to 
reverse it to a reasonable extent. An even more im
portant problem is how trade policies can be so 
modified as to assist in the economic development of 
developing countries. In some cases, a detailed analysis 
of the specific barriers to increased exports of processed 
goods from the developing countries, perhaps on an 
industry by industry basis, and appropriate action 
programmes following the studies would have to be 
undertaken. In other cases, technical and financial 
assistance in marketing would be required. In still 
other cases, the answer may be a regional approach 
whereby a developing country obtains free entry to a 
larger market. But the main problem that would still 
remain is how to enable the developing countries to 
step up their exports to developed countries several
fold so that they may be able to pay for the large 
import of machinery and equipment that they must 
get from developed countries if they are to accelerate 
their own economic growth. According to the data 
given by the United Nations Monthly Bulletin of 
Statistics, between 1956 and 1961, the value of inter
national trade increased from 102.8 to 133 billion 
dollars (an average cumulative annual rate of 5.3 per 
cent). In the same period, trade of free enterprise 
developed areas increased from 67.6 to 89.8 billion 
dollars (an average cumulative annual rate of 5.8 per 
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cent), while that of centrally planned developed coun
tries rose from 8.5 to 14.1 billion dollars (an average 
cumulative annual rate of 10.7 per cent). Meanwhile, 
under-developed countries, despite constant and some
times dramatic efforts to augment the volume of their 
exports, saw their earnings rise from 24.9 to a mere 
27.6 billion dollars (an average cumulative annual 
rate of only 2.1 per cent). It will therefore not be pos
sible for developing countries to pay for all the 
imports that they will require for economic develop
ment if their exports continue to grow only at the 
present rate. It has been tentatively estimated that the 
target of 5 per cent annual growth in national income 
by 1970, set by resolution 1710 (XVI) of the General 
Assembly, is likely to involve a three to fourfold 
increase in the imports of less developed countries 
from the developed countries, and it will be impossible 
to reach this target unless there is a substantial in
crease in the exports of the developing countries also. 
As has been noted earlier, the demand for primary 
commodities in the developed countries is relatively 
inelastic. It is, therefore, important that the production 
and export of manufactures and semi-manufactures 
from the developing countries should be specially 
encouraged. 

228. Some experts suggested that at present, since 
the markets of the developing countries themselves 
are frequently very limited, foreign capital is dis
couraged from flowing of its own accord into the 
developing countries at anywhere near the desired 
levels. Special measures are obviously needed to 
overcome this deficiency. If, for example, it were 
agreed by all the countries that manufactures and semi
manufactures from developing countries would enjoy 
a lower tariff than the tariffs applicable to similar 
products from developed countries, it would en
courage the flow of foreign capital to the developing 
countries. This would also help to reduce the strain 
on the flow of aid out of public funds from developed 
to developing countries. Such considerations have led 
a number of expl(rts to suggest that the time has 
come when all countries, depending on tariffs as an 
instrument of their commercial policy, should have a 
two-tier tariff system; the lower one applicable to the 
products of developing countries as a group, and the 
higher one to those from developed countries: other 
countries, which rely on quantitative control of trade, 
should make adjustments having an equivalent 
effect. These experts are of the view that the aim really 
should be to balance trade at the highest possible level. 
This, they urge, could be achieved by according 
preferential treatment to the products of all the 
developing countries. They point out that when western 
Europe was faced with the problem of a dollar 
shortage, a solution was found by providing for dis
crimination against the dollar area via the scarce 
currency provision of the International Monetary 
Fund (IMF). As a logical corollary, discrimination in 
favour of the developing countries, which suffer 
from chronic deficiency of foreign currencies, should 
also have been provided. But this concept did not 
get incorporated either in the General Agreement on 
Tariffs and Trade (GATT) or IMF. GATT, during 
its review in 1954-55, provided a special dispensation 
mainly for protecting the infant industries of those 

Contracting Parties the economies of which can 
support only a low standard of living and are in the 
early stages of development. But the experts feel that a 
time has come when the traditional "infant industry" 
argument should be widened into an "infant industrial 
milieu" argument, as it were, and should be applied 
not merely to a particular industry in a particular 
under-developed country but to the entire industrial 
milieu in all under-developed countries as a group. 
Recently GATT has taken up consideration of the 
problem of preferences. Some members of the 
Group of Experts felt that, in some ways, the IMF has 
been more orthodox than GATT. While the need for 
import restrictions by poor countries for balance of 
payments considerations has been recognized by 
GATT, the articles of agreement of the IMF do not 
recognize the need for a similar differential regime 
as between the rich and poor countries. Some other 
members of the Group of Experts felt that, in fact, 
the GAIT and the IMF apply a co-ordinated policy 
on the use of quantitative restrictions by less developed 
countries. 

229. A number of basic issues of this type which 
are likely to crop up from time to time will require 
earnest consideration by various international organi
zations dealing with problems of trade and develop
ment. Apart from the suggestions in the previous 
paragraph, there are various new activities or new 
emphases on existing activities which one or more 
members of the Group have suggested should be taken 
up. A few of the more important of these are listed 
below: 

(a) The question of trade has to be considered in 
all its forms from the standpoint of economic develop
ment, not merely from the point of view of the short
term perspective or of a particular commodity, but 
also from the standpoint of its role in the over-all 
economic picture, keeping in view the strategy for 
long-term development; 

(b) Due attention has to be paid to the need for 
changing the structure of international trade in accord
ance with changes in the structure of production of 
the developing countries, with a view to accelerating 
economic development of less developed countries and 
reducing the disparity between the developing and 
developed countries; 

(c) The exports of the less developed countries, such 
as primary commodities and less complex manu
factures, and the imports of such countries, such as 
industrial machinery and articles of more complex 
manufacture, and the terms of trade as between the 
two, should be kept under constant study with a view 
to ensuring that timely corrective action is taken to 
keep a proper balance; 

(d) Special care has to be taken that monopoly 
practices or the stronger bargaining position of the 
developing countries do not operate against the in
terests of the developing countries; 

(e) The difficulties, if any, arising from an unduly 
high return claimed ,by foreign capital or unduly , 
high royalties demanded by holders of patent rights, ( 
etc. should also be kept under review. Some experts 
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felt that international organizations should not be 
concerned with this question; 

(/) Efforts to increase the.":olume oftraditio~al im
ports of primary commodities from developmg to 
developed countries have to be vigorously supple
mented by a corresponding flow of exports of semi
manufactures and manufactures from the developing 
countries; 

(g) Both aid and trade policies will have to be 
reviewed from time to time in the light of the broad 
objectives mentioned above. One of the aims of the 
aid programmes for developing countries should be 
to enable them to change over progressively from less 
to more complex patterns of production and trade. 
Aid will have to be largely directed to bringing ab~ut 
such structural changes in the less developed countnes 
as may help this development; 

(h) Measures designed to adjust the production 
pattern in developed countries with a view to ab
sorbing larger imports of manufactures from develop
ing countries also require special attention. The extent 
to which financial assistance provided for industrial 
re-adjustment within developed countries can help 
promote trade and industrial development of develop
ing countries requires constant study; 

(i) Preparation of comprehensive national develop
ment programmes and a comparative analysis of 
such programmes of different countries will go a 
long way towards a better utilization of the world's 
resources and facilitate economic development all 
round. In this context, formulation of projections 
of world supply and demand for various commodities 
and periodical revision of these projections by expert 
groups are proving very useful and should be en
couraged. Studies of economic trends and policies 
of different countries also require to be organized; 

(j) Issues arising in relation to long-term trade 
agreements, especially between those countries which 
prepare long-term plans of economic develop~ent, 
require careful consideration. Some experts pomted 
out that the centrally planned countries have in
creased their trade substantially with the developing 
countries by balancing their trade at progressively 
higher levels through long-term trade agree~ents. 
Similarly, in their own plans as well as cr~d1t ar
rangements, provision has been made to mcrease 
imports from developing countries over the plan 
period. Since the general objective is to aim at a better 
balance in international trade so that the balance of 
payments and other difficulties in international co~
merce are eliminated, the centrally planned countnes 
have been able to offer an assured trading outlet for 
developing countries. The suggestion made by these 
experts that the procedure of long-term trade agree
ments, as followed by the centrally planned countries, 
represents an important instrument for balanced 
trade over a period of time, is a point which requires 
careful examination, especially in the context of the 
problem of economic development; 

(k) Measures required for imp~oving the. e~r~ngs 
or savings of developing countnes from mvtstbles, 

· like transport, banking, insurance and consultancy 
services, royalties for patents and tourism, require 

careful examination. The payment for invisibles 
represents a heavy burden on the balance of payme~ts 
of some developing countries and any measur~s which 
can lead to a reduction in this payment will go a 
long way to help them. At present there is no effective 
United Nations organization to study every one of 
these problems. Arrangements should be made to keep 
these problems under constant study and to consi~er 
their implications for trade and development at a high 
enough level; 

(I) Financial measures for . mitigatin~ balanc~. of 
payments problems of developmg countnes, provisiOn 
of compensatory financing and long-term finan~ial 
assistance for tiding over balance-of-payments d1ffi~ 
culties which arise as a result of initiating a process 
of structural change, require further study. Measures 
for enabling the developing countries to offer the 
same marketing and credit facilities for their products 
as are often given by richer competitors from developed 
countries also require consideration. 

230. These are but a few illustrations and the 
Group of Experts did not have time to discuss them 
fully. There may be other ideas which ~qually deser_ve 
attention, especially from the standpomt of a parti~
ular region or particular commodity. As the eco~o.~IC 
situation changes, other problems and other activities 
may come to the forefront. It is not possible to list 
or anticipate all of them and neatly allocate them as 
between different organizations dealing with problems 
of trade and development. What is really important is 
that there should be no serious gap in the existing 
organizational structure and that all the organizations 
concerned should have a flexible, forward-looking 
and constructive enough approach so that, with 
changing circumstances, they can promptly adjust 
their own policies and activities as well. 

Chapter 5 

CONCLUSIONS 

231. In chapter I the Group of Experts has set 
out its views on the broad problems existing in the 
field of international trade so far as the less developed 
countries are concerned. Chapter 2 gives an account of 
the way in which the complex system of international 
organizations concerned with trade has evolved since 
the War; chapter 3 assesses the work of these organiza
tions when their activities are measured against the 
problems to be tackled and when account is taken of 
the types of action which any inter-governmental or
ganization composed of sovereign States can reason~ 
ably be expected to undertake. Chapter 4 contains 
some remarks on new emphases and new activities. In 
the present chapter, the Group brings together the 
various threads of thought appearing in the earlier 
chapters and, in the light of what was said in those 
chapters, considers what response it should f!lake to 
the fourth term of reference of the Group, which calls 
upon it to suggest how the activities of the various 
international organizations on commodtty and other 
trade problems of particular importance to the de':el
oping countries can be most effectively pursued, takmg 
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into account the special resources and capabilities of 
each organization and the desirability of concentrating 
effort and of avoiding duplication. Under this head, 
the Group has taken into account the following points: 

(a) Whether the direction in which the various 
international bodies working in this field at present 
is the right one and whether due emphasis is being 
given in their work to the needs of the developing 
countries; 

(b) Whether there are any specific instances of 
overlapping or potential overlapping to which the 
Group should draw attention; 

(c) Whether the machinery and techniques of co
ordination are adequate and working well or are in 
need of improvement; 

(d) Whether the existing organizational set-up 
covers all fields and aspects of international trade with 
which the Group is concerned and whether it has the 
executive power which may be needed; 

(e) Whether there are any major changes in the 
institutional structure which require consideration. 

232.15 As has been shown in the preceding chap
ters, historical and other factors have led to the 
creation of a large number of organizations and more 
or less independent subsidiary bodies, and this has 
resulted in instances of duplication, dispersal of effort, 
inadequate co-ordination and lack of leadership. At 
the same time, it should be recognized that in recent 
years a considerable effort has been made, both 
formally-within the United Nations-and informally, 
to ensure better co-ordination of the activities of these 
various organizations and meet some of the criticisms 
advanced. It is true that if an International Trade 
Organization (ITO) had been established in 1948 
things might have been somewhat better, for some of 
the existing organizations might have been absorbed 
by the ITO or might be acting in close collaboration 
with it, since article 87 of the Havana Charter (Rela
tions with other organizations) contained provisions 
in this regard. But it is doubtful if the present situation 
could have been completely avoided. It is not alto
gether disadvantageous that a relatively large number 
of smaller organizations are seeking to do what a 
single big organization could do, perhaps with less 
duplication but possibly with less flexibility also. The 
need for guarding against duplication and dispersal 
of effort, while at the same time increasing the effi
ciency of existing institutions, is clearly suggested in 
paragraph 5 (d) of resolution 1785 (XVID of the 
General Assembly, which calls for: 

"(i) A reappraisal of the effectiveness of the 
existing international bodies dealing with inter
national trade in meeting trade problems of develop
ing countries, including a consideration of the 
development of trade relations among countries with 
uneven levels of economic development and/or 
different systems of economic organization and 
trade; 

"(ii) The advisability of eliminating overlapping 
and duplication by co-ordination or consolidation 
of the activities of such bodies, of creating conditions 
for expanded membership and of effecting such 

16 See para. 234 below. 

other organizational improvements and initiatives 
as may be needed, so as to maximize the beneficial 
results of trade for the promotion of economic 
development." 

The Group considers that the main safeguard against 
these dangers is constant vigilance and insistence on 
the periodical exercise of "spring cleaning". 

233.15 Efforts to achieve these ends will be facili
tated if: 

(a) Certain principles regarding the constitution and 
functions of different organizations dealing with 
general trade policy, consultation and confrontation, 
administration of agreements and regional problems 
are firmly kept in view by all concerned; 

(b) Suitable international arrangements are made 
for co-ordinating the work of the different institutions 
and for filling any gaps in the work done on trade and 
development problems, either by extending the terms 
of reference and scope of the activities of some exist
ing body or bodies, or, where no existing body is con
sidered suitable or capable of being adapted to take 
on a new category of work, the establishment of some 
new institutional arrangement; 

(c) A competent, geographically representative or
ganization, with the necessary executive power and 
machinery, is assigned the task of putting into practice 
and following on a day-to-day basis the trade policy 
guide lines given by the competent United Nations 
bodies, and of considering the activities of these multi
farious organizations and giving them a correct lead, 
so that their functions in relatively limited fields are 
not out of tune with the over-all policies designed to 
promote the trade and development of developing 
countries. 

234. Certain experts felt that paragraphs 232 and 
233, above, should be deleted. Their insertion at this 
point tends to destroy the structure of the chapter and 
to commence prematurely argumentation for one or 
another of the alternative courses of action discussed 
in paragraphs 241 to 266, below. Therefore, the appro
priate unrelated items, to the extent that they are ac
curate, belong with the other arguments for those 
alternatives. 

235. Paragraphs 236 to 240 below set out a num
ber of specific suggestions under points (a), (b) and (c) 
in paragraph 231. Paragraphs 241 to 246 discuss the 
broader issues raised under points (d) and (e). 

DIRECTION AND EMPHASIS OF THE WORK OF EXISTING 
INTERNATIONAL BODIES 

236. The Group of Experts wishes to make the 
following proposals: 

(a) The terms of reference and existing activities 
of all international bodies working in the trade field 
should be reviewed in order to ensure that due em
phasis is being given to the concept of international 
trade as a key instrument for the development of the 
developing countries. In some cases, it appears that the 
present terms of reference of the organizations may 
not fully reflect the current importance attached to this 
aspect by the international community even though 

I 

, 
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in practice most organizations have taken it into 
account in their programmes of work; 

(b) All these international bodies should also be 
invited to review their arrangements for encouraging 
the full participation of developing countries in discus
sion of matters of concern to those countries. In some 
cases, it may be necessary to take special steps to draw 
the attention of these countries to the facilities avail
able for them to take part in the work of the organi
zations and to examine any difficulties which appear 
to be standing in the way of full participation by less 
developed countries; 

(c) All the international bodies concerned should 
be asked to give special attention to the need for de
veloped and less developed countries to co-ordinate 
their approach to the problem of changing their respec
tive industrial structures in order to promote the future 
growth of world trade and to improve the conditions 
for the marketing of semi-manufactured and manu
factured products of the developing countries. 
The experts of the two socialist countries stated that 
the proposals regarding changes of industrial struc
tures, on the grounds that such changes would create 
wider possibilities for the marketing of products of 
the developing countries (mentioned above as well 
as in all analogous statements made elsewhere in 
the present report), cannot be applied to the social
ist countries since the relevant decisions of the 
Council for Mutual Economic Assistance ("Basic 
principles of the international socialist division of 
labour") take due account both of the importance of 
the world division of labour and the development 
of the socialist countries' commercial and economic 
relations with all the countries of the world. These 
experts pointed out that the direction and character 
of the planned development of the economies of these 
countries offer, both at present and in the future, the 
widest and ever-growing possibilities for the develop
ment of trade and economic relations of these countries 
with the developing countries; 

(d) The United Nations Secretariat should be asked 
to review the arrangements for providing advice and 
information to less developed countries about the facil
ities available for consideration of problems of trade 
and development in the United Nations and in other 
international bodies; 

(e) As clear a distinction as possible should be kept 
between the functions of existing organizations respon
sible for general trade policy, consultation and con
frontation at sector levels, and those responsible for 
the administration of agreements. Organizations whose 
functions are confined to the administration of agree
ments should concentrate their activities on that task. 
They may no doubt initiate such studies and consulta
tions as may be necessary for the administration of 
the agreements, but if there is any need for undertaking 
consultations or studies on a wider basis, they should 
request those organizations whose main function is to 
undertake such consultations and studies and which 
have a wider membership to do so. 
Some experts wished to dissociate themselves from 
this recommendation on the ground that the classifica
tion of trade organizations into the three types men
tioned was too arbitrary. Moreover, to seek to restrict 

narrowly the activities of one, and only one, of those 
three types appeared discriminatory and unwise; 

(f) In the administration of agreements relating to 
commodities of similar types, it would be desirable 
to explore the possibility of combining the secretariat 
functions of some of the commodity councils and get
ting the work done by one of the existing secretariats 
and, if possible, reducing their number by suitable 
methods of rationalization and co-ordination. When
ever a new agreement on a commodity comes into 
being, the above recommendation should be con
sidered and, if a common secretariat does not appear 
feasible, at least the experience and methods used by 
the existing secretariats should be put at the disposal 
of the new one. 

OVERLAPPING 

237. When one considers the number of organiza
tions involved and the fact that they were set up under 
different auspices at different times, a certain amount 
of overlapping might be expected (a) in terms of 
reference (b) in substantive discussions at govern
mental levels, and (c) in work undertaken by sec
retariats. Because of lack of time, the Group did not 
examine the situation in detail. Only a few such cases 
have come to its attention; more may exist. 

(a) With respect to terms of reference, there would 
seem to be overlapping between the Commission on 
International Commodity Trade (CICT) of the Eco
nomic and Social Council and the Committee on Com
modity Problems (CCP) of the FAO. Both these 
bodies appear aware of the potential overlapping of 
activities to which their terms of reference give rise 
and have taken some steps-for example, by agree
ment between the two secretariats and also by the 
expedient of holding a joint session-to reduce the 
amount of overlapping and duplication in practice. 
While the Group naturally applauds common-sense 
action of this kind, it feels that the position should be 
regularized by an amendment to the terms of reference 
of CICT to ensure that the CICT does not engage 
in study of specific agricultural commodity problems 
that are covered by F AO. While recognizing that the 
CICT has not in fact taken up the study of agricultural 
commodities, the Group would see certain advantages 
in redefining the terms of reference of the CICT in a 
way which would expressly require this body to 
concentrate its attention (i) on general commodity 
problems, such as in relation to fluctuations in com
modity trade and prices, which could not be satis
factorily dealt with in a specialized body like the CCP, 
and (ii) on problems arising in relation to non-agri
cultural commodities. 

(b) The work of the Second Committee of the 
General Assembly, the Economic and Social Council 
and GATT often seems to cover the same fields regard
ing the general trade situation and policies. Some of 
the work undertaken by organizations like IMF, FAO 
and occasionally ILO also cover these fields. While 
the fact that, in the normal course of work, the activi
ties of subsidiary bodies are reviewed by the parent 
organizations to which they report may not constitute 
duplication, nevertheless, additional care is recom
mended to avoid needless repetition, at successive 
levels, of discussion that has already taken place at 
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some other level in the organizational hierarchy. As 
between subsidiary bodies of different autonomous 
agencies, it is recommended by some members of the 
Group that the Administrative Committee on Co
ordination (ACC) and the Governm~nts co~cern.ed, 
if they have not already done so, examme the sttuatton 
with respect to: . . 

(i) The FAO Group on Grams, the GATT Specml 
Group on Cereals, and the International Wheat 
Council; 

(ii) The Consultative Subcommittee on Surplus Dis
posal of the FAO's CCP and the work of GA!T and 
the International Wheat Council on surplus dtsposal; 

(iii) The work of the commodity councils and study 
groups dealing with agricultural products and that 
of the FAO. 

(c) It is clearly desirable that different secretariats 
should not carry out the same basic research or com
pilation of statistics, even thoug~ th~se may be nee?ed 
for different purposes. The pubhcatwns of the Umted 
Nations and a number of other international bodies 
like FAO, ILO, IMF, the commodity councils and 
study groups, and GATT have at times overlapped in 
their coverage of trade matters .. Basic figures on ~~o
duction and consumption of agncultural commodttles 
are collected by the FAO; certain basic trade and 
population statistics are collected by the Unite_d 
Nations on behalf of all Member Governments. It ts 
normally desirable for the larger organizations to 
collect the data and for the smaller, more specialized, 
bodies to concentrate on the analyses vital to their 
own work and the detailed data which they alone may 
need. 

IMPROVEMENTS IN CO-ORDINATION 

238. Under this head, the Group of Experts has 
some practical suggestions: 

(a) To make possible a more effective co-ordination 
within the United Nations of work on trade and 
development matters, a regular list of different interna
tional bodies established in this field should be pub
lished showing their terms of reference. Also, a 
time-t~ble, for a year or six months in advance, should 
be compiled, setting out the meeting arrangements of 
these bodies. This will simplify matters for those con
cerned with planning and attending these meetings and 
will also help bring to light any apparent duplication 
or overlapping of current activities and draw attention 
to avoidable dispersal of related functions; 

(b) The arrangements under which the various in
ternational bodies report to the United Nations on 
their activities during a year should be reviewed, and 
an attempt made to co-ordinate the times at which the 
different reports are submitted, so that it is possible 
each year to obtain a broad over-all view of the inter
national action in the trade and development field, un
distorted by differences in reference period of statistics; 

(c) A systematic bibliography should be published 
regularly as a United Nati?ns document, setting .out 
the studies and other matenal prepared by the Umted 
Nations, the specialized agencies or other internation~l 
bodies active in the trade and development field. This 
would be useful as a means of avoiding unintentional 
duplication of work in the different international 

bodies and it would naturally be of great assistance 
to Member Governments; 

(d) When any new committee or body is formed 
to deal with problems arising in the field of trade and 
development, special attention should be given to the 
location of the secretariat of the body in the light of 
advantages to be gained in the best use of scarce ex
pertise and co-ordination with other international 
bodies. 

* * * 
239. While the recommendations made above, if 

acted upon, would help to a certain extent in rationaliz
ing the work on trade and development problems now 
done by a large number of organizations and sub-or
ganizations, the Group of Experts felt that these would 
not, by themselves, be adequate. In the course of the 
Group's discussion of this aspect, however, it became 
clear that there were conflicting views within the 
Group, both on the analysis of the existing situation 
and of the remedies or other action considered neces
sary in order to deal most effectively with the trade 
problems of less developed countries. One section in 
the Group felt that the existing organizational arrange· 
ments for dealing with the trade problems of less 
developed countries were so incomplete and unsatis
factory that mere reform of the practice and proce
dures of the various bodies would not be adequate for 
securing the improvements considered ne_cessary by 
them and, therefore, they felt that a maJor orgam
zational change should be made. They emphasized in 
particular the need for establishing a strong central 
organization vested with the executive power necessary 
to enable it, in the light of the general principles 
adopted at the United Nations level, to ensure im· 
plementation of the decisions resulting therefrom. 
A second section in the Group felt that the existing 
international organizations were fully capable of deal
ing with the trade problems of the less developed 
countries and did in fact do so. What was needed 
was a constant pressure on Governments to ensure con
tinued progress in this field. This could b7 done by ~e
organization of the work of the Econormc and Soc1al 
Council and the Second Committee (Economic and 
financial) of the General Assembly, and by continued 
evolution of GATT (subject to certain changes in 
GATT, according to one member). There were some 
members of the Group who took what they considered 
to be a middle position as between these two sec
tions. 

240. The Group of Experts considered that it could 
most usefully serve the interests of the Members of 
the United Nations and of discussion in the Economic 
and Social Council, in the Preparatory Committee of 
the United Nations Conference on Trade and Develop· 
ment and the Conference itself, by setting out as clearly 
as possible the case for and against these different pro
posals. It was felt that there was little to be gained 
from any attempt to arrive at an innocuous conclusion 
agreeable to all members of the Group, since any de
cisions on international organization would depend, 
in the last resort, upon the attitude of Governments 
and that, in considering what decisions should be 
taken, Governments would find it helpful to have the 
relevant issues clearly set out in the Group's report. 
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Accordingly, the following paragraphs consider in 
turn the various proposals mentioned above. 

PROPOSAL I 
241. Proposal I, as has already been stated, is to 

set up a completely new specialized agency, an 
International Trade Organization (ITO). 
The arguments in favour of this proposal are presented 

by those in favour of it in the following way: 
For effectively dealing with the problems of inter

national trade, it is essential that a United Nations 
international trade organization should be estab
lished on the basis of universal membership. The 
procedure for admission to the organization should 
be non-discriminatory. This organization could dis-
9uss and formulate recommendations for promoting 
mternational trade, for establishing an equitable 
level and correlation of prices for raw materials and 
industrial products, for seeking out more rational 
channels of trade, and for supplying industrial 
equipment to the developing countries on favourable 
terms. It could also go forward with the work of 
formulating legal and other principles to govern 
trade relations between countries. The international 
trade organization would be the main executive 
organ for carrying out all decisions relating to 
international trade. The organization could discuss 
and formulate recommendations for the conclusion 
of long-term, multilateral trade agreements. It 
could also undertake a broad analysis of trade 
statistics and work out other measures for expanding 
world trade. In addition, the international trade or
ganization could deal with such aspects of interna
tional trade as the following: invisible trade; transit, 
transport and freight rates in international trade; 
the problems of financing trade; the correlation be
tween world trade and economic development; the 
trade aspects of the programme on the economic 
consequences of disarmament (up to the time dis
armament is completed); trade fairs and exhibitions. 

The principal organs of this organization should be 
as in the case of other specialized agencies, a con
ference, an executive council and a secretariat 
headed by a Director-General, and it would have 
separate committees on commercial policy between 
countries with different economic systems, on pri
mary commodities, manufactures, invisibles, finan
cial problems and tariffs. The GATT could be given 
a place in this organization by being treated as· its 
committee on tariffs. ' 

It is envisaged that this organization would be both 
a universal forum where all important problems of 
trade and development could be thoroughly dis
cussed, and an executive body with sufficient 
operational capacity to implement the various- rec
ommendations of the United Nations Conference 
on Trade and Development and other relevant 
policy decisions taken at the United Nations level 
if necessary by overcoming such procedural diffi: 
culties as might arise from the present constitution 
of other agencies. It is urged that only a specialized 
agency of this type would have sufficient authority 
and strength to be able to deal effectively with the 
problems facing the less developed countries, to 

promote the expansion of trade among countries 
having different levels of economic development and 
different economic systems, to minimize duplication 
in the activities of existing organizations and ensure 
effective co-ordination, and to provide a forum in 
which all Member States of the United Nations and 
other countries which do not belong to it will be 
able to participate without any restraint or in
hibition. 

Obstacles of procedure which might possibly be 
caused by the present statutes of the specialized 
agencies could be overcome within a certain period 
of time, if the new organization were to receive 
executive powers inspired by the guiding principles 
adopted at the United Nations level. It is added that 
such an arrangement will lead to substantial savings 
as a result of the possible amalgamation of some of 
the secretariats of existing organizations. It will end 
the present dispersal, thus facilitating the member
ship of small countries which cannot afford the 
cost of sending delegations to too many separate 
organizations. 

The setting-up of such an organization will also enable 
problems of trade and development to be dealt with 
fully in accord with the broad approach of the 
United Nations for the Development Decade so 
that trade may become truly a dynamic instrument 
for development. Such an organization will have 
also the advantage that it will not be subject to some 
of the doubts and distrust which at present, rightly 
or wrongly, surround GATT. Moreover, it will be 
easier to build a new organization in a more rational 
way than to reconstruct, modify or reorganize an 
old structure which was originally intended to serve 
quite different purposes. 
242. The main arguments against setting up a new 

body like the proposed ITO are presented by those 
who oppose it as follows: 
It is unrealistic to assume that there would be suffi

ciently wide-spread agreement at the present time for 
an international trade organization to be estab
lished; the lesson to be drawn from the experience 
of the Havana Charter is that great difficulties stand 
in the way of major proposals of this kind even 
when, as at Havana, the ground had been carefully 
prepared -and there was a wide consensus amongst 
the important trading countries on the lines of post
war international trade policy. Furthermore, no 
ITO could be set up or could effectively function 
without the willing and active support of all major 
countries Member of the United Nations. Discus
sion in the United Nations, both within ECE and 
elsewhere, for example, recently on the proposal 
that a declaration on international economic co
operation should be adopted, has shown that there 
are difficulties in the way of basic agreement on 
fundamentals of international trade policy which 
might serve as the foundation for a new international 
trade organization of the kind described in this 
paragraph.16 Moreover, whatever might have been 

16 An expert who had participated in the consideration of a 
draft of that declaration considers this statement unfounded, since 
the ad hoc Working Group established under resolution 875 
(XXXIII) of the Economic and Social Council had not finished its 
work and such a conclusion could not be drawn. 
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the merits of an ITO in 1948, when it was originally 
proposed, during the last fifteen years a large num
ber of organizations have been developed to fill the 
gaps left by the failure to establish an ITO. These 
organizations have been doing useful and construc
tive work and have gathered valuable experience. 
Any proposal which resulted in the scrapping of the 
existing organizations or putting them artificially 
into a single organization at this late stage would 
meet with considerable opposition besides encoun
tering practical difficulties arising out of the re
organization. An international trade organization 
of the kind proposed would not automatically be 
universal and in this way different from GATT. If a 
new international trade organization were an exec
utive body, making rules and imposing obligations, 
then exactly the same position as exists in relation 
to GATT would exist in relation to the new body. 
Some countries would find themselves unable to 
accept precise obligations or would take the view 
that the benefits offered to them by a new organi
zation did not outweigh the disadvantages involved 
in the acceptance of obligations. In so far as this 
happened, the international trade organization 
would represent only part of the membership of 
the United Nations. Problems would arise from the 
inter-relationship of the new body with existing 
international organizations. The GATT as an 
independent autonomous body could not be in
corporated in the proposed international trade or
ganization against the wishes of its members. There 
would be the problem of the relationship of the new 
body with the F AO, the IMF, and the Bank, which 
are also recognized as autonomous bodies. 

PROPOSAL II 

243. Proposal II is that Governments use more 
fully and constructively the machinery already at their 
disposal by (a) further evolution of GATT in directions 
in which it is already moving, plus (b) reorganization 
of the work of the Economic and Social Council and 
the General Assembly so that they can perform more 
efficiently the co-ordinating functions that they are 
expected under the United Nations Charter to perform. 
The arguments in favour of this proposal are pre-

sented in the following way: 
(i) The serious gap in the international arrangements 

for dealing with the trade and commodity prob
lems of the less developed countries alleged by 
some members of the Group to exist because of 
the absence of an international trade organization 
is primarily an optical illusion based on failure 
to look closely at what has actually happened 
during the past fifteen years. The GATT has in 
fact become a vitally important international trade 
agency. It has a Council, a secretariat, and a 
committee structure enabling it to accord the 
necessary priority to the problems of the less 
developed countries. It has addressed itself-with 
increasing vigour since the publication in 1958 
of the report entitled Trends in International 
Trade-to these problems: to the removal of 
non-tariff as well as tariff barriers to the exports, 
present and potential, of the developing countries; 

to the liberalization of trade in tropical products; 
to the trade implications of the national develop
ment programmes of various contracting parties; 
and to the over-all conduct of international trade 
in ways that facilitate the industrialization of 
less developed countries and other widely de
sired structural changes in the world economy. 
The GATT has procedures for seeking ad hoc 
solutions to particular commodity problems and 
regularly reviews commodity-trends and develop
ments. It has satisfactory working arrangements 
with the residual legatees of non-GATT functions 
originally destined for the ITO-that is, with the 
Interim Co-ordinating Committee for Interna
tional Commodity Arrangements (ICCICA) and 
the various commodity councils and study groups, 
with the specialized agencies of the United Na
tions and with the United Nations proper; 

(ii) The GATT is already in the midst of an evolu
tionary development with respect to tariff-nego
tiating procedures, arrangements for expanding 
markets for the products of less developed coun
tries and dealing with State-trading countries, the 
treatment of preferences arising from regional 
economic groupings, and the expansion of its 
membership. Continued evolution of the GATT, 
especially via active participation of more of the 
emerging countries, will make a greater con
tribution to the solution of the trade problems 
of the less developed nations than the establish
ment of a new organization. Efforts to establish 
new machinery are, in fact, more likely to retard 
than to promote true development because they 
will inevitably deprive existing agencies of needed 
support, divert energies from primary, substantive 
questions to secondary organizational issues and 
further overburden the already overburdened trade 
officials of interested Governments; 

(iii) It is true that there are problems in the trade 
sphere with which GATT has not yet dealt and 
that too little progress has been made on many of 
the problems with which it has been wrestling. 
The same could be said, however, of practically 
all international organizations, including the 
United Nations itself. The main task of inter
governmental organizations is to rectify the 
myopia from which Governments suffer when 
harmonizing their short-run national interests 
with the longer-run interests of the international 
community as a whole. 

In the light of the above, the following specific meas
ures are proposed: 

(a) The GATT, which does not at present submit 
regular annual reports to the Economic and Social 
Council, should be invited to do so in the future. 
It is also recommended that the Council's arrange
ments for consideration of reports submitted by 
the various international bodies should be reviewed 
so that discussion of all inter-related aspects of 
trade and development by it each year is facilitated; 

(b) The Council should make its spring session a 
"Trade and Development Session", to which Gov
ernments send qualified trade and development 
specialists and at which the reports of the GATT, 
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the IMF, the Bank, CCP of the F AO, CICT, 
ICCICA, and other relevant groups would be con
sidered. The first trade and development session 
could take up any unfinished or otherwise un
assigned business of the United Nations Con
ference on Trade and Development. the numerous 
other items of business which fall within the com
petence of the Council could be assigned to its 
longer summer session; 

(c) The Council should be enlarged from its present 
membership of eighteen to ensure a more adequate 
representation of the existing membership of the 
United Nations and more frequent opportunity for 
each Member to serve on it. It is recognized that 
this would require a one-word amendment of the 
United Nations Charter; 

(d) Each year the Council should devote a special 
section of its report to trade and development mat
ters. 'The Council's report should in due course be 
discussed by that most universal of international 
forums, the General Assembly of the United Na
tions, through its Second Committee (Economic 
and financial); 

(e) At the Second Committee, as at the Council, time 
should be set aside for a thorough review of the 
related aspects of trade and development, and all 
United Nations Members should be invited to send 
outstandingly qualified officials to participate in 
this review. To complete a meaningful review in 
a limited period of time will require extraordinary 
self-discipline on the part of participants. How
ever, if the necessary self-discipline is not exhibited 
at the highest levels of the United Nations, there 
is no reason to believe that some other, equally 
universal trade forum would be more productive. 

244. The arguments against this proposal are con
tained in paragraph 246 below. 

PROPOSAL III 

245. Proposal III was suggested by one member 
of the Group mentioned above (see para. 239), who 
stressed the point of view that a positive revision of 
the GATT structure should be considered as an inde
pendent objective, that is, independent of other changes 
in the United Nations apparatus in general. This 
member of the Group suggested that the GATT struc
ture should be strengthened in one or more of the 
following ways: 
(a) Revision of the General Agreement to reflect more 

adequately the concerns and responsibilities of 
GATT in expanding the trade of less developed 
countries; 

(b) A separate supplementary agreement on trade be
tween highly developed and less developed coun
tries; 

(c) A supplementary agreement on trade among less 
developed countries; 

(d) A special agreement under GATT auspices on 
relations between State-trading countries and mar
ket economies; 

(e) Provision of a single secretariat to serve both the 
General Agreement and the special agreements; 

(/) Convening of periodic conferences under GATT 
auspices of the members of the general, as well as 
special, agreements to consider common problems. 

In defence of proposal Ill it was pointed out that the 
procedure laid down in it is highly flexible. In a 
system of separate agreements a special subject can 
be dealt with without the need for agreeing on other 
topics which are outside the subject of the special 
agreement on hand. Proceeding pragmatically with 
work that can be undertaken without major diffi
culties appears to be a safe method to arrive at 
progress in the organizational set-up. It is the most 
practical way in which to proceed. Perhaps it is the 
only way. Moreover, if it would be possible to work 
with a joint secretariat, expenses would be as low as 
possible and a high level of efficiency, based on 
the experience of the GATT secretariat, would be 
assured. · 
246. The main arguments against proposals II and 

III were presented as follows: 
It is unrealistic to think that the Economic and 

Social Council and the Second Committee, with 
their extremely crowded agenda, will be able to find 
enough time to consider the problems of trade and 
development in any detail. It is also unrealistic to 
expect that the enlargement of the membership of 
the Council, which would require an amendment of 
the United Nations Charter itself, and which is a 
key feature of this proposal, could be achieved in 
the near future. Moreover, with regard to a possible 
change in the functions and composition of the Eco
nomic and Social Council, and in the functions of 
the Second Committee of the United Nations Gen
eral Assembly, some experts felt that the Group of 
Experts had no authority to make any specific recom
mendations, since these matters are outside its 
terms of reference as defined in Economic and Social 
Council- resolution 919 (XXXIV)Y It is the re
sponsibility of the General Assembly, and of the 
other main organs of the United Nations concerned, 
to draw up their work programmes and determine 
their procedure. The Group's mandate is to study the 
situation as it is, and to say whether existing organi
zations dealing with international trade problems 
are or are not, by virtue of their structure and 
objectives, capable of dealing with these problems 
in such a way as to promote the development of 
international trade for the benefit of all peoples and 
remove the obstacles to trade. What has to be said 
is whether there are any areas of international trade 
which are not covered by any organization, and 
whether there is any need for a new body and new 
machinery. 

1 7 Other experts could find nothing whatsoever in the Group's 
terms of reference precluding it from making suggestions concermng 
the organization of the work of the Council and General Assembly. 
If these principal organs of the United Nations had wished to exempt 
themselves from consideration, they would surely have said so in 
the relevant resolutions. Similarly, if the objectives and principles 
of GATT were inconsistent with those of the United Nations, the 
Council would not have included in resolution 917 (XXXIV), calling 
for a United Nations Conference on Trade and Development, a 
reference to the GATT declaration on promotion of trade of less 
developed countries along with "the hope that significant progress 
will continue to be made. in implementing the above programme 
of action." 
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Another weakness of these proposals is that they do 
not envisage any executive instrument other than 
GATT. But GATT is an organization which has 
been set up for administering a specific agreement 
which involves the acceptance of certain onerous 
obligations as the price for enjoying certain rights, 
and has a limited membership and does not belong 
to the United Nations family. It is difficult to see 
how the constitution of GATT can be so amended 
that its membership becomes universal without 
changing its fundamental character. One basic 
condition for making the membership of GATT 
universal is that its members should not be required 
to accept any more obligations than what they have 
already accepted as Members of the United Nations. 
If that is to be provided for, and at the same time 
an agreement of the present type between a limited 
number of members has also to be maintained, there 
will have to be two classes of members of GATT: 
(i) those having greater obligations and thus greater 
rights, and (ii) those having smaller obligations with 
lesser rights. This creation of a second-class mem
bership within GATT will be not only invidious 
but will also lead to considerable practical diffi
culties. 

The question of relationship between such a reconsti
tuted GATT and the various United Nations bodies 
which are currently dealing with trade problems is 
also likely to present serious difficulties. The latter 
may be extremely reluctant to accept GATT as a 
superior body to which they will be required to re
port and seek guidance. A new United Nations or
ganization may find easier acceptance with both 
United Nations bodies and some of the State trading 
and less developed countries than with the GATT, 
largely on account of historical reasons. 

When the General Assembly decided at its seventeenth 
session to convene a United Nations Conference on 
Trade and Development and traced the main out
lines of the Conference's work, it did not in any 
sense declare that GATT or any other narrowly 
constituted group system of a similar kind was the 
right body to promote the development of interna
tional trade in the interests of all peoples, and partic
ularly in the interests of the developing countries. 
By its very nature, GATT is merely a narrowly 
constituted group system which does not belong to 
the United Nations system; it is a group of countries 
which was established for the consideration of 
tariff problems. The fact that forty-seven of the less 
developed countries now participate in GATT does 
not mean that it has been transformed into a 
universal international trade organization capable 
of ensuring a genuine development of world trade in 
the interests of all peoples. In its origin, structure, 
objectives, practice and composition, and other 
respects too, GATT is different from the United 
Nations and its organs.17 The principle by which it is 
guided in its work are different from those of the 
United Nations and its organs. The GATT system 
has a rather limited membership. Its objectives are 
group objectives, and some of its activities are 
considered to be at variance with the interests of the 
Members of the United Nations as a whole. Many 

of the less developed countries, even those which 
belong toGA IT, assert that this group organization 
does not protect the trade and development of the 
less developed countries of which four have left the 
organization, while others continue their member
ship out of inertia rather than for any advantages 
they may obtain. For a new country, membership 
in GATT means paying the high price involved in 
the acceptance of a number of tariff obligations 
which are often in conflict with its commercial 
interests. 

The practical work of GAIT -as a number of coun
tries, including Ceylon and New Zealand, have 
pointed out at various conferences of GATT itself 
and of other organizations--does not even conform 
to the principles expressed in the General Agree
ment. In practice, the most-favoured-nation prin
ciple is not applied even in trade between the 
members of GATT themselves. Quantitative quota 
restrictions-including the so-called "voluntary 
quotas" and other restrictions-are not in practice 
being eliminated, even in trade between members of 
GATT; on the contrary, they are being applied more 
extensively by a number of western European coun
tries and by the United States of America. The claim 
that GATT is a world trade organization capable 
of promoting the interests of the majority of coun
tries could equally well be made with no greater 
justification by other international organizations, 
such as the International Chamber of Commerce. 

PROPOSAL IV 

247. Proposal IV is to establish a permanent forum 
which would be open to all Members of the United 
Nations and would be supported by a representative 
standing committee and a competent executive organ 
within the United Nations Secretariat itself. For in
stance, the United Nations Conference on Trade and 
Development itself could provide such a forum, if it 
decided to meet periodically, say once in three years, 
and appointed a standing committee, which was repre
sentative, to look after the day-to-day work. This 
standing committee on trade and development could 
perhaps have a composition more or less of the same 
type as the present Preparatory Committee for the Con
ference on Trade and Development. Alternatively, the 
present CICT could, with suitable modifications, be 
converted into such a standing committee. When the 
conference is in session, the standing committee would 
report to the conference and when the conference is 
not in session, the standing committee would report 
to the Economic and Social Council and the Second 
Committee of the General Assembly. A trade and 
development centre could be set up within the United 
Nations Secretariat to serve as the executive agency of 
this conference and standing committee. All the exist
ing organizations dealing with problems of trade and 
development, such as GATT, IMF, FAO, the com
modity councils and the regional economic com
missions, would ·agree to work, as it were, under the 
umbrella of the conference in so far as problems of 

r trade and development are concerned. New organi
zations like the proposed UNIDO and any United 
Nations centre that may be set up to deal with 
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problems of science and technology could also simi
larly work under this umbrella. They would continue to 
have their autonomous status but they would report 
to the conference and have such of their work as may 
relate to trade and development discussed and co
ordinated by the conference. 
Arguments in favour of this proposal were presented 

as follows: 
It would provide under one head a universal forum 

in which all Members of the United Nations at 
different stages of economic development and with 
different economic systems could discuss problems 
of trade and development on an equal footing and 
yet maintain the special features of organizations 
which have more restricted functions and therefore 
more restricted membership. The fact that all the 
organizations concerned could, without raising ques
tions of prestige, subject themselves to the process 
of consultation and confrontation in such a univer
sal forum would itself be a powerful factor in co
ordination and rationalization. This alternative 
would virtually have the same sort of structure which 
is proposed for ITO, that is a conference, a council 
and an executive organization, without the need 
for setting up a separate specialized agency which 
may raise the same sort of political, institutional and 
constitutional problems which were faced by earlier 
proposals for setting up an ITO. 

For setting up such an agency, a resolution of the 
ensuing United Nations Conference on Trade and 
Development and/or of the General Assembly 
should be sufficient, while for setting up a new ITO, 
separate treaties would have to be negotiated with 
all the member Governments-a process which may 
not turn out to be an easy one under the present 
circumstances. This alternative would also create the 
least possible dislocation among the existing or
ganizations dealing with problems of trade and de
development, the work of which could continue to 
be improved as proposed earlier. The conference 
would function through the existing organizations 
as far as practicable. So far as agriculture is con
cerned, since there already exists a competent 
organization like the FAO, it would continue to 
function more or less in the present form but under 
the overall guidance, on trade and development 
matters, of this conference. Similarly, existing 
financial organizations such as the IMF, the Bank, 
IFC, IDA and the Special Fund, would also 
continue to perform their present functions but 
under the over-all guidance of this conference so far 
as the fields of trade and development are concerned. 
In the field of industries, the proposed UNIDO would 
also function in the same manner under the over-all 
guidance of this very conference. In the fields of 
invisibles, like transport, banking, insurance, pay
ments for royalties and consultancy services and 
tourism, however, it would be necessary either to 
to set up one or more units within the trade and 
development centre itself or to establish a separate 
body modelled on the proposed UNIDO which, in 
itsti:i?n, could function under the umbrella of this 
conference in the same manner as FAO or IMF are 
expected to do. 

If an arrangement of this type is accepted, then it may 
be possible to effect considerable economy in terms 
of finance, staff and effort by arranging to fit the 
work of organizations such as ICCICA and CICT 
in the new pattern; and reorganizing the work of 
the Second Committee of the General Assembly and 
Committee III of GATT. On the other hand, the 
conference and its committee could provide the 
needed leadership in bringing about further rational
ization in the other organizations dealing with trade 
problems and effecting economy and ensuring 
efficiency. 
248. The main arguments against this proposal 

were presented from two different angles as fol
lows: 
In comparison with ITO, this would be a more com

plicated, less efficient and also less representative 
arrangement because it would be open only to the 
Member countries of the United Nations. The 
executive arm of the conference, namely, the trade 
and development centre, would be a much smaller 
body than the executive of an ITO is likely to be and, 
in so far as this agency would have to function more 
through a number of other agencies than through 
its own staff members, it may face some practical 
difficulties in implementing some of the policies. Its 
dynamism may be thus less than that of a specialized 
agency. 

In comparison with proposal II, which envisages 
further evolution of the GATT and reorganization 
of the Economic and Social Council and the General 
Assembly, it introduces three new pieces of machin
ery-the permanent conference, the standing com
mittee and a trade and development centre. The 
proposal would introduce new complications, in
crease the burden of representation at international 
bodies, falling with particular severity on smaller 
countries, and would make the international struc
ture less, rather than more, rational. It is not clear 
whether the permanent conference would report 
to the Economic and Social Council on the analogy 
ofFAO, or directly to the General Assembly. There 
is a possibility of duplication between discussion in 
the new conference and standing committee on the 
one hand, and in the Second Committee and the 
Economic and Social Council on the other. In 
substance, the new bodies will be similar to the 
Second Committee and an enlarged Economic and 
Social Council under new names; it is difficult to see 
how they can be expected to be more effective than 
these bodies have been in the past (or than these 
bodies could be in the future if their procedures and 
membership were reformed) or why a new confer
ence should be better able to offer leadership and 
promote initiative, which are said to be the main 
deficiencies of the existing system. This proposal 
would create some complications also in the work 
of the present specialized agencies. It is not clear 
whether the IMF, the Bank, FAO, etc., would 
continue to report to the Economic and Social 
Council and have their work discussed there and at 
the same time report also to the new conference and 
the new standing committee so that their work could 
be discussed and co-ordinated there also. 
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The proposal combines some features of the proposal 
for an ITO and proposals for less radical changes 
in existing international organization. It shares to 
some extent the disadvantages of both approaches 
and, because it is framed as a compromise formula, 
its exact implications are unclear. The emphasis at 
one point is placed on the establishment of an 
executive organization and at another point on the 
institution of a world forum. The proposal involves 
a mistaken argument because it starts from the point 
that existing United Nations bodies, with universal 

membership, are ineffective in the field of trade and 
development. It then argues that therefore there is 
no effective universal forum. It concludes that what 
is needed are new United Nations bodies of similar 
composition to the existing ones but that the new 
bodies would be effective even though they were not 
substantially different. 

The logical conclusion from the foregoing line of argu
ment is that it is not a new forum in the United 
Nations which is needed, but rather that the existing 
forums should be made effective. 

ANNEX 

STATISTICAL TABLES RELATING TO WORLD TRADE 

TABLE 1 
World trade by major country groups. Annual averages 1950-1954 and 1955-1960 and compound rates of growth 

between 1950 and 1960 
(In millions a/ dollars) 

Region and per/od4 

World 
1950-1954 . . . . . . . 
1955-1960 ...... . 
Compound rate of growth 

Developed countries 
1950-1954 
1955-1960 
Compound rate of growth 

Centrally planned economies 
1950.1954 . . . . . . . 
1955-1960 . . . . . . . 
Compound rate of growth 

Developing countries 
1950-1954 
1955-1960 
Compound rate of growth 

Unclassified trade" 
1950.1954 
1955-1960 .. 

Sources: Bureau of General Economic Research and Policies of the United 
Nations Secretariat, based on data from United Nations: Yearbook of lttterna
tlonal Trade Statlst/cs,l959, vol. I (Sales No.: 60.XVII.2, Vol. I) and 1960 (Sales 
No.: 61.XVII.9), Statistical Yearbook, 1960 (Sales No.: 6l.XVII.1) and 1961 
(Sales No.: 62.XVII.I), Molllhly Bulletin of Statistics, October 1952, June and 
July 1961. Direction of International Trade, Stalisl/ca/ Papers, Series T, a joint 
publication of the Statistical Offire of the United Nations. the International 
Monetary Fund and the International Bank for Reconstruction and Development, 
Organisation for European Economic Co-operation, OEEC Statistical Bulletins, 
Foreign Trade, IV series (Paris), 1956 and 1958; and from national sources. 

"Developed countries: North America, western Europe, Australia, Japan, 
New Zealand and South Africa; cemrally plt11111ed economies: eastern Europe, 
mainland China, Mongolian People's Republic, North Korea and North Viet
Nam; developing countries: rest of the world. The figures exclude: (i) special 

Exports Imports 

Value Volume!' Value Volume!' 

75.6 74.1 75.6 74.1 
107.2 107.2 107.2 107.2 

6.4' (5.8) 6.4• (5.8) 

47.0 46.5 48.0 47.0 
69.6 69.6 68.1 68.1 

6.9' 6.9' 

7.2 6.9d 6.9 6.7d 
12.4 12.4d 12.2 12.2d 

10.7' 11.1• 

20.3 19.5 18.5 18.3 
23.7 23.7 24.1 24.1 

3.6' .6' 

1.2 1.2 2.2 2.2 
1.5 1.5 2.8 2.8 

category exports of the United States and (ii) inter-trade of the Mongolian 
People's Republic, North Korea and North Viet-Nam and their trade with 
mainland China. 

bIn average 1955-1960 prices. 
c The rate of growth (r) Is calculated on the basis of the following formula: 

(1 + r)lO T60/T50 where T60 and T50 denote the volume of trade In 1960 and 
1950, respectively. The figures In parentheses refer to the volume of trade exclud· 
ing that of the centrally planned economies. 

d Estimates based on national sources; ligures may be subject to a wide range of 
error. 

• The ligures include unclassilled trade of some developing countries (mainly 
dependent territories in Central and South America) as well as errors and 
omissions. 



Exports from: 
Total world 

1950. 
1960. 

Developed countries 
1950. 
1960. 
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TABLE 2 
Distribution of world trade, by region, 1950 and 1960• 

(Percentage of world trade in current prices) 

Total 
world 

100.0 
100.0 

59.8 
66.0 

Dece/oped 
countries 

100.0 
100.0 

62.6 
72.1 

Exports to 

Celltra/ly 
planned 

economies 

100.0 
100.0 

21.2 
20.9 

Centrally planned economies 
1950. 8.4 3.4 66.5 
1960. 12.4 3.6 71.1 

Developing countries 
1950. 30.0 32.2 12.3 
1960. 20.4 22.8 8.0 

Unclassified trade 
1950. 1.7 1.8 
1960. 1.3 1.5 

Deceloplng 
countries 

100.0 
100.0 

68.8 
75.3 

2.7 
4.7 

27.3 
19.0 

1.2 
1.0 

UI!Clas•lfted 
trade 

100.0 
100.0 

34.6 
55.9 

4.1 
5.3 

52.5 
34.5 

8.8 
4.3 

Source: See table I. a Excluding special category exports of the United States. 

TABLE 3 
Unit values of exports and imports, by region, 1950-1960" 

(1959 100) 

Region tmd Item 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 

Developed countries 
Unit value of exports 85.9 103.0 104.0 100.0 98.0 98.0 101.0 104.0 101.0 100.0 
Unit value of imports 90.7 114.4 112.4 104.1 103.1 104.1 106.2 110.3 103.1 100.0 
Terms of trade 94.7 90.0 92.5 96.1 95.1 94.1 95.1 94.3 98.0 100.0 

Developing countries 
Unit value of exports . 100.0 125.8 114.4 106.2 108.2 108.2 107.2 107.2 103.1 100.0 
Unit value of imports 91.8 108.2 110.2 103.1 99.0 100.0 102.0 105.1 102.0 100.0 
Terms of trade 108.9 116.3 103.8 103.0 109.3 108.2 105.1 102.0 101.1 100.0 
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1960 

101.0 
101.0 
100.0 

101.0 
101.0 
100.0 

Source: Statistical Office of the United Nations. Monthly Bulletin of Statistics, a Data are shown with 1959 as 100, since this year serves as the base for aU 
January and AprU 1963. subsequent calculations of projected estimates. Terms of trade refer to the ratio 

of unit value of exports to unit value of imports. 



ESTABLISHMENT OF AN INTERNATIONAL TRADE ORGANIZATION 

(Draft resolution submitted by the delegations of Bulgaria, the Byelorussian Soviet Socialist 
Republic, the Czechoslovak Socialist Republic, the Hungarian People's Republic, the Polish 
People's Republic, the Ukrainian Soviet Socialist Republic and the Union of Soviet Socialist 
Republics) 

The United Nations Conference on Trade and 
Development, 

Considering that international trade is a most 
important factor contributing to peaceful and good
neighbourly co-existence among all States regardless 
of differences in their social systems and levels of eco
nomic development, and a powerful instrument and 
means of economic and social progress, 

Recognizing the existence in international trade of a 
number of far-reaching and important problems 
which call for a solution, inter alia the problems of 
trade of the developing countries and of eliminating 
artificial obstacles and discriminatory practices in 
world trade, 

Recognizing further that no existing international 
body embraces all the problems of world trade and 
questions related thereto, in particular those having 
special importance for the developing countries, or is 
capable of or suitable for dealing with all these 
problems, 

Having regard to the fact that the solution of the 
above-mentioned problems and the practical imple
mentation of the resolutions of the Conference, and of 
decisions by the United Nations on international trade 
questions, will depend to a considerable extent on the 
competence and effectiveness of the body which is to 
be set up under the auspices of the United Nations, 

Recognizing that new institutional arrangements are 
essential for the continuation of the work begun by 
this Conference on Trade and Development, convened 
by the United Nations, and for the implementation 
of the recommendations, conclusions and decisions of 
this Conference, 

Convinced that a single and universal international 
body should be established under the auspices of the 
United Nations to deal with the entire range of world 
trade questions. 

A 

ESTABLISHMENT OF AN 
INTERNATIONAL TRADE ORGANIZATION 

1. Decides to establish an International Trade 
Organization (ITO) within the framework of the 
United Nations' to deal with international trade 
problems with particular reference to the needs of 
development. 

This organization shall: 
be universal in character; 
have sufficient authority to ensure compliance 
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with its own recommendations and with those of 
the United Nations which relate to international 
trade and development; 

be founded on principles acceptable to all 
countries, regardless of differences in their social 
systems and levels of economic development; 

be open to participation by any country; 
be empowered to deal with all questions of 

international trade; 
be an autonomous organization acting under the 

auspices of the United Nations and in conformity 
with the provisions of its Charter and collaborating 
closely with its specialized agencies; 

2. Affirms that the main purpose of ITO shall be 
to do everything possible to promote the development 
of international trade as an instrument of economic 
and social development in the interests of all countries 
and peoples of the world, to promote the creation 
of conditions for peaceful and friendly relations among 
nations based on respect for the principles of equal 
rights and self-determination of peoples, and to 
ensure that all the countries of the world benefit 
from a rational international division of labour on the 
basis of equal rights; 

3. Resolves that the activities of ITO shall be 
based on the Principles of International Trade 
Relations and ·Trade Policy adopted by the Confer
ence; 1 

4. Considers it necessary that in order to ac
complish its purposes ITO should draw up recom
mendations and measures to promote the expansion 
of international trade and the unhindered economic 
development of all the countries of the world, particu
larly the economically less-developed countries, assist 
interested countries in the organization and techniques 
of foreign trade, co-ordinate the activities of auxiliary 
bodies of the United Nations and of other inter
national organizations in the field of world trade, 
some of which bodies and organizations might be 
included in ITO if they so agreed, and issue recom
mendations for improvements in the activities of these 
bodies and organizations; 

5. Envisages that ITO will be called upon to 
concern itself, inter alia, with the following problems: 

(a) the inter-relationship between world trade and 
economic development; 

1 The draft "Principles of International Trade Relations and 
Trade Policy" (Vol. V). 
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(b) the elimination of artificially-created restric
tions and obstacles to trade in raw materials, semi
manufactures and manufactures; 

(c) the elimination of price fluctuations having 
undesirable consequences for trade and the economic 
situation; 

(d) the elimination of the adverse effects of the 
activities of closed economic groupings on the trade 
of third countries, particularly on the trade and 
economy of the developing countries; 

(e) the removal of economic and administrative 
obstacles, and of obstacles connected with commercial 
policy, to the development of international trade; 

(f) improvement of the terms of international 
trade, having regard to the requirements and needs 
of the various countries and regions of the world, by 
means of: 

the provision of opportunities for the developing 
countries' goods to find a stable and expanding 
outlet, and the improvement of the structure of the 
developing countries' exports through an increase in 
the proportion of manufactures and semi-manu
factures in the developed countries' imports from 
the developing countries; 

the conclusion of stabilizing international com
modity agreements with the participation of all 
the main exporters and importers of the goods in 
question, with a view to setting economically 
justified price levels and providing for the steady 
growth of trade in these goods; 

the conclusion of long-term trade agreements and 
contracts; 

the gradual elimination by the industrially
developed countries of tariff, non-tariff and other 
obstacles in the field of trade, in particular quanti
tative restrictions having an adverse effect on the 
developing countries' exports and on the expansion 
of international trade in general; 
(g) improvement of the invisible trade of the 

developing countries, in particular improvement of 
the conditions governing the carriage of goods, 
transit and insurance; 

(h) an easing of the terms for the financing of 
international trade; the use of international credit 
to develop trade between countries; the provision of 
credit for the supply of equipment to the developing 
countries- on terms favourable to those countries; 

(i) the commercial and economic aspects of general 
and complete disarmament; 

(j) the study of such aspects of international trade 
as transit, access to the sea and transit for landlocked 
States, trade fairs, exhibitions, etc.; 

6. Establishes the following basic organizational 
principles for the International Trade Organization: 

the highest organ of ITO shall be a conference of all 
its members. The practical activities of ITO between 
conferences shall be directed by its executive body. 
ITO shall have a Secretariat headed by a Director
General and Deputy Directors-General; 

there shall be equitable representation in all ITO 
organs of the three existing groups of States; 

each country shall have one vote in ITO. 

B 

PROVISIONAL INSTITUTIONAL MACHINERY FOR 
THE TRANSITIONAL PERIOD PENDING THE 
ESTABLISHMENT OF THE INTERNATIONAL 

TRADE 0RGANIZA TION 

Periodic convocation of the Conference 

7. Decides that, until the International Trade 
Organization is established, the Conference on Trade 
and Development shall continue to be convened 
periodically and shall serve in the transitional period 
as the highest specialized forum of the United Nations, 
bearing responsibility for the promotion of inter
national co-operation in the field of trade and develop
ment and drawing up appropriate recommendations 
to governments, specialized agencies of the United 
Nations, intergovernmental organizations and the 
Executive Council of the Conference on questions 
within the scope of the Conference. The Conference, 
participation in which shall hereafter be open to all 
countries of the world, shall perform the following 
functions in the transitional period: 

(a) to exercise over-all responsibility for the 
promotion of international trade and development 
and, to that end, to apply measures designed to 
expand trade between countries at the same level 
of development, at different stages of development 
or having different social and economic systems; 

(b) to promote the execution of measures 
designed to ensure that the foreign exchange re
sources of developing countries expand in ac
cordance with their development needs; 

(c) to promote the execution of measures to 
improve the position of the developing countries in 
the field of invisibles and financing; 

(d) to co-ordinate and supervise the activities 
of other institutions operating in the field of trade 
and development. 
8. The next sessiqn of the Con[5!rence 'Shall meet 

immediately after the completion of the preparatory 
work on the establishment of ITO but not later than 
two years after the current session, with funds ap
propriated in the same manner as for the permanent 
organs convened under the auspices of the United 
Nations. 

9. The draft provisional agenda for the Conference 
shall be prepared by the Secretary-General of the 
Conference for examination by the specially-estab
lished provisional executive organ (Council) of the 
Conference. The provisional executive organ shall 
examine and approve the draft provisional agenda 
and shall submit the provisional agenda to the 
Conference for approval. 

10. The Conference shall report to the General 
Assembly of the United Nations. 

11. The Secretary-General of the Conference shall 
report to the Conference and participate without vote 
in its deliberation. 

12. After the International Trade Organization 
has been established, its highest organ shall be the 
Conference of ITO. 
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Provisional executive organ of 
the Conference 

13. Until ITO is established, the functions of 
implementing the decisions of the Conference shall 
be performed by the Executive Council of the Confer
ence, hereinafter referred to as the Executive Council. 

14. The members of the Executive Council shall 
be elected at the current Conference for a term ex
tending until the next session of the Conference. It is 
envisaged that, at each election of the Council and the 
Committees, changes shall be made, on the proposal 
of the groups, in the member countries represented 
from each group so that all countries in a particular 
group may take part in the work of these organs. 

15. The Executive Council shall consist of 34 ( 45) 
member countries (its membership shall be made up on 
the same principle as that of the General Committee 
of this Conference). 

(a) All members of the Executive Council shall 
be elected at the first election; 

(b) Each member of the Executive Council shall 
be represented on it by one representative and the 
necessary number of alternates and advisers. 

16. The principal functions of the Executive 
Council shall be: 

(a) To apply the decisions of the Conference and 
ensure the continuity of its work; 

(b) To prepare for the regular sessions of the 
Conference, to convene special sessions, and to 
give provisional approval to the agenda for such 
sessions; 

(c) To give the Secretariat instructions on the 
preparation of the reports and documentation 
required; 

(d) To supervise the implementation of the 
decisions taken by the Conference and of its own 
decisions; 

(e) To approve and submit to the Conference 
a report on the work done since the previous session 
and the work programme to be carried out by the 
Secretariat and by the committees, commissions, 
expert groups and other subsidiary bodies; 
(f) To set up such committees and working groups 
as it deems necessary. 
17. Each member of the Council shall have one 

vote. Decisions of the Council shall be taken by a 
majority of the members present and voting. 

18. The Council shall annually elect its Chairman 
and such other officers as it deems appropriate. The 
officers shall be eligible for re-election. The Secretary
General of the Conference shall report annually to the 
Council and shall participate without vote in its 
deliberations. 

19. The Council shall meet once or twice a year 
and shall draw up its rules of procedure, which shall 
be subject to the approval of the Conference. The 
Council may decide by majority vote to convene a 
second session during the same year. 

20. The' rules of procedure of the Council shall 
provide, as necessary, for participation in its delibera-

tions, without vote, by the Chairmen of the Com
mittees. 

The Executive Council shall invite any participant 
in the United Nations Conference on Trade and 
Development to participate without vote in the con
sideration by a Committee of any question of particular 
interest to that participant. 

21. The Council shall issue directives to the 
Secretariat and shall be entitled to request such 
special reports and studies as it deems appropriate. 
These shall include an annual review of trends in 
world trade and a progress report on the implementa
tion of the decisions of the Conference. 

22. The Executive Council shall take prompt 
measures, with the aid of ad hoc organs if required, 
to carry out the work necessary for the establishment 
of the International Trade Organization, including 
the preparation of the necessary legal acts, so that the 
Executive Council may complete the consideration of 
these documents not later than the end of 1965. 

23. The Council shall submit a report to the 
Conference on Trade and Development. In the period 
between conferences the Council shall submit a 
report to the General Assembly of the United Nations 
for its consideration. 

24. The first meeting of the Council shall take place 
immediately after its election. The draft provisional 
agenda and the draft rules of procedure of the Council 
and other necessary documentation shall be prepared 
by the Secretary-General of the Conference. 

Committees 
25. The Conference shall establish, to act within 

the framework of the Executive Council, standing 
specialized committees on: 

I. Commodity trade; 
II. Trade in manufactures and semi-manu

factures; 
III. General problems of international trade; 
IV. Questions of trade financing, invisibles, 

transit and transport. 
In establishing the above-mentioned committees, 

it is envisaged that the corresponding committees 
shall take over the functions of a number of sub
sidiary organs existing within the United Nations, such 
as the United Nations Commission on International 
Commodity Trade, the Interim Co-ordinating Com
mittee for International Commodity Arrangements, 
etc. 

The above-mentioned committees shall submit 
annual reports to the Executive Council on the dis
charge of their respective tasks. 

26. Each committee shall be composed of 34 (27) 
members, elected by the Conference for a term ex
tending until the next session of the Conference. 

27. Each committee shall elect its officers and shall 
act on the basis of the rules of procedure approved 
for the purpose by the Council and drawn up taking 
into account the experience of the United Nations 
organs already in operation (for instance the Com
mittee for Industrial Development). 
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Inter-relationship of the Executive Council 
and the Secretariat with other international 

agencies and organizations 

28. The Conference recommends to member 
countries, international bodies and countries parties 
to intergovernmental agreements dealing with trade 
and development problems that they (i.e., the member 
countries) should, within the said bodies, promote 
institutional changes or possible reforms designed 
to facilitate their progressive integration or co
ordination within a new structural pattern of inter
national trade consistent with the objectives of this 
resolution and with the principles and policies 
formulated by the Conference. 

Regional economic commissions 

29. The regional economic commissions shall 
be closely linked, through their foreign trade com
mittees, with the activity of the Executive Council and 
the Secretariat of the Conference and shall submit 
to the Conference and the Council reports on their 
activity in connexion with the trade and development 
of their respective regions. 

Other subsidiary organs 

30. The Conference, the Council and the com
mittees shall establish such other subsidiary organs 
(e.g. commissions, working groups and expert groups) 
as may be required for the efficient performance of 
their functions. 

Secretariat 

31. To ensure the practical implementation of the 
decisions of the Conference and the Executive 
Council, a permanent secretariat shall be established, 
headed by a Director-General (who shall also be the 
Secretary-General of the Conference) and Deputy 
Directors-General. The Deputy Directors-General and 
secretariat staff shall be selected with a view to en
suring an equitable representation of the three existing 
groups of States. The Director-General shall be 
appointed by the Conference on Trade and Develop-

ment and his appointment shall be approved by the 
General Assembly. 

32. The Director-General shall bear full responsi
bility for the administration of the Secretariat. 
Appropriate arrangements shall be made for close 
co-operation and co-ordination with the Department 
of Economic and Social Affairs, including the secre
tariats of the regional economic commissions and other 
appropriate units of the United Nations Secretariat, 
and with the secretariats of the specialized agencies 
and other intergovernmental organizations. 

33. The Director-General shall be authorized to 
establish within the Secretariat such units as may be 
necessary to carry out the decisions of the Conference. 

34. The secretariat shall serve the Conference, the 
Council and the Committees. 

35. The principal functions of the secretariat shall 
be: 

(a) to act as the secretariat of the Conference and 
the Executive Council; 

(b) to carry out the decisions and undertake the 
studies referred to it by the Conference and the 
Executive Council; 

(c) to promote and guide the work of the com
mittees and working groups of the Executive Council; 

(d) to prepare the Executive Council's report to 
the Conference; 

(e) to draw up the provisional agenda for the 
regular and special sessions of the Conference and 
Executive Council and 'to solve the administrative 
problems involved; 

(f) to maintain contact with the various inter
national organizations including regional organiza
tions, active in the field of international trade and 
development. 

36. Pending the establishment of the International 
Trade Organization with its own autonomous budget, 
all direct expenditures of the Conference, its executive 
organs and the secretariat shall be charged to the 
United Nations budget. 



MEMORANDUM ON THE PRELIMINARY CONSIDERATIONS REGARDING 
THE MAIN PROVISIONS FOR AN INTERNATIONAL TRADE 

ORGANIZATION (ITO) 

LETTER, DATED 5 FEBRUARY 1964 
FROM THE DELEGATION OF 

THE UNION OF SOVIET SOCIALIST 
REPUBLICS ADDRESSED TO THE 
SECRETARY-GENERAL OF THE 

CONFERENCE 

The delegation of the Union of Soviet Socialist 
Republics to the third session of the Preparatory 
Committee presents its compliments to the Secretary
General of the United Nations Conference on Trade 
and Development and, in connexion with item 16 of 
the draft provisional agenda of the Conference and 
item 2 of the agenda of the third session of the 
Preparatory Committee, requests that the text of the 
memorandum "Preliminary considerations regarding 
the main provisions for an international trade 
ofganization", which was circulated as an official 
document of the Economic and Social Council at its 
thirty-sixth session (document E/3827 of 30 July 
1963), be circulated as an official document of the 
Preparatory Committee and the Conference at this 
session of the Committee. 

(Signed) S. BORISOV 
Head of the delegation of the 

Union of Soviet Socialist Republics 

MEMORANDUM 

In its resolution 1785 (XVII) on the convening 
of the United Nations Conference on Trade and 
Development, the General Assembly recognized that 
there are a number of important and far-reaching 
problems in the field of international trade which 
call for solution, and it also recognized the need for 
organizational measures in that connexion. There is, 
however, no single and universal international body, 
either inside or outside the United Nations, dealing 
with world trade problems. 

All this makes it urgently necessary to establish 
an international trade organization on the basis of 
principles acceptable to all countries, regardless of 
their social and economic systems and level of eco
nomic development. 

The main purpose of ITO should be to promote 
the development of international trade as an instru
ment of economic development in the interests of all 
the countries of the world.ITO would ensure the imple
mentation of decisions taken by the United Nations 
Conference on Trade and Development and of other 
decisions taken in the United Nations on questions of 
international trade. 

ITO could be established on the basis of the fol
lowing main provisions: 
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It should have a wide field of competence in 
all matters of international trade, particularly with 
a view to ensuring a rational and equitable place 
in the international distribution of labour for all 
countries of the world, regardless of their social and 
economic systems and level of economic develop
ment; 

It should be an autonomous universal inter
national organization, functioning under the aus
pices of the United Nations and collaborating 
closely with its specialized agencies; 

It should become a centre for co-ordinating the 
activities of all subsidiary bodies of the United 
Nations, and of all other international organiza
tions, in the field of world trade. 
Some of these organizations, if they so agreed, 

might be incorporated in ITO as committees or 
departments. 

I 

The relations of ITO with other organizations 
dealing with questions of international trade should be 
conducted as follows: 

(a) All bodies and organizations of this kind 
within the United Nations system should co-ordinate 
their activities with those of ITO on a regular basis 
(if they are not themselves incorporated in ITO); 

(b) Organizations outside the United Nations 
system should co-ordinate their activities with those 
of ITO on the basis of agreements (if they are not 
themselves incorporated in ITO as subsidiary bodies 
of that organization). 

In drafting the statute of ITO, use might be made 
of suitable provisions in the 1948 Havana Charter, 
due account being taken of the political and socio
economic changes which have taken place in the 
world. 

II 

The work of ITO should be based on the following 
principles: 

(1) Universality, i.e., the organization should deal 
with all problems of world trade, and all countries 
which so desire should be eligible for membership, 
without any discrimination whatsoever; 

(2) Equality and sovereignty of all member coun
tries; 

(3) Non-interference in the domestic affairs of 
member countries; 

(4) Conformity between the principles and rules 
of international trade and the principles and require
ments of economic development; 

(5) Mutual advantage in trade relations between 
countries which are trading partners, with mutual 
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respect for the requirements of trade and economic 
development; 

(6) Application of the most-favoured-nation prin
ciple, with due regard for the special interests of the 
developing countries; 

(7) Organization and development of trade without 
discrimination or artificially created obstacles and 
barriers. 

The functions of ITO should include the study of 
ways and means of solving international trade 
problems and the preparation of recommendations and 
measures to promote the expansion of international 
trade and the unhampered economic development of 
all countries of the world, particularly the less
developed countries. 

III 

The above-mentioned recommendations and meas
ures should relate to the following matters in particu
lar: 

(1) The inter-relationship between world trade and 
economic development; 

(2) The abolition of discrimination, artificially 
created restrictions and obstacles in the way of trade 
in raw materials, semi-finished and finished products; 

(3) The elimination of the adverse effects of the 
activities of closed economic groupings on the trade 
of third countries, particularly on the trade and 
economies of developing countries; 

(4) The removal of obstacles of an economic and 
administrative character and those connected with 
commercial policy; 

(5) The improvement of the terms of international 
trade, having regard to the requirements and needs of 
the different countries and regions of the world, by 
means of: 

(a) the elimination of price fluctuations, which 
have undesirable effects on trade and the economy; 

(b) the provision of opportunities for products 
from the developing countries, including industrial 
products, to find a stable and expanding outlet in 
the markets of the developed countries; 

(c) the conclusion of multilateral trade agree
ments; 

(d) the conclusion of long-term trade agreements 
and contracts; 

(e) the reduction of customs tariffs and the 
abolition of quantitative restrictions, with due 
regard for the interests of the developing countries; 

(6) An easing of the terms for the financing of 
international trade; the use of international credits 
in the interests of the development of trade between 
countries; allocation of credits for the supply of equip
ment to developing countries on terms favourable 
to those countries; 

(7) The provision of assistance by the industrially 
developed countries to the developing countries in 
the establishment of independent national economies 
through the expansion of trade between the two types 
of countries by every possible means; 

(8) The commercial and economic consequences 
of a programme of general and complete disarma
ment. 

In addition, ITO could deal with such aspects of 
international trade as the following: invisibles; transit 
trade, transport and freight, trade fairs, exhibitions, 
etc. 

It could study, analyse and publish statistical data 
on international trade and related questions, and also 
prepare specific studies and surveys of the world trade 
situation. · 

The highest organ of ITO should be the conference 
of all its members. In periods between conferences 
the organization's practical activities should be directed 
by its executive body. Committees and working groups 
on specific international trade problems could be set 
up under ITO. 

Equitable representation of the three existing groups 
of States should be ensured in all the subsidiary 
bodies of ITO. 

Each country should have one vote in ITO. 

ITO should have a secretariat, headed by a Sec
retary-General and 'by Deputy Secretaries-General 
representing the three groups of States existing in 
the world. 
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important work of GATT in regulating trade relations 
among developed countries. 

• This paper was prepared by the Secretariat of the United 
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item 16 of the provisional agenda (document E/CONF.46/1) on 
the subject, "Institutional arrangements, methods and machinery 
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The main task of the United Nations Conference 
on Trade and Development is to initiate policies 
that would create a better and more secure position 
for developing countries in international trade. One 
aspect of that task is the assessment of the effectiveness 
of the institutional framework of world trade and the 
removal of crucial imperfections in the existing 
machinery. The present study is directed to that end. 

to implement measures relating to the expansion of international 
trade" (item VII of the list of main topics). See Interim Report of 
the Preparatory Committee (first session), in Vol. VIII of this 
series. 
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I. THE BACKGROUND OF GATT 

I. In referring to the efforts undertaken after 
the Second World War for the establishment of 
international machinery for trade co-operation, it 
seems appropriate to recall briefly the conclusions 
drawn in a report prepared by the League of Nations 
Secretariat in 19421 as regards international trade 
relations in the inter-war period of 1919-1939. The 
study listed a series of factors contributing to the very 
limited success of inter-war attempts to solve the 
problem of international trade which had arisen as a 
consequence of the First World War. One of these was 
political insecurity. The remainder were economic 
and they reflected, in part, the failure to achieve an 
orderly transition frqm ~-a war to a peace economy 
and the mistake of attempting to solve trade problems 
without striving to find solutions for other problems 
of economic policy. In this respect, the study referred 
inter alia to those of post-war reconstruction and relief, 
industrial development, full employment, the need for 
a-sound international credit mechanism. It noted that 
the international community had been unable to 
work out adequate and comprehensive proposals for 
industrial development in under-developed countries 
and to relate these to commercial policy. Similarly, 
Governments had not been able to adopt and imple
ment measures designed to increase demand for 
agricultural products as a substitute for restrictive 
agricultural policies. The insistence on a purely multi
lateral approach to international trade liberalization 
and on the exclusion of regional arrangements was 
mentioned as a further obstacle to the expansion of 
trade. 

2. The League of Nations study also pointed out 
procedural mistakes which interfered with the 
success of trade negotiations during the inter-war 
period, including the failure to create adequate inter
national machinery for the preparation of international 
trade negotiations. 

The International Trade Organization 

3. Most of the basic economic problems mentioned 
above became even more pressing as a result of the 
Second World War. However, thanks to the experience 
of the inter-war years, the need to deal with such 
problems, both for their own sake and as a condition 
for the resumption and expansion of trade was gener
ally realized. There was talk of a world clearing union, 
a buffer-stock scheme for commodities, an inter
national trade charter, a currency stabilization fund 
and an investment institution. A number of inter
national institutions were created to deal with particu
lar situations and problems. The United Nations itself 
was given general responsibilities in the field of 
economic co-operation. 

4. Three of the four main international agree
ments aimed at normalizing the post-war economy
the International Monetary Fund, the International 
Bank for Reconstruction and Development and the 
United Nations Food and Agriculture Organization 
(Bretton Woods and Hot Springs Conferences)-

1 League of Nations, Commercial Policies in the Inter-war Period: 
llltemational Proposals and National Policies, Geneva, 1942. 

were ratified and came into force. This was not so in 
the case of the Fourth Agreement-the Havana 
Charter-which had been negotiated under the 
aegis of the Economic and Social Council for the 
establishment of the International Trade Organiza
tion.2 

5. The Havana Charter, the first code of rules on 
international trade ever adopted, was the result of 
years of preparation and eighteen months of con
tinuous negotiations. It was certainly not easy to achieve 
agreement or compromise on a wide range of subjects 
and the very fact that at Havana some eight hundred 
amendments were proposed to the draft charter 
prepared by the Preparatory Committee seems to 
indicate how differing positions and opinions had to 
be reconciled. 

6. The Preparatory Committee voted to accept 
the "Suggested Charter for an International Trade 
Organization", submitted by the United States 
delegation, as the basis for its deliberations. The 
"Suggested Charter" was in turn an elaboration 
of the original "Proposals for the Expansion of World 
Trade and Employment" (Clayton Plan) prepared by 
the United States Government in consultation with 
a number of European countries. The proposals 
and the Suggested Charter were based on the principle 
that all restrictive devices used to distort the normal 
flows of trade should be removed; that tariffs should 
be reciprocally reduced and preferences eliminated; 
that internal taxes and regulations should be imposed 
in a non-discriminatory manner; that all types of 
subsidies should be subject to international consulta· 
tion and that subsidies on exports should be applied 
only in exceptional cases. It was also stressed that 
international agreements designed to protect the 
producers of primary commodities in the event of 
surplus production should correct abnormal situations 
without perpetuating them; that measures restricting 
exports or fixing prices, if unavoidable, should be 
limited in duration; that consuming and producing 
countries should be given equal voice in the formula
tion and administration of Agreements. It was pro
posed that the commitments embodied in the Charter 
should be carried out through an international organi
zation within the framework of the United Nations. 

7. From the very first meetings of the Preparatory 
Committee, concern was expressed by the less-devel
oped nations as to the advantages of unrestricted 
trade from the viewpoint of raising standards of 
living. It was contended that the suggested Charter 
was negative, rather than positive, in its approach to 
the basic issues of international trade, consisting of 

2 On 18 February 1946, the Economic and Social Council, upon 
a proposal of the United States delegation, unanimously approved 
resolution 1/13 in which it called an International Conference on 
Trade and Employment and entrusted its preparation to a Com
mittee. The work of the Preparatory Committee was divided into 
three parts: the two sessions of the Committee itself at London and 
Geneva and the meeting of the Drafting Committee in New York, 
between the two sessions. The Conference, held in Havana, Cuba, 
from 21 November 1947 to 24 March 1948, drew up the Havana 
Charter for International Trade Co-operation, which is embodied 
in its Final Act. The Final Act was authenticated on 24 March 1948 
by the representatives of fifty-three of the countries that had taken 
part in the Conference on Trade and Employment. One participating 
Government signed after the close of the Conference and two did 
not sign. 
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prohibitions, rather than positive measures to expand 
trade. In this connexion, the under-developed coun
tries emphasized the necessity to retain freedom to 
promote industrialization by imposing quotas on 
imports. This led to the inclusion of a chapter on 
economic development, under which a member of 
the Organization might obtain permission, in a 
particular case, to use import restrictions in pro
moting the development of a new industry. The rule 
that requires prior approval was strongly resisted by 
developing countries. 

8. According to the provisions on inter.:govern
mental commodity agreements, adopted after pro
tracted debates, such agreements were to be confined 
to primary commodities and those regulating pro
duction, exports, imports or prices were to operate 
only during periods of burdensome surplus. In general, 
the Havana rules do not prohibit commodity agree
ments, but they are not designed to promote them, 
except as carefully-controlled instruments for con
taining short-term price fluctuations. 

9. The Charter accepted the preferential systems 
of the British Commonwealth, the French Union 
and between the United States and its territories, the 
Philippines and Cuba, but provided for the reduction 
of such preferences through tariff negotiations. It 
also allowed special tariff treatment for frontier 
traffic and provided that members of the Organization 
were entitled to seek approval for new preferential 
arrangements required to promote economic develop
ment under the conditions, criteria and procedures 
laid down in the Charter. Customs unions, free-trade 
areas and interim arrangements required for their 
establishment were exempted from the general rule of 
non-discrimination under specified qualifications. 

10. In its final form, the Havana Charter contains 
nine chapters and 106 articles. It provides for the 
establishment of an International Trade Organization 
(ITO) and embodies provisions on commercial policy 
proper-tariffs, import and export quotas, exchange 
controls, internal taxes, preferences, State trading, 
subsidies, etc.-and on the international aspects of 
restrictive business practices, inter-governmental com
modity agreements, domestic stabilization policies, 
economic development and international private 
enterprise. The Charter also includes administrative 
regulations for the operation of ITO and provisions 
for the settlement of complaints and disputes as well 
as on nullification and impairment of rights and 
concessions. 

The inception of GATT 

11. In 194 7, during the second session of the 
Preparatory Committee of the Conference on Trade 
and Employment, when it appeared fairly certain that 
the preparations for the adoption and implementation 
of the Havana Charter would be successful, a group 
of 23 countries agreed to negotiate the tariff conces
sions envisaged in Article 17 of the Charter. They also 
decided to guarantee the stability of the negotiated 
concessions by the advance application, on a pro
visional basis, of some commercial policy regulations 
of the Charter. Thus the GATT came into being. 

12. The controversies which the Charter aroused 
in the United States 3 caused its ratification to be 
postponed until 1951 when the Government an
nounced its intention not to resubmit the Charter 
for the approval of Congress. Almost simultaneously 
the Government of the United Kingdom declared that 
"there was no likelihood of the International Trade 
Organization mentioned in the Havana Charter being 
established and developed as an official instrument 
for the encouragement of international trade" adding 
that "it would in no case recommend to Parliament 
that the United Kingdom should ratify the Charter". 

The General Agreement 

13. The General Agreement was brought into 
force in January 1948. It was vested with the character 
of a Trade Agreement based on reciprocal tariff 
concessions between contracting parties who agreed 
to submit their foreign trade to the general rules of 
non-discrimination and reciprocity laid down in 
the Havana Charter, the mainspring of which is un
conditional application of the most-favoured-nation 
clause. Its rule were designed to exclude from inter
national trade practices not only discrimination but 
also any restrictive procedure not arising from tariffs. 
However, on the assumption that the existing balance
of-payments difficulties would be temporary, the 
regulations of the General Agreement made fairly 
liberal concessions in favour of the provisional 
application, under certain circumstances, of import 
quota restrictions when such measures were indis
pensable in order to offset the disequilibrium in 
foreign accounts. Not unlike the Havana Charter, the 
Agreement included provisions permitting the con
tinuance of preferential systems which existed in 
194 7 in the reciprocal trade of certain groups of 
countries. It also provided, however, that no new 
preferential agreements could be established and that 
existing margins of preference could be increased 
only with the consent of the CONTRACTING PARTIES.4 

3 For a discussion of such controversies, see The United States 
and the Restoration of World Trade by William Adams Brown, Jr., 
Washington, D.C., The Brookings Institution, 1950, pages 362-375. 
Mr. Brown states that the American criticisms of the Charter as a 
whole may be, in the main, reduced to two allegations: that the 
Charter is a codification of malpractices and that it is a victory 
for economic planning. He adds that there was a third criticism 
resting in part on the other two: "that in their anxiety to reach 
agreement, the United States negotiators accepted a weak document 
which in fact, not in words, violates fundamental American prin
ciples and does not adequately safeguard American interests". Mr. 
Brown says that "those who have opposed the Charter on these 
grounds have not in all cases been thoroughly consistent ... it 
has, for example, been a notable feature of American discussion 
of the Charter that the comprehensive provisions for special treat
ment of trade in agricultural products, which would allow the 
United States as a member of the ITO to continue its agricultural 
two-price system, have been far less emphasized than other depart
ures from liberal trading principles introduced in deference to the 
views of other countries". In a footnote, Mr. Brown refers to an 
article by Michael A. Heilperin, "How the US lost the ITO Con
ferences" (Fortune, September 1949) in which Mr. Heilperin con
tended that the damage began when the American "Proposals for 
the Expansion of World Trade and Employment" were worked 
out in consultation with the United Kingdom instead of being 
advanced unilaterally, without the compromises necessary to get 
British agreement. "This contention-states Mr. Brown-misreads 
the history of the negotiations. The balance-of-payments exception, 
to which Mr. Heilperin objects particularly, was not included as a 
concession to the British." 

4 The term CONTRACTING PARTIES in capital letters stands for 
the governments which have fully acceded to the General Agree
ment on Tariffs and Trade acting collectively. 
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14. As regards those regulations of the Havana 
Charter which were not originally incorporated in 
the Agreement, Article XXIX provided that "the 
contracting parties undertake to observe to the fullest 
extent of their executive authority the general princi
ples of Chapters I to VI and of Chapter IX of the 
Havana Charter, pending their acceptance of it in 
accordance with their constitutional procedures". 

15. Considering the conditions that surrounded 
the conclusion of the General Agreement, it did not 
call for the establishment of an organization in the 
accepted sense of the term, and to this day GATT 
does not possess the legal attributes of an organization. 
What the CoNTRACTING PARTIES sought to provide 
"was not an institution at all but simply the con
tractual framework in which to incorporate the 
extensive tariff reductions and bindings that were 
negotiated in 1947 at Geneva" 5 

16. In paragraph 3 of Article XXIX of the Agree
ment it was stated that, if the Charter had not entered 
into force by a certain date, the CONTRACTING 
PARTIES should decide if the Agreement would be 
amended, supplemented or maintained. Pursuant 
to this provision, a number of revisions were under
taken, the most important being that which took 
place during the ninth session of the CoNTRACTING 
PARTIES in 1954-55. But despite various attempts 
to incorporate in the Agreement those principles and 
rules of the Charter which had been excluded, the 
CONTRACTING PARTIES have not succeeded in adopting 
a comprehensive instrument which would replace 
the Havana Charter. Such is the case, for instance, re
garding the provisions of the Charter concerning inter
governmental commodity agreements, preferential 
tariff treatment for economic development purposes 
and restrictive business practices. The CoNTRACTING 
PARTIES, however, have sought alternative solutions 
to some of these problems and have adopted resolu
tions on certain related questions such as the pro
motion of foreign investment.6 

17. On the other hand, it has proved impossible 
to provide GATT with an institutional framework. 
Problems concerning the administration of the 
Agreement have been dealt with at the annual sessions 
of the CONTRACTING PARTIES and through inter
sessional bodies. The Agreement which the CoN
TRACTING PARTIES drew up in 1954 for the establish
ment of a permanent organization-the Organization 
for Trade Co-operation (OTC)-to administer GATT 
and to give an opportunity for other countries to 
become associated with some aspects of the work 
of the contracting parties in the field of trade co
operation has not been ratified. 

Relationship with the United Nations 

18. Although the General Agreement was drafted 
under the sponsorship of the Preparatory Com
mittee appointed by the Economic and Social Council, 
GATT is not formally linked to the United Nations 

• See GATT, lnternatioMI Trade 1954, p. 128. 
• The text of the resolution on International Investment for 

Economic Development, adopted on 4 March 1955, is reproduced 
in GATT, Basic Imtruments and Selected Documents, Third Supple
ment, p. 49. 

system of international agencies. A draft agreement 
between the United Nations and ITO similar to the 
agreements with other specialized agencies has been 
the basis of working relations between the United 
Nations and GATT, which also participates as an 
observer in the Administrative Committee on Co
ordination and nominates the Chairman of the Interim 
Co-ordinating Committee for International Com
modity Arrangements (ICCICA), who is appointed 
by the Secretary-General. The secretariat of GATT is 
theoretically provided by ICITO, the Interim Com
mission for the International Trade Organization set 
up in the Final Act of the Conference on Trade and 
Employment to perform interim functions until the 
establishment of ITO. 

II. MEMBERSHIP AND ACCESSION 

Membership 

19. In 1947, twenty-three countries authenticated 
the text of the General Agreement by signing a 
Final Act and agreed on the terms of a Protocol of 
Provisional Application which was open for signature 
up to 30 June 1948. Nine countries-Australia, 
Belgium, Canada, Cuba, France, Luxembourg, the 
Netherlands, the United Kingdom and the United 
States-put the Agreement into effect as between 
themselves as of 1 January 1948 by signing the 
Protocol and thus becoming the first contracting 
parties. At the time of the first session of the CoN
TRACTING PARTIES held at Havana at the conclusion 
of the Conference on Trade and Employment, there 
were ten contracting parties, Czechoslovakia having 
signed the Protocol. Brazil, Burma, Ceylon, China, 
India, Lebanon, New Zealand, Norway, Pakistan, 
Southern Rhodesia, Syria and South Africa had be
come contracting parties at the time of the second 
session held at Geneva in 1948. Chile, which had 
originally adhered to the Final Act, was permitted 
by special arrangement to sign the Protocol in 
February 1949, bringing the total of contracting parties 
to twenty-three at the time of the third session held 
at Annecy from 9 April to 13 August 1949. For 
practical purposes, these twenty-three countries are 
generally considered as the original contracting parties 
to the GATT. 

20. At present the GATT comprises sixty-one 
contracting parties: 7 

Australia 
Austria 
Belgium 
Brazil 
Burma 
Cameroon 
Canada 
Central African Republic 
Ceylon 
Chad 
Chile 
Congo (Brazzaville) 
Cuba 

Cyprus 
Czechoslovakia 
Dahomey 
Denmark 
Dominican Republic 
Finland 
France 
Gabon 
Federal Republic of 

Germany 
Ghana 
Greece 
Haiti 

7 See GATT, Press Release No. 826, 6 February 1964. 
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India 
Indonesia 
Israel 
Italy 
Ivory Coast 
Jamaica 
Japan 
Kenya 
Kuwait 
Luxembourg 
Madagascar 
Malaysia 
Mauritania 
Kingdom of the 

Netherlands 
New Zealand 
Nicaragua 
Niger 
Federation of Nigeria 
Norway 

Pakistan 
Peru 
Portugal 
Federation of Rhodesia 

and Nyasaland 
Senegal 
Sierra Leone 
South Africa 
Spain 
Sweden 
Tanganyika 
Trinidad and Tobago 
Turkey 
Uganda 
United Kingdom of 

Great Britain and 
Northern Ireland 

United States ofAmerica 
Upper Volta 
Uruguay 

21. Three original members-China, Lebanon 
and Syria-and Liberia, which acceded in 1951, have 
withdrawn from the GATT. 

22. A new member receives all the concessions 
negotiated by the contracting parties before its 
accession and, as a counterpart, it has to offer a 
quid pro quo in the form of concessions in its own 
tariff. The difficulties encountered by certain countries 
in the initiation of conclusions of the negotiations for 
the so-called "entrance fee" led the CoNTRACTlNG 
PARTIES to the adoption of an intermediate form of 
association, namely, provisional accession, which 
implies that no tariff negotiations for accession have 
taken place and that the country concerned partici
pates in the activities of the CONTRACTING PARTIES 
without the right to vote. 

23. The General Agreement does not provide 
for provisional accession and no amendments have 
been proposed to that effect. Therefore, provisional 
accession status is granted through a Decision of the 
CoNTRACTING PARTIES. A Declaration establishes 
trade relations on the basis of the provisions of GATT 
between the provisional member and the contracting 
parties which accept such Declaration.8 At present, 
five countries-Argentina, Switzerland, Tunisia, the 
United Arab Republic and Yugoslavia-are pro
visional members. Cambodia and Poland participate 
in the work of GATT under special arrangements 
also provided for in Decisions of the CoNTRACTING 
PARTIES. 

24. There are six countries to which the GATT is 
applied on a de facto basis, (i.e., the CoNTRACTING 
PARTIES have recommended to individual contracting 
parties that over an interim period they continue to 
apply, on a basis of reciprocity, the General Agree-

8 Under the Decision, a country is invited to participate in the 
sessions of the CONTRACTING PARTIES and subsidiary bodies. The 
Declaration contains the terms of reference for the participation 
of the provisional member in the operation of the General Agree
ment. The Decision and the Declaration remain in force until 
negotiations for accession have concluded or until a fixed date. 
whichever is earlier. The CONTRACTING PARTIES have extended the 
period of validity of both instruments when at the date of expiration 
negotiations for accession have not taken place or have not been 
concluded. 

ment in their relations with territories to which the 
GATT was formerly applied by the Metropolitan 
Power and which have recently acquired independ
ence): 

Algeria Mali 
Burundi Rwanda 
Congo (Leopoldville) Togo 

25. The fact that only a limited number of 
developing countries adhered to the General Agree
ment at its inception, as compared with the number of 
countries which subscribed to the Havana Charter, 
has been attributed to the omission of the regulations 
contained in the Havana Charter for encouraging 
the study and solution of problems related to the 
instability of world markets for raw materials and 
basic foodstuffs and to the exclusion of those provisions 
of the Charter which relate to economic development. 

26. The great majority of those countries which 
refrained from signing the General Agreement were 
Latin American countries. Seventeen Latin American 
countries signed the Havana Charter, whereas only 
three were among the twenty-three original con
tracting parties, and at present only seven are full 
members and one has acceded provisionally. The 
Economic Commission for Latin America conducted 
a survey in 1954 9 in order to gather information as to 
why some countries participated in the GATT and 
others did not. At the time the survey was conducted, 
the seven Latin American full members of GATT 
had already acceded and, according to the findings 
of the survey, which was undertaken among officials 
responsible for the guidance of trade policy, they had 
joined the GATT mainly for the following reasons: 

"1. Within the combined advantages and limita
tions of the General Agreement, countries exporting 
basic products can better defend their interests by 
becoming members of a world organization for 
international trade which also includes the principal 
purchasers of those products; 

"2. Anxiety was felt to improve the tariff treat
ment accorded by the large buyers to certain ex
porters of primary products; 

"3. Countries with low tariffs were authorized 
by the GATT to make an over-all increase in their 
customs duties before joining subsequent negotia
tions being based on these new tariffs; 

"4. Countries whose tariffs were bound by 
bilateral treaties would be able to negotiate within 
the GATT with the parties to such treaties for a 
reduction of the import schedules covered by con
solidation of tariff concessions; 

"5. The objectives of the GATT coincide with 
traditional national trade policy (ECLA lists Peru 
and Haiti as becoming contracting parties for this 
reason)." 
27. The survey indicated that those abstaining 

from joining probably did so for one or more of the 
fo1lowing reasons: 

"1. Membership of the GATT entailed tariff 
negotiations leading to mutual concessions, whose 

9 See Study of Inter-Latin-American Trade, prepared by the 
secretariat of the Economic Commission for Latin America; 
United Nations Publication, Sales No; 1956.Il.G.3, p. 6 and 7. 
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results, for various reasons, appeared of dubious 
value from the standpoint of an effective expansion 
of national exports; furthermore, it was doubtful 
if the economic value of the benefits obtained for 
exports would compensate for the possible re~ 
strictive effects of such membership upon economic 
development, since the text implied dependence 
on international approval for the application of 
certain protective measures covering industrial 
production. 

"2. The commitments of membership-reduction 
of tariffs through bilateral negotiations, and ex~ 
tension of the resulting concessions to the other 
contracting parties through the most~favoured
nation clause-were believed to be incompatible, 
despite the exceptions permitted under Article V, 
with the inclination of some countries to reduce the 
dependence of tariffs on external commitments, in 
order to use them as an instrument in the diversifica
tion of the national economy and in the stabilization 
of the balance of payments. 

"3. The contractual limitations of trade policy 
might be intensified if to the commitments involved 
in bilateral agreements were added a new obligation 
entailed by membership of the GATT, and rarely 
included in the treaties concerned, namely, that 
of refraining from adopting measures to restrict 
imports of scheduled goods. 

"4. The persistent disequilibrium in foreign 
accounts generally compels the maintenance or the 
increase of selective measures of various kinds, 
whose operation within the regulations of the GATT 
might be neither so far-reaching nor, above all, 
so well timed and rapid as Governments deem 
necessary. In this same connexion, it would not be 
wise for countries whose external payments situation 
depends to an appreciable extent upon the income 
from certain exports, and on the proportion of 
convertible exchange received, to incur com
mitments which might hamper the adaptation of 
their trade policy to changing conditions in world 
markets. 

"5. In the opinion of some countries whose 
exports are definitely at marginal levels within the 
volume of world supply, the most-favoured-nation 
clause on which they had already agreed with the 
consumer markets would suffice to enable them to 
participate automatically, without new tariff com
mitments, in any exemption, consolidation or con
cession which these markets accord to their major 
suppliers, whether contracting parties of the GATT 
or not. Some countries thought that, if they joined 
GATT, circumstances might compel them to 
conclude customs agreements of no real value to 
their export trade, although causing a reduction 
both of fiscal revenues and of the margin within 
which tariffs could be modified by unilateral 
action." 
28. In concluding the survey, the ECLA study 

stated that "since the carrying out of the survey, 
whose findings are summarized above, a possibility 
has been opened up of changes within the GATT 
provided that certain readjustments in its basic regula
tions, which were proposed at the ninth session of the 
CONTRACTING PARTIES (Geneva, October 1954-March 

1955) obtain the number of ratifications necessary 
for their adoption". The ECLA study said that the 
developing countries supported the establishment of a 
permanent body, the Organization for Trade Co
operation, as well as the amendments embodied in 
the General Agreement in favour of countries whose 
economies are in the early stages of development. 
The study noted, however, that these amendments 
were included in the Agreement as an alternative to a 
Latin American proposal to incorporate in the text 
of the General Agreement those parts of the Havana 
Charter which cover the establishment of preferential 
trade systems in the interests of economic growth. 
Since the publication of the survey, only Argentina 
has associated itself with GATT, on a provisional 
basis.10 

29. As regards Africa and Asia, the following 
developing countries were among the original con
tracting parties: Burma, Ceylon, China, India and 
Pakistan. 

30. It is noteworthy, however, that the General 
Agreement has also been applied since its inception 
to virtually all the overseas territories whose foreign 
relations were the responsibility of the Governments 
of Belgium, France, the Netherlands and the United 
Kingdom. For a few of these countries the metro
politan Power negotiated bindings of the rates of duty 
in the tariffs of those territories in exchange for con
cessions of interest to their foreign trade. 

31. When the overseas territories acquired in
dependence, most of them became contracting parties 
through sponsorship by the metropolitan territories. 
The provisions for such accession (see next section) do 
not require "entrance fee" negotiations. Those which 
did not accede at the time of independence were 
granted a delay of two years and it was recommended 
that the contracting parties should accord GATT 
treatment to the new States during this period pro
vided that the latter in turn continued to apply the 
GATT to the contracting parties.11 

Procedures for accession 

32. The procedures for accession to GATT are 
somewhat different from those usually followed in 
inter-governmental institutions. The difference lies in 
the tariff commitments that membership in GATT 
entails and which require prior negotiation. 

33. According to the provisions of the General 
Agreement, there are two systems of accession, 
namely, by invoking Article XXXIII, which contains 
the rules for ordinary accession, or under the terms 
of Article XXVI (5):c which provides for accession 

10 The pertinent Decision and Declaration, adopted on 18 Novem
ber 1960, expired on 31 December 1962. Since negotiation for 
accession had not as yet taken place, the CoNTRACTING PARTIES 
decided at their twentieth session, October 1962, to exten<t the period 
of validity of the Decision and the Declaration "until the Govern
ment of Argentina accedes to the General Agreement under the 
provisions of Article XXXIII of the General Agreement or until 
31 December 1964, whichever date is earlier" (See GAlT, Basic 
Instruments and Selected Documents, Eleventh Supplement, p. 42). 

11 By a decision of 14 November 1962, the time limit was extended 
until the close of the last ordinary session of the CONTRACTING 
PARTIES in 1963 in order to enable a number of countries which had 
not adopted a final stand vis-a-vis GAlT to examine further their 
commercial policy. 
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through sponsorship of territories that become in
dependent. 

Ordinary accession 

34. Article XXXIII provides that the terms of 
accession of governments wishing to join GATT are 
"to be agreed between such governments and 
the CONTRACTING PARTIES". A two-thirds majority 
decision is required. 

35. Accession under Article XXXIII is always 
preceded by tariff negotiations with a view to the 
exchange of mutually advantageous concessions in
cluding a contribution (or "entrance fee") by the 
acceding government to pay for the benefit of the 
concessions already negotiated and which will be of 
interest to its export trade. Upon successful conclusion 
of negotiations, a protocol of accession is drawn up 
whereby the acceding government becomes a con
tracting party. 

36. In connexion with "entrance fee" negotiations, 
a number of governments have encountered serious 
problems. "Entrance fee" negotiations may be 
difficult for developing countries because they are 
usually _not in . a position to negotiate on a quid pro 
quo basts. Durmg the early years of GATT, negotia
tions undertaken on this basis led certain developing 
countries, which at the time of their accession had no 
specific development plans, to grant far-reaching 
concessions on imports of industrial products and when 
these countries later decided to build new industries, 
they found that the tariff bindings granted by them 
had considerably restricted the value of customs 
duties as an instrument of protection, especially when 
the tariffs were specific, so that the specific duty and 
not the tariff incidence was bound. 

37. The fact that the tariffs of industrial countries 
on most primary products are low or nil should 
fa~ilitate_ a~cession negotiations of dev~loping coun
tnes. Thts ts because the value of the bmding of low 
duties, or of free entry, is considered to be much less 
than that of a concession representing a substantial 
reduction in duty; thus the entrance fee paid by 
countries exporting primary commodities should be 
small. Nevertheless, a number of developing countries 
have felt that tariff concessions by the industrial 
countries would have no significance for many of their 
products in view of the existence of non-tariff barriers 
and because some of these products are covered by 
waivers granted to the latter countries. 

38. Only seven developing countries have acceded 
under the provisions of Article XXXIIJ.12 However, 
recent "entrace fee" negotiations seem to indicate that 
a certain degree of flexibility has been introduced 
in such negotiations and that they have therefore 
become less onerous. 

Accession through sponsorship 

39. Countries acquiring independence are entitled 
to invoke Paragraph 5 :c of Article XXVI which 
provides that: ·:u any of the_ customs territories, in respect of 

which a contractmg party has accepted this Agree-

12 Original contracting parties excluded. 

ment, poss~sses or acquired full autonomy in the 
conduct of tts external commercial relations and of 
the other. matters provided for in this Agreement, 
such tex:ntory shall, upon sponsorship through a 
declar.att?n by the responsible contracting party 
establtshmg the above-mentioned fact be deemed 
to be a contracting party." ' 
40. Under the procedures adopted by the CoN

TRACTING PARTIES for the implementation of Article 
XXVI, the Executive Secretary consults with the new 
State and if it wishes to invoke Article XXVI it is 
deemed to be a contracting party forthwith. When the 
new country considers that it requires some time to 
review its economic and commercial policy, the 
Co~TRACTING PART~~ grant a temporary delay during 
wht.ch GATT proviSions operate on a quid pro quo 
basts. 

41. In becoming members through Article XXVI 
the new cont~acting party assumes the obligation~ 
accepted on tts behalf by the States which have 
ceased to have responsibility for its international 
relations, including the tariff concessions, which 
become part of the schedules of the new member. It 
should be noted, in this connexion that in 194 7 the 
United Kingdom did not grant con~essions on behalf 
of th7 colonial territories and that France negotiated 
only m respect of some of its territories which means 
that. these . countries. have not undertaken any 
spectfic tanff commitments on acceding to the 
Agreement. 

42. Through this procedure of sponsorship 
twenty-four developing countries have acceded to th~ 
Agreement. Cambodia and Tunisia, which were en
titled to invoke Article XXVI, decided to accede under 
the. provisi.ons of Articl~ XXXIII because they had 
revised thet~ customs tanffs and preferred to negotiate 
on these tanffs rather than maintain the commitments 
by France on their behalf in 1947. Neither of them has 
as yet fully acceded. 

Non-application of the Agreement 
between contracting parties 

43. In accordance with the provisions of Article 
XX?CV, the ~greement, or alternatively Article II 
(whtch embodtes the schedules of concessions), may 
not apply bet.ween any. contracting party and any 
other contractmg party 1f they have not entered into 
tariff negotiations with each other and either of the 
contracting parties, at the time of accession of either 
of them, does not consent to such application. 

44. This rule was included in 1948 at the time when 
Article XXXIII was amended in order to provide that 
accessi?n of a _ne~ ~ember should be approved by a 
tW?·thtrds majonty mstead of unanimously. It was 
pomted out that, otherwise "two-thirds of the con
tracting parties would oblige a contracting party to 
enter a trade agreement with another country without 
i~s ~onsent". For. the purpose of clarifying the time 
hmtt for the exercise of the right granted under Article 
XXXV, the Chairman of the CONTRACTING PARTIES 
gave a ruling in 1949 that "delegations should be 
deemed to have entered into negotiations when they 
had held a first meeting scheduled by the Tariff 
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Negotiations Working Party at which they had ex
changed lists of offers" .13 

Provisional accession 

45. In certain cases, the CONTRACTING PARTIES 
were faced by applications for membership which 
could not be processed forthwith for various reasons. 
Usually, the problems arose in connexion with 
"entrance fee" negotiations either because the appli
cant country was not in a position to initiate them or 
because there were difficulties in arranging for the 
negotiations. 

46. The CONTRACTING PARTIES considered granting 
provisional status through a majority decision. How
ever, although most contracting parties were prepared 
to accept the participation of provisional members in 
the work of the CoNTRACTING PARTIES, some members 
were not prepared to accept the application of the 
provisions of the General Agreement so as to govern 
commercial relations between the provisional member 
and the contracting parties. Therefore, it was decided 
to grant provisional status through two instruments, 
a Decision providing for partic;ipation in meetings and 
a Declaration establishing trade relations in accord
ance with the rules of the Agreement between between 
the provisional member and those contracting parties 
which accepted the Declaration; the legal link being 
not between the provisional member and the CoN
TRACTING PARTIES but between the provisional mem
ber and those individual contracting parties which 
sign the Declaration. 

Other forms of association 

47. There have been instances where it was difficult 
to arrange for accession even on a provisional basis. 
Basically, this was the case of countries with centrally
planned economies which found it extremely difficult 
to apply GATT rules in the implementation of their 
commercial policies. The CONTRACTING PARTIES 
decided to adopt a rather loose type of association, 
which does not involve any specific legal commitment, 
beyond the intent to conduct commercial policy in 
accordance with the GATT principles. Yugoslavia 
was granted this treatment until the CoNTRACTING 
PARTIES agreed to the provisional accession of Yugo
slavia on the basis that developments in its trading 
system permitted it to give full effect to the provisions 
of the General Agreement under the normal terms of 
provisional accession.14 In the case of Poland, progress 
so far has been somewhat slower; the problem of 
adjusting the Polish system of import and export 
corporations to the rules of the Agreement has proved 
difficult to solve. Czechoslovakia has been a full 
member of GATT since 1947, before the system 
of State trading monopoly was instituted in that 
country. 

18 Analytical Index of the General Agreement (Revised), GATT, 
April1959, page 124. 

14 The text of the report of the Working Party that recommended 
the provisional accession of Yugoslavia is contained in GATT, 
Basic Instruments and Selected Documents, Eleventh Supplement, 
page 79. For the text of the Declaration, dated 13 November 1963, 
see Ibid., page 50. 

Observers 

48. According to the rules of procedure for sessions 
of the CONTRACTING PARTIES representatives of coun
tries signatories of the Final Act of the United Nations 
Conference on Trade and Employment which are not 
contracting parties to the GATT may attend meetings 
in the capacity of observers participating in the dis
cussions without vote. Representatives of other 
Governments invited to the Conference on Trade and 
Employment and of inter-governmental organizations 
may attend the meetings as observers on the invitation 
of the CONTRACTING PARTIES and, also on the 
invitation of the CONTRACTING PARTIES, participate 
without vote in accordance with the terms of such 
invitation. 

49. Attendance at tariff conferences and com
mittees related to them is restricted to countries 
participating in the negotiations. 

III. THE ORIGINAL TEXT OF THE GENERAL 
AGREEMENT 

50. In view of the circumstances that surrounded 
the elaboration of the Havana Charter and the prepar
ation of the General Agreement, it is only logical that 
its original text (i.e., as it was in force until the re· 
vision in 1954-55) should reflect to a very large extent 
an attempt to meet the immediate commercial policy 
preoccupations of industrialized countries in the post
war period by setting up a framework for the exchange 
of tariff concessions and establishing a code of rules 
on non-discrimination and unfair trading practices, 
independently of the more elaborate arrangements 
provided in the Havana Charter. 

51. The long-run objectives of the Agreement were 
a strengthening of the principles of freer trade and 
non·discriminatory multilateralism. These objectives 
were to be achieved through a gradual process of 
multilateral tariff reduction and through the elimina
tion of quantitative restrictions and other forms of 
administrative protectionism. Recognizing, however, 
that the conditions at the time were quite abnormal 
since most of the major trading countries were re
covering from the economic disruption caused by the 
Second World War, the original text embodied a 
number of exceptions which were included with the 
understanding that they would be of a temporary 
character. 

52. The Agreement operated on the basis that 
customs tariffs should be the main instrument to be 
adopted by contracting parties in the implementation 
of their commercial policy and that the purpose of the 
Agreement should be the expansion of international 
trade through a "substantial reduction" of tariffs. The 
Agreement did not include any rules for tariff negotia
tions, any limits for tariff rates nor any regulation as to 
the type of tariffs its members should use. 

53. The acceptance by the contracting parties of 
the principle of equal treatment and non-discrimina
tion in the conduct of their mutual trade was embodied 
in the general most·favoured-nation clause, Article L 
This article required each contracting party to accord 
"immediately and unconditionally" to all other 
contracting parties "any advantage, favour, privilege 
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or immunity" it granted to any other country with 
respect to customs duties and charges of any kind 
imposed on or in connexion with importation or 
exportation, as well as with respect to all rules and 
formalities involved, and to the according of national 
treatment on internal taxation and regulation. 

54. As noted before, the Agreement excluded 
existing preferential arrangements from the scope of 
the most-favoured-nation clause. Under Article XXIV, 
the GATT also permitted the establishment of regional 
trade arrangements (customs unions and free trade 
areas) so long as they conformed to certain require
ments, namely, that such arrangements include 
"substantially" all the trade of the participating 
countries and that they provide a definite plan and 
schedule for the formation of the customs union or 
free trade area. In the case of a customs union, which 
presupposes the establishment of a common external 
tariff, the Agreement provided that the incidence of 
the external tariff and other trade regulations on third 
countries should not, on the whole, be higher or more 
restrictive than the general incidence of the prior 
individual tariffs and trade regulations of the con
stituent territories. Provision was made for the 
CONTRACTING PARTIES to examine the compatibility 
of any regional trade agreement entered into by 
contracting parties with the General Agreement. 

55. In order to avoid a nullification of tariff reduc
tions by the imposition of quantitative restrictions, the 
principle of banning quotas was deemed "as one of 
the rocks on which the General Agreement was built" .15 

The general rule prohibiting quantitative restrictions 
contained, however, a major exception-Article XII
that permitted the application of quantitative re
strictions for balance-of-payments reasons. This was 
conceived originally as a temporary and emergency 
device for the reconstruction period. It constituted the 
most extensive deviation from the spirit of the Agree
ment and restrictions could be applied in exceptional 
cases, even in a discriminatory form. Any contracting 
party could resort to restrictions in order to "forestall 
the imminent threat of, or to stop, a serious decline 
in its monetary reserves" or, if the country had very 
low reserves, "to achieve a reasonable rate of increase 
in its reserves". Such restrictions were to be progres
sively relaxed and ultimately eliminated as conditions 
improved. 

56. Provision was made for consultation with the 
CoNTRACTING PARTIES with respect to the continuation 
or intensification of existing import restrictions for 
balance-of-payments reasons as well as the imposition 
of new restrictions. A procedure was established 
whereby a country that considered that another 
contracting party was applying such restrictions con
trary to the rules could file a complaint with the 
CONTRACTING PARTIES. If the complaint was justified, 
the CoNTRACTING PARTIES could recommend the 
withdrawal or modification of the restrictions and if 
this recommendation was not complied with, the 
affected country could be authorized to withdraw 

16 Liberating World Trade, Interim Commission for the Inter
national Trade Organization, Second Report of the Operation of the 
General Agreement on Tariffs and Trade, Geneva, 1950, p. 12. 

concessions from the country maintaining the re
strictions. 

57. Since the removal of quantitative restrictions 
could be achieved only gradually, GATT included 
rules designed to minimize their protective and dis
criminatory effects. Article XIII required the admini
stration of still existing quantitative restrictions in a 
non-discriminatory manner. To this end, the General 
Agreement provided that the application of quanti
tative restrictions by any country should aim at a 
distribution of trade in the products concerned ap
proaching as closely as possible the shares which the 
various contracting parties might be expected to 
obtain in the absence of such restrictions. In addition, 
wherever practicable, quotas representing the total 
amount of permitted imports were to be fixed and 
public notice given of their amount. Restrictions could 
be applied in such a way as to give priority to the im
portation of essential products. 

58. Article XV required the CONTRACTING PARTIES 
to consult with the International Monetary Fund when 
dealing with problems of monetary reserves, balance
of-payments, or foreign exchange arrangements. In 
such consultations the findings of the Fund were to be 
accepted with respect to the financial aspects of the 
problems under consideration. Contracting parties 
were not, by exchange action, to frustrate the intention 
of the provisions of the General Agreement nor, by 
trade action, the intent of the Articles of Agreement 
of the Fund. A contracting party, not a member of the 
Fund, should either become a Fund member or con
clude a special exchange agreement with the CoN
TRACTING PARTIES. The Agreement recognized the 
right of the contracting parties to use exchange con
trols or restrictions in accordance with the Fund's 
Articles of Agreement or with a special exchange 
agreement and to apply trade controls or restrictions 
for the purpose of making such exchange measures 
effective. 

59. Other exceptions to the general rule prohibit
ing quotas included: (a) export restrictions imposed 
to prevent or relieve critical shortages of foodstuffs or 
other essential commodities; (b) import and export 
restrictions imposed in connexion with grading, 
classification, or marketing standards; and (c) import 
restrictions on agricultural or fisheries products where 
such restrictions are necessary to the enforcement of 
domestic marketing or production restriction pro
grammes, or for the removal of surpluses. When 
import restrictions are imposed in connexion with 
domestic agricultural restriction programmes, the 
Agreement provides that the restrictions are not to be 
such as to decrease the share relative to domestic 
production which imports would reasonably be ex
pected to furnish in the absence of restrictions (Article 
XI). 

60. The Agreement included a number of rules 
geared to the elimination of various forms of admini
strative protectionism. Article III stated that "internal 
taxes and other internal charges and laws, regulations 
and requirements affecting the internal sale, offering 
for sale, purchase, transportation, distribution or use 
of products, and internal quantitative regulations 
requiring the mixture, processing or use of products 
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in specified amounts or proportions", should not be 
applied to imported or domestic products so as to 
afford protection to domestic production. Article V 
provided for freedom of traffic in transit of traded 
goods through national territories via the most 
convenient routes. This transit traffic should be exempt 
from duties and restrictions. Article VII set forth 
certain principles of equitable tariff valuation which 
have to be given effect in national legislation. It 
provided that tariffs should be based on the "actual 
value" of the imported goods, that is, the price at 
which "such or like merchandise is sold or offered 
for sale under fully competitive conditions". Article 
VIII established the principle that any administrative 
fees imposed on imports and exports should be limited 
to the cost of services rendered and should not be 
used for protective or fiscal purposes. Article IX pro
vided for most-favoured-nation treatment in the 
application of requirements for the marking of import 
goods to indicate their origin. 

61. Special regulations to ensure the application 
of the principle of non-discrimination by contracting 
parties operating State monopolies of foreign trade 
(over-all or for particular products) provided that 
imports or exports by State enterprises should, having 
due regard to the other provisions of the Agreement, 
be made "solely in accordance with commercial 
considerations, including price, quality, availability, 
marketability, transportation and other conditions 
of purchase or sale" and that each contracting party 
should afford the enterprises of the other contracting 
parties adequate opportunity to compete for partici
pation in such purchases or sales. 

62. The original GATT rules concerning subsidies, 
contained in Article XVI, provided that any contract
ing party maintaining a subsidy which increased 
exports or decreased imports should notify the 
CONTRACTING PARTIES of the extent, nature and 
estimated effect of the subsidization and of the cir
cumstances making it necessary. If it was determined 
that the subsidy was causing "serious prejudice" 
to the trade of any other contracting party, the country 
granting the subsidy should, upon request, consult 
with the affected contracting party or parties, or with 
the CONTRACTING PARTIES, as to the possibility of 
limiting the subsidization. 

63. As regards international commodity agree
ments, the only pertinent provision included in the 
General Agreement was inserted in Article XX to the 
effect that contracting parties were not prevented from 
joining commodity agreements conforming to the 
principles approved by the Economic and Social 
Council of the United Nations in its resolution of 28 
March 1947, establishing the Interim Co-ordinating 
Committee for International Commodity Arrange
ments (ICCICA). 

64. In accordance with Article VI, any dumping 
operation of a member country which "causes or 
threatens material injury to an established industry 
in the territory of a contracting party or materially 
retards the establishment of a domestic industry" 
was prohibited. In order to offset or prevent dumping, 
the countries injured by such action could levy anti
dumping duties on the products in question, but in 

an amount not greater than the "margin of dumping 
in respect of such product". 

65. After lengthy and difficult debates, eight 
articles on development questions were included in 
the Havana Charter. It was agreed that less-developed 
countries, with the consent of ITO, would be per
mitted to withdraw tariff concessions and to resort 
to quantitative restrictions, subsidies, and preferential 
tariff arrangements. Moreover, Chapter VI of the 
Charter included machinery for the enactment of 
commodity agreements, and other provisions sought 
to encourage developed countries to furnish capital 
assistance. 

66. Most of these provisions were not repeated in 
the original text of the GATT. Article XVIII included 
rules for temporary and qualified releases from tariff 
bindings and from the prohibition against applying 
quotas in favour of economic development which 
could be granted by the CONTRACTING PARTIES in 
certain defined conditions. The text of the Agreement 
provided inter alia that as a rule only indigenous 
primary industries should be promoted and only in 
exceptional circumstances should secondary industries 
be assisted. One such exception was aid for industries 
which had sprung up under abnormal war conditions. 
In accordance with the terms of Article XVIII, even 
after authorization had been granted, it could be 
appealed by any member and eventually revoked. 
Furthermore, if a less developed country violated the 
Agreement without having secured prior approval of 
the CoNTRACTING PARTIES, retaliatory measures could 
be authorized. 

67. The GATT also contained an "escape clause" 
permitting action contrary to the provisions of the 
Agreement to be taken without prior approval in case 
of a sudden excessive rise in imports of any commodity 
causing or threatening serious injury to domestic 
producers oflike or directly competitive goods. Action 
under Article XIX was permitted "to the extent and 
for such a time as may be necessary to prevent or 
remedy such injury" and should be of a non-discrimina
tory character. Moreover, consultation should take 
place with the affected countries either before or 
immediately after taking action with a view to reaching 
agreement. If agreement were not possible, the parties 
affected were permitted to retaliate. 

68. In accordance with Article XXV, the CoN
TRACTING PARTIES, by consent of a two-thirds 
majority vote, provided that such majority comprised 
more than half of the contracting parties, could grant 
an authorization-or "waiver"-to deviate from the 
regulations of the General Agreement. 

69. A contracting party which considered that a 
benefit which should accrue to it was being nullified 
or impaired or that the attainment of any objective 
of the Agreement was being impeded could seek 
consultations with the parties concerned. If after 
consultations no satisfactory adjustment was reached, 
a complaint could be lodged and the CoNTRACTING 
PARTIES were then required to carry out prompt 
investigations, to make recommendations or to give 
rulings (Articles XXII and XXIII). 

70. The only "organizational" provisions were 
included in Article XXV and they required that 
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"representatives of the contracting parties shall meet 
from time to time for the purpose of giving effect to 
those provisions of this Agreement which involve 
joint action and, generally, with a view to facilitating 
the operation and furthering the objectives of this 
Agreement". The shortcomings of these provisions 
were realized shortly after GATT was brought into 
operation 16 and the CoNTRACTING PARTIES, at the 
third session, came to the conclusion that the effective 
operation of the Agreement called for the development 
of some kind of machinery for collaboration between 
sessions. The problem was met by the appointment 
of intersessional bodies with powers to carry out 
preparatory work, including the initiation of consulta
tions in certain cases and to submit recommendations 
and by the arrangement for the secretariat of the 
Interim Commission for the International Trade 
Organization (ICITO) to act as a secretariat for the 
CoNTRACTING PARTIES.17 

The protocol of provisional application 

71. The text of the General Agreement is divided 
into three parts: Part I includes Articles I and II 
(i.e., the most-favoured-nation clause and the tariff 
schedules of the contracting parties); Part II com
prises the commercial policy regulations (including 
inter alia the provisions on freedom of transit, anti
dumping and countervailing duties, valuation, quanti
tative restrictions, non-discrimination, subsidies, 
governmental assistance to economic development, 
emergency action, security exception, consultations 
and nullification and impairment); and Part III, which 
includes inter alia the provisions on territorial appli
cations, customs unions and free-trade areas, joint 
action by the contracting parties, modification of 
schedules, amendments and withdrawaL 

72. This threefold division is important because of 
the fact that the GATT has never been ratified by 
governments and has therefore been applied under 
what is described as a protocol of provisional appli
cation. This protocol provides that Part II shall be 
applied, "to the fullest extent not inconsistent with 
existing legislation" and this phrase has sometimes 
led to problems of interpretation. It was agreed at the 
third session of the CONTRACTING PARTIES that a 
measure could be applied during the period of pro
visional application provided that the legislation on 
which it is based is mandatory in character, i.e., 

16 "The General Agreement has very well served its main purpose 
of establishing equality of treatment and of bringing about reduc
tions and bindings of customs duties. In addition, it has brought 
together the principal trading countries for consultation on urgent 
problems of world trade. The Agreement performs many vital 
functions, and can assume more responsibilities in the future than 
have been undertaken thus far, but it could not be accepted with 
equanimity that the International Trade Organization should not 
be brought into being at all and that governments should rest 
content with the restricted facilities of the Agreement. To use an 
expression of the golf course, the Agreement "misses no short putts 
but sinks no long ones." See The Attack on Trade Barriers. A 
Progress Report on the Operation of the General Agreement on 
Tariffs and Trade from January 1948 to August 1949, ICITO, 1949, 
p. 26. 

17 See First Report of the Working Party on the Continuing 
Administration of the General Agreement, adopted by the CoN
TRACTING PARTIES on 16 December 1950. (GATI, Basic instruments 
and Selected Documents, Volume II, Geneva, 1952, p. 198.) 

legislation which imposes on the executive authority 
requirements which cannot be modified by executive 
action; but some governments have taken the position 
that the CoNTRACTING PARTIES cannot determine what 
legislation is mandatory and what is not. The matter 
is particularly important as regards certain measures 
inconsistent with the rules of the Agreement, applied 
by some contracting parties, but which in their opinion 
are covered by the exception contained in the protocol 
of provisional application. 

IV. THE 1954-55 REVISION OF THE GENERAL 
AGREEMENT 

73. In October 1953, the CONTRACTING PARTIES 
decided to conduct, at their ninth session, a com
prehensive review of the General Agreement, "upon 
the basis of the experience gained since it has been in 
provisional operation, and . . . in the light of this 
review to examine to what extent it would be desirable 
to amend or supplement the existing provisions of the 
Agreement, and what modifications should be made in 
the arrangements for its administration, in order that 
the Agreement may contribute more effectively to early 
progress towards the attainment of its objective". 

74. Thus, the CONTRACTING PARTIES decided to 
revise the Agreement in order to undertake certain 
adjustments in its text which would enable the GATT 
to operate effectively on a permanent basis, it being 
clear that there was no immediate propect of estab
lishing an International Trade Organization. There was 
also a growing awareness of the disappointment of 
developing countries with the operation of the Agree
ment, and their concern with the need for revisions 
which would recognize the special character of their 
trade problems in a more explicit and comprehensive 
manner. In addition, it was felt that the inadequacy of 
the institutional framework of GATT called for the 
creation of an organizational structure to administer 
the Agreement. 

75. Developing countries pointed out that the 
operation of the provisions of the General Agreement, 
during the seven years it had been in force, had in 
many respects hampered their commercial and de
velopment prospects. In this connexion, two aspects 
were emphasized: first, the treatment accorded by the 
General Agreement to developing countries per se, 
and, second, the manner in which the developed 
member countries were applying the provisions of the 
Agreement. 

76. As regards the concern of developing countries 
about the treatment they had been receiving from the 
point of view both of the rules and of the procedural 
application of the Agreement, while there were some 
points on which most developing countries had com
mon views, there were others on which only certain 
groups placed special emphasis. These differences of 
view derived from the particular experience of 
individual countries and from disparities in the degree 
of economic development among the less-developed 
countries. 

77. Developing countries pointed, inter alia, to the 
following problems: (a) The procedures for the 



THE DEVELOPING COUNTRIES IN GATT 441 

implementation of the developmental rules of Article 
XVIII were excessively dilatory and cumbersome, the 
main difficulty being that, each time a country decided 
to adopt measures of import control designed to 
facilitate its economic growth, it had to appear before 
the CONTRACTING PARTIES, during the annual session,18 

in order to explain the proposed measures and seek 
prior approval. Moreover, the approval, if granted, 
might be subject to a number of limitations and 
qualifications. (b) The measures available under the 
provisions of Article XVIII were not only insufficient 
both as to tariffs and as to import restrictions, but they 
included a concept of "infant industry" which de
veloping countries considered extremely restricted, 
since, as the Indonesian delegate pointed out/9 the 
original text did not make the distinction "between 
economic structures as an aggregate, but (looked) at 
separate industries as such". The Minister of Com
merce, Trade and Fisheries of Ceylon stated that 
"Those of us who have had recourse to its provisions 
(i.e., those of Article XVIII)-and Ceylon, I think 
has had most experience of its incidence-find that 
the restrictions and limitations it places practically 
destroy the benefits that it professes to confer" .20121 

(c) The failure to introduce in the General Agreement 
the provisions of the Havana Charter in respect of 
commodity arrangements had seriously affected the 
export interests of the developing countries. (d) While 
the General Agreement tolerated certain existing 
preferential arrangements, it did not allow developing 
countries to enter into new preferential arrangements 
in the interests of their economic development. 

78. There were some problems on which certain 
groups of countries placed particular stress. For 
instance, some countries emphasized the difficulties 
encountered in adjusting "bound" tariffs, on which 
they relied much more than on quantitative restrictions. 
When these countries participated in the early rounds 
of tariff negotiations, their customs duties were gener
ally low and specific. Subsequent development needs, 
or reduction in effective protection resulting from 
rising prices led the governments concerned to apply 
to the CONTRACTING PARTIES for authorization to 
increase certain bound rates. 22 According to some 
representatives, they did not always find sympathetic 
consideration in such cases, developed countries being 

18 After the establishment of the Intersessional Committee (see 
para. 70), such applications could be examined while the CON· 
TRACTING PARTIES were not in session. In such instances, a decision 
of the CoNTRACTING PARTIES could be taken at the next ordinary 
session or by postal ballot or at a special session. 

19 Statement made by Mr. A. Helmi at the ninth session of the 
CONTRACTING PARTIF.S, 10 November 1954. 

ao Statement made by the Hon. Shirley Corea at the ninth session 
of the CONTRACTING PARTIES, 8 November 1954. Press Release 
GATT/177, 9 November 1954. 

21 Four countries (Ceylon, Cuba, Haiti and India) invoked Article 
XVIII in the period 1948-1954 and the authorizations granted 
covered thirty-two commodity groups (of these, twenty-nine to 
Ceylon and one each to Cuba, Haiti and India). 

n The original General Agreement did not contain provisions 
for the modification or withdrawal of bound rates. In certain 
circumstances, however, the CONTRACTING PARTIES could give 
"sympathetic consideration" to a particular request and authorize 
unanimously the modification or withdrawal of concessions during 
the period of "firm validity". See The Attack on Trade Barriers. 
A Progress Report on the Operation of the General Agreement on 
Tariffs and Trade from January 1948 to August 1949. ICITO, 1949, 
p. 12. 

reluctant to accept modifications in bound rates of 
duty either during or at the end of the period in which 
negotiated items remained bound. The Cuban delegate 
to the ninth session pointed out in this respect that 
"This negative attitude was shown not only in 
connexion with exception! situations, where it was 
necessary to ask the CONTRACTING PARTIES for a 
special authorization to hold the corresponding 
negotiations, but also when the intention was simply 
to utilize the procedures established in Article XXVIII 
of the Agreement, to adjust concessions, once the 
assured life of the schedules had terminated." 23 

79. On the other hand, countries that had already 
achieved a certain degree of economic growth and 
which had engaged in the elaboration of further 
development plans, like Brazil and India, placed more 
stress on their dissatisfaction with the rules regarding 
quantitative restrictions. At the time the Agreement 
was drafted, a number of developing countries had 
had serious reservations about the insistence of the 
developed countries on the use of tariffs as the main 
and ultimately sole instrument of commercial policy. 
This is explained by the fact that in less-developed 
countries tariffs are basically a source of revenue and 
many of these considered quantitative restrictions as a 
more suitable and effective means of controlling the 
level and composition of imports. They stressed that, 
in contrast to tariffs, which in most countries were sub
ject to rather cumbersome parliamentary procedures, 
quotas could be used with much more flexibility and 
discretion. According to delegates to the Review 
Session, these same arguments were applicable in 
revising the Agreement and they insisted once again 
that developing countries require quantitative re
strictions not only for balance-of-payments reasons 
but also for developmental purposes. 

80. As regards the practical implementation of 
the provisions of the Agreement, most industrial 
countries were still applying quantitative restrictions 
for balance-of-payment reasons on a discriminatory 
manner even though the special post-war conditions 
under which the Agreement permitted such dis
crimination had largely disappeared. Moreover, a 
number of industrial countries were imposing re
strictions on their imports of agricultural products to 
the detriment of exports of developing countries. In 
this connexion, concern was expressed about the man
ner in which developed countries were making use of 
Article XI of the Agreement relating to import 
restrictions on agricultural or fisheries products im
posed for the enforcement of domestic marketing 
or production restriction programmes. It was noted 
that excessive use or abuse of this Article had led to a 
situation in which the treatment accorded to agri
cultural commodities, predominant in the exports of 
developing countries, was quite different from that 
given to manufactures, of which the principal suppliers 
were the industrial countries. 

81. Although it is not possible to give in this report 
a complete account of the proceedings of the Review 

23 Statement made by Mr. G. Gutierrez at the ninth session of 
the CONTRACTING PARTIES, Press Release GATT/201, 16 November 
1954. 
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Session, which lasted several months 24 it seems 
appropriate to recall that the representations made by 
the less-developed countries with respect to the short
comings of Article XVIII were not accepted by all 
industrialized countries. Representatives of the latter 
countries stated that, although developing countries 
had refrained from invoking the provisions of Article 
XVIII, they had, none the less, been able to effect any 
necessary control of imports through the balance-of
payments clause (Article XII) and through the 
"waiver" provisions of Article XXV. 

82. It also emerged at the Review Session that 
developing countries were am\;i.ous to widen the scope 
of the Agreement by including some provisions of the 
Havana Charter which had previously been excluded.25 

They expressed the view that practical experience had 
shown the need for the Agreement to refiect---'as the 
Havana Charter had done-the organic relationship 
between international trade and economic develop
ment. In so doing, the Agreement would establish the 
formal differences in treatment required to take 
account of differences in the economic structure and 
levels of economic development of various countries. 
On the other hand, developed countries expressed 
the opinion that a- major modification of the Agree
ment would impede the attainment of the objectives 
that had been sought at its inception and some of 
these countries suggested that further success in the 
operation of GATT depended on maintaining the 
discipline of its provisions. 

The amendments introduced in the Agreement 

83. Besides the amendments introduced in the 
Agreement as regards negotiated tariff rates and the 
introduction of a new article on tariff negotiations, 
referred to in the next chapter, .the most important 
amendments adopted during the ninth session can be 
summarized as follows: 26 · 

(a) Certain drafting changes in the preamble and 
a reference to economic development; 

(b) Article XVIII concerning government assist
ance to economic development was completely 

24 After a general debate, in which delegations explained their 
views on the various issues under consideration, four working 
parties were set up in order to discuss concrete proposals and draft 
the revised provisions. These working parties were: I, Quantitative 
Restrictions; II, Tariff, Schedules and Customs Administration; 
III, Barriers to Trade other than Quantitative Restrictions or Tariffs; 
and IV, Organizational and Functional Questions. The reports of 
the working parties are reproduced in the Third Supplement, 
p. 170-231. GAIT publication Basic Instruments and Selected 
documents. 

~5 In the course of the revision a number of provisions of the 
Havana Charter which had not been included in the original text 
of the General Agreement were taken up for review. Thus, sugges
tions were made inter alia for the inclusion in the General Agreement 
on Tariffs and Trade of the regulations of the Charter on inter
governmental commodity agreements and on restrictive business 
practices. The inclusion of Article 15 of the Charter which provided 
for new preferential arrangements in the interest of economic 
development was also proposed. When this proposal was not 
accepted, an amendment of, or an interpretative note to, Article 
XXV was suggested, whereby the CONTRACTING PARTIES would 
undertake to examine, in the light of the provisions of Article 15 
of the Havana Charter, any request for a waiver geared to the 
establishment of new preferential arrangements for economic 
development. 

26 All the amendments contained in this summary have entered 
into force. The present text of the General Agreement, as it stands, 
is reproduced in GATT, Basic Instruments and Selected Documents, 
Geneva, 1958. 

revised. Section A of the revised article allows any 
country "the economy of which can only support 
low standards of living and is in the early stages of 
development" a certain latitude, in modifying or 
withdrawing a concession in order to enable it to 
protect specified branches of activity whether al
ready existing or about to be established. When a 
contracting party wishes to take action under. this 
section, it must notify the CONTRACTING PARTIES 
to this effect and enter into negotiations with any 
contracting party with which the pertinent con
cession was initially negotiated and with any other 
contracting party determined by the CoNTRACTING 
PARTIES to have a substantial interest therein; if 
agreement cannot be reached the CoNTRACTING 
PARTIES must decide as to whether the compensation 
proposed by the applicant countries should or 
should not be regarded as satisfactory. In the former 
case, the country concerned is free to apply the 
protectionist measure provided it grants the com
pensation offered to adversely affected countries. 
On the other hand, if in the opinion of the CoN
TRACTING PARTIES the compensation, though in
sufficient, represents the greatest effort which can 
be expected from the country concerned, S'ection A 
does not prohibit the modification or withdrawal 
of the concessions, but authorizes the countries 
affected to modify or withdraw substantially equiva
lent tariff concessions initially negotiated with the 
contracting party which has taken the action. 

Section B or Article XVIII allows nations, the 
economy of which can only support low standards 
of living and is in the early stages of development, 
to apply quantitative restrictions in order to safe
guard their external payments situation and to 
ensure a level of reserves adequate for the imple
mentation of their programmes for economic 
development, provided that such import restrictions 
do not exceed those necessary to forestall the threat 
of, or to stop, a serious decline in its monetary 
reserves, or, in the case of a contracting party with 
inadequate monetary resources, to achieve a 
reasonable rate of increase in its reserves. Section B 
requires that restrictions of this kind be subject to 
review by the CONTRACTING PARTIES every two 
years. 

Section C of Article XVIII authorizes the adop
tion of measures to stimulate specific branches of 
production. When a country, the economy of which 
can support only low standards ofliving and is in the 
early stages of development, finds that other meas
ures authorized under the GATT do not enable it 
to establish or expand a particular industry with a 
view to raising the standard of living and wishes 
to protect such activity by other means, it can do so 
if it is first notifies the CONTRACTING PARTIES of its 
intention. When bound items are affected, Section C 
provides for bilateral consultations in order to reach 
agreement as to the compensation that should be 
granted. Any country substantially affected has the 
right to suspend from the country taking action 
under Section C such substantially equivalent 
concessions or other obligations, the suspension of 
which the CONTRACTING PARTIES do not disapprove. 
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Section D is similar to C but is applicable to 
countries whose economy is in process of develop
ment although its structure precludes their classi
fication among those in the early stages of 
development. The introduction of protective meas
ures under Section D requires the prior approval 
of the CONTRACTING PARTIES. 

(c) The article on anti-dumping and counter
vailing duties was altered in two respects: (I) it was 
made mandatory to grant an importing country 
permission to impose countervailing duties when it 
finds that serious injury to third countries exists or 
is threatened, and (2) the importing country was 
permitted to levy such duties without prior approval 
when delay would cause serious damage, subject to 
the requjrement that it must notify any action taken 
and withdraw the duty if it is subsequently dis
approved; 

(d) Article XII on restrictions to safeguard 
balance of payments was amended in order to 
strengthen and improve the consultation provisions 
of the Article. The object was to provide more 
effectively for the removal of restrictions as the 
balance-of-payments situation improves and to 
ensure that the trade interests of other countries are 
taken into account. Since its revision, Article XII 
applies in effect only to industrial countries. 

Restricting countries rriust submit periodically 
to a comprehensive examination of their quota 
arrangements, including the conformity of their 
policies with the rules of the Agreement and the 
effects of the restrictions on other contracting 
parties. These consultations must be held annually 
and if in the course of consultations it is found that 
restrictions are being applied in a manner that is 
inconsistent with the Agreement, a recommendation 
may be made to the restricting country to bring its 
policies into conformity with the Agreement; if this 
recommendation is not carried out within a specified 
period, retaliation may be authorized against the 
contracting party applying the restrictions. 

(e) Article XIV, containing exceptions to the rule 
of non-discrimination, was amended and simplified. 
Formerly, the article contained three different 
criteria which, if met, permitted the use of dis
criminatory quantitative restrictions. As amended, 
Article XIV contains a simple criterion permitting 
the contracting party to discriminate in a manner 
having effects equivalent to exchange restrictions 
which at the time it is permitted to apply under the 
International Monetary Fund's Articles of Agree
ment or a special exchange agreement. 

(/) The amendments introduced in Article XVI 
on subsidies, include certain limitations on the use 
of export subsidies. The article prohibits the use of 
export subsidies in respect of non-primary products 
or manufactures after l January 1958, or at the 
earliest practicable date thereafter. In the meantime 
no new or increased subsidies are to be granted on 
such commodities. Export subsidies on primary 
products may continue to be used, but this must be 
in a manner that will not acquire for the subsidizing 
country more than an equitable share of the world 
export trade in the product. 

(g) Article XVII on State trading enterprises as 
amended, adds a paragraph recognizing that State 
trading enterprises may be operated so as to create 
obstacles to trade and that negotiations to eliminate 
or reduce such obstacles are important to the ex
pansion of international trade. It establishes a re
porting procedure on the operations of State trad
ing enterprises maintained by contracting parties 
in order to enable interested countries to see that 
these operations are being carried out in a manner 
consistent with the provisions of the Agreement. 

(h) Article XX (General Exceptions) was 
amended in the sense that the commodity exception 
is defined as covering measures undertaken in 
pursuance of obligations under commodity agree
ments which conform to criteria which are not 
disapproved by the CONTRACTING PARTIES or com
modity agreements which are themselves not dis
approved. 

The amendment was intreduced in the context 
of the decision, adopted at the same session, to 
establish a Working Party on Commodity Problems 
to consider proposals for inter-governmental action, 
including a suggested convention which might 
govern such questions (see paragraph 96). 

(i) Article XXII was amended in order to broaden 
the scope of consultations to any matter affecting 
the operation of the General Agreement. A para
graph was added to the effect that if no satisfactory 
solution can be reached through bilateral con
sultations, the matter can be referred to the CoN
TRACTING PARTIES. 
84. With a view to strengthening the institutional 

machinery, an Agreement establishing a permanent 
Organization for Trade Co-operation (OTC) was 
approved.27 Members of the new organization were to 
be the countries adhering to the General Agreement. 
However, the organization was entitled to invite, 
by a two-thirds majority, other countries not parties 
to the General Agreement to participate "in such 
activities of the Organization and on such terms as it 
shall decide". In no case, however, would participa
tion "involve the right to vote or to be counted in 
determining the fulfilment of the relevant voting re
quirements when the Organization is exercising any 
function relating directly to the General Agreement". 
The Organization was to come into existence after the 
Agreement had been accepted by governments whose 
territories account for 85 per cent of the total external 
trade of the governments which comprise the con
tracting parties. 

85. In accordance with the terms of the Agreement, 
the functions of OTC were to include the administra
tion of the General Agreement and the obligation to 
facilitate inter-governmental consultations on ques
tions relating to international trade, to sponsor in
ternational trade negotiations and to study questions 
of international trade and commercial policy. 

86. The institutional framework of the OTC was 
to comprise an Assembly consisting of all the contract
ing parties of GATT and vested with all the powers of 

l 7 GAIT, Basic Instruments and Selected Documents, Volume I 
(revised), Geneva, 1955, pp. 75-84. 
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the Organization, an Executive Committee composed 
of seventeen members and entrusted with powers and 
duties assigned to it by the Assembly, and a secretariat 
headed by a Director-General, entitled to participate 
without the right to vote in all meetings of the Assem
bly and subsidiary bodies of the Organization. 
Although the principle of equal voting was retained, 
provision was made for the inclusion in the member
ship of the Executive Committee of five members of 
chief economic importance. 

87. The desirability of giving the Organization the 
status of a specialized agency and of establishing the 
appropriate relationship with the United Nations was 
recognized by the working party responsible for the 
drafting of the Agreement.28 

88. It will be apparent from the foregoing that the 
amendments made to the General Agreement in 
1954-55 were of a secondary character and therefore 
did not fully take into account the criticisms that had 
been made of the fundamental assumptions on which 
the original Agreement had been based. In the words 
of a GATT report: 

"Probably the most important result was the 
least tangible since it did not involve any change 
in the Agreement itself. The original Agreement 
had been drawn up at a time when governments had 
been through a major war and were determined to 
substitute co-operation for economic warfare. After 
seven years of actual experience with these rules, it 
was of paramount importance that they be either 
reaffirmed by governments or reshaped in a form 
that governments could accept and would undertake 
to carry out. Essentially, the review resulted in a 
reaffirmation of the cardinal rules of the Agreement. 
The amendments that were adopted were designed 
to make them in some cases more flexible and in 
other cases more firm, depending upon the lessons 
of practical experience. But in no case were the 
fundamental principles discarded." 29 

Other important decisions adopted at the Revie1v Session 

89. In addition to the amendments introduced to 
the General Agreement, mention should be made of 
other decisions adopted by the CONTRACTING PARTIES 
which have an important bearing on future activities 
of GATT and on the application of the Agreement. 

90. While establishing stricter rules as regards the 
use of quantitative restrictions, the CoNTRACTING 
PARTIES also adopted a Decision allowing those 
member countries which were still applying quota 
restrictions no longer justified for balance-of-payments 
reasons to seek a waiver from the obligation to elimi
nate these restrictions so that their sudden removal 
would not result in serious injury to a domestic 
industry or branch of agriculture, to which they were 
affording protection. The waiver (which is known as 
the "hard-core waiver") could be granted for a maxi
mum period of five years, subject to annual review 
and to such limitations and qualifications as the 
CoNTRACTING PARTIES might impose either at the time 

28 See GAlT, Basic Instruments and Selected Documents, Third 
Supplement, p. 237. 

29 GAlT, International Trade 1954, Geneva, July 1955, p. 129. 

of granting the waiver or during the annual review 
of its operation. The granting of a "hard-core" waiver 
would not preclude the contracting parties from 
invoking their rights under the Agreement in accord
ance with the provisions of Article XXIII on nullifi
cation and impairment.30 

9L During the Review Session, the CoNTRACTING 
PARTIES received a communication in which the United 
States delegation requested a waiver of obligations 
under Article XXV of the Agreement with respect to 
the use of Section 22 of the Agricultural Adjustment 
Act. The United States delegation pointed out that its 
Government had maintained a system of price sup
ports for agricultural products for nearly twenty years 
and that the level of prices thus maintained was in 
many cases higher than the level prevailing in other 
parts of the world, thereby tending to attract a volume 
of imports far higher than would have prevailed in the 
absence of the support. For this reason, the Congress 
had enacted Section 22 of the Agricultural Adjustment 
Act which provided for restrictions of imports when
ever required. In 1951 the Congress had added a 
paragraph to the law providing that "no international 
agreement heretofore or heretoafter entered into shall 
be applied in a manner inconsistent with the pro
visions of the Section". The United States delegation 
stressed that most of the measures taken by the United 
States under Section 22 were clearly justified under 
Article XI of the General Agreement, especially where 
drastic limitation of domestic marketings and pro
duction were involved, but that such limitation was 
not possible in all cases and that there was a question 
"whether use which the United States Government 
might be required by law to make of Section 22 would 
in all cases be fully compatible with the Agreement".31 

Pursuant to a Decision of 5 March 1955, the CoN
TRACTING PARTIES granted a waiver to the United 
States of the obligations of Articles II and XI for an 
unlimited period to the extent necessary to prevent 
their conflict with actions required to be taken under 
Section 22, provided that the United States would 
furnish annually a report concerning any modification 
or changes in the restrictions imposed. Contracting 
parti~s .whos~ interests were adversely affected by the 
restnctwns Imposed under the waiver could have 
recourse to the procedures of the Agreement providing 
for consultation and redress, if they so desired.32 

92. One of the concrete proposals put forward by 
developing countries during the revision of the Agree
ment was to include in it Chapter VI of the Havana 
Charter (Inter-governmental Commodity Agreements), 
but the suggestion was not accepted. As an alternative, 
however, the CONTRACTING PARTIES established a 
working party on Commodity Problems to consider 
proposals for inter-governmental action to overcome 
problems in the field of international trade in primary 
commodities, including a suggested convention which 
might govern such questions. 

30 The text of the "hard-core waiver" is reproduced in Basic 
Instruments and Selected Documents, Third Supplement, p. 39. 

~ 1 The text of the communication of the United States delegation 
is contained in GATT document L/315, 23 January 1955. 

32 The text of the Decision of the CONTRACTING PARTIES is 
contained in GATT, Basic Instruments and Selected Documents, 
Third Supplement, p. 32. 
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93. The Australian delegation also proposed the 
introduction of a new article containing rules for 
consultations with a view to reaching agreement 
between contracting parties prior to the disposal of 
surplus products. "A majority of the Working Party 
was in favour of the inclusion in the General Agree
ment of a new article governing the disposal of 
agricultural surplus commodities. However, the dele
gate for the United States . . . explained that his 
Government, while, being fully prepared to consult, 
would not be in a position to agree to formal commit
ments in the General Agreement." 33 In view of the 
failure to include in the Agreement statutory provi
sions on this matter, the CONTRACTING PARTIES adopted 
a resolution providing that if a contracting party 
decides to liquidate any agricultural surpluses it should 
do so in such a way as to avoid disturbances on the 
world market that would adversely affect other 
member countries. They recommended "that when 
arranging the disposal of surplus products in world 
trade, contracting parties should undertake a pro
cedure of consultation with the principal suppliers 
of those products and other interested contract
ing parties". The CONTRACTING PARTIES also recom
mended that, whenever practicable, any contracting 
party intending to liquidate a substantial quantity of 
strategic stocks of primary commodities should give 
advance notice and consult with countries that request 
it. 

V. TARIFF NEGOTIATIONS 

94. The main purpose of GATT was to establish 
most-favoured-nation treatment among signatory 
countries and to bring about reductions and bindings 
of customs tariffs through multilateral negotiations 
and concessions on a basis of reciprocity. 

95. The General Agreement does not include 
regulations on the procedures which should be em
ployed in tariff negotiations. The rules under which the 
five tariff conferences 34 held in GATT have been 
conducted were prepared beforehand by ad hoc com
mittees composed of those contracting parties which 
were expected to participate in the negotiations. Thus, 
the Agreement merely provides the framework 
through which tariff negotiations are carried out and 
gives effect to the results of such negotiations once 
they have been concluded. In this connexion, it should 
be noted that when the Agreement was revised in 1955 
several delegations proposed to include in it certain 
rules for negotiations such as those in Article 17 of 
the Havana Charter, but the suggestion was not 
adopted because it was considered that, as in previous 
tariff negotiations, the procedures for each tariff 
conference should be determined at the time that the 
holding of negotiations was under consideration; a 
contracting party that wa~ not satisfied with the pro
cedures adopted would be free not to participate in the 
negotiations. 

96. The basic rules which have been adopted by 

33 See GATT, Basic Instruments and Selected Documents, Third 
Supplement, p. 299 

•• Geneva (1947); Annecy (1949); Torquay (1950-51); Geneva 
(1956) and Geneva (1960-61). Negotiations were also conducted 
in 1955 in connexion with the accession of Japan and between the 
Federal Republic of Germany and some Scandinavian countries 
and in 1958 with Switzerland. 

the negotiations committees as procedural regulations 
for the five tariff conferences held in GATT, can be 
summarized as follows: 

(I) Negotiations are conducted on a selective 
product-by-product basis; 

(2) Participating Governments are free not to 
grant concessions on particular products and, in 
granting a concession, they may reduce the duty, bind 
it at its existing level or undertake not to raise it 
above a specific higher level; 

(3) Participating Governments may request con
cessions on products of which they individually, or 
collectively are, or are likely to be, the principal 
supplier to the countries from which the concessions 
are asked. This rule should not apply to prevent a 
country not a principal supplier from making a 
request, but the country concerned may invoke the 
principal supplier rule if the principal supplier of the 
product is not participating in the negotiations or is 
not a contracting party to the General Agreement; 

(4) No participating Government is required to 
grant unilateral concessions, or to grant concessions 
to other Governments without receiving adequate 
concessions in return; 

(5) The binding against increase of low duties or of 
duty-free treatment is, in principle, recognized as a 
concession equivalent in value to the reduction of high 
duties; 

(6) Participating Governments are expected to take 
into consideration the indirect benefits which they 
will receive from the negotiations between other 
Governments; 

(7) In addition to customs duties, certain non-tariff 
devices can be subject to negotiation; 35 

(8) Participating Governments must refrain from 
increasing tariffs and other protective measures in
consistently with the principles of the Agreement and 
with the object of improving their bargaining position 
in preparation for the negotiations. 

97. As a result of negotiations, a distinction is 
made between what are called "bound items", i.e., 
those in respect of which Governments have assumed 
an obligation under the Agreement and "unbound" 
items, in respect of which no commitments exist. 
Ever since the original tariff negotiations in 1947, 
there have been regular periods during which the 
rates of duty that are incorporated in GATT have 
remained bound. When the Agreement was revised 
in 1955, it was decided that the periods of "firm 
validity" should run for three years, at the end of 
which contracting parties have an opportunity to 
renegotiate individual concessions if required, pro
vided they consult, not only with the contracting 
party with which the pertinent concession was initially 
negotiated, but also with a contracting party that has 
a principal supplier or substantial interest in the con
cession. If no agreement is reached, the concession 
can always be modified or withdrawn, but the inter
ested contracting parties are entitled to modify or 
withdraw concessions accordingly. 

98. Until its 1955 revision, the Agreement did not 
contain provisions for the modification of concessions 
during the periods in which tariffs remain bound 

as See paragraph 119. 
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(see footnote 22). The revised provisions permit a modi
fication or withdrawal of a concession during the 
period of "firm validity" if the CONTRACTING PARTIES 
consent to it. The reasons given in justification for 
such action must be similar to those considered under 
the "escape clause" (i.e., when the product is being 
imported "in such increased quantities and under 
such conditions as to cause or threaten serious injury 
to the domestic producers") and approval is granted 
if it is found that the contracting party has either 
offered adequate compensation or has reasonable 
grounds for failing to offer adequate compensation.36 

99. Since GATT tariff negotiations are based on 
the principle of equivalent concessions, the assessment 
of the value of the respective concessions must be 
made by both parties jointly and they must agree 
on the equivalence of the two series of concessions. 
The difficulties of such an operation are obvious and 
in 1947 an unsuccessful effort was made to work out 
some sort of objective method which negotiators 
might use, but the uncertainties associated with any 
such assessment have prevented the application of 
any specific regulations and, therefore, contracting 
parties are free to use any system at their discretion. 

100. When the Agreement was revised in 1955, 
the Brazilian delegation introduced a draft recom
mendation regarding the measurement of concessions. 
The representative of Brazil pointed out that the 
recommendation merely asked for recognition that the 
measurement of concessions in monetary terms, which 
is the most common system, might not be equitable 
when the economic effects of customs duties are un
equal, because of differences in the economic structures 
of the countries concerned. The Working Party con
cerned noted that there was nothing in the Agreement, 
or in the rules for tariff concessions, which had been 
used in the past to prevent Governments from adopting 
any formula they might choose, and therefore con
sidered that there was no need for the CoNTRACTING 
PARTIES to make any recommendation in this matter.37 

Objections to the selective system and 
proposals for new methods of negotiations 

101. During the first three tariff conferences 
(1947-1951)-in which some 60,000 concessions were 
negotiated-a number of objections , were raised 
concerning both the principles and the procedural 
rules under which the negotiations had been con
ducted. The basic problems concerned the concept 
of reciprocity and the tariff disparities that existed 
amongst contracting parties. 

102. Developing countries stated that the un
conditional application of the most-favoured-nation 
clause is only possible, with reciprocal advantages, 
if all the countries have equal economic structures and 
thus equal bargaining power. These countries con
tended that the system of equivalent concessions, as 
implemented in GATT negotiations, did not conform 
to the requirements of less developed contracting 

36 The revised provisions of Article XVIII, Section A, permit 
similar action and under similar conditions for economic develop
ment reasons. Those provisions have never been invoked. 

37 See GATT, Basic Instruments and Selected Documents, Third 
Supplement, p. 219. 

parties, where the effects of customs tariffs are not the 
same as in industrialized countries, since in developing 
countries the volume of imports is mainly determined 
by the availability of foreign exchange. Developing 
countries also stressed that their capacity to give 
reciprocal concessions was necessarily limited by the 
need to use tariffs for fiscal and developmental 
purposes and by the fact that capital goods account 
for the greater part of their imports and the customs 
duties on those goods were in most cases very low 
or negligible. Furthermore, the extent to which their 
own trade could benefit from tariff concessions was 
limited by the fact that their exports were confined 
to only a few primary products and raw materials 
on which duties were in many instances already low. 

103. On the other hand, it was argued that the 
product-by-product method had failed to eliminate 
high tariffs. Low tariff countries which in the first 
negotiations had bound many rates in accordance with 
the principle that the binding of a low duty or of 
duty-free treatment is considered as a concession 
equivalent to the reduction of a high duty, stated 
during the Torquay Conference that a renewed binding 
of a low rate should again be deemed as sufficient 
compensation for further reduction of a high rate, 
but the high tariff countries refused to accept this 
proposition and negotiations became extremely diffi
cult and protracted. 

104. At the end of the Torquay Tariff Conference 
in 1951, most contracting parties felt that a solution 
to these problems should be sought. 

105. The first proposal to introduce changes in 
the tariff negotiations procedure was put forward by 
the Benelux countries under a scheme geared mainly 
towards the reduction of the disparity in the tariff 
levels and which called for the unilateral reduction of 
duties by high tariff countries. However, in accordance 
with the most-favoured-nation clause, these reductions 
would have had to be extended to all the contracting 
parties and therefore the proposal was not accepted. 

106. In 1951, the French Government proposed as 
an alternative a plan of broader scope designed to 
solve the problems inherent in the Benelux Plan that 
called for an agreement among all contracting parties 
to reduce their tariff levels by 30 per cent in three 
years. The French Plan was the subject of lengthy 
discussion in GATT, in the course of which a number 
of modifications were introduced. In its final form, 
it provided for the reduction by 30 per cent of the 
weighted average level of customs protection afforded 
by tariffs in each of the various sectors of import 
trade. Products were listed under categories and for 
each of the categories the weighted average incidence 
was to be reduced by a certain percentage each year. 
This could be achieved either by unilateral measures 
or by bilateral agreements, that is to say, a country 
could negotiate on certain items and make unilateral 
concessions on others, provided that the sum total of 
concessions met the agreed target each year. The 
problem of tariff disparities was approached by 
specifying that reductions should be applied in the 
first place to tariffs exceeding certain ceilings. Low 
tariff countries would be allowed to reduce the in
cidence of their tariffs less than high tariff countries. 
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107. During the discussions on the French Plan, 
one of the reports of the working party appointed to 
study the question stressed "that under-developed 
countries will not be able to participate fully, if at all, 
in the scheme, because of the importance to them of 
their tariffs as, e.g., sources of revenue and as a means 
of protecting industries in the course of development". 
In this connexion, representatives of developing 
countries emphasized that because of the character
istics of the tariff structure of countries in the process 
of industrial development a special solution was 
required. The French delegation submitted concrete 
suggestions to the effect that developing countries 
would be entitled, under specific conditions, to exclude 
from the exercise their fiscal duties and their duties 
affecting products included in their economic develop
ment programmes. A number of delegations, while 
recognizing that the proposals "went a long way to 
meet certain of their objections", were not satisfied 
that those proposals were such as to eliminate the 
major difficulties to which they had drawn attention. 
Moreover, there was no agreement on the criteria 
to be used in the selection ofthose countries which 
would be entitled to the proposed exceptions. 

I 08. Another proposal, that of the so-called 
"low-tariff club", was drafted by the Council of 
Europe on the suggestion of Professor Ohlin of 
Sweden. It consisted essentially in cutting off whatever 
part of a tariff is above a certain limit. Ceilings were 
to be fixed for the various categories of goods, 
raw materials, semi-processed goods and agricultural 
products. The idea was that all the participants 
should agree to reduce to that ceiling all the items 
which were above the line. 

109. Although these plans, especially the French 
proposal, were studied throughout various sessions 
of the CONTRACTING PARTIES and were examined in 
great detail by the working parties concerned, no 
final decision was taken as to their adoption for future 
tariff negotiations. The fact that they contained 
domestic policy overtones led to the refusal of the 
major trading countries to accept many of the princi
ples put forward. At the same time, some of the 
less-developed countries were not satisfied with the 
provisions introduced in the French Plan to cope 
with their special difficulties. 

110. These discussions did, however, lead to the 
inclusion of certain provisions in the General Agree
ment when it was revised in 1954-55. It was decided 
to incorporate in the Agreement a new article which 
reiterates the principle that negotiations should 
take place "on a reciprocal and mutually advantageous 
basis" directed to "the substantial reduction of the 
general level of tariffs and other charges on imports 
and exports and in particular the reduction of such 
high tariffs as discourage the importation even of 
minimum quantities". The article also formally 
accepts the principle that, in tariff negotiations, the 
binding against increase of low duties or duty free 
treatment shall be recognized as a concession equiv
alent in value to the reduction of high duties. 

Ill. The new provisions do not impose any 
further obligation on contracting parties and do not 
recognize any particular method of negotiations; each 

country retains the right to decide whether or not 
to engage in negotiations and it is left open to con
tracting parties on each occasion to agree on the rules 
governing such negotiations. None the less, the Article 
states that negotiations shall be conducted "on a 
basis which affords adequate opportunity to take into 
account: (a) the needs of individual contracting 
parties and individual industries; (b) the needs ofless
developed countries for a more flexible use of tariff 
protection to assist their economic development and 
the special needs of these countries to maintain tariff;; 
for revenue purposes, and, (c) all other relevant 
circum~tances, including the fiscal, developmental, 
strategic and other needs of the contracting parties 
concerned". 

The 1956 and 1960-61 Tariff Conferences 
112. As a result of the failure to reach any agree

ment on a new method for tariff negotiations, the 
fourth round of tariff negotiations, held in 1956 upon 
a proposal of the United States delegation, was carried 
out in accordance with the traditional procedures. It 
was decided, however, to assign the Tariff Negotiation:; 
Committee somewhat wider functions in assistin1• 
participating Governments in the conduct of negotia: 
tions. In view of the difficulties raised by the insistence 
on the strict application of the principal-supplier 
rule, the Committee was also entitled to arrange 
negotiations on a triangular or multilateral basis 
in order to enlarge the scope of concessions. The 
Committee could give advice and make recom· 
mendations to participating Governments but each 
country was free to determine for itself whether to 
accept such advice or recommendations. 

113. France did not participate in that tariff 
conference but conducted negotiations with the United 
States and also with Austria, within the framework 
of general negotiations with the High Authority of 
the European Coal and Steel Community. Tht: 
French delegation, in explaining its position, stated 
that it felt that the contracting parties had "in fact 
exhausted almost completely the possibilities o:r 
exchanging balanced mutual concessions" and that 
"only industrialized countries with high tariffs still 
have a certain margin for negotiations". The French 
representative added that: 

"if the forthcoming negotiations are to take 
place under the rules and procedures of previous 
negotiations, these countries (i.e., the industrialized 
countries) would not be able to grant concessions 
unless they received counterparts which other 
countries are not in a position to offer. It is true~ 
that in our rules and procedure we have reaffirmed. 
the principle that the binding of a low rate of duty 
is to be considered as equivalent to a positive: 
concession. But I do not think that the strict 
implementation of this principle will be sufficient 
to obviate the structural disequilibrium which 
affects these negotiations." as 

114. Only twenty-two countries participated in 
the 1956 Conference and its scope was necessarily 

38 Statement made by Mr. Andre Philip, at the public session 
on 19 January 1956. General Agreement on Tariffs and Trade, 
Fourth Round of Tariff Negotiations, Press Release GAIT/281, 
19 January 1956. · 
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narrow owing to the limited powers accorded to the 
United States Government under the Reciprocal 
Trade Agreements Act, as extended the previous year, 
which granted authority for a maximum reduction of 
15 per cent, except in those rates that exceeded 50 
per cent ad valorem, in which more substantial 
reductions could be made. It appears that the efforts to 
carry out trilateral and multilateral negotiations were 
unsuccessful because most countries avoided negotia
tions if the principal supplier was not present, even 
when two or more countries negotiating jointly were in 
a position to claim such interest in a particular product. 

115. Since 1958, the problem of negotiating 
techniques has been dealt with within the purview of 
the "Programme for the Expansion of Trade" 
initiated that year by the CONTRACTING PARTIES and 
which included the decision to hold a fifth round of 
tariff negotiations. The preparation was entrusted to 
one of the committees-Committee 1-set up under 
the same Decision which adopted the Programme. 
Committee I met several times during 1959 and drew 
up procedures and arrangements for the tariff con
ference which were approved by the CONTRACTING 
PARTIES, at their fifteenth session, in November 1959. 
The Conference began in September 1960 and was 
formally concluded on 16 July 1961. 

116. There were three separate elements in the 
1960-61 Tariff Conference. The first phase was con
cerned with the renegotiation which under the pro
visions of Article XXIV of the GATT had to be 
undertaken in relation to the bound items which had 
been modified by the States members of the European 
Economic Community in order to align their national 
tariffs with the common external tariff of the Com
munity. These negotiations had the objective of 
securing appropriate compensation for the contracting 
parties affected by such modifications and the Mem
bers of the EEC were expected to give compensation 
for increases in certain items in the form of duty re
ductions on other items of the common tariff. The 
second phase of the Conference covered the fifth 
round (or "Dillon" round) 39 proposed by the United 
States delegation in pursuance of the authority 
granted by Congress under the Trade Agreements 
Extension Act of 1958 for the negotiation of a 20 per 
cent reduction in the United States tariff on the basis 
of reciprocity. Finally, the Conference also included 
negotiations related to the accession of a number of 
countries which had applied for membership. Since 
the current period of "firm validity" of the tariff 
schedules ended on 31 December 1960, contracting 
parties were also entitled to carry out renegotiations. 

117. Whilst it was agreed that the traditional 
method of negotiations would be used once again, 
some apprehensions were expressed as to the success 
of the conference if certain conditions were not at
tached to the usual regulations. Developing countries 
stressed that the strict application of the principle of 
reciprocity in previous negotiations had practically 
exhausted their bargaining capacity and that, on the 
other hand, industrialized countries had avoided 
negotiations on products of vital interest for less 

•• ln 1958, Mr. Douglas Dillon, Under-Secretary of State. origin
ally made the proposal for a tariff conference. 

developed countries by invoking the rule whereby a 
country can refuse to negotiate on any product. It 
was contended, in this connexion, that industrialized 
countries could make a positive contribution to the 
success of the conference if they were prepared to 
grant unilateral tariff concessions in order not only to 
assist the less developed countries but, by augmenting 
the capacity of these countries, to finance imports 
required for development, to promote their own 
export trade as well. Developing countries also pointed 
to the detrimental effects of the Principal Supplier 
principle which industrialized countries had applied 
as an absolute rule. They stressed in this respect that 
since developing countries were rarely principal 
suppliers of manufactured products they were 
effectively precluded from seeking concessions on such 
items. The representative of Pakistan to the 1961 
Ministerial Meeting illustrated this situation by 
stating that "it is like asking a person who has no 
income to produce evidence of his earnings if he wants 
to earn more". 

118. During the debates in Committee I con
cerning the regulations to be used in the conferences 
the discussion centred on the negotiability of non
tariff measures. The countries exporting agricultural 
products and less-developed countries emphasized 
that the benefits which should have accrued to them 
from past tariff negotiations had been frustrated by 
wide-spread application of non-tariff devices such as 
revenue duties, internal charges, subsidies and quanti
tative restrictions. They stressed that further negotia
tions would be meaningless if such devices were not 
subject to negotiations. This argument was strongly 
supported by the Haberler Report, on which the pro
gramme for the expansion of trade was based, as 
that report lays particular emphasis on the importance 
of mitigating agricultural protectionism and reducing 
non-tariff barriers to exports of primary products and 
also recommends that the Havana Charter's rule 
for the negotiation of revenue duties should be made 
applicable to the GATT tariff negotiation procedures. 

119. The delegations of Australia and India sub
mitted a number of concrete proposals desigr.ed to 
include in the negotiation rules the negotiability of 
such non-tariff measures as quotas? subsidies and 
internal taxes. These proposals were accepted after 
lengthy discussion, but since the "freedom of action" 
regulation, whereby any country can refuse to negotiate 
on any product or protectionist measure, was retained, 
the practical effect of the provision depended upon 
the willingness of the participating countries to negoti
ate on such measures.40 Some industrialized countries, 

40 The 1956 rules also included the negotiability of non-tariff 
measures. However, only certain regulations affording protection 
through the operation of import monopolies, etc., as provided in 
Articles II, III and IV 9f the revised Agreement were considered. 
The regulations adopted by Committee I for the 1960-61 Conference 
included the negotiability of the following measures: (a) the pro
tection afforded through the operation of import monopolies; 
(b) internal quantitative regulations as provided in paragraph 7 
of Article III (mixing regulations); (c) the level of screen quotas as 
provided in Article IV; (d) import restrictions as provided in Article 
IV; (e) import restrictions as provided in paragraph 2 (c) of Article 
XI (i.e., quotas on agricultural products necessary to the enforcement 
of governmental measures which operate to restrict the quantities 
of the like domestic product permitted to be marketed or produced); 
(f) the level of a subsidy which operates directly or indirectly to 
reduce imports; and (g) internal taxes. 
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including the members of the European Economic 
Community, declared before the initiation of the 
Conference their intention not to enter into negotia
tions in respect of non-tariff measures and no agree
ment of this kind emerged from the Conference. 

120. The negotiations with the European Eco
nomic Community proved to be extremely complicated 
and long. Moreover, in May 1961 representatives of 
the EEC stated that they considered the negotiations 
as terminated, notwithstanding the fact that agree
ments for compensation arising from the establishment 
of the common tariff had not been reached with a 
number of countries. Some delegations expressed their 
dissatisfaction with the compensation offered and in 
the case of one country, Uruguay, the Community 
admitted the validity of such complaints. Other 
countries expressed the hope that further agreements 
providing more adequate compensation might be 
achieved in the course of the "Dillon" round, which 
started immediately, but at the end of the Conference 
various representatives stated that many problems 
had remained unsolved. 

121. Only a few developing countries-Cambodia, 
Chile, Haiti, India, Israel, Nigeria, Pakistan and 
Peru 41-participated in the Conference. The total 
number of concessions negotiated at the tariff con
ference, as a whole, was approximately 4,400. It 
resulted, however, in only 160 bindings or reductions 
of duties on items of interest to less-developed countries 
and thus a wide range of products of special import
ance for these countries remained excluded from 
negotiations. 

Adoption of the linear method of negotiations 

122. In the conclusions drawn up at the end of a 
Ministerial Meeting of the contracting parties, on 
30 November 1961, it was agreed that "the reduction 
of tariff barriers on a most-favoured-nation basis 
in accordance with the terms of the General Agree
ment should be continued" but recognized that 
"traditional GATT techniques for tariff negotiations 
on a commodity-by-commodity and country-by
country basis ... were no longer adequate to meet 
the changing conditions of world trade". Ministers 
agreed, therefore, that consideration should be given 
to "the adoption of new techniques, in particular some 
form of linear tariff reduction". This consideration 
should be undertaken "in the light of the views and 
proposals put forward during the Ministers' dis
cussion". 

123. In the course of these discussions, the idea 
was expressed that the principles on which the GATT 
was based should not be forgotten in the search for a 
new apprpach. In particular, it was pointed out that 
the most-favoured-nation clause should not be 
abandoned. It was stressed, however, that the suc
cessful application of linear tariff reductions within 
the EEC and EPT A demonstrated the practicability 
of this approach provided that all participating 
Governments possessed adequate negotiating powers. 

41 It is noteworthy that Cambodia and Israel were negotiating 
their "entrance fee" for accession. 

124. The Ministers, in their conclusions, recog
nized that "full account would have to be taken of 
the differing characteristics of the trade, tariff levels, 
and economic structure of contracting parties and the 
problems which arose for countries exporting only a 
few commodities". They also reiterated the principle 
that "a more flexible attitude should be taken with 
respect to the degree of reciprocity" to be expected 
from the less-developed countries. 

125. The Working Party appointed to study ways 
and means of implementing the Ministerial Con
clusions did not meet until April-May 1963, in 
preparation for the last Ministerial Meeting. The 
report and conclusions of the Working Party served 
as the basis for the Ministerial Meeting. 

126. During the discussions that took place during 
the meeting of, the working party, different views 
were expressed on a wide range of subjects and the 
Working Party was not able to agree in all cases on 
the preparation of the principles that were submitted 
to Ministers. 

127. Most delegations agreed that the linear 
approach had great advantages over the traditional 
method, but representatives of developing countries 
and of countries depending upon a limited range of 
exports stressed that the plan would cause them cer
tain difficulties, partly because they required a high 
tariff protection for their infant industries and partly 
because they expected difficulties in securing a fair 
balance between their own reductions of tariffs 
covering their whole range of imports and the reduc
tions by their negotiating partners on the very limited 
number of products of interest to them. 

128. Once again, one of the basic areas of dis
agreement was the tariff disparities, which it had not 
been possible to eliminate through the product-by
product method. After the Working Party had adopted 
as a working hypothesis a plan of linear reductions 
totalling 50 per cent staged over a maximum of five 
years, an alternative proposal was introduced to the 
effect that tariffs would not be reduced by 50 per cent 
of their existing levels but by approximately 50 per 
cent of the extent to which they exceeded an ad valorem 
target which would be the same for all the contracting 
parties, other than the less-developed countries, but 
would be different for the main commodity groups. 
The proposal included the suggestion that under 
this plan there would, in principle, be no exceptions. 
On the other hand, it was noted that it would be 
difficult, and sometimes impossible, to offer concessions 
on products the principal supplier of which did not 
take part in the negotiations, but it was also stressed 
that, in this connexion, the linear method should lead 
to a departure from "the rigid balance-of-benefits" 
theory that had been applied under the traditional 
system. At the end of the Working Party's meeting 
there remained an important area of disagreement as 
regards the basis for the across·the·board approach. 

129. Regarding countries with special problems, 
certain contracting parties pointed out that, because 
of their economic structures and the nature of their 
trade, it would be very difficult for them to obtain 
reciprocity under an across-the-board plan and that 
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it would be appropriate for them to formulate their 
initial offers accordingly. In this respect, representa
tives of agricultural exporting countries said that they 
had not been accorded the rights to which they were 
entitled under the General Agreement and that in 
their view any existing imbalance which had resulted 
from this situation would need to be redressed if 
they were to consider making further concessions. 

130. It was generally agreed that there should be 
an examination of appropriate means of providing 
that the value of tariff reductions would not be 
nullified or impaired by measures other than tariffs. 
The Working Party agreed that consideration should 
also be given to the possible need to review the 
application of certain provisions of the General 
Agreement, or the procedures thereunder, with a view 
to maintaining, to the largest extent possible, the 
stability of the new tariff reductions. 

131. Another very important problem that 
emerged in the consideration of the new plan was the 
question of the exceptions which should be made. In 
this connexion, while there was general agreement that 
exceptions should be kept to a minimum, there was 
no agreement as to the best method of achieving this 
objective. 

132. There was wide agreement that agriculture 
presented special problems and that for certain 
agricultural products, such as cereals and meat, 
commodity arrangements would be required. The 
negotiations for the removal of trade barriers should 
take place in the context of the negotiations of such 
arrangements. However, no agreement was reached on 
a proposal that the cereals and meat commodity 
groups should, in the first instance, work out interim 
arrangements which would prevent any increase in 
effective trade barriers during the period that compre
hensive commodity arrangements were being nego
tiated. As regards agricultural commodities for which
commodity arrangements were not appropriate, the 
procedures for negotiations were not settled. 

133. In relation to the participation of the less
developed countries, representatives of these countries 
stressed that owing to various reasons which had been 
recognized by the contracting parties, they were not 
at present in a position to make a contribution, es
pecially by way of a reduction of tariffs. They pointed 
out that in so far as the concessions granted afforded 
the less developed countries better export possibilities, 
that improvement would bring about an increase in 
their imports. It was in that direction that the cor
responding advantages for the developed countries 
would be found. The less-developed countries noted 
further that this consideration would logically imply 
that, as a matter of principle, the export products 
of interest to the less-developed countries should not 
be included in the exceptions lists of participating 
countries. There was a consensus that participation 
of less-developed countries should be considered first 
and foremost from the standpoint of their develop
ment needs, but no agreement was reached on a 
proposal that in order to define the participation of 
less-developed countries in the new negotiations 
scheme, each of these countries would agree to sub
ject its own commercial policies to an examination 

and consultation process with a view to determin
ing whether any aspect of its commercial policies, 
including individual tariffs, should be altered in 
the interest of its own economic development and 
the economic development of other less-developed 
countries. 

134. On the question of maintaining the most
favoured-nation principle as the basis for the forth
coming negotiation, two representatives of developing 
countries (India and Israel) referred to the question of 
preferences which was already being discussed in other 
GATT bodies. They stated that negotiations would be 
facilitated if it was recognized that a certain degree 
of preferential or discriminatory treatment on the 
part of the less-developed countries was to be pre
ferred "to a complicated system of more cumbersome 
restrictive measures, applied under a strict most
favoured-nation rule". 

135. As to the procedures for the new round of 
negotiations, the Working Party agreed that Ministers 
be invited to establish a Trade Negotiations Com
mittee. 

136. At the May 1963 Ministerial Meeting, the 
differences of opinion that had arisen during the 
discussions in the Working Party became more ex
tensive. A compromise was sought and the resolution 
adopted by the Ministers on 21 May 1963, besides 
calling for a new round of tariff negotiations, merely 
establishes in general terms, the basic principles that 
should guide the next tariff conference: 

"I. That a significant liberalization of world trade 
is desirable, and that, for this purpose, compre
hensive trade negotiations, to be conducted on a 
most-favoured-nation basis and on the principle 
of reciprocity, shall begin at Geneva on 4 May 
1964, with the widest possible participation. 

"2. That the trade negotiations shall cover all 
classes of products, industrial and non-industrial, 
including agricultural and primary products. 

"3. That the trade negotiations shall deal not 
only with tariffs but also with non-tariff barriers. 

"4. That, in view of the limited results obtained 
in recent years from item-by-item negotiations, the 
tariff negotiations, subject to the provisions of 
paragraph B 3 (i.e., those relating to 'special 
situations', see next paragraph) shall be based upon 
a plan of substantial linear tariff reductions with a 
bare minimum of exceptions which shall be subject 
to confrontation and justification. The linear 
reductions shall be equal. In those cases where there 
are significant disparities in tariff levels, the tariff 
reductions will be based upon special rules of 
general and automatic application. 

"5. That in the trade negotiations it shall be 
open to each country to request additional trade 
concessions or to modify its own offers where this 
is necessary to obtain a balance of advantages 
between it and the other participating countries. 
It shall be a matter of joint endeavour by all 
participating countries to negotiate for a sufficient 
basis of reciprocity to maintain the fullest measure 
of trade concessions. 

"6. That during the trade negotiations a problem 
of reciprocity could arise in the case of countries 
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the general incidence of whose tariffs is unques
tionably lower than that of other participating 
countries. 

"7. That, in view of the importance of agri
culture in world trade, the trade negotiations shall 
provide for acceptable conditions of access to world 
markets for agricultural products. 

"8. That in the trade negotiations every effort 
shall be made to reduce barriers to exports of the 
less-developed countries but that the developed 
countries cannot expect to receive reciprocity from 
the less-developed countries." 42 

137. Ministers also decided to set up a Trade 
Negotiations Committee which was entrusted with 
the task of studying the procedural rules for the 
tariff conference. The resolution instructed the Com
mittee to deal with certain issues and special situa
tions. They include, inter alia, the depth of the tariff 
reductions, and the rules for exceptions; the criteria 
for determining significant disparities in tariff levels 
and the special rules applicable for tariff reductions 
in these cases; the problem of countries with a very 
low average level of tariffs or with a special economic 
or trade structure such that equal linear tariff re
ductions may not provide an adequate balance of 
advantages; the rules to govern, and the methods to 
be employed in, the creation of acceptable conditions 
of access to world markets for agricultural products 
including, inter alia, discriminatory treatment applied 
to products of certain countries and the means of 
assuring that the value of tariff reductions will not 
be impaired or nullified by non-tariff barriers. In this 
connexion, the resolution states that "Consideration 
shall be given to the possible need to review the 
application of certain provisions of the General 
Agreement, in particular Articles XIX and XXVIII, 
or the procedures thereunder, with a view to main
taining, to the largest extent possible, trade liberaliza
tion and the stability of tariff concessions." 43 

VI. OPERATION OF THE GATT SINCE 1955 

Quantitative restrictions 

138. As pointed out earlier, the elimination of 
quota restrictions on trade is one of the basic prin
ciples of the Agreement. The early years of the post
war period were characterized by the widespread use 
of quantitative restrictions and various bilateral trade 
devices, but in recent years there has been a progress
ive reduction in the use of quantitative restrictions on 
industrial products. The OEEC scheme of liberaliza
tion played an important role in bringing about the 
elimination of quota restrictions by OEEC countries 
on their mutual trade. However, the GATT rules, 
which prohibit the use of quantitative restrictions 
except when these are justified on balance-of-payments 
grounds or except when they are covered by certain 
exceptions defined in the Agreement, have also 
exerted considerable pressure, particularly in regard 
to the relaxation and removal of restrictions by the 
OEEC countries on imports from other sources. In 
accordance with the regulations introduced in 1955 

n GAIT document MIN(63)9, pp. 1, 2. 
43 GATT document MIN(63)9, p. 3. 

annual consultations have been held on the use of 
balance-of-payments restrictions and their effects on 
the trade of third countries. The pressure has not been 
adequate to prevent some of the western European 
countries discriminating in favour of one another in 
the application of quota restrictions and removing 
restrictions on intra-European trade while continuing 
them on industrial products imported from other 
countries, but it could be claimed that, but for the 
pressure exercised in the GATT, the situation might 
have been worse. 

139. Since 1957 it has no longer been possible for 
a number of western European countries to claim 
balance-of-payments justification for their restrictions. 
However, while a number of restrictions on industrial 
and other products of interest to developing countries 
have been removed, quota restrictions continue to 
apply to a number of products of major significance 
in the export trade of these countries. 

140. In 1955, the CONTRACTING PARTIES tried to 
provide for this situation by adopting the so-called 
"hard-core waiver" which, as indicated earlier, allowed 
quota restrictions no longer justified on balance-of
payments grounds to be maintained over a transitional 
period with a view to avoiding damage to domestic 
industry which might result from their sudden removal. 
Only one country-Belgium-applied for such a 
waiver. In 1958, the Federal Republic of Germany 
applied for a waiver under Article XXV permitting 
it to phase out restrictions on a range of industrial and 
agricultural products in accordance with an agreed 
time-table, except in regard to some products which 
it considered were covered by its marketing laws and a 
few industrial items in respect of which no firm 
date for liberalization was set. The continued applica
tion of the so-called "residual" import restrictions by 
many industrialized member countries led the CoN
TRACTING PARTIES in 1960 to seek a solution by 
adopting, on a provisional basis, special procedures 
for their removal. It was decided to invite contracting 
parties applying restrictions "contrary to the pro
visions of the General Agreement and without having 
obtained the authorization of the CoNTRACTING 
PARTIES" to communicate to the Executive Secretary 
lists of such restrictions and subsequent changes to 
those lists.44 At the nineteenth session, a Panel of 
Experts was appointed to examine the adequacy of the 
notifications received and to report thereon. 

141. In May 1962, the Panel of Experts submitted 
a report in which it noted that fifteen countries were, 
at that time, applying residual import restrictions. In 
view of the fact that the waiver granted to Germany in 
1958 expired in November 1962, restrictions still 
maintained by that country also came into this 
category. On the basis of the notifications received by 
November 1963, the following contracting parties 
apply residual import restrictions: Australia, Austria, 
the Benelux countries, Canada, France, the Federal 
Republic of Germany, Italy, Japan, Norway, Portugal, 
the Federation of Rhodesia and Nyasaland, Sierra 
Leone, Sweden, the United Kingdom and the United 
States. 

44 The text of the decision is reproduced in GATT, Basic Instru
ments and Selected Documents, Ninth Supplement, pp. 19 and 20. 
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142. In the course of discussions at the annual 
sessions of the CoNTRACTING PARTIES, the question of 
tightening procedures for effective action by CoN
TRACTING PARTIES to expedite the elimination of 
residual restrictions has been given consideration. 
In view of the difficulty in securing agreement on the 
adoption of new procedures .for. ~ealing with !he 
problem, it has been left to. t~dtvldual contractmg 
parties affected by these restnct10ns to secure redress 
through the normal procedures for consultation and 
complaint provided in Articles XXII and XXIII of 
the GATT. However, developing countries have been 
able to exercise some collective pressure in regard to 
the application of qu~~titative restrictions .to their 
trade through the activities of GATT ~ommttte~ 11.1. 
This aspect of the work of the GATT 1s dealt w1th m 
the next chapter. 

143. The extent to which different industrialized 
countries make use of quota restrictions affecting 
industrial products from d~veloping countries. v~ries 
considerably. Thus, the. in?td~nce of .these rest~tctl<?ns 
is relatively small or mstgn~ficant m countnes h_ke 
Norway and Sweden, while m some other countnes 
a number of key products in the export trade . of 
developing countries is affected. The o~e . maJ?r 
industrial export which is affected by restnct10ns m 
most industrialized countries is, of course, cotton 
textiles. 

144. It is possible that the GATT may be able to 
make further progress in the removal of quota re
strictions on imports of industrial products from 
developing countries through the procedures and 
instrumentalities at present availab}e t? the CoN
TRACTING PARTIES. However, the situation appears 
to have deteriorated rather than improved in respect of 
cotton textiles. Also, the rapid dismantling of re
strictions on industrial products has been hampered 
in more recent years by the invocation of the problem 
of market disruption which is refer~ed to. in !he ~ext 
section. If the question of market dtsrupt10n Is raised 
as a general problem connected with exports from 
developing countries, the position taken by the 
CONTRACTING PARTIES would have a v,ital bearing 
on the whole of the GATT objective of liberalization 
of trade. 

145. The use of quantitative restrictions in reg.ard 
to agricultural products has been much more wide
spread than in industrial products .. M.oreover, !hose 
countries which have reduced or ehmmated rehance 
on quota restrictions on agricultural products ?ave 
done so merely with a view to replacing these by either 
price-support levies or subsidy measures with equiv
alent effects. Apart from the so-called resid~al. re
strictions, the following types of quota restnctlons 
are of particular significance: 

(a) Quantitative restrictions appli_ed under the pro
visions of Article XI in respect of agncultural products, 
when these are necessary for the enforcement of 
governmental measures which operate to restrict the 
production and marketing of the like domestic 
product; 

(b) Quantitative restrictions applied under waiver 
granted by the CONTRAC!IN? PARTIES, ~or. example: 
(I) The United States applied Import restnct10ns under 

the waiver decision of 1955, granted for an unlimited 
period of time subject to annual reviews; (2) Luxem
bourg applies restrictions .o.n certain ~gricultura1 
products under a waiver decision granted m 1955 for 
an unlimited period of time subject to review; (3) The 
Declaration on the Provisional Accession of Switzer
land permits the Swiss Government to maintain certain 
import restrictions. 

(c) Quantitative restrictions applied under ~xisting 
domestic legislation which, in accordance w1th the 
protocol of provisional application, takes priority over 
the General Agreement. 

146. In view of the fact that most quantitative 
restrictions are an element in the policy of agricultural 
protectionism followed by the industrialized countries, 
the CONTRACTING PARTIES have, in recent years, 
studied the problem as part of a comprehensiv~ exam
ination of agricultural policies in GATT Committee II. 
Efforts are also being made to negotiate comprehen
sive arrangements in respect of ~pecific c?mmodities. 
It is, however, too early to predict ~he ultimate shape 
of the arrangments that are bemg attempted or 
whether these efforts will have a successful outcome. 

Market disruption 

147. The concept of "social dumping" goes back 
to the nineteen-thirties and is reflected in the pressures 
exercised by United States labour unions against "low 
wage" European manufactures in the post-depression 
era and the clamour against imports of "cheap" 
Japanese textiles during the post-war years in Europe. 

148. When the Havana Charter and the GATT 
were negotiated, it was recogniz~d that if the obliga
tion to grant most-favoured-natiOn treatment was to 
have substance low labour costs in the exporting 
country could n~t be made a ground for anti-dumping 
duties or other forms of restrictive action. Thus, when 
Japan applied for access.ion to the Gener!ll Agre~ment 
in 1955 it was not possible for contractmg parttes to 
object to low wage costs in Japan directly. Despite 
this no less than fourteen GATT members took refuge 
in tbe provisions of Article XXXV of GATT, which 
allows contracting parties to withhold most-favoured
nation treatment from any newly-acceding contracting 
party.4s 

149. A number of restrictions previously applied 
for balance-of-payments reasons and later in.clu<;Ied 
in the "residual" category are employed on a discnm
inatory basis in relation to certain products-cotton 
textiles, jute goods, floor coveri!lgs, sewi~g machin~s, 
etc.-from developing countnes. Multilateral dis
cussions on the subject have indicated a recognition 
by the industrialized countries of the desirability of 
reducing barriers to exports of these products from the 
developing nations, but it has been stressed that the 
early removal of these restrictions would result in 
serious injury to domestic indus~~ies from l.ow cost 
imports and is not therefore politically possible. On 
the other hand, developing countries have taken the 
position that the countries maintaining restrictions 

<5 Only after various arrangements had been made (inclu,d!ng 
the Cotton Textiles Arrangement) to hm1t Japanese competitiOn 
in the markets of other contracting parties was Japan granted most
favoured-nation treatment by some of these countries. 
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that are in violation of GATT rules should first remove 
these and then, if necessary, have recourse to the safe
guard procedures for domestic industries laid down by 
GATT. 

150. Most of the residual restrictions on industrial 
products have been based on the impli~d <l:rgum~nt 
that liberalization of trade would result m disruption 
of the domestic market. In 1959, at the Tokyo session 
of the GATT, the concept of "market disruption" 
was put forward as a ground for restraining "dama~
ina" exports from so-called low-cost exporters. In his 
sp~ech at the Tokyo session, the then United States 
Under-Secretary of State, Mr. Dillon, referred to the 
difficulties created by the concentration of imports in 
certain categories, and by sudden increases in such 
imports, leading to "disruption" of the market and 
the need for special procedures. 

151. Article XIX of the GATT allows a contract
ing party to take restrictive action in situations of 
serious injury or threat of injury to domestic producers 
from unforeseen increases in imports. Such emergency 
action can be taken only on a non-discriminatory 
basis. The problem of disruption was, however, raised 
only in relation to what were described as low-cost 
exports emanating from particular sources of supply, 
notably Japan and other Asian manufacturers. In 
subsequent GATT discussions, it was pointed out by 
developing countries that the n?rl!lal . effects of 
competition could not always be distmgmshed from 
so-called disruption and to the extent that market 
disruption was made grounds for restrictive .action of a 
discriminatory character the whole basis of free 
multilateral trade envisaged under GATT would be 
destroyed. It was also empha~ized that for m?st 
manufactures, developing countnes tended to be high 
rather than low-cost producers, since the lower wage 
levels in these countries are usually accompanied by 
low productivity levels, so that labour costs per unit 
of output are often higher than in the industrial 
countries. If the industrial countries wished to export 
products in which their labour costs were relatively 
low, they should be prepared to accept imports of 
goods from developing countries in which the labour 
costs of the latter were low. The CoNTRACTING 
PARTIES, however, concluded that in so far as countries 
apprehend a problem of disruption which might le~d 
them to maintain or institute special safeguards m 
respect of particular imports, note should be taken of 
this phenomenon and an attempt made to defin~ ~he 
situation which aroused these concerns. In a declSlon 
of November 1960, the CoNTRACTING PARTIES agreed 
that situations described as "market disruption" 
generally contain the following elements in combina
tion: 

(a) A sharp and substantial increase or potential 
increase of imports of particular products from 
particular sources; 

(b) These products are offer~~ at pric~s ~hich are 
substantially below those prevailmg for stmilar goods 
of comparable quality in the market of the importing 
country; 

(c) There is serious damage to domestic produce or 
threat thereof; 

(d) The price differentials referred to in para
graph (b) above do not arise from governmental 
intervention in the fixing or formation of prices. "In 
some situations other elements are also present and 
the enumeration above is not therefore intended as 
an exhaustive definition of market disruption." 

152. It was recommended that instead of dealing 
with these situations through exceptional measures of 
a discriminatory character applied unil~terally .or 
negotiated on a bilateral basis, contractmg parties 
should consult amongst themselves on specific 
problems.46 No multilaterally acceptable solution 
emerged and no multilateral cons~ltations .appea~ to 
have been instituted to deal with any Immediate 
problems in this field. In 1961, however, the United 
States Government took the initiative in negotiating 
in the GATT a short-term textile arrangement to deal 
with a situation of "disruption" of the market for 
cotton textiles. The Cotton Textile Arrangement 
envisaged (a) an increase in access in cotton textiles 
to markets currently under restrictions, (b) main
tenance of orderly access to markets which were not 
currently applying restrictions .and (c) a. measure ?f 
restraint on the part of exportmg countnes to avOid 
disruptive effects in import markets. The agreement 
accordingly authorized an importing country th~eat
ened by disruption of its market by unrestncted 
imports of cotton textiles to require that the offending 
exports be restrained at a level not higher than that 
prevailing during the p~ece?i~g twelve mont~s .. It also 
required countries mamtammg q~ota restnctwns to 
significantly increase access to theu markets as from 
1 January 1962. These two basic features of the short
term agreement were taken over in the long-term 
Arrangement which was negotiated i_n 1~62 for ~n 
initial period of five years. Where a situatiOn of dis
ruption is invoked, the long-ter~ Arrangement 
provides that exports should be restramed at the l~vel 
of exports or imports for the twelve-month yenod 
ending three months prior to the date on wh~ch the 
request for restraint is made, excel?t where a .bilateral 
agreement fixing the export level Is already m force. 
For each subsequent year the restraint is to be at the 
level of the past twelve months' exports increased by 
5 per cent. It is to be noted that the United Kingdom 
and Canada have accepted no obligation to afford 
this increase on the ground that a substantial part of 
their domestic consumption is already accounted for 
by imports from developing countries. 

153. The preamble to the long-term Arrange~~nt 
recognizes the need for extending export opportumties 
for developing countries "possessing necessary re
sources such as new materials and technical skills" 
in products "which they can efficiently manufacture". 
Article 1 of the Arrangement also refers to the need 
for dealing with special problems of disruption in 
cotton textiles through special practical measures of 
co-operation "which will assist in any adjustment that 
may be required b.y changes in the _Pattern o~ world 
trade in cotton textiles". The developmg countnes who 
participated in the negotiation of the long-term 
Arrangement would appear to have done so in the 

48 See GAIT, Basic Instruments and Selected Documents, Tenth 
Supplement, Geneva, pp. 26-27. 
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expectation that increase in access to European 
markets for their cotton textiles would adequately 
offset the possibility of restrictive action in the 
United States from a "sparing" use of the restraint 
measures envisaged in article 3 of the Arrangement. 
In the event the member States of the European 
Economic Community agreed to increase their existing 
quotas for cotton textiles under restriction by a total 
of 88 per cent over the five-year period, the corre
sponding figures for Austria being 95 per cent and for 
the Scandinavian countries (which do not maintain 
substantial restrictions on imports from developing 
countries) 75 per cent. While net imports of cotton tex
tiles into the United States in 1962 increased slightly, 
the effect of these arrangements has been to bring 
nearly 90 per cent of all categories of total imports into 
the United States under restraint. It has been estimated 
that the over-all effect of the Arrangement may be to 
reduce the rate of increase in exports of cotton textiles 
by developing countries to about 3 per cent per annum. 

154. Even prior to the negotiation of the short
term Arrangement, Japanese sales of cotton textiles 
to the United States were being limited through a 
bilateral agreement providing for export quotas on a 
range of goods. The conclusion of the short-term 
Arrangement was followed by the application of 
restraints to certain categories of textile exports from 
Hong Kong; the need for additional restraints of this 
sort were in part dictated by the possibility of other 
exporting countries taking advantage of the limitations 
imposed on Japanese exports. The conclusion of 
the long-term Arrangement was followed by the 
invocation of restraints in respect of imports from 
practically every developing country including Co
lombia, China (Taiwan), Hong Kong, India, Pakistan 
and Yugoslavia. 

155. Although specific provisions to deal with 
situations of so-called "disruption" have been formu
lated only in the long~term Cotton Textile Arrange
ment, the problem has an importance for developing 
countries which transcends cotton textiles as it has 
hindered the elimination of quota restrictions in 
accordance with GATT rules on a number of products 
such as floor coverings, jute bags, etc., when originating 
from developing countries and constitutes a threat of 
restrictive action in respect of the whole range of 
manufactures in which these countries are developing 
some competitive capacity. 

156. On the other hand, less-developed countries 
have pointed out that certain provisions of the 
Arrangement are in conflict with both the letter and 
spirit of GATT. For instance, the determination of a 
situation of "market disruption" lies within the 
province of the importing countries and the Arrange
ment does not provide for the phasing out of restric
tions. Moreover, the Arrangement does not provide 
for adequate international control or review and 
operates on the basis that the exporting countries 
refrain from exercising their full rights under the 
GATT and from resorting to its complaints 
procedures. 

Regional integration 

157. One of the most important problems for the 
trade of less-developed countries in recent years has 

arisen from the establishment of regional trade 
arrangements in western Europe. Since 1952, the 
CONTRACTING PARTIES to the GATT have been 
increasingly preoccupied with this question as the 
development of these regional arrangements has had 
major implications for trade relations between the 
participating countries and other countries. 

158. The GATT secretariat, in a report issued in 
1952, anticipated the problems that would arise in the 
negotiation and conclusion of regional trade arrange
ments with respect to their status vis-a-vis the General 
Agreement. The report, entitled GATT in Action, 
stated: 

"It is evident that we have entered upon a period 
when Governments are giving serious consideration 
to plans for economic integration involving the 
modification or suspension of commitments under 
the General Agreement. They may be tempted to 
neglect contractual obligations. All new regional 
schemes in Europe or elsewhere will have to be 
thoroughly examined in the light of the obligations 
of the contracting parties. New problems require 
new solutions, and if the General Agreement is to 
continue as a significant factor in international 
affairs, solutions must be found which will not 
disturb the essential elements and principles of the 
Agreement." 47 

159. In referring to various integration schemes 
that European countries were discussing at the time, 
and to the Schuman Plan, which had been signed 
shortly before, the report noted that some of these 
arrangements would be incompatible with obligations 
assumed under the General Agreement and that "the 
CONTRACTING PARTIES would then have to steer a 
difficult course between the rigid application of the 
rules of the Agreement, with the risk of frustrating 
what might be a promising initiative for the recovery 
and strengthening of the European economy and 
acceptance of regional arrangements which would 
weaken the basic principle of equality of treatment". 

160. The first time the CONTRACTING PARTIES 
were confronted with the issue was when the agree
ment establishing the European Coal and Steel 
Community was examined in GATT. Since the 
arrangement did not constitute a customs union or a 
free-trade area, the member States requested a waiver 

47 See GATT in Action; Third Report on the Operation of the 
General Agreement on Tariffs and Trade, January 1952, published 
by ICITO, Sales No. GAIT/1952-2. 

•s "A great deal of ingenuity was shown in the way in which the 
releases from GAIT obligations were drafted, and the United States 
representatives were particularly active in that exercise. The basic 
principle was that the six member States, in place of their individual 
GAIT most-favoured-nation commitments, as applied to coal and 
steel products, assumed the obligations which a single contracting 
party would have if it consisted of the European territories of those 
States. The two most important specific releases were from the 
most-favoured-nation commitment of Article I pertaining to tariffs 
and from the parallel rule in Article XIII requiring the non-dis
criminatory application of quantitative restrictions. In addition, the 
waiver authorized a number of other specific departures from the 
rules, such as certain tariff increases and tariff quotas for Benelux, 
the use of quotas on imports of coal by Belgium during a transitional 
period, and the extension to the other members of the community 
of the preferential terms of entry which France enjoyed in the 
French Union in so far as coal and steel products were concerned." 
See The European Common Market-An Analysis of Commercial 
Policy-by Isaiah Frank, London, Stevens & Son Ltd., 1961, p. 29. 
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under the provlSlons of Article XXV. When the 
CONTRACTING PARTIES discussed the granting of the 
waiver, a number of objections were raised as to 
the application of the provisions of Article XXV. The 
waiver was nevertheless approved subject to specific 
conditions and to annual reviews by the CoNTRACTING 
P.ARTIES.48 The annual reviews indicated considerable 
concern on the part of the developing countries in 
regard to the prices fixed by the export cartel for steel 
created by Community members, while other indus
trial countries were more concerned with the impact 
of these arrangements on their own exports. 

161. The creation of the European Economic 
Community and the European Free Trade Association 
gave rise to wider difficulties. Considerable concern 
was expressed as to the effects of these arrangements 
on the foreign trade of contracting parties outside such 
schemes and as to the compatibility of these schemes 
with the General Agreement. 

162. Under the provisions of Article XXIV, con
tracting parties recognize the desirability of increasing 
freedom of trade through the establishment of closer 
economic integration between countries in the form 
of customs union,s or free-trade areas. They also 
recognize that such arrangements should facilitate 
trade between constitutent territories and not raise 
barriers to the trade of other contracting parties with 
such territories. To this end, Article XXIV prescribes 
that the duties and other regulations of commerce 
instituted by a customs union should not on the whole 
be higher or more restrictive than the general incidence 
of the duties and regulations of commerce applicable 
in the constitutent territories prior to the formation 
of such union. A similar provision applies, mutatis 
mutandis~ to a free-trade area. 

163. The Rome Treaty provides for the elimination 
of tariffs and other barriers to trade between the mem
ber States of the European Economic Community and 
for the establishment of a common external tariff and a 
unified set of import regulations. The Rome Treaty 
also provides for an association between the Commun
ity and some of the former overseas dependencies of 
certain of its members, particularly in Africa. Imports 
into the Community from these associate members are 
to be admitted free of duty or quota restrictions; and 
the associate members also undertake ultimately to 
give free entry to imports from the Community, except 
where duties or other restrictions have to be maintained 
for revenue or developmental purposes. 

164. The arrangements envisaged under the Rome 
Treaty were discussed at several sessions of the 
CoNTRACTING PARTIES. The examination took place 
under four principal headings: (1) the incidence of the 
common external tariff; (2) the treatment of agricul
tural products envisaged in the Treaty; (3) provisions 
in the field of quota restrictions; and ( 4) the arrange
ments for association of overseas territories. 

165. It was not possible for the CONTRACTING 
PARTIES to arrive at any precise conclusion as to 
whether the incidence of the common external tariff 
was higher or more restrictive than that of the duties 
enforced in the member States prior to the establish
ment of the Community. The member States of the 

Community took the position that Article XXIV does 
not specify the method of calculation; they held that 
the common tariff, based on the arithmetic average of 
pre-existing national tariffs with certain adjustments, 
had an incidence lower than that of the national 
tariffs. Other contracting parties were of the opinion 
that Article XXIV implies that weighted averages 
should be used, and expressed the view that the 
common tariff, as adopted by the Community, was 
substantially higher than the national tariffs it was 
intended to replace. As regards the provisions of the 
Rome Treaty in the field of agriculture, it was noted 
that the common agricultural policy of the Community 
had still to be defined. It was agreed that the examina
tion of these provisions should be taken up as soon 
as concrete proposals for the treatment of agricultural 
products had been worked out by the institutions of the 
Community. 

166. Many contracting parties expressed con
siderable concern at the fact that in pursuance of the 
provisions of the Rome Treaty, member States could 
abolish quota restrictions on their mutual trade while 
continuing to maintain restrictions on imports from 
other countries. It was agreed that the use of quota 
restrictions by member States in their trade with third 
countries had to be judged in the light of the over-all 
balance-of-payments position of each member State. 

167. A major controversy was raised and continues 
to be raised by the provisions relating to associate 
members. Most developing countries took the view 
that the arrangements for such association failed to 
meet the criteria of a free-trade area and constituted 
the establishment of a new preferential system in 
violation of the GATT-a system which would involve 
discrimination against other exporters to the Commun
ity. On the other hand, the member States took the 
position that the arrangements involved the creation 
of a free-trade area which was fully compatible with 
the GATT: trade between the Community and the 
associated countries moves freely, except for such 
duties or restrictions as the latter might maintain for 
special purposes. No agreement could be reached on 
this point and it was finally decided that the question 
of compatibility of these arrangements with the pro
visions of Article XXIV should be set aside, on the 
understanding that the member States would consider 
any instance of damage resulting for the trade of other 
countries from these arrangements. 

168. The representatives of the European Eco
nomic Community gave an assurance that it was their 
intention to provide full compensation for any in
creases in bound tariff rates. It was thought that to 
some extent this would ease the problems created by 
the common external tariff for other countries. How
ever, as pointed out earlier, a number ofless-developed 
countries did not consider that the negotiations on the 
bound rates had resulted in satisfactory adjustments. 

169. The GATT discussions did not lead up to 
any finding as to whether they are or are not com
patible with the General Agreement. Any pressures 
exercised by the GATT discussions could be said to 
be of an indirect character to the extent that the mem
ber States of the European Economic Community 
have had to keep in view the need for providing some 



456 INSTITUTIONAL ARRANGEMENTS 

justification in an international forum for the arrange
ments entered into by them. 

170. The problems involved in establishing whether 
the Rome Treaty is compatible with the provisions of 
the General Agreement may be in part due to the fact 
that Article XXIV does not provide sufficient guidance 
on a number of points such as the manner in which 
the incidence of the common tariff is to be deter
mined. However, a number of less-developed countries 
have also felt that the creation of large economic 
unions like the European Economic Community and 
the European Free Trade Association may lead to 
fundamental imbalances in trade relations, to the 
detriment of developing countries, which cannot be 
dealt with solely on the basis of the present under
standings on the subject. Thus, it has been pointed out 
that the fact that the common external tariff of a 
customs union is not higher than the duties which were 
previously in force in the member States does not mean 
that it may not be more restrictive in the sense of 
causing damage to the exports of particular third 
countries. Third countries may be adversely affected 
by the changes in their competitive position which 
result from the abolition of tariff and other barriers 
within the customs union. 

171. In addition to the Rome Treaty, the CoN
TRACTING PARTIES have also examined the Stockholm 
Treaty for the establishment of the European Free 
Trade Association. The main problem here was 
whether, in view of the fact that agriculture is excluded 
from the free-trade area arrangements, there is 
compliance with the requirements in Article XXIV 
that duties and other restrictions should be removed on 
substantially all the trade among the member States. 
The CONTRACTING PARTIES decided not to issue a 
finding on this point, but left it open to non-member 
countries to bring up any specific question arising from 
the operation of EFT A. 

Commodity trade 

172. The working party appointed during the 
review session to consider proposals for inter-govern
mental action in the field of international trade in 
primary commodities prepared a draft of a Special 
Agreement on Commodity Arrangements which was 
discussed by the CONTRACTING PARTIES during their 
tenth session. 

173. The draft Agreement followed the lines of the 
Havana Charter in most essential respects. It defined 
the function of commodity arrangements as that of 
providing, in a situation of disequilibrium which 
could not be corrected sufficiently rapidly by market 
forces alone, stability at prices fair to the consumer 
and yielding a reasonable return to producers without 
disregarding the need for long-term equilibrium: this 
equilibrium to be achieved by shifting resources to 
other more productive occupations and by expanding 
consumption. Article IV of the Special Agreement 
followed the provisions of the Havana Charter in 
prescribing equality of votes between producers and 
consumers where the commodity arrangements in
volved continuous regulation of prices in international 
trade or restrictive controls on exports and imports 

affecting production and trade or where the partici
pants entered into contracts for sales and purchases 
of special quantities at specific prices. Commodity 
arrangements of this nature were to contain provisions 
for study of measures designed to remove the need 
for such regulations and controls consistent with the 
objectives of the Special Agreement and participating 
countries were required to adopt programmes of 
adjustment to facilitate solution of the commodity 
problems within the duration of the arrangement, 
which in each case could not be negotiated or renewed 
for more than five years. 

174. Where the Special Agreement appears to have 
gone beyond the Havana Charter was in not defining 
the situation of difficulty justifying a commodity 
arrangement in terms as narrow as those of the 
Charter, which had required a finding that there was 
a problem of burdensome surplus or unemployment 
causing widespread hardship. The special Agreement 
also embodied certain other elements of greater 
fie xi hili ty. 

175. But these changes did not go far enough to 
satisfy some of the producer countries. The Special 
Agreement was criticized for giving the consumers a 
virtual veto on the conclusion of commodity arrange
ments by making equality of votes between producers 
and consumers a necessary condition for such arrange
ments; for not allowing enough latitude for regional 
inter-governmental arrangements; and for not allowing 
enough freedom of action to developing countries in 
protecting themselves against sudden pressures on 
their balances of payments. Meanwhile certain of the 
developed countries continued to maintain their 
view that the adoption of commodity arrangements 
was not the right way of stabilizing trade in primary 
products. 

176. On one point, however, there was a large 
measure of agreement among the contracting parties
namely, that if any special agreement on commodity 
arrangements were drawn up, it would have to be 
embodied in a separate instrument outside the control 
of the GATT in order that universality of participation 
might be ensured. Accordingly, the Special Agreement 
provided for a General Assembly consisting of all 
signatories to the Agreement, a Standing Committee 
which was to take the initiative in convening study 
groups and conferences and a governing body for each 
individual arrangement. All signatory countries had 
the right to participate in a commodity arrangement 
but the Standing Committee could approve arrange
ments to which less than a majority subscribed or 
which were negotiated by substantially interested 
parties in a situation of burdensome surplus or acute 
shortage of a commodity, outside a commodity con
ference. In special circumstances, the General As
sembly could approve arrangements established by 
commodity conferences which departed in partic
ular details from the general principles of the Special 
Agreement or from the provisions relating to pro
cedures for negotiation. 

177. The CONTRACTING PARTIES could not reach 
agreement on the SACA. They decided, at their 
eleventh session, in 1956, not to proceed further with 
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the discussions on the matter and resolved, as an 
alternative, to review at every session the trends and 
developments in international commodity trade on 
the basis of a report of the Chairman of the Interim 
Co-ordinating Commission on International Com
modity Arrangements (ICCICA), who is nominated 
by the CONTRACTING PARTIES and appointed by the 
Secretary-General of the United Nations. The annual 
review carried out since 1957 also covers the action 
taken by Governments to dispose of commodity 
surpluses. Emphasis has been placed on the need for 
prior consultation with other exporting countries in 
advance of action taken to dispose of surpluses of 
particular commodities. 

178. Since 1961, the scope of the review has been 
broadened so as to include the liquidation of strategic 
stockpiles, but the procedures contained in the 1956 
Recommendation have not proved adequate in this 
field. Some delegations have urged that the timing and 
announcement of releases from sto_ckpiles should be 
made in such a manner as to ensure that there is no 
depressing effect on international markets. In this 
connexion, the Chairman of ICCICA has recently 
suggested that the forty-five-day period of notice 
should be extended. 

Subsidies 

179. The revised provisions of Article XVI require 
that (i) the CONTRACTING PARTIES be notified of all 
subsidies which have the effect of increasing exports or 
reducing imports, (ii) contracting parties should avoid 
using subsidies on the export of primary products; 
if they do subsidize such exports, the effect should 
not be to give them more than "an equitable share of 
world export trade" in the product subsidized (para
graph 3) and (iii) in regard to other products, coun
tries should discontinue the use of export subsidies 
from 1 January 1958 or the earliest practicable date 
thereafter (paragraph 4 ). 

180. The CONTRACTING PARTIES have considered 
procedures for ensuring that modifications in regard 
to the use of subsidies are adequate and timely. A 
Panel of Experts was appointed to go into the question 
and the procedures adopted at the twentieth session 
of the GATT in 1962 provide for annual reports by 
CoNTRACTING PARTIES on changes in subsidy measures 
undertaken during the previous year and on the level 
and effect of the subsidies maintained. 

181. The same Panel has also attempted to assess 
the range and effect of subsidies. It has been pointed 
out that the progressive elimination of quantitative 
restrictions and reduction of tariffs bas led to an in
creasing realization "of the importance of subsidies 
as measures influencing international trade and of the 
fact that they often closely resemble quantitative 
restrictions and tariffs in their purpose and effect", 
and has noted that the use of subsidies as a whole had 
increased during the last few years.49 The report 
indicated that although some subsidies exist on non
primary products, the great bulk of the subsidization 

•• See GATT, Basic Instruments and Selected Documents, Tenth 
Supplement, p. 201. 

measures relate to primary products, with the ad 
valorem incidence of the subsidies varying considerably 
from product to product and from country to country, 
from less than 1 per cent in some cases to over 200 per 
cent in the case of a certain export subsidy on butter. 

182. In recent years, CoNTRACTING PARTIES have 
tended to regard subsidies on agricultural products 
as part of the larger problem of agricultural protection. 
Consultations on the use of agricultural subsidies have, 
therefore, taken place in Committee II (see next 
chapter) rather than under Article XVI. 

183. While extensive use continues to be made of 
subsidies on primary products particularly as a means 
of supporting farm incomes in the industrialized 
countries, most of these countries have since adopted 
a standstill and prohibit on the use of subsidies in 
respect of manufactured products. In this connexion 
the CONTRACTING PARTIES at their seventeenth session 
drew up a Declaration Giving Effect to the Provisions 
of Article XVI: 4 which became effective between the 
countries which accepted it on 14 November 1962 
after it had been accepted by fourteen "key" coun
tries, as specified in the Declaration. so The sixteen 
countries participating in the Declaration are now 
prevented from applying any direct or indirect export 
subsidy which results in the sale of non-primary 
products at prices lower than the comparable price 
charged for the like products in the domestic market. 

184. On the other hand, under a Declaration 
providing for a standstill on export subsidies on non
primary products which also became effective on 14 
November 1962, seventeen countries including three 
countries which have not accepted the Declaration 
mentioned above have committed themselves not to 
introduce new subsidies or increase existing ones. The 
standstill was due to expire in December 1963. 

185. While developing countries have recognized 
the importance of avoiding competitive subsidization 
of their exports, most of them have indicated their 
inability to accept either the standstill or the pro
hibition- on the use of subsidies on manufactured 
products on the ground that they may need to make a 
judicious use of subsidies for fostering the develop
ment of their industries and encouraging exports and 
could not accept the same obligations in this regard as 
the fully-industrialized countries who had already 
benefited from such measures in the past. 

State trading 

186. Article XVII requires that where contracting 
parties establish or maintain state trading enterprises 
or give exclusive or special privileges to any enterprise, 
such enterprise should act in a manner consistent with 
the general principles of non-discrimination. Thus, 
purchases and sales involving imports or exports are 
to be made solely in accordance with commercial 
considerations. With regard to products subject to 
state import monopolies on which tariff concessions 

>o The "key" countries, all of whieh have accepted the Declara
tion, are: Austria, Belgium, Canada, Denmark, France, the Federal 
Republic of Germany, Italy, Luxembourg, the Netherlands, Norway, 
Sweden, Switzerland, the United Kingdom and the United States. 
New Zealand and the Federation of Rhodesia and Nyasaland have 
also accepted the Declaration. 
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had been granted, contracting parties are required 
under Article II to ensure that monopolies do not 
operate so as to afford protection exceeding on the 
average that provided for in the relevant tariff schedule. 

187. In accordance with paragraph 4 (a) of Article 
XVII, the CoNTRACTING PARTIES have adopted a 
procedure for notification by governments of the 
operations of the state trading enterprises maintained 
by them with a view to satisfying themselves that the 
principles of Article XVII are being observed. 

188. While it has been possible for CoNTRACTING 
PARTIES to keep themselves informed of the operations 
of State trading enterprises or monopolies maintained 
by governments, Article XVII does not appear to have 
provided an adequate framework for regulating trade 
relations between countries the whole of whose import 
and export trade is controlled by the State and other 
contracting parties. In point of fact, centrally-planned 
economies conduct their trading relations with the 
developed market economies and with developing 
countries on the basis of bilateral trading arrange
ments and other trading devices which are not ex
plicitly referred to in the General Agreement. Many of 
the GATT provisions relating to the exchange of tariff 
concessions, etc., are also not directly appropriate to 
centrally-planned economies, where the role of tariffs 
is somewhat different from that in private enterprise 
economies.51 

189. However, a flexible use of waiver procedures, 
consultations and procedural interpretations has en
abled Czechoslovakia to maintain its membership in 
the GATT. In accordance with Article II, paragraph 4, 
of the Agreement, Czechoslovakia has given assur
ances that the introduction of a State monopoly did 
not imply an increase of protection on items on which 
it had originally granted tariff concessions. It has also 
accepted procedures for consultation to deal with 
charges of dumping and export subsidization based on 
a comparison of export prices with those of other 
exporters in the same market. In line with a waiver, 
Czechoslovakia has also given an assurance that, in 
regard to foreign exchange matters, it will proceed 
in a way which is fully in conformity with the principles 
followed in special arrangements concluded between 
the contracting parties and non-members of the 
International Monetary Fund. In this connexion, 
Czechoslovakia has explained that foreign exchange 
is allocated to its foreign trade enterprises on a global 
basis and that these enterprises are free to utilize these 
allocations within the over-all import plan in accord
ance with commercial considerations. 

190. Nevertheless, in the view of a number of 
countries, the provisions of the GATT do not provide 
a realistic and effective basis for the development of 
trade relations between State trading countries and 
other contracting parties and, therefore, while Czecho
slovakia has generally benefited from most-favoured
nation treatment in respect of tariffs, 52 a number of 

H For further discussion of these matters, see Trade Problems 
between Countries having Different Economic and Social Systems 
(see Vol. VI in this series). 

52 Pursuant tO a Declaration of the CONTRACTING PARTIES, dated 
27 September 1951, the obligations between Czechoslovakia and 
the United States under the Agreement were suspended. See GATT, 
Basic Instruments and Selected Documents, Volume II, p. 36. 

contracting parties have not agreed to give Czecho
slovakia non-discriminatory treatment in the field of 
quota restrictions. 

191. Yugoslavia and Poland are also associated 
with GATT. Yugoslavia has been granted provisional 
status in accordance with the terms of a Declaration 
of 13 November 1962, which provides for the appli
cation of the General Agreement in relations with the 
contracting parties to the fullest extent not inconsistent 
with Yugoslavia's legislation existing at the time of the 
Declaration. Thus Yugoslavia receives most-favoured
nation treatment from those countries that have 
accepted the Declaration. Yugoslavia has expressed 
readiness to endeavour in the development of its 
commercial policy arrangements to move progressively 
towards a position in which it can give full effect to the 
provisions of the Agreement. Since 1959, Poland has 
had a rather loose form of association with GATT 
under the terms of a Declaration which provides for 
mutual consultations directed to expanding trade on 
the basis "of mutual advantage in trading conditions 
and opportunities". 

Article XVIII 

192. Developing countries have invoked the revised 
provisions of Article XVIII largely in connexion with 
the use of quota restrictions for balance-of-payments 
purposes. As required under Section B of Article 
XVIII, developing countries maintaining quantitative 
restrictions on balance-of-payments grounds have 
entered into consultations with the CoNTRACTING 
PARTIES every two years. In the course of these con
sultations, they have endeavoured to justify the import 
restrictions maintained by them in the light of their 
over-all developmental needs and requirements. While 
questions have been raised and views exchanged in 
regard to restrictions or prohibitions imposed on 
imports of individual items or on discriminatory 
effects of bilateral trading arrangements entered into 
by individual developing countries, it is not clear that 
any specific changes in the import policies of these 
countries have had to be effected as a result of such 
criticism. On the other hand, the GATT consultations 
have probably reinforced the general pressure exerted 
by the International Monetary Fund favouring dis
cipline in financial and monetary policies in developing 
countries rather than reliance on import restrictions 
and bilateral trade and payments agreements. 

193. It is not clear that Article XVIII or other 
provisions of the GATT have been used by developing 
countries in such a way as to give preferences to one 
another in the application of quota restrictions, along 
the lines followed by the OEEC countries during the 
1950s. It has to be borne in mind, however, that there 
may be little incentive in practice for developing 
countries to discriminate in this way except as part of 
a general scheme of joint or regional co-operation 
so established as to provide benefits for all participants. 

194. The developing countries have not resorted 
to the provisions of Section A of the revised Article 
XVIII authorizing the raising of bound tariffs in 
connexion with the establishment of particular 
industries. This might be due to the fact that instead of 
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invoking the special procedures of section A, most of 
these countries have found it possible to wait until the 
three-year period of validity of the schedules expired 
before re-negotiating a concession. It would also 
appear that a number of developing countries 
which have had to raise bound duties for fiscal or 
developmental purposes have found it necessary to do 
so on an across-the-board basis and have accordingly 
found it easier to seek a waiver under Article XXV. 
The provisions of Article XXV have also been 
applied when developing countries have found it 
necessary to impose surcharges on imports of bound 
products for balance-of-payments reasons. 

195. Only one contracting party has made use of 
the provisions of Section C of Article XVIII, which 
allows the use of quota restrictions for protecting an 
industry. This would appear to be due at least in part 
to the fact that developing countries experiencing 
balance-of-payments difficulties prefer to resort to the 
provisions of Section B of Article XVIII. There have 
been complaints that the use of Section C of Article 
XVIII involves elaborate and time-consuming pro
cedures in the course of which detailed justification 
for the use of quotas has to be furnished to the 
CoNTRACTING PARTIES. On the other hand, it has also 
pointed out that in so far as the use of quota restric
tions for protective purposes may also affect exports 
from developing countries, procedures to prevent the 
indiscriminate use of such restrictions may not be 
wholly one-sided in their effects. 

196. The use made of Article XVIII since its 
revision suggests that the practical problems which 
have arisen in its implementation are perhaps of less 
significance than the fact that it involves only a partial 
approach to the commercial policy requirements of 
developing countries. It would also appear that the 
provisions of Article XVIII consider only part of the 
action that governments might properly undertake 
in the field of international trade. Thus, Article XVIII 
considers solely the implementation of protective 
measures in relation to imports of goods that a 
developing country decides to produce by establishing 
or expanding, but it does not provide for action to 
foster exports. 

Organizational questions 

197. Although most of the amendments introduced 
in the Agreement entered into force in 1957, this was 
not so in respect of the Agreement on the Organization 
for Trade Co-operation, because the United States 
Government was unable to obtain authorization from 
Congress for its ratification.53 

198. This has meant that the Agreement has been 
administered in accordance with the "organizational" 
provisions of Article XXV, i.e., by the contracting 
parties acting jointly. Their increasing responsibilities 
led to a decision to hold two sessions annually, but 
the urgent need to have an intersessional body with 
somewhat wider responsibilities than those which had 

53 As noted earlier, the Agreement on the Organization for Trade 
Co-operation provided that OTC would come into existence when 
approved by countries conducting 85 per cent of the total GATT 
trade. As the United States conducted more than 20 per cent, its 
approval was indispensable. 

been granted to the Intersessional Committee was 
responsible for the establishment, in 1960, of a Council 
of Representatives from the contracting parties "will
ing to accept the responsibilities of membership". 54 

The CONTRACTING PARTIES conferred upon the Coun
cil the specific functions previously exercised by the 
Intersessional Committee, the Committee on Balance
of-Payments Restrictions (other than the conduct of 
consultations and the preparation of reports) and the 
Chairman of the CONTRACTING PARTIES under the 
intersessional procedures. The Council is also vested 
with powers to appoint subsidiary bodies, to supervise 
their activities and to undertake preparations for the 
sessions of the CONTRACTING PARTIES. Its authority, 
however, does not go beyond that of making recom
mendations and adopting decisions on behalf of the 
CONTRACTING PARTIES. Given the contractual char
acter of the General Agreement, full authority for its 
administration can be held only by the contracting 
parties acting jointly. 

Consultations 

199. The consultation procedures in the GATT 
are of considerable importance, because one of the 
most significant aspects of the work of the CoN
TRACTING PARTIES has been the settlement of disputes 
between governments. The procedures provide, in the 
first instance, for bilateral consultations between the 
parties concerned. If no agreement is reached the 
matter may be brought before the CoNTRACTING 
PARTIES which may record findings and make appro
priate recommendations and, in cases considered 
"serious enough" authorize retaliatory action. It has 
been the practice of the CONTRACTING PARTIES to deal 
with these situations by appointing a Panel of Experts 
to consider the matter. 

200. Since the Agreement was put into operation 
a number of disputes have been submitted to the 
CoNTRACTING PARTIES. In some cases recommenda
tions have been made which led to satisfactory adjust
ments. In recent years, however, less-developed coun
tries have made limited use of these procedures. It is 
noteworthy, for instance, that in respect of residual 
restrictions most developing countries have refrained 
from resorting to the consultation mechanism. 

201. One country-Uruguay-did lodge a com
plaint against a number of contracting parties under 
the terms of Article XXIII, in connexion with residual 
restrictions. The Government of Uruguay made a 
study of its foreign trade situation and prepared a 
table relating to thirty products which account for 97 
per cent of Uruguayan exports, and to nineteen 
countries which account for 85 per cent of its export 
markets. The table indicated the existence of 576 
individual restrictions affecting Uruguayan exports, 
consistent and inconsistent with the provisions of the 
General Agreement. 

202. Uruguay conducted bilateral consultations 
with the countries applying the restrictions but reported 
that such consultations had not yielded concrete 
results "involving any substantial mitigation of the 

•• See GATT, Basic Instruments and Selected Documents, Ninth 
Supplement, pp. 7-9. 
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obstacles to trade in Uruguayan products", although 
it had been possible to identify the obstacles with 
greater precision than in the past. "In one case," said 
the representative of Uruguay, "even new restrictions 
have been imposed since the relevant consultation was 
held," and added that, to give an idea of the contrast
ing situation, "in Uruguay today, it is possible to 
import any product whatsoever, in any volume, for 
any use or amount whatsoever from any part of the 
world without any discrimination." 55 

203. In accordance with the practice of the 
CONTRACTING PARTIES on the matter, a Panel was 
appointed to examine the cases referred to it by 
Uruguay. The Panel reported to the twentieth session 
in November 1962 and stated that each contracting 
party involved in the Uruguayan recourse had been 
asked to indicate the trade effect, if any, of measures 
they maintained and the conformity or otherwise of 
such measures with the provisions of the General 
Agreement or with their respective protocols of 
provisional application. The Panel recommended the 
removal of measures in cases where nullification or 
impairment was established by reason of non-con
formity with provisions of the General Agreement or, 
alternatively, with the relevant protocols of provisional 
application and indicated procedures for retaliation, 
to be taken by Uruguay as a last resort in the event 
of non-compliance with its recommendations. 

204. The Uruguayan Government has expressed 
dissatisfaction with the results of the consultations 
and in October 1963 requested a new meeting of the 
Panel in order to make a "recommendation" in regard 
to the extent to which the findings of the Panel, which 
had been subsequently endorsed by the CoNTRACTING 
PARTIES, had been complied with. The Panel stated that 
it was not within its competence to say whether or not 
alleviating action taken by a contracting party con
stituted "satisfactory adjustment" for the Uruguayan 
Government. The Panel none the less perused the 
communications from seven contracting parties that 
had reported on action taken with respect to the 
Uruguayan complaint and commented on them. 
It appeared that although most of the contracting 
parties had taken some action to comply with the 
recommendations of the Panel, the situation was far 
from satisfactory. Some countries still applying the 
measures concerned insisted in their reports that such 
measures were consistent with the Agreement or with 
its protocols of provisional application and in some 
cases while action had been taken in order to eliminate 
certain restrictions, other types of measures, such as 
"countervailing duties" had been introduced in rela
tion to the same products. 

205. In connexion with the Uruguayan complaint, 
the Brazilian representative to the twentieth session 
of the CoNTRACTING PARTIES made a statement in 
which he commented on the consultation mechanism. 
The Brazilian delegate stated that "It is quite clear 
that, so far, contracting parties have refrained from 
making use of the protective procedure built into 
Article XXIII. This might be because of lack 'of clear, 
official interpretation of this Article, lack of knowledge 

55 Statement of the representative of Uruguay on 21 November 
1961. GATT document L/1647. 

of the requirements to be fulfilled in order to invoke it, 
or, conceivably, because of doubt as to whether a 
country's bargaining power in relation to that of 
another applying the measure causing nullification 
would, even with the sanction of the CoNTRACTING 
PARTIES behind it, be sufficient to result in withdrawal 
of the measure or adequate compensation." The 
Brazilian delegation suggested the possibility of 
appointing a Panel to consider ways and means of 
improving the procedures of Article XXIII so as to 
provide for effective protection to the contracting 
parties.56 

206. The functioning of the consultation mecha
nism in the GATT is determined essentially by the fact 
that the GATT is a contractual agreement resting on a 
system of reciprocal rights and obligations. If an 
individual contracting party does not fulfil its obliga
tions, the remedy available to other contracting 
parties which are injured by such non-compliance is 
the withdrawal of equivalent benefits or concessions 
which they have been extending to the former 
party. The CONTRACTING PARTIES may and do play 
a mediating role, but if their recommendations 
or findings are not accepted, the only power they 
can exercise is that of adjudicating the reciprocal 
concession or obligation which might be suspended 
as a retaliatory measure by the aggrieved party in the 
dispute. In point of fact, most developing countries 
have hesitated to invite such mediation because of 
possible repercussions on other aspects of their 
relations with the contracting parties with which 
difficulties have arisen and also because their capacity 
to take retaliatory action is limited, owing to their 
weak bargaining position. Particularly important 
is the fact that there is no obligation on the contracting 
parties to act jointly, other than by recommendation, 
to preserve the rights of an individual country. 
Obviously the pressure on an industrial country 
resulting from retaliation by an individual developing 
country would be small (while the corresponding 
pressure on a developing country from the threat of 
retaliation by an industrial country might be impos
sible to resist). 

207. It is also possible that the problems experi
enced by developing countries in benefiting from 
consultation procedures have reflected the difficulty 
of securing from the CoNTRACTING PARTIES clear and 
unequivocal recommendations which the industrial 
countries concerned would feel obliged to accept. 
This in turn may again reflect the strength of relative 
bargaining positions. 

208. It has been suggested that some of these 
problems might not have arisen to the same extent 
if GATT had had a proper institutional framework 
or if there were a body with the legal attributes of an 
organization which could take effective action in 
pursuance of the executive power vested in it. 

VII. THE PROGRAMME FOR THE 
EXPANSION OF TRADE 

209. An important turning point in the activities 
of GATT was the publication of the Report prepared 

56 Statement by the representative of Brazil, 16 November, 1962, 
GAIT document L/1940. 
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by a panel of experts 57 appointed at the twelfth 
session of the CONTRACTING PARTIES to assess the 
basic trends in the field of international commodity 
trade with special reference to "the failure of the trade 
of the less-developed countries to develop as rapidly 
as that of the industrialized countries, excessive 
short-term fluctuations in prices of primary products 
and widespread resort to agricultural protection." 

210. In the discussion that followed the sub
mission of this important report, the basic theme was 
the necessity for an expansion of world trade. During 
the debate, the CONTRACTING PARTIES placed especial 
emphasis on the importance of carrying out a fifth 
round of tariff negotiations, on the question of agri
cultural protectionism and on the obstacles that were 
interfering with the expansion of the export trade of 
developing countries. 

211. It was stressed that these problems presented 
a challenge to the CONTRACTING PARTIES and ex
tended consideration was given as to the most practical 
way to tackle them. It was then decided to formulate 
a co-ordinated programme of action directed towards 
the expansion of international trade and three com
mittees were established in order to implement it. 

212. Committee I was to examine the possibility 
of arranging a fifth round of tariff negotiations with 
responsibility for determining the scope of such 
negotiations as well as their rules, conditions, timing 
and venue. 

213. The special problems of trade in agricultural 
products were assigned to Committee II. Its im
mediate task was to assemble data regarding the use 
by member States of measures other than tariffs 
for the protection of agriculture and to examine the 
effects of those measures on international trade. 

214. According to its terms of reference, Commit
tee III was asked to consider and report to the 
CONTRACTING PARTIES the particular obstacles to the 
expansion of trade of the less-developed countries. 

Committee I 

215. Committee I met on several occasions and 
drew up procedures and arrangements for a tariff 
conference which were approved by the CoNTRACTING 
PARTIES at their Tokyo Session in 1959. Upon the 
establishment of the Trade Negotiations Committee 
entrusted with the supervision of the tariff conference, ,1 

the activities of Committee I ceased. 

Committee II 

216. The problem of agricultural protectionism 
had been dealt with at length in the expert report 
which emphasized that a relatively small restraint 
on domestic production or stimulus to domestic 
consumption could lead to a large percentage increase 
in the net imports of these products by the industrial 
countries and that, therefore, much could be achieved 

• 7 Trends in International Trade: a Report by a Panel of Experts. 
GATI, October 1958 (The experts who prepared the report were 
Professors Gottfried Haberler, James Meade and Jan Tinbergen 
and Dr.' Roberto de Oliveira Campos). 

by some "moderate change" in the direction of the 
agricultural policies of those countries. 

217. The problem had emerged soon after the 
GATT was put into operation and was already a 
matter of great concern when the Agreement was 
revised in 1955. The improvement of the balance-of
payments situation of the industrial countries in the 
1950s revealed that much progress had been achieved 
in the liberalization of international trade in industrial 
products, whereas no progress had been recorded in 
the agricultural sector. Certain countries stressed that 
the tariff concessions that agricultural exporters had 
obtained in previous negotiations had been substan
tially impaired by non-tariff measures applied in the 
importing countries and it was pointed out that this 
was a matter which created a serious imbalance 
between the rights and obligations of developing 
countries in the GATT. Practical experience indicated 
that the amendments introduced to the General 
Agreement in 1955 in order to restore some measures 
of balance had not satisfied a number of agricultural 
exporters and had proved ineffective. Furthermore, 
there was a danger that the situation might be com
plicated by the formation of regional groups, since 
the concerting of protectionist policies on a regional 
basis might lead to even greater restrictionism than 
the individual policies of the respective member coun
tries might have caused in other circumstances. In 
this respect, it was stressed that correction of the 
situation should lie not so much in further amend
ments of the rules of GATT but rather in their effective 
operation and application. 

218. Committee II decided that its first task 
should be a fact-finding exercise that should provide 
the CONTRACTING PARTIES with a clear diagnosis of 
the problem and that this could best be done through 
a process of consultation with all the contracting 
parties. 

219. During the early discussions in Committee II 
some industrial countries stated that any sudden 
removal of protectionist measures would be impossible 
and that gradual relaxation of restrictions could only 
take place with a parallel improvement in the struc
ture of their agricultural markets. In this connexion, 
they pointed .out that "the position and problems of 
agricultural production in the industrial countries 
resembled closely the position and problems of in
dustrial production in the less-developed countries". 
In their view, the Committee should aim at an 
adaptation of the provisions of the Agreement to the 
economic needs of all contracting parties. 

220. The procedure for consultations adopted by 
the Committee included an examination of the general 
agricultural policy of the country concerned followed 
by a detailed discussion of its policies in relation to 
specific commodities. This fact-finding exercise carried 
out in 1959 and 1960 was particularly revealing since 
it showed how widespread and deep-seated were the 
protectionist policies that were being implemented. 
In practically all industrial countries, governments 
were committed to measures geared to the direct 
encouragement of domestic production, the direct 
encouragement of exports or the direct discourage
ment of imports through one or a combination of 
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such devices as price supports, deficiency payments, 
export subsidies, quantitative restrictions, State trading 
organizations, etc.5s 

221. In November 1961, at a Ministerial Meeting 
convened by the CoNTRACTING PARTIES in order to con
sider the progress achieved in the implementation of the 
programme, Committee II submitted a report that 
contained a summary of its findings and conclusions. 59 

It stated that the Committee's studies "have resulted 
in the broad conclusion that non-tariff devices have 
seriously affected international trade in the products 
considered during the consultations, in a variety of 
ways. Furthermore, the Committee notes that the 
extensive use of those devices, particularly quantitative 
restrictions, and the widespread impairment or even 
nullification of tariff bindings, have frustrated benefits 
which many countries expected to receive as a result of 
the obligations arising from the General Agreement." 

222. The factual information obtained by the 
Committee which led to these conclusions can be 
summarized as follows: 

(1) The application of quantitative restrictions 
(frequently in discriminatory form and sometimes 
amounting to complete embargoes) was found to be 
widespread; 

(2) Import levies, which the Committee considered 
among non-tariff measures in so far as they had not 
been classified as tariffs, were also a widely used 
device; 

(3) It was noted that systems of State trading are 
often accompanied by restrictive measures, particu
larly in the case of wheat; 

(4) Bilateral agreements in one way or another 
operate to influence the pattern of trade and in many 
cases substantially determine the source of imports; 

(5) Systems of price supports, which frequently 
take the form of deficiency payments or domestic 
subsidies are widely used in relation to some products; 

(6) In some exporting countries too, subsidies are 
an important device for raising farm incomes. For 
instance, a very high proportion of total world ex
ports of wheat are made with direct export assistance. 
Similar situations exist in relation to beet sugar and 
bacon. 

223. The facts and conclusions of the report of 
Committee II seemed to indicate that trade in agri
cultural products was largely isolated from the opera
tion of market forces and that, consequently, the 
application of the provisions of the Agreement was 
extremely difficult. Moreover, the problem of agri
cultural commodities involves not only access to 
world markets but also prices. 

224. The Executive Secretary of GATT com
menting on the work of Committee II 60 said that its 
report showed that the ru1es of GATT had not been 
supplied in the agricultural sector of international 
trade and that the practical solutions that had been 

58 See Committee II, Reports on Country Consultations, June 1962. 
59 Third Report of Committee II adopted on 15 November 1961 

(L/1461); GATT, Basic Instruments and Selected Documents, Tenth 
Supplement, Geneva, March 1962. 

60 Statement by the Executive Secretary to the Council on 27 Sep· 
tember 1961. Document L/1570/Rev.l. 

sought had proved ineffective. Mr. Wyndham White 
stated that: 

" . . . These facts do not indicate that countries 
take a light-hearted view of their international 
obligations. They reflect, rather, the inability of 
governments to apply the provisions of GATT to 
trade in agricultural products. Some countries have 
sought to regulate their position by seeking waivers. 
Other countries have refrained from doing this on 
the ground that the end result would be to underline 
the absurdity of a rule which could be maintained 
only by surrounding it with a series of exceptions 
which reduced it to a nullity. There is no merit in 
trying to hide this depressing situation which, 
sooner or later, will have to be faced. The policies 
which have led to the existing situation could be 
condemned on scientific grounds as being inconsis
tent with sound policies of economic development. 
Resort could again be had to appeals to the govern
ments concerned to take remedial measures. 
Against the harsh realities of the situation, however, 
I am sceptical as to the effect such exhortations 
would have." 
225. After extensively discussing the matter, the 

Ministers concluded that procedures should be 
worked out, within GATT, to establish a basis for the 
negotiation of practical measures to create acceptable 
conditions of access to world markets for agricultural 
commodities and that these studies should include 
other products, including cereals, which had not as 
yet been considered by the Committee. The Ministers 
therefore suggested, and the CoNTRACTING PARTIES 
subsequently decided, that Committee II should 
remain in existence and contracting parties were 
invited to notify any substantial changes in their 
agricultural policies. The Committee was also author
ized to undertake further consultations with con
tracting parties and to arrange for a consultation with 
the European Economic Community on its recently 
established common agricultural policy. 

226. Since the Ministerial Meeting of 1961, the 
activities of Committee II have been confined to the 
examination of the common agricultural policy of 
the European Economic Community. The Committee 
did not address itself to a study of the compatibility 
of the EEC regulations with GATT, but basically 
to the economic problems involved. The representa
tives of agricu1tural exporting countries did, however 
make the point that the import levy system was not: 
in their view, compatible with the General Agree
ment. Great concern was expressed regarding the 
possibility that the common agricultural policy might 
lead to such increased protection as to substantially 
reduce traditional exports to the member countries 
of the Community. It was also suggested that the new 
system might lead ultimately to surplus production ia 
the Community thereby creating additional pressure 
on world markets. There was unanimity in the Com
mittee that pricing policy would be a basic element in 
determining the future impact of the Community on 
world markets. Representatives of the Community 
expressed the conviction that the regulations adopted 
were fully consistent with the General Agreement 
and gave assurances that the Community would be 
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prepared to enter into consultations or negotiations 
with respect to its general price policy. 

227. Because of the complexities of the regulations 
adopted by the Community and the lack of precise 
details on a number of subjects, the Committee was 
not in a position to make a definite assessment of the 
implications of the new system for international trade 
and it was agreed that a further judgement should 
be based on the future implementation of the common 
policy. 

228. No further meetings of Committee II have 
taken place. Nevertheless, two subsidiary bodies
the Group on Cereals and the Group on Meat
established pursuant to the Ministerial decisions of 
November 1961, have continued their activities. The 
terms of reference of these Groups are widely drawn 
so as to allow attention to be given to all aspects of 
the problems of trade in the commodity concerned, 
such as prices, production, surplus disposal, etc. In 
view of the fact that cereal and meat are amongst 
the commodities for which general arrangments may 
be required for the next tariff conference, it was de
cided at the Ministerial Meeting of May 1963 that the 
work of both groups should be carried out within the 
purview of the Trade Negotiations Committee. 

Committee III 
229. Committee III interpreted its terms of 

reference as being principally concerned with the 
removal of obstacles to the expansion of exports from 
the less developed countries into the industrialized 
countries and, as a corollary, the increase of the import 
potential of the less-developed countries through 
improvements in production and marketing techniques 
and other measures. 

230. As in the case of Committee II, the Com
mittee realized that its first task was to undertake 
studies to determine the nature and extent of the 
problems of developing countries and decided to 
carry out this work on a product-by-product basis. 

231. A list of commodities was prepared on the 
basis of requests by developing countries and the 
main obstacles imposed by the industrial countries on 
imports of these products were identified as customs 
tariffs, revenue or fiscal duties, quantitative restrictions, 
state trading and other measures. The Committee also 
discussed the channelling of expansion of existing 
industries, or starting of new industries, toward 
directions where such industries would be efficient 
producers and called for information about plans 
for such projects which might already exist. Industrial 
countries were asked to give their views on how 
marketing techniques could be improved in relation 
to the specific products under examination. 

232. In one of its early reports, 61 the Committee 
recommended that the contracting parties, particularly 
industrial countries, should examine the obstacles 
to trade considered in the studies of the Committee 
with a view to facilitating an early expansion of the 
export earnings of less-developed countries. This 
recommendation was unanimously adopted by the 

61 Second Report of Committee III, adopted 19 November 1959, 
document L/1063. See GATT, Basic Instruments and Selected 
Documents, Eighth Supplement, Geneva, 1960. 

CONTRACTING PARTIES at their fifteenth session in 
November 1959, and was reiterated by the Com
mittee in subsequent reports. 

233. In November 1961, Committee III issued 
a Special Report 62 for consideration at the Ministerial 
Meeting, which reviewed the obstacles prevailing and 
progress made in both general and specific terms. In 
assessing the situation, the report noted that "despite 
the fact (of) the continuing urgent need for the reduc
tion and removal of obstacles to the increase of ex
port earnings and to the economic development of 
less developed countries ... in comparison to the mag
nitude of the problem, insufficient progress has been 
made ... (and) prompt and positive action by 
governments is required." The findings of the Com
mittee as reported to the Ministers can be summarized 
as follows: 

(1) Quantitative import restrictions. The report 
stated that quotas are one of the most serious barriers 
confronting the exports of less developed countries 
and that they are sometimes applied in a discrimina
tory manner. The Committee noted that "the less
developed countries, as a· group, have not benefited 
significantly from the widely observed movement 
towards trade liberalization by industrialized coun
tries as a result of their emergence from balance-of
payments difficulties" and that these countries, in cer
tain instances, when proceeding with their programmes 
of relaxation of import restrictions had extended 
removal of restrictions only to imports of raw mate
rials, while the products processed from these materials 
had continued to be subject to restrictions. It was 
further pointed out that in some cases liberalization 
had been carried out on a regional basis, restrictions 
being maintained against those areas in which most of 
the less-developed countries are located. The Com
mittee noted that the maintenance of such restrictions 
by industrial countries was a "serious threat to the 
balanced expansion of exports of less-developed 
countries and to sound patterns of growth in the 
international economy and that such restrictions not 
only seriously affected export possibilities for less
developed countries but also had the effect of concen
trating imports in markets where goods can enter 
freely, thus contributing sometimes to strains on the 
capacity of these markets to absorb imports." The 
report stressed that these restrictions, particularly 
discriminatory quotas, were inconsistent with the 
pertinent provisions of the General Agreement and that 
a conscientious application of the rules of GATT by 
all contracting parties would, in itself, go a long way 
towards removing many of the barriers confronting 
exports from less developed countries. 

(2) Tariffs. The report pointed out that high tariffs 
and tariffs which differentiate disproportionately in 
favour of imports of raw materials as compared 
to duties for processed goods, had been identified 
as constituting serious barriers to exports of certain 
products from less developed countries. The Com
mittee stated that it had been found that a reduction 
of these barriers would be of considerable assistance 
to less-developed countries. Furthermore, it noted 

62 GAIT document L/1557 and GATT publication 1962-3, 
Geneva, 1962. 
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that tariff preferences could cause significant diversions 
of trade. 

(3) Revenue duties and internal fiscal charges. High 
revenue duties and high fiscal charges, the Committee 
reported, had been emphasized as major barriers 
to such important traditional exports from less
developed countries as coffee, tea, cocoa and tobacco 
and for some of the newer exports of manufactured 
consumer goods. In the case of coffee, tea and cocoa, 
this tax is applied only to imports from less-developed 
countries, since there is no domestic production in 
the importing countries. The report stated that "the 
incidence of revenue duties on these commodities 
is particularly heavy in various European countries" 
and it emphasized that a reduction of these barriers 
would be of considerable assistance to developing 
countries. 

(4) State monopolies. The Committee had found 
that the activities of State monopolies, whether in 
countries with centrally-planned or market economies, 
had an adverse effect on a number of export products 
from the less developed countries, particularly where 
retail prices fixed for those products are very high 
in relation to import costs. The report pointed out 
that "decisions, followed by action, by these monop
olies and by purchasing agencies in State-trading 
countries, to import larger amounts of these products 
and to provide liberal access to imports from less 
developed countries, combined, if necessary, with 
significant reductions in internal prices, would make 
a considerable contribution to an expansion of the 
export earning capacity of less-developed countries." 

234. The report emphasized that the above list 
of obstacles to the expansion of trade ofless-developed 
countries was by no means exhaustive and that a 
number of other devices such as the operation of 
price-support schemes, surplus disposal operations 
and mixing regulations in some countries had also 
affected the trade opportunities of less-developed 
countries. 

235. At the GATT Ministerial Meeting in Novem
ber 1961, the Special Report of Committee III and 
related documentation led Ministers to the con
clusion that the situation facing the less-developed 
countries regarding their export prospects was of the 
utmost gravity and in the light of the findings and 
recommendations of Committee Ill, they issued a 
Declaration on the Promotion of the Trade of the 
Less-Developed Countries. This was to provide a 
basis for the future work of the Committee and 
guiding principles for contracting parties in reducing 
obstacles to the exports of the less-developed coun
tries in the shortest possible time. The Declaration 
placed particular responsibility on the Governments 
of the industrial countries to provide greater access 
to their markets for the primary and processed pro
ducts of the less-developed countries through the 
elimination or progressive removal of quantitative 
import restrictions, tariffs, revenue duties and fiscal 
charges. 

236. The Declaration also urged changes in state 
trading practices, removal of trade preferences which 
discriminate against less-developed countries, and 
changes in the commercial and other policies of 

the industrial countries which, first, involve subsidizing 
primary production, thereby limiting the market 
opportunities for imports from less-developed coun
tries and, secondly, lead to commodity surplus dis
posal sales or grants, thus reducing markets for 
exports for the less-developed countries. The Declara
tion also noted the need for a sympathetic attitude on 
the part of the industrialized countries to the question 
of reciprocity in negotiating tariff reductions, the 
improvement of productivity and marketing methods 
on the part of less-developed countries, and the 
stabilization of export receipts through measures to 
reduce fluctuations in primary commodity markets. 
Finally, the Declaration stated the need for the co
ordination of tariff, commercial and economic 
policies among the less-developed countries so as to 
encourage trade among themselves. 

237. In line with this Declaration, Ministers 
agreed "that immediate steps should be taken to 
establish specific programmes for action, and where 
feasible, target terminal dates, for progressive re
duction and elimination of barriers to the exports 
of the less-developed countries." The CoNTRACTING 
PARTIES decided that Committee III was the ap
propriate body to undertake these tasks and directed 
the Committee to prepare its programme of work as 
soon as possible. 

238. Committee III met several times during 1962 
but was unable to agree on a specific programme as 
directed by the Ministers. In February 1962, it 
appointed a Special Group on Tropical Products to 
consider the problems confronting less developed 
countries exporting these products and to discuss 
a Nigerian proposal for duty-free entry put forward 
at the Ministerial Meeting of 1961. At its first meeting, 
in June 1962, the Special Group appointed a sub
group to gather factual information on the products 
concerned and prepare studies for the consideration 
of the Special Group.63 

239. During a meeting of Committee III held in 
October 1962, it was agreed that while some progress 
had been made on the removal of barriers to the 
exports of less-developed countries, much remained 
to be done, and the Committee decided "that it would 
be failing in its Charter if it did not advise the CoN
TRACTING PARTIES at this stage of the gap still existing 
between intent and performance." The Committee 
noted that it had not as yet been possible to establish 
programmes of action such as were desired by the 
less-developed countries and drew attention to the 
fact that "in relation to the magnitude and urgency 
of the task facing the Committee, progress in the 
removal of obstacles to the trade of less-developed 
countries had undoubtedly been limited and slow 
and had fallen short of the expectations raised by 
the Ministerial Declaration and the Decision of 
7 December 1961." 64 

240. At its meeting in November 1962, the 
Committee had before it a proposal for a programme 
of action submitted by eighteen developing countries. 

63 The Sub-Group report is incorporated in a GA TI publication 
entitled Trade in Tropical Products, Geneva, 1963, p. 13. 

•• Report of Committee III on the meetings of October-November 
1962, GATI document L/1925. 
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The proposed programme included eight provisions: 
(i) Standstill on new tariff and non-tariff barriers; 

(ii) Elimination of quantitative restrictions within 
one year, or, in the event of difficulties, by 
31 December 1965; 

(iii) Duty-free entry for tropical products by 31 
December 1963; 

(iv) Elimination of tariffs on primary products; 
(v) Reduction and elimination of tariff barriers 

on semi-processed and processed products 
from the less-developed countries on a 
scheduled basis providing for a reduction of 
at least 50 per cent of the present duties over 
the next three years; 

(vi) Reduction of internal fiscal charges and 
revenue duties on products wholly or mainly 
produced in less-developed countries with a 
view to their elimination by 31 December 
1965; 

(vii) Reporting procedures to help ensure imple
mentation of the action programme; 

(viii) Other measures for facilitating diversification 
and expansion of the export capacity and 
foreign exchange earnings of the economies 
of the less-developed countries. 

241. Members of the Committee sponsoring the 
programme emphasized that they were not proposing 
any legal commitments beyond those contained in the 
General Agreement but that taking into account the 
difficulties that might be faced by the contracting 
parties concerned (i.e., the industrial countries) in 
implementing the proposals, the programme accepted 
the phasing of the reduction or elimination of barriers 
over a period of time, even where such barriers were 
maintained in contravention of the General Agree
ment. They pointed out that this should not, however, 
be interpreted as condoning the maintenance of 
measures inconsistent with the Agreement. No 
concrete proposal was made with respect to the eighth 
point, "other measures", but the view of the sponsors 
was that it should contemplate commodity arrange
ments which would improve the terms of trade and 
stabilize primary commodity prices, preferential 
arrangements which would improve market access 
for processed products, new institutional and legal 
arrangements to strengthen the position of the less
developed countries, etc. 65 

242. The report of Committee III on its meeting 
in November 1962 states that the programme of action 
had been received with considerable sympathy and 
that the Committee recommended that it should be 
brought to the urgent attention of all contracting 
parties. The report also contains, however, a record 
of the comments and reservations made on each of 
the points included in the programme by representa
tives of various industrial countries. Some of these 

65 This last point was added as a formal proposal at a later date 
(in 1963) but was not listed in the original document (COM.III/95) 
which presented the programme as a resoh.~tion for discussion and 
approval. It was, however, included in the text of the document 
and in the report of the meeting of October-November 1962 
(L/1925, para. 42), where it was mentioned as a matter for further 
study by the secretariat. 

delegates noted, inter alia, that it would be difficult 
for their governments to indicate firm target terminal 
dates for the elimination of restrictions, and drew 
attention to the practical and legal difficulties they 
might face in granting duty-free entry to tropical pro
ducts, etc. 

243. During its meetings in March-April 1963, 
the Committee renewed its discussion of the Action 
Programme. It noted that there was a "wide measure" 
of agreement on its concrete proposals, although it 
was pointed out by representatives of some industrial 
countries that where they had indicated acceptance 
of certain points in the programme, such acceptance 
would not prevent, in certain circumstances, limited 
exceptions being made either in terms of specified 
commodities or of action to be taken by certain target 
dates. The Committee decided to recommend the 
Programme for consideration by Ministers of the 
contracting parties at their meeting in May 1963 
together with the views expressed thereon.66 It was 
the understanding of the Committee that the Pro
gramme related to the products covered by the lists 
examined by the Committee and those examined by 
the Special Group on Tropical Products. Under the 
eighth point of the programme, the Committee also 
added a proposal for the granting of preferences on 
selected products by industrial countries to less
developed countries as a whole and the granting of 
preferences on selected products by less-developed 
countries to all other developing countries. Further, 
the Committee discussed an enlargement of the scope 
of its work and it was suggested that the time might 
be opportune for the establishment of a positive in
stitutional framework "which would more adequately 
reflect the concerns and responsibilities of the CoN
TRACTING PARTIES in relation to the development of 
the trade of the less-developed countries". It was 
pointed out that, although the Committee's work 
was designed to further the stated objectives of the 
CONTRACTING PARTIES, "the General Agreement 
contained no specific provisions covering this field 
of activity". These suggestions were also transmitted, 
with the prior approval of the Council, to the Minis
terial Meeting in May. 

244. The status of the Programme of Action as 
it has emerged from the Ministerial Meeting is not 
entirely clear. Ministers from developed countries 
other than the European Economic Community 
accepted the general objectives of the Programme, 
but expressed reservations on particular points, 
notably as regards the terminal dates envisaged for 
the elimination of obstacles. At the same time, 
"the Ministers of the European Economic Com
munity and the States associated with the EEC stated 
that, while they recognized that some of the points 
contained in the Programme could be regarded as 
objectives to which, to the fullest extent possible, 
concrete policies should be adapted, the first seven 
points of the Programme referred only to measures 
for the elimination of barriers to trade, whereas, 
in their view, more positive measures were required 
to achieve the marked and rapid increase in the 

66 Report of Committee III on the meetings of March-April 
1963. GATT document L/1989. 
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export earnings of the developing countries as a 
whole, which was the fundamental objective.67 

245. In the light of the divergent views expressed, 
Ministers of the less-developed countries sponsoring 
and supporting the Programn:e "expresse<;I. disap
pointment with the understandmgs and positiOns as 
set out by some industrialized countries and found 
them to be unhelpful".68 

246. It was nevertheless decided that an Action 
Committee should be established. This Committee 
was charged with the responsibility of a.ssisting the 
contracting parties in the implementatiOn of the 
Programme and elabor~ting othe~ P?sitive measu!es 
of assistance to developmg countnes m strengthemng 
their production potential and export capacity. Up 
to December 1963, it was reported that some progress 
had been made in the removal of quantitative import 
restrictions on a number of products exported by the 
less-developed countries. Some reduction of tariffs 
on tropical products )ad been reported by most of 
the industrial countries, but duty free entry for all 
such products was not achieved by 31 December 
1963. Nor had there been much progress in affecting 
reductions in duties on other primary products, 
although it was possible that some of the products 
of interest to developing countries might be included 
within the scope of the "Kennedy round" of tariff 
negotiations. As regards the elimination of internal 
fiscal charges and revenue duties on product~ wh~lly 
or mainly produced in less-developed countnes, rune 
developed countries do not apply such charges on 
any of these items. On the ot~er hand,. none of the 
remaining six developed countnes belongmg to GATT 
had as yet undertaken measures to reduce these charges 
for such commodities as coffee, cocoa and tea or 
were prepared to undertake any commitment to 
do so by the target date of 31 December 1965. 

Other decisions of the 1963 Ministerial Meeting 

247. Besides convening the sixth tariff conference 
(Kennedy round) and setting up the Action Com
mittee the Ministerial Meeting of 1963 adopted other 
important decisions concerning the future activities 
of the CoNTRACTING PARTIES. Thus, upon the basis 
of the draft conclusions adopted by the Special 
Group on Tropical Products, which met shortly before 
the Ministerial Meeting, Ministers other than those 
of the European Economic Community and the 
States associated with the Community: 

(a) endorsed the general objectives of free access 
to markets for tropical products, in view of the 
great importance of these products to the foreign 
exchange earnings and economic development of 
many less-developed countries; 

(b) agreed that the instability of prices and in
adequacy of earnings are the principal problems 
affecting producers of tropical products; 

(c) agreed that governments should not erect any 
new tariff or non-tariff barriers against trade in 

• 7 GAIT document MIN (63) 7. 
•s Ibid., paragraph 9. 

tropical products. If, in practice, a government for 
compelling reasons felt that it had to take any 
measures which would have such effects, it should 
afford adequate opportunity for prior consultations 
with the exporting countries mainly interested in the 
products affected; 

(d) regretted the difficulties which had delayed the 
implementation of the relevant part of the ministerial 
Declaration of November 1961 relating to the removal 
of revenue duties and internal charges and urged 
governments to take the necessary steps to secure 
such implementation as soon as practicable, but in 
any event not later than 31 December 1965; 

(e) decided that, where prior action had not already 
been taken on barriers to trade and restraints on 
consumption of tropical products, these should be 
dealt with in the context of the forthcoming GATT 
trade negotiations. 

248. The Ministers of the EEC and the States 
associated with the Community were unable to 
support the above general conclusions. "They em
phasized their belief t~at the general and primary 
objective was to orgamze markets and to mcrease 
the export earnings of the less-developed countries." 
In this connexion, they referred to their declaration 
concerning the Programme of Action (see paragraph 
244). "The Minister for Austria indicated that his 
Government agreed to the programme relating to 
tropical products under present conditions and with
out prejudice to its rights and obligations under the 
General Agreement. He added that his Government 
could feel compelled to reconsider certain aspects 
of its acceptance if circumstances would require this." 
Ministers also adopted conclusions on individual 
products.69 

249. Ministers also agreed that the work of 
Committee III should be extended, in collaboration 
with other interested agencies, particularly the lending 
agencies, "through the adoption of concerted, syste
matic and prompt studies of trade and aid relation
ships in individual less-developed countries aimed at 
obtaining a clear analysis of export potential, market 
prospects and any further action that may be required 
to overcome any difficulties that the studies reveal". 
In this connexion many Ministers considered that the 
problem of financing the gap between the export 
earnings and import needs of the developing countries 
should be given careful consideration. Ministers of 
developing countries considered that "in order to 
extend the activities of the GATT to embrace the 
financing aspect and as a practical measure to achieve 
this end, a working group should be formed to study 
the ways and means for enabling the less-developed 
countries to obtain from the industrialized contracting 
parties loans on soft terms, and thus enable the GATT 
to realize its objectives of fostering trade between the 
contracting parties". Furthermore, the Ministers 
recognized the need for an adequate legal and institu
tional framework "to enable the CONTRACTING 
PARTIES to discharge their responsibilities in connexion 
with the work of expanding the trade ofless-developed 

69 SeeGAITdocumentMIN{63)3,pp.8-11 andGAITpublication 
Trade in Tropical Products, which also includes the secretariat 
commodity and country studies. 
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countries". The Ministers of the less-developed 
countr~es and of the European Economic Community 
recogmzed that there was "urgent need for an ampli
fication of the objectives and for revision of the 
principles and rules of the General Agreement to 
enable the CoNTRACTING PARTIES to discharge these 
responsibilities, with a view to safeguarding the 
interests of these countries in their international trade 
and development programmes. This action should not 
prejudice, but contribute to, broader negotiations in 
which contracting parties might participate, such as 
the United Nations Conference on Trade and Develop
ment." While many Ministers did not agree with the 
views expressed above, all Ministers agreed that a 
committee of CoNTRACTING PARTIES should be 
established with instructions to examine all aspects 
of these problems, taking full account of the views 
expressed by the Ministers, and to report with appro
priate recommendations to the twenty-first session of 
the CONTRACTING PARTIES.70 

250. Pursuant to these decisions, Committee III 
met in October 1963 and decided that it would be 
desirable to enlarge considerably the list of products 
under examination in the Committee, with a view to 
extending the coverage of the GATT Action Pro
gramme to further product categories of special export 
interest to less developed countries. Out of a list of 178 
products or product categories identified as being of 
special export interest to one or more less-developed 
countries, representatives of these countries selected 
thirty-one items for detailed examination on a priority 
basis. The Committee also drew up a programme for 
the study of development plans and trade and aid 
relationships, which had been entrusted by the 
Ministers to the Committee. These studies were to 
establish supporting material for concrete measures 
to be taken by the CONTRACTING PARTIES to assist 
the development and export trade of less developed 
countries and to co-ordinate trade and aid policies. 
It was decided that in carrying out these studies close 
collaboration would be maintained with the major 
lending institutions. 

251. Committee III also discussed the possibility 
of extending the activities of the GATT to embrace 
the financial aspects of bridging the gap between the 
export proceeds and import requirements of less 
developed countries. This question had been raised 
at the 1963 Ministerial Meeting but was not elaborated 
at that time and the Committee agreed that careful 
consideration would have to be given to the matter. 
It decided that an expert group should promptly be 
convened to examine these and any other related 
proposals. The expert group is to be composed of 
representatives from four less developed and four 
industrialized countries, and representatives of the 
United Nations, the International Monetary Fund, the 
International Bank for Reconstruction and Develop
ment and the Organization for Economic Co-opera
tion and Development will be invited to participate in 
the discussions. 

252. The Committee also discussed, inter alia: 
(a) production and marketing techniques and export 
promotion schemes as a means of assisting the export 

1o GATT document MIN(63)7, pp. 13, 14. 

trade of ~e~s developed countries; (b) the use of ex
port subsidies by less developed countries under the 
J.?rovisions of the General Agreement and (c) estab
lishment of a trade information centre within the 
framework of GATT, on the basis of a Brazilian pro
posal which had been submitted earlier.71 

253. Likewise, in accordance with the Ministerial 
Decisions, the Council appointed, in June 1963 a 
Committee on the Legal and Institutional Framew~rk 
of the GATT in Relation to Less-developed Countries 
i~ ?rder to consider the problems related to the pro
VISIOn of an adequate legal and institutional frame
work which would enable the CONTRACTING PARTIES 
to discharge their responsibilities in connexion with 
the W<?rk of expandin!S the trade of less-developed 
countnes. The Committee requested the secretariat 
of GATT to prepare a model chapter on Trade and 
Development to serve as a basis for discussion and 
study. Contracting parties were asked to formulate 
proposals which the secretariat was to collate and 
circulate in time for discussi011 at the Committee's 
next meeting at the beginning of the twenty-first 
session of the CONTRACTING PARTIES. 

254. The Council also appointed at its June meet
ing a Working Party on Preferences composed of those 
governments which expressed their desire to partici~ 
pate in its work. According to its terms of reference 
the Working Party has discussed two particula; 
proposals: (a) the granting of preferences on selected 
produ~ts by industrialized countries to less-developed 
countnes as a whole; and (b) the granting of prefer
ences on selected products by less developed countries 
to all other less-developed countries. The Working 
Party was to submit a report on its work to the twenty
first session of the CoNTRACTING PARTIES scheduled 
to meet in Geneva from 24 February to 20 March 1964. 

VIII. CONCLUSIONS 

255. It is important first to reiterate that this study 
has been concerned only with the position of develop
ing countries in GATT. As such, no account has been 
taken of the significance of GATT in other respects 
and for other countries. In particular, no general 
examination has been made of the important role of 

71 See GATT document COM/III/93, 26 October 1962, "Inter
national Trade Information Centre. Proposal by the Brazilian 
Representative." The Brazilian representative suggested the estab
lishment of an "autonomous organization" under the general super
vision of the CoNTRACTlNG PARTlES with two main objectives: trade 
information and market analysis. The proposal was based on the 
lack of financial resources in developing countries to enable them 
to maintain extensive trade information and research services. 
According to the Brazilian representative, the centre would also 
permit industrialized countries to effect considerable savings. Brazil 
suggested that membership in the centre might be independent of 
participation in GATT. Its main sources of data would be the 
information provided by governments and research studies con
ducted by the Centre itself. Conversely, the Centre would have 
various methods of disseminating information, namely a "trade 
encyclopaedia", supplementary studies relating to specific countries, 
periodic publications, correspondence in response to specific re
quests for detailed data and explanations of national legal require
ments by individual experts or groups of experts. According to 
the Brazilian proposal, the Centre would become self-sufficient on 
the basis of income derived from subscriptions, but the initial 
financing, which is likely to be considerable, would have to be 
provided by governments. Brazil suggested that percentage shares of 
world trade might be a satisfactory basis for assessing contributions. 
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GATT in attempting to establish a rule of law in 
international trade and in providing machinery for 
complaint and consultation. The fact that success in 
these areas has often not been achieved does not de
tract from the importance of the efforts made. No 
international machinery, under any auspices, could 
function better than the governments concerned 
allowed it to function. 

256. Acknowledgement should also be made of 
the part played by GATT in bringing about reductions 
in tariffs and other restrictions on trade, even though 
it remains true that major direct benefits in this area 
have not accrued to developing countries. And, 
finally, GATT itself has shown awareness of the need 
for a new approach to the problems of developing 
countries: if the Action Programme of GATT could 
be fully carried out by all countries concerned, a very 
important step forward would have been taken. 

257. There is no dispute about the need for a rule 
of law in world trade. The question is: What should 
be the character of that law? Should it be a law based 
on the presumption that the world is essentially 
homogeneous, being composed of countries of equal 
strength and comparable levels of economic develop
ment, a law founded, therefore, on the principles of 
reciprocity and non-discrimination? Or should it be a 
law that recognizes diversity of levels of economic 
development and differences in economic and social 
systems? 

258. The inadequacy of the assumption that all 
countries are economically equal emerges time and 
again in the experience of GATT. The developing 
countries cannot participate on an equal footing in 
tariff negotiations partly because their need for tariffs 
is much greater than that of the developed countries. 
For developed countries, tariffs are, or ought to be, 
a form of transitional protection for domestic in
dustries in the process of adjustment. For developing 
countries, on the other hand, tariffs are an indispens
able weapon of economic development and an im
portant source of revenue, and there is no a priori 
presumption in the latter countries, as there may be 
in the former, that tariffs can be dispensed with in the 
foreseeable future. Similarly, the role of quantitative 
restrictions is very different in the two groups of 
countries. 

259. Thus the sacrifice made by a developing 
country in reducing tariffs or quantitative restrictions 
is of a different order of magnitude entirely from that 
made by a developed country, and the two things 
cannot be equated. That is not to say that there are not 
cases among developing countries in which protection 
has been carried well beyond prudent limits. Even in 
those countries where there is something to be said 
for reducing protection, however, it would be a mis
take to call for such reductions on a basis of reci
procity. 

260. Similarly, to insist on the principle of non
discrimination is to deprive developing countries of 
possibilities of greater access to one another's markets 
as well as to the markets of the developed countries. 
If protection for infant industries is acceptable in 
domestic markets, preference for infant industries 

should be acceptable in export markets. GATT toler
ates the old preferential arrangements, in which 
developing countries are required to grant preferences 
to developed countries in exchange for those that they 
receive; but it proscribes new preferences unless these 
can be reconciled with the rigorous requirements for 
customs unions or free trade areas. 

261. While the intention of the General Agreement 
is to secure non-discrimination in world trade, the 
Agreement has not in practice prevented de facto 
discrimination against the trade of developing coun
tries. For the liberal provisions of the Agreement have, 
in effect, been applied only to industrial products 
supplied mainly by the developed countries. Mean
while agricultural commodities, predominating in the 
exports of developing countries, have been subjected 
to every kind of protectionist device ranging from 
quantitative restrictions to variable import levies, and 
it has proved impossible to obtain any adequate 
redress under the General Agreement. The same goes 
for heavy domestic excise taxes inhibiting consump
tion of certain primary products in developed coun
tries. 

262. It has become clear that a considerable 
expansion of the number and scope of commodity 
agreements will be needed to bring some order into 
existing trade in primary commodities. While GATT 
formally allows such agreements, it is not part of its 
present functions to bring continuous pressure to bear 
in favour of new agreements or to consider the extent 
to which such agreements should provide for long
term harmonization of national production, invest
ment and trade policies in the commodity field. Nor 
is there adequate provision for the exercise of such 
functions anywhere within the existing institutional 
machinery of world trade: even the Havana Charter 
rules on commodity agreements have not been en
acted, let alone the kind of rules that would be 
required to provide a basis for long-term expansion 
and stabilization of commodity trade. 

263. It has also been unfortunate that the entry 
of developing countries into the field of world trade 
in manufactures has been accompanied by the 
elaboration of a doctrine of market disruption in
consistent with the otherwise liberal outlook of the 
General Agreement in relation to industrial products. 
The fear that success in export markets for manu
factures may be self-defeating for a "low-wage" 
country has added yet another obstacle to the already 
formidable list that the developing countries face in 
the process of industrial development. 

264. GATT has also had difficulty in dealing 
with the problems raised by the new regional group
ings. Even though the Agreement provides for such 
groupings, their full impact on the principle of non
discrimination has, perhaps, not yet been fully ap
preciated. 

265. In the case of adverse effects on trade of third 
countries brought about by regional groupings, as by 
agricultural protectionism, the limitations of a doc
trine of the economic equality of all countries become 
apparent at once. Lacking the executive power of an 
Organization, GATT's ultimate sanction is merely to 
authorize retaliation by the party or parties suffering 
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damage. Retaliation by a major developed country is 
obviously a consideration of vastly different signifi
cance from retaliation by a small developing country. 
It is in this sense that the failure to establish adequate 
organizational machinery has tended to favour the 
strong as against the weak. 

266. This study is not based on any preconception 
of the particular form that the institutional arrange
ments for world trade should take. It will be apparent, 
.however, that whatever machinery is employed ought 
to be made responsive to the need for: 

(a) A full recognition of the significance of the 
problem of economic development for world trade; 

(b) Differentiation between countries of various 
levels of economic development and of different 
economic and social systems; 

(c) Positive and deliberate action to promote ex
ports of developing countries, overcoming the ob
stacles of agricultural protectionism and industrial 
discrimination, and providing for preferential treat
ment and other special measures of aid and encourage
ment. 
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I. INTRODUCTION 

1. This introduction deals briefly with the nature 
and objectives of the General Agreement on Tariffs 
and Trade, the functions of the CONTRACTING PARTIES, 
and the membership of the Agreement. 

2. GATT is a multilateral treaty embodying 
reciprocal rights and obligations designed to achieve 
certain objectives. These objectives are set out in the 
preamble to the Agreement where the CONTRACTING 
PARTIES recognize that " ... their relations in the field 
of trade and economic endeavour should be conducted 
with a view to raising standards of living, ensuring 
full employment and a large and steadily-growing 
volume of real income and effective demand, develop
ing the full use of the resources of the world and 
expanding the production and exchange of goods, and 
promoting the progressive development of the econo
mies of all the contracting parties". 

3. The detailed undertakings set out in the GATT, 
together with a body of case law built up by the 
CoNTRACTING PARTIES, constitute a general code of 
conduct covering virtually the whole field of the 
commercial relations of the member countries. 

4. The CoNTRACTING PARTIES, i.e., the member 
governments acting jointly, deal with questions arising 
from the implementation of the Agreement-among 
other things acting as a negotiating forum, and as a 
forum where any differences between member coun
tries can be dealt with-and take such action as is 
necessary in the light of developments in international 
trade to further the objectives stated in the Agreement. 

* This paper was prepared by the Secretariat of the CONTRACTING 
PARTIES to the General Agreement on Tariffs and Trade in connexion 
with item 16 of the provisional agenda (document E/CONF.46/1) 
on the subject, "Institutional arrangements, methods and machinery 
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5. During the past ten years, the GATT and the 
activities of the CoNTRACTING PARTIES have been 
undergoing a significant evolution in the search for 
solutions to the trade and economic development 
problems of the less-developed countries. This has 
taken two forms: 

(a) Provision in the GATT for increased flexibility 
in the obligations of less-developed countries; this is 
referred to in Part II below; 

(b) Development of specific programmes, and a 
mechanism of international co-operation, designed to 
help these countries achieve an expansion in their 
export earnings; this is discussed in Part III below. 

6. At the time of writing this paper, sixty-two 
countries were full contracting parties to the GATT, 
some two-thirds of them less-developed countries. In 
addition, five other countries had acceded provision
ally; five applied the GATT on a de facto basis; and 
two were associated in the work of the GATT. A list 
of the countries concerned is attached as Annex I. 

II. PROVISIONS OF THE GATT AND THEIR 
IMPLEMENTATION 

7. The provisions of the GATT as they stand at 
present are based on the following main principles: 

(i) Member countries should grant one another 
treatment at least as favourable as they grant any 
other country (the "most-favoured-nation" principle), 
subject to the right, provided certain conditions are 
met, to form free-trade areas or customs unions; 

(ii) Protection should be afforded to domestic 

to implement measures relating to the expansion of international 
trade" (item VIII of the list of main topics). See Interim Report of 
the Preparatory Committee (first session), in Vol. VIII of this 
series. 
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industries exclusively through the customs tariff and 
not through other commercial measures (such as 
quantitative restrictions), and the general level of 
tariff protection should be progressively reduced 
through successive tariff negotiations; 

(iii) Contracting parties should use the procedure 
of consultation, directly with other contracting parties 
or with the CONTRACTING PARTIES collectively, in 
cases of dispute and to avoid damage to one another's 
trading interests; 

(iv) Contracting parties should take such joint 
action-which may include the drawing up and 
implementation of programmes such as the Trade 
Expansion Programme described later in this paper
as is necessary to further the objectives of the Agree
ment. 

8. It is recognized in the Agreement that the 
application of the second of these principles in the case 
of less-developed countries has to take account of the 
special problems raised by the economic development 
needs of these countries. In particular, it is recognized 
that: 

(a) Less-developed countries need a greater degree 
of flexibility in their tariff structure to assist their 
economic development and to raise revenue; 

(b) The use of tariffs for this purpose may not 
always be practicable and less-developed countries 
may, therefore, need to use other measures, such as 
quantitative restrictions, to assist developing industries; 

(c) In view of the high level of demand for imports 
likely to be generated by development programmes, 
less-developed countries may need to have greater 
recourse to quantitative restrictions (which may in 
certain circumstances be discriminatory) to protect 
their balance of payments. 

9. The original text of the General Agreement 
contained (in Article XVIII) exceptions to the general 
rules which were designed to take account of the special 
needs of the less-developed countries. When, however, 
the text of the GATT was reviewed in 1954/55, 
Article XVIII was amended, and certain other changes 
in the Agreement made, partly to facilitate action by 
less-developed countries of the sort referred to in the 
preceding paragraph and partly to make it clear that 
action of the sort provided for was regarded as 
contributing to the attainment of the objectives of the 
Agreement. 

(a) Tariff reductions and general trade negotiations 
10. One of the main activities of the GATT, 

provided for in Article XXVIII bis of the Agreement, 
has been the organization of a series of conferences, 
the first in 1947 and the most recent so far in 1961, to 
negotiate the reduction and stabilization of tariffs. 
The object of these conferences has been to promote 
international trade by securing a substantial reduction 
in the degree of tariff protection and by enabling trade 
to be planned against the background of an assurance 
that the negotiated tariffs will not be subject to sudden 
increase. As a result of these conferences the major 
part of the industrial tariffs of the developed countries 
(including many of the tariff headings of particular 
interest to less-developed countries) have been reduced 
and/or bound against increase. 

11. While many of the less-developed countries 
have in the course of these tariff negotiations agreed 
to the reduction or binding of parts of their tariffs, 
most of the concessions have in the nature of things 
been made by the more developed countries. As a 
result, however, of the most-favoured-nation principle 
(in Article I of the Agreement), the benefit of these 
concessions has been extended to all contracting 
parties. 

12. The negotiations between developed countries 
have been based on the principle of full reciprocity 
between concessions granted and received. Some less
developed countries have granted a number of 
reciprocal tariff concessions, especially in the earlier 
tariff conferences. It has, however, come to be in
creasingly recognized that the principle of reciprocity 
applied between developed countries cannot be applied 
vis-a-vis less-developed countries, and at the Min
isterial Meeting in May 19631 which set in motion 
the "Kennedy" round of negotiations, it was formally 
recognized that "while every effort should be made to 
reduce barriers to the exports of less-developed 
countries, the developed countries cannot expect to 
receive reciprocity from the less-developed countries". 

13. The tariff conferences held so far have mostly 
been based on the technique of item-by-item negotia
tion. The conviction has grown, however, that to 
continue future negotiations on this basis would be 
likely to lead to diminishing results. Accordingly the 
Ministers, when launching the "Kennedy" round, 
agreed that, so far as tariffs are concerned, the 
negotiations should be based on a general across-the
board reduction in tariffs, with a bare minimum of 
exceptions and with special rules for cases where there 
are significant disparities in tariff levels. In the prepa
ration of a tariff negotiating plan which would meet 
these desiderata, it has been agreed as a working 
hypothesis to use for the general rule a 50 per cent 
across-the-board reduction in tariffs. This would mean 
that there would be a halving of the duties over the 
major part of the tariffs of the industrial countries, 
from which the less-developed countries would stand 
to benefit. 

14. In addition to this new approach to tariff 
reduction, the "Kennedy" round will be more widely 
comprehensive than previous GATT negotiating con
ferences; in particular it has been agreed that it must 
cover non-tariff barriers as well as tariffs and agri
cultural as well as industrial products (see paragraph 
40 below), elements which could be of significant 
interest to less-developed countries. 

15. A special sub-committee of the Trade Negotia
tions Committee, which is the body set up to prepare 
for the negotiations, has been established to deal 
with the question of the participation of the less
developed countries. The discussions held so far in this 
body have shown that there is general recognition 
on the part of developed and less-developed countries 
alike that the "Kennedy" round presents a major 
opportunity to deal with and solve some of the im
portant trade problems of the less-developed countries 
and that there is a genuine desire on the part of the 

1 The Resolutions and Conclusions adopted by the Ministers 
on the items of their agenda are set out in Annex II. 
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less-developed countries to participate fully. One of 
the main tasks of the sub-committee is to consider 
how to ensure that effect is given to the Decision of 
Ministers (see paragraph 12 above) that "every effort 
should be made to reduce barriers to exports of the 
less-developed countries". Most of the industrialized 
countries have made it clear that, as far as possible, 
products of interest to the export trade of less
developed countries will not be included in their lists 
of exceptions to the general across-the-board reduction 
of tariffs. 

16. Tariff conferences have traditionally provided 
the major occasion for countries which wish to accede 
to the GATT to negotiate with the existing members 
for accession. Developed countries have been expected 
on such occasions to make concessions on their own 
tariffs which afford reciprocity for the tariff concessions 
of the existing members which they will enjoy as of 
right on their accession. While less-developed coun
tries have made some tariff concessions on their 
accession,2 relatively little reciprocity is expected from 
them and it is accepted that they must, in general 
retain freedom to use their tariff flexibly in the light 
of their development needs. 

17. There are provisions, in Article XXVIII, under 
which countries can at certain intervals modify or 
withdraw tariff concessions on particular products. 
They are, however, required to do so through negotia
tion and to endeavour, where appropriate through the 
offer of compensatory new concessions, to maintain 
the general level of the tariff concessions. 

18. There are separate provisions in Section A 
of Article XVIII, covering the modification or with
drawal of concessions by less-developed countries in 
cases where they consider such action necessary to 
protect developing industries. While these countries 
also are required to negotiate the modification or 
withdrawal of the concessions, it is recognized in 
Article XVIII that they need to maintain sufficient 
flexibility in their tariff structure to be able to promote 
industrial development, and the effect of the special 
provisions of the Article is to make the modification 
or withdrawal of concessions easier in their case.3 

These provisions are, of course, relevant only in cases 

2 Article XXXIII provides that governments possessing full 
autonomy in the conduct of their external commercial relations 
may accede to the GATT "on terms to be agreed between such 
governments and the CoNTRACTING PARTIES". Countries acquiring 
full autonomy in the conduct of their external commercial relations 
may accede either under Article XXXIII or under the "sponsorship" 
provisions of Article XXVI:5(c) which provides that "if any of the 
customs territories, in respect of which a contracting party has 
accepted this agreement, possesses or acquires full autonomy in 
the conduct of its external commercial relations and of the other 
matters provided for in this agreement, such territory shall, upon 
sponsorship through a declaration by the responsible contracting 
party establishing the above-mentioned fact, be deemed to be a 
contracting party". 

3 In the absence of special authorization, a developed country 
can renegotiate tariff concessions only at certain intervals (normally 
three years); and if it fails to reach agreement in the renegotiations 
with the other interested contracting parties, but nevertheless 
modifies or withdraws the concession, those contracting parties 
can modify or withdraw substantially equivalent concessions origin
ally negotiated with it. Under Article XVIII a less-developed country 
can renegotiate tariff concessions at any time; and, if in the renegoti
ation it fails to secure the agreement of the other interested contract
ing parties, those contracting parties can modify or withdraw 
concessions originally negotiated with it only if the CoNTRACTING 
PARTIES find that it has not offered adequate compensation for the 
modification or withdrawal. 

where the less-developed countries have entered into 
commitments with regard to particular tariff rates; 
where they have not entered into such commitments
which is the case over by far the major part of the 
tariffs of most of them-they are free to set their 
tariffs at any level. 

19. In some cases, less-developed countries have 
found it necessary, in order to protect their balance 
of payments or as part of general economic stabiliza
tion measures, to impose general surcharges on im
ports. In these cases the CoNTRACTING PARTIES have, 
using their authority under Article XXV to "waive" 
obligations, granted the countries concerned4 the 
necessary waivers to enable them to apply the sur
charges (which would otherwise be inconsistent with 
the tariff "bindings"), to the items in respect of which 
they had bound the tariff. 

(b) Quantitative restrictions 

20. One of the basic provisions of the GATT is 
the general prohibition in Article XI of the use of 
quantitative restrictions. The main exceptions to this 
are the provisions which permit countries, in certain 
defined circumstances (which are stricter in the case 
of developed countries), to use quantitative restrictions 
to protect their reserves when in balance-of-payments 
difficulties. 

21. In addition, less-developed countries may, 
where for example the use of the tariff is not practic
able, use quantitative restrictions to protect developing 
industries. The relevant provisions (Article XVIII C) 
provide among other things that, if the product is not 
subject to a tariff binding, a less-developed country 
which has notified its intention to apply such re
strictions is free to apply them within thirty days of the 
notification (or before if necessary to prevent a 
substantial increase in imports) if it is not asked by 
then to consult with the CONTRACTING PARTIES. If the 
CoNTRACTING PARTIES do ask the country to consult, 
their concurrence in the proposed measure is given if 
it is established that there is no other measure, con
sistent with the normal GATT rules, which would 
achieve the developmental objective of the proposed 
measure. 

22. Countries which maintain import restrictions 
for balance-of-payments purposes are required by the 
Agreement to consult with the CONTRACTING PARTIES 
as a whole, in the case of the developed countries 
annually, and in the case of the less-developed coun
tries every two years, on the nature of the balance
of-payments difficulties, alternative corrective meas
ures which may be available and the possible effect 
of the restrictions on the economy of other contracting 
parties. 

23. In the early post-war years, many developed 
as well as less-developed countries found themselves 
in serious balance-of-payments difficulties and the 
use of import restrictions, and their discriminatory 
application was widespread. With the improvement 
in their balance-of-payments position, especially in the 
late fifties, most of the developed countries began to 
dismantle their restrictions, and now only a very few of 

4 Nicaragua, Peru, Chile and Uruguay. 
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these countries still maintain import restrictions for 
balance-of-payments reasons. 

24. This development has, however, revealed a 
problem which the general use of quantitative ~estric
tions for balance-of-payments reasons had hitherto 
concealed, namely the use of restrictio:r;ts. particu
larly on agricultural products, for protective r~asons. 
A considerable number of products of export mterest 
to the less-developed countries are affected by these 
restrictions. Initially, the CONTRACTING PARTIES con
sidered these cases of "residual" restrictions, as they 
came to be called, on an ad hoc basis, but in November 
1960 they adopted a set of general procedures 5 for 
dealing with such restrictions. These procedures, 
among other things, require countries continu_ing to 
apply such restrictions to notify them and provide for 
consultations to be held at the request of any country 
which considers its interests affected. Should such 
consultations fail to result in a satisfactory solution, 
the complainant country may resort to the prov!s!ons 
of Article XXIII of the Agreement. These provisiOns 
(which are dealt with in more detail under the heading 
"Consultation" below) require the CONTRACTING 
PARTIES promptly to investigate the matter referred 
to them and make recommendations or give rulings as 
appropriate; and, where the circumstances are serious 
enough, to authorize the comi?lai~ant country to 
suspend concessions or other obligatiOns towards the 
country maintaining the restriction. 

25. Consultations under these procedures have 
been held with several contracting parties applying 
such restrictions. In some cases, the consultations have 
been conducted without calling in the CoNTRACTING 
PARTIEs; the United States and the Netherlands, for 
example, subsequently joined by a .numb~r of oth~r 
countries, have conducted consultatiOns With Austna 
in relation to certain restrictions still maintained by 
that country. In other cases, such as. the restrictions 
maintained by Italy 6 the consultatiOns have been 
conducted by bodies set up by the CoNTRACTING 
PARTIES. 

26. Of particular interest are 1\':'o cases where the 
provisions of Article XXIII were mvoked. The first 
was a complaint by the United States about French 
import restrictions inconsistent with Article XI on 
certain agricultural products. The second case was a 
complaint by Uruguay regarding restrictions . on 
Uruguayan exports mainta_in.ed l;>Y fifte~n industn~I
ized countries. After exammmg m detail the restnc
tions involved, the CONTRACTING PARTIES amo?g 
other things recommended to seven of the ~ountnes 
concerned the immediate withdrawal of certam of the 
restrictions adding that, should the recommendation 
not be complied with, or other satisfactory adjust~ent 
effected, by a certain date, Uruguay ~oul.d be entitled 
to request authority to suspend obligatiOns or c?n
cessions. An examination in 1963 regarding the actiOn 
so far taken showed that all the countries concerned 
had partly complied with the recommendations or had 
taken alleviating action with respect to some of the 

• Basic Instruments and Selected Documents of GATT (BISD), 
Ninth Supplement, p. 18. 

• BISD, Tenth Supplement, p. 117. See also Annex IV of this 
paper. 

restrictions involved and that one country had fully 
complied with the recommendations. 

(c) Provisions relating to State trading 

27. Article XVII of the Agreement requires that, 
if a contracting party "establishes or maintains a 
State enterprise ... or grants to any enterprise, form
ally or in effect, exclusive or special privileges, s~ch 
enterprise shall, in its purchases or sales inv~lvmg 
either imports or exports, act in a manner consistent 
with the general principles of non-discriminatory 
treatment prescribed in this Agreement for govern
mental measures affecting imports or exports by 
private traders". A further provisi?~ exr.Iains that 
this is to be understood as requmng that such 
enterprises shall, having due regard to the other 
provisions of this Agreement, make .any such p~r
chases or sales solely in accordance With commercial 
considerations including price, quality, availability, 
marketability, 'transportation and other conditi_ons of 
purchase or sale, and shall afford the enterpnses. of 
the other contracting parties adequate opportumty, 
in accordance with customary business practice, to 
compete for participation in such purchases or sales". 

28. The Article also provides for the possibility 
of "negotiations on a reciprocal and mutally advan
tageous basis" for the limitation or reduction of ~ny 
obstacles to trade which the operation of State-tradmg 
enterprises may create. Such obstacles would n<?rmally 
be equivalent in their effect to the use o~ tanff pro
tection in cases where products are not subject to State 
trading, and the point of the provision is to. put any 
protection granted by. the use of. S~ate-trad~ng on a 
par with tariff protectiOn by prov1dmg that It can be 
the subject of negotiation. 

29. Finally, the Article provides for t?e notifica
tion by contracting parties of products su~Ject to St~te 
trading and, subject to safeguards agamst the. ~Is
closures of confidential information, for the provisiOn 
of information at request on certain aspects of the 
operation of State-trading enterprises. 

(d) Provisions relating to subsidies and other measures 

30. In addition to the rules so far referred to, the 
GATT also contains provisions on virtually all other 
governmental measures which can be restrictive of 
international trade. 

31. Article III, for example, which deals with 
internal taxes, contains a series of provisions based on 
the general principle that intern~] ~axes should _not be 
applied so as to protect domestic mdustr~ .. Article _YI 
deals with anti-dumping and countervailing duties. 
Articles V VII VIII, IX and X set out general 
principles ~nd d~tailed rules relati~g. to transit trade, 
customs valuation, customs formalities and marks of 
origin. These have been supplemented by codes of 
standard practices and conventions (on, for example, 
documents required for importation) drawn up by the 
CONTRACTING PARTIES. 

32. The position on subsidies varies with ~h.e type 
of subsidy involved. So far as export sub.sidies ?n 
industrial products are concerned, the md~stnal 
countries have agreed to a complete ban on their use 
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by themselves. The less-developed countries are not 
bound by this agreement and are therefore free to use 
such subsidies, although in the case of both these 
subsidies and subsidies on primary products other 
contracting parties, under the provisions of Article VI 
are permitted to levy countervailing duties if imports 
into their markets enjoying such subsidies cause or 
threaten material injury to their industries. 

33. As regards subsidies on exports of primary 
products; countries are required in principle to avoid 
such subsidies and, if they do use them, not to do so 
in such a way as to secure for themselves a more than 
equitable share in world trade in the product concerned. 
Among the individual cases considered by the CoN
TRACTING PARTIES under this last provision, and satis
factorily settled after consultation with the countries 
concerned, was a complaint by Australia in 1958 about 
the French subsidization of exports of wheat and 
flour. 7 

34. As regards subsidies other than export sub
sidies, contracting parties are free to grant them, but 
they are required to notify any which have the effect 
of increasing exports or reducing imports, and, when 
requested, to consult on the possibility of limiting such 
subsidies. This provision has been effectively invoked 
on several occasions, for example by Chile in respect 
of an import subsidy granted by Australia on ammo
nium sulphate. 8 

35. There are no specific provisions in the General 
Agreement relative to restrictive business practices. 
In 1958, however, the CONTRACTING PARTIES adopted 
a Resolution in which they recognized that the 
activities of international cartels and trusts could 
hamper the expansion of world trade and the economic 
development of individual countries and appointed a 
group of experts to recommend whether the CoN
TRACTING PARTIES should deal with restrictive business 
practices in international trade and, if so, to what 
extent and how. The report of the Group of Experts 
recommended that the CONTRACTING PARTIES should 
deal with these matters and should be regarded as an 
appropriate and competent body to initiate action in 
this field. This recommendation was accepted by the 
CONTRACTING PARTIES and, in a decision taken in 
November 1960, they recommended that a contracting 
party should at request enter into bilateral or multi
lateral consultation, as appropriate, on business 
practices which restrict competition in international 
trade, with a view to reaching mutually satisfactory 
conclusions; and in particular should take measures 
to eliminate any harmful effects which it agrees these 
practices have. 

(e) Temperate zone agriculture 

36. While the tariff negotiating conferences, and 
the application of the GATT rules on quantitative 
restrictions and other measures, have resulted in a 
substantial reduction in barriers to trade in industrial 
products, it is recognized that they have had relatively 
little impact on barriers to trade in temperate agri-

7 BISD, Seventh Supplement, pages 22 and 46. 
8 BISD, Volume II, page 188. 

cultural products. This is a major trade problem only 
for relatively few less-developed countries, though for 
those few countries it is, of course, a matter of vital 
importance in the context of their export earnings. 

37. In recent years the CoNTRACTING PARTIES have 
been paying increasing attention to the problem of 
barriers to trade in temperate agriculture. This more 
recent work began with the detailed examination by 
Committee II (one of the committees set up under the 
GATT Programme for Trade Expansion, which was 
initiated in 1958 and to which further reference is 
made later in this paper) of the problems that arise 
in trade agricultural products. 

38. This Committee held consultations 9 during 
the following two years with most contracting parties 
on their agricultural policies and the effects of such 
policies on trade in agricultural products. It also 
examined the over-all effects of the use of non-tariff 
measures on certain groups of commodities which 
enter importantly into international trade. The 
Committee's work brought out in detail the degree 
and extent of agriculture protectionism and the wide
spread resort to non-tariff barriers. 

39. In the light of the Committee's report, Minis
ters at their meeting in November 1961, instructed the 
CONTRACTING PARTIES to work out procedures de
signed to establish the basis for the negotiation of 
practical measures for the creation of acceptable 
conditions of access to world markets for agricultural 
products. These procedures included in particular the 
setting-up of special groups on cereals and meat. 

40. When GATT Ministers launched the "Ken
nedy" round in May 1963, they directed that the 
negotiations shall cover agricultural as well as 
industrial products and shall provide for acceptable 
conditions of access to world markets for agricultural 
products. As regards particular products they agreed 
that, since cereals and meat were amongst those 
commodities for which general arrangements may be 
required, the GATT special Groups on Cereals and 
on Meat should convene to negotiate appropriate 
arrangements and that, for similar reasons, a special 
group on dairy products should also be established. 

41. The work of preparing for the negotiations 
on agriculture has been entrusted by the Trade 
Negotiations Committee to a subsidiary body namely, 
the Committee on Agriculture. The Groups on 
Cereals and on Meat and a pilot group on Dairy 
Products have made a start on their work and the 
first two groups have established the elements which 
would enter into general arrangements covering these 
products. The arrangements envisaged would be more 
complete in their coverage than previous or existing 
commodity agreements. 

42. In addition to these activities of the GATT in 
temperate agriculture, the consultation procedures of 
the Agreement have also provided a medium for seek
ing ad hoc solutions for particular commodity prob
lems. These procedures have been used, for example, 
in connexion with certain problems which arose on the 
marketing of butter in the United Kingdom. 

8 Committee //-Reports on Country Consultations, June 1962. 
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(f) Commodity policy 

43. The Havana Charter for an international trade 
organization contained a special section on com
modity policy. This was not incorporated in the 
General Agreement, and much of the international 
work on commodity problems has been conducted 
in other bodies, in particular the F AO and the CI~T. 
As however, will be apparent from the precedmg 
sedtion, and the section in Part III below dealing with 
the work of the GATT on tropical products, the 
GATT has been dealing with an increasingly wide 
range of commodity problems. 

44. Further, since 1957, the CoNTRACTING PARTIES 
have undertaken annually a general review of trends 
and developments in the fiel? of commodity ~olicy on 
the basis of a report submttted by the chatrman of 
ICCICA who is nominated by the CoNTRACTING 
PARTIES. 'This review was provided for in a Resolution 
adopted by the CoNTRACTING PARTIES in 1956 which 
also recalled that "the CONTRACTING PARTIES are 
competent to deal, upon the request of one or more 
contracting parties, with special difficulti~s arising in 
connexion with international trade in pnmary com
modities". In other words the CONTRACTING PARTIES 
are free to take any initiative in this field should the 
necessity arise. 

45. Mention might also be made of Resolutions 
adopted by the CONTRACTING PARTIES ~ela!ing_ to the 
disposal of surplus stocks and the hqUtdatwn of 
strategic stocks which provide inter aliq for con
sultations designed to ensure that such dtsposals do 
not provoke undue disturbances in world markets. 
There is an annual discussion on disposals by the 
CoNTRACTING PARTIES. 

(g) The most-favoured-nation principle and regional 
groupings 

46. Reference has already been made to the basic 
principle of most-favoured-nation treatment, or n~n
discrimination. The GATT does, however, recogmze 
(in Article XXIV), as an exception to this principle, 
"the desirability of increasing freedom of trade by the 
development, through voluntary agreement, of clc:ser 
integration between the economies of the countnes, 
parties to such agreements", provided that the purpose 
of the arrangement is "to facilitate trade between the 
constituent territories and not to raise barriers to the 
trade of other contracting parties with such terri
tories". To this end the Article requires that, in order 
to qualify for exemption from the most-favoured
nation clause, regional integration arrangements shall 
take the form of a customs union or a free-trade area; 
and it sets out certain criteria which such unions or 
areas must satisfy, such as that they must not involve 
an increase in the barriers to imports from non
member countries. In the case of customs unions, 
Article XXIV:5(a) provides that the external tariff 
and other regulations of commerce of the union must 
not on the whole be higher or more restrictive than 
"the general incidence of the. dutie~ and regul~tions 
of commerce" previously applicable m ~e. consntu7nt 
territories (there is an analogous provtston relatmg 
to free-trade areas in Article XXIV:5(b)); and 

Article XXIV: 6 requires that, where the adoption of 
the common external tariff by a union results, in the 
case of any member of the union, in an increase in a 
previously bound duty, such increase must be re
negotiated under the normal procedures for such 
negotiations (see paragraph 17 above), taking account 
of the compensation which may be provided by those 
cases where the adoption of the common tariff results 
in reductions in bound rates. 

47. The CONTRACTING PARTIES have SO far con
sidered under these provisions three main regional 
arrangements, the European Economic Community, 
the European Free Trade Area and the Latin American 
Free Trade Area. Among the other arrangements 
considered by the CONTRACTING PARTIES are the 
Agreement of Association between the European 
Economic Community and Greece, the Agreement of 
Association between EFTA and Finland, the Central 
American Free Trade Area, the Nicaragua/El Sal
vador Free Trade Area and the Equatorial Customs 
Union. 

48. All these arrangements have been, and con
tinue to be, subject to close scrutiny by the CoNTRACT
ING PARTIES. The general procedure adopted in the 
majority of cases (including the EEC, EFT A and 
LAFTA) following an examination of the arrange
ments, has been to agree, without prejudice to the 
rights of contracting parties under Article XXIV, to 
leave aside for the time being legal questions on the 
compatibility of the arrangements with Article X:~IV 
and to direct attention to specific and practical 
problems for which the normal GATT procedures 
should be used. 

49. In the case of the European Economic Com
munity, a wide range of matters ha~ been d~alt with 
in pursuit of these procedures. A spectal workmg party 
on the association of overseas territories conducted 
consultations on trade in cocoa, coffee, tea, bananas, 
sugar, tobacco, oilseeds, cotton, hard fibres, wood, 
aluminium and lead. Further consultations (on lead, 
zinc and aluminium) were later held at the request of 
certain contracting parties at a time when the Com
munity common external tariff rates for those com
modities were not yet finally fixed. 

50. Early in 1962 lengthy consultations were held 
in Committee II of the GATT on the first set of com
modity regulations which the European Economic 
Community had adopted in beginning the process of 
formulating their common agricultural policy. 

51. In 1961, the necessary negotiations under 
Article XXIV:6 (see paragraph 46 above) were 
carried out (with a number of less-developed as well 
as developed countries) and, while in one or two cases 
no agreement was reached, the negotiatio.ns re~ulted 
in a wide range of compensatory reductions m the 
common external tariff. 

(h) Consultation 

52. It has already been mentioned that the use. of 
consultation to settle differences between contracung 
parties and to avoid damage to the trade of any one 
of them is one of the basic principles, and one of the 
most important and effective procedures, of the GATT. 
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The application of this principle in some particular 
cases has already been referred to in connexion with, 
for example, residual import restrictions and subsidies. 

53. The general provisions relating to consultation 
are set out in Articles XXII and XXIII. Under the 
first of these Articles a contracting party can ask for 
consultation with any other contracting party or 
parties on any question concerning the application 
of the General Agreement and, if agreement is not 
reached in such consultations, can request the CoN
TRACTING PARTIES collectively to consult with the 
contracting party or parties directly concerned. 

54. Where a country considers that a benefit which 
should accrue to it under the Agreement is being 
nullified or impaired, or that the attainment of an 
objective of the Agreement is being impaired by the 
action of another contracting party or through the 
existence of any other situation, it can submit a 
"complaint" under the provisions of Article XXIII. 
The procedures under this Article are much the same 
as under Article XXII with, however, the important 
difference that the CONTRACTING PARTIES in cases of 
this sort are authorized to make recommendations or 
rulings and, should they consider the circumstances 
serious enough (which normally means should the 
recommendation not be complied with) to authorize 
the complainant country to suspend the application to 
the defendant country or countries of concessions or 
obligations under the Agreement. The recommenda
tions are not legally binding on the governments to 
which they are addressed, but they do have behind 
them the sanction, which has proved effective in 
practice, that, should they not be complied with, the 
CoNTRACTING PARTIES can authorize the suspension 
of concessions or obligations (on a discriminatory 
basis) against the governments concerned. 

55. In some cases the use of the Article XXIII 
procedure has proved effective without the stage of 
formal recommendations being reached. For example, 
in 1957, Denmark, supported by certain other govern
ments, submitted a complaint about the export of 
eggs from the United Kingdom. The Intersessional 
Committee, as it then was, which heard the complaint, 
recommended that discussions should take place under 
the provisions relating to subsidies in Article XVI, 
but appointed a panel which was to examine the 
complaint if at any time it was reported to the Exec
utive Secretary that the discussions had not led to a 
satisfactory solution. The discussions which followed 
were, however, successful and the panel, therefore, 
did not meet. 

56. In other cases, the CoNTRACTING PARTIES have 
found it necessary to address formal recommendations 
to the governments against which complaints have 
been submitted. One example of this was the com
plaint, referred to in paragraph 26 above, by Uruguay 
about the import restrictions maintained by a number 
of industrialized countries. It will be noted that when 
following examination of the question by a panel, the 
CONTRACTING PARTIES addressed recommendations 
to seven of the countries involved, calling for the 
immediate withdrawal of the restrictions, they 
specifically added that, should the recommendation 
not be complied with or other satisfactory adjustment 

effected by a certain date, Uruguay would be entitled 
to request authority to suspend obligations or con
cessions. 

57. A wide range of other questions has been 
referred to the CoNTRACTING PARTIES and has led to a 
satisfactory settlement between the countries con
cerned. In a recent important example, the advice 
of a GATT Panel of Experts helped in the settlement 
of a difference between the two contracting parties. 
In the course of establishing the common external 
tariff, the European Economic Community had with
drawn a tariff concession originally granted under the 
GATT by the Federal Republic of Germany on 
poultry. Since it had not been possible to reach agree
ment on this withdrawal, the United States felt itself 
entitled to withdraw substantially equivalent con
cessions on its side. What withdrawals would be 
substantially equivalent depended on the value to the 
United States of the concession on poultry. The values 
ascribed to the concession by the two sides were very 
wide apart. The Panel established by the CoNTRACTING 
PARTIES made an assessment and this was accepted by 
the two sides. 

58. In practice, the consultation procedures have 
been invoked more by developed than by less-devel
oped countries. As, however, a recent important case 
would show (paragraph 26), the procedures can equally 
well be used by less-developed countries. 

(i) General: Position of less-developed countries 

59. Part III of this paper deals with the action 
which the CONTRACTING PARTIES have developed in 
recent years to deal specifically with the problems of 
less-developed countries. Before describing this, it 
might be useful briefly to summarize the position of 
the less-developed countries in relation to what can be 
termed the work of the GATT of general application. 

60. On the one hand, less-developed countries in 
the GATT are bound by the obligations of the Agree
ment, in particular the most-favoured-nation obliga
tion but also the other obligations referred to above 
in connexion with the use of tariffs, quantitative 
restrictions and other governmental measures and the 
obligation to consult at the request of any other 
contracting party (which may, of course, be another 
less-developed country). As regards certain main 
instruments of commercial policy, the position is 
broadly as follows: 
(a) Tariffs. While most less-developed countries have 

bound some of the rates in their tariffs, they are 
not expected to grant reciprocity for the con
cessions made by developed countries, and over 
the major part of their tariffs they retain freedom 
to apply whatever level of duties they find appro
priate. In those cases where they have bound 
particular rates, they are able to modify or with
draw these under renegotiation procedures which 
enable them to take action without undue delay. 

(b) Quantitative restrictions. Less-developed countries 
can use such restrictions where necessary to pro
tect their balance of payments and, in cases where 
the use of the tariff is impracticable, to protect 
developing industries. 
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(c) Subsidies. In general, less-developed countries can 
use these freely subject to a general obligation in 
case of subsidies on the exports of primary pro
ducts, not to use such subsidies so as to secure for 
themselves "a more than equitable share in world 
trade in the products concerned", bearing in mind 
that other contracting parties, in certain circum
sta~ces, are permitted to apply countervailing 
duties. 

(d) State trading. Where less-developed countries have 
State tr~ding, it is. required. that such enterprises 
should, .m transa~twns relatmg to imports, act on 
the basts of ordmary commercial considerations 
such as price and quality and should, therefore, 
conform to the general provisions of the Agree
ment relating to non-discrimination. 

?L On the other hand, less-developed countries 
gam certain rights and facilities, more particularly the 
following: 
(a) Most-favoured-nation treatment as of right from 

all other contracting parties; 
(b) The opportunity to safeguard, by consultation and, 

where necessary, appeal to the CoNTRACTING 
PARTIES, the application of the GATT rules to the 
treatment of their export trade; 

(c) The opportunity to secure benefits for their export 
trade by participation in GATT discussion and 
negotiations; 

(d) Generally, the use of the international forum 
provided by the GATT for the formulation of 
programmes for the removal of barriers to the 
trade of less-developed countries and for the 
assistance by positive measures of the development 
of that trade. 

III. SPECIFIC ACTION BY THE CONTRACTING 
PARTIES ON TRADE AND ECONOMIC DEVELOP

MENT PROBLEMS OF LESS-DEVELOPED COUNTRIES 
62. Reference has been made in the Introduction 

to the evolution which the GATT and the activities of 
the CoNTRACTING PARTIES have undergone over the 
past years, and to the development of specific pro
grammes by the CONTRACTING PARTIES designed to 
help the less-developed countries achieve an expansion 
in their export earnings. 

63. The increasing urgency of the trade and eco
nomic development problems of the less-developed 
countries-which was underlined in the Haberler 
Report 10 commissioned by the GATT-was recog
nized by Trade Ministers at meetings held in 1957 and 
!958 and, in the Programme for Trade Expansion 
maugu_rated by t~e .CoN~RACTING P~RTIES immediately 
followmg the M1msters 1958 meetmg, an important 
place was given to the consideration of these problems. 

64. Three committees were established to imple
ment the Programme. One of these was to deal with 
the question of f~rther multilateral tariff negotiations; 
a second commtttee was to concern itself with the 
problems t~at arise in .trade in agricultural products; 
and the thtrd-Commtttee III-was to concern itself 
with the question of achieving an expansion in the 
export earnings of less-developed countries. 

10 Trends in International Trade, October 1958. 

65. The problems of world trade are interrelated 
an~, as is p~inted out in Part ~I above, the question of 
tanff reductiOns and of trade m temperate agricultural 
products is also of considerable interest to less
developed countries. Nevertheless, it is Committee III 
which has had as its sole task the consideration of the 
problems of the less-developed countries and which 
has therefore, been of main interest to these countries. 

66. Committee III's approach to the problems of 
the less-developed countries has been systematic and 
continually expanding, and may be briefly set down 
as follows: 
(a) Identification of barriers to trade on a commodity

by-commodity basis; 
(b) Continuing efforts to achieve the removal of these 

barriers (usin& all availa~le GATT machinery, 
such as Committee III, ActiOn Committee, Special 
Group on Tropical Products, trade negotiations, 
consultation procedures, etc.); 

(c) Parallel extension of the commodity-by-commodity 
approach into the broad study of development 
plans and export potential; 

(d) Consideration of other measures to expand 
exports (e.g., preferences, trade information and 
trade promotion services, etc.). 

(a) Expansion of export earnings of less-developed 
countries 

Removal of trade barriers 

67. The principal effort of Committee III has been 
directed towards achieving an expansion of the less
develoJ:?ed countries' export earnings. In the process, it 
has built up a large body of information on trade 
ba~riers. and trade flows and has, incidentally, helped 
to Identify areas where export potential is developing 
in less-developed countries. 
. 68. Committee III's approach has been to con

sider products by groups. It carries out its examination 
~fa particular group of products, makes recommenda
bons and, thereafter, applies pressure for the removal 
of the trade barriers which it has identified. It then 
moves on to another group. In this way more and 
more products of interest to less-developed countries 
have come.' and continue to come, within the purview 
of Committee III, and trade barriers affecting an 
increasingly wide range of products have come under 
the attention of the Committee. The scope of the 
Committee's investigation now extends to some 270 
tariff headings of the Brussels Nomenclature. 

69. The CONTRACTING PARTIES considered the first 
report of Committee III at their Tokyo session in 
November 1959 and, following discussion of the 
rep~rt, they .recomt;ne?ded that "contracting parties, 
particularly mdustnahzed countries, should examine 
t~riffs, re.ve!lue duties and internal charges, quantita
ti~e restf!Ctions an?. ot~er measures applied by them, 
with a v1ew. to facilttatmg an early expansion of the 
export. earmngs of less-developed countries; such an 
expanswn would make the less-developed countries 
less dependent on external aid, strengthen their 
economies and accelerate their development". 
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70. Committee III continued to pay close attention 
to trade barriers and extended its list of commodities 
to be examined. At the same time it began to widen the 
scope of its activities to include such questions as 
trade promotion and the study of development plans.U 
Towards the end of 1961 it submitted a special re
port 11 to the CONTRACTING PARTIES which was before 
the Ministers when they met in November 1961. 

71. The most significant outcome of the meeting 
of Ministers was the Declaration on Promotion of the 
Trade of Less-Developed Countries. Contracting 
parties agreed that their Governments would under
take to observe the guiding principles embodied in 
the Declaration to the fullest extent possible with the 
object of reducing, in the near future, obstacles to the 
exports of less-developed countries. These principles, 
and certain facts regarding tariff and non-tariff 
measures affecting access to markets, are set out in 
the Declaration under the headings of quantitative 
restrictions, tariffs, revenue duties, State trading, 
preferences, subsidies and disposal of commodity 
surpluses. As the Declaration has guided the sub
sequent work of the CONTRACTING PARTIES in this 
field, its text is reproduced in full in Annex III. 

72. Implementing decisions by the CONTRACTING 
PARTIES and the consideration of specific measures 
for giving practical effect to these decisions led, to
wards the end of 1962, to the formulation of an eight
point Programme of Action, which was in general 
adopted, subject to certain understandings, by 
Ministers at their meeting in May 1963.12 An Action 
Committee was set up to assist the CONTRACTING 
PARTIES in the implementation of the Programme. 
The Ministers of the European Economic Community 
and of the associated States expressed certain reserva
tions as regards the Programme of Action. They 
pointed out that, while recognizing that some of the 
points contained in the Programme could be regarded 
as objectives to which, to the fullest extent possible, 
concrete measures should be adapted, the first seven 
points referred only to measures for the eliinination 
of barriers to trade; whereas in their view, more 
positive measures were required to achieve the marked 
and rapid increase in the export earnings of the 
developing countries as a whole, which was the 
fundamental objective. 

73. The Programme of Action was a significant 
reinforcement of the attack on trade barriers. It 
provides in eight specific points that: (i) No new tariff 
or non-tariff barriers should be erected by industrial
ized countries against the export trade of any less
developed country in the products identified as of 
particular interest to the less-developed countries. In 
this connexion the less-developed countries would 
particularly mention barriers of a discriminatory 
nature; (ii) Quantitative restrictions on imports from 
less-developed countries which are inconsistent with 
the provisions of the GAIT shall be eliminated within 
a period of one year. Where, on consultation between 

11 Committee Ill-Trade of Less-Developed Countries: Special 
Report. Development Plans: Study of Third Five- Year Plan of India. 
June 1962. 

12 The Ministers' Conclusions on the Action Programme will 
be found in Annex II. which contains all the Resolutions and Con
clusions,adopted by Ministers at their meeting in May 1963. 

the industrialized and the less-developed countries 
concerned, it is established that there are special 
problems which prevent action being taken within 
this period, the restriction on such items would be 
progressively reduced and eliminated by 31 December 
1965; (iii) Duty-free entry into the industrialized 
countries shall be granted to tropical products by 
31 December 1963; (iv) Industrialized countries shall 
agree to the elimination of customs tariffs on the 
primary products important in the trade of less
developed countries; (v) Industrialized countries 
should also prepare urgently a schedule for the 
reduction and elimination of tariff barriers to exports 
of semi-processed and processed products from less
developed countries, providing for a reduction of at 
least 50 per cent of the present duties over the next 
three years; (vi) Industrialized countries shall pro
gressively reduce internal charges and revenue duties 
on products wholly or mainly produced in less
developed countries with a view to their elimination 
by 31 December 1965; (vii) Industrialized countries 
maintaining the above-mentioned barriers shall report 
to the GATT secretariat in July of each year on the 
steps taken by them during the preceding year to 
implement these decisions and on the measures which 
they propose to take over the next twelve months to 
provide larger access for the products ofless-developed 
countries; (viii) Contracting parties should also give 
urgent consideration to the adoption of other appro
priate measures which would facilitate the efforts of 
less·developed countries to diversify their economies, 
strengthen their export capacity, and increase their 
earnings from overseas sales. 

74. In the view of the less-developed countries, 
the first seven points of the Programme of Action 
represent only a minimum programme and positive 
measures other than the elimination of trade obstacles 
are needed under the eighth point in order to achieve 
the common objective of a marked and rapid increase 
in the export earnings of the less-developed countries 
as a whole. 

75. The necessary machinery, in the form of three 
sub-committees, has been set up by the Action 
Committee, not only to assist in the implementation 
of the first seven points of the Programme but also 
to give consideration to other possible measures under 
point (viii), including those referred to later in this 
paper, in this context the work being done by such 
bodies as the Working Party on Preferences and the 
Group on Trade Information and Promotion is 
relevant. 

76. Significant progress has been made in the 
reduction or elimination of barriers against the less
developed countries' exports of the products examined 
by Committee III. A survey of this progress has been 
made by the GATT secretariat.13 

77. The number of industrialized countries apply
ing quantitative restrictions against these products 
has constantly decreased. Some countries have 
eliminated all restrictions or have reduced their 
application to one or two items. In fact, in many 

18 "Survey of progress in the reduction and elimination of barriers 
affecting products exported by less-developed countries"-Vol. III 
of this series. 
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markets quantitative restrictions have ceased to 
constitute a significant barrier to trade. However, it is 
important to remember that, among these hard-core 
restrictions are some affecting products which are of 
very considerable and immediate importance to less
developed countries in the context of their export 
earnings and their economic development. 

78. Progress in the removal of customs duties has 
been less pronounced but is also significant. As is 
indicated in Part II above, a major step forward in 
this field may be expected from the "Kennedy" 
round of trade negotiations. 

79. As regards compliance with the Programme 
of Action, the position, as at the beginning of 1964, 
may be summarized as follows: 

(i) The standstill provision had so far been applied 
by all industrialized GATT countries. 

(ii) Further progress in the removal of quantitative 
restrictions had been announced by all the industrial
ized countries still maintaining such restrictions. 
Further significant progress was to be expected as a 
result of the indications given by industrialized 
countries at the series of consultations held by one of 
the sub-committees of the Action Committee early 
in December 1963. 

(iii) Nearly all industrialized GATT countries had 
indicated that they had already taken, or were seeking 
parliamentary authority to take, the necessary steps to 
implement the Ministers' decision in relation to duty
free entry for tea and tropical timber. 

(iv) and (v) As regards the elimination or reduction 
of tariffs on primary products and on semi-manu
factured and manufactured products, industrialized 
countries had already indicated that they did not 
envisage including in their exceptions lists for the 
forthcoming tariffs negotiations products identified 
by Committee III as being of special export interest 
to less-developed countries. 

(vi) Sweden, one of six industrialized countries 
which had been applying fiscal charges, had reported 
that an internal tax on coffee was to be removed with 
effect from the beginning of 1964. (This has been done.) 

80. Although the progress that has so far been 
made has been welcomed, the less-developed countries 
have pointed out that there is certainly no reason 
for complacency in the existing situation. They are 
dissatisfied with the rate at which barriers to their 
trade are being removed and have shown concern 
about the remaining barriers. At a meeting in Decem
ber 1963, the Action Committee expressed the hope 
that all contracting parties would continue to show 
a positive attitude towards meeting the trade and 
development needs of the less-developed countries 
and that they would be prepared to take whatever 
practical measures were necessary to solve these 
problems. Meanwhile the sub-committees of the 
Action Committee are continuing their work. 

Tropical products 

81. Tropical products have occupied a prominent 
place in the list of commodities considered by Com
mittee III. The Committee examined in detail the 
obstacles which confront an expansion of exports of 
these products and drew attention to the adverse 

effects on such expansion which result in particular 
from high customs tariffs and internal fiscal charges 
imposed by importing countries. 

82. The GATT has since concentrated particular 
attention on the question of trade in tropical products 
in a Special Group which was established early in 
1962, following a proposal by Nigeria at the meeting 
of Ministers in November 1961 that there should be 
duty-free entry for these products. A number of African 
and Latin American countries which were not at that 
time contracting parties to the GATT also participated 
in the work of the Special Group. 

83. The Special Group's terms of reference are as 
follows: "Taking into account all factors bearing on 
present and future problems in international trade in 
tropical products ... to consider ways of overcoming 
difficulties confronting less-developed countries ex
porting these products and to make appropriate 
proposals . . . . ., 

84. The task given to the Special Group reflects 
the GATT's approach to the problems that arise for 
less-developed countries in trade in primary commod
ities generally. This approach is broad in character 
and encompasses all factors relating to trade and 
economic development which are relevant to the 
particular problems under consideration. 

85. The problems involved were discussed by the 
Special Group in their broadest aspects, so that 
considerations of price and access were linked with 
those of production, consumption, future prospects, 
obstacles to trade, the effects of the removal of 
preferential arrangements on countries at present 
benefiting from them, and the possibility of offsetting 
any adverse effects on these countries, for example, 
through financial aid and the encouragement of 
alternative lines of production for export. 

86. All of these elements had been examined in 
detail by the GATT secretariat in studies 14 which 
covered individual tropical commodities, namely 
cocoa, coffee, bananas, vegetable oilseeds and oils, 
tea and tropical timber, and certain individual 
countries, namely, the Ivory Coast, Nigeria, Senegal 
and Somalia and which provided a basis for the dis
cussions in the Special Group. 

87. The recommendations put forward by the 
Special Group reflected agreement on a number of 
important elements, but in the case of some recom
mendations there was not unanimity. 

88. When Ministers considered these questions 
at their meeting in May 1963 they likewise reached 
agreement on a number of important elements.16 

These included unanimous agreement that customs 
duties on tea and tropical timber should be eliminated 
and, inter alia, confirmation of the intention of 
governments to apply in an efficacious manner the 
International Coffee Agreement. As regards the most 
appropriate measures for dealing with certain of the 
other problems involved, however, there were diver
gencies of view which led to reservations on the part 
of the European Economic Community and the 
Associated States. 

14 See Trade in Tropical Products, 1963. 
15 See Trade in Tropical Products, 1963. 
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89. Less-developed countries have pointed out that 
the inadequate progress made in the Special Group 
has been due to differences of approach between 
industrialized countries. However, at a recent meeting 
of the Special Group in February requested by the 
less-developed countries following the breakdown of 
the United Nations Conference for the negotiation 
of an international cocoa agreement, industrialized 
countries, including the United States and the Euro
pean Economic Community, agreed with other 
members of the Group that it should be possible to 
make concrete progress concerning the problems 
affecting tropical products during the "Kennedy" 
round of trade negotiations. In that connexion, the 
less-developed countries noted the statement of the 
Chairman that prices in respect of tropical products 
could be dealt with by governments in the Trade 
Negotiations Committee, as is being done in the case 
of other agricultural products. 

Preferences 

90. When, at their meeting in May 1963, the 
Ministers discussed the need to facilitate the efforts of 
less-developed countries to diversify their economies, 
strengthen their export capacity and increase their 
earnings from overseas sales, it was suggested that one 
of the possible measures which should be studied 
promptly was the accordance of preferential treatment 
to the semi-manufactured and manufactured goods 
exported by less-developed countries. There are two 
aspects to be considered: first, the granting of prefer
ences on selected products by industrialized to develop
ing countries as a whole and, secondly, the granting 
of preferences on selected products by developing 
countries to all other developing countries. This 
question is now under active consideration in the 
GATT. 

Trade in cotton textiles 

91. Because of the special situation which devel
oped in trade in cotton textiles, particular consideration 
has had to be given to this sector of world trade. From 
this consideration has resulted the Long-Term Arrange
ment on Cotton Textiles, which came into force for 
five years on I October 1962. The objective of the 
Arrangement is to provide for growth in trade in 
cotton textiles while avoiding disruptive effects in this 
important sector of national economies of both 
developed and less-developed countries. 

92. The Long-Term Arrangement was considered 
desirable, and preferable to possible alternative action, 
both by importing and exporting countries. It offers 
the possibility for action to be taken when there is 
market disruption, or the threat of market disruption, 
subject to the definition of market disruption laid 
down in an Annex to the Arrangement; restraint 
actions must provide for annual growth in import 
levels. Existing restrictions of all importing countries 
must be progressively eliminated. The less-developed 
countries attach great importance to the strict con
formity in particular with the provisions on market 
disruption, and certain conclusions on this as well as 
on certain other questions about the interpretation 
and implementation of the Arrangement were adopted 

by the Cotton Textiles Committee when it undertook 
its first review of the operation of the Arrangement in 
December 1963. 

93. A key role will be played by the Cotton 
Textiles Committee, which is made up of countries 
party to the Arrangement. The Committee has the 
constructive task of helping to find solutions to the 
problems affecting international trade in cotton 
textiles, having regard to the objectives set out in the 
Preamble to the Arrangement and, in particular, to the 
desire of promoting an expansion in the export 
earnings of less-developed countries. 

Trade information and trade promotion 

94. Committee III has had before it a proposal 
that the GAIT should establish a centre for the pro
vision of trade information and trade promotion 
services. 

95. A group of experts has recently recommended 
that such a centre should be established in the GATT 
and this recommendation is likely to be approved by 
the CONTRACTING PARTIES. It may be expected that the 
centre will begin operating in 1964. 

96. Such a centre would provide greater access 
for less-developed countries to market information, 
commercial channels and the other data which are 
necessary in their export trade; the potential value of 
such data has been apparent from discussions in the 
GATT where it has become evident that less-developed 
countries have sometimes been unable, for technical 
reasons and because of administrative difficulties 
which they sometimes encounter in importing coun
tries, to take up quotas open to them or to take full 
advantage of open markets. 

(b) Development of export potential 

97. The GATT has not so far been intimately 
concerned with measures related directly to the 
development of the export potential in less-developed 
countries although, in the course of its normal work 
programme, Committee III carried out a profitable 
examination of the trade and payments aspects of the 
development plans of India 16 and Pakistan.l' 

98. In 1963, however, it was decided that the work 
already done in connexion with the study of develop
ment plans should be extended and expanded. The 
Committee's work on individual commodities had 
produced positive results and is being vigorously 
pursued, but the CONTRACTING PARTIES have felt that 
this commodity-by-commodity approach should now 
be supplemented by a broader approach which would 
permit the trade problems of less-developed countries 
to be examined against the wider background of their 
economic development and international trade policy 
generally. 

99. A proposal that the Committee's work on the 
study of development plans should be expanded in this 
way was submitted to the meeting of Ministers in 
May 1963. The growing feeling that there should be 

16 Committee Ill-Development Plans: Study of Third Five- Year 
Plan of India. 

17 Committee Ill-Development Plans: Study of Second Five- Year 
Plan of Pakistan. · 
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closer co-ordination between trade and aid policies 
led the Committee to suggest that the proposed studies 
should also bear on the relationship of trade and aid 
policies. These proposals were unanimously accepted 
by the Ministers and Committee III was instructed to 
carry out, on that basis, a programme of studies 
covering a large number of less-developed countries. 
This represents a systematic evolution in the work of 
Committee III. The GATT is co-operating closely with 
other agencies in connexion with this study programme. 

100. A main purpose of the studies and, for that 
matter, of the discussion in Committee III would be 
to help identify those sectors where export potential 
exists in the countries studied and to discuss problems 
which arise from the development of this potential, 
in the light of a realistic assessment of trade possibili
ties. This assessment would take into account, inter 
alia, general economic factors but would not consider 
investment decisions as such or the technical feasibility 
of any particular project. 

101. The studies would acquaint importing coun
tries with the export potential which exists in the 
less-developed countries concerned and would build 
up a better understanding of the way exports from 
these countries are likely to develop. It would also 
considerably reinforce the less-developed countries' 
case for the removal of barriers against their exports. 

102. The less-developed countries which are the 
subject of the studies would benefit from seeing their 
development activities and export potential within 
a global framework. Both the studies and the dis
cussion in Committee III would acquaint them in a 
systematic way with the views of others on particular 
difficulties in the trade field, and the possibilities for 
finding solutions to these difficulties, and should 
enable them to see more clearly those sectors which 
offer the best opportunity for an expansion of exports. 

103. Furthermore, the information on develop
ment plans and targets which would be available from 
the studies to other less-developed countries, and the 
discussion and consideration which would be given 
to these on a broad basis, must also have an impact 
on these countries and assist them in deciding on the 
sectors they themselves should select for development, 
and particularly the lines of production for export 
which they should develop. This could also be a factor 
contributing towards the avoidance of surpluses. 

104. The studies would also provide supporting 
material for the operations of the CoNTRACTING 
PARTIES themselves and for concrete measures to be 
taken by them to assist the economic development and 
export trade of less-developed countries. The work 
generally should provide impetus for the removal of 
obstacles to the trade of less-developed countries 
through appropriate action in the GATT. 

105. An important aspect of the studies from the 
GATT's point of view is the hope that this close 
scrutiny of trade and development policies and the 
information which would become available as the 
study programme proceeds, including information on 
new and advantageous possibilities for economic 
diversification, would be useful to the lending agencies 
and governments who no doubt would wish to take 

into account in their financial operations the informa
tion and any conclusions contained in the studies, 
together with any consequential action by the CoN
TRACTING PARTIES. The GATT attaches considerable 
importance to the complementary character of its 
work in this field and is co-operating closely with 
other agencies. 

Financial assistance 

106. At the meeting of Ministers in May 1963 
many Ministers considered that the problem of 
financing the gap between the export proceeds and the 
import requirements of less-developed countries 
needed to be given careful consideration and, in this 
connexion, less-developed countries have suggested 
that the activities of the GATT should be extended 
to embrace the financing aspect. 

107. At a recent meeting of a group of experts to 
consider this matter, a specific proposal was put 
forward and this was given consideration. The experts 
of the less-developed countries wished to reserve their 
right to revert to the discussion of the proposal at an 
appropriate time in the future. 

108. However, the meeting did stress the role of 
GATT in helping to bring about a closer relationship 
between trade and aid policies and, in this connexion, 
emphasized the importance of the study of develop
ment plans being undertaken by the GATT. Experts 
from other international organizations declared the 
readiness of their organizations to continue-and, 
particularly in the case of those from the International 
Bank for Reconstruction and Development their 
readiness to intensify-the already close co-operation 
with the GATT in this field. 

IV. CHANGES IN LEGAL AND INSTITUTIONAL 
FRAMEWORK OF GATT 

109. The extent to which the scope of the GATT's 
activities specifically relating to the trade and economic 
development problems of the less-developed countries 
is increasing will be apparent from what has been 
stated in Part III above. While these activities are, 
of course, intimately related to the objectives of the 
GATT, they are not at present set out expressis verbis 
in the text of the Agreement itself, although the 
Decisions, Declarations, etc., which have been adopted 
since the inauguration of the Trade Expansion Pro
gramme in 1958, represent an important body of 
doctrine regarding the trade relations between 
industrialized and less-developed countries. 

110. In the light of the growing activity and 
importance of the GATT in this field, the Ministers, 
at their meeting in May 1963, recognized "the need 
for an adequate legal and institutional framework to 
enable the CONTRACTING PARTIES to discharge their 
responsibilities especially in connexion with the work 
of expanding the trade of less-developed countries". 
A special committee, the Committee on Legal and 
Institutional Framework, was set up to consider this 
question. A number of specific proposals have been 
formulated and submitted by both developed and 
less-developed countries. 
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ANNEXES in Tropical Products, and considered the following Programme 
of Action 1 which had previously been examined in Committee 

I. MEMBERSHIP OF GATT III; 

1. Contracting parties to the GATT (62) 

Australia 
Austria 
Belgium 
Brazil 
Burma 
Cameroons 
Canada 
Central African Republic 
Ceylon 
Chad 
Chile 
Congo (Brazzaville) 
Cuba 
Cyprus 
Czechoslovakia 
Dahomey 
Denmark 
Dominican Republic 
Finland 
France 
Gabon 
Federal Republic of 

Germany 
Ghana 
Greece 
Haiti 
India 
Indonesia 
Israel 
Italy 
Ivory Coast 
Jamaica 
Japan 

Kenya 
Kuwait 
Luxembourg 
Madagascar 
Malaysia 
Mauritania 
Kingdom of the Netherlands 
New Zealand 
Nicaragua 
Niger 
Federation of Nigeria 
Norway 
Pakistan 
Peru 
Portugal 
Senegal 
Sierra Leone 
South Africa 
Southern Rhodesia 
Spain 
Sweden 
Tanganyika 
Togo 
Trinidad and Tobago 
Turkey 
Uganda 
United Kingdom of Great 

Britain and Northern 
Ireland 

United States of America 
Upper Volta 
Uruguay 

2. Countries which have acceded provisionally (5) 
Argentina United Arab Republic 
Switzerland Yugoslavia 
Tunisia 
(Iceland has applied for provisional accession) 

3. Countries which participate in the work of the CONTRACTING 
PARTIEs under special arrangements (2) 
Cambodia Poland 

4. Countries to whose territories the GATT has been applied and 
which now, as independent States, maintain a de facto appli
cation of the GATT pending final decisions as to their future 
commercial policy (5) 
Algeria 
Burundi 

Mali 
Rwanda 

Congo (Leopoldville) 

II. RESOLUTIONS AND CONCLUSIONS ADOPTED 
AT MEETING OF MINISTERS, MAY 1963 

MEASURES FOR THE EXPANSION OF TRADE OF DEVELOPING 
COUNTRIES AS A MEANS OF FURTHERING THEIR 

ECONOMITC DEVELOPMENT 

Conclusions adopted on 21 May 1963 
on Item I of the Agenda 

1. The Ministers during their meeting from 16 to 21 May 
1963 discussed the question of measures for the expansion of 
trade of developing countries as a means of furthering their 
economic development. The Ministers had before them the 
reports of Committee III and of the Special Group on Trade 

(i) Standstill provision 

No new tariff or non-tariff barriers should be erected by 
industrialized countries against the export trade of any less
developed country in the products identified as of particular 
interest to the less-developed countries. In this connexion the 
less-developed countries would particularly mention barriers of 
a discriminatory nature. 

(ii) Elimination of quantitative restrictions 

Quantitative restrictions on imports from less-developed 
countries which are inconsistent with the provisions of the 
GATT shall be eliminated within a period of one year. Where, 
on consultation between the industrialized and the less-developed 
countries concerned, it is established that there are special 
problems which prevent action being taken within this period, 
the restriction on such items would be progressively reduced 
and eliminated by 31 December 1965. 

(iii) Duty-free entry for tropical products 

Duty-free entry into the industrialized countries shall be 
granted to tropical products by 31 December 1963. 

(iv) Elimination of tariffs on primary products 

Industrialized countries shall agree to the elimination of 
customs tariffs on the primary products important in the trade 
of less-developed countries. 

(v) Reduction and elimination of tariff barriers to exports of 
semi-processed and processed products from less-developed 
countries 

Industrialized countries should also prepare urgently a 
schedule for the reduction and elimination of tariff barriers to 
exports of semi-processed and processed products from less
developed countries, providing for a reduction of at least 
50 per cent of the present duties over the next three years. 

(vi) Progressive reduction of internal fiscal charges and revenue 
duties 

Industrialized countries shall progressively reduce internal 
charges and revenue duties on products wholly or mainly 
produced in less-developed countries with a view to their 
elimination by 31 December 1965. 

(vii) Reporting procedures 

Industrialized countries maintaining the above-mentioned 
barriers shall report to the GATT secretariat in July of each 
year on the steps taken by them during the preceding year to 
implement these decisions and on the measures which they 
propose to take over the next twelve months to provide larger 
access for the products of less-developed countries. 

(viii) Other measures 

Contracting parties should also give urgent consideration to 
the adoption of other appropriate measures which would 
facilitate the efforts of less-developed countries to diversify 
their economies, strengthen their export capacity, and increase 
their earnings from overseas sales. 

1 The Action Programme was sponsored by the following GATT 
countries: Argentina, Brazil, Burma, Cambodia, Ceylon, Chile, 
Cuba, Ghana, Haiti, India, Indonesia, Israel, Federation of Malaya, 
Federation of Nigeria, Pakistan, Peru, Tanganyika, Tunisia, United 
Arab Republic, Uruguay and Yugoslavia. 
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2. The Ministers of all industrialized countries, with the 
exception of the Ministers of the member States of the European 
Economic Community, agreed to the above Programme of 
Action 2 subject to the understandings set out in paragraphs 3 
and 4. The Ministers of the member States of the European 
Economic Community endorsed, in principle, the general 
objectives of the Programme of Action and declared them
selves ready to contribute, for their part, to the fullest extent 
possible, towards the development of the developing countries. 
With respect to the most appropriate methods of achieving the 
objectives mentioned above, the position of the Ministers of 
the member States of the European Economic Community is 
contained in paragraph 6. 

3. It was agreed by the Ministers of the industrialized 
countries, other than those of the EEC, that, in the first in
stance, the above Programme of Action relates to the products 
identified by Committee III, it being understood that the 
Programme of Action might subsequently be extended to an 
enlarged list of products to be agreed upon. It was also 
recognized that acceptance of the Programme was without 
prejudice to the rights and obligations of contracting parties 
under the provisions of the General Agreement, under arrange
ments negotiated within the framework of the GATT or 
covered by international commodity arrangements. Further, it 
should be understood that, where action under the Programme 
would affect the interests of third countries, as under preferen
tial arrangements, countries granting such preferences would 
need to take into account the interests of the trade partners 
concerned. As regards tariffs on primary products, these 
Ministers indicated that their governments would work towards 
the elimination or, where this was not possible, at least towards 
the substantial reduction of tariffs on these products. In respect 
of tariffs on semi-processed and processed products of sub
stantial interest to the developing countries, these Ministers 
indicated that their governments would work towards a sub
stantial reduction of the tariffs on these products. Action in 
connexion with the reduction of tariffs on primary, semi
processed and processed products from less-developed countries 
would be taken within the framework of the GATT trade 
negotiations, and, while not precluding action in advance of the 
trade negotiations, these Ministers proposed to ensure, as far 
as possible, that these products would be included in their offer 
lists in the negotiations and not be excepted therefrom in 
accordance with the principles agreed on for the negotiations. 

4. Ministers of industrialized countries, other than those 
of the EEC, stated that they would conform to the standstill 
provision except where special and compelling circumstances 
rendered departure from it unavoidable, in which case adequate 
opportunity for consultation would be afforded to the develop
ing countries mainly interested in the products concerned. 
Such consultation would occur prior to the introduction of 
measures constituting a departure from the standstill unless 
this were impossible or impracticable. The Austrian and 
Japanese Ministers indicated that, while it was their intention 
to remove quantitative restrictions maintained inconsistently 
with the GATT as soon as possible, they regretted that they 
might not be able to meet the target date of 31 December 1965 
in respect of a few products. With respect to tariff reductions, 
the United States Minister pointed out that United States 
legislation required such reductions to be staged over a period 
of five years. 

5. The Ministers of a small number of countries, mainly 
dependent for their export earnings on a narrow range of 
primary products, welcomed the Action Programme and under
took to give effect to it to the best of their ability. However, 

2 The additional conclusions of Ministers on the points of the 
Action Programme relating to the removal of barriers to trade in 
tropical products [point (iii) and also point (vi)] are set out in para
graphs I 0 to 23 while the conclusions on point (viii), relating to 
other action for assisting the Jess-developed countries, are taken 
up in paragraphs 24 to 31. 

since they, like many less-developed countries, were in the 
process of diversifying their economies through industrial 
development, they would have difficulty in accepting inflexible 
tariff commitments for certain products. 

6. Addressing themselves to the Action Programme, the 
Ministers of the European Economic Community and the 
States associated with the EEC stated that, while they recognized 
that some of the points contained in the Programme could be 
regarded as objectives to which, to the fullest extent possible, 
concrete policies should be adapted, the first seven points of 
the Programme referred only to measures for the elimination of 
barriers to trade, whereas, in their view, more positive measures 
were required to achieve the marked and rapid increase in the 
export earnings of the developing countries as a whole, which 
was the fundamental objective. Accordingly, these Ministers 
urged: 

(a) That international action should, in particular, be 
directed to a deliberate effort to organize international trade 
in products of interest to the less-developed countries. Such 
an effort would have to take into account economic inequali· 
ties between the less-developed countries themselves and the 
fact that certain less-developed countries cannot at present, 
without a transitional phase, face competition from the 
countries which have already achieved a certain degree of 
development or from the long-industrialized countries without 
suffering damage; 

(b) That an effort should therefore be made to ensure 
increasing exports at remunerative, equitable and stable 
prices for the less-developed countries producing primary 
products. In this respect any desirable arrangement made at 
the world level could be inspired by arrangements already 
tried out on a regional, bilateral or even national level. As 
regards processed and semi-processed products, a study 
should be made to determine the selective measures, specially 
conceived to meet the needs of developing countries, which 
could assure these countries the necessary markets for the 
products in question. In this connexion, various relaxations 
of present rules regarding non-discrimination might be con
sidered (in particular the suggestions made at the ministerial 
meeting by Mr. Brasseur, Minister for Foreign Trade and 
Technical Assistance of Belgium). A rapid study of them by 
a special group should enable decisions to be taken without 
delay. 

In the view of the Ministers of the EEC, the decisions which 
would be taken following the report by such a group could 
eliminate many of the reasons which have prevented or still 
prevent the effective implementation, in a manner beneficial to 
all, of the Programme of Action set forth in paragraph 1. 

7. In the opinion of certain Ministers, the same special 
group could, as a matter of urgency, analyse the possibility and 
conditions for establishing within the framework of GATT a 
centre for trade information and market research with a view 
to the expansion of exports of the less-developed countries. 

8. The Ministers finally emphasized that further measures 
and more ambitious goals should not stand in the way of, or 
serve as an excuse for not implementing as quickly and as fully 
as possible, the present Programme of Action which would 
represent a positive contribution which the industrialized 
countries could make to the development of the trade of the 
less-developed countries within the field in which GATT was 
specially competent. 

9. The Ministers of the less-developed countries sponsoring 
and supporting the Programme of Action expressed disappoint
ment with the understandings and positions as set out by some 
industrialized countries and found them to be unhelpful. They 
emphasized that the eight point Programme of Action fell far 
short of the minimum conditions necessary to enable the less
developed countries to make their full contribution to the ex
pansion of international commerce and represented a practical 
compromise between the difficulties stated by some industrial
ized countries and their responsibilities under the GATT. In 
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particular, attention was drawn to the fact that all contracting 
parties are committed to carry out their obligations in respect 
of quantitative restrictions, without any qualifications. The 
Ministers of these less-developed countries therefore urged that 
the Programme of Action should be implemented in full, within 
the time-table proposed therein, in the interest of the accelerated 
economic development of their countries. They trusted that 
industrialized countries would be able to make substantial 
tariff concessions on primary, semi-processed and processed 
products, exported by less-developed countries in advance of 
the forthcoming trade negotiations. They also expressed the 
hope that products of interest to the less-developed countries 
should not be excluded from offer lists during negotiations. 

TRADE IN TROPICAL PRODUCTS-FREE ACCESS TO MARKETS 
OF INDUSTRIALIZED COUNTRIES FOR TROPICAL PRODUCTS 

General conclusions 

10. The Ministers other than those of the EEC and the 
States associated with the Community: 

(a) Endorsed the general objective of free access to markets 
for tropical products, in view of the great importance of these 
products to the foreign exchange earnings and economic 
development of many less-developed countries; 

(b) Agreed that the instability of prices and inadequacy of 
earnings are the principal problems affecting producers of 
tropical products; 

(c) Agreed that governments should not erect any new tariff 
or non-tariff barriers against trade in tropical products. If, in 
practice, a government for compelling reasons felt that it had 
to take any measures which would have such effects, it should 
afford adequate opportunity for prior consultations with the 
exporting countries mainly interested in the products affected; 

(d) Regretted the difficulties which had delayed the imple
mentation of the relevant part of the Ministerial Declaration of 
November 1961 relating to the removal of revenue duties and 
internal charges and urged governments to take the necessary 
steps to secure such implementation as soon as practicable, but 
in any event not later than 31 December 1965; 

(e) Decided that, where prior action had not already been 
taken on barriers to trade and restraints on consumption of 
tropical products, these should be dealt with in the context of 
the forthcoming GATT trade negotiations. 

11. The Ministers of the EEC and the States associated 
with the Community were unable to support the above general 
conclusions. They emphasized their belief that the general and 
primary objective was to organize markets and to increase the 
export earnings of the less-developed countries. With that end 
in view they referred to their Declaration concerning the 
Programme of Action as set forth in paragraph 6. 

12. The Minister for Austria indicated that his Government 
agreed to the programme relating to tropical products under 
present conditions and without prejudice to its rights and 
obligations under the General Agreement. He added that his 
Government could feel compelled to reconsider certain aspects 
of its acceptance if circumstances would require this. 

Conclusions on individual products 
Cocoa 

13. The Ministers, other than those of the EEC and the 
States associated with the Community: 

(a) Endorsed the commodity agreement approach to cocoa 
and agreed that an international agreement should be negotiated 
speedily with the aim, inter alia, of stabilizing prices at remunera
tive and equitable levels and increasing the export earnings of 
producing countries so as to facilitate their economic develop
ment; 

(b) Agreed that internal charges and other non-tariff barriers 

in respect of raw and semi-processed cocoa should be removed 
by joint action, and wherever possible, by the end of 1963; 

(c) Agreed that the removal of tariffs in respect of raw and 
semi-processed cocoa should be accomplished in the context of 
a cocoa agreement which was otherwise satisfactory to the 
principal producing countries. 

14. The Ministers of the Community and of the associated 
States stated that the work of the Sub-Group on Trade in 
Tropical Products had shown that the basic question was the 
price problem. In their opinion it was not desirable to make this 
problem more difficult by linking it with other problems of less 
importance, as the report by the Sub-Group has shown. These 
Ministers confirmed their intention to co-operate positively in 
order to reach an international cocoa agreement so as to ensure 
equitable prices at remunerative levels for producers. 

Coffee 

15. The Ministers confirmed the intention of their govern
ments to apply in an efficacious manner the International 
Coffee Agreement and recommended that the governments 
signatories to this Agreement collaborate in a positive manner 
in the Coffee Council within the foreseen time-limits with a 
view to the efficacious application of the Agreement so that 
coffee prices are established and maintained at an equitable 
level, and so that the trade in and consumption of this product 
are developed. 

16. The Ministers, other than those of the EEC and the 
States associated with the Community: 

(a) Agreed that tariffs, internal charges and other non-tariff 
barriers in respect of coffee should be removed by joint action, 
and wherever possible, by the end of 1963; 

(b) Recognized that the proposed GATT trade negotiations 
would give an opportunity to eliminate all remaining barriers 
affecting trade in coffee. 

Bananas 

17. The Ministers noted that arrangements for the further 
study, in collaboration with the FAO, of the question of trade 
in bananas were being put in hand. The Ministers agreed that 
each consuming country should consider possibilities to increase 
the consumption of bananas. 

18. The Ministers, other than those of the EEC and of the 
States associated with the Community, agreed that, while the 
study referred to above was in progress, there should be a 
"standstill" and governments should refrain from any measures 
which might represent an intensification or extension of trade 
barriers and should make an effort to enlarge their markets for 
bananas on a universal basis. 

Tropical oilseeds and oils 

19. The Ministers noted the need for the further study of 
the question of trade in tropical oilseeds and oils and the fact 
that arrangements for this work would be put in hand. 

20. The Ministers, other than those of the EEC and the 
States associated with the Community: 

(a) Agreed that governments should consider the desirability 
of including the problems of tropical oilseeds and oils in the 
framework of the GATT trade negotiations and in international 
discussions on internal agricultural price and production 
policies; 

(b) Agreed that governments should, in framing their 
agricultural policies, where these policies affect tropical oilseeds 
and oils, duly take into account the predominant importance 
attached by less-developed countries to maintaining and increas
ing their exports of these products unhampered by trade 
barriers. 

21. The Ministers of the States associated with the EEC 
and of the Community itself stated that the studies referred to 
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above should relate in particular to conditions of competition 
in respect of fats and oils from the tropical and temperate 
zones. It should be reaffirmed that the final objective of such 
studies is to maintain and increase the export earnings of the 
developing producer countries. Pending the completion of such 
studies, they recommend that Governments should in framing 
their agricultural policies, where these policies affect tropical 
oilseeds and oils, duly take into account the predominant 
importance attached by less-developed countries to maintaining 
and increasing their exports of these products. 

Tea 

22. The Ministers agreed that the customs duty on tea 
should be removed with the least possible delay and, if practic
able, before the end of 1963. The Ministers also recognized the 
need for ensuring that the removal of the duty was not nullified 
by increases in internal taxes. They addressed themselves to the 
question of reducing and eliminating internal taxes on tea and 
hoped that these taxes could be removed as soon as possible. 

Tropical timber 

23. The Ministers agreed that the customs duty on tropical 
timber should be removed with the least possible delay and, if 
practicable, before the end of 1963. 

ADDITIONAL ACTION TO FURTHER THE TRADE AND DEVELOPMENT 
OF LESS..DEVELOPED COUNTRIES 

24. The Ministers agreed that contracting parties should 
give urgent consideration to the adoption of other appropriate 
measures which would facilitate the efforts of less-developed 
countries to diversify their economies, strengthen their export 
capacity and increase their earnings from overseas sales. In this 
connexion it was suggested that one of the measures which 
should be studied promptly would be the accordance of prefer
ential treatment to the semi-manufactured and manufactured 
goods exported by the less-developed countries. It was agreed 
that a working group should be established to study the follow
ing proposals and report to the CoNTRACTING PARTIES at their 
twenty-first session: 

(a) the granting of preferences on selected products by 
industrialized countries to less-developed countries as a whole; 
and 

(b) the granting of preferences on selected products by less
developed countries to all other less-developed countries. 

25. The Ministers agreed that industrialized countries, in 
drawing up and implementing their policies which affect the 
pattern of production and trade, should take full account of 
the need to facilitate the efforts of less-developed countries to 
strengthen their export capacity and to diversify their economies. 

26. The Ministers agreed that the fundamental need of the 
less-developed countries in the field of trade was to achieve an 
increase in their export earnings. In those cases where under 
present conditions their export trade was heavily dependent on 
a limited number of primary products, efforts on the part of the 
less-developed countries to increase their earnings by a higher 
volume of exports were often frustrated by declining prices and 
violent price fluctuations. Effective joint action was required to 
arrest the deterioration of the terms oftradeofthe less-developed 
countries and to mitigate and eliminate excessive fluctuations 
in their exports and export earnings. Some Ministers felt that 
this action might, for instance, take the form of commodity 
agreements, price stabilization schemes, compensatory financing 
and market organizations. 

27. The Ministers agreed that the work of Committee III 
should be extended, in collaboration with other interested 
agencies, particularly the lending agencies, through the adoption 
of concerted, systematic and prompt studies of trade and aid 
relationships in individual less-developed countries aimed at 

obtaining a clear analysis of export potential, market prospects 
and any further action that may be required to overcome any 
difficulties that the studies reveal. In this connexion many 
Ministers considered that the problem of financing the gap 
between the export proceeds and import requirements of the 
developing countries needed to be given careful consideration. 
Ministers of less-developed countries considered that in order 
to extend the activities of the GATT to embrace the financing 
aspect, and as a practical measure to achieve this end, a working 
group should be formed to study the ways and means for 
enabling the less-developed countries to obtain from the in
dustrialized contracting parties loans on soft terms and thus 
enable the GATT to realize its objectives of fostering trade 
between the contracting parties. 

28. The Ministers recognized the need for an adequate legal 
and institutional framework to enable the CoNTRACTING 
PARTIES to discharge their responsibilities in connexion with the 
work of expanding the trade of less-developed countries. 

29. The Ministers of the less-developed countries and of 
the EEC recognized that there was urgent need for an ampli
fication of the objectives and for revision of the principles and 
rules of the General Agreement to enable the CoNTRACHNG 
PARTIES to discharge these responsibilities, with a view to safe
guarding the interests of these countries in their international 
trade and development programmes. This action should not 
prejudice, but contribute to, broader negotiations in which 
contracting parties might participate, such as the United 
Nations Conference on Trade and Development. 

30. While many Ministers did not agree with the views 
expressed in paragraph 29 above, all Ministers agreed that a 
committee of the CONTRACTING PARTIES should be established 
with instructions to examine all aspects of the problems out
lined in paragraphs 28 and 29, taking full account of the views 
expressed by the Ministers, and to report with appropriate 
recommendations to the twenty-first session of the CoNTRACTING 
PARTIES. 

31. The Ministers agreed that the Council of Representatives 
should take the action necessary to set up the working group 
and the committee referred to in paragraphs 24 and 30 above. 

Resolution adopted on 21 May 1963 

Recognizing that a maximum expansion of the export op
portunities of less-developed countries would make an essential 
contribution to the development of their economies and the 
improvement in their standards of living, 

Recognizing that to this end the highly industrialized countries, 
especially, can make a major contribution by the elimination 
or drastic reduction of tariffs and other barriers to the importa
tion and consumption of those products which the less-developed 
countries now produce or manufacture, or which may be 
produced or manufactured by their developing industries, 

Recalling the Ministerial Declaration of November 1961 and 
recognizing that, although some progress had been made in its 
implementation, there still remained a substantial gap between 
intent and performance, 

Having considered the Programme of Action submitted by a 
group of less-developed countries, 

Having agreed that the consideration of further measures 
and the pursuit of more ambitious goals should not stand in 
the way of implementing as quickly and as fully as possible the 
Programme of Action which represented a positive contribution 
which the industrialized countries could make to the develop
ment of the trade of the less-developed countries within the 
field in which GATT was specially competent, and 

Recognizing that an adequate legal and institutional frame
work to enable the CoNTRACTING PARTIES to carry out the 
work of expanding the trade of the less-developed countries 
was needed and that all aspects of this question should be 
urgently examined, 
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The Ministers hereby resolve that: 

1. The CoNTRACTING PARTIES do set up an Action Com
mittee, firstly to assist them in the implementation of the 
Programme of Action and secondly as appropriate to initiate 
process and co-ordinate further positive measures mentioned 
in the Conclusions adopted by Ministers (MIN(63)7) to help 
developing economies to strengthen their production potential 
and export capacity in order that the expansion of international 
trade may contribute to their economic development; 

2. The Action Committee and other appropriate bodies of 
the CoNTRACTING PARTIES in their further work shall take into 
account, the measure of agreement reached on the Programme 
of Action and the views expressed by Ministers, as reflected in 
the Conclusions adopted by them; and 

3. The Council of Representatives shall take the procedural 
steps necessary to establish the Action Committee referred to 
above and the Working Party and Committee referred to in 
paragraphs 24 and 30 respectively of the aforementioned 
Conclusions. 

ARRANGEMENTS FOR THE REDUCTION OR ELIMINATION OF 
TARIFFS AND OTHER BARRIERS TO TRADE, AND 

RELATED MATTERS 
and 

MEASURES FOR ACCESS TO MARKETS FOR 
AGRICULTURAL AND OTHER PRIMARY PRODUCTS 

Resolution adopted on 21 May 1963 on Items 11 and Ill of 
the Agenda 

The Ministers agreed: 

A. Principles 

1. That a significant liberalization of world trade is desir
able, and that, for this purpose, comprehensive trade negotia
tions, to be conducted on a most-favoured-nation basis and on 
the principle of reciprocity, shall begin at Geneva on 4 May 
1964, with the widest possible participation. 

2. That the trade negotiations shall cover all classes of 
products, industrial and non-industrial, including agricultural 
and primary products. 

3. That the trade negotiations shall deal not only with 
tariffs but also with non-tariff barriers. 

4. That, in view of the limited results obtained in recent 
years from item-by-item negotiations, the tariff negotiations, 
subject to the provisions of paragraph B 3, shall be based upon 
a plan of substantial linear tariff reductions with a bare mini
mum . of exceptions which shall be subject to confrontation 
and justification. The linear reductions shall be equal. In those 
cases where there are significailt disparities in tariff levels, the 
tariff reductions will be based upon special rules of general 
and automatic application. 

5. That in the trade negotiations it shall be open to each 
country to request additional trade concessions or to modify its 
own offers where this is necessary to obtain a balance of ad
vantages between it and the other participating countries. It 
shall be a matter of joint endeavour by all participating countries 
to negotiate for a sufficient basis of reciprocity to maintain the 
fullest measure of trade concessions. 

6. That during the trade negotiations a problem of reci
procity could arise in the case of countries the general incidence 
of whose tariffs is unquestionably lower than that of other 
participating countries. 

7. That, in view of the importance of agriculture in world 
trade, the trade negotiations shall provide for acceptable con
ditions of access to world markets for agricultural products. 

8. That in the trade negotiations every effort shall be made 
to reduce barriers to exports of the less-developed countries, 

but that the developed countries cannot expect to receive 
reciprocity from the less-developed countries. 

B. Procedures 

1. That a Trade Negotiations Committee, composed of 
representatives of all participating countries, shall be set up, 
and that it shall be the function of the Trade Negotiations 
Committee, directly or through committees (including the 
Special Groups referred to in paragraph 3 (d) below): 

(a) To elaborate a trade negotiating plan in the light of the 
principles in paragraphs A1-8 above, with a view to reaching 
agreement on the details of the plan of tariff reductions referred 
to in paragraph A 4 above by 1 August 1963, and to completing 
the remainder of the task by the date of the beginning of the 
twenty-first session of the CoNTRACTING PARTIES. 

(b) To supervise the conduct of the trade negotiations. 
2. That the trade negotiating plan will have to take into 

account the issues raised by the Ministers, and that the accept~ 
ability of the trade negotiating plan, from the point of view of 
individual countries, will depend upon the degree to which it 
succeeds in dealing with such issues. 

3. That the Trade Negotiations Committee, in elaborating 
the trade negotiating plan, shall deal, inter alia, with the follow
ing issues and special situations: 

(a) The depth of the tariff reductions, and the rules for 
exceptions. 

(b) The criteria for determining significant disparities in 
tariff levels and the special rules applicable for tariff reductions 
in these cases. 

(c) The problem for certain countries with a very low average 
level of tariffs or with a special economic or trade structure 
such that equal linear tariff reductions may not provide an 
adequate balance of advantages. 

(d) The rules to govern, and the methods to be employed in, 
the creation of acceptable conditions of access to world markets 
for agricultural products in furtherance of a significant develop
ment and expansion of world trade in such products. Since 
cereals and meats are amongst the commodities for which 
general arrangements may be required, the Special Groups on 
Cereals and Meats shall convene at early dates to negotiate 
appropriate arrangements. For similar reasons a special group 
on dairy products shall also be established. 

(e) The rules to govern and the methods to be employed in 
the treatment of non-tariff barriers, including, inter alia, dis
criminatory treatment applied to products of certain countries 
and the means of assuring that the value of tariff reductions 
will not be impaired or nullified by non-tariff barriers. Con
sideration shall be given to the possible need to review the 
application of certain provisions of the General Agreement, in 
particular Articles XIX and XXVIII, or the procedures there
under, with a view to maintaining, to the largest extent possible, 
trade liberalization and the stability of tariff concessions. 

III. PROMOTION OF THE TRADE OF 
LESS-DEVELOPED COUNTRIES 

Declaration adopted by the CoNTRACTING 
PARTIES on 7 December 1961 

1. The CoNTRACTING PARTIES recognize that there is need 
for rapid and sustained expansion in the export earnings of the 
less-developed countries if their development is to proceed at a 
satisfactory pace. They recognize the magnitude of the task 
before the governments of those countries in increasing per 
capita incomes and raising the standard of living of their 
peoples. To achieve these ends, increasing amounts of foreign 
exchange will be required for financing the imports needed to 
sustain and develop the economy. Although international aid 
is now and will continue to be essential in covering these needs, 
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aid can be no substitute for trade. In the final analysis, economic 
development will have to be paid for from the earnings of the 
countries concerned. 

2. The export trade of the less-developed countries is not 
growing at a pace commensurate with the growth of their 
foreign exchange needs or with the growth of world trade 
generally. The CoNTRACTING PARTIES accordingly recognize the 
need for a conscious and purposeful effort on the part of all 
governments to promote an expansion in the export earnings of 
less-developed countries through the adoption of concrete 
measures to this end. The success of the efforts of developing 
countries will depend to a great extent upon their ability to 
find the necessary markets. Accordingly, contracting parties 
should reduce to a minimum restrictions inhibiting access to 
markets for the export products of the less-developed countries. 
The governments of the major industrialized areas, on whose 
markets the less-developed countries must necessarily largely 
depend, recognize a particular responsibility in this respect. 

3. The CoNTRACTING PARTIES agree that, if the needs of the 
less-developed countries for enlarged and diversified export 
trade are to be met, these countries must develop trade in other 
than traditional products. They note that some developing 
countries already have the investment and technological re
sources for the processing of raw materials and are able to 
produce efficiently some manufactured goods. They recognize 
that it is desirable that these countries and others possessing 
the necessary materials and skills be provided with increased 
opportunities to sell in world markets the industrial goods 
which they can economically produce, and urge that govern
ments give special attention to ways of enlarging these oppor
tunities. 

4. The CONTRACTING PARTIES recognize that governments 
can contribute to the general objectives outlined above by 
observing the following principles and taking into account the 
following facts regarding tariff and non-tariff measures affecting 
access to markets. 

(a) Quantitative restrictions. Governments should give im
mediate and special attention to the speedy removal of those 
quantitative import restrictions which affect the export trade 
of less-developed countries. Where it is necessary for a govern
ment to maintain such restrictions under appropriate provisions 
of the GATT, it should apply them in a non-discriminatory 
manner causing the minimum hindrance to international trade, 
pursue policies designed to remove the underlying conditions 
requiring the use of such restrictions and, pending their elimin
ation, give careful and sympathetic consideration to progressive 
increases in quotas. Contracting parties which are in process of 
moving out of balance-of-payments difficulties should take 
particular care that liberalization benefits are extended in the 
fullest measure to the trade of less-developed countries, having 
regard to the urgent need for helping these countries attain 
rapid, self-sustaining growth. 

(b) Tariffs. Governments should give special attention to 
tariff reductions which would be of direct and primary benefit 
to less-developed countries. In this connexion, they should 
consider the elimination of tariffs on primary products impor
tant in the trade of less-developed countries. They should also 
consider reducing those tariffs which differentiate dispropor
tionately between processed products and raw materials, bearing 
in mind that one of the most effective ways in which less
developed countries can expand their employment opportunities 
and increase their export earnings is through processing the 
primary products they produce for export. 

(c) Revenue duties. Fiscal charges, whether imposed as 
tariff duties or internal taxes, may inhibit efforts directed 
towards increasing consumption of particular products impor
tant in the trade of less-developed countries and, even where 
applied equally to imports and to competing domestic products, 
can be a serious obstacle to the expansion of trade. The CoN
TRACTING PARTIES appreciate that adjustments in a fiscal 
system may be a complex matter, with important financial, 

economic and other consequences which have to be taken into 
account. Bearing in mind, however, the urgent development 
needs of less-developed countries and the current financial and 
economic situation in the industrialized countries mainly con· 
cerned, they agree that the removal or considerable reduction 
of revenue duties and fiscal charges in industrialized countries 
would be a useful contribution to the foreign exchange earning 
capacity of less-developed exporting countries. 

(d) State trading. Access to markets for products of the 
type studied by Committee III should not be unnecessarily 
impeded through the operations of State import monopolies or 
purchasing agencies. For many products exported by less
developed countries, the prices charged on resale by some 
State monopolies, whether in countries with centrally-planned 
economies or in others, involve an implicit heavy taxation of 
imports. Countries operating State import monopolies or pur
chasing agencies should endeavour to improve access to their 
markets for products of less-developed countries by decisions 
to import larger quantities of the products concerned and, if 
necessary, by reductions in the difference between import and 
sales prices. 

(e) Preferences. Some Jess-developed countries benefit 
neither from the preferential tariff systems which were in 
operation when the GATT came into being nor from the 
preferential treatment being established in the new customs 
unions or free-trade areas. The CoNTRACTING PARTIES ap. 
preciate the concern of these less-developed countries whose 
export trade in certain products may be placed at a competitive 
disadvantage by the preferred treatment given to certain less
developed suppliers. They note, however, that the benefits 
afforded participating less-developed countries may include not 
only tariff preferences but other forms of assurances in the 
marketing of the products concerned. While it is important 
that these various advantages should not operate to the detri
ment of other less-developed countries, it is also necessary that 
action to deal with this problem should be on a basis that meets 
the marketing needs of supplying countries now enjoying 
preferred access to markets. 

(f) Subsidies. The subsidization of either the production or 
export of primary products may restrict the market opportuni
ties of less-developed countries. Where this is so, the govern
ments concerned should seek to limit the use of the subsidies in 
question with a view to avoiding injury to the export earnings 
of less-developed countries. 

(g) Disposal of commodity surpluses. Governments dispos
ing of commodity surpluses should bear in mind that the 
products concerned are generally important in the export trade 
of one or more less-developed countries, and that this is an 
added reason for careful observance of the principles and guide
lines regarding such disposals accepted in the GATT resolutions 
of 4 March 1955 1 on the Disposal of Commodity Surpluses 
and on the Liquidation of Strategic Stocks, and in the Principles 
of Surplus Disposal of the Food and Agriculture Organization 
of the United Nations. 

5. In negotiations for reductions in barriers to the exports 
or less-developed countries, contracting parties should adopt a 
sympathetic attitude on the question of reciprocity, keeping in 
mind the needs of these countries for a more flexible use of 
tariff protection. In making arrangements to bring about a 
general reduction of tariffs, account should also be taken of 
the special needs of Jess-developed countries. 

6. An important contribution to the expansion of export 
earnings can also be made by intensified efforts to improve the 
production and marketing methods of the less-developed 
countries. The efforts of the less-developed countries along these 
lines would be greatly assisted if the industrial countries would 
give greater attention to this matter in the framework of their 
technical and financial assistance programmes. 

1 BISD, Third Supplement, pages 50-SI. 
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7. Efforts to expand the export earnings of the less-developed 
countries and efforts to lessen the instability of such earnings 
which results from fluctuations in primary commodity markets 
should proceed concurrently. Progress towards reducing market 
instability, or towards offsetting its effects on foreign exchange 
receipts, is essential if the maximum benefits of the trade 
expansion effort are to be realized; at the same time, progress 
towards a diversified export trade will reduce the vulnerability 
of primary exporting countries to market fluctuations. 

8. Finally, it is recognized that there are important possi
bilities for encouraging sound economic development in the 
less-developed countries through increased trade among them
selves and that these countries should keep this in mind in 
formulating their tariff, commercial and economic policy 
measures. Less the development of this important trade 
potential be prevented or unduly delayed, they should strive to 
attain and preserve liberal access to one another's markets in 
the same manner as they now seek to secure improved access 
to the markets of the economically advanced countries. 

IV. ANNOTATED REFERENCE LIST OF SELECTED 
GATT PUBLICATIONS 

1. Trends in International Trade ("The Haberler Report") 
(Sales No. GATT/1958-3, English, French and Spanish avail· 
able). A study by a panel of experts which touches on all 
aspects of international trade, in particular on trends, prospects 
for exports of primary and industrial products, and the effects 
of policies upon future prospects. 

2. International Trade, published annually, surveys and 
analyses trends in international trade. International Trade 1956 
(Sales No. GATT/1957-2. English and French available) con
tains on pages 17-35 an analysis of long-term market prospects 
for primary products up to 1975. International Trade 1959 
(Sales No. GATT/1960-3, English and French both out of 
print but available for consultation at GATT secretariat) 
discusses the terms of trade of primary producing countries on 
pages 10-33. The 1960 and I961 reports contain a special 
section on trade in primary products on pages 21 and 25 
respectively (English and French available). International Trade 
I962 examines the growth of manufacturing since the war in 
certain countries in the process of industrialization, and its 
influence on the structure of their imports and exports (Sales 
No. GATT/1963-2, English and French available, Spanish 
available). 

3. The Seventh Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1959-1, English, French 
and Spanish available) contains on pages 27-29 details of the 
establishment of the GATT Programme of Action for the 
expansion of international trade. It sets out the terms of refer
ence for the three Committees which have been considering, 
inter alia, the possibilities for the reduction of tariff barriers, the 
problems of trade in agriculture, and obstacles to the expansion 
of the export earnings of the less-developed countries. 

4. The Eighth Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1960-1, English, French 
and Spanish available) contains under the section "Programme 
for Expansion of Trade" the First and Second Reports of 
Committee I. These reports contain the basic preparations for 
the Tariff Conference which took place in 1960-61. Under this 
section is also found the First Report of Committee II, in 
which is set out the plan for consultations with countries on 
their agricultural policies. There are also the First and Second 
Reports of Committee III which contain the establishment of 
the initial work programme of the Committee, the products 
which were initially studied and the guiding considerations 
which would influence the Committee's work on the obstacles 
to the trade of less-developed countries. 

5. The Ninth Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1961-1, English, French 
and Spanish available). In the section "Programme for 

Expansion of International Trade" is found the Second Report 
and a progress report of Committee II. The Second Report 
examines measures affecting trade in agricultural products. 
Immediately following in the same section are contained the 
Third and Fourth Reports of Committee III. The Third Report 
contains a detailed examination of tariffs, revenue duties, 
internal charges, quantitative restrictions and other measures 
applied in importing countries with r"'gard to vegetable oils 
and seeds, tobacco, cotton manufactures, tea, coffee, cocoa, 
jute manufactures, cotton, timber, copper and lead. The Fourth 
Report of Committee III includes a review of progress made 
by individual contracting parties to the GATT in reducing 
obstacles to the expansion of trade with respect to the eleven 
products mentioned above. It also includes a detailed exam
ination of the obstacles to trade in selected light engineering 
goods of interest to less-developed countries. 

6. The Tenth Supplement to the Basic Instrument and Selected 
Documents (Sales No. GATT/1962-1, English, French and 
Spanish available). This contains, under the section "Programme 
for Expansion of International Trade", the Third Report of 
Committee II. This report sets out the Committee's general 
findings on conclusions arising from its studies in the Second 
Report. The appendix to this report contains the detailed find
ings of the Committee on dairy products, meat, cereals, fish, 
sugar, vegetable oils and oilseeds. This supplement also con· 
tains the report on a meeting of Committee III in March 1961 
which discussed, inter alia, the participation of less-developed 
countries in the general round of tariff negotiations which were 
then taking place, the arrangements for the examination by the 
Committee of development plans of less-developed countries in 
order to study the possibilities of channelling expansion of 
existing industries or starting of new industries by less-developed 
countries into directions where such countries will be economi
cally efficient producers. The Fifth Report of Committee III is 
also published in this supplement. It contains a review of pro
gress made by individual contracting parties to the GATT in 
reducing or removing obstacles to the trade of less-developed 
countries with respect to all of the products which had been 
selected by the Committee for detailed study. The Committee 
also examined obstacles to trade on a further list of products. 
There is also contained in the Tenth Supplement a Special 
Report by Committee III. The special report lists the principal 
findings of Committee III on obstacles to the trade of less
developed countries and sets out recommendations to the 
CoNTRACTING PARTIES. The annex to the report contains an 
account of the Committee's approach to the problems facing 
the expansion of export earnings of less-developed countries 
and to a large extent brings together the results of the earlier 
work of the Committee. This supplement also contains the 
Conclusions and Declaration on the promotion of the trade of 
less-developed countries adopted at the GATT ministerial 
meeting in 1961 and action taken by the CoNTRACTING PARTIES 
to implement the conclusions of Ministers and carry forward 
the programme for expansion of trade initiated in 1958. 

7. The Eleventh Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1963-4, available in 
English, French and Spanish). This contains under the heading 
"Programme for Expansion of International Trade" the Report 
of Committee III on its future programme of work based on 
the 1961 ministerial Declaration. It also contains the Report of 
Committee III on meetings in May 1962 and October/November 
1962. In this last-mentioned report, the Committee reviewed 
the progress made in implementing the Conclusions of the 1961 
ministerial meeting and discussed a proposal for a programme 
of action submitted by representatives of eighteen less-developed 
countries in the GATT with respect to a standstill on new 
tariffs and non-tariff barriers, elimination of quantitative 
restrictions, duty-free entry of tropical products, reduction and 
elimination of tariffs on industrial raw materials, and on certain 
semi-processed and processed products, the progressive reduc
tion of internal charges and revenue duties. 
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8. Trade in Agricultural Products-Reports of Committee II 
on Country Consultations (English and French available). This 
publication reproduces the reports on consultations held on 
their agricultural policies with thirty-eight countries based on 
the plan for consultations established in the Committee's First 
Report. 

9. Trade in Agricultural Products--Second and Third Reports 
of Committee II (Sales No. GATT(l962-2, English and French 
available). These reports, which have been referred to under 5 
and 6 above, are available also in this separate publication. 

10. Trade of Less-Developed Countries-Special Report of 
Committee III and Study of the Third Five- Year Plan of India 
(Sales No. GATT(1962-3, English, French and Spanish avail
able). This publication contains the Special Report of Com
mittee III mentioned under 6 above, and a study of the trade 
and payments aspects of the Third Five-Year Plan of India. 
This is the first in a series of studies of the development plans 
of the less-developed countries for which arrangements were 
made in the report on the meetings of Committee III in March 
1961 (see 6 above). This work is being done to give a clearer 
idea, inter alia, of the foreign exchange requirements of these 
countries, their production and export potential, and the effects 
which the removal of trade restrictions would have on their 
export targets. 

11. Trade of Less-Developed Countries-Study of the Second 
Five- Year Plan of Pakistan (Sales No. GATT/1962-7, English, 
French and Spanish available). This is the second in the series 
of the study of development plans by Committee III and is 
similar in scope to the study of the Third Five-Year Plan of 
India described in 10 above. 

12. Trade in Tropical Products 
Based upon the Conclusions of the ministerial meeting of 

November 1961, the GATT Council in February 1962 established 
a Special Group on Trade in Tropical Products to consider 
ways of overcoming difficulties confronting less-developed 
countries exporting these products. In June 1962, at its first 
meeting, the Special Group established a Sub-Group with the 
task of making an intensive examination of certain aspects of 
trade in specified tropical products, including preferential 
access enjoyed by certain less-developed countries, existing 
tariff and other barriers to trade, and the examination of all 
possible ways and means for solving the problems of countries 
exporting tropical products. This publication reproduces the 
report of the Sub-Group, which met in December 1962 and 
March 1963. At the request of the Sub-Group the GATT 
secretariat undertook studies on cocoa, coffee, bananas, tropical 
oilseeds and oils, as well as on certain individual less-developed 
countries: Ivory Coast, Nigeria, Senegal and the Somalia 
Republic. These studies are set out in this publication; there is 
an appendix of trade statistics. (English and French available. 
Spanish available in 1964). 

13. Press Release GATT/703. Summarizes the results of the 
1960-61 Tariff Conference. 

14. Press Release GATT/794. Conclusions and Resolutions 
adopted at Meeting of Ministers, 16-21 May 1963. 

15. The Possible Impact of the EEC upon World Trade 
(Trade Intelligence Paper No. 6). In part II of this paper there 
is an analysis of the possible repercussions of the EEC upon 
trade in manufactures and primary products. The paper, which 
was published in 1957, also considers the effect of the association 
of overseas territories with the EEC and other examples of 
association on preferential terms of primary producing areas 
with industrial countries. (English available.) 

16. The Sixth Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT(1958-1, English, French 
and Spanish available) contains under the heading "Customs 

Unions and Free-Trade Areas" the first examination by the 
GATT of the Treaty of Rome establishing the European 
Economic Community and the association of the overseas 
States with the Community. 

17. The Seventh Supplemellt to the Basic Instruments and 
Selected Documents (Sales No. GATT/1959-1, English, French 
and Spanish available) contains a report by the GATT Inter
sessional Committee on arrangements for dealing with specific 
and practical problems by means of consultations between 
members of the EEC and other contracting parties. 

18. The Ninth Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1961-1, English, French 
and Spanish available) contains under the heading "Customs 
Unions and Free Trade Areas" an examination of the European 
Free Trade Association. It contains a discussion of the effects 
of the Stockholm Convention on trade in industrial products, 
agriculture and fish. In the same section there is also a report on 
the Latin American Free-Trade Area. 

19. The Tenth Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1962-1, English, French 
and Spanish available) contains a report on the association of 
Finland with the EFTA. 

20. The Eleventh Supplement to the Basic Instruments and 
Selected Documents (Sales No. GATT/1963-1, English, French 
and Spanish available) contains a report on the association of 
Greece with the European Economic Community. 

21. Report of the Working Party on the Association of 
Overseas Territories with the EEC, including Commodity Trade 
Studies (English and French available). This report, issued in 
1958, discusses economic and general issues raised by the Treaty 
of Rome in its provisions relating to the association of the 
overseas territories. It also contains commodity reports on 
twelve primary products which would be affected by the EEC 
arrangements, namely: cocoa, coffee, tea, bananas, sugar, 
tobacco, oilseeds, cotton, hard fibres, wood, aluminium and 
lead. 

22. Trade in Agricultural Products-Report of Committee 
II on the Consultation with the EEC (Sales No. GATT/1962-6, 
English, French and Spanish available). This contains a descrip
tion of the common agricultural policy of the EEC at 30 July 
1962 with respect to cereals, pig meat, eggs, poultry meat, fruit 
and vegetables. Chapter 2 contains a technical and hard fibres, 
general policy discussion on trade in these products. 

General 

23. Addresses by the Executive Secretary. From time to time 
the Executive Secretary delivers addresses on particular aspects 
of the work undertaken in the GATT and current problems in 
the field of international trade. The following is a selection of 
these texts which are available, free of charge, from the GATT 
secretariat. 

The First Ten Years of GATT (May 1958) 
International Trade: Challenge and Response (May 1959) 
Looking Outwards (April 1960) 
Commercial Policies in the Nineteen-Sixties (June 1960) 
GATT as an International Trade Organization (June 1961) 
Some Structural Problems of International Trade (June 1961) 
The Changing Framework of International Trade (June 1962) 
Europe and World Trade (October 1962) 
The United States between Multilaterialism and the European 

Economic Community (April1963) 
Statement made at the Preparatory Committee, United Nations 

Conference on Trade and Development (May 1963) 
Commercial Policies in a Changing World (August 1963). 
24. List of GATT Publications (1964). 
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CONCLUSIONS AND DECISIONS OF THE CONTRACTING PARTIES TO GATT* 

Twenty-first Session: 24 February-20 March 1964 

I. Legal and institutional framework of the GATT 

At their meeting in May 1963 the Ministers recog
nized that there was need for the General Agreement 
to be expanded in order to reflect more accurately 
the activities and responsibilities of the GATT in 
relation to the trade and economic development 
problems of the less-developed countries. The Com
mittee on the Legal and Institutional Framework of 
GATT in Relation to the Less-Developed Countries, 
which was set up for this purpose, presented to this 
session a report which includes the draft of a proposed 
additional chapter to the GATT to cover trade and 
development. The large number of contracting parties 
who took part in the discussion of this report all 
stressed the importance and significance of the results 
so far achieved in relation to the future work of the 
CoNTRACTING PARTIES in connexion with the problems 
of the trade and economic development of the less
developed countries. At the conclusion of the dis
cussion it was noted that: 

1. There was agreement that it is appropriate and 
timely to incorporate in the General Agreement, 
provisions which would (a) adequately reflect the 
activities already undertaken by the CoNTRACTING 
PARTIES with respect to trade problems related to 
the economic development of the less-developed 
countries; (b) provide the necessary legal and 
institutional basis for the future functioning of the 
CONTRACTING PARTIES with respect to these matters; 

2. There was also agreement that such provisions 
should be incorporated in a separate chapter on 
trade and development; 

3. On a number of provisions to be incorporated 
in the chapter there was agreement; on some the 
outstanding issues appeared to be largely a question 
of more precise drafting, whilst on others more 
substantial issues remained; 

4. The United Nations Conference on Trade and 
Development would shortly be considering relevant 
or related matters. 
The Legal and Institutional Committee will be 

pursuing discussions on the proposed draft chapter 
with a view to resolving outstanding issues, and will 
prepare the text of a protocol for amendment of the 
General Agreement and consider the possibility of 
providing for a Declaration for the provisional 
application of the chapter pending entry into force of 
the amendment protocol. The Committee is instructed 
to report to the Council not later than 30 September 
1964.1 

The Council, in the light of the report submitted to 
it by the Committee, will submit appropriate recom
mendations to the session of the CONTRACTING PARTIES 

• This document was prepared by the GATT Secretariat as an 
addendum to the preceding paper "The role of GATT in relation 
to trade and development" and was circulated in connexion with 
i tern 16 of the agenda. 

to be held not later than mid-November 1964 with the 
intention that governments of contracting parties 
should be prepared to reach final agreement.l 

II. Preferences 

The Ministers at their meeting in May 1963 sug
gested that one of the measures that should be studied 
to further the trade and development of less-developed 
countries was the accordance of preferential treatment 
to the semi-manufactured and manufactured goods 
exported by the less-developed countries. It was 
agreed that a working group should be established to 
study the following proposals: "(a) the granting of 
preferences on selected products by industrialized 
countries to less-developed countries; and (b) the 
granting of preferences on selected products by less
developed countries to all other less-developed 
countries". 

The discussion of the working group's report 
showed a general appreciation of the fact that the 
various proposals which had been submitted to the 
group were of considerable importance. They did, 
however, involve complex and difficult questions which 
required careful consideration. It also showed that 
there is a broad measure of agreement that, following 
the preliminary examination, in accordance with the 
ministerial directive of May 1963, of the question of 
the granting of preferences by industrialized countries 
for the manufactured and semi-manufactured pro
ducts of developing countries, and the exchange of 
preferences by developing countries with each other, 
there are sufficient possibilities in such arrangements 
to warrant a more detailed study of the terms and 
conditions on which such preferences might be en
visaged. In this connexion, it was noted that there are 
considerable divergencies of opinion between con
tracting parties as to the terms, conditions and pro
cedures which would be appropriate to govern any 
such preferential arrangements, and accordingly, in 
view of the importance of these matters, governments 
were invited to give them early consideration.2 

It was also agreed to instruct the Council to recon
vene the Working Party on Preferences at the earliest 
date that the Council deems, in the light of further 
examination by governments, that its work can be 
usefully resumed. In this connexion the Council was 
asked to bear in mind the desirability of so arranging 
these further discussions that a further report from the 
Working Party on Preferences might be submitted to 
the Council in time to enable the Council to make a 
submission to the session of the CoNTRACTING PARTIES 
to be held not later than mid-November 1964. 

1 One delegation reserved its position on the points referred to in 
these paragraphs. 

2 One delegation reserved its position on the points referred to 
in this paragraph. 
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III. The role of GATT in relation to trade and 
financial assistance 

On the recommendation of Committee III a Group 
of Experts has studied the role of GATT in regard to 
the problems of relationship between trade and 
financial assistance. The Group had before it certain 
specific proposals put forward by the Minister of 
Economy of the United Arab Republic at the minis~ 
terial meeting in May 1963. These proposals were 
further elaborated. The Group did not have time, 
however, to make a full examination of them, and 
the right was reserved to come back to them at a later 
date. 

The report of the experts, which was adopted by the 
CONTRACTING PARTIES, provides that the role of GATT 
should lie in providing trade expertise, both to assist 
developing countries in drawing up their development 
plans and projects, and to contribute, through a 
better knowledge of trade problems, to the work of 
the lending governments and agencies. The Group 
felt that the collaboration between the GATT and 
other international organizations should become a 
regular feature of their studies of plans and policies 
for economic development of less-developed coun
tries. It further felt that the lending governments and 
agencies should, and would, undoubtedly, wish to 
take into full account in their financial operations, the 
relevant aspects of the studies and discussions of the 
CONTRACTING PARTIES and their subsidiary bodies 
on development programmes and policies as well as 
on aid and trade relationships. 

IV. Establishment of trade information and 
trade advisory services within the framework of 

GATT 

In accordance with a recommendation by Committee 
III a Group of Experts in the Field of Trade Informa~ 
tion was convened in February 1964 to examine the 
most efficient means of establishing and operating an 
international trade information and trade advisory 
service. 

The CONTRACTING PARTIES have now approved the 
findings and recommendations of the Group of 
Experts. It has thus been decided: 

l. To establish a trade information and trade 
promotion advisory service within the GATT. 

2. To concentrate during the initial phase of 
operations on the following work: 

(a) Establishment of a "documents centre", and 
operation of a "clearing house" for trade informa
tion; 

(b) Provision of a "correspondence-answering 
service", 

(c) Publication of a "Register of Sources of Trade 
Information"; 

(d) Resumption of publication of the "Inter~ 
national Trade News Bulletin", in a form designed 
to meet the special needs of the less-developed 
countries; 

(e) Preparation of a manual on efficient means for 
establishing and operating export promotion ser~ 
vices; 

(f) Arranging for, and, as appropriate, provision 
of training facilities for courses in export promotion 
and export promotion techniques. 

V. Action Committee 

The CoNTRACTING PARTIES reviewed the progress 
which had been made under the Action Programme 
which had been adopted by Ministers at their meeting 
in May 1963, and in connexion with the other activi
ties which had been initiated in the GATT as a result 
of directives received from Ministers. Apart from the 
question of preferences and the legal and institutional 
framework of the GATT, discussed above, the 
CoNTRACTING PARTIES noted the considerable amount 
of work which had been done in the GATT, particu
larly by Committee III, in connexion with the proposed 
study of development plans of less-developed coun
tries and the fostering of their export potential, the 
establishment of trade information and promotion 
services, and arrangements for closer co-operation 
with international agencies, particularly lending 
agencies, in connexion with the development of this 
export potential. 

The Action Committee, which is initiating and co
ordinating further positive measures to help develop~ 
ing economies to strengthen their production potential 
and export capacity, submitted a report to the session. 
The Committee had met on three occasions since its 
inception in September 1963. Although, during the 
discussion, the progress that had been made in the 
elimination of barriers to the exports of the less
developed countries was welcomed, there was still a 
number of hard-core restrictions on products which are 
of great importance for the economic development of 
certain less-developed countries. The Action Commit
tee noted that, with one or two exceptions, all in~ 
dustrialized countries were now granting duty-free 
entry to tea and tropical timber. Furthermore, in 
certain import markets, duties on a number of other 
products had been suspended at the beginning of 1964. 
In the course of discussion in the session, a strong 
appeal was made to contracting parties to exercise the 
necessary political will and to give the additional 
impetus and directives required for the implementation 
of the Action Programme. 

VI. Tropical products 

The CONTRACTING PARTIES also discussed problems 
concerning trade in tropical products. It was agreed 
that these problems could be usefully considered 
during the Kennedy Round and that it would be 
appropriate to seek mutually advantageous solutions 
to problems in this important sector of the trade of 
less-developed countries in the course of these 
negotiations. 

VII. Cotton textiles 

The report of the Cotton Textiles Committee on its 
first annual review of the operation of the Long-Term 
Arrangement on Cotton Textiles was before the 
CONTRACTING PARTIES. Concern was expressed by 
exporting countries about the way the Arrangement 
had been implemented during the first year of its 
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existence. The Co:~~<!RACTING PARTIES noted that steps 
had been taken to render the implementation of the 
Arrangement more constructive so far as the trade 
of less-developed countries is concerned and that 
certain studies were being set in train, including 
studies of the structural aspects. 

VII. Less-developed countries and the 1964 
trade negotiations 

The CoNTRACTING PARTIES heard a report by the 
Executive Secretary, as Chairman of the Trade 

Negotiations Committee, on developments in con
nexion with preparations for the Kennedy Round of 
trade negotiations which have taken place since the 
meeting of Ministers in May 1963, and which are 
referred to in conference document E/CONF.46/38. 
The CONTRACTING PARTIES noted with satisfaction that 
the negotiating stage proper can be expected to begin 
on 4 May 1964. The major industrialized countries 
re-emphasized that they considered that one of the 
major objectives of the negotiations should be the 
attainment of a significant contribution to the trade 
of less-developed countries. 
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A. INTRODUCTION: WHAT HAS TO BE DONE 

1. The United Nations Conference on Trade and 
Development in the very name emphasizes an aspect 
of trade-its importance to development-to which 
only lip service has so far been paid. 

2. The Havana Charter in its first paragraphs 
explains as one of its objects "to foster and assist 
industrial and general economic development, particu~ 
larly of those countries which are still in the early 
stages of industrial development," 1 but seems to 
envisage that this must be done by "furthering the 
enjoyment by all countries, on equal terms, of access 
to the markets ... " 2 It does not seem to have been 
considered that the logical outcome of industrial 
development in the less~developed countries is a 
necessity to export; a,nd that the obligation for the 
exports of infant industries of these countries to com~ 
pete on equal terms with the manufactures of well
established industry in the developed countries must 
be a severe limitation. 

3. It is this aspect of positive assistance to develop
ment which is lacking both from the Havana Charter 
and from GATT -it is lacking both from the names 
ofthe instruments "International Trade Organization" 
and "General Agreement on Tariffs and Trade", and 
it is lacking from their articles. 

4. The main function of GATT has been the 
removal of tariffs and other barriers to trade and the 
enforcement of the most-favoured-nation principle. 
The Charter envisages co-operation between ITO 
and the Economic and Social Council, "with a view to 
facilitating and promoting industrial and general 
economic development especially of those countries 
which are still relatively undeveloped" and this will 

* This paper, by Mr. Israel Gal-Edd, Deputy-Director of. the 
Ministry of Commerce and Industry, State of Israel, was submitted 
to the Conference in the belief that its contents would be of con
siderable interest to Governments. It was submitted in connexion 
with item VII.l of the list of main topics. See Interim Report of the 
Preparatory Committee (first session), in Vol. VIII of this series. 

This paper is written in the author's personal capacity and does 
not necessarily represent the views of the Ministry of Commerce 
and Industry of the State of Israel. 

The views expressed in the attached paper are not necessarily 
those of the Secretary-General of the Conference. 

1 Havana Charter, Article 1 (2). 
2 Ibid., Article 1 (3). 
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be done together with the other "appropriate" inter
governmental organizations on all phases within their 
special competence of such development and re
construction and in particular in respect of finance, 
equipment, technical assistance and managerial skills.3 

But important though these measures are, they do not 
cover exports of products generally and of industrial 
products in particular. GATT in 1955 adopte~ a 
resolution on investment in less-developed countnes, 
but here again the emphasis is on aid and there seems 
to have been a blind spot concerning the necessity of 
encouraging the export trade of the industries newly 
established by this aid. 

5. Writing in 1950, while the atmosphere of the 
drafting of ITO and GATT was still fresh, Brown 
says "the problem therefore is not to define the issues, 
to work out fresh theoretical and analytical con
ceptions or to develop revolutionary techniques. It is 
to reach practical agreement on a workable set of rules 
that will contribute to recognized common interests". 4 

At the end of 1963 this is unfortunately still true. 
6. Within the field in which it has worked, GATT 

has done this and has contributed to a reduction of 
tariffs and other barriers to trade; but GATT has 
acknowledged recently that drastic changes are re
quired both in its techniques of tariff reduction ~nd 
in the approach to exports of less-developed countnes. 
As early as November 1961, the GATT Ministerial 
Conference decided to abandon the product-by
product method of tariff negotiations in favour of a 
linear across-the-board approach, and the details of 
the procedure are being worked out _by a special 
committee set up at the May 1963 meetmg of GATT 
Ministers. This same meeting established an action 
committee to assist the contracting parties in the 
implementation of a programme of action sponsored 
by a group of less-developed countries. This called, 
inter alia, for a departure from the principle of non
discrimination to permit developed countries to grant 
preferences to the products of the less-developed 
countries without extending the same treatment to the 
exports of the developed countries. 

a Ibid., Article 10 (3). 
4 Brown, The United States and the restoration of world trade, 

p. 272. 
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7. No difficulty was seen by most countries in the 
acceptance of a resolution calling for the abolition of 
duties in the industrialized countries on tropical 
products-this is a form of preference given to the 
exports of the less-developed countries by defining 
a list of products which are "typical" exports of these 
countries, and do not generally appear as exports of 
the industrialized countries. None the less, EEC 
expressed concern over the significance of such a 
decision for those less-developed countries which 
already enjoy preferences in their exports of tropical 
products to industrialized countries. 

8. For semi-processed and processed manufactures 
however (which are produced both by developed and 
less-developed countries), while recognizing the need 
for assistance to the products of the less-developed 
countries, there was considerable hesitation among the 
developed countries about abandoning or qualifying 
the most-favoured-nation clause in GAIT-and in 
the absence of a clear decision a working party was 
set up to consider this problem and also the wider 
problem of the legal and institutional arrangements 
required to aid the exports ofless-developed countries. 

9. This pressure within GATT has been supple
mented by the work of the Preparatory Committee 
of the United Nations Conference on Trade and 
Development, which has been scheduled for the spring 
of 1964. The discussions in this Committee have 
ranged round five main ideas: 

(I) There has been in the 1950s a worsening of the 
terms of trade between exports of primary products 
and exports of capital goods. Since the less-developed 
countries are mainly exporters of primary products 
and importers of capital goods this means a worsening 
in terms of trade plus an improvement in terms of 
the developed countries. 

(2) Exports of less developed countries have to 
compete on equal terms in world markets with those 
of highly industrialized countries. As regards exports 
of tropical products (tea, coffee, cocoa and tropical 
timber), it has seemed feasible for industrialized 
countries to undertake to remove all tariffs and 
quantitative restrictions by an early date. Since these 
are not generally products of the highly industrialized 
countries, removal of duties will not harm local 
products. There may, however, be difficulties where 
industrialized countries granted preferences to certain 
less-developed countries, previously associated with 
them by political ties. The loss of these preferences may 
have an adverse effect on these less-developed coun
tries. It has, however, been generally accepted that 
such steps should be taken by industrialized countries. 
This, with the solutions to be worked out under (I) 
above, would seem to answer the problem of those 
products-primary products-for which they are 
designed. A solution on a non-discriminatory basis is 
feasible here since the products concerned are mainly 
those of less-developed countries only. 

The question of assisting exports of manufactured 
and semi-manufactured products of the less-developed 
countries has given more difficulty. These are products 
which are exported by both the less-developed coun
tries and the industrialized countries. An attempt is 

being made to define a list of products which are 
typical of the less-developed countries and to pay 
special attention to them within GATT on a non
discriminatory basis. But this has not seemed enough 
either to the group of less-developed countries or to 
some of the industrialized countries which have been 
pressing for a departure from the most-favoured
nation principle. 

There are already permitted departures for exisiting 
historic preferences and free-trade areas and customs 
unions. These have had the effect in recent years of 
creating new preferences amongst industrialized na
tions to the detriment of outside countries (whether 
less-developed or industrialized) EEC and EFT A 
create under existing GATT rules additional problems 
of competitiveness for the manufactured products 
of third countries including less-developed countries. 
The idea of protection for infant industry is accepted 
in GATT. It is understandable that developed nations 
with established economies should be able to seek 
ways of economic co-operation among themselves 
more easily than the less-developed nations. But the 
effect of creation of regional economic organizations 
among the industrialized countries is to protect well
established industry in those countries against the 
competition of the infant industries of the less 
developed. 

Since these countries have not in the past been 
main suppliers of manufactured goods as dealt with in 
GATT XXIV(6), the interest of their development is 
not reflected in consultations as to whether a new 
regional organization affects them adversely. 

In considering the effect of the creation of the 
customs union, the only outside countries who have 
had a right of compensation are those whose past 
trade in a product with the members of the new area 
was such that it formed the basis of a previous 
negotiation in GATT. Less-developed countries, as 
far as their new industrial products were concerned, 
would not be considered. Past trade as a basis ex
cludes, by definition, development. 

The combined industrial exports of the less-de
veloped countries in all fields (except perhaps textiles) 
are very small as compared with the consumption and 
import requirements of the industrialized countries. 
Were it possible, therefore, t9 grant to the products of 
these countries a low rate of duty, which would not be 
granted to imports from industrialized countries, it 
would be possible to encourage the exports of the less 
developed without harming the industries of the 
industrialized countries. Can this be done by amending 
GATT, and if so, in what way? 

(3) GATT is an agreement, granting multilateral 
concessions to all its members in return for concessions 
granted multilaterally by all members. The schedule 
of concessions of a country is the "consideration" for 
the contract under which it benefits from concessions 
granted by other countries. If the ideas mentioned 
above were to be put into effect by the developed 
countries, what is the consideration for this from the 
less developed countries and what are the obligations 
they have to undertake? 

( 4) Assuming that the "western" economies accept 
the above proposition (of positive preference to the 
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exports of less-developed countries), what legal and 
organizational arrangements can be made with the 
"planned" industrialized economies for them to 
achieve similar results? Will the need for co-operation 
between the industrialized countries, free enterprise 
and planned economies be met by expanding GATT 
or must a new and wider organization be set up? 

(5) The less-developed countries need facilities such 
as market research, sales promotion, shipping, in
surance, and credit to carry out their exports. Can these 
facilities be provided by an international organization, 
which will place at the disposal of the exporters of the 
less-developed countries the facilities and "know-how" 
available to the exporters of the advanced countries? 

10. The purpose of this paper is not principally 
to discuss the merits of these ideas but to consider 
what legal and institutional changes are required to 
carry them out. Can GATT do all, and if not, what 
can? 

B. THE ROLE OF GATT 

11. Let us proceed now to consider first what 
changes could be made to GATT to give effect to these 
ideas, and second, which of the functions outlined 
above GATT does not today perform. Clearly the 
problem most close to GATT's present operation is 
that of the trade in exports of the less-developed 
countries, and of the ways of encouraging them. 

12. The Preamble speaks of "reciprocal and 
mutually advantageous arrangements". The idea of 
reciprocity in general is a sound one, and there seem 
to be good reasons for an arrangement which takes the 
form of a contract with obligations on both sides. 
These obligations need not be equal, or demand full 
reciprocity. In fact, Article XXVIII bis 3 (b) of GATT 
has already been taken as capable of interpretation 
by some developed countries that in tariff negotations 
with less developed countries full reciprocity need not 
be sought. 

13. An example of the sort of undertaking which 
could be required from less-developed countries in 
return for preferential concessions may be found in the 
speech by Mr. Brasseur, spokesman of the European 
Economic Community at the GATT Ministerial Con
ference of May 1963.5 It would not appear that any 
change is necessary to the preamble to give effect to 
these ideas. 

14. However, the Preamble does not include any 
references to the positive efforts to foster the exports 
of less-developed countries, though it is interesting 
to note that the Havana Charter in Article I (2) does 
make special reference to fostering and assisting the 
development of these countries. However, the means 
of doing this are not to include preferential discrimina
tion [Article I (3)]. 

15. To give effect to the ideas of discrimination in 
favour of the exports of less developed countries it 
would appear desirable that some reference should be 
made in the Preamble of GATT to efforts to foster the 
exports ofless developed countries. This could be done 
by a short reference in the first paragraph, and also by 
adding after the second paragraph, "Being further 

6 GATI Press Release 750, 17 May 1963. 

desirous of fostering the export trade of the less
developed countries ... ". 

16. This would leave the principle of non-discrimi
nation as a general rule, but admit that the special 
needs of fostering the exports of the less-developed 
countries might warrant a departure from it. 

17. Article I of GATT lays down the most
favoured-nation principle and the question arises 
whether some reference should be made to the 
possibility of departure from this in order to allow 
for new preferences to less-developed countries. 

18. Article XXIV allows the departure from the 
most-favoured-nation clause for customs unions and 
free-trade areas, permitting in these cases the creation 
of new preferences. In the same way as "the contracting 
parties recognize [in Article XXIV] the desirability of 
increasing trade by the development of closer inte
gration", they could recognize the desirability of 
increasing trade by encouraging the exports of the 
less-developed countries (by preferences). 

19. Article XXIV has its basis in regional proxim
ity-it deals with frontier traffic, customs unions and 
free-trade areas-and would not therefore seem to 
be wide enough to cover a general reference to special 
treatment based, not on geographical proximity but 
on development needs. 

20. While it will be considered later whether the 
ideas of special treatment for development needs 
justify a complete new Part of GATT, it is worth 
considering whether at this stage amendments and 
additions to existing articles would not suffice. For 
example, Article I could be expanded by an additional 
sub-section 5 (or a new Article I bis) which would 
permit contracting parties to grant most-favoured
nation treatment to less-developed countries with a 
view to promoting the development needs of these 
countries and in this way to bring about an expansion 
of international trade. This would envisage the 
creation of a "two-tiered" most-favoured-nation 
clause applying on two levels to two different types of 
country which are at different stages of economic 
development. 

21. This clause would include the following main 
points: 

( 1) It would apply not only to tariffs, but also to the 
allocation of quotas where quantitative restrictions 
are applied; 

(2) It would permit industrialized countries to grant 
special most-favoured-nation treatment to other 
countries "less developed", and would permit less
developed countries to grant special most-favoured
nation treatment amongst themselves; 

(3) The most-favoured-nation treatment accorded 
by a contracting party need not cover all or substanti
ally the whole of its trade with the country or countries 
receiving the special most-favoured-nation treatment. 

22. This amendment would be along the lines 
proposed by the group of less-developed countries to 
the Ministerial Conference of GATT-namely, that 
the industrialized countries should be prepared to 
grant preferences to less-developed countries and that 
less-developed countries should be permitted amongst 
themselves to grant preferences. The adoption of these 
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suggestions might be considered to give rise to the need 
of definition of the term "less-developed country." 
And here it would seem that the main emphasis 
should be placed on the ~ompetitive .posit~on of t~e 
country's industry. What IS ~eally ~emg discussed .Is 
the position of those countnes which have only m 
recent years started to lay down their industrial 
development, &e~erally spea~ing w~th the a?sistance 
of the industnaltzed countnes which prov1ded the 
capital equipment and know-how for the establish
ment of these industries. For what period are these 
countries in need and therefore entitled to preferential 
terms of entry into the developed countries? ~r. 
Brasseur Minister for External Trade and Techmcal 
Assistan~e for Belgium, speaking at the Ministerial 
Conference of GATT in May 1963, envisaged a plan 
under which "the industrial countries would consent 
to reduce import duties on certain industrial products 
coming from various developin¥ cou~trie~, for a 
sufficient period to enable the mdu~t~Ies m ~hose 
countries to adapt themselves to conditiOns of mter
national competition. 

23. "In order to encourage the industries enjoying 
such privileged treatment to make the nec~ssary eff<;>rt, 
provision should .be made forth~ ~rog~essive reductiOn 
of this preferential system until It disappeared com
pletely after a certain number of years. As a parallel 
and supplementary meas:ure, the I?rotection. which 
these industries would enJoy on theu domesttc mar
ket-and this protection might be very high or even 
absolute in the initial stages-should gradually de
cline to a level which, while affording them a reason
able margin of security, would expose them to 
international competition as soon as they slackened 
their efforts to maintain a high level of productivity." 6 

24. This idea seems to embody the best of both 
worlds. It recognizes the need to assist the exports 
of the new industry but contains a limitation in time 
and an undertaking of competition which guarantees 
that inefficient industries will not be established. GATT 
is today about to examine the development plans of 
the less-developed countries to see what the implica
tions of these plans are in terms of trade. Mr. Bras
seur's idea seems to envisage for the future that when 
a country is encouraged to set up an industry, the 
terms on which it will export will be part of the plan 
of encouragement and will be given for a limited 
period to ensure that no in~ustry wi!l be set up ":'~ich 
after the period of growth IS not of ttself competitive. 
It would seem necessary to incorporate already today 
somewhat similar provision to cover the exports of 
those industries laid down in recent years by the 
developing countries. 

25. The distinction to be drawn therefore would 
seem to be between industrialized countries and 
countries in the early stages of industrial development. 
Wherever the line is drawn in deciding the border 
between these groups, one thing should be clear: 
that all countries below the line must benefit non
discriminately. 

26. The clause to be introduced could be a pe~
missive one, i.e., "Contracting parties may ... ".This 

6 GATI Press Release 750, p. 5. 

would allow those contracting parties who wish to 
grant special most~favoured-nati<?n treat~ent to do 
so without compelling all contractmg parties to do s@.. 
and would make the operation of the clause by one 
contracting party independent of the agreement of 
another which does not wish to operate it. 

27. This might suggest that the country granting 
special most-favoured-na!ion tr~atment ~ould also 
have the right to determme which countnes should 
benefit but it would be required to do this on a non
discriminatory basis by granting special treatment to 
all countries fulfilling the same objective criteria as 
regards their state of industrial development. 

28. The suggestion that special most-favoured
nation treatment need not cover all or substantially 
all the trade between the country granting and the 
country receiving the treatment is differ:ent from the 
condition at present required under Article XXIV of 
GATT dealing with regional trade organizations, but 
Article 15 of the Havana Charter envisaged such 
arrangements and would seem to be appropriate in the 
sense that if it is possible to assist the development 
of less-developed countries by encouraging their 
trade in certain products this should not be conditional 
on the inclusion of the whole of their trade. 

29. To sum up, Article I could be expanded. so 
that instead of a general most-favoured-natiOn 
treatment applicable to all contracting parties, it 
would permit two different leveis of .most-fav?ured
nation treatment between contractmg parties at 
different levels of development. It has also been 
suggested that less-developed countries whether con
tracting parties or not should be a~le to benefit fro~ 
this two-tiered most-favoured-natiOn treatment-m 
other words, that an industrialized country could 
grant to a non-contracting party, less developed, 
preferential terms t;tot granted .to I!lember deve~oped 
countries. Thus, without entermg mto the ments of 
this idea for less-developed countries which do not 
wish to be contracting parties, it is clear that it means 
that these countries would not undertake the same 
form of contractual obligation in international trade 
as would other contracting parties. This could involve 
a complete change in the rel~tionship between GA !T 
members as contracting parties to an agreement whtch 
all have signed. Were the contracting parti~s to decide 
to do this, the amendment proposed to Arttcle I could 
permit it. 

30. No amendments are required to Articles II 
to XI of GATT. Article XII, however, dealing with 
restrictions to safeguard the balance of payments, 
does not appear to cover a structural balance-of
payments deficit. It permits restrictions "to safegt;ard 
balance of payments, to forestall or stop a senous 
decline in monetary reserves, or in the case of a coun
try with very low reserves to permit a reasonable rate 
of increase". During their period of development, the 
less-developed countries wil~ be inv~sting. hea~ily 
in capital thus likely to expenence dunng thts per~od 
a structural deficit in balance of payments. Article 
XVIII of GATT would appear to cover this aspect 
from the point of view of the quantitative restrictions 
which countries in different stages of development 
may apply, but it is cumbersome of application and in 
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fact only Ceylon has really made use of it. Article XII 
permits all countries, whether developed or not, to 
impose quantitative restrictions; and Article XIII 
lays down that these must be used non-discriminately. 
These countries determine quotas, and under XIII 
2 (d) may allocate these quotas in one of two ways: 
(a) by agreement between all other contracting parties 
having a substantial interest, or (b) when this is not 
practicable, on the basis of past trade. 

31. It is clear that the basis of past trade does not 
meet the need of the development aspect of less
developed countries. If, however, the term "substantial 
interest" were interpreted to mean "from the point of 
view of the exporting countries", there would be 
nothing to prevent the developing countries from 
agreeing that a larger quota (than that justified on the 
basis of past trade) be allocated to the less-developed 
countries; or to put it plainly, that the quota be 
allocated discriminately in favour of less-developed 
countries. Here again, if the products are solely or 
mainly those exported by less-developed countries, 
the problem of discrimination does not arise-for 
example, the industrialized countries adopted in 
GATT a policy of removal of all quantitative re
strictions on tropical products. But, where the question 
concerns products (manufactures and semi-manu
factures) exports of both types of countries, it would 
appear desirable to make some special reference in 
Article XIII allowing a departure from the principle 
of non-discrimination. 

32. Untill961, GATT included Article XIV which 
permitted exceptions to the rule of non-discrimination 
for quantitative restrictions, these exceptions being 
permitted on account of balance-of-payment problems 
in the aftermath of war. This article was on the lines 
of Article XXIII (3) of the Havana Charter and was 
deleted when it was felt that the aftermath of war had 
ended. But, if at the time it was thought that the 
ravages of war justified exceptions to the rule of non
discrimination, it certainly could now be accepted that 
a new Article XIV could be introduced to deal with 
one of the important problems of peace. There could 
be permitted a deviation for a small part of a country's 
imports of a certain product where the benefits to the 
less-developed countries from this deviation outweigh 
damage to other countries. 

33. Article XVI deals with the thorny question of 
subsidies, depreciating them generally, and providing 
for their gradual elimination. There is nothing in this 
article to prevent a less-developed country from sub
sidizing its exports except where the subsidy is applied 
"in a manner which results in that contracting party 
having more than an equitable share of world export 
trade". Here the use of subsidies by one less-developed 
country could result in damage to the export trade of 
another. In other words, the subsidy cannot help to 
remedy the disadvantages in competition from which 
the industries of the newly-developed countries suffer 
in their early years--unless the industrialized coun
tries are prepared to interpret the words "equitable 
distribution" as meaning that the less-developed 
countries should be given a boost. The discussion in 
GATT recently and at the Preparatory Committee 
of the United Nations Conference has frowned on the 

use of subsidies and has seemed to prefer to investigate 
the ways in which the developed countries can assist 
the export of goods from the less-developed countries 
without these having recourse to subsidies. 

34. Article XVII of GATT deals with State trading 
enterprises. While Czechoslovakia is a contracting 
party and GATT has relations with Poland and 
Yugoslavia, it cannot be said that any real attempt 
has been made to solve the trade problems between 
planned and unplanned economies. The renewal of a 
trading interest between the United States and the 
USSR will demand a framework of private inter
national commercial law as between merchants of the 
"planned" economies on the one hand and those of the 
"free enterprise" on the other. To complement this 
field of law it will be necessary in the field of inter
national governmental relations to answer the ques
tion: How can principles of GATT be widened to 
include the planned economies as members? Within 
this question, the part relevant to this paper is how the 
planned economies can do their share in the develop
ment of the export trade of the less-developed coun
tries, both in commodities and in manufactures. If the 
free-enterprise economies accept the principle of 
granting positive preference to the exports of all the 
less-developed countries, how can such assistance find 
its counterpart in the policies of the planned econo
mies. Since the questions here raised are wider than 
that of a mere change in existing GATT rules, they 
will be dealt with separately later. 

35. And now we come to Article XVIII, which 
under the heading of Governmental Assistance to 
Economic Development is the main paragraph in the 
existing Agreement which purports to assist the less
developed countries. The most striking method of 
evaluating what the less-developed countries thought 
about this paragraph is to examine the record of its 
use, which, to say the least, has been negligible. No 
country other than Cuba, India, Haiti and Ceylon 
has evoked the section at all. The first three tried, 
but in the very early days of the Agreement-1949/50 
-and have left it severely alone since. The fourth
even after the review of GATT in 1955-continued to 
bring before the contracting parties a number of 
requests concerning a variety of light industries. In a 
previous paper, "The General Agreement on Tariffs 
and Trades and the developing nations", written in 
1959 at the Harvard Law School, I have examined in 
detail the non-use of this paragraph and the reasons 
for it. The main "benefit" granted to a country which 
qualifies under the section is that it may grant tariff 
protection for the establishment of a particular 
industry and apply quantitative restrictions for balance 
of payments purposes in a manner which takes full 
account of the high level of payment for imports likely 
to be generated by programmes of economic develop
ment. Article XVIII recognizes therefore that pro
grammes of economic development give rise to 
balance-of-payments problems. In other words, if, 
as is happening in the less-developed countries today, 
programmes of industrialization are undertaken, these 
programmes involve purchase of capital goods. What 
Article XVIII allows today is that while these new 
industries are developing, quantitative restrictions may 
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be imposed against imports of competitive goods from 
other countries. Moreover, they are permitted to 
modify or withdraw a concession included in the 
schedule of the country, i.e., a concession previously 
granted by the country in tariff negotiations within 
GATT. What the paragraph did not do and still does 
not do is consider the necessity for positive assistance 
to exports as distinct from protection against imports. 
In other words, while the section recognizes that 
countries "which can only support low standards of 
living and which are in the early stages of develop
ment" or "the economy of which is in the process of 
development" have special problems, the solutions 
proposed by Article XVIII do not seem to have been 
adequate to meet the problems in the eyes of the less 
developed countries who have thus far shown their 
opinion of the article by studiously ignoring it. 
Article XVIII does not permit discrimination against 
any particular country but it does permit discrimina
tion in favour of a certain type of import against 
another-for example, in favour of capital goods 
against consumer goods-but for this type of dis
crimination no special paragraph is required in GATT, 
since so far countries have been free to limit their 
tariffs on whatever items they have seen fit to do so. 
And as regards quantitative restrictions, it is only in 
very recent years that there has been real pressure 
on those countries not within the category of less 
developed to remove such restrictions; in fact, those 
restrictions still existing in the developed countries 
presumably not in conformity with GATT have 
earned the name "hard core", which means that though 
their illegality is recognized, so is their existence. 

36. Article XVIII permits the government of a 
country to take certain measures to assist itself. The 
main ideas at present being discussed in this paper are 
considering the ways in which the industrialized 
countries can assist the less-developed countries. For 
this reason, Article XVIII would appear to be limited 
in the contribution that it can make to the solution 
of these ideas and if, as suggested above, Article I 
would include permission to grant special most
favoured-nation treatment to less-developed coun
tries, no particular amendment will be required to 
Article XVIII. Perhaps some small benefit could be 
granted to less-developed countries if they were per
mitted under Article XVIII to grant quantitative 
restrictions against imports on a two-tiered most
favoured-nation basis by adding a suitable proviso 
to Section 10 of Article XVIII. This would permit the 
limitation of imports of a particular item from de
veloped countries while allowing them from less
developed countries. 

37. But if it were considered desirable to take up 
all the ideas of assistance '"to the export trade of the 
less-developed countries by inserting a new Part to 
the Agreement rather than by amending specific 
paragraphs, then it could well be considered that 
Article XVIII be transferred to this new Part which 
would be headed generally "Assistance to Economic 
Development" and would have two main parts: 
(I) Assis,tance to the economic development of other 
countries; (2) Governmental assistance to economic 
development. 

38. Article XXIV of GATT is considered by many 
countries as being the most modern example of the 
road to hell being paved with good intentions. The 
main purpose of the Agreement-of reducing trade 
barriers and enforcing the principle of non-discrimi
nation-is here to be achieved by the system of raising 
trade barriers and introducing discrimination. The 
idea appears to be that reduction of trade barriers 
on a world-wide basis may be achieved by permitting 
in the interim period regional trade organizations such 
as customs unions or free-trade areas which will in the 
first place eliminate barriers to trade amongst them
selves. The theory is that such organizations will lead 
to a general increase in world trade to the benefit of 
all. So far the only people who really believe this theory 
are those who propound it because they are members 
of the organizations. Those outside have not found the 
theory to be true in practice. Without going here into 
the details of the lively discussion which was held in 
GATT as to the legality within the Agreement of the 
Rome Treaty, or of the Greek association with it, 
it is clear that this Treaty grants to its members new 
preferences against imports from third countries. The 
same is true of the European Free Trade Area. It is 
not mere chance that these are organizations of 
established industrialized countries-it is these coun
tries which are sufficiently advanced politically to 
be able to co-operate economically. Similar attempts 
at creating customs unions or free-trade areas by less
developed countries, as for example the Central 
American Free Trade Area or the Latin American 
Free Trade Area have not met with the same measure 
of success. 

39. The organizations formed thus far have 
created a new idea in international trade, an idea which 
is of great concern to the problem of encouraging the 
exports of the less-developed countries. It is accepted 
that infant industry needs protection and encourage
ment against imports coming from all established 
industries in other countries. The result of the creation 
of EEC and the European Free Trade Area is that in 
all those products produced in the less-developed 
countries which wish to compete in European markets, 
the established industries of the rich countries of 
Europe have created for themselves an additional 
protection against the exports of the infant industries 
of the less developed countries. Whether this was 
intended or not, it is an inevitable outcome of the 
creation of such areas amongst industrialized coun
tries, it being agreed that this creation may well be 
within the framework of the GATT. 

40. Furthermore, there are less-developed coun
tries such as India, Pakistan and Nigeria which used to 
enjoy in the United Kingdom preferences not enjoyed 
by the other members of the European Free Trade 
Area. The abolition of duties within the European 
Free Trade Area must mean that these countries lose 
the benefit of their preferences. EEC has made with 
the eighteen associated overseas territories of Africa 
and Madagascar arrangements under which these 
countries are in fact included within the framework 
of the Customs Union. This means that these coun
tries will enjoy preferences not enjoyed by other less
developed countries. 



A FRAMEWORK FOR TRADE 499 

41. What amendments have to be made to this 
most important article in GATT to assist the exports 
of the less-developed countries? Firstly, as regards 
trade between these new regional organizations and 
third countries, the present position is that under the 
most-favoured-nation rule no concession may be 
granted to a third party unless it is granted to all other 
GATT members. One way of assisting the exports of 
the less-developed countries would be to qualify this 
most-favoured-nation clause so that concessions 
could be given by these regional organizations to the 
less developed countries without them being extended 
to the exports of developed countries. To give a 
concrete example, EEC or the European Free Trade 
Area could grant concessions on a list of products of 
benefit to Brazil (and the other less developed coun
tries), without extending the same concession to the 
United States. The amendment proposed to Article I 
above would cover this. 

42. Secondly, Article XXIV (8) provides that a 
customs union or free-trade area must cover "sub
stantially all the trade between the constituent 
territories in products originating in such territories". 

43. As indicated, such an ambitious conception 
has so far been found possible only by advanced 
countries. It could be suggested therefore that among 
less developed countries a customs union or a regional 
organization should cover certain products of interest 
to trade between these countries whether or not these 
products add up to substantially all the trade. In other 
words, what is suggested is that less-developed coun
tries should be permitted to form a partial free trade 
area on those products in which at this stage they find 
it feasible to do so. As already mentioned, Article XV 
of the Havana Charter envisaged such an arrangement. 

44. The compensation to which a GATT member 
is entitled from the creation of a Customs Union or 
Free Trade Area depends on the tariff concessions he 
has given in the past to the constituent territories of 
these areas. This means that the compensation is based 
on past trade position. The less-developed countries or 
in this context the newly-industrializing countries have 
not created for themselves a position as principal 
suppliers of new industrial goods to the developed 
countries and therefore their needs are not considered 
under what are called XXIV (6) negotiations. What 
must be realized is that a product may be a great part 
of the export of a less-developed country while being 
a very small part of the import of an industrialized 
country. This means that to meet the needs of the 
newly-industrializing countries one has to look at the 
importance of the products to them and not to 
the weight that they have achieved in the markets of 
the industrialized countries. This point has incident
ally the advantage that the total combined exports of 
the newly-industrializing countries might be only a 
very small proportion of the imports to the developed 
countries. If therefore it were considered that creating 
this sort of preference would endanger the integration 
plans of the regional organizations or the established 
industry of industrialized countries, a quota satis
factory to the needs of the less-developed countries 
and applicable to them and them only on a non
discriminatory basis could be envisaged. 

45. The very essence of the word "development" 
implies future requirements and the present Article 
XXIV includes no provisions for dealing with such 
requirements. It would therefore seem necessary to 
allow for consideration in the case of those countries 
whose industries are newly developing of the future 
requirements of these industries. (Looking at the 
problem all round, it would seem reasonable to think 
that if a country established an industry on capital 
equipment financed on long-term loans from the 
United States, the United Kingdom or EEC, then the 
future export needs from these industries should be 
taken in to account in the import policies of the 
countries which encouraged the establishment of these 
industries.) It is essential that compensation be given 
by the customs union or free-trade area-the idea that 
equilibrium will be restored by the third country with 
the withdrawing of a concession to a new regional 
organization as a retaliation for the worsening of 
import conditions to this organization, means a 
contraction of trade and certainly does not help the 
export industries of the less-developed countries. 

46. To sum up this most important article of 
GATT: it enables today the creation of new prefer
ences, which so far have been undertaken by developed 
countries and must therefore operate against the export 
industries of the less developed countries. Secondly, 
these regional organizations cannot extend concessions 
to the less developed countries unless they extend them 
to all GATT countries, industrialized or not. Thirdly, 
the compensation permissible so far under the arrange
ment is based on past trade. Fourthly, regional 
organizations must today cover "substantially the 
whole of the trade between the member States". 

47. The second point mentioned above would be 
covered by amendment as suggested to Article I. 
The third point would require an amendment to 
Article XXIV. The fourth point, covering regional 
organizations, would require an amendment along the 
lines of Article XV 4 (c) of the Havana Charter and 
this could be introduced to Article XXIV. Moreover, 
the Havana Charter envisaged these partial free-trade 
area arrangements for contiguous territories and it 
could be suggested that an amendment to Article 
XXIV (8) of GATT would permit this form of arrange
ment among less developed countries, whether 
contiguous or not. It may be thought that this point 
has already been taken up in Article I but since 
Article XXIV deals with customs unions and free
trade areas it would not seem out of place to make a 
special reference in it to those aspects of these organi
zations requiring amendment to give effect to the en
couragement of the less-developed countries' exports. 

48. Article XXVIII his is the article in GATT 
dealing with tariff negotiations following on Article 
XXVIII dealing with modification of schedules already 
created. Since the schedules already created are the 
result of bilateral negotiations, it would seem that 
even a new interest by a less-developed country would 
not justify a claim for consultations and compensation 
where an item in the schedule was amended. Provision 
should be made in Article XXVIII for consultations 
with less-developed countries where the product to be 
modified in the schedule of an industrialized country 
is either an item on a list generally recognized to be of 
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interest to the less-developed countries or is an item 
of special interest to a particular less-developed 
country or group of countries-these consultations 
to be available whether or not the less-developed 
country had a substantial interest in the product in the 
schedule at the time when it was included, or has such 
an interest (from the point of view of the developed 
country) when the modification is proposed. The point 
here is again that a product may be of vital importance 
to a less developed country without the quantity being 
such as to create what has so far been known as a 
substantial interest in the import pattern of an 
industrialized country. 

49. This is a somewhat different point from that 
discussed under Article XXIV which permits the 
creation of new preferences. However, the main 
article of interest is the one covering the tariff negotia
tions. This already envisages that the less-developed 
countries have certain special requirements. In sub
section 3, the article reads "negotiations shall be 
conducted on a basis which affords adequate oppor
tunity to take into account (a) the needs of individual 
contracting parties and individual industries; (b) the 
needs of less-developed countries for a more flexible 
use of tariff protection to assist their economic 
development and the special needs of these countries 
to maintain tariffs for developmental, strategic and 
other needs of the contracting parties concerned". 
In tariff negotiations, so far there have been bilateral 
negotiations on items of interest to the negotiating 
countries the concessions being afterwards multi
lateralized by negotiations with other interested parties. 
The question of reciprocity has been tackled by 
measuring the trade coverage of the reductions in tariff 
or bindings undertaken by the respective parties. 
There has been a feeling that Article XXVIII bis (b) 
may be read that less-developed countries should not 
be required by the industrialized countries to grant 
full reciprocity and this principle has been accepted 
as part of the Action Programme in the recent GATT 
Ministerial Meeting. However, side by side with this 
it has been accepted that future tariff negotiations 
will not be conducted on a product-by-product basis 
but on a linear "across-the-board" basis. Were there 
to be a reduction all across the board by the indus
trialized countries, there would be no need to consider 
the special problems of the exports of the developing 
countries in this respect. 

50. But it is clear already that certain products 
or groups of products will be exlcuded from the 
across-the-board negotiations. It is therefore of 
interest to the less-developed countries that these 
groups of products should not include products of 
interest to them. And GATT is now drawing up a list 
of such products. Were the idea of preference to the 
export products of the less-developed countries to be 
adopted one could envisage tariff negotiations under 
which "across-the-board without exceptions" would 
apply to the developed countries and "across-the
board with exceptions" to the less-developed coun
tries. GATT does not yet seem to have gone this far 
in its thinking. If it is found that the drawing up of a 
list of products of interest to the less-developed 
countries is feasible in the sense that these products 
will appear in the reduction list, there is no difference 

between the above two approaches. Where products 
exported by the less-developed countries are also ex
ported by the developed countries the idea of a special 
type of list will not provide a satisfactory solution. 

51. It appears that Article XXVIII bis (3) needs 
very little amendment to embody the above ideas. 
So far it is true that it has been understood to cover 
the protective requirements of the less-developed 
countries granting concessions but it could equally 
well be read to cover the export requirements of the 
less-developed countries. To make these requirements 
clear, one could envisage an amendment to 3 (c) 
which would specifically mention the export needs 
arising out of the development programmes of the 
less-developed countries. 

52. The Havana Charter, in Article XVII envisaged 
the tariff negotiations on a selective product-by
product basis, but the wording of Article XXVIII 
bis 2 (a) covers both product-by-product basis and 
"application of such multilateral measures as may be 
accepted by the contracting parties concerned". 
This would include the linear method of reduction. 
Similarly Article XVII (b) of the Havana Charter lays 
down that no member shall be required to grant 
concessions without receiving adequate concessions 
in return. Article XXVIII bis 2 (b) is much more broad 
in its wording and does not insist on such full reci
procity. 

53. At the GATT Ministerial Meeting in May 
1963, it was appreciated that full reciprocity in the 
sense of across-the-board reductions could not 
reasonably be required from the less-developed 
countries, both because their industries, being infant, 
were in need of protection (a protection no longer 
justified to the industries of the industrialized coun
tries) and also because of the need for tariffs for 
revenue purposes. But the way this has to be done has 
not yet been worked out. If the pattern of"agreement" 
is to be continued, it would suggest that there should 
be some form of consideration on behalf of those 
less-developed countries who wish to benefit from 
whatever concessions may be granted-and this 
consideration could well take the form of an under
taking for the future as envisaged in the Brasseur 
speech to which I have already referred above. In 
other words, and this would seem to remedy the 
inequality under the previously existing tariff negotia
tions in GATT, the time element should be introduced, 
real concessions being asked from the infant-industry 
countries only when their industries have reached a 
certain stage of establishment, but obligations being 
undertaken at the present by the less-developed 
countries to introduce such measures when their 
industries have reached the necessary maturity. 

54. But since the idea of the non-insistence on 
full reciprocity is one to which much lip service has 
been paid it might be as well to ensure its observation 
by making special reference in Article XXVIII bis (2) 
by the addition of a new sub-section 3 (d) which would 
incorporate the idea that less-developed countries 
cannot grant immediately concessions amounting to 
full reciprocity and that the consideration for their 
benefiting from concessions in the Agreement should 
bear in mind again the state of their development. 
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C. CoNCLUSION ON AMENDMENTS TO GATT 

55. It has been suggested above that GATT re
quires basic amendment in order to enable it to give 
effect to ideas concerning positive assistance to the 
export trade of the less-developed countries in addition 
to its present provisions which permit assistance by 
way of protection. The main amendment proposed has 
been to Article I and there have also been suggested 
consequent amendments to other articles to give effect 
to the idea of special most-favoured-nation treatment 
to less developed countries. What is really needed is a 
complete revision of GATT so that it could incor
porate all these ideas. It might well be that at this 
revision it would decide to leave the Agreement in its 
present form and amend it along the lines suggested 
above. It could also be considered that the idea of 
positive assistance to the export trade of the less
developed countries and the ideas of the special 
problems of expanding the trade of the less-developed 
countries are so great as to justify a complete new part 
to GATT, which would come in place of the present 
Part 3 and would take up all the ideas discussed 
concerning "Expansion of trade of less-developed 
countries". The present Part 3 would then become 
Part 4. Whichever way is decided on, what is really 
important is to accept the ideas and put them into 
effect as quickly as possible. The problem is what to 
do, and not so much how to word it. 

D. INSTITUTIONAL AND LEGAL ARRANGEMENTS 

56. Before determining what institutional and 
legal arrangements are necessary to aid the develop
ment of trade with the less-developed countries, one 
must decide clearly what functions have to be per
formed. 

57. These functions appear to be: 
(a) Commodity arrangements; 
(b) Preferential terms for the industrial exports 

of the less-developed countries; 
(c) Assistance to the trade of the less-developed 

countries by the planned economies; 
(d) Export facilities. 

58. GATT is today the competent authority for 
inter-governmental arrangements for the movement 
of goods in international trade, having a geographical 
limitation in the sense that the planned economies do 
not participate. GATT would therefore seem to be the 
proper body to undertake the encouragement of the 
development of the trade of the less-developed 
countries towards all those industrialized countries 
which are members. 

59. These countries will, however, have to decide 
if they are prepared to accept the sort of Agreement 
which will assist the exports of the new industries of the 
less-developed countries rather than merely permit 
them protection. If they are, the inter-governmental 
arrangement seems capable of solution as far as 
exports to the industrialized free-enterprise countries 
are concerned. If they are not, it is not reasonable to 
suppose that the entry into the discussion by the 
industrialized countries of the planned economies will 
persuade them favourably. The changing of forum 

from GATT to the United Nations will not of itself 
change the political will of the industrialized countries. 
But it may be that because of the discussions taking 
place within the framework of the Preparatory Com
mittee for the United Nations World Trade Confer
ence, these countries will be prepared to accept rather 
earlier the ideas of preference to the less-developed 
countries which they have been discussing in a favour
able way within their own organization. What is 
needed is not discussion but decision, and after the 
decision, action. If GATT decides, it can act. 

60. The planned economies must make their 
contribution in the way which fits in with their type of 
planning. It will be of no assistance to the export plans 
of the less-developed countries if their problems are 
used as a springboard for criticism of what the 
industrialized countries of the free enterprise world 
have or have not done. At this stage, the proper course 
would appear to be that within the framework of the 
trade of the free enterprise world, GATT should be 
encouraged to amend itself in the light of new ideas 
and within the framework of the trade with the planned 
economies these countries should operate in a favour
able sense. 

61. As regards commodity arrangements it cannot 
be said that GATT has in the past acquired experience 
either in controlling production or distribution of 
primary commodities or in the supervision of com
pensatory financial schemes which have been discussed 
to remedy the deterioration in the terms of trade of 
the less-developed countries. When it is clear what 
commodity arrangements will be laid down, it will be 
necessary to determine the organization required 
which could be, but need not necessarily be, within 
the framework of GATT. 

62. As regards those functions which are financial, 
it would seem that the International Monetary Fund 
is the competent and the proper authority both for 
receiving international funds and for channelling them 
to the appropriate recipients. It could also be the 
proper authority for financial facilities to the trade 
of the less-developed countries and for improving the 
clearing arrangements amongst its members. Here too 
there is a part for the planned economies to press ahead 
rapidly with the ideas they have discussed for an 
international clearing arrangement within their own 
framework. 

63. And lastly, since the whole problem that has 
been discussed is the part that trade can play in 
development, there is a function to be performed by 
those international organizations which are working 
on development, and these organizations should take 
upon themselves to create· and develop the facilities 
required by the less-developed countries in order that 
they may be able to export those products which they 
have created in accordance with the development 
plans which they have adopted. 

64. Four different types of organizations have a 
part to play: GATT, the International Monetary Fund, 
the development organizations and the planned 
economies. The co-ordination between them and their 
united decision to act can and should be the function 
of the United Nations Conference on Trade and 
Development. 
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BIBLIOGRAPHICAL NOTE 

Important GATT documents are printed in a series called Basic Instruments and Selected Documents 
(generally referred to as "BISD"). Vol. I of this series contains the original text of the General Agree
ment. Vol. III gives the text of the General Agreement as of 1958. It should be observed, however, that 
various changes, mostly of a minor nature, have been made in the text of the Agreement since then. 
Vol. p contains various decisions, declarations, resolutions, rulings and reports made up to 1952. Since 
1952, material of this type has been reproduced in annual Supplements. The First Supplement is dated 
March 1953. The latest Supplement available, the Eleventh, covers the period up to November 1962. 
In the text of this report, references are often made to these Supplements. A reference of the following 
form: (IOS/35) means that the relevant information is available in the Tenth Supplement, page 35 (and 
sometimes also on subsequent pages). 

Periodically, the Supplements carry an accumulated Index classifying material in the Supplements 
published to date, including Vol. II. The latest such Index is in the Tenth Supplement. 

An interpretative comment on the provisions in the General Agreement is available. This Analytical 
Index of the General Agreement (revised), compiled in 1959, provides an insight into the drafting of and 
historical background to the provisions of the General Agreement. 

Most of the material used in this report is taken from the BISD series. However, unpublished documents 
have also been liberally consulted. In such cases, references have been made to the internal document 
numbers. 

As to outside sources, it might be noted that analytical literature on GATT is almost non-existent. Two 
items could be mentioned, namely Israel Gal-Edd, GATT and the Developing Nations, Israel, May 1961 
(35 pages), and Jean Royer, In Defence of GATT, Royal Institute of International Affairs, London, 1963 
(15 pages). 

I. THEORY OF THE ROLE OF TRADE 
IN A DEVELOPMENT PROCESS AND 

PLAN OF THE STUDY 

I. A special difficulty encountered in assessing 
the significance of GATT for under-developed 
countries arises from the fact that there is no generally 
accepted theory explaining the role of trade in a 
development process. Since without a theory it 
would be impossible to indulge in meaningful 
empirical explorations, an attempt must be made to 
outline the essentials of the theory of the role of 
trade in a development process which is to be used 
for interpretative purposes here. Such an outline also 
has the attraction of enabling the reader to see more 
clearly the basic position, or starting-point, taken up 
by the author in dealing with this controversial 
question with its multitude of political undertones 
and overtones. 

2. The prevailing theory of international trade 
is the neo-classical reallocation theory. According 
to this theory, a country should, on the whole, pursue 
free trade in order to reap the full benefits of inter
national specialization. Under free trade, ealh country 
specializes in the production and export of goods 
which use up less resources than would b,~ needed 
to produce domestically those products it imports. 
Through appropriate expenditure policies, a country 
can maintain external and internal equilibrium 
simultaneously without imposing trade barriers of 
any kind. Although the theory is usually put in terms 
of allocating existing resources through trade in the 
most efficient way, it should be noted that it contains 
various implications for growth theory. The central 
one is that, by providing for the most efficient alloca
tion of existing resources, the highest possible income 
is realized and thereby, it could be argued, the best 
basis for the continued accumulation of additional 
resources, particularly of capital, is established. 

3. This neo-classical reallocation theory need 
not be spelled out in any greater detail since it is well 
known. Its characteristics will also be brought out 
when it is contrasted with the presently emerging 
rival theories dealing with the special problem of 
trade and under-developed countries. New theories 
are being formulated as a result of a growing belief 
in the possibility, or the fact, that the conventional 
trade theory does not offer adequate insights into the 
role of trade in promoting economic development. 
The author shares this belief strongly. The theory 
of trade and development, to be outlined below, will 
thus be used to furnish the criteria on which the author 
judges the significance of GATT for under-developed 
countries. 

4. In the analysis a distinction will be made 
between, on the one hand, trade between under
developed countries and advanced industrialized 
countries and, on the other hand, trade among under
developed countries themselves. 

A. Trade with advanced industrialized 
countries 

5. The strategic role of trade with advanced 
countries is that it enables under-developed countries 
to import various goods which cannot be produced 
at home but which are, or at least appear to be, 
necessary for the maintenance and expansion of 
production. We shall refer to these products of 
crucial importance in the development process as 
"input imports". Input imports can be divided into 
two components: "maintenance imports" and "ex
pansion imports". 

6. Maintenance imports consist of capital goods 
for replacement purposes and raw materials needed 
to keep the productive capacity intact and existing 
domestic factors of production fully employed. If 
maintenance imports cannot be obtained in sufficient 
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quantities, production will not be as high as existing 
capacity would permit and productive capacity will 
be impaired. 

7. Expansion imports are those imports of various 
capital goods needed to ensure that additional 
domestically generated factors of production, i.e., 
savings and increases in the labour supply, can be 
absorbed in the productive process and not frustrated. 
If under-employment of existing domestic factors 
is to be avoided before additions to capacity are made, 
expansion imports represent an import need to be 
fllled after maintenance imports have been made in 
sufficient quantity. 

8. We thus find, or rather assert, in this brief 
exposition that there is a minimum amount of im
ports which must be made to avoid under-employ
ment of existing resources or under-utilization of 
current additions to domestic resources which could 
be created. The next element in our theory of trade 
between under-developed and advanced industrialized 
countries is the recognition of the limited capacity 
of under-developed countries to export to the develop
ed conntries. The past difficulties of under-developed 
countries in expanding their exports to advanced 
countries are widely recognized and all projections 
of future exports indicate that no change can be 
expected. To see more clearly the wide implications 
of this limited capacity to export, it might be useful 
to identify the reasons why it is difficult for an under
developed country to expand its exports. To do this, 
we shall distinguish between raw material exports 
and exports of manufactures. 

9. The chief obstacle to the exports of raw 
materials and foodstuffs is a well-known one-namely, 
the low price and income elasticity of demand for 
these products. The opportunities for under-developed 
countries to increase their exports of raw materials 
might well be exhausted, at least in the sense that the 
factors which determine their future foreign exchange 
earnings from raw materials exports are largely out
side of their own control. 

10. As to manufactures, the difficulties of ex
panding exports stem not so much from the demand 
situation abroad as from the supply situation at home. 
There are great difficulties for an under-developed 
country to produce goods that can be marketed 
successfully in advanced countries. Manufactures 
from under-developed countries suffer from too many 
short-comings in quality, design, degree of stan
dardization, reliability of contracted delivery dates, 
etc., to be readily acceptable to discriminating 
buyers in high-income countries. Only the less 
complicated consumer goods, such as textiles, which 
are demanded in under-developed as well as advanced 
countries, seem to have found a worthwhile market 
in advanced countries.1 

1 According to the factor proportions theory, the under-developed 
countries would experience no particular difficulties in exporting 
manufactures to advanced countries. The under-developed coun
tries would have a comparative advantage in relatively labour
intensive manufactures and they could thus he expected to export 
such products to the advanced countries. The implications of this 
factor proportions theory differ, indeed, from what we observe 
in reality. The author has elsewhere attempted a more systematic 
explanation of the pattern of trade which differs from the conven
tional factor proportions theory. (An Essay on Trade and Transforma· 
tion, John Wiley & Son, New York, 1961, pp. 82-124.) 

11. It is important to observe that those export 
difficulties are structural in the sense that they would 
persist even if an under-developed country pursues 
ideal expenditure policies, and avoids obstructing 
exports through inflationary policies. This nota bene 
should be made to underline the peculiar difficulties 
of under-developed countries, but it should not, on 
the other hand, be allowed to obscure the fact that 
many such countries probably compound their 
difficulties through their fiscal and monetary policies. 

12. At this stage the main conclusion can be 
dravvn. If there is a minimum amount of input im
ports needed to realize the growth potential of the 
economy, and if there is a maximum amount of 
goods that can be exported, then it is evident that 
the minimum amount of input imports may exceed 
the maximum amount of exports. To the extent the 
exports of the under-developed countries are hampered 
by trade obstacles in industrialized countries and to 
the extent their imports also consist of non-inputs, 
the risk of the minimum amount of input imports 
exceeding the maximum amount of exports increases. 

13. A large number of under-developed countries 
seem to find themselves in the frustrating situation 
where they face what can be referred to as a "foreign 
exchange gap", i.e., a structural deficit on their 
programme balance of payments. This programme 
deficit may be reflected in an actual deficit if the coun
try can find extraordinary means of covering the 
deficit, for instance, through international aid or a 
run-down of foreign exchange reserves. Or it will 
be reflected in a quantity of input imports lower than 
what is compatible with the full exploitation of the 
growth potential of the economy. 

14. The principal theoretical implications of these 
observations are as follows. The potential role of trade 
in a development process is more important than is 
indicated by conventional trade theory, which regards 
trade as a way of securing, through exports, the means 
of paying for imports which, at the margin, would cost 
more to produce at home than the exports; the factual 
role of trade might be less significant than the potential 
role since it might prove impossible to finance the 
minimum amount of imports; the traditional balance
of-payments mechanism does not work since, even 
if it were politically feasible to take appropriate 
measures on the expenditure side, this need not 
produce simultaneous internal and external equilib
rium; thus, the basic postulate in the pure theory of 
trade that external and internal balance can always 
be achieved through optimum expenditure policies 
does not hold; consequently, the commercial policy 
conclusions derived from the pure theory of inter~ 
national trade are not applicable to under-developed 
countries. 

B. Trade among under-developed countries 

15. Disregarding the important fact that there 
are great differences in the level of development 
among under-developed countries, there is no reason 
why the relationships which lead to a reformulation 
of the theory of trade between developed and under
developed countries should apply to trade among 
under-developed countries. There is no reason why 
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there should arise a genuine foreign exchange gap 
between under-developed countries. There is no 
minimum amount of input imports which must be 
had from other under-developed countries and which 
could not be produced in the under-developed 
country itself. With appropriate expenditure policies, it 
should be possible to achieve balance in the payments 
among under-developed countries without impairing 
internal balance. This means that the commercial 
policy conclusions of the conventional theory of 
international trade should apply to trade among 
under-developed countries. In other words, trade 
among under-developed countries is a way of ensuring 
that existing and future productive resources
particularly within the growing manufacturing sector, 
which is inside the market system and can thus be 
affected by foreign trade-are allocated in the most 
efficient way. The importance of the allocative aspect, 
which is the kernel of conventional trade theory, 
should be stressed in the present context since it is 
easy to overlook it amidst critical comments on 
conventional trade theory as applied to the relation
ships between developed and under-developed 
countries. Intensive trade between under-developed 
countries should also stimulate economic development 
by enabling constructive competition to take place 
and by causing the size of production units to be 
optimal. Through trade, the wasteful duplication of 
small, inefficient monopolies can be avoided. 

16. Thus, as regards trade among under-developed 
countries, the commercial policy conclusions derived 
from the conventional pure theory of trade should be 
applicable even if a variety of further considerations 
need to be taken into account. Most important 
among these is the fact that the differences in develop
ment levels as between under-developed countries 
are pronounced. Furthermore, to the extent develop
ment plans rather than price signals have a decisive 
influence on the pattern of growth, it is necessary to 
have an international confrontation of development 
plans in order to implement the commercial policy. 

C. GATT doctrine 
17. Now, as to the commercial policy doctrine 

embodied in GATT, it is basically that which can be 
derived from the conventional neo-classical theory. 
GATT is-as recently stated by its Executive Secre
tary-"a distillation of past experience-a codification 
if you will-of conventional thinking of the nine
teenth and twentieth centuries" 2 (INT(63)482). The 
basic function of GATT is to promote growth and 
stability by bringing about the general removal of 
trade obstacles. Member countries assume certain 
obligations vis-a-vis one another. The principal 
obligations can be summarized as follows: no member 
shall maintain any man-made trade obstacles except 
tariffs and equivalent charges: trade obstacles actually 
maintained must be operated in a non-discriminatory 
fashion; through reciprocal concessions attempts 
should be made at tariff conferences to negotiate the 

• It should be noted, to avoid making a quotation out of context, 
that after having made this observation he goes on to say that, 
although this is not in itself a small achievement, new initiatives 
must be implemented to assist the under-developed countries in 
their trade problems. 

removal or reduction of tariff obstacles actually 
maintained; to the extent thay they have been reduced 
or eliminated they must not be reintroduced or in
creased during the period covered by the specific 
agreement. 

18. But, even if the commercial policy doctrine 
on which GATT is based is derived from conventional 
trade theory, this has not prevented the limited ap
plicability of this theory from being implicitly, if 
not explicitly, recognized within GATT in actual 
practice. This change in attitude was first observable 
in the latter part of the fifties. There are now various 
activities or provisions which, whether they are 
effective or not, relate to the special problems of 
under-developed countries and which make sense 
only in the light of an alternative trade theory. Thus 
some of the activities of GATT differ in practice from 
its fundamental, or original doctrine. 

D. Plan of the study 

19. In the light of our theoretical discussion and 
characterization of GATT, the following two ques
tions appear to be the most meaningful in a study 
of the significance of GATT for under-developed 
countries: 

(i) What are the advantages and disadvantages for 
an under-developed country of adhering to an inter
national trade organization which is built on a com
mercial policy doctrine with poor applicability to 
the trade problems of under-developed countries? 

(ii) To what extent has a trade theory more appli
cable to them been recognized and implemented? 

20. After the survey in Chapter II of the member
ship structure of GATT, these two questions will be 
taken up in Chapters III and IV. In Chapter III, there 
will be a discussion of the advantages and disadvan
tages for an under-developed country of belonging 
to an international organization applying the con
ventional commercial policy doctrine. We shall see 
how the advantages have been reduced by the in
dustrialized countries having, inside or outside of 
the letter of the Agreement, not wished to adhere 
fully to the commercial policy doctrine on . which 
GATT is originally based. We shall also see how the 
obligations incumbent on the under-developed coun
tries through their belonging to GATT have been 
alleviated in various ways. In Chapter IV the pros 
and cons of the new departures in commercial policy 
will be analysed. 

21. In Chapter V, general conclusions are set 
out. 

II. MEMBERSHIP STRUCTURE OF GATT 

22. As ofthe end of September 1963 the following 
56 countries are full members, i.e., contracting parties, 
of GATT: 

Australia 
Austria 
Belgium 

*Brazil 
*Burma 
*Cameroons 

Canada 
* Central African 

Republic 
*Ceylon 
*Chad 
*Chile 
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*Congo (Brazzaville) 
*Cuba 
*Cyprus 

Czechoslovakia 
*Dahomey 

Denmark 
* Dominican Republic 

Finland 
France 

*Gabon 
Federal Republic of 

Germany 
*Ghana 

Greece 
*Haiti 
*India 
*Indonesia 
*Israel 

Italy 
Japan 

*Kuwait 
Luxembourg 

* Federation of Malaya 
* Mauritania 

Kingdom of the 
Netherlands 

New Zealand 
*Nicaragua 
* Federation of Nigeria 

Norway 
*Pakistan 
*Peru 

Portugal 
Federation of 

Rhodesia and 
Nyasaland 

*Senegal 
* Sierra Leone 

South Africa 
Spain 
Sweden 

* Tanganyika 
*Trinidad and Tobago 
*Turkey 
*Uganda 

United Kingdom of 
Great Britain and 
Northern Ireland 

United States of 
America 

*Upper Volta 
*Uruguay 

23. There are also five countries which have 
acceded only provisionally: 

* Argentina * United Arab Republic 
Switzerland * Yugoslavia 

*Tunisia 

24. Two countries participate in the work of 
GATT under special arrangement: 
* Cambodia (expected to become full member of 
GATT before the end of 1963) and Poland 

25. The following ten countries belong to a 
separate category of "countries to whose territories 
the GATT has been applied since 1948 and which 
now, as independent States, maintain a de facto 
application of the GATT pending final decisions as 
to their future commercial policy": 

*Algeria 
*Burundi 
*Congo (Leopoldville) 
* Ivory Coast 
*Jamaica 

* Madagascar 
*Mali 
*Niger 
*Rwanda 
*Togo 

26. All in all this means that, as of the beginning 
of October 1963, 73 countries are members of GATT. 

27. Countries which, in this report, are going 
to be treated as under-developed are marked by an 
asterisk in the above lists. For convenience, under
developed countries are referred to below as "u
countries": the developed, or industrialized, countries 
will be referred to as "i-countries". The classification 
used here is not an official GATT classification but, 
on the whole, based upon the group to which the 
different countries' have in various GATT contexts 
referred themselves. As all distinctions between u
and i-countries, the one made here is open to criticism. 
Whether, for instance, Greece, Israel and Kuwait 
now belong to the one or the other category can be 

argued forever. Happily enough, however, we need 
not bother much with the details of the classification. 
In the present context, the actual classification matters 
only for the result of various tabulations made in 
the analysis. Since these results would not change 
materially from a reclassification of the "in-between" 
countries, such a reclassification would not greatly 
affect whatever conclusions can be reached. Thus, 
there is no need for a lengthy defence of the ap
propriateness of the criteria upon which the clas
sification has been made in the above lists. 

28. On the basis of this classification, there are 
48 u-countries in GATT. Among the contracting 
parties, i.e., the only members with voting rights, 
the proportion is 31 u- to 23 i-countries. The voting 
balance-if not the balance of power-has shifted 
markedly during the past few years when the pro
portion of u-countries has been rising. But all through 
the fifties the number of u-countries was never much 
lower than that of the i-countries. Among the original 
contracting parties, there were 10 u-countries to 13 
i-countries. That proportion was fairly typical for 
earlier years. 

29. An impression of the membership structure 
through earlier years can be gained from Table 1,3 

which describes the activities of u-countries at the 
various tariff conferences which have been held. It 
might be observed, in this context, that many coun
tries have permitted a long time to lapse between 
negotiating for accession and actually acceding. 
Uruguay, for instance, negotiated for accession at 
Annecy in 1949 but did not become a contracting 
party until 1953. The i-countries were all members of 
GATT by the end of 1951, with the following ex
ceptions: Japan (1955), Switzerland (1958), Poland 
(1959), Portugal (1962), Spain (1963). 

30. The following list enumerates the 33 u-coun
tries which are members of the UN butnotofGATT: 4 

Afghanistan 
Albania 
Bolivia 
China (Taiwan) 
Colombia 
Costa Rica 
Ecuador 
El Salvador 
Ethiopia 
Guatemala 
Guinea 
Honduras 
Iran 
Iraq 
Jordan 
Laos 
Lebanon 

Liberia 
Libya 
Mexico 
Mongolia 
Morocco 
Nepal 
Panama 
Paraguay 
Philippines 
Saudi Arabia 
Somalia 
Sudan 
Syria 
Thailand 
Venezuela 
Yemen 

31. As can be seen from the list of non-members, 
China, Lebanon, Liberia and Syria do not belong to 
GATT. These four countries were, however, once 
contracting parties but in the first years of GATT's 

a Seep. 507. 
• A number of these countries participate as observers of Minis

terial Meetings and Sessions. See further, Chapter IV, A. 



THE SIGNIFICANCE OF GATT 

TABLE 1 
Number of agreements entered into by the various u-countries at the tariff conferences 

Legend: Where there are two numbers for a u-country under a particular tariff conference the first gives the total 
number of agreements concluded by that country at that particular tariff conference and the second indicates the number 
of agreements concluded with other u-countries. A zero means that the country, although a member or negotiating for 
membership, did not conclude any agreements. A dash means that the country was not yet, or no longer. either a member 
or negotiating for membership at that conference. When colwnns are added It should be observed that total numbers 
have been properly adjusted in order to avoid double-counting of agreements among u-countries. Thus, when we add 
the Aunecy column, for example, we get the numbers 86, 20, but since the number 20 is derived by counting each intra-u-
country agreement twice a reduction of I 0 has been made giving the result which can be read oft', namely, 76, 10. At 
Geneva in 196(}.1961, EEC has been counted as one single country. This might he thought as inaccuraae for the com-
parative purposes. However, it would also he misleading to count an agreement with EEC as six agreements, since the 
alternative to an agreement with EEC need not he six agreements but could even be no agreement at all. Cambodia, 
Chile, Haiti, Israel and Peru concluded agreements with EEC. 

Coutllry Geneva 1947 Annecy 1949 Torquay 1951-1951 Geneva 1956 Geneva 1960-1961 Total 

Brazil 14, 5 6, 2 2, 0 0 0 22, 7 
Burma. 7, 2 0 0 0 0 7, 2 
Cambodia 5, 0 s, 0 
Ceylon. 7, 1 4, 0 2 0 0 13, 1 
Chile 12, 4 9, s 3, 1 2, 0 1, 0 27, 10 
China 16, 6 6, 1 22, 7 
Colombia 0 0 
Cuba 6, 3 1, I 0 2, 0 0 9, 4 
Dominican Republic 9, 2 3, 0 2, 0 0 14, 2 
El Salvador . 0 0 
Ghana. 0 0 
Guatemala . 0 0 
Haiti 10, 3 2, 0 2, 0 2, 0 16, 3 
India 9, 3 6, 1 7, 3 0 4, 0 27, 8 
Indonesia 8, 1 0 0 8, 1 
Israel 11, 0 11, 0 
Korea . 0 0 
Lebanon/Syria 6, 1 2, 0 0 8, 
Liberia 6, 1 0 6, 
Malaya 0 0 
Nicaragua 9, 1 0 0 0 9, 1 
Nigeria 3, 0 3, 0 
Pakistan . 9, 3 4, 0 s, 1 0 1, 0 19, 4 
Peru 0 13, 3 1, 0 2, 0 16, 3 
Philippines . 0 0 
Sierra Leone 0 0 
Turkey 17, 3 1, 0 0 18, 3 
Uruguay. 14, 3 4, 2 0 0 18, 5 

TOTAL 72, 14 76, 10 59, 7 10, 0 29, 0 246, 31 

Sources: Original sources which exlst within the particulat Division of the GATI secretariat that deals with tariff negotiations, 

existence relinquished their membership. In the docu
ments made available to the secretariat of GATT 
on their secession, there were at least in one case 
some references to the small advantages of member
ship and the limitations on the liberty to formulate 
commercial policy. Whether these arguments are 
valid or not should become clear from our analysis 
of the significance of GATT for u-countries. 

III. ADVANTAGES AND DISADVANTAGES 
FOR UNDER-DEVELOPED COUNTRIES 
ARISING FROM GATT PROVISIONS 

BASED ON THE CONVENTIONAL 
COMMERCIAL POLICY DOCTRINE 

A. Advantages 

(1) REMOVAL OF OBSTACLES TO EXPORTS 
FROM UNDER-DEVELOPED COUNTRIES 

507 

32. Colombia, Korea and the Philippines, also 
non-members today, negotiated for accession in the 
first period of GATT's activities but never actually 
acceded. 

33. Finally, it should be noted that there have 
been some recent attempts to widen the membership 
in GATT by creating a special new form of member
ship, or association, for u-countries which could not 
consider themselves in a position to accept the obliga
tions of full membership. A Working Party was set 
up in 1963 to investigate the matter. Meeting oppo
sition from both u- and i-member countries, the 
attempts to create a new membership class have stalled. 

34. According to the GATT doctrine, quantitative 
restrictions should not be employed at all in trade 
between GATT members. By participating in tariff 
negotiations, a u-country also has an opportunity of 
trying to reduce or eliminate tariffs and various other 
similar trade obstacles on products which are of 
particular interest to it. It would be useful to determine 
the extent to which u-countries have found it worth
while to participate in these tariff conferences. 

35. The techniques employed in the tariff con
ferences held so far have been as follows. Countries 
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which wish to participate address lists to each other 
containing their requests for tariff reductions. On the 
basis of such request lists, offer lists are prepared 
and bilateral negotiations take place. No country is 
forced to give any concessions it does not want to give. 
Non-tariff trade obstacles are negotiable in principle 
(but have not proved to be so in practice). To 
negotiate for a particular concession, a country must 
be principal supplier of the product in question to 
the country with which it wishes to negotiate, or at 
least it should have a "substantial interest" in the 
product. To the extent that negotiations are successful, 
bilateral agreements are concluded establishing the 
concessions agreed upon. These concessions are then 
brought together into a schedule of concessions 
granted by each country. As a result of the most
favoured-nation provision of the Agreement, con
cessions negotiated with one country are extended 
to all countries, i.e., also to countries not participating 
in the conference. (For a more detailed account of 
the procedures of the latest tariff conference, see 
88/101.) 

36. There have to date been five tariff con
ferences-namely, those held at Geneva (1947, 1956 
and 1960-61), at Annecy (1949) and at Torquay 
(1950-51). In 1964, there is going to be another 
conference, usually referred to as the "Kennedy" 
round. This conference is to be based on a different 
technique, with across-the-board, linear tariff re
ductions (see further, Chapter IV). At Annecy, the 
negotiations were only between acceding countries 
and original contracting parties and among acceding 
countries themselves. At Geneva in 1960-61, there 
was first an extensive round of renegotiations caused 
by the formation of the EEC and the adoption of a 
common external tariff which caused a variety of 
modifications in the concessions which the individual 
members of the Community had negotiated separately 
over the years (see further III B 5). Then followed the 
ordinary tariff negotiations (the "Dillon" round). In 
between general tariff negotiations, there have been 
two special rounds when Japan and Switzerland 
acceded to GATT. 

37. Table 1 lists, in respect of the five tariff 
conferences, all u-countries which have had some 
connexion with at least one conference. This means 
that the list, to begin with, includes all u-country 
members even if they did not actually negotiate. It 
also includes all u-countries which indicated a wish 
to negotiate for accession even if they did not, in the 
end, conclude or even initiate such negotiations. 
Where two numbers are given for a country under a 
particular tariff conference, the first shows the total 
number of agreements concluded by that country 
at that tariff conference, and the second indicates the 
number of agreements concluded with other u-coun
tries. Thus, the table shows that Chile, for instance, 
concluded a total of nine agreements at Annecy, of 
which five were with other u-countries. By reading off 
the rows, we see that, all in all, Chile has concluded 
27 agreements, of which 10 are with other u-countries. 
By reading off the columns, we find that u-countries 
at Annecy, for instance, concluded a total of 76 
agreements, of which 66 were between u-countries 

and i-countries and 10 among u-countries themselves. 
For the purposes of totalling, agreements between 
two u-countries have, of course, been counted as one 
agreement only. The grand total shows that, at all 
tariff conferences, u-countries have concluded a total 
of 246 agreements, with 31 agreements among them
selves. A zero for a country at a conference indicates 
that the country in question did not conclude any 
agreements at that conference, although the country 
was a member or had indicated a wish for negotiating 
for accession.5 A dash sign indicates that the country, 
at the conference in question, was not yet or no longer 
a member or, alternatively, was not negotiating for 
accession. 

38. Table I is in many respects revealing. It 
appears that participation of u-countries at tariff 
conferences has been very spasmodic. Twenty u
countries have concluded agreements, but no u
country, with the exception of Chile, has concluded 
agreements at each of the five conferences. Only 
Haiti, India and Pakistan have concluded agreements 
at four of the conferences. Furthermore, it appears that 
participation in tariff conferences has been declining. 
The low number of agreements at Geneva in 1956 
is noteworthy. Although the number rose at the latest 
conference, this increase from 10 to 29 agreements 6 

is to a large extent attributable to the classification 
of Israel as a u-country. Israel, which acceded at 
Geneva in 1960-61, concluded as many as 11 agree
ments. It might also be argued that the increase in 
the number of agreements concluded by u-countries in 
1960-61 is due to the fact that, whereas no u-country 
wanted to accede in 1956, two such countries wished 

• It would be interesting to try to determine what lies behind the 
zeros in the table in order to see which countries participated 
actively in the negotiations without finding it possible to conclude 
any agreement, and which countries chose not to participate at all 
although they were members. An investigation of this nature is, 
however, difficult since there is no single good criterion for deter
mining what should be understood by "active participation". 'There 
are, in fact, many degrees of intensity of participation or non
participation that could lie behind a zero. The country in question 
may: 

(i) have been negotiating for accession and may even have negoti
ated agreements whilst not, in the end, acceding. To this 
category belong Colombia at Annecy and Korea and the 
Philippines at Torquay; 

(ii) have exchanged offer lists and bargained with various countries 
without concluding any agreements; 

(iii) have exercised tactical bargaining in order, for instance, to 
demonstrate the futility from the point of view of u-countries 
of the ordinary GAIT activities, thereby trying to influence 
the GAIT doctrine in a direction more relevant to the needs 
of u-countries; 

(iv) have been present at the conference without actively partici
pating; 

(v) have expressed preliminary interest but was not in the end 
present at the conference. In this category are El Salvador 
and Peru at Annecy and Guatemala at Torquay; 

(vi) have not even expressed preliminary interest. Burma, for 
instance, belongs (after Geneva, 1947) to this category. 

It might be thought that a study of the membership lists for tariff 
negotiations committees (TNC) might provide an indication as to 
whether or how countries should be classified since, according to 
the rules established for the tariff conferences held so far, only 
countries which had exchanged offer lists could participate in the 
work of a TNC and would thus, in terms of these rules, be an active 
participant. However, in practice it has not proved possible to 
enforce these rules and even an inactive country might have been 
a member of a TNC. 

• EEC, with which five countries concluded agreements in Geneva 
in 1960-61, has been counted as one single country. This might be_ 
thought of as wrong for comparisons, but it would be at least 
equally misleading to count EEC as six countries in this context 
as the alternative to an agreement with EEC need not be six agree
ments but could even be no agreement at all. 
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to accede in 1960-61-namely, Cambodia and Israel
and that their active presence at the tariff conference 
was a reflection of the accession procedure rather than 
of a genuine wish of these two countries to negotiate 
tariff concessions. 

39. Another interesting feature is that very few 
agreements have been made among u-countries. The 
number of such agreements has also been declining 
and even more markedly than the number of total 
agreements. 

40. In order to assess the over-all activity of u
countries at tariff conferences, it is necessary to find 
some device for determining the relative magnitude 
of the number of agreements concluded by u-countries. 
To begin with, we may compare data relating to u
countries with the corresponding figures for some i
countries. Taking, for example, the number of agree
ments concluded by three original contracting parties
namely, Benelux, Canada and Norway-we find that 
each has concluded about twice as many agreements as 
Chile and India, the two countries in the u-country 
group which have concluded the highest number of 
agreements. 7 

41. Another way of assessing the relative magni
tude of the number of agreements actually concluded 
by u-countries is by comparing them with the number 
of agreements which could maximally have been 
concluded. At the Torquay conference, for example, a 
maximum of 408 agreements could have been con
cluded by u-countries,8 whereas, in fact only 59, or 
14 per cent of the maximum possible, were actually 
concluded. A corresponding calculation for i-coun
tries shows that they could have concluded a maximum 
number of 441 agreements and actually concluded 
110 agreements, or 25 per cent of the maximum 
possible. The relatively high figure for agreements 
concluded by i-countries, despite the low number of 
agreements they concluded with u-countries, indicates 
that the relative number of agreements among i
countries themselves is very high. This comparison 
between maximum and actual number of agree
ments for the two groups of countries again shows 
that the degree of participation of u-countries at 
tariff conferences has been substantially below that 
of i-countries. This conclusion is reached despite the 
fact that the conference at Torquay, where u-coun
tries participated considerably more actively than 
they have done oflate, was selected for the comparison. 

42. The number of agreements is, of course, no 
perfect indicator of the extent of participation and 
the usefulness of such participation, since it reveals 
nothing about the scope of the agreements concluded. 
One agreement with a substantial importer covering 
a single highly interesting commodity could, self
evidently, be of more significance than a wide range of 
agreements covering a number of products of little 
or no export significance. Unfortunately, such an 

1 The total number of agreements reached by these three i
countries at all tariff conferences held are: Benelux 50, Canada 53 
and Norway 56. It might be added that these countries have 
participated in all conferences and that the number of agreements 
concluded has not declined although there was a drop in 1961-62 
partly due to EEC being counted as one country. 

8 For this calculation, the number of u-countries participating 
at Torquay is taken to be 16 and the number ofi-countries 18. 

investigation into the quality of individual agree
ments could not be undertaken in the preparation of 
this report. The quantity of agreements must there
fore be used as the best available indicator of the 
qualitative value of tariff negotiations. 

43. A cursory study of agreements made by 
u-countries conveys, however, the impression that 
not only have u-countries concluded few agreements 
but that the scope of the agreements which have 
actually been concluded is limited in comparison 
with the agreements the i-countries have concluded 
among themselves. 9 

44. The characteristic features of the participation, 
or lack of participation, of u-countries in tariff con
ferences are not difficult to explain. 

(i) Many raw materials exported by u-countries en
counter no tariff obstacles in i-countries. 

(ii) In cases where u-country exports meet trade 
obstacles, tariffs as well as other kinds of obstacles, 
these have proved hard to negotiate either because the 
trade obstacle is such that it is not negotiable in 
principle (e.g., obstacles imposed for balance of 
payments reasons or under waivers), or because the 

9 To gain some insight into the scope of agreements which have 
been concluded by u-countries, we may below take a look at the 
concessions made in the series of agreements concluded by the 
US with six u-countries at Geneva in 1960-61. Trade coverage 
data for the concessions are also given, for whatever they may be 
worth. The main defect of such an indicator is that we do not 
know-other than through intuition-the price responsiveness of 
demand in the importing country. However, when we do not work 
with wide aggregates of goods but, as now, in each case with a limited 
group of commodities, it is not impossible to form an intuitive 
impression of the scope of the agreements through the use of trade 
coverage data. (Source: US Dept. of State, pub!. 7349-51, com
mercial policy series 186-188.) 

Cambodia: Concessions obtained by the US: Cambodia bound its 
existing rates of duty on dried milk, wheat flour, refrigerators and 
parts and electric generating machinery. Imports of these items 
from the US amounted in 1960 to $l.l million. 

Concessions given by the US: Since Cambodia was an acceding 
country, it granted its concessions to the US in return for those 
concessions the US had made at earlier tariff conferences and which 
were of interest to Cambodia. US imports of such products amounted 
in 1960 to $6.6 million. 
Haiti: Concessions obtained by the US: Haiti decreased its tariffs 
somewhat on absorbent cotton, gauze, bandages and similar pro
ducts. Imports of these items from the US amounted to $0.046 million 
in 1960. 

Concessions given by the US: US lowered tariff on vetivert oil 
from 5 to 3 per cent. US imports of this product from Haiti were 
$0.56 million in 1960. 
India: Concessions obtained by the US: India granted the US 
concessions on 26 items (agr. products, chemicals, machinery and 
equipment), imports of which from the US amounted to $46.6 
million between 1 Aprill960 and 31 March 196l. 

Concessions given by the US: Concessions on 29 items covering 
imports from India of $51.3 million in 1960. 
Israel: Concessions obtained by the US: Israel granted the US 
concessions on 38 items, imports of which from the US amounted 
to $20.5 million in 1959. Most of the concessions represented tariff 
decreases, the rest tariff bindings. 

Concessions given by the US: Israel, negotiating for accession, 
was given concessions on three products covering imports of $17.5 
million in 1960. All this trade was done in one of the products, 
namely, cut diamonds. 
Pakistan: Concessions obtained by the US: Pakistan reduced the 
duty on one product representing imports from the US of $0.079 
million in 1960. 

Concessions given by the US: Pakistan was given a lower tariff 
on buffalo hides and on various sports goods. Total imports of these 
products into the US from Pakistan were $0.041 million in 1960. 
Peru: Concessions obtained by the US: Peru granted the US 
concessions on 30 items, imports of which from the US amounted 
to $5.7 million in 1960. 

Concessions given by the US: the US reduced duties on 15 
items and bound existing duty-free entry for two more prod.u~ts. 
Total imports of these products from Peru amounted to $6.0 m!lhon 
in 1960. 
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trade obstacle, although negotiable in principle (i.e., 
not only tariffs but also fiscal charges, for instance), 
has proved non-negotiable in practice. The reasons 
why they have proved difficult to negotiate can be of 
two types: either the importing i-country believes 
it needs the import obstacle for revenue purposes 
(as in the case of Germany and her fiscal charge on 
coffee), or the importing country wishes-for un
usually strong, domestic political reasons-to ma!n
tain the trade obstacles on those products which 
happen to be of interest to u-countrie~. For insta~ce, 
there has been unusually strong resistance agamst 
eliminating trade obstacles on agricultural products 
and semi-manufactures, the producers in these 
branches having greater difficulties than in manu
facturing industries of reallocating the factors of 
production. . 

(iii) As to manufactures, u-countnes are rarely 
in a position to be principal suppliers or even to claim 
a "substantial interest" and are thus not able to 
initiate negotiations. This means that all they can do 
is simply abstain from the conferences and hope that 
some of the i-countries negotiate concessions among 
themselves which are of interest to the u-country in 
question. Moreover, the least developed u-countries 
have not yet any interest in concessions on manu
factures, whether these concessions are obtained 
indirectly or through their own activities at tariff 
conferences. 

(iv) Since the markets of u-countries are small, the 
reciprocity condition would mean sweeping conces
sions at home to gain a concession in an important 
i-country market. 

(v) With a growing realization in the u-countries of 
the necessity of shutting out non-input imports from 
i-countries, the scope for concessions becomes more 
limited. This is even more so since the interest in 
i-countries for concessions on input imports, i.e., 
primarily capital goods, might not be particularly 
striking as a result of the glaring wish of u-countries 
to import as much as they can of such goods under all 
circumstances. 

(vi) Since tariff reductions must be applied on 
a non-discriminatory basis, and since a general 
liberalization of trade in non-input goods cannot be 
achieved, there is no scope for agreements between 
u-countries at tariff conferences. 

(vii) The tariff negotiation machinery is too compli
cated to be attractive to u-countries and since it is 
also quite time-consuming it entails considerable 
expenses. This makes the advantages of participation 
appear even smaller-a problem which was brought 
to the attention of the member countries by the 
GATT secretariat during the preparations for the most 
recent tariff conference. 

45. Against this background it is not difficult to 
understand that u-countries, which at first may well 
have nourished great hopes of gains from tariff 
conferences, have gradually withdrawn, participating 
only spasmodically and then concluding agreements 
limited in scope and only with i-countries. Since none 
of the arguments made in the various points above 
have any counterparts affecting the i-countries' 
possibilities of making use of tariff conferences, it 
is easy to see that the tariff conferences of GATT 

have had greater significance for the trade between 
i-countries than for the trade of u-countries. The only 
exception to this is the difficulties encountered by 
those i-countries which export agricultural products. 
They meet problems of a kind referred to under 
point (ii) in the list above. 

46. But has the frustration of u-countries with 
respect to tariff conferences gone farther than it 
ought to or, in other words, is it possible that the 
u-countries could have made greater use of tariff 
conferences than they have actually done? A sign of 
the passivity of u-countries in this regard is the 
fact that Burma, the Dominican Republic, Haiti, 
Malaya and Nicaragua did not participate in the 
renegotiations which took place after the adoption 
of the EEC common tariff despite the fact that no 
new concessions by u-countries had to be given. They 
could not have been completely indifferent to the 
outcome of these renegotiations and Burma, at 
least, had a seemingly important concession to defend 
(on rice). Moreover, instead of absenting themselves 
from the ordinary tariff conferences and deriving 
whatever benefits that might accrue to them from 
concessions negotiated among the i-countries, the u
countries could, possibly, have tried to negotiate and 
give concessions and then, if the need arose, modify 
the commitments they had given at the negotiations. 
For instance, absurd as it may sound, it seems 
compatible both with the letter and the practice 
of GATT to negotiate a tariff concession on a certain 
product at the same time as a quantitative restriction
at least as long as it is a legalized one-regulates 
trade in that product. In making use of their privilege 
to do so 10 they would not be regarded by i-countries as 
acting in bad faith. In this connexion, it might .be 
relevant to recall that Western European countnes 
after the war granted and received tariff concessions 
at the same time as they were freely applying quanti
tative restrictions for balance-of-payments reasons. 
At least as far as capital goods are concerned, it 
should be possible to try to negotiate concessions 
since the u-countries wish to import such products in 
large quantities under all circumstances. The dev~ce 
of "joint negotiations", enabling a group of countnes 
to achieve the "substantial interest" necessary to 
initiate negotiations on particular products, could have 
been used in some cases to overcome that particular 
difficulty. 

(2) INDIREcr EFFECTS OF GENERAL PROSPERITY 

47. The removal of trade obstacles for u-country 
exports by i-countries in tariff conferences-whether 
through agreements with u-countrie~ or. among i
countries themselves-affects u-countnes duectly. But 
a reduction of trade obstacles by i-countries, whether 
on u-country exports or not, affects growth in i
countries and will, through this mechanism, have an 
indirect impact on demand for u-country exports. 

48. The type of discipline exacted by the GATT 
within the field of commercial policy also makes it 
more unlikely that recessions and tendencies toward 

1n The opportunities open to u-countries for preventing co~
cessions from becoming a hindrance to economic development will 
be reviewed below under III D. 
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depression will trigger off beggar-my-neighbour 
policies and downward trade spirals. Although there 
are no specific provisions in the General Agreement 
dealing with business cycles, GATT has some im
portance in maintaining stability in the Western i
countries and thus exerts a certain influence on the 
demand for u-country exports. 

49. Of course, the effects of a certain set of policies, 
in this case trade policy, can never be judged in isola
tion, i.e., without an assessment of their implications 
for economic policy in general. But, even if it could 
possibly be argued that liberalization of trade has 
made it necessary to pursue more restrictive policies 
in other fields, in the field of monetary policy, for 
instance, the author is certainly inclined to conclude 
that the efforts of GATT have favourably affected 
growth and stability in the i-countries and the question 
then is how exports of u-countries have fared as a 
result. 

50. Since we face the general difficulty of not 
knowing what the alternative situation would have 
been, it is impossible to tell to what extent, if at 
all, the general export possibilities of u-countries 
have benefited from the extra prosperity and 
stability of i-countries that could be attributed to 
GATT. As we know, raw material prices have been 
sagging, but it is, however, quite possible that u
countries have been helped substantially by the 
prevention, through GATT, of an even more dramatic 
decline. But it should also be noted that it is theoreti
cally possible that the export position of u-countries 
has deteriorated through general prosperity in the 
i-countries. If the nature of growth in i-countries has 
been such that production of import-competing goods 
has increased faster than consumption of these 
goods, demand for imports would have fallen. Thus, 
if production of import-competing raw materials 
and synthetics has increased more than consumption 
during the process of growth, policies stimulating 
growth in the i-countries will not have benefited 
u-countries. 

51. To assess pro et contra in this context is ex
tremely hazardous. The present writer feels, however, 
that the "rubbing-off" effect has been positive but 
not spectacular. At least to the extent GATT has 
prevented beggar-my-neighbour policies when de
pressive tendencies have set in, the exports of u
countries must have benefited. 

(3) A NETWORK OF TRADE AGREEMENTS 

52. A country which joins GATT automatically 
obtains, through the General Agreement, trade 
agreements with the other member countries. Although 
it can in many contexts be claimed that GATT rules 
and procedures are too complicated to suit u-coun
tries, GATT offers, in the present context, a substan
tial advantage through a simple and inexpensive 
mechanism for concluding a series of trade agree
ments in one stroke. This series of trade agreements, 
apart from urging the removal of trade obstacles, has 
two advantages which otherwise must be achieved 
through bilateral negotiations-namely, the most
favoured-nation treatment and access to a complaints 
procedure. 

53. One of the corner-stones of the General 
Agreement is the most-favoured-nation principle. In 
this connexion, however, it should be noted that there 
is a provision (Article XXXV), under which members 
can withhold most-favoured-nation treatment from 
an acceding country. This provision, which is well 
known since it has been widely invoked against 
Japan, has never been used against a u-country. 

54. Because of the most-favoured-nation rule, 
tariff concessions negotiated among the i-countries are 
extended to u-countries. This could be of interest to 
a u-country even if most of the concessions negotiated 
among i-countries cover products not exported from 
u-countries. At least for the more advanced u
countries, the range of goods covered by concessions 
made among i-countries could be important. Also, 
as the development process in the u-countries con
tinues, such concessions will become progressively 
more interesting. 

55. It should be pointed out, however, that 
tariff discrimination by GATT members against non
members seems to be fairly insignificant. Concessions 
negotiated among i-countries are also extended to 
non-members either as a matter of principle or on the 
basis of bilateral agreements. If they are extended 
under bilateral agreements it might be argued, 
however, that a u-country is a weaker party in the 
negotiation of such an agreement and that it would be 
more advantageous to get automatic most-favoured
nation treatment under GATT. Furthermore, it 
could be pointed out in support of GATT that the 
very fact that so many u-countries get most-favoured
nation treatment through GATT makes it more 
unlikely that members will bother with applying 
discriminatory rates against non-members. With 
respect to quantitative restrictions, the risks of 
discrimination for a non-member are probably 
greater than they are in the case of tariffs. 

56. Membership of GATT also provides access 
to a complaints procedure in cases where concessions 
appear to be withheld or where discriminatory or 
illegal restrictive policies seem to be applied (Article 
XXIII). Inefficient as this complaints mechanism 
may be, a u-country operating under a bilateral 
agreement would probably experience still greater 
difficulties in guarding its contractual rights. There 
are, however, only a few cases in which the complaints 
machinery has been formally used by u-countries. 
The outstanding case is that of Uruguay (see further 
III B 9). It may be maintained, however, that the 
existence of Article XXIII has led members to settle 
differences "out of court" and that these informal 
agreements have had beneficial effects similar to 
those obtained from direct recourse to Article XXIII. 

B. Ways in which the advantages have 
been reduced through incomplete imple
mentation by industrialized countries of 

the basic GATT doctrine 

57. The extent of the advantages to u-countries 
of adhering to GATT, as described above, depends 
upon the degree to which i-countries have imple
mented the basic GATT doctrine. This must now 
be analyzed. In doing so, it must be observed that 
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non-implementation of the basic GATT doctrine 
need not mean non-implementation of obligations 
under the letter of the General Agreement. This is so 
to only a certain extent. But whether it does or not 
is really immaterial. We are interested in the signifi
cance of a certain commercial policy doctrine-the 
GATT doctrine-and having sketched the advantages 
under that doctrine, we shall now see to what extent 
those advantages are limited in practice. Since our 
purposes are not legal, it is of no special concern to 
us whether a deviation from the basic doctrine was 
written into the General Agreement itself under the 
pressure of half-heartedness, or whether it is made in 
practice under the pressure of circumstances. 

(l) ARTICLE XI 2(c): QUANTITATIVE RESTRICTIONS 
ON AGRICULTURAL PRODUCTS UNDER 

CERTAIN CIRCUMSTANCES 

58. Article XI is the article which prohibits 
quantitative restrictions. It provides, however, for 
the maintenance of such restrictions on agricultural 
or fishery products if these restrictions are necessary 
for the enforcement of governmental measures which 
operate: 

(a) to restrict the quantities of the like domestic 
product (or close substitute) to be marketed or 
produced, or 

(b) to remove a.· temporary surplus of the like 
domestic product (or close substitute), or 

(c) to restrict the importation of a commodity 
which is relatively negligible in home production and 
which is used for the production of any animal 
product, the production of which is to be restricted. 

59. Trade in agricultural products is, moreover, 
restricted by the invocation of a number of other 
articles and by action outside the Agreement, too. It 
would serve no particular purpose to try to divide 
up the various restrictions under the appropriate 
articles. Instead, an account of all such restrictions, 
whether justifiable under the Agreement or not, is 
given in the section "Action outside the Agreement" 
(see point B 9 below). It should, however, be noted 
that the important US restrictions on agricultural 
imports (see further point B 6) have partly been 
defended by reference to Article XI 2(c). 

(2) ARTICLE XII: QUANTITATIVE RESTRICTIONS 
FOR BALANCE OF PAYMENTS REASONS 

60. !-countries can invoke this Article to justify 
the application of quantitative restrictions when 
confronted by balance of payments difficulties. 
Consultations are held annually. The principal subject 
matter for consultations is: (a) the nature of the 
balance-of-payments difficulties; (b) alternative cor
rective measures which may be available; (c) the 
possible effects of the restrictions on the economies 
of other members; and (d) the consistency of the 
restrictions with other provisions of the Agreement. 

61. The following table lists all i-countries which 
have had recourse to this Article at one time or another 
during the life of the Agreement. 

62. As can be seen from this table, all i-countries, 
except the United States, Canada and Belgium
Luxembourg, have, at some time during the last 
decade, applied quantitative restrictions for balance of 
payments reasons. Many have done so persistently 

TABLE 2 
1-cDuntries applying or having applied quantitative restrictions for balance of payments reasons in the period 1950..1963 

(as of middle of each year; for 1963 as of August) 

x = Quantitative restrictions for balance of payments reasons maintained; 
0 No such quantitative restrictions; 

Country not yet a GATT member. 

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 

Australia . X X X X X X X X X X 0 0 0 
Austria . X X X X X X X X X X 0 0 
Canada. X 0 0 0 0 0 0 0 0 0 0 0 0 
Czechoslovakia X X X X X 0 0 0 0 0 0 0 0 
Denmark X X X X X X X X X X X X X 

Finland. X X X X X X X X X X X X X 

France X X X X X X X X X X 0 0 0 
Germany X X X X X X 0 0 0 0 0 0 
Greece X X X X X X X X X X X X X 

Italy X X X X X X X X X 0 0 0 0 
Japan X X X X X X X X 

Netherlands . X X X X X X X X X 0 0 0 0 
New Zealand X X X X X X X X X X X X X 

Norway X X X X X X X X X X X 0 0 
Rhodesia and Nyasaland X X X X X X X X X X 0 0 0 
Spain. 
Sweden. X X X X X X X X X X 0 0 0 
South Africa X X X X X X X X X X X X X 

United Kingdom. X X X X X X X X X X 0 0 0 

1963 

0 
0 
0 
0 
X 

X 

0 
0 
X 

0 
0 
0 
X 

0 
0 
X 

0 
X 

0 

Source: Up to 1959 successive annual reports under Article XIV: I (g) concerning discriminatory import restrictions; from 1959 reports on arrangements for consultations 
under Article XII. 
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for a number of years. There has, however, been a 
clear trend towards dismantling these quantitative 
restrictions. Apart from newly-acceded Spain, only 
five i-countries now apply such restrictions and they 
are among the least industrialized of the i-countries. 

(3) ARTICLE XIX: EMERGENCY ACTION ON 
IMPORTS OF PARTICULAR PRODUCTS 

63. If~as a result of sharply increasing imports
a member country's obligation under the Agreement 
(including a tariff concession) causes, or threatens 
to cause, serious injury to domestic producers, it 
is possible for that country to suspend the obligation 
in part or in whole or to modify or withdraw the 
concession. This means that under these circumstances 
a quantitative restriction may be introduced or the 
tariff raised on a bound item. In principle, there 
should be notification and consultation before action 
is taken. If prior agreement has not been reached 
between the parties concerned, action may none the less 
be taken, but the other contracting parties have a 
right to retaliate on a discriminatory basis. A country 
should have recourse to Article XIX only when 
temporary suspension of· obligations is thought 
sufficient. Action taken under Article XIX can be 
terminated in a normal fashion, i.e., the obligations 
are assumed again. As a special case of this re
assumption of obligations, we should perhaps men
tion the possibility of a quantitative restriction being 
transformed into a tariff increase on an unbound 
item. It is also possible that the country which has 
invoked Article XIX might find that the suspension 
of obligations must continue for a lengthier period of 
time. It can then take action under Article XXVIII: 4 
to renegotiate the initial concession (see point B 7 
below). 

64. Australia, Canada, Germany, Greece, Rho
desia/Nyasaland and the United States have had 
recourse to this Article. The United States has made 
more use of it than all the other countries together. 
Most actions taken have adversely affected other 
i-countries. Australia has, however, suspended obliga
tions on some oilseeds of interest to, inter alia, India 
and Argentina. She has also suspended obligations 
on certain types of timber of interest to Brazil and 
Malaya, amongst others. Rhodesia/Nyasaland has 
invoked the Article to protect her cotton and rayon 
piece goods industry. Of the US actions, the restriction 
on imports of lead and zinc has affected at least Peru 
and that on imports of dried figs, Turkey. Turkey 
has retaliated against the United States action on 
dried figs. 

65. I-countries have at times felt that the scope of 
the Article XIX was too limited. In June 1960, a 
Working Party on Avoidance of Market Disruption 
was set up. The Working Party reported in November 
1960. The background to the Working Party's 
deliberations is revealed in the following quotation 
from the report of the Working Party: "whether or 
not safeguards against situations of 'market dis
ruption' were already available within the provisions 
of the General Agreement, there were political and 
psychological elements in the problem which rendered 

it doubtful whether such safeguards would be sufficient 
to lead some contracting parties, which are dealing 
with these problems outside the framework of the 
General Agreement or in contravention of its pro
visions, to abandon these exceptional methods at 
this time". (9S/106). 

66. By a decision in November 1960, the Working 
Party was converted into a Committee on Avoidance 
of Market Disruption. "Market disruption" was 
defined to exist in situations which generally contain 
the following elements in combination: 

(i) a substantial increase or potential increase of 
imports of particular products from particular 
sources; 

(ii) these products being offered at prices which are 
substantially below those prevailing for similar goods 
of comparable quality in the market of the importing 
country; 

(iii) serious damage to domestic producers or 
threat thereof; 

(iv) the price differentials referred to . . . above 
not arising from government intervention in the 
fixing or formation of prices or from dumping 
practices. 

67. It was observed in the Decision setting up 
the Committee that governments in situations of 
"market disruption" have taken various kinds of 
action inside and outside of the Agreement and that 
some exporting countries have been persuaded to 
try to "correct the situation" by taking measures to 
limit the exports in question. The task of the Com
mittee was to be to find, through consultations, 
constructive solutions "consistent with the basic aims 
of the General Agreement". 

68. The same psychological and political reasons 
which have led to the countering of "market dis
ruption" by various more or less dubious protective 
measures could also be expected to ensure that the 
committee, which was supposed to formalize the 
measures, would be unsuccessful. In fact, the activities 
of the committee have ceased. 

69. However, the problems of alleged "market 
disruption" and measures to protect the disrupted 
markets did not disappear at the same time. "Market 
disruption" has supposedly been particularly prevalent 
in the case of cotton textiles and there has grown up 
a thick vegetation of measures to protect textile 
industries in i-countries from competition from Japan 
and, among u-countries, India and Hong Kong 
particularly. To "legalize" the protection, but at the 
same time to try gradually to reduce it, various 
negotiations have been conducted between the parties 
concerned under the auspices of GATT. These have 
resulted in two textile arrangements which perhaps 
achieve for these products most of what the Committee 
on Market Disruption was supposed to do. 

70. A short-term Cotton Textile Arrangement 
was in force between l October 1961 and 30 September 
1962. On 1 October 1962 a long-term Arrangement, 
valid for five years, entered into force (llS/25). The 
following i-countries are parties to the long-term 
Arrangement: Australia, Austria, Canada, Denmark, 
EEC, Japan, Norway, Portugal, Spain, Sweden, the 
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United Kingdom, and the United States. The fol
lowing u-countries are parties to the Arrangement: 
Colombia, India, Israel, Mexico, Pakistan, the 
United Arab Republic and the United Kingdom on 
behalf of Hong Kong. 

71. Those participating importing i-countries 
which maintain quantitative restrictions on cotton 
textiles have accepted the annual expansion of these 
quotas so that, after the lapse of the five-year period 
of the Arrangement, they will have increased by 
certain percentages. These percentages are higher the 
more restrictive the quotas were to begin with. The 
percentages are as follows: Austria, 95; EEC, 88; 
Sweden, 15; Denmark, 15; Norway, 15. 

72. Participants in the Arrangement which did 
not operate quantitative restrictions at the outset
but which might, as in the cases of the US and the 
UK, have negotiated bilateral agreements with 
restrictions operated by the exporting country-may, 
if they are exposed to, or threatened to be exposed to, 
"market disruption", request consultations with the 
exporting country or countries with a view to re
moving such disruption. After a consultation pro
cedure has been resorted to, restrictions may be 
applied. According to the basic rule, the restrictions 
must now, however, be so severe thay they limit 
imports to a quantity lower than that recorded in the 
12-month period which preceded the 3-month period 
during which "market disruption" evolved. If the 
restrictions remain in force, these quotas must be 
expanded by 5 per cent for each new 12-month period. 
The UK and Canada are, however, exempted from 
this last provision, these two countries having a 
high ratio of cotton textile imports to textile produc
tion and importing a substantial volume of cotton 
textiles from u-countries and Japan. 

73. The u-countries in all probability participated 
in the work of the Committee on "market disruption" 
because they thought that such studies could not lead 
to anything except the exposure of the frailty, in 
economics, of the arguments employed by those 
complaining of "market disruption". U-countries 
have obviously participated in the Textile Arrange
ment because they feel that a negotiated gradual 
dismantling of illegal measures is preferable to 
frustrating attempts at the immediate elimination of 
controls which, although illegal under the letter of the 
General Agreement, could not be removed by recourse 
to that Agreement. 

74. Even if the formal recourse which i-countries 
have had to Article XIX has not been particularly 
embarrassing to the trade interests of u-countries, the 
mentality of the article, as further reflected in the 
illegal prevention of "market disruption" and the 
various attempts of legalizing such prevention, is of 
the greatest concern to u-countries. This is so as 
instances of what i-countries are likely to think of as 
"market disruption" will in the future probably occur 
in situations where a u-country, or group of u
countries, has begun to gain a foothold on the inter
national market of a product which it has not ex
ported before. The situation with respect to trade in 
textiles is symptomatic, particularly since the Textile 
Arrangement, even if it is implemented by the i-

countries, cannot be said to be adequate under the 
letter of the Agreement. If u-country trade is not to be 
seriously hampered when u-countries begin to be
come capable of more massive market penetration, 
it is important that the commercial policies of i
countries are geared to internal industrial adaptation 
ratl1er than to prevention of alleged "market dis
ruption". The experiences of Japan are illustrative. 
This country has been the victim of a multitude of 
attempts to manipulate various kinds of restrictions 
to prevent alleged disruption of the markets of her 
trading partners. The experiences of Japan must be 
regarded as a warning of the difficulties which u
countries might encounter on their export markets in 
i-countries, once they are on the verge of successfully 
breaking out of their under-development. To the 
extent the doctrine of "market disruption" now dis
courages some potential exporters in u-countries from 
vitalizing their export efforts, the negative effects of 
this doctrine has already a greater impact than can be 
seen by simply looking at the instances-inside or 
outside of Article XIX-where action against "market 
disruption" has actually been taken. 

(4) ARTICLE xx: GENERAL EXCEPTIONS; 
AND ARTICLE XXI: SECURITY EXCEPTIONS 

75. These articles list various exceptions to the 
basic rules pertaining to quantitative restrictions. 

76. One of the general exceptions under Article 
XX which has proved important in the present 
context is that permitting restrictions "necessary to 
protect human, animal or plant life or health". This 
provision has become important as a means of re
stricting imports of meat. It will be discussed further in 
the context of agricultural restrictions appearing below. 

77. The US maintains important restrictions on 
oil imports. These have been defended by the US with 
reference to the provisions of Article XXI (L/1774, 
page 9). 

(5) ARTICLE XXIV: CUSTOMS UNIONS AND 
FREE TRADE AREAS 

78. Article XXIV establishes the rules under 
which customs unions and free trade areas may be 
formed. In this context it should also be pointed out 
that various preferences, in existence when GATT 
was created, are permitted under Article I. Most 
importantly, this means that Commonwealth prefer
ences can be maintained although they discriminate 
as between various GATT members, including 
u-countries. 

79. The formation of regional trading groups may 
have the following disadvantages for u-countries: 

(i) If a customs union is formed, a new common 
external tariff must be adopted and this will most 
likely entail the renegotiation of certain concessions 
negotiated individually by the various member 
countries prior to the formation of the customs 
union. When the EEC was created, such renegotia
tions were held before the ordinary tariff negotiation 
of the "Dillon" round. In theory, the renegotiations 
should result in compensation being given in cases 
where the new external tariff invalidates earlier 
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concessions. In practice, what should be regarded as 
"invalidation of an existing concession" and as 
"compensation" are matters of interpretation. The 
relevant article only states that the external duties and 
other regulations on commerce should not, on the 
whole, be higher or more restrictive than the original 
duties and regulations on commerce in the various 
constituent countries. It is thus impossible to ascertain 
whether the rights of u-countries were infringed upon 

' through the adoption of the external EEC tariff, or 
whether full compensation was given to these coun
tries. However, if we for analytical purposes tentatively 
accept as reasonable the basic principle upon which 
the common external EEC tariff is based-i.e., an 
arithmetical average between the tariff rates of Benelux, 
France, Italy and Germany-and then study the 
compensation given in the cases in which this external 
tariff conflicted with earlier concessions, we are at 
least able to say that in most cases both parties seem 
in the end to agree, after long periods of tactical 
skirmishing, that a new balance of concessions was 
established. In some cases, however, countries never 
accepted that full compensation was established, but 
these claims were not recognized by the EEC (with 
the exception of, at least, Uruguay). These observa
tions are, however, based upon the assumption that 
we accept the EEC formula for its external tariff. 
If we do not accept this formula, countries could of 
course-and many actually did-<::omplain that the 
EEC did not take more positive action to reduce its 
external tariff. 

(ii) On a more general level, the formation of 
regional trading groups such as the EEC, EFTA and 
Comecon have, through the elimination of trade 
barriers among member countries, led to the intro
duction of new elements of discrimination which 
could prove damaging to the trade interests of u
countries. However, such discrimination must to 
some extent be set off by the presumably positive 
effects of the "rubbing-off mechanism", since the 
regional groupings could be expected to stimulate 
growth and, thereby, demand for imports. It is an 
open question whether the negative or the positive 
effect will be the stronger, and as yet it is hardly 
possible to attempt an answer. Probably, both effects 
are less dramatic than is usually maintained in inter
governmental exchanges of views on the matter. The 
magnitude of the rubbing-off effect has already been 
commented upon and has been considered to be 
fairly small even when growth is rapid. As to the 
effects of trade diversion on countries outside the 
regional trading blocks, the discriminatory element 
cannot possibly affect but a fairly low percentage of 
imports from u-countries, at least in the EEC and 
EFT A. This is so either because the external tariff 
is zero, or because there is no directly competitive 
production within the trading block. Only for tem
perate zone agricultural products and some processed 
goods accounting for some 20 per cent of imports 
from u-countries into, for instance, the EEC can there 
be some trade diversion. But, considering the scope 
for trade diversion, it should furthermore be pointed 
out that customs union theory probably exaggerates 
the risks of such diversion. Since trade diversion, due 
to import substitution, necessarily absorbs resources, 

which must be drawn from some other activity, the 
competitive position of some other industry or 
industries must deteriorate. In this respect, trade 
diversion differs from trade creation since when trade 
creation takes place resources are simultaneously 
freed elsewhere, trade creation being a substitution of 
production in one member country for production 
in another member country. The indirect effects of 
trade diversion on the competitive power of other 
industries may well soften the discriminatory impact 
of customs unions and free trade areas. 

But, even if the general effects of trade diversion, as 
set out here, need not be extensive in terms of the 
percentage decline, or non-realized expansion, of 
u-country exports, the effects could none the less 
be considered serious with regard to the crucial 
importance of foreign exchange earnings in the 
development process. Furthermore, the trading situa
tion of particular countries could, of course, be ex
posed to damage if they happen to export products 
for which the discriminatory elements can be expected 
to be especially pronounced. This would be particularly 
true of u-countries exporting temperate zone agri
cultural products. 

(iii) Moreover, if the new trading bloc happens to 
include some u-countries, an additional dimension 
to the problem of discrimination emerges. In this case, 
the exports of u-countries outside the bloc are likely 
to meet considerable direct competition on the 
customs-union market from the u-countries which 
belong to the customs union.11 This effect will be the 
more pronounced, the more cases there are of major 
competitors being on different sides of the tariff wall. 
The inclusion of eighteen former Mrican colonies 
within the preference area of the EEC must be 
expected, on this score, to result in substantial 
discriminatory effects in favour of these u-countries to 
the detriment of other u-countries. But, since such 
diversion is equivalent to an income redistribution 
among u-countries, the problem also has to be judged 
on criteria other than those which are employed 
when judging other measures taken by i-countries 
which do not fall under the GATT doctrine. 

(6) ARTICLE XXV 5: GENERAL WAIVER CLAUSE 

80. "In exceptional circumstances not elsewhere 
provided for in this Agreement, the CONTRACTING 
PARTIES may waive an obligation imposed upon a 
contracting party by this Agreement: Provided that 
any such decision shall be approved by two-thirds 
majority of the votes cast and that such majority 
shall comprise more than half of the contracting 
parties". There are two minor and one important 
type of waiver reducing the obligations of i-countries. 

81. The first, rather unimportant, kind of waiver 
relates to the facility granted to i-countries to give 
preferential treatment to goods coming from certain 
u-countries with which they have special trade ties. 

11 In this case there would be little hope of compensation in the 
form of decreased competitiveness in other industries through 
resource absorption in the favoured u-countries, since the trade 
diversion will not draw resources from other occupations but rather 
from the fund of unused resources in the favoured u-countries. 
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82. Waivers have been granted the US to accord 
special treatment to products from Pacific Islands; 
similar waivers have been given the UK with respect 
to some dependent overseas territories; Australia 
with respect to Papua-New Guinea; France with 
respect to Morocco; and Italy with respect to Libya 
and Somalia. 

83. These waivers represent extensions or modi
fications of those rights specified in Article I to make 
exceptions to the most-favoured-nation treatment. 
The changes are not far-reaching. In the French 
case, for instance, it is only a matter of according to 
imports from the "Kingdom of Morocco" the same 
treatment as had been enjoyed by "Morocco (French 
Zone)". Although the waivers are explicitly granted 
to facilitate the development of the u-country or 
countries in question, they do so at the expense of, in 
particular, other u-countries. The effects of the 
waivers on u-countries generally must be judged 
on the same criteria as those which would have to be 
employed in assessing the effects of the association of 
the eighteen African countries with the EEC. 

84. The second relatively unimportant type of 
waiver relates to tariff reforms. When a country under
takes a reform of its tariff involving changes in 
nomenclature, it is difficult for it to avoid making 
changes which affect bindings made at tariff negotia
tions. If it is evident that the tariff reform implies 
tariff increases on, some bound items, the country can 
request renegotiations under Art. XXVIII 4 (see 
below, point B 7). For this, no waiver is needed.12 

But it might prove difficult to comply fully with the 
stipulations of that article. In particular, it has proved 
necessary for some countries, for domestic legislative 
reasons, to secure a waiver to be able to present the 
new nomenclature to the legislative body before any 
necessary renegotiations have· commenced or been 
concluded. Greece and New Zealand have obtained 
waivers of this kind. 

85. The' third type of waiver granted to i-countries, 
which are of great importance, are those which relate 
to the maintenance of quantitative restrictions. 

86. When discussing action taken under Article 
XII (quantitative restrictions for balance-of-payments 
reasons), we could see how, gradually, the i-countries 
had ceased invoking this article. This does not, 
however, necessarily mean that they have ceased 
applying quantitative restrictions. Many of the 
quantitative restrictions, which had previously been 
maintained to safeguard the balance of payments, 
were in fact operated as a means of protecting various 
domestic industries, particularly agriculture. But when 
balance-of-payments difficulties could no longer be 
used as a pretext for themaintenanceoftherestrictions, 
they were nonetheless retained. 

87. In a decision of 5 March 1955, account was 
taken of the alleged difficulties encountered in dis
mantling restrictions which had long been maintained 

12 According to Art. II 6 A, a country which has specific duties 
and which has found it necessary to devalue by more than 20 per 
cent, is free to make equivalent modifications to its schedule of 
con~essions. with?ut any re-negotiations c;>r waivers. This is only 
eqmtable smce It leads to the re-estabhshment of the original 
situation. Among i-coUlltrics, Benelux and Finland (twice) have 
made use of this provision. 

for balance-of-payments reasons. It was decided that 
a member which asked for a waiver to continue the 
temporary maintenance of such restrictions could be 
granted such a waiver by a majority vote.13 A country 
seeking to secure a right to maintain its quantitative 
restrictions was enjoined to obtain approval before it 
ceased being entitled to apply such restrictions for 
balance-of-payments reasons, or not later than 31 
December 1957. This latter time limit has since then 
been annually extended by one year. It was not 
extended beyond 31 December 1962, however. This 
decision of March 1955 established the so-called 
"hard-core waiver", which is really only a waiver 
to obtain a waiver. Only one waiver to maintain 
quantitative restrictions-namely, the Belgian one
formally qualifies as a waiver under the "hard-core" 
waiver. Three other countries-the United States, 
Luxembourg and Germany-have secured waivers 
to operate quantitative restrictions and, even if they 
are not given under the "hard-core" provision, their 
background is similar. Still other countries, which have 
neither a waiver nor any longer balance-of-payments 
difficulties but nonetheless maintain such quantitative 
restrictions, originally defended on balance-of-pay
ments grounds, do so outside of the Agreement. The 
extent to which countries apply such "residual import 
restrictions" will be reviewed under point III B 9, 
"Action outside of the Agreement". 

88. After complaints had been voiced against its 
agricultural import policy (Vol. II/16), the US asked, 
in 1955, for a waiver to continue applying quantitative 
restrictions. The waiver, which was the first of the 
four waivers covering the maintenance of quantitative 
restrictions, is still in force. According to the latest 
of the annual reports under the waiver (I lS/235), 
import restrictions currently maintained apply to 
four groups of commodities: wheat and wheat 
products; cotton of certain specified staple lengths, 
cotton waste, and cotton picker lap; peanuts; and 
certain processed dairy products. Tung-nuts and 
tung-oil had, in the period since the previous report, 
been removed from the list subject to quantitative 
restrictions and, in the preceding year, quantitative 
restrictions on peanut oil, flax-seed, linseed oil, and 
rye, rye flour and rye meal had been removed (lOS/ 
262). It can therefore be seen that the original US 
quantitative restrictions in 1955 were substantially 
more far-reaching than they are now, even if the 
present restrictions might still be considered quite 
extensive. It might finally be mentioned that the US 
has maintained that the restrictions could be justified 
under Article XI 2c since the conditions laid down 
in that Article for restricting agricultural imports 
are supposedly fulfilled. However, from our point of 
view, the particular legal position is immaterial. 

89. Belgium and Luxembourg were granted two 
separate waivers simultaneously in 1955 (4S/22). The 
Belgian waiver expired at the end of 1962. However 
various restrictions remain and have been reported a~ 
"residual import restrictions". The Luxembourg 
waiver was granted for an indefinite period and is still 
in force. Action under the waiver was reported on in 
1960 (9S/255; the intricate relationship between 

13 Normally, waivers require a two-thirds majority. 
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the Belgian and Luxembourg waivers are discussed 
in 9S/257-58). The Belgian waiver covered a wide 
range of products such as various meats, fish, dairy 
products, vegetables and fruit. The Luxembourg 
waiver is more limited in scope, but includes some 
products which were not within the Belgian waiver. 

90. The German waiver, now expired, was granted 
in 1959 for a period of three years. It was the widest 
of the four waivers in its coverage and included not 
only agricultural products but also various manu
factures (8S/31). Restrictions maintained under the 
waiver were removed, over the years, at a fairly rapid 
rate. However, a significant number of restrictions, 
both on agricultural and industrial products, re
mained in force at the expiry of the waiver and are 
now reported as "residual" (llS/222). It should be 
noted that Germany has tried to justify her re
strictions on agricultural products by reference to 
her Agricultural Marketing Law, which the country 
maintains is mandatory legislation, in force at the 
time of Germany's accession to GATT (for the 
significance of this, see below, point III B 8). 

(7) ARTICLE XXVIII: MODIFICATION OF 
SCHEDULES OF CONCESSIONS 

91. Paragraphs 1-3 of Article XXVIII establish 
that concessions can be renegotiated after their 
"assured life", which, since the revision of the Agree
ment, is three years. There have been such renegotia
tions in 1951, 1955, 1957 and 1960. A new "open 
season", when tariff concessions may be renegotiated, 
will begin at the end of this year. Renegotiations 
are held with initial negotiators, principal suppliers 
and countries with a substantial interest.I4 

92. According to paragraph 4 of Article XXVIII, 
a country can "in special circumstances" renegotiate 
a concession even during its "assured life". The 
consent of the contracting parties is, however, neces
sary to initiate such renegotiations. "Special circum
stances" can best be understood to be the same as 
those which may motivate invocation of Article 
XIX, except that Article XXVIII 4 is the appropriate 
instrument if a more permanent change is called for. 
Before the revision of the Agreement, no provision 
existed for the renegotiation of concessions during the 
period of "assured life". Nonetheless, there are a 
number of cases in which countries have given 
"sympathetic consideration" to requests for re
negotiation. 

93. The following open season renegotiations have 
been conducted: 
1950: A fairly large number of i-countries carried 

out renegotiations. Only France, however, 

14 It should be pointed out that it is possible that some renegotia· 
tions have been of interest to u-countries without their having had 
an opportunity for participating. This would be the case if a u· 
country was not able to obtain the recognition necessary for joining 
the renegotiations concerning a particular product, i.e., as being 
a principal supplier or substantial exporter. If this were so, the 
country would not be listed above. However, a check shows that, 
at least in 1961, there were no such instances of u-countries not 
being recognized as having a sufficient interest in a renegotiation 
after their having indicated such interest. Neither would a country 
appear in the above list if a renegotiation with that country could not 
be brought to a successful conclusion. During the renegotiations of 
1961 there was one case where a u-country could not complete a 
renegotiation with an i-country for lack of adequate compensation. 

initiated renegotiations with u-countries (Bra
zil, India, Indonesia, Pakistan); 

1955: Greece renegotiated with Turkey; South 
Africa with Brazil and Burma; and the UK 
with Brazil; 

1958: Canada renegotiated with Chile; and Finland 
with India and Ceylon; 

1961: Denmark renegotiated with Uruguay; Finland 
with Pakistan and India; Greece with Turkey; 
New Zealand with five u-countries (Turkey, 
India, Chile, Indonesia and Ceylon); and, 
finally, South Africa with Ceylon. 

94. As to renegotiations since 1960 under para
graph 4 of Article XXVIII (modification during the 
period of assured life), Australia has renegotiated with 
India; and Japan with Peru, the Dominican Republic 
and Uruguay. Between the ordinary renegotiations 
of 1957 and 1961, Australia re-negotiated with the 
UK (Hong Kong) and India; Sweden with Uruguay; 
and Canada with Peru, Uruguay, India and Haiti. 

95. Under the "sympathetic consideration" pro
cedure before the revision of the Agreement, only the 
US renegotiated concessions of interest to u-countries 
(Cuba and Dominican Republic). This was in 1956. 

(8) PART II EXCEPTIONS 

96. Under the Protocol of Provisional Application, 
the original GATT members reserved the right to 
apply mandatory legislation in force on 30 October 
1947, even if it were in conflict with obligations 
undertaken in Part II of the General Agreement. 
Part II contains such crucial obligations as the 
elimination of quantitative restrictions. Countries 
acceding to the Agreement later have made the same 
reservations in the Accession Protocols. 

97. Obviously, the width of these reservations 
could be extensive. On the whole, however, the 
provision seems to have been used only as one of 
the many devices to keep out certain agricultural 
imports. The German reference to the Agricultural 
Marketing Law, referred to above under point 7, 
is symptomatic. Sweden has also tried to justify some 
of her agricultural restrictions in this way (L/1774 pp. 
8-9). The position of Switzerland is peculiar in that 
this country is only a provisional member of the 
GATT. Switzerland maintains an extensive range of 
quantitative restrictions on agricultural products, 
which it justifies in terms of the Declaration (7S/l9) 
which covers its relationship with the GATT. It 
should be noted that it was the problem of its agri
cultural restrictions which prevented Switzerland's 
full accession. Even if the Swiss restrictions are not 
formally Part II exceptions, their nature is identical to 
such exceptions. 

(9) ACTION OUTSIDE THE AGREEMENT 

98. Under this heading, those acts taken by i
countries to avoid their obligations in defiance 
of the letter of the Agreement will be listed. A dis
tinction can be made between the fairly unimportant 
maintenance of surcharges and the extremely im
portant maintenance of residual import restrictions. 



INSTITUTIONAL ARRANGEMENTS 

99. In 1962, Canada imposed surcharges on 
numerous imports, including bound items, in order 
to protect her external financial position. Regret was 
expressed at this action and Canada was recom
mended to remove the surcharges as quickly as 
possible (llS/57). They have now been eliminated. 
So has a system of "temporary" compensation taxes 
on imports, which France operated for a number of 
years in the mid-fifties (3Sf26, 4S/20, SS/27). 

100. As has already been pointed out, many 
countries, in defiance of Article XI, maintain quanti
tative restrictions which can no longer (if they ever 
could) be justified on balance-of-payments grounds 
and which have not been authorized through the 
granting of a waiver. These "residual import re
strictions" represent an important obstacle to trade. 

101. In November 1960, a decision was taken that 
members should notify quantitative restrictions they 
maintained contrary to the provisions of the GATT 
without their having obtained special authorization 
(9S/l9). In the autumn of 1961, a Panel was appointed 
to examine the adequacy of the notifications of residual 
import restrictions. The Panel produced an interim 
report in February 1962 and the final report was 
adopted in October 1962 (llS/206). 

102. The following 16 i-countries maintain residual 
import restrictions: 15 

Australia 
Austria 
Belgium 
Canada 
France 
Germany 
Italy 
Japan 

Luxembourg 
Netherlands 
Norway 
Portugal 
Rhodesia/Nyasaland 
Sweden 
United Kingdom 
United States 

103. The following i-countries state that they do 
not maintain any residual import restrictions 

Czechoslovakia 
Denmark 
Finland 
Greece 

New Zealand 
South Africa 
Switzerland 

104. Of these countries, it should be observed 
that Denmark, Finland, Greece, New Zealand and 
South Africa maintain quantitative restrictions for 
balance-of-payments reasons; Switzerland operates 
extensive quantitative restrictions under its Declara
tion of Provisional Accession. This means that, of 
all the i-countries, only Czechoslovakia, which is 
operating a system of State-trading, does not apply 
quantitative restrictions for one reason or another. 

105. Agricultural products are particularly af
fected by residual import restrictions. From the 
survey made in this Section, it is apparent that 
agricultural imports are confronted by ob,stacles 
whose maintenance may or may not be justifiable 
under the letter of the Agreement. Apart from the 

t& When the Panel reported, Germany and Japan applied no 
residual import restrictions. Since then, however, the German 
waiver (see above point III B 6) has expired and Japan is no longer 
entitled to justify quantitative restrictions on balance·of-payments 
grounds, so, as both countries still maintain quantitative restrictions, 
these are "residual". 

"residual" restrictions, there are quantitative re
strictions on agricultural products which the main
taining countries justify under Articles XI 2c, XII, 
XIX, XX, and XXV: 5, and in terms of Part II ex
ceptions provided for in Protocols of Provisional 
Application, and, in the case of Switzerland, under the v 

rules governing its provisional membership. 
106. Most of the agricultural import restrictions 

hamper the trade of other i-countries such as Denmark, 
the Netherlands, Australia and New Zealand, rather 
than that of u-countries since the restrictions cover 
agricultural products produced in the temperate 
zone. Non-temperate substitute products, particularly 
cane-sugar, and oils and oilseeds, are, however, 
affected by restrictions aimed at protecting temperate 
agriculture. Among u-countries, the Latin American 
GATT members are those most directly affected. 
Uruguay is a good case of a u-country whose trade 
has been directly and considerably harmed by the 
maintenance of these restrictions on temperate zone 
products. 

107. In 1961, Uruguay invoked Article XXIII 
("Nullification or Impairment") in order to bring 
pressure on countries whose agricultural import 
barriers had the greatest effect on Uruguay's trade. 
To substantiate the case, a table had been prepared. 
In the words of the representative for Uruguay, 
"This table relates to thirty products which account 
for 97 per cent of Uruguayan exports, and to nineteen 
countries which account for 85 per cent of our exports. 
It should be noted that even without taking account 
of prohibitive systems arising out of the European 
Economic Community 16 and the European Free Trade 
Association-all of which are matters for deep concern 
for us because of the adverse effects which they 
threaten to have or already have on our foreign trade
the table shows 576 individual restrictions, some of 
them permitted under the General Agreement and 
others not, which hinder trade in Uruguayan products; 
576 restrictions which might well be still more numer
ous, for in some cases it was not possible to complete 
our enquiries". (L/1572). 

108. The restrictions listed by Uruguay included 
import permit requirements (involving in many cases 
quota limitations and discrimination), State and 
quasi-State trading measures, variable charges or 
duties, health regulations, regulations relating to 
proportion of imports ( .. mixing regulations") and 
tariff preferences. 

109. A Panel was set up to investigate the Uru
guayan complaints. From the list of nineteen countries 
in the above-mentioned table, Uruguay had narrowed 
down her complaint to cover fifteen countries, the 
UK, Portugal, Spain and Yugoslavia having been 
eliminated. The report of the Panel was adopted in 
November 1962 (11S/95). 

110. Where the Panel found that measures 
contrary to the provisions of the Agreement were 
clearly maintained, it sustained Uruguay's claim re· 
garding nullification and impairment, and recom
mended to the contracting parties that such measures 

10 The GAIT document in question reads "Council", but this 
obvious misprint has been changed to "Community". 
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should be removed. In terms of Article XXIII, 
nullification and impairment could also arise from 
measures maintained in conformity with the General 
Agreement. However, the Panel took the position that, 
in cases where justification for the maintenance of 
the measures had been offered by the consulted 
country and where this justification had not been 
challenged by Uruguay or was not contradicted by the 
available records of the GATT, "it would be beyond 
its competence to examine whether the contention 
was or was not justified". Thus, for instance, in cases 
where it was claimed that measures were permitted as 
Part II exceptions and the contention was not ques
tioned by Uruguay-as, perhaps unfortunately, was 
true of most cases-the Panel accepted this justifica
tion. 

111. When the report of the Panel was adopted, 
pursuant to Article XXIII, recommendations were 
made to the following countries to give immediate 
consideration to the removal of certain measures, the 
maintenance of which could nullify or impair benefits 
accruing to Uruguay under the Agreement: Austria, 
Belgium, France, Germany, Italy, Norway and 
Sweden. This means that Canada, Czechoslovakia, 
Denmark, Finland, Japan, the Netherlands, Switzer
land and the US were able to justify their restrictions 
in one way or another. However, these countries were 
asked to give representations by Uruguay "sym
pathetic consideration" (Article XXII) concerning 
many of the restrictions they maintained. The seven 
countries which actually received recommendations 
were also exhorted to give "sympathetic consideration" 
concerning various measures which they were not 
recommended to withdraw. 

112. A report by the Panel on compliance with 
the recommendations was in the process of being 
prepared during the autumn of 1963. From the Panel's 
report it would appear that France has partly complied 
with the recommendations in respect of one com
modity; Germany has not complied but has increased 
some quotas for Uruguay: Italy has partly complied: 
Norway has not complied at all: Sweden has fully 
complied: and Austria has taken alleviating action 
with respect to some items. To the extent there is not 
compliance, Uruguay may retaliate, a step which 
would probably not be of much help in the redressing 
of the balance benefits, however. 

\ 

C. Disadvantages 

113. For the purposes of this analysis, the dis
advantages for u-countries of GATT membership 
shall be taken to mean those obligations which must 
be undertaken by the u-country to obtain certain 
advantages. The fact that the advantages of GATT 
membership are not bigger than they actually are, 
could, of course, be said to constitute a "disadvantage". 
For the moment, the discussion will, however, be 
limited to the obligations themselves.' 

114. What constitutes an "obligation" under the 
GATT? Some of the rules which a country is supposed 
to adhere to, might, although they constitute obliga
tions, be in fact in that country's own interest. How
ever, it will simply be argued that any limitation of 
sovereignty in commercial policy matters constitutes 

a disadvantage for a u-country. It follows from our 
theoretical discussion that provisions which limit the 
opportunities of implementing a commercial policy 
designed to close a foreign exchange gap would be a 
severe disadvantage. Adherence to the basic GAIT
doctrine would thus be a serious obstacle to develop
ment more specifically for the following reasons: 

(i) quantitative restrictions could not be used to 
prevent non-input imports; 

(ii) various tariff bindings could decrease the 
possibilities of keeping out non-input imports and of 
pursuing a flexible commercial policy; 

(iii) the most-favoured-nation provision prevents 
u-countries from applying less restrictive policies 
vis-a-vis other u-countries. 

115. It might be added that most of the obligations 
which constitute disadvantages for u-countries are, 
sui generis, such as would be in the interest of an 
i-country to respect even if i-countries, for various 
political reasons, try to avoid implementing them. 
Thus, whereas implementing the obligations constitutes 
an advantage for ani-country, it is a disadvantage for 
au-country. This is an important difference. 

D. Alleviation of obligations 

116. However, the GATT doctrine is not fully 
implemented. Below is listed a number of ways in 
which u-countries can decrease their obligations. 

(1) ARTICLE XVIII B: QUANTITATIVE 
RESTRICTIONS FOR BALANCE-oF-PAYMENTS 

REASONS 

117. U-countries with balance-of-payments diffi
culties can apply quantitative restrictions under 
Article XVIII B.17 The differences between the pro
visions of Article XII for i-countries and Article 
XVIII B for u-countries are not important. One 
notable difference is that i-countries have to hold 
balance of payments consultations every year whereas 
u-countries consult every two years. 

ll8. The following table shows which u-countries 
have applied quantitative restrictions for balance-of
payments reasons: 

119. As can be seen, a number of important 
u-countries have had recourse to quantitative re
strictions for balance-of-payments reasons. Only Cuba, 
the Dominican Republic, Haiti, Nicaragua and Peru
among the u-countries which do not belong to the 
group of fairly new members-have never resorted to 
quantitative restrictions for balance-of-payments rea
sons. As to the new members, Yugoslavia and the 
UAR are scheduled to have their first consultations 
under Article XVIII B this autumn. Some other new 
members maintain quantitative restrictions and most 
of these could justify them under Article XVIII B 
but have not yet formally invoked that article. It can 
finally be pointed out that exchange restrictions, with 

17 Before the revision of the Agreement, when Art. XVIII did 
not exist in its present form, u-countries could invoke the old Art. 
XII. (The revised Art. XII is designed for i-countries with balance 
of payments problems.) Some u-countries still apply their quantita
tive restrictions under the unrevised Art. XII. The difference 
between the old Art. XII as now applied and Art. XVIII B is only 
formal. 
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TABLE 3 
U-countries applying or having applied quantitative restrictions for balance-of-payments reasons in tbe period 1950-1963 

(as of middle of each year; for 1963 as of August) 

Key: x quantitative restrictions for balance-of-payments reasons; 
0 = no such quantitative restrictions maintained; 

- = country not yet a GAIT-member. 

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 

Brazil X X X X X X X X X X X X X X 

Burma X X X X X X X X X X X X X X 

Ceylon X X X X X X X X X X X X X X 

Chile. X X X X X X X X X X X X X X 

Ghana X X X 0 0 X X 

India . X X X X X X X X X X X X X X 

Israel . X X X 

Indonesia . X X X X X X X X X X X X X X 

Malaya. 0 0 X X X 0 0 0 0 
Pakistan X X X X X X X X X X X X X X 

Turkey X X X X X X X X X X X X X X 

Uruguay X X X X X X X X X X 

Sources: Up to !959 suc<:essive annual reports under Article XlV: 1 (g) concerning discriminatory import restrictions; from 1959 reports on arrangements for consultations 
under Article XII. Burma did not reply to enquiries as to her quantitative restriCtions during 1950-52, but it has been presumed that she did maintain such restrictions. 

effects similar to those of quantitative restrictions, 
have as a rule been included by the various countries 
reporting on their balance-of-payments restrictions. 

120. U-countries, which operate a system of 
quantitative restrictions for balance-of-payments rea
sons, avoid in fact most of the disadvantages of GA TI 
membership. The country is free to decide itself which 
imports to limit and it may very well apply the 
restrictions to goods, the tariff rates of which have 
been bound at tariff negotiations. Moreover, the 
setting of the "priority label" on imports of products 
essential for economic development ("input imports") 
is explicitly permitted. The restrictions are not 
supposed to exceed what is necessary to forestall a 
serious decline in the foreign exchange reserves or 
what is necessary to increase inadequate reserves. This 
is, however, a rubber clause not setting any real limits. 
Nor does the requirement of consultations approxi
mately every two years limit maneuverability. There 
has been no scrutiny at the consultations with any 
visible, immediate practical consequences. Although 
this need not mean that the u-countries, when they 
have first framed their restrictive policies, have not 
gone to some lengths to avoid being exposed to 
criticism at consultations, it seems legitimate to con
clude that the consultations amount to nothing more 
than a polite exchange of views on points of theoretical 
and practical interest to both parties. To what extent 
can it be argued that the consultations are unpleasant 
and time-consuming for the u-countries? It is possible 
that the need to discuss government policies with a 
committee of foreigners is unpleasant, but the extent 
to which any ill-feelings have been generated from 
such consultations defies objective analysis by an 
outsider. The time spent at consultations can hardly 
be regarded as a heavy burden. The four consultations 
which were held in the spring of 1963, for instance, 
were cleared in one session of the Committee on 
Balance-of-Payments Restrictions meeting in Geneva, 
12 to 21 June. 

121. The only serious disadvantage which remains 

is that the balance-of-payments restrictions must be 
applied on a non-discriminatory basis although it 
would be valuable for u-countries to have the oppor
tunity of pursuing less restrictive policies vis-a-vis 
other u-countries. Also, it can be argued that a u
country in some instances would like to use the tariff 
instrument to correct the balance of payments. This 
method is not open under Article XVIII B, i.e., to the 
extent the tariff increases would affect bound items. 
This is rather peculiar considering the preference for 
tariffs over quantitative restrictions in the GATT 
doctrine. Since it has happened that the IMF has 
recommended u-countries to use tariffs to adjust a 
balance-of-payments disequilibrium, this peculiar 
situation has sometimes been highlighted. In such 
situations, the GATT has through waivers accepted 
various surcharges (see further under III D 5). 

(2) ARTICLES XVIII A AND C: GOVERNMENT 
ASSISTANCE TO ECONOMIC DEVELOPMENT 

122. Before the revision of the Agreement, Article 
XVIII entitled countries to seek permission for the 
application of protective measures to promote the 
establishment, development or reconstruction of 
particular industries or branches of agriculture. 

123. On being revised, the article was extensively 
re-written. Whereas earlier the article covered all 
countries, it now applies only to countries "which can 
only support low standards of living and are in the 
early stages of development". There is, however, also 
a provision which deals with countries "in the process 
of development" in general. 

124. The article now consists of four sections. 
Section B, which gives the right to apply quantitative 
restrictions for balance-of-payments purposes, has 
already been discussed. Section A contains the right 
to modify, after a notification and renegotiation 
procedure, a concession made at a tariff negotiation 
if the country deems this essential to the establishment 
of a particular industry with a view to raising the 
general standard of living of its people. 
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125. Section C gives the country the right to 
introduce quantitative restrictions under the same 
circumstances. Section D, which is the remnant from 
the original version of Article XVIII, gives an opening 
for the countries "in the process of development" to 
introduce quantitative restrictions to promote the 
establishment of a particular industry. 

126. All measures applied pursuant to the pro
visions of Sections C and D are reviewed annually. 

127. Little use has been made of the development 
provisions in Article XVIII (See consecutive numbers 
of BISD). Before the revision, Cuba, India and Haiti 
had recourse to the article on a minor scale and only 
Ceylon made any wide use of it. Apart from Cuba, 
which has used the Article to secure the extension of a 
right it had to restrict imports of hard fibres under the 
old XVIII, Ceylon is the only country which has at all 
invoked the development provisions of the article 
after its revision, and still does so quite extensively.18 

This country has had recourse to Article XVIII in 
1949, 1950, 1952, 1955, 1956, 1957, 1958, 1959 and 
1960. The range of goods covered by the various 
releases is broad and includes various textiles and 
textile products, iron and steel products, petroleum 
products, leather and rubber products and plywood 
products, particularly tea chests. All releases cover the 
introduction of quantitative restrictions, i.e., the 
provision under Section C. There has been no in
vocation of Section A. 

128. It might be added that Section D of Article 
XVIII, which supposedly could have been used by 
some non-industrialized but advanced country, has 
never been invoked. (Nor did i-countries ever use the 
old Article XVIII.) The explanation for this is probably 
that countries such as New Zealand and South Africa 
apply quantitative restrictions for balance-of-payments 
reasons. Other countries-Australia, for example
have preferred to make use of tariffs, rather than the 
quantitative restrictions provided for in Section D, to 
protect her infant industries. 

129. The main reasons why so few u-countries 
have made use of the development provisions of 
Sections A and C of Article XVIII seem to be the 
following: 

(i) The provisions of Sections A and C appear 
unnecessarily complex at least in comparison with the 
ease with which sweeping rights can be obtained under 
Section B by those u-countries which face balance-of
payments problems, i.e., as we have already seen, prac
tically all u-countries. For instance, applying Sections 
A and C rather than B does not make it possible to 
pick and choose products to restrict completely at the 
discretion of the country concerned. Also, there is at 
least one case in which a country-Ceylon in 1959-
had difficulties in persuading the Contracting Parties 
that the measures suggested under Section C would 
benefit the country (8S/90). Furthermore, under 
Section C, there are annual consultations instead of 

18 .A~ can be seen from Table 3, Ceylon also applies quantitative 
restr1cttons for balance-of-payments reasons. Among various reasons 
why it has also had recourse to Section C is that the particular form 
of protection granted to infant industries in Ceylon has not been 
a simple quantitative restriction and could best be described as a 
form of "mixing regulation", whereby a domestic user of a product 
must use certain quantities of domestically-produced goods. 

consultations every two years as under D. This must 
be inconvenient, although the annual review, as far 
as can be gathered from the four reports which have so 
far appeared, seems to be even less of an ordeal than 
the consultations under D. 

(ii) Furthermore, Section B has an attraction over 
A and C in that it is not only less complicated to use 
but also less costly since it does not entail any risk 
of equivalent concessions being withdrawn or of 
compensation having to be given. 

(iii) Sections A and C refer to the establishment of 
new industries which might have restricted their use. 
But "new" has been given a wide interpretation. 

(iv) A special reason why Section A has not been 
used is that a number of u-countries have instead 
chosen, although this is more complicated, to modify 
tariff concessions under Article XXVIII: 4 (see below 
D 7). This probably results from the continuance of a 
practice which was necessary before the revision of 
Article XVIII. 

(3) ARTICLE XIX: EMERGENCY ACTION ON 
IMPORTS OF PARTICULAR PRODUCTS 

(For content of this article, see paras. 63 to 74.) 
130. There have only been two instances in which 

u-countries . have invoked Article XIX. Nigeria in 
May 1962 mtroduced a quantitative restriction on 
cement. Peru in March 1963 increased tariffs on lead 
arsenates and valves. This latter action is somewhat 
special since the country had already requested re
negotiations under Article XXVIII :4----not XVIII :A
for a variety of products but wanted to find an opening 
to suspend some of the obligations immediately, i.e., 
without having to wait for the renegotiations to be 
corr;pleted. Thus, Article XIX has not, any more than 
Article XVIII A and C, been employed as a means by 
which u-countries can reduce the disadvantages of 
membership. 

(4) ARTICLE XXIV: CUSTOMS UNIONS AND 
FREE-TRADE AREAS 

131. Membership of GATT has not prevented 
various u-countries from participating in the regional 
trade arrangements which have been, or are in the 
process of being, made-namely, LAFTA and the 
Central American Economic Union. Thus, the most
favoured-nation provision, which prevents au-country 
from pursuing more liberal trade policies vis-a-vis 
other u-countries than are applied in relation to 
i-countries, can be circumvented through the forma
tion of a customs union under Article XXIV. However 
it would not be possible under the letter of th~ 
Agreement to operate various trade obstacles in a 
fashion that discriminated against i-countries without 
going to the length of forming rather advanced 
trading arrangements such as customs unions. 

(5) ARTICLE XXV 5: GENERAL WAIVER CLAUSE 

(For content of this article, see paras. 80 to 90.) 
132. There are two groups of waivers which are 

of interest in the present context: (a) waivers granted 
to u-countries in connexion with tariff reforms: 
(b) waivers permitting some u-countries to introduce 
surcharges on tariff rates. 
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(a) When au-country makes a tariff reform it might 
prove difficult to avoid changes which affect items that 
have been bound at tariff negotiations. If it is evident 
that the tariff reform implies tariff increases on some 
bound items, the country can request re-negotiations 
under Article XXVIII :4. For this no waiver is 
needed.19 But it might be difficult to comply fully 
with the stipulations of this article. In particular, 
it has proved necessary for some countries-for do
mestic legislative reasons-to secure a waiver to enable 
the presentation of the new nomenclature to the 
legislative body before any re-negotiations have 
commenced or been concluded. Turkey has obtained 
a waiver of this kind (9S/49). So has Cuba, although 
this case is slightly more complicated from a technical 
viewpoint (6Sf27). In connexion with her adhesion 
to the Central American Economic Union, Nicaragua 
was granted a waiver to increase various rates, without 
renegotiations, to enable her adoption of a common 
external tariff (lOS/48). Indonesia was granted a 
waiver subsequent to the introduction of a new tariff 
increasing duties on bound items (IOS/43) and has 
recently indicated that she might have recourse to the 
same procedure again. Brazil also has a waiver enab
ling her to apply a new tariff before a new schedule of 
concessions has been negotiated (SS/36). All these 
waivers fall within the period since 1956, the year the 
Brazilian waiver was granted. 

(b) The following u-countries have been granted the 
right to maintain surcharges applied to items bound 
at tariff negotiations: Peru, Nicaragua, Chile, Uruguay, 
Ceylon and Turkey. 20 India has also recently intro-

19 According to Article II 6 A, a country which has specific duties 
and which has found it necessary to devalue by more than twenty 
per cent is free to make modifications in its schedule of concessions 
without any re-negotiations or waivers. This is only equitable since 
it in fact restores the original situation. Among u-countries, Turkey 
(SS/24) and Uruguay (lOS/34) have made use of this provision. 

ao For references, see Index in lOS under "Waivers granted". 

duced surcharges affecting bound items. The level of 
such surcharges is often quite high. In the Chilean case, 
surcharges are permitted up to 200 per cent ad valorem. 
In the Ceylonese case, the surcharges are 5 per cent 
ad valorem plus 20 per cent of the ordinary tariff duties. 
All these waivers on surcharges have been granted in 
order to bring about an improvement in the balance 
of payments. It should be noted that a country, seeking 
to increase its tariff for balance of payments reasons, 
must obtain a waiver since the provisions in Article 
XVIII B relate only to the introduction of quantitative 
restrictions. This is rather peculiar-as has already 
been pointed out-considering the preference in the 
GATT doctrine for tariffs over quantitative restrictions, 
and this peculiarity has been brought to the foreground 
when the IMF has recommended tariff increases to 
correct a balance of payments disequilibrium. 

(6) ARTICLE XXVI 5 (c): ACCESSION TO GATT 
THROUGH SPONSORSHIP 

133. Accession to the Agreement normally takes 
place under conditions set out in Article XXXIII. 
This means that the acceding country is invited to 
participate in a round of tariff negotiations where 
concessions are exchanged. Since the acceding country 
becomes the beneficiary of all the concessions the 
other members have exchanged among themselves 
earlier, the acceding country may be asked to give 
concessions to some country which that other country 
does not match at the particular negotiation but which 
it supposedly has matched by earlier concessions of 
interest to the acceding country. Concessions of this 
type are referred to as the "accession fee". For 

· "accession fees", see under IV B 3. 
134. However, many u-countries have joined the 

GATT under another article, namely, Article XXVI 
· 5 (c). A customs territory for which GATT rules have 
been applied by the responsible country and which 

TABLE 4 

Original 
contracting 

parties 

Brazil 
Burma 
Ceylon 
Chile 
Cuba 
India 
Pakistan 

Accession of u-countries presently applying GATT 

Under Art. XXXIII 

Could not have used 
Article XXVI 

Argentinab 
Dominican 

Republic 
Haiti 
Israel 
Nicaragua 
Peru 
Turkey 
UARb 
Uruguay 
Yugoslaviab 

Could have used 
Article XXVI 

Cambodia• 
Tunisiab • 

Under Art. XXVI 

CoUIItries which could join the GATT under 
Article XXVI but have deferred tlwir decision 

meanwhile applying GATT rules on a de facto basis 

With c.oncess/ons having Wlthaut concessions 
been negotiated by the having been negotiated 
former respansible by tlw former responsible 

country country 

With concessions having 
been negotiated by tlw 
former responsible 

country 

Wilhaut concessions 
having been negotiated 

by tlw former respansfb/e 
country 

Dahomey 
Gabon 
Indonesia 
Malaya 
Mauritania 
Senegal 
Upper Volta 

cameroon Algeria Jamaica 
Centr. African Burundi Togo 

Republic Congo (Leopoldville) 
Chad Ivory Coast 
Congo (Brazzaville) Madagascar 
Cyprus Mali 
Ghana Niger 
Kuwait Rwanda 
Nigeria 
Sierra Leone 
Tanganyika 
Trinidad-Tobago 
Uganda 

• The following countries which could have joined the GAIT under Article 
XXVI have chosen not to join, even under Article XXXIII: Guinea, Laos and 
Viet-Nam, aU of which had concessions negotiated by the former responsible 
country. 

b This country is a provisional member, being attached to the GAIT through 
a special agreement. Nonetheless, the rountry is here listed under the heading 
it would be listed under did it decide to become a full member. 

• Concessiollll had been negotiated by the former responsible country, 
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acquires full autonomy in the conduct of its external 
commercial relations can accede "upon sponsorship 
through a declaration by the responsible contracting 
party establishing the above-mentioned fact", i.e., 
that full commercial autonomy has been given the 
former customs territory. 

135. A country acceding in this fashion accepts the 
concessions which the former responsible member has 
negotiated on its behalf but is, of course, free to have 
recourse to the various provisions (e.g., under Articles 
XVIII or XXVIII) to modify those concessions. 
Alternatively, if it so wishes, a newly-autonomous 
country can resign its rights under Article XXVI 5 (c) 
and accede to the GATT under Article XXXIII. 

136. The mere fact that the country has an option 
to join either under the one or the other article con
stitutes a privilege. However, this privilege would not 
amount to much if the former responsible country 
had negotiated a massive schedule of concessions 
which the newly-autonomous State would obviously 
not wish to inherit. However, the real situation is 
almost the reverse. For many customs territories, the 
responsible member never made any concessions at all. 
Table 4 gives a picture of how all u-countries, presently 
applying the GATT, have joined the Agreement. 

(7) ARTICLE XXVIII: MODIFICATION OF 
SCHEDULES OF CONCESSIONS 

(For the provision in this Article, see paras. 91 to 95.) 
137. Open season renegotiations: The following 

table shows, for each u-country which has renegotia
ted, the number of countries with which it has carried 
out such negotiations. The figure within parentheses 
gives the number of other u-countries with which it 
has renegotiated. The number of countries gives an 
idea of the scope of the renegotiations: 

1951 1955 (continued) 

Brazil 6 (0) Peru 7 (0) 
Chile 2 (0} Uruguay 2 (0) 
Cuba 2 (0) 1957 
Uruguay 5 (0) 

Ceylon . I (0) 
1955 1960 

Benelux for Benelux for 
Neth. Ant. 6 (4) Neth. Ant. 2 (0) 

Ceylon ... 8 (0) Ceylon .. 15 (0) 
Cuba 5 (1} India. .. 15 (0) 
Dominican Republic . 2 (0) Indonesia. 15 (0)" 
India .. 3 (0) Pakistan 9 (0) 
Nicaragua 9 (I) Peru .. 10 (2) 
Pakistan . .. 2 (0) Turkey. 18 (2)" 

• These negotiations were made io connexion with the tariff reforms mentioned 
In the discussion on waivers. 

138. Since the open season renegotiations in 1960, 
Benelux-on behalf of Surinam l (0), Haiti 9 (1), 
Pakistan 4 (0), and Peru 3 (0)-has had recourse to 
paragraph 4 of Article XXVIII in order to renegotiate 
concessions. In between the ordinary 1957 and 1960 

renegotiations, Brazil held extensive renegotiations 
referred to in the discussion on waivers. The following 
u-countries re-negotiated concessions under the 
"sympathetic considerations" procedure which existed 
before the revision of the Agreement: 

1948 1953 

Brazil 2 (0) India • 1 (0) 
Ceylon. 9(1) 1954 
Cuba 1 (0) 
Pakistan 6 (1) India 6 (0) 

Cuba 1 (1) 
1949 1956 

Cuba ... 2 (0) Chile 8 (1) 

139. The gap between 1949 and 1953 is explained 
by the open season renegotiations that were held in 
1951. 

(8) ACTION OUTSIDE THE AGREEMENT 

140. Some u-countries may, knowingly or un
knowingly, have taken action outside of the Agree
ment without this having been brought to the attention 
of other members, either because no other country 
has found it opportune to complain or because no 
particular survey has been made by the GAIT. The 
case of Brazil can be cited as an instance of the .. 
lodgement of a formal complaint. Through the fifties, 
this country applied various internal taxes which 
discriminated against imports. In the context of a 
survey of residual restrictions, Sierra Leone reported 
that it was applying quantitative restrictions outside 
the Agreement. Action outside of the Agreement by 
u-countries, to the extent it is known, seems to have 
been on a far smaller scale than that taken by i-coun
tries with their wide residual import restrictions. If, as 
is possible, there exist various unreported measures 
maintained contrary to the Agreement, particularly 
in the newly-acceded u-country members, this does not 
mean that it would be impossible to justify these 
measures under the Agreement by invoking an appro
priate article. On the contrary, the rights of u-country 
members to suspend obligations under the Agreement 
are so wide that it would be surprising if those who 
wished to find an opening within the Agreement were 
not able to do so. 

IV. ATTEMPTS TO PROCEED BEYOND THE 
APPLICATION OF THE CONVENTIONAL 

COMMERCIAL POLICY DOCTRINE 

141. Having discussed the advantages and dis
advantages to u-countries of adhesion to the GATT, 
viewed in its role as a trade organization built essen
tially upon conventional commercial policy doctrine, 
an attempt will now be made to outline those activities 
of the GATT which can best be looked at in the light 
of a different kind of trade theory better adapted to 
interpret the particular commercial policy needs of 
u-countries. Since earlier discussion has covered the 
ways in which i-countries have avoided the full im
plementation of obligations under the spirit of the 
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Agreement, it is only fair to point out, in this context, 
that the recognition of special trade problems of 
u-countries has implied attempts to extend the obliga
tions of i-countries beyond what they are under what 
we have called the "basic doctrine of the Agreement". 

142. It is difficult to draw a sharp distinction 
between those activities which should be regarded as a 
reflection of conventional commercial policy doctrine 
and those which should be looked upon as an expres
sion of new commercial policy ideas. There has been 
a gradually increasing awareness of the inadequacy 
of the basic doctrine of the Agreement in the context 
of the possibility for international trade to play its 
full role in supporting economic development and, 
as could be expected, this has been reflected not only in 
the activities reviewed below but also in a gradual 
change in the ways in which the various existing pro
visions of the Agreement are interpreted and imple
mented. The ease with which u-countries can invoke, 
for instance, balance-of-payments difficulties for the 
imposition of quantitative restrictions might thus, in a 
sense, be said to represent a recognition of the need 
for extraordinary commercial policies to close a 
foreign exchange gap of the special type that was 
analysed in the theoretical introduction. But it might 
also be argued that this does not amount to much more 
than a provision parallel to the one open to i-countries 
when they face balance-of-payments difficulties-a 
provision which is a deviation from the conventional 
trade theory as reflected in the GATT doctrine but 
which exists for reasons of political expediency. 

143. Even if it can thus be argued that there has 
been a gradual de facto extension of the facilities for 
u-countries within the Agreement, it is possible to 
discern some activities which represent more definite 
attempts to proceed beyond the conventional com
mercial policy doctrine in order to accommodate u
countries. This is particularly true of activities under 
the Programme for Expansion of International Trade. 
It is less true of what can be called "non-insistence on 
full reciprocity", which is rather an intermediate step 
and as such has, unavoidably, already been touched 
upon in the earlier exposition. This will, however, now 
be discussed more systematically. 

144. It might be mentioned, as an indication of the 
change in the activities of the GATT as regards 
providing stimulus to economic development in 
relation to the conventional commercial policy doctrine 
laid down in the Agreement, that it was decided at the 
Ministerial Meeting in May 1963 to undertake a 
revision of the legal and institutional framework, 
not only for legal reasons but also in order to make the 
development work itself more effective (GATT/794). 
The Committee on Legal and Institutional Framework 
had its first series of meetings on 14-18 October 1963. 

A. The GATT as a forum for under-developed 
countries to push new commercial policy ideas 

145. To the extent that the activities of the GATT 
have changed over the years to accommodate the inter
ests of u-countries, this can on the whole be attributed 
to pressures exerted by these countries. Within the 
GATT, u-countries have operated as an informal 
group, working in particularly close co-operation 

since the presentation of the Haberler report in 1958. 
It should be noted, however, that such co-operation 
may now encounter difficulties as a result of differences 
of interest between u-countries associated with the 
EEC and other u-countries. Nonetheless, the GATT 
provides a forum for making views on commercial 
policy known and felt, and it might be of interest to 
study this aspect of the GATT as a background to our 
analysis of the new departures which have been tried. 

146. The GATT provides the following forums 
where new ideas can be propounded: 

(i) Ministerial Meetings 

147. These irregular meetings are held when there 
is need for discussion and guidance on policy matters. 
The latest ministerial meeting was held in May 1963; 
the preceding one took place in November 1961. 
Representatives of all member countries are entitled 
to participate at Sessions. Furthermore, a number of 
countries-those participating in the Havana Con
ference and also other countries indicating interest in 
GATT matters-are invited to attend as observers. 
These latter countries now number twenty-five and are 
as follows: 

Afghanistan 
Bolivia 
Colombia 
Costa Rica 
Equador 
Ethiopia 
El Salvador 
Guatemala 
Iran 
Iraq 
Jordan 
Korea 
Laos 

Lebanon 
Liberia 
Libya 
Mexico 
Morocco 
Panama 
Paraguay 
Philippines 
Somalia 
Syria 
Venezuela 
Viet-Nam 

148. Ireland and Romania, which cannot perhaps 
be considered u-countries, also belong to this category. 

149. As can be seen from table 5, 55 u-countries 
attended the Ministerial Meeting of May 1963. 
Twenty-four of these were represented by ministers; 
all u-members attended, except Cambodia, Kuwait 
and Nicaragua, and more than half of the specially 
invited attended (however, Guatemala, Libya and the 
Philippines, although listed among delegates, do not 
exist in address or hotel lists, nor in attendance lists 
or lists of speakers). 

150. The comparable statistics for the Ministerial 
Meeting of November 1961 are: 47 u-countries 
attended, 13 of these being represented by Ministers; 
all u-members attended and half of those specially 
invited accepted the invitation. 

151. If we compare the attendance at the Minister
ial Meetings of 1961 and 1963, we notice an increase 
in the over-all number of u-countries attending, an 
increase which cannot be wholly explained by the 
participation of newly-independent states. Particularly 
striking is the increase in the number of Ministers 
present. It almost doubled. This increase reflects a 
trend since, at the preceding Ministerial Meeting in 
connexion with the fifteenth session (in Tokyo in 1959) 
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TABLE 5 
Attendance of u-countries at Ministerial Meeting, May 1963 

Members Observers 

Ministerial repr. Ministerial repr. 
Representative (9) Representative (13) 

Minister (23) Alternate (8) Mini.1ter (1) Alternate (1) 

Argentina Malaya Burma Algeria Viet-Nam Ethiopia 
Brazil Nigeria Centr. African Burundi 
Cameroon Pakistan Republic Chad 
Ceylon Peru Chile Congo (Leop.) 

Bolivia 
Colombia 
Ecuador 
Guatemala 
Iran Cyprus Sierra Leone Congo (Brazz.) Gabon 

Dominican Tanganyika Cuba Haiti Iraq 
Republic Trinidad-Tobago Indonesia Ivory Coast Korea 

Libya 
Mexico 
Philippines 
Somalia 
Sudan 
Venezuela 

Ghana Tunisia Upper Volta Niger 
India Turkey Uruguay Senegal 
Israel Uganda 
Jamaica UAR 
Madagascar Yugoslavia 

there were only six Ministers from u-countries. The 
increasing interest displayed by u-countries is probably 
due to the rising prominence of development problems 
at the ministerial meetings. All i-countries attended 
the May 1963 meeting and were represented by 
Ministers. 

152. It might also be of some interest to study the 
list of statements made at the Ministerial Meetings. 
In 1963, as many as 33 u-countries appear on the list. 
In 1961 the corresponding number was 12. 

(ii) Sessions of the contracting parties 

153. The contracting parties in session constitute 
the highest decision-making body. The twentieth 
session was held in November 1962. Another session 
is scheduled for the autumn of 1963. Those entitled 
to participate are , all member countries and these 
countries which receive special invitation, i.e., the 
same group of countries as are invited to Ministerial 
Meetings. 

154. At sessions, only full members have the right 
to vote. Each full member has one vote. (Financial 
contributions are, on the other hand, determined on 
the basis of the respective country's share in world 
trade. This means that participation in the GATT is 
not expensive for u-countries. For instance, in 1963 
Brazil contributed $14,360 and Burma $5,750.) 
(llS/164). 

155. The picture gained from a study of the 
attendance at Ministerial Meetings is brought even 
more in focus when we study participation at Sessions. 
A sample has been made of the Tenth, the Fifteenth, 
the Nineteenth and the Twentieth Sessions: 

Dec. 1955, tenth 
session 

Nov. 1959, fifteenth 
session 

Dec. 1961, nineteenth 
session 

Nov. 1962, twentieth 
session 

Number of Number of 
u-count ry u-count ries 
members represented 

represented as observers Total 

11 11 22 

18 12 30 

34 11 45 

38 17 55 

Per cent of 
all u-countries 
in the world 
at the time 

42 

54 

59 

62 

156. In 1954, Mr. Oldini of Chile was elected 
Vice-Chairman, the first from au-country. Mr. Oldini 
has since then also been Chairman, an honor which 
he now shares with three other representatives of 
u-countries, namely, Sir Claude Corea of Ceylon, 
Mr. Jha of India and Mr. Barbosa da Silva of Brazil. 
At the moment, Mr. Daramola of Nigeria is a Vice
Chairman. 

(iii) Council of representatives 

157. This body was set up in 1960 in order to 
lighten the burden of work at the sessions by assuming 
certain tasks and conducting preparatory work on 
others. The Council is composed of "representatives 
of all contracting parties willing to accept the re
sponsibilities of membership therein". Members of 
the GATT not on the Council are invited to send 
observers to meetings of the Council. The countries 
invited to send observers to sessions and Ministerial 
Meetings are not invited to attend Council Meetings. 

158. The following 17 u-countries have accepted 
"the responsibilities of membership on the Council" 
(as of July 4, 1963): 

Argentina 
Brazil 
Chile 
Cuba 
Ghana 
India 
Indonesia 
Israel 
Malaya 

Nigeria 
Pakistan 
Peru 
Tunisia 
Turkey 
UAR 
Uruguay 
Yugoslavia 

159. All these countries (except Malaya) attend 
the meetings of the Council regularly. Ceylon has 
sometimes asked to be co-opted to the Council when 
matters of interest to her have been on the agenda. 
A few countries attend as observers. For instance, 
in February 1963 Tanganyika and Trinidad-Tobago 
(and also Yugoslavia, which at that time was not yet on 
the Council as a member) attended. In June 1963, the 
Central African Republic and Nicaragua attended. 
All i-countries are members of the Council. 
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(iv) Committees, working parties, etc. 

160. A number of u-countries have consistently 
taken an active part in the various committees and 
working parties, whether permanent or ad hoc, which 
have been set up by the contracting parties. There 
would, however, be little point in reviewing in detail 
u-country activity in all committees and working 
parties. We may, however, look more closely at one 
particular committee, of great interest presently, which 
has some bearing upon a problem already discussed. 
This is the Trade Negotiations Committee which is 
preparing for the Trade Conference ("Kennedy 
round") scheduled to begin in the Spring of 1964. 
Membership of the TNC is open to all members who 
wish to participate. The following 14 u-countries are 
represented on this committee: 

Argentina Pakistan 
Brazil Peru 
Ghana · Sierra Leone 
India Turkey 
Israel lJAFl 
Kuwait lJruguay 
Nigeria Yugoslavia 

161. Another very important committee is the 
Action Committee, established to supervise the imple
mentation of the Action Programme discussed in May 
1963 at the Ministerial Meeting. This Action Pro
gramme, which will be discussed in this chapter, 
relates to the trade problems of u-countries. The 
following u-countries are on the Action Committee: 

Brazil Pakistan 
Ceylon Peru 
Chile Tunisia 
Ghana lJAFl 
India lJpper Volta 
Indonesia lJruguay 
Israel Yugoslavia 
Nigeria 

All the major i-countries are also on the Committee. 
162. From this review of the degree of u-country 

participation in various GATT bodies, it would seem 
that u-countries value the opportunities of using the 
GATT as a forum for making their views heard and 
felt. It would also seem that their interest in this aspect 
of the GATT has been increasing. This is understand
able since there has been an increasing awareness on 
the part of u-countries of the importance of trade 
problems in the development process, and the GATT 
is a forum where trade policy problems are discussed 
among officials with commercial policy as their 
speciality. Irrespective of 1 any evaluation of the 
practical achievements of the GATT in solving the 
problems of trade and development, it is likely that a 
more vigorous and concrete exchange of views and 
ideas on trade policy, including trade policy for 
u-countries, has taken place here than in any other 
forum. 

B. Non-insistence on full reciprocity 

163. Fleciprocity between obligations and con
cessions is a cornerstone in the structure of the GATT. 
Certainly, the balance of reciprocity can be, and has 

been upset through the various ways in which obliga
tions under the GATT doctrine have been avoided 
by both u- and i-countries. But what is more significant 
is that, within the area in which full reciprocity has 
been most clearly established both as a principle and 
as a practical rule, namely, in tariff matters, it seems to 
be in process of being discarded both in principle and 
in practice. The contexts in which non-reciprocity can 
be discussed are at ordinary tariff negotiations, at 
re-negotiations and at accession negotiations. 

(1) TARIFF NEGOTIATIONS 

164. When discussing tariff negotiations, it was 
observed that a major difficulty for u-countries in 
participating actively was the limitation on their 
ability to make concessions. The first time this was 
explicitly recognized within the GATT by i-countries 
seems to have been when the French plan for linear 
tariff reductions was discussed around 1953. Although 
the French proposals failed to produce any concrete 
action, it is, from out point of view, interesting to note 
that it was suggested therein that u-countries should be 
permitted to exempt their fiscal duties and also "duties 
affecting products included in their economic develop
ment plans" from the proposed general reduction of 
30 per cent (lS/85). It was probably this suggestion 
which, wht;n the Agreement was revised, resulted in a 
provision which states that at trade negotiations 
account should be taken of the need for u-countries 
to maintain revenue duties and flexibility in their 
tariffs for development purposes. (Article XXVIII 
bis 3 b). However, the French plan for linear tariff 
reductions came to nothing and there seems to be no 
particular reference to u-countries and their special 
problems in the plans for tariff reduction and rules 
and procedures for the 1956 Tariff Conference, for 
which the French proposals had been drafted (4S/74). 

165. The rules and procedures for the Geneva 
Con~erence in 1960, likewise, did not contain any 
particular reference to u-countries and their participa
tion in the tariff conference. In the preliminary dis
cussions there had been some, consideration of the 
possibility of "unilateral concessions", but the ques
tion was "resolved" by references to the work of 
Committee III, which had by then been set up to 
make an over-all examination of the trade problems 
of u-countries (8S/110 on Committee III, see below, 
IV C). The EEC countries did, however, state (in the 
Tariff Negotiations Committee, 17 February 1961) 
that they did not expect full reciprocity from u-coun
tries. The request for reciprocity in exchange for a 
linear tariff reduction of 20 per cent, offered by EEC, 
was directed towards other i-countries. It is probable 
that there would even have been some recognition of 
non-reciprocity in the rules for the tariff negotiations 
if it had not still been difficult for some i-countries to 
subscribe to such a provision. This does not necessarily 
mean, however, that individual i-countries did not give 
some non-reciprocated concessions to u-countries. 

166. However, non-reciprocity is at present widely 
and more concretely discussed within the GATT. 
The reason seems to be the recognition of, on the one 
hand, the idealistic or practical necessity of assisting 
u-countries and, on the other hand, the practical 
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necessity of non-reciprocity in order to conduct the 
forthcoming trade conferen.ce, the ".Kennedy:• round, 
which will be based upon hnear tanff reductions that 
u-countries could never be expected to reciprocate.21 

To ensure real participation ofu-countries at the trade 
conference, and not just inactive presence ~t the most, 
the Ministers in May 1963 concluded that m the forth
coming negotiations every effort should be made to 
reduce barriers to exports of u-coun!ries aJ?.d t~at 
i-countries could not expect to rece1ve rec1proc1ty 
(MIN (63) 9). A special sub-committee of the Tariff 
Negotiations Committee has been formed to define 
more clearly the manner in which u-countries can 
participate at the conference. 

167. In summary then, although it is quite con
ceivable that negotiations under the "Kennedy" round 
will differ in this respect, non-reciprocity has not 
been practised in past tariff negotiations on any 
noticeable scale. As to the "Kennedy" round, there 
will be two conflicting pressures on the i-countrie~. 
On the one hand, i-countries will, because of theu 
international interests, find it difficult to exclude from 
any linear tariff reduction commodities whic_h ~r~ of 
interest to u-countries. On the other hand, It 1s JUSt 
these commodities which in many cases are subject 
to internal political sensitivity since, ~articularly ~s 
far as agricultural products, raw matenals, and semi
manufactures are concerned, reallocation of factors of 
production conseq_uent upon an~ tariff cut .would be 
relatively more difficult to ~c~1eve than m ~anu
facturing industry. However, 1t Is hardly conceivable 
that the "Kennedy" round will not embody a more 
extensive departure from the principle of reciprocity 
than has so far occurred, although this need not 
amount to very much. 

168. It could be mentioned that simple non
participation at tariff conferences has always rep~e
sented a way of avoiding reciprocity. Many countnes 
have as we know, been able to enjoy whatever tariff 
redu~tions other members have negotiated, without 
themselves participating. Such a practice has not been 
objected to, although countries are supposed at ~on
ferences to establish reciprocity for concessiOns J' 
negotiated by other members but in which they have 
an interest. However, it is doubtful whether the oppor
tunity for non-reciprocity through passivity has l?roved 
any less invaluable than the. lack o~ «;>PP«;>rtumty for 
non-reciprocity through active parbctpabon. Goods 
of interest to u-countries might never have been 
negotiated by i-c01;1!trie~ among themselv7s. ~n fact, 
it would be surpnsmg If they had, constdermg the· 
differences in export structures and the workings of the 
selective-as opposed to linear-negotiating tech-
nique. 

(2) RE-NEGOTIATIONS 

169. Over the years it has, it seems, become 
increasingly easier for u-countries to modify their 
tariff schedules without being faced with demands 
from i-countries for full compensation. There is at 
least one case in which it is quite easy to see how an 

21 It is in ilself of interest to note that this is not being referred 
to as "t~riff conference" but a "trade conference", indicating the 
intended wider scope of the conference. 

existing schedule has been dimi~shed in sc?pe. In 
1956 Brazil was granted the nght to abolish her 
existing, very large, schedule of concessions. Over the 
next three years, Brazil negotiated a new, and nar
rower, schedule. During the renegotiation period, no 
country (with the exception of Finland) withdrew any 
concessions given to Brazil. Nor has the scope of 
concessions given to Brazil in the bilateral agreements 
which have actually been concluded, including that 
with Finland, been, on balance, reduced. Moreover, 
when one-third of the concessions given in the new 
Brazilian schedule proved unacceptable to . t~e 
Brazilian Congress, a waiver was granted to Brazil m 
1960 providing for negotiations of these items. These 
negotiations are still uncompleted. 

(3) ACCESSION 

170. Countries which do not accede through 
sponsorship (see II D 5), but by the ordinary mechan
ism (Article XXXIII), do so "on terms to be agreed 
between such government and the CoNTRACTING 

PARTIES". In actual practice, this has meant that when 
an acceding country participates at a tariff conference 
it is supposed, in granting tariff conces~ions, to take 
into consideration not only new concesswns made by 
other members but also any benefits it will receive 
from concessions already exchanged among the 
members (see, for instance SS/116). The concessions 
given by the acceding country in exchange for the 
indirect benefit of concessions made earlier between 
contracting parties constitute the "entrance fee". This 
entrance fee could be more or less exacting, depending 
upon whether the existing members wish to extract 
full reciprocity. 

171. It is almost impossible to assess quantitatively 
the extent of past "entrance fees". To begin with, it is 
hard to quantify the indirect benefits; secondly, many 
agreements contain new concessions to the acceding 
country and these make it difficult to determine which 
of the concessions given by the acceding country 
are in exchange for indirect benefits; thirdly, the 
relative size of the accession fee would also depend 
upon what non-tariff barriers hamper the exports of an 
acceding country, or, in other words, the accession fee 
for Uruguay must be judged on different grounds from 
that of Israel. For these reasons, it is also impossible 
to tell whether the entrance fees have decreased through 
time, as we should expect them to have done if in
sistence on reciprocity has lessened. All that can be 
said is that there seems to be an impression that the 
"entrance fees" are now not so high as they were 
earlier' This impression is not contradicted by a study 
of the terms of which Cambodia was able to join the 
GATT at the most recent tariff conference. Cambodia 
concluded only two agreements which did not contain 
any new concessions given to Cambodia. These agree
ments were with the US and Sweden. To Sweden, 
Cambodia made only one concession, and this con
cession was also made to the US. Cambodia's other 
three agreements (with the EEC, Norway and Czecho
slovakia) contained some new concessions to Cam
bodia. Even if there might, in these three agreements, 
have been some concessions by Cambodia which were 
not fully matched by new concessions received, a study 



528 INSTITUTIONAL ARRANGEMENTS 

of the actual agreements indicates that the "fee" paid 
could not have constituted more than a token charge. 
On the whole, the accession negotiations appear to be 
ritualistic rather than substantive. For instance, 
Cambodia's agreement with Norway contains only a 
Norwegian concession on unground pepper and a 
Cambodian concession on fish-hooks. 

172. Israel acceded at the same Tariff Conference. 
The agreements concluded by Israel were certainly 
greater in number and wider in scope than those of 
Cambodia, but it cannot be simply deduced from this 
that the entrance fee paid by Israel should be con
sidered high. For example, only one agreement (that 
with Denmark) did not result in new concessions to 
Israel. Also, the concessions given by Israel covered 
products, the imports of which are essential for the 
development programme. But even were it to be argued 
that Israel did pay a high fee, this need not contradict 
the impression that the fees for u-countries are de
creasing, since Israel is, after all, among the most 
developed of the u-countries. 

173. It should finally be added that Argentina, 
Tunisia, UAR and Yugoslavia, being provisional 
members of the GATT, have never negotiated for 
accession and do not have any schedule of concessions 
at all. On the other hand, they cannot claim com
pensation if some other country charges a bound rate 
of interest to them as exporters. 

174. It is surprising that the rite of accession 
negotiations with entrance fees has not been scrapped, 
at least for the least-developed u-countries, particularly 
since non-members enjoy most of the indirect benefits 
through the most-favoured-nation treatment, and since 
abolishing the entrance fee would not even require an 
amendment to the General Agreement itself. 

C. Programme for Expansion of 
International Trade 

175. In November 1958, a Programme for 
Expansion of International Trade was adopted within 
the GATT. Three committees were set up: COM.I to 
investigate the possibilities for arranging a new general 
round of multilateral tariff reductions; COM.II to 
explore the possibilities for an improvement in trade 
in agricultural products; COM. III "to consider and 
report to the contracting parties regarding other 
measures for the expansion of trade, with particular 
reference to the importance of the maintenance and 
expansion of export earnings of the less developed 
countries to the development and diversification of 
their economies" (7S/25). The tasks given the three 
committees reflected the findings made in the Haberler 
report (Trends in International Trade, GATT, 1959) 
and in earlier annual reports on international trade 
prepared by the GATT secretariat. 

176. Work within COM. I eventually led up to the 
"Dillon" round in Geneva in 1960. COM. II has held 
extensive hearings and consultations on agricultural 
trade policies. Its tasks have now been taken over by 
the Trade Negotiations Committee, set up to prepare 
for the "Kennedy" round in Geneva in 1964. This 
TNC has a sub-committee on agricultural trade and, 
connected with that sub-committee, there are two 

special groups trying to "organize" trade in cereals 
and meats, two product categories which are of interest 
to some u-countries-Uruguay, for instance. Con
sideration is being given to the establishment of a 
third special group to deal with trade in dairy products. 
The work of COM. II has not been successful. It 
would in fact be surprising if the Kennedy round were 
to lead to a dismantling of agricultural protectionism. 

177. COM. III, which is of most interest in the 
present context, is still in operation. Its main activities 
have been: requesting u-countries to list products of 
interest to their exports; surveying all trade obstacles 
that hamper exports of these products; urging the 
speedy removal of such trade obstacles in i-countries; 
and reviewing the progress made in the elimination 
of such trade obstacles. 

178. COM. III has drawn up three lists of products 
of interest to u-countries. It is understood that a 
fourth list will be prepared. The lists include products 
which, in the opinion of the u-countries, most urgently 
required the attention of COM. III. 22 

179. On the basis of explorations within COM. III, 
and on suggestions made by a group of u-countries, 
a declaration was adopted at the Ministerial Meeting 
in November 1961. This declaration recommends to 
i-countries that they remove trade obstacles hampering 
the exports of u-countries. The intention of the 
declaration was to put more "bite" into the appeals 
made by COM. III. The declaration attempted to 
establish specific programmes of action and, "where 
feasible", target terminal dates for the progressive 
reduction and elimination of barriers to the exports of 
u-countries (1 OS/33). 

180. On a suggestion by Nigeria, it was decided 
that duty-free entry for tropical products should be 
given particularly careful consideration. A Special 
Group on Trade in Tropical Products was established 
to investigate the prospects for the complete removal 
of trade obstacles facing tropical products. 23 

181. Dissatisfied with the implementation of the 
Ministerial Declaration, a group of u-countries intro
duced, in COM. III, a more concrete Action Pro
gramme in October 1962. This Action Programme 
called for the following action by i-countries in relation 
to the exports of u-countries: 

(1) the maintenance of a "standstill" on new tariff 
and non-tariff barriers; 

(2) the elimination of quantitative restrictions by 
the end of 1965; 

22 The three lists contain the following products: 

List1 (1959) 

Coffee 
Tea 
Cocoa 
Oilseeds 
Vegetable oils 
Tobacco 
Lead 
Copper 
Timber 
Cotton 
Cotton tel{tiles 
Jute manufactures 

List 2 (1960) 

Iron ore 
Baul{ite 
Alumina 
Aluminium 
Leather 
Leather goods 
Leather footwear 
Internal combustion 

engines under 50 h.p. 
Sewing machines 
Electric motors 
Electric fans 
Bicycles 
Sporting goods 

List J (1961) 

Canned fish 
Phosphates 
Cement 
Coir manufactures 
Ferro-chrome 
Ferro-manganese 
Copper products 
Steel furniture 

23 Cocoa, coffee, bananas, tropical oilseeds and oils, tea and 
tropical timber. 



THE SIGNIFICANCE OF GATT 529 

(3) the introduction of duty-free entry of tropical 
products by the end of 1963; 

(4) the elimination of tariffs on primary products; 
(5) the elimination, or at least reduction, of tariffs 

on exports of semi-processed and processed products 
over a three-year period; 

(6) the progressive reduction of internal fiscal 
charges and revenue duties; 

(7) the annual reporting on the implementation of 
the Action Programme. 

l 82. At the Ministerial Meeting in May 1963, this 
Action Programme-with the addition of a~ eighth 
point concerning ''other measures"-was discussed 
and agreed to by the mi~isters of the i~countr~es, 
subject to a number of specified understandmgs wh1~h 
limit the value of this agreement. The EEC countnes 
took an even less positive standpoint. The reason given 
by the EEC countries for the.ir not. ag~eein~ to ~he.Ac
tion Programme but only to Its obJectives m pnnciple, 
was that the programme was too limited and aimed 
only at the removal of trade barrie~s, w~ereas m~re 
positive efforts would really be reqmred to orgamze 
international trade in products of interest" to u-coun
tries (GATT/794). The origin of this approach prob
ably lay in part with the much-heral~ed and, so far, 
inconcrete French plan for commodity agreements. 
However the interests of the Associated Countries in 
Africa w'ere probably the major factor determining 
the EEC attitude to the Action Programme. 

183. With respect to tropical products, which had 
earlier been singled out for special attention, it was 
agreed that duties on tea and tropical timber should be 
removed "where practicable" before the end of 1963. 
As to the other tropical products, various other 
arrangements were discussed, some of them relating 
to price stabilization schemes. 

184. The ministers also established an Action 
Committee-" ... firstly to assist them (the contracting 
parties) in the implementation .of the. P~c;gramme of 
Action and secondly as appropnate to tmtlate, process 
and co-ordinate further positive measures .... " 
(MIN (63) 8). It was not intended that the. Action 
Committee should replace COM. III but that It would 
act as a support for t_he work of th.at Commi~tee. 
The first series of meetmgs of the Act10n Committee 
were held on 9-12 September 1963. To judge from its 
first deliberations, the activities of the Action Com
mittee will, in fact, considerably overlap those of 
COM. III. 

185. In order to assess the trade obstacles at present 
confronting u-country exports, and in order to see 
what has happened to such barriers a~ a ~esult of ~he 
attempts at their removal, the _fo~lowmg mforn:atwn 
(based on material prepared withm the secretanat for 
COM. III) is of interest. 

186. Quantitative restrictions.-A matrix c~n be 
prepared embracing the products enumerated m the 
COM. III lists broken down into 43 product cate
gories24 and 19 countries, including all the . more 
important i-countries, giving a total of 817 entnes. A 

u In the following statistics, data on bananas are included sin<:e 
the Special Group on Trade in Tropical Products included th1s 
product in its considerations. 

breakdown of these different entries into "initially 
no restrictions", "complete de-restriction during the 
period", etc., reveals the following position: 

(l) No restriction within the product category 
at the time of adoption of each list . . . . . . 530 

(2) Initial restrictions covering the whole or 
part of the product category at the time of adop
tion of each list but removed completely before 
l July 1963 . . . . . . . . . . . . . . . 184 

(3) Partial de-restriction, with some restri~-
tions covering parts of the product category still 
in force on l July 1963 . . . . . . . . . . . 40 

( 4) Restrictions initially covering the whole of 
the product category and still in force on 1 J:uly 
1963 (including 11 cases of import monopohes, 
particularly in the tobacco trade) . . . . . . 45 

(5) Restrictions initially covering part of the 
product category and still in force on I July 1963 18 

817 
187. This means that, of the 817 entries, 714 

(530 184) would, as of 1 July 1963, indicate that 
no restrictions were in force, and that 103 would 
indicate that restrictions of the whole product category 
or parts of it were still in force. 

188. Tariffs.-A similar matrix can be prepared 
to illustrate what has happened to tariffs on products 
of interest to u-countries. In this matrix, the COM. III 
product categories have been broken down into 80 
groups. The countries embrace 13 i-countries. (this 
time counting the EEC as one country applymg a 
common external tariff). The total number of entries 
in the matrix is 1040. Reviewing what has happened 
over the period 1960/1961 to 1962/1963, the matrix 
gives the information tabulated at the top of page 530. 

189. Fiscal charges.-ln practice, it is impossible 
to draw a distinction between revenue duties, fiscal 
charges on imports, and internal taxes not discriminat
ing against imports. In the calculations by the GATT 
Secretariat reported on here, those taxes which the 
i-countries themselves have listed as revenue duties 
have been included among tariffs. Non-discriminatory 
internal taxes, as far as they are distinguishable, 
have not been included at all. This leaves a number of 
fiscal charges described as such by the respective 
i-countries themselves. 

190. Such fiscal charges exist on tobacco and 
tropical beverages. There has been only one instance 
of such a charge being reduced over the last three-year 
period. This was the Italian charge on cocoa beans, 
which was cut from 74 per cent to 39 per cent.25 

A bill has been introduced in the Swedish Riksdag 
seeking the removal of the fiscal charge on raw and 
roasted coffee. If we leave out the special case of 
tobacco, and if the Swedish bill is accepted, the 
following i-countries do not have any fiscal charges 
as defined above (but might have revenue duties 
reported above under tariffs): Austria, Belgium, 
Canada, Finland, the Netherlands, Norway, Sweden, 
Switzerland, the UK and the US. 

191. It is obvious from these figures that progress 
in the elimination of barriers has been made, whether 

26 Specific duties calculated to ad valorem equivalent. 
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Type of commodity among those fisted by COM. m 

1. Cases in which rates have been reduced or eliminated for 
the whole product category . 

2. Cases in which rates have been reduced or eliminated for 
part of the product category 

3. Cases in which the rate for the whole product category is 
presently zero . 

4. Cases in which the rates for the whole product category are 
presently not higher than 5 per cent but exceed zero 

5. Cases in which the rates for parts of the product category 
are presently not higher than 5 per cent 

6. Cases in which rates have been bound for the whole product 
category 

7. Cases in which rates on parts of the product category have 
been bound. 

or not as the direct result of the efforts of COM. III. 
A judgment as to whether past progress can be 
regarded as significant would depend upon the 
reference norm we select. It is not necessarily in
significant in relation to what has been achieved 
elsewhere or what could have been achieved by an 
alternative trade organization. But the achievements 
of the GAIT in reducing trade obstacles for u-coun
tries must surely be regarded as insufficient in the 
sense that their complete removal is required to pro
mote economic development in the u-countries. For 
this reason, all parties seem to hold the view that the 
activities of COM. III relating to the Action Pro
grammes have not been successful so far. 

192. As can be seen from the Action Programme 
its various points could be said to amount to a non
reciprocal dismantling of trade obstacles on selected 
products by i-countries outside the framework of 
tariff negotiations. But, within the Programme for 
Expansion of International Trade, other initiatives 
have also been taken, with perhaps the most interesting 
being the deCision to set up a Working Group on 
Preferences. The task of this Working Group is to 
study the possibilities of (a) i-countries granting 
preferences on selected products to u-countries, and 
(b) u-countries granting preferences on selected 
products among themselves. It had its first series of 
meetings on 7-11 October 1963. 

193. There are also plans for conducting, withi11 
the framework of COM. III, studies of the trade-and
payments aspects of development plans of u-countries 
in the GATT with a view to ascertaining, in particular, 
their present and future export potentialities and 
import requirements. In these studies, the export 
potentialities of individual u-countries would be 
related to the availability of export outlets, with 
particular reference to th~ extent to which such ~mtle.ts 
are restricted by the existence of trade barners m 
i-countries. It is intended that the presentation of these 
findings to the i-countries should give added impetus 
to the removalOfthe barriers they maintain. COM. III 
has already studied, together with representatives of 
these countries, the development plans of India and 

Industrial raw 
Foodstuffs tJ1td materials tJ1td 

tropical products semi-manufactures Manufactured goods Total 

44 18 50 112 

4 14 62 80 

70 165 51 286 

33 40 8 81 

16 23 43 82 

77 92 136 305 

14 16 78 108 

Pakistan, although on a less ambitious scale than is 
now proposed for the new studies. These two studies 
do not, however, give the impression that the almost 
insurmountable difficulties inherent in rendering such 
exercises really effective have been overcome or will 
be easy to overcome. Reports have been published 
on the basis of these consultations. 

194. In order to prevent the failure of future efforts 
by u-countries on export markets due to obstacles of 
the kind introduced on, for instance, Japanese goods, 
Israel has suggested in the Action Committee that 
i-countries, for their part, should also pay attention 
to their production patterns and the need to facilitate 
factor reallocation as between industries. 

195. Concern over sales difficulties has led Brazil 
to suggest that a market information service should 
be established to assist inexperienced exporters by 
providing information pertinent to export matters 
(llS/203). This question is now under active con
sideration. 

196. A suggestion made recently by the United 
Arab Republic that i-countries should facilitate the 
export trade of u-countries by granting soft loans, 
has met with opposition, particularly ,as there are 
other institutions working in this field. The matter 
will, however, be discussed at the next meeting of 
COM. III. As could be expected, there have through 
the years also been a number of attempts by u-coun
tries to get the GATT to play a leading role in com
modity arrangements. GATT activities in this field 
have, however, been minimal. The reason for the 
prevailing lack of enthusiasm for negotiating com
modity agreements in some of the major i-countries 
seems to be that, in their view, attempts made elsewhere 
have not been particularly successful and that in the 
long run the best way of supporting raw material 
prices is by removing trade barriers hampering access 
to markets (see GATT statement to ECOSOC, 
E/CN.l3/L. 78). 

V. CONCLUSIONS 

197. In order to reach a conclusion as to the signifi
cance of the GATT for under-developed countries, 
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we shall now, by way of a summary, compare what the 
commercial policy situation of the under-developed 
members of the GATT ideally should have been, 
with what it actually has been. Some practical sug
gestions as to how it could be possible to move closer 
to the ideal will also be offered. 

198. As will be (emembered, the theoretical dis
cussion in relation to under-developed countries left us 
with two different sets of commercial policy desiderata 
to be met simultaneously: the one relating to trade 
with industrialized countries, the other to trade among 
under-developed countries themselves. An interna
tional trade organization, to be of maximum use to 
under-developed countries, would thus have to fulfil 
the following two functions: (1) support commercial 
policies which permit the foreign exchange gap of 
under-developed countries in trade with industrialized 
countries to be reduced or eliminated; and (2) arrange 
liberal trade policies among under-developed coun
tries. 

A. Trade relationships with industrialized countries 

199. As to the implementation of the first function, 
the following observations could be made. To close 
the structural foreign exchange gap which would 
remain in most under-developed countries, even if 
their expenditure policies did not exacerbate their 
foreign exchange difficulties, under-developed coun
tries should be free to limit their imports from in
dustrialized countries to what has been referred to as 
input imports. Industrialized countries, for their part, 
should not only accept these trade barriers without 
retaliation but, at the same time, dismantle trade 
obstacles they have on exports from under-developed 
countries. Whereas it is in the interest of under-devel
oped countries to restrict imports of, particularly, 
consumer goods from industrialized countries, it is 
indeed in the interest of industrialized countries to 
pursue liberal import policies vis-a-vis 1;1nder-develo:t?Cd 
countries in order to reach the optlmun allocatiOn 
of their productive resources. Furthermore, support of 
the development efforts of under-developed countries 
through the commercial policy pursued in industrial
ized countries would be particularly useful since 
relatively efficient producers, i.e., the exporters in the 
under-developed countries, would be stimulated. ':fh~s, 
industrialized countries have two reasons for elimm
ating trade obstacles hampering access of goods from 
under-developed countries. In cases where they are 
unwilling to remove trade barriers because other 
industrialized countries are the main exporters, 
preferences on imports from under-developed coun
tries should be considered. 

200. To what extent have such policies been 
furthered through the activities of the GATT? First, 
as to the possibilities of under-developed GATT 
members of restricting imports from industrialized 
countries, we may make the following observations 
based on the explorations in the preceding chapters: 

(i) According to the original GATT doctrine, the 
maneuverability of under-developed count~~s. would 
have been limited because of the prohtbttiOn of 
quantitative restrictions and because of the likelihood 

that they would enter into various tariff commitments 
at the tariff conferences. 

(ii) In practice, there are a variety of provisions 
under which these obligations can be reduced. Most 
important of these is the possibility of applying 
quantitative restrictions to counter-?alance payments 
difficulties. Through the systematic use of these 
provisions it is possible to reduce the obligations under 
the Gener~l Agreement to virtually nothing. 

(iii) However, in view of the urgency of develop
ment efforts, it might well seem frustrating for policy
makers to be obliged to invoke various provisions or 
exceptions within an international agreement, in 
order to c~rry out development policies, the merits of 
which appear to need no particular defence. . 

(iv) Since what has been done ~o re~uce the .obhga
tions of under-developed countnes giVes the Impres
sion of having been done reluctantly and without a 
true understanding of why it had to be done, the 
various provisions have been given quite a complicated 
form. Because administrative talent is usually scarce 
in relation to the great demands placed on it in the 
development process, it may be burdensome for 
under-developed countries to be obliged to ensure that 
their policies are in conformity with the letter of the 
General Agreement, and situations may perhaps even 
arise in which a particular policy measure under con
sideration is discarded because it is not immediately 
obvious how it could be justified under the Agreement. 
The handling of the trade problems of under-developed 
countries should be recognized as constituting a 
straightforward, separate field of activity for the GATT 
and not merely be treated, as at present, in a body of 
exceptions in the General Agreement. The approach 
to the trade problems of under-developed countries in 
the present text may, in fact, give the impression that 
under-developed country obligations under the GATT 
are greater than they in fact are. -

(v) It may be supposed that, before the under
developed countries themselves had come to recognize 
that their trade problems were of a special genre, some 
under-developed countries had entered into a range of 
tariff commitments, which later appeared to be a 
hindrance in utilizing the tariff in the development 
process. At that stage, before the attitude among the 
industrialized countries to the trade problems of 
under-developed countries had changed somewhat, it 
might not have been possib~e ~o disp~n~e with such 
undertakings. Such changes m mdustnahzed coun~ry 
attitudes towards under-developed country trade pohcy 
problems as have occurred, have been fairly recent 
and for this reason obligations, and not only those 
relating to tariffs, have for a long time been more 
burdensome than they are at present. . . 

(vi) Those few under-developed cou~tnes :-vhtch 
cannot invoke balance of payments dtfficulttes to 
institute a system of quantitative restrictions have 
considerably less maneuverability in their commercial 
policy than might be desired, especially the use of 
Article XVIII C to introduce quantitative restrictions 
for development reasons is, or may appear to be, 
cumbersome. However, it should be observed that 
under-developed countries which are in the fortunate 
position of not facing balance-of-payments problems 
in their development effort do not, in the light of our 
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theory, need to carry out protectionist policies at all 
to the same extent as other, less fortunate, under
developed countries. Thus, the obligations for these 
former countries need not be greater, although they 
do not have the same opportunities of instituting 
sweeping quantitative restrictions. 

201. Then, to what extent has the GATT made it 
possible for under-developed countries to close a 
foreign exchange gap through liberalizations in 
industrialized countries? In this context it is important 
to distinguish between those advantages which can 
be attributed to the GATT in its role as a codification 
of conventional commercial policy doctrine and those 
which arise from the new activities. 

202. The advantages of the conventional sort do 
not appear to be very significant. It is, of course, 
quite conceivable that under-developed countries find 
it convenient to be automatically entitled, as the direct 
result of their membership of the GATT, to most
favoured-nation treatment by the other members. 
The alternative means open to an under-developed 
country of safeguarding most-favoured-nation treat
ment, that is, by the negotiation of a series of bilateral 
agreements, could be inconvenient and could place 
a heavy burden on the relatively scarce administrative 
resources available in under-developed countries. It 
must be observed, however, that non-members are not 
in fact widely discriminated against and that dis
crimination against under-developed countries, even 
if none of them belonged to the GATT,,would in all 
likelihood not be extensive under present circum
stances. 

203. The activities of the GATT in the field of 
negotiations for tariff reductions have been of only 
minimal importance to under-developed countries. 
Direct participation by under-developed countries in 
tariff conferences has been limited, and the indirect 
advantages of concessions exchanged between in
dustrialized countries on goods of interest to under
developed countries have been small, except perhaps 
for those under-developed countries which are on the 
verge of becoming substantial exporters of industrial 
goods. Nor are the other indirect advantages of such 
concessions-the income or "rubbing off" effects of 
increased prosperity in industrialized countries-likely 
to have been spectacular and would in any event have 
accrued, in large measure, to under-developed 
countries without membership. 

204. The advantages of membership for under
developed countries have, moreover, been greatly 
reduced through the wide non-implementation by 
industrialized countries of their obligations under the 
spirit of the Agreement. The benefits of those under
developed countries which export temperate zone 
agricultural products have been particularly impaired. 
Furthermore, as a result of residual import restrictions 
and action taken to prevent alleged market disruption, 
the interests of under-developed countries in general 
have been damaged. It is impossible to quantify the 
damage without extensive empirical research but, 
considering the importance of foreign exchange 
earnings for under-developed countries, whatever 
damage has been caused to their exports has had a 
negative leverage effect on their development. 

205. The new attitude in industrialized countries 
to the trade problems of under-developed countries 
reflected in non-insistence on full reciprocity and in 
the Programme for the Expansion of International 
Trade, has perhaps not so far resulted in any great 
practical advantages. This is so in spite of the fact 
that the attitudes in the GATT have changed remark
ably in relation to what they were only a few years ago, 
a change which indicates perhaps that the GATT, as a 
forum for making views on trade policy known and 
felt, has served a useful purpose. Some concrete 
progress has, however, been made and prospects for 
further advancement of the interests of under-devel
oped countries exist. It would be deceptive, however, 
not to point at the reluctance with which industrialized 
countries have made non-reciprocal concessions to 
under-developed countries. 

206. As to the net balance between obligations 
and advantages in the trade arrangements between 
under-developed and industrialized countries, the 
impression gained from this study is that at present 
the advantages, although small, outweigh the obliga
tions. This need not, however, have been so during 
the first years of the GATT's existence when it could 
justifiably be criticized for imposing obligations with
out endowing any benefits. Now, the Agreement can 
be criticized, not for imposing onerous obligations, but 
for endowing only small benefits. It is significant that 
the four countries which have left the GAIT did so 
in the early fifties and that, recently, there has been a 
great expansion of the number of under-developed 
countries in GATT. 

207. It is the task of the United Nations Trade 
Conference to speed up this policy process so that 
foreign exchange gaps can be eliminated more rapidly 
through commercial policy means. However, given 
the fact that attitudes change only slowly, it is perhaps 
difficult to imagine that there could be an immediate 
and wholehearted adoption in industrialized countries 
of all the policies pressed by under-developed coun
tries at present. To reach constructive results more 
rapidly, it might be possible to find some new means of 
attaining a quid pro quo which could be employed 
more easily by under-developed countries than tariff 
concessions, but which would nonetheless be accepted 
by industrialized countries even under the prevailing 
commercial policy doctrine and within the present 
negotiation framework. 'First, it could again be 
suggested that under-developed countries, to gain 
some advantages, could probably offer a number of 
tariff concessions which need not hamper the develop
ment effort, at least if use is made of the various 
provisions discussed in Chapter III D. To judge from 
past experience, such a procedure would probably be 
accepted by industrialized countries. That is in itself 
interesting in that it indicates the importance negotia
tors attach to the appearance of a formal exchange of 
mutual concessions, since the habits of bargaining 
over tariff concessions are deeply ingra\ned after 
decades, if not centuries, of tariff wars. In these 
circumstances, it is all the more important to invent 
new means of reaching a quid pro quo which satisfies 
the one side without hampering the development of 
the other. 
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208. Second, under-developed countries could 
offer "reciprocity with a time lag", i.e., in exchange 
for a concession obtained now a concession could be 
given, to become effective in, say, five or ten years. 
An association agreement of the type made between 
Greece and theEEC does, in fact, amount to reciprocity 
with a time lag. Other association agreements with 
customs unions are based on the same principle. If an 
under-developed country gives such an undertaking 
for the future and eventually does not wish to imple
ment it, the concession could be re-negotiated in 
very much the same fashion as re-negotiations are at 
present carried out. 

209. Third, under-developed countries could give 
guarantees of compensating increases in import value 
rather than in tariff concessions. Such guarantees 
could, of course, be given without any difficulty, since 
an under-developed country normally wishes to 
import as much as foreign exchange earnings permit. 
It would only be due to lack of imagination on the 
part of industrialized countries if they did not prefer 
such a guarantee to a tariff concession. 

210. Fourth, if industrialized countries are genu
inely concerned over the risk that under-developed 
countries, when given extensive rights to pursue 
protectionist trade policies, will promote the establish
ment of a series of "inefficient" industries, they should 
be willing to accept, as a quid pro quo, guarantees 
from under-developed countries not to apply trade 
barriers among themselves. This leads us to the second 
major question, namely, to what extent the GATT has 
made it possible for under-developed countries to 
reach satisfactory trading arrangements among them
selves. 

B. Trade relationships among under-developed countries 

211. Under-developed countries should be able 
to arrange liberal trade policies among themselves to 
ensure competitiveness and the efficient allocation of 
resources. Even if the adoption of such a policy would 
present under-developed countries with a number of 
difficulties of a political nature, the economic ad
vantages for the under-developed countries ought to 
be so considerable that the policy should be imple
mentable. Industrialized countries, for their part, 
should beware of becoming prisoners of semantics in 
referring to such policies as discrimination against 
industrialized countries. The alternative to liberal 
trade among under-developed countries is not liberal 
trade with industrialized countries as well, but re
strictive trade with everybody. Thus, to the extent 
that industrialized countries are genuinely interested 
in allowing trade to promote the development process, 
liberal trade policies among under-developed coun
tries is something they should encourage in their own 
interest and, since such policies might be politically 
difficult for under-developed countries to institute, 
their adoption should be looked upon as a concession 
made by the under-developed countries. There is 
really no area of commercial policy where the interests 
of both industrialized and under-developed countries 
are so common and yet action so uncommon. 

212. Under the GATT doctrine, the most-favoured
nation clause prevents under-developed countries 
from maintaining more liberal trading relationships 
among themselves than with industrialized countries. 
The only permissible exception to this is the customs 
union and free-trade-area provision. It could also be 
noted that in setting up a working party on preferences, 
which, as one of its twin tasks, will consider prefer
ences among under-developed countries, a first step 
has been made to provide a more flexible system for 
intra-trade in the under-developed part of the world. 

213. As a practical alternative to formal customs 
unions-the bigger, the better-and loose preferences, 
one might imagine a treaty signed by the under
developed countries establishing that they, in their 
intra-trade would apply the conventional GATT 
doctrine by not implementing quantitative restrictions 
among themselves and by perhaps negotiating tariff 
concessions among themselves. Within this institution, 
the development plans of the various countries could 
be presented, resulting in "agreed specialization" 
which is probably necessary to implement liberal 
intra-trade policies. This new GATT institution, com
posed of only the under-developed countries and lead
ing a life in harmony with, for instance, the existing 
GATT, could also be put into operation to organize 
trade relationships between various customs unions 
among under-developed countries. It would have to 
take careful note of the great differences in develop
ment levels among under-developed countries so as 
to avoid shortcomings for which the present GATT 
has been criticized through the years. 

C. Final evaluation 

214. It can be concluded that the GATT has not 
been modelled to suit the under-developed countries. 
Being based on a conventional commercial policy 
doctrine, the General Agreement has instead served, 
and served well, the needs of the industrialized coun
tries in arranging their intra-trade. This is, of course, 
in itself an extremely important accomplishment which 
any trade organization must fulfil to be acceptable and 
which also, although indirectly, has a bearing upon the 
under-developed countries. The fact that the GATT 
has so far primarily served other needs than those of 
the under-developed countries need not mean, how
ever, that its significance has been nil or negative for 
those under-developed countries which have been 
members. On the contrary, the impression I have 
gained from the present study is that the GATT has 
had some, although not a spectacular, positive sig
nificance for under-developed countries and that this 
significance has been increasing. There is, however, 
still scope for much improvement, although-as the 
GATT contributes something to the under-developed 
countries-alternative arrangements will not necessar
ily lead to such an improvement. Ultimately, the 
political will in industrialized countries, and not the 
institutional framework, is decisive for the extent to 
which commercial policy means can assist the under
developed countries in their development effort. 



UNITED NATIONS MACHINERY IN THE FIELD OF INDUSTRIAL 
DEVELOPMENT* 

(Draft resolution submitted by the Committee on Industrial Development) 

The Committee for Industrial Development, 

I 

Recommends to the Economic and Social Council 
the adoption of the following draft resolution: 

The Economic and Social Council, 

Bearing in mind the view of the General Assembly, 
expressed in its resolution 1940 (XVIII), that there 
is a need to carry out changes in the existing United 
Nations machinery so as to provide an organization 
capable of dealing with the problems of developing 
countries, in order to intensify, concentrate and 
expedite United Nations efforts for industrial 
development, 

1. Takes note with appreciation of the working 
paper by the Secretariat on United Nations machin
ery in the field of industrial development; 1 

2. Declares that there is an urgent need to estab
lish a specialized agency for industrial development 
within the framework of the United Nations family, 
in order to assist developing countries in the pro
motion and acceleration of industrialization; 

3. Requests the Secretary-General to prepare a 
study on the scope, structure and functions of this 
agency, including draft statutes and information 

* This draft resolution was circulated to the Conference at the 
request of the Committee on Industrial Development at its fourth 
session which ended on 20 March 1964. 

The Committee also requested that the report on its fourth session 
be transmitted to the Conference. 

1 E/C.5/L.30. 
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on the steps required to bring such an organization 
into operation, taking into account the views ex
pressed by the Committee on Industrial Develop
ment at its fourth session, by the United Nations 
Conference on Trade and Development, and by the 
Economic and Social Council at its thirty-seventh 
session, and to submit this study to the nineteenth 
session of the General Assembly; 

4. Recommends to the General Assembly at its 
nineteenth session to consider the deliberations of 
the Committee for Industrial Development at its 
fourth session, of the United Nations Conference 
on Trade and Development, and of the Economic 
and Social Council at its thirty-seventh session and 
the study requested in paragraph 3 above with a 
view to expediting action towards the establishment 
of such an organization; 

5. Calls upon States Members of the United 
Nations or members of the specialized agencies to 
give increased financial support to existing United 
Nations programmes in the field of industrial 
development, without prejudice to immediate action 
on the establishment of a specialized agency. 

II 

Requests the Secretary-General to transmit the 
above draft resolution as well as the report of the 
fourth session of the Committee for Industrial 
Development to the United Nations Conference on 
Trade and Development in order to facilitate and 
expedite the consideration of the industrial aspects of 
economic development by the Conference. 
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